CASE 7390: WARVEY E. YATES COMPANY. FOR
COMPULSORY POOLING, CHAVES COUNTY, NEW
MEXICO

NG S AR T P i ke e e




Poest pyaLnsLe COPY

S
e e —

A NE « “‘OPY

BEST ST

X




Case NO

7390

Aoplication
V-WC\Y\SCY‘\'P;&S. |
Sl ExWibits

A ——,




Mnr:hn T E‘b—‘—innnv

- ea -

1955 Sc. hearney Way
Denvexr, Colorado 80224

MAY 29, 1984

CERTIFIED MATII. 2
_ RETURN RICEIPT R

1898
TE

Q

o~ |

Harvey E. Yates Company
Security Naticnal Bank Bldg.
Suite 300

Roswell, New Mexico 88201

Re: #]1 Seymour State Well
Township 9 South, Range 27 East
Section 18: W/2
Chaves County, New Mexico

Dear Sir or Madam:

I am writing you this letter because I owp a 1.25%
of 3/8ths, overriding royalty interest in New Mexico State
0i1l and Gas Lease STA-NM-L-6907. This lease covers, in
part, the E/2NW/4 of Section 18, Township 9 South, Range 27
East, Chaves County, New Mexico. That portion of 0il and
Gas Lease STA-NM-L-6097 was pooled to form a standard 320-
acre gas spacing and proration unit down through the Ordovician
formation underlying the W/2 of Section 18, Township 9
South, Range 27 East, N.M.P.M., Chaves County, New Mexico,
upon the Application of Harvey E. Yates Company for Compulsory

Pooling, Case No. 7390, Oxder No. R-6873.

My interest in the W/2 of said Secticn 18, and in

the production from the #1 Seymour State Well drilled in the
SW/4NW/4 of Sectloryla, arises from the Assignment of Over-
riding Royalty Aff ..iing 0il and Gas Lease STA-NM~-L-6907,

dated April 24, 1980, filed with the Commissioner of Public
Lands on April 3, 1981, in Book No. 2 Register of Miscellaneous
Instrument No. 3437. That Assignment was also recorded in

the records of Chaves County, New Mexico, on March 16, 1981,

in Book 203 at Page 399. I am enclosing a stamped copy of

the Assignment of Overriding Royalty Affecting 0il and Gas




Harvey E. Yates Company
Page 2, '

Lease STA-NM-L-6907, bearing the couniy recording information
and the recording informaticn for the Commissioner of Public
Lands for your convenient reference.

I have not received any payments for my overriding
royalty interest since “he £1 Seymour State Well was com-
pleted in the Atoka and Abo formations on March 22, 1983,
nor have I received any satisfactory explanation as tc why I
am not receiving my fair share of proceeds.

I request that you furnish me with all proceeds of
production attributable to my overriding royalty interest in
the #1 Sevmour State Well from the date of first production
to the present date, and that you hereafter remain current
in making payments tn me. I alsc request a copy of the
Division Order Title Opinion (and any other title opinions)
prepared for this well, along with an accounting setting
forth the production history of this well since its comrpletion.

I sincerely hope that this matter will be resolved
expeditiously by your company. I have been extremely patient
up to this point, but I am prepared to seek payment of my
fair share of production through other remedies available to
me if I receive nc satisfaction from your company, including
the filing of a lien upon the production from this well. I
I have not received a proper acccunting from you within ten
(10) days after your receipt of this letter, I will be
forced to resort to the mentioned remedies.

Thank vou for your consideration and attention in
this matter.

Sincerely,
Meagle T {:—/
Moshe I. Ettinger u
MIE/
Enclosure

c&:{/gil Conservation Commission
ranswestern Pipeline Company
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October 20, 1981

Commission Examiner

01l Conservation Commission

State of New Mexico

Room 205, State Land Office Bldg.
Santa Fe, New Mexico

Gentlemen:

This letter pertains to Case No. 7390 filed by Harvey E. Yates
Company for compulsory pooling, in Section 18-9S-27E Chaves
County, New Mexico. I have received a Notice of this Hearing
and I assume that I have a mineral or royalty interest under-
lying the subject lands.

I have not been contacted for leasing rights on this broperty
and the Gperator should be advised that I will either lease cr
participate. .

Very truly yours,

YW
Richané L. Harris

RLH : 1mh

ce: Harvey E. Yates Company
" Suite 300, Security National
Bank Buildlng
Roswell, NM 88201

2761 E. Skelly Drive’ ¢ Tulsa, Oklahoma 74105 ¢ 743-6201
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Corporation Commigsion has sintu-
tory power to order an operator to re-
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" KIIRR P B ying oll or gas wella which were ime-
:‘lﬂlll.‘ﬂ)" _plugged, —Asbland OII._’I_nc’., Ny
‘, noentid LR pui e kuin AW ;, DY, SRS LG
Jeal oll 422 €19739). B . N
Lantinge Corporation  Commissfon's order re-
crting veplugging of two abaidoned

quiring
wells, which were not plugged in ac-
cardance with Commission rule protcet-
iy domestie fresh waler in area, was

N TN supported by substantial evidence and
Wil was a lawful exercise of Commisafon's
O power, L e .
Glonoation i'act  that  Corporatlon  Commission
I tud ot yet required other operators
oy with welis In same area ooniakning
o s ameunt of surface casing as old
el for campany’s wela that evidence pointed
IRV ON, to ns cause of pollutinn 0r'(rcs)g water
Puolsa 1. wells  did not render Commission's
4 carrective action In requiring replugging
) " of ‘oll company's wellis an arhitrary ex-
coliey, 12 creise of Hs power. 1d. . .

MWhen owners executed il and gas
leaxe, their right to drill on ieased prem-
ises for purpose of producing oil or gas
passed te lessees whose rlrhls to grili on
feasedh premizes weee limited by proper
exereise of state’s police power. _Sunray
X il Co, v. Cole, OKi., 401 F.2d 300
(1969), certlorari denled 90 8.Ct, 223, 336
V.S, W07, 24 L.iid.2d 183,

4. Qcders of commlission
As long as prior order of the Corpora- |
tion Commisgslon which found natural ’

BAS  Orniayon o e sigie cominon

sonrce was In effect, the Corporation :

Commisslon was authorlzed to honor
such order and treat source of supply in
Jdispute as single commnmon source when |

fixing atlowable. Corporation Commis- .

slon v. Unlon 0il Co. of California, Oki.,

591 1.2d 711 (1979).

5. Rules and regulations i

:ven {f “inspectors of Corporatlion !
Cemmission approved original plugging #
of olf company's welis so a3 to be in vlo-
lation of Commission’s rule proiecting:
fresh water, Cominission would not be!
bound by such ulira vires actions of its:
agents, who wire powerless to walve;
rule; thus., Connizsion was not es~!
topped  from  requiring replugging In:
compliance with ts rule, “Ashland Oll, |
ng. v, Corporation Coinmlsslon, Okl

595 P.2d 423 (1979).

Corporation. Commission is emplow- |
cered by legislative enactment to adopt:
. rules and regulations relative to driliing:
of oil and gas wells as may be necessary .

to protect fresh water strata, Id. 3
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" preclud-
currey v.
Qklahomn,

t autherity
uggling  of

kalt water Rules of Corporation Commisslon have
v. Corpo- force and effect of law and its agents;
joma, Okl., are powerless to walve requirements orf

such rules, 1d.

of supply——Oi+lers, 1ules and regulationz

Amerlesn Quasar Petroleum Co., Okl,
G17 P.2¢ 181 (1980).
2. _Orders of commission

Corporation Commission has no statu-
tory authority to Issue a poollng order
Interest within a drllling and spacing
unit o elect between psarticipation In
drilitvg vnit well or, In the alternative,
Lo accept a lesser royalty, notwith-
standing fact that nonparticipating roy:
alty owners' Interest is convertible inte
a working interest upon payout. O'Nelil
v. ‘American Quasar Pelroleum Co..
Okl., 617 P.2d 181 (1980).
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: ‘ the hes of waste
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aring as provided in said not
spaelng and

sizo and

ite, shall have the
of specified and an-
common source of
1 or gas within the
may au'horize the
acing and drilling unit
estabiish, reestablish,
different sfzes and shapes

power to establish wel}
proxtmately yuniform
supply, or prospeetiv

a drilling units
Snapé <covering anw
€ common soure fs '
St A ; rece of supply,
dr‘l‘llfngtofotl:h:é?]?t.io prlovxdfd. that the CO{:III)H?I”S;::OI?'
i nal well or wells on ,
gf Elfl.i!s'or any portton or uortions’thnrp@_rﬂ;;) S.r.)
w.h(::"t)}:‘(;) Cwell s'pacing and drilling units of 2T fe
omntission deterinines th
i ston at a common sour :
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that the seie o erof approximately uniform size and shape e\'ci‘t
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urther that e ; Ilo n the units in the oll area’ or areas: provided
be unitor IS rr 'liing paltern for Such nanuniform unlu; need n‘:l
allomater p‘roductfor?‘wdl(:ﬁhfu;;?:r that the Commission shall adjust the
comunion source of supp!
h other action as may b 7 1 proten ant
! ¥ D0 hecessary to protect the
bepz:‘ltl::.d Any order fssueq pursuant to the pro-
ed after & hearing upon the petition of any

terest in the min
common ] ands embrs ;
e landsso;;cbera%r isup'pl_v. or the right to dril] a well f';t;ec(l)lrfot;tlnqsuch
pelltton of th C?( “i_thln such eominon source of supply, or g.ks’(on
such & potitone js‘t;rtsler\:uion Officer of the State of Oklaht;ma o‘r.vhhe
2t Teast fpeon 1 led wl}h the Commission, the Cbmmisslon sf;all le'n
petition by oo 5) dqys notice of the hearing io be held unon .,g:f
hearing, in some ‘f,lit.’.l.[f*f*:.‘t;‘;'?'ui},‘ least [fifteen (15) days _prior 1o sata
clty, gpn ne newsy I3 general circulation printed In Oklaheom o
A thé'dateo?:'s:l':jq }by one publication, at least t‘if:)een e(d]S';l (g:;lsahgmz;
o In ench s 1earing, in some newspaper printed [n th .

c¢h county, if there be more tha ’ ands en
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in which the 1
the application Q 3 o ot
:zearing on such 5 iicatt Te situated. Except as to the notice of
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person owning an in

nelustve, oF AN 52!he;):lr:;edurasl requirements of Sections 84
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more,) - ocutsin(:ir a spacing unit of one hundred sixty (160) acres or
and/or gas leasehold interest outside the spaclng‘uni‘t in
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volved may be- held by production from the spacing unit 'mo;'e Stehan
nhiely (30) days beyond expiration of the primary term of the lea .on
{¢) In cstablshing a well spacing or drilling unit r?r“f}!ho:’c:lln:;c]‘
source of supply thercunder, the acreage td he embraced el o
unit shall not exceed six hundred forty (640) acres for a‘g‘ e tnte
ten percent (1094) tolerance, except fractional :{leeum:s:la"\(;:)dgthe shane
4 ing section unit, 7
oundary line may be spaced with adjc!n pane
:’hGN‘EOf ﬁhnll ho determined by the Commisslon from the o(:;';lcf:-e':?jn::;
troduced at the hearlng, and the following facts, among > as,
ghall ha materinl: - . e
(1) The lands embraced in the actual or prospective colmmsno:ogom
of Bupply; (2) the plan of well spacling then being en;];; (r’lyi)roductlon
templated In sald source of supply; (3) the depth at \\lr dcto e o
from sald common source of supply has been or {3 expec e"ve Droduciny
{4) the nature and character of the nrodueing or pmspeci  Producing
formation or formations; (5) any other av?l“-aeb;zu‘r;g:!gfg ::pply s
Ufic dnta pertalning to sald actual or prospectiv > i
issfon fn determining the prop
may be probative value to said Comm ‘ ‘ & proper
’ ith due and-relative a
spacing and well drilling unit therefor, w : ‘
rcl):"fthg correlative rights and obligations of the producers and royally
owners {nterested therein.

hac fillng units shall set forth:
hie order establishing such spacing or dr ; :
(I’)r t(;le outside boundarles of the surtace[ area '33:11?:: :::‘l::csho c:;('i:;._
the spacing or: T s
(2) tho size, form, and shape of JArilllng units 50 estab-
lshad; (3) the drilling pattern for the area. 3
oxeept as h)erelnbérore provided; "?.lnd (4)lttheTclaoZ?xtc‘l?nox?ée:‘h:hgflm!:;u:b
n each such spacing or drllling unit,
t‘:’tz;:e:i) aeplat upon which shall he indlc:\te(tihthe fd:r:g:;:\fb]llr_s\g;;rga;ﬁ)&
: r
bject - to - other provisions of this aect, e o
Ex‘:aglng or drilling units shall direct that no more than one wel!l shall

OIl, AND GAS
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thereafter be produced from the common source of supply-on any uni )

So established, and ‘that the well permltted on:that un(t ghall:hb:u(;;n:sf
at ‘the location thereon as prescribed by the Commission, w e o
ception as may be reasonably necessaryl wh;::'lf iit:eizrzzg(;vun;al'l?equlre-
lcatfon, notlce and hearing in cqnfornu y w e ii
g:ents of Sections 84 to 135, Inchisive, Title 52, Oklahqmadsura‘u::]e:.eige
the Commission finds that any such spacing unit s located o

of a pool and adjacent to a producing unit, or for scme other reason .

that to require the drilling of 8 well at tiie pre;zl:rlbed location on such

cing unit would be inequitable or uniéasonable. » !
:l;:eptlgon Is granted, the Commission shall adjust the ﬂnowabélea prt?e
duction for said spaclng unit and take such other action as y
necessary to protect the rights of interested partles.

Any well spacing or drilling unit for a common sourrce orgazusv‘:zll)l’
‘thereunder which exceeds six hundred- forty (640) acres uor aor e
> plus ten percent (109%) tolerance a?‘,d ig not in produc;ﬂonct oy he
process of drllling development on the efltéctive date of t bs andary e
de-spaced. However, fractional sections along the state bou

may be spaced with adjoining section unit, and the shape thereot shall ’

be determined by the Commission.

(d) The Commission shall have jurlsdiction upon the tiling ;)r ault)):zl;:
er application therefor, and upon notlce glven as provided in s

) the Il spacing units or to per- |
lon* (a) ‘above, to decrease the size of the‘ we _ s
L\??a(dd)ﬂlonal wells Lo be drilled within the established unit:s. ;u:gn ::g:r :
er proof at such hearing that such modification otr extesl;i.;(:nlno presentln'g ‘
establishing drilling or spacing units wiil prevent or a P
the varlou‘g types of wastes prohibited by statute, or any of £zid wastes,

or will protect or assist in protecting:the carrelative rights t(l)lfmper:?n:
Interested In “safd comnion’ dource of _supply, or upon the [

proper appllcation therefor to enlarge the area covered by ihe spaclng;

: 28

Whenever such an

.8 charge ageinst such Interest by grder of the

- for the operation of a well tor the benefit of al
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order, If such proof discloses that the develop:
velopment Indieates that such common sotiree
area not covered by the spacing orde~ and suel
applicant is an owner within the areg covered
Commission shali not establish wel} spacing u
(40) acres In size covering common sources of
which les less than 4,000 feet helovr the surf;
original or discovery. well in sald common sour
mission shall nas cstabitah weii spacing units of
acres in size coverlng comimon sources of suppl;
Hes less than 3.990 feet and more than 4,000 ¢
determined by the original! or tHscovery well iR
supply,
(e) The drilling of any wen or:-welis Into an
ply for the purpose of producing of! or gas th
order has heen entered by the Comumission cove
at a location other than that fixed
prohibited, The drilling of any well or wells |
supply, covered by a pending spacing applicat
than that approved by a speclal order of .the IS
the dribing of skch well s hereby prohibitea JB
well driiled fa violation of any spacing so enti
hibited. When two or more separalely owned
braced within an established spacing unit, or wiig
Interests separately owned, or hotnh such sepa§
undivided interests embraced within suéh esta
owners thereof may valtdly pool their fnterests
as.a unit, Where, however, such owners have
Interests and where one such separate owner h

slon, to avold the
rights, shall, ¢
require such owners to pool.-and duvelop ‘their
as a unit, AN orders reqairing such pooling
tice and hearlng, and shall be upon:such terng
Just and reasonable and w!ll afford to the ow
unit the opportunity to recover or receive with
his just and fair share of the ofl and gas.
alloeated to the owner of each tract “or {nted
spacing unit formed by & ‘pooling order shall,
sidered as if produceqd by such owner from th{
a well drilled thereon.

tures required

that costs Incurred in the development and opor
tion of law, “Such lens shall be

The Commissfon 1s 3
provide that the owner or‘owners driliing, os'p

duciion from such well which would be recelved

29
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production from the spacing unit more than
Ewpirmmn of the primary term of the lease,
wvell spacing or - dibiling unit for a cominon
er, the acreage to be embraced within each
mndred forty (640) acres for a gas well plus
120, except fractional scclions along the state
e with adjoining section unit, and the shapo
d by the Commission from the evidence in-
In.nl the followlng facts, among other things,
:

I in the actual or prospective coinmon source
of well spacing then being cimployed or con-
»f supply; (3) the depth at which praducticn
of supply has been or Is cxpecled to be found:
ster of the producing or prospective producing

g
"
:

gonlogleal or selen- |

(5) any oiher avaiiauit 5°°C

d actual or prospective source of supply which
o sald Commission In determining the propor
unit therefor, with due and relative allowance
and obligations of the producers ané royalty

such spacing or drilling units shall set forth:
ss of the surface area included In such order;
hape of the spacing or drilling units so estab-
patters for the area, which shall be uniform
ywided; and (4) the location of the permitted
» or drilling unit. To such order shall be at-
shall be indicated the foregoing informatlon.
yns of Lhis act, the order establishing such
shall direct that no more ihan one well shall
om the common source of supply on any unit
he weli permiited on that unit shall be drilled
prescribed by the Comnmisslon, with sueh ex-
nably necessary where it Is shown, upon ap-
ing in conformity with the procedural require-
35, Inclusive, Title 52, Oklahoma Statutes; and
¢ any such spacing unit is located on'the edge
b a producing unit, or for some other reason
g of a well at the prescribed iocation vu suCl’
»quitable ‘oF unreasonable, Whenever such an
Commission shall adjust the allowable pro-
unit and take such other action as may’ be
yhts of interested partles,
irilling unit for ' a common soutce of supply
clx hundred forly (640) acres for a gas weli
tolerance and Is not In production or in the
hbment on the effective date of this act shall be
.lonal sections along the state boundary line
ning section unit, and the shape thereof shall

miseion,
all have jurisdiction upon the filing of & prop-

¢ the size of the well apacing units or to per-
drilled within the established units, upon prop-
hat such modificat{on or extension of the order

s prohibited by statute, or any of sald wastes,
In’ protecting the correlative rights of peisuns
n source of supply, or upon the fillng of a
hr Lo enlarge the area covered by the spacing

28

acing units w!ll prevent or asslst in preventing :

nd upon notice given as provided ‘in subsec- :
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3;{2;1:’1;“511&1:1l(l.):?oogr Sﬁim‘?\(;s:”mt the development or the trend of de-
: ates at sueh common source of supply underl
:;tlz):]licr:lt:‘ll c’c;xere«l t,;,\' the spacing order and such proof L§ts}closes thl:ts t?x?z
Commlsslo. an owner WIthil‘l the area covered by the application. The
Ceo: 'xcros"lsmln not cs'mlmsh well spacing unite of more than forty
whlc’h(lies Io’::lzle covering common sources of supply of oil, the top of
oelinal o (Iis; .\an' 4.’000 feel. below the surface as determined by the
o or v'cot\or‘)r“ell in said common source of supply. The Com-
misston sl'ze 10' establish well spacing units of more than eighty (80)
lies less thn 8,000 feet And thare. (han 4,000 feat hatou the mertmn oh
dote i 9.800 oL re than ¢, feet below the surface as
supprll)r'tlned by the érlg,lnal or diacovery well in safd common source of
(e) The drilling of mx} well or wells into an
; r y comnion source of sup-
gxl":'lc{o;a‘shg purpose of producing oil or gas therefrom, after a spacinpg
ot s :‘ffnze';]:r:fi(t‘?);i(ihc Cgmmis:lon covering such cominon source
tHON 4 iR 1er than that fixed by sald order is hereby
g;gg::lti(:).velge r;l.rllllng of any well or wells into a common source o}f
thop t'hat o rO"‘} 2 Pendlng spacing applleation, at a location other
ol ehat ft Ve« b.\. a speelal order of the Commission authorizing
wal drllleg o ﬂlcgh-“o" is hereby prohibited. The operation of iany
nibited. S hen l(indo.n ol any spacing so entered is also hereby pro-
braced.wlthln Wo or niore separately owned tracts of land are em-
Intoreste b “:ul\ le.stnblished spacing unit, or where there are undivided
andietie irl:iea?') owned, or both such separately owned tracts and
o el rests embraced within such established spacing unit, the
ereof may validly pool their interests and develop their fands

OIL. ATD GAS

“as
a unit, Where, however, such owners have not agreed fo pool thelr

Idr:-tl?lre:ltivglrl\qowhel;e one sich separate owner has drliled or proposes to
ton o a'.'oldnths; (ll unit to the common source of supply, the Commis-
rlgh'ts and ('rllling of unnecessary wells, or to protect correlative
req’uir'e sdch' O‘Xfon a4 proper application therefor and a hearing thereon,
peTales o A“sner.;. t‘o pool and develop their lands in the spacing unit
tee ann ilearln orders requiring such pooling shall be made after no-
faat apg hear g,bland shall be upon such terms and conditions as are
it oppoga? lte'and will afford to the owner of such tract in the
his fust ool ooy nh) to recover or receive without unnecessary expense
Alpea2n r share of the oll and gas. The portion of the producllon
! 1o the owner of.each tract or Interestz included in a well

- a a »
spacing unit formed by a pooling order shall, when produced, be con-

sid )
- ‘i;igr:sst itt) produced by such owner from the separately owped tract
e sh'ﬂly a }\(vell d'rmed thereon. Such poollng order of ‘the Com-
develommam, ar:‘clla e deflinite provisions for the payment of cost of the
Wres remnv,and operation, which shall be limited to the actual expendi-
Inebaiuired or such purpose not In excess of what are reasonable
P rel(auv astonable charge for supervision, In the event of an):
or o afteredo such costs, the Commission shall: determine the prop-
il opemto:-le fnotlce to. in'(erested partles and a hearing there-
by tha pooling‘orl of suich unit, in addition to any other right provided
mtneral Jerns O : er or orders of the Commission, shall have a llen on the
and ton aseh (Shessage or rights owned by the other owners therain
thst souts T | da‘rks of the prodiiction from such unit to the extent
2 oo agalmie n l-he development and operation upon sald unit are
ton oEC st such interast by order of the Commission or by ovpera-
aw., Such HMHens shall be separable as to each separate o;vner

" withl |
n such unlt, and shail remain liens until the owner or owners drill-

in
olg&:oii:‘::[ng the well have been pald the amount due under thée terms
provid'e ool xt\lg prd.er. The Commisslon Is specifically authorlzed to
e operaul;lo(;\rner oilofwners drilling, or paving for the‘drllil‘ng or
a well for the benetit of al! shall be eatitl :
H y ed to pro-
ductlon from auch well which would be recelved by the owner or ow:e:s
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for whose henefit the well was drltled or operated, :ulorl puyn;‘en‘u \0(!:
royalty, until the owner or owners drilling oy operating lm'.‘ we m“?lcr
been pafd the amount due under the terins ot the pooling order orm der
settling such dispute, No part of the production or proceedls :;ccin: \:,ﬂd
any owner of =2 -zeoparate fnterest In such unit, sh:\ll‘ he r:_u'rpl e tlc q‘nhl
paymcent of any cost properly chargeable to any other iaterest in s
.t

For the purpose of this section, the owner or owners of oll and gas

rights In and under an wnleased tract of land shnll‘ be ref;ardod nul:]x
lesseo to the extent of a seven-elghths (74) interest in and !;o sr; !
rights and a lessor to the cxtent of ihe remaining one-clghth (%) n-
terest therein. Should the owners of separate tracts or lulerests em
braced within n spazing unit fail.-io agren unon a pooling of thelr 1?-
terests and the drilling of a wel! on the unit, and should 1t be ctstlr\’)—
lshed by final, unappealable judgment of a court of competent jurisc ‘c—
tion that the Commisslon §s without _authorlty 'oxequlrePr{qltlli;- '}.2
herein, then, subject to att other appiicabie piovisions of
:)lrn?sﬂ::‘t(,] t‘}?(: ol‘sn‘:ar of each trafct or Interest embraced within a spa::ll:u:
un!t may drill on his separately owned tract, and the allowable prq uc
tion therefrom shall Le that portion of the allowable for the (ull sx;nT;
ing unit as the area of such separately owned tract bears to the fu
o e ey 1 pleted upon a unfit
s event a produclng well or wells ar¢e com
whler:*eulhefeeare, o? may lﬁere;\uer be, two or more separately ownﬁd
tracts, any royalty owner or group of royalty owners holding the roya ‘);
interest under a separately owned tract included in such spacin'g_ un
shall share in the one-eighth (1%4) of all production from the well or
wells drilled within the unit, or in the gas well rental provided for }I‘n
the lease covering such_geparately owned tract or Interest ":‘: lleu Ot‘ht i?‘
customary “fixed royalty, In the proportion that the acreage (}:;f tn‘?t-
separately owned tract or interest bears to the entire acreage of the u !n'-
provided, where a lease covering any such separately owned lrac't or ;
terest included within a spacing unit stipulates a royally fn excess ©
one-efghth (%) of the production, or sald lease shall be subject to ,t:ln
.overriding royalty, to production payment or other obligation, then the
lessee of said lease out of his share of the working interests from the
well drllled on said unit shall sustain and pay sald excess royally, over-
riding royaity, or production payment, and therefrom meet at'\y oth;a;
obligation due In respect to the separately o'rned traet or interest he
by him, . -
A)t'nended by Laws 1971, c. 246, § 1, emerg. eff. Jpne 16.'1971; I_m.ws
1977,.¢. 76, § 1, emerg. eff. May 25, 1977, Laws 1980, ¢. 35, § 1, enterg.
eft. March 26, 1980.

turss.  Steven Doug-
few Commentaries Removal»of fix -
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the well was ¢rilled or operated, after payment of
owner or owners drilling or operating the well have
,und due under the terms of Lhe pooling order or order

No part of the production or uroceeds accrulng tc-
unit shall be applied toward

to any other interest In sald

e,
cparate interest In sueh
~ost properly chargeable
|
. of (hls section, the owner oF owners of ofl and gas
fer an unleased tract of land shall he regarded a8 a
ent of a seven-cighths (14) interest fn and to sald
& 1o the extent of the remainlng one-elghth (14) ,l",’ i
hould the owners of soparste teaels or {nterests eris -
Coacmg unit (ali to agFee Upon a pouiirg- o thtle b
rilling of a well on the unlt, and should-it be estab-
vappealaile judgment of u courl of competent jurisdic-
mmisslon is without authority to require pooling as
in, then, subjeet to all other appileable provisions of
7 of cach traet or Interest embraced within a spacing
his separately owned tract, and the allowable produc-
all be that portlon of the allowable for the full spac-
vea af sueh acparately owned tract bears to the ful:

woll wres compileied upon i unlt
ar niny (herealter be, two oF mure geparately ownud
owner or group of royally owners holding the royalty
separately owned tract Included in such spacing unlt.
onc-cighth (%) of all productlion from the well or
1 the un't, or in the gas well Teatal provided for in
such separately owned tract or interest in lfeu of the
g ovalty, in the propor.ion that the acreage of their
B 2ot or interest bears to the entire a !
f |case coverlng any such separately owned tract or in-..
Bihin a spacing unit stipulates a royalty in excess of
¢ the production,
R (o0 production payment or-ot
.o out of his share of the wor
B 1 unit shall sustain and pay s2
B production payment, and therefrom
¥ respect to the separately oW

woemichige wnil

her obligation,
king Interests {rom the
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cessity? Gregg R. Renegar. 60 OkLDB.
J. 1944 (1979).
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Alienability of lease-granted ease-
ments and profits—Should c¢om-
mon law .restrictions be applied?
33 OkL.L.Rev. 430 (139802,
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Oklahoima tease, §3
645 (1950).

Defeasibie terns
tion requlrement.
751 (1976).

Effect of mixed reservoir action on
a . prior forced pooling order. 28
Okl L.Rev. 113 (1975}..

Following temporary . «<essation,
must procluction be restored from
same well? 31 OkLL.Rev. 446

(1978). .

Implied covenant for reasongble de-
velopment Inciudes duty {o use
secondary recovery methods under
tae proper clrcumstances. 15 Tul-
sa L..J. 597 {1989).

Necessity of obtaining a pooling or-
der before drllling. 31 Okl.l.Rev.
451 (1978).

Iproper  geophysical exploration—

Rillhig in remedial gap. 32 Okli.
Rev. Q03 (1479),

Operating ngreements—pPreem pLive
rights—rule akguinst perpetu ties.
33 Okl L. Rev. 56 (1980).
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unitization proceedings. 32 OkL
L.Rev. 725 (1979).
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aod expenses, Rlchard 1. Alt-
man. Charles 8. Lindberg. 25
Okl.L.Rev. 383 (13712).
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clause in
OXkl.I..Rev.

fnterests—Produc-
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Outer continental shell  exploration
and development:  New policles for
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- 13 Tulsa 1..J. 730 (1918),

Ownership rights in aubsurfaca natu-
ral gas storage areas. 16 ‘Tulsa L.J. 4%
(1481).

Phasing out of ofl and gas used for
e g Mana ey 103 Vate e
s Mallory, . ‘Tulsa 1..J.
702 (1978). Y e
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Production imbalanes i aplit stre
gas wells—Getting  your ol " &h
Thomas Niebrugge. 30 OKLIL.Rev,
(1977).

Recent congressional actlon on outer
continental shelf oit and gas.develop-
ment. ¥red Craft, Jr. 13 Tulsa L.J. 742
(1978). .
le;ts?ggefem!sngtl’andow?e}r; ir;;oil‘f and gas

ransactions. John 8, Lowe.
OkLL. Rev. 257 (1378). owe. 31

State regulation of natural gas (o pre-
vent waste and protect correlntive
righta—\WHhat power remains today?
25 OkLL.Rev, 427 (157%).

Statutory well spacing and dritling
units. Eugene Kuntz,
344 (1978).

Use and proper drafting of shut-in
royalty clauses, Profcsor Maurice H.
Merriil, 43 OXLRB.J, 2247 (1972),

Supplementary Index to Notes

Admissibility of svidence 41.5
Cancellation of lease 155
Unleased mineral owners 14.5

V.
965

2. —— Police power .
Laws for conservatlon and regulation

of oil and gas represent valid exerctso of

police  powers of state.  Wickham v.

_Gulf Oit Corp., Okl., 623 P.2d 613 (1981).

Compulsery pooling of ofl and gas in-
terests is reasonable exercise of state
police power to protect correlative
rifh(s of owners in common: source of
oil and gas supply. Creat Resources
and Exploration Corp. v.
Commiselon, Okl, 617 P.2d 21% 1980).

Manageilai responsibllity of deslgnat-
ed . of} or gas unit operator in developing
for, prosducing and selling oll or gas
from unitized pool is. ‘an: exercise of
state police power and that power, once
conferred, 18 nondelegable: thus, if unit
operator by private contract agrees to
share someé or all of hia responsibllity,
managerisl acts must nonethetess con-
tinue to be carried out in name and by
authority of named . unit operator who
remains reaponsible qua operator until
e is formally relieved by order of the
Corporation Commission made upon due
notice and a hearing. 1d.

The power of the Corporation Com-
misslon to regulate the production of olf
and gas s derfved from the pollce pow-
er but s Jimited by the statutes au-
thorlzing such regulation. Helmerleh
& Payne, Inc. v, Ccrporation Commizr-
slon, Oki., 6§32 P.2a 419 (1976).

3, ——— Due process

Where nelther order of the Corpora-
tion Comumlssion providing for location
of well within drilling unit on land
whose owner did not consent to location
of well on his property nor order pooling
intereste and adjudicating

31

31 OkhLl.Rev. .

Corporation -

rights and
equitles of oll and gas owners in the
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] “ The Co . don
exercisc of state’s nollce powmer. Sunra) arill on tract as price offered and Ace rized to e"i"?,‘}"““ Commisston 1s autho- resolved In 88
(1969())” Co'..l V. Fg e, O ;.0. gb(‘tpigg 3{;2 c;cphed (?r Ifases( In the wnit, Home-  spacing v |25,;‘ ;Vo%“’ ‘;loep ng;-ocialtlon on  Commission. |
cortiorar} denle S.Ct. 223, Stake ioyully Corp. Corporatinn otgtad ' T nteresty
US. 907, 24 1.12d.7d 183. R issian, Ok1., 594 P2 1207 (1979), T T designate an epern- ot !
: Phig - sestion governing alterations o or to drill and operate the well, regard- ate conscr
bt B’Sv.l:u}‘(%r;;na'tmendment proyldlng “that natural gas driiling units on common 15%?&2‘;2@&2?{& soo;vanler Ofl t‘l!wS tand on {’{J;;""lc‘ﬁ“"g:ﬁ
. source of supply> allows Corporatlen e located e con-
1 ppY ! sented thereto, but the Commission does

teased lands lying outsidc the spacing  Cammission to authorize drilliog of ail-
:'Ig'“l ‘v\?emdﬂt?olionsg‘i)rebgn‘(‘iemxbly;-erlrloo(rl\“g.t ditional well within drilling or spacing gghs?:gl‘{% rJl;rlsgtfﬂgon to try damage
\he e ary :er);n ofy!he XA not unit upon proof that the acaitional well espect thereto. Id,
appllcable Yetrospectively to s date of or modification of previous order will i ﬁ?wen of commission, in generali  production f
Ab D ent (o preexisting it and EAS assist in preventiny waste or the pro- to n" cogxpletlon of project pursuant fands i de
: Tense Held by defendant oil company, In tectlon of correlntive rights of persons lj) ‘05 gas pooling order, amount of  Commission’
. that-an_examination of the 1anguRKe interested in the common SOUTCT of sup- lprokr:c ed costs, approved as reasonable,  no fongar pr
: comdlned  Emendment roveoled  that ply. Corpm;atlon \:oml;..lsslon v. Union eavc st tegal attributes of finality and in  and no prod
e wording was neither o clear nor 20 ‘()l'}ng;’ of Californiu, ORI, 591 P.2d 711 J4eih r"gaggﬁitﬂ‘e'ﬁ[,;‘;“s;'5,3,12"3}3 arfses  declared uni
. . ndftures Lo apacing 1
i aretie e vt e, Dred, s b PR, SRl 5 S e Corporaln Cominal S
o [ ' - n to adfudi- - i
“(;"’(“ﬁ"d as 10 Jg&‘;‘;’;‘ra“a" ‘,‘e':’r‘ggc‘;&‘wg bon- production from - that arca will be ¢ate finally Ilahlifty attachable to $nter- 2?},'5?.%4‘,‘”
wh ue o ret anu\,e b Neation controlled by spacing &nd driliing order ~ €3l holderd and neither desigrated oper-  through well
9?1;‘;:“&“;6 o and ‘;m:,ease AR TR Gassifying the arew until comptetely or  &tor nov his transferee may, without lee, Okl 5
galr the leaze contract and prejudiclally ?.%‘;gg:_i‘yuzﬁpéf‘oﬁf“:m'";,A‘:“erhfr“er of the ngm{i“goﬂ‘&ragp;g}’:‘:; ﬁ"'l“ 08¢ UP‘;" Statutor
1 < . - 8 . . nerea 2
affect rights vested uron execution ot Use of word ‘or” to connect - the  <osta_to be charged. Crest l(:soﬁ‘:cel; gI{I E\,r'\l:\ng:sl

unit created
dicate that

the contract, _\Wickham ¥ Guif Ol . . and Exp! ) ; )
phrases *'*. ¢ to decrease size of well d Exploration Corp. v. Coi oratlo ; 3
Corp., OKI., 623 P.24 613 (1951). apacing or to ‘permit A ditionut wells ~Commissian, QOkl,, 617 P.2 25 mxu)’f .:,':,‘a‘{,'vﬁ’c&.’{}
\Where atipulation by leasor and lessee + ¢+ n this reclion governing altera- Corporation Commisalon’s authority to Corparation
nits an  T€ uire owners of interesta in spacing

gave lessee reagonable time'" in which tlons of natural ga3 drll!ln;i u
to start drilling well, tefal court erred commeon source of supply Indlcates \hat ~ unit to pool thelr interests and contrib-
when it gaye tessee of ot apd gas tense  grounds for relief connected therehy are ute to costs of development and opera-
geven moanths to commeice sriling of disjunctive and cach 18 sufficient’in jt- tlon, does not authorize Commissica to
waell, even though, Qe\gen-momh time pe- saif to suthorize reitefl remuﬁstecl. T requlre owners of an overrlding royalty
riod lmposes Dy irias court woult hava On wnd gas lesaees and others who Interest to contrilute as they are hy
been stayed pending appeal and would  own Interests In spuvloxg (ariliing)_ unit %atute. not owners.'’ Nelll v to reguiate
not have begun Lo run until mandate In shure in productton of unlt weil, wheth- merican Quasar Petrcleum Co., OXl., gas under \%
appeal was {ssued. Petroleum Reserve oy drilled hefore or after tho spacing (’"CP'N 181 (1880). " requiré sepH
Corp. V. Dlerksen, Okt., 623 P24 Gu2 (driliing) - unit s established, as of the Corporation Comnilsslon has statutor Interests 10
power to order an operator to replug o i - in spaclng

(1981). time he vnit Is established. Ward v,

Uss ot the singular In ofl and K45 Corporatlon Commission, Okl £01 Poj ur gas wells which were improperly  situations w
spacing and pooling  stlatute when 503 (1972). - plugged. Ashland Oll, Ine, v. Corpora-  within an

speaking to a pooling order may not be tion ~ Commission, . Okl., 585 P.zd - 423 "-separate or
conamﬁd u'i> m‘ea’n thet,mln! acggolhm 9. UPlulTpc‘sle 4 vooll l“ tes have (1979). and this s
proceedin nvolving multiple wnon nitzation an ollng slalutes g "act

sources o% supply or epacing unity un- fntent 1o malntiin separately owned  not ya((h;‘e‘qg?;ggr%tlllf:rc:;’;g?;‘::rign\pﬁg g‘]’g“ll\gdgrsé

. \ o "
the same tract, an owner 18 stnfus among property owners. fenne- wells In same area containing same morlch

derlying
necésaarlily entitled  to an: election co O Co. N, District Court of Twen- ar p .
wivsthier or not to participate in the cost  tieth Judlelal Dist., Carter County, Okl ,,;!2“{1,‘,,,‘,’,{ :}:;’t‘"ecwfﬂ"{gg agh?&dco:npa. Comintssion,
as to each separate unit, . F‘. fIraun 165 P2 168 (1970). ‘eauve of pollution of r--eal‘;J water \30?1: The Corp
%903:25'1%0{“()%‘8‘(:;?“ Commission, Okl 45 Jurisdiction of commission ‘22:15}9'I;O“rdeeruﬁ?nﬂémlislfn'slcorre?uvet gas by ord
The shut-in. gas well doctrine arose Plitrict. court had jurlsdiction of ac- Yy w replugging of of of ofl and
13 Uon on an onen R otint brought by © (l‘gk:%a‘:v\eyr's ‘;ﬁ,!' an aruitrary exerclse of mineral int

from the ﬂndlng that the hahendum o1 gas unit o w inst ooled
gd gag n eratcr agalns H Iy
ca K P B § Corporation Commission’'s order rve- .

clanse of the typ 1 ofl and gas lease [¥]

satisfied b the preduction of RAS. mineral owner, wlo had clected to par- * A
Hoy!t V. Continental Ot Co., Okl., 66 ticipate In devetopment by apreeiny to n}"ﬁl"b replugging of two abandoned government
P.2d 560 (1930). pay  proportipnute  share of drilimg el which were not pluggcd in e Imon rlghts
Shul-in gas well doctrine has no ap-  ©0sts, natwlthstanding atatute confer f°’_‘ ‘}"CG with Commilsslon rule protect- ed In single
plication in inatances where there has  ting “ontinuing Jurisdlctlon in Corpors: e domestle fresh watsr In area, was - 12, Rules a
hot heen complelion of & gas ‘weil capa- - tlon Comnijsaton to Jdetlevinine costs i “l'\pporled by substantial evidence and Rules of C
ble of production in paying qoantitfes.  event of dispute S rlaing from forced  WA¥ 0 ‘al‘g‘“‘ exerciee of Commisslon's  force and ¢
' pooling order, bt pouled mineral ownet power. v are powerle

was entitled o a stay of court proceed: Statutory authority of Corporation  such rules,

until Commissloner makes or T~ Comniission to alter slze of natural gas ratfon Com

Thia section %overn\‘n orlginal pro-

ceodings to esta iish drifling and spac-’ ing
ing unit orders does mot relate to pra-  made disposition of owner's applicatice  rllling units relates to particular com- (1973},
32 : 39 OK1.St—3
1981 P.P. 33
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B e weslugs to enlarge  gnd fxtend  the lo determine Droper  ecosts, Stipe v, nen sources of BUpLlYy congldere indj.
"[‘l"f“"‘!; 'll,“',',' :,:.‘“n'htrl(\s ©elan area previously cstah. Tieus, Ok, 603 P.2d 347 (1579), vidualty ang separately withoyg regard
* OWber  dlshied by n vahil order of the Carpori- Corporation Cutnmisson's order, Lo other sources, Corporation Commis- v
,]m,[)' with- Hon Commission, Western Okinhoma which determined Drorer und reasannhie slon v Iinion Oit Co. of California, 1
of fuet that  Ruyaly Owners AsEn, Ines v Corpota- - | et of Aling olt ana gae well, and. Okl 59; e 711 (1979), -
dab, exas ttolr Commigsion, OKLAPPL 597 P.2d 771 | wihlen Hd not Yy, 8 Jucific arount ‘Vhere only furiher Arlllioe woutd ge. i
. 531 1524 (1979), Agalnyy RNY party to PrHor forced pogl- termine cnﬁfl;:ur'aunn of prospectfve .
wl, L e ’ TIPSR ! ler, "l not Constitute £ nyone b ¥ . o
Statute effective May 25, 1977 esteh g ordey, "¢ t Y somman soureq and swhere reeerd con.
el only Nehing o maxfiom of e neran plus a fsdgment; thus, Commissien hag Jurls. smed presence of establiaed cormnaon :
’ “l\ :w“‘?(r;“.l ten percent tolernpea te o emliaced ”’f dielion tn‘ enter_ such order, fear Pe- source over 75e, of requested 320-15re -
o ol “and 0 drillipg or spaciig unit for gas was sogeam o Py, Seneca ojf Co., ok, yhacing unit, Eorpora thon Commissfon - -
' ”f'u'(icls;:ue Inapplicable to onder eStabilshing YOiU" % P20 670 (f979). . ' power t6 extena Srilling ang spa,.-
1\; ‘o S i{ih.acre drifing anyd SI‘RCI!‘_K U"' ts Previoug spacing  order estabiishing ng unjt (o €ncompass langd overlying
oveners are  where e;’!ecliv.(‘_:l&lc of such order was formation underlying sretion 48 I com-  edge of brospective  coinmon source, L
utn érjrsll- Februsry 23, mz'a_ 1a, non source of BUDPIY, together With ev. Calvert Dellling Co, v, Corporation 2
thuxr'n'roj\- Statute proviging that aili orders re'~ ence that applicant helg oil and gas (‘ommlsslon, Okxl., 589 P.2d 1064 (1979),
Ward v quiring pooling shall he made upon such kases covering the North 489 acres of Corporation Commission has no ay.
501 r.od teria as are just and reasonable i .nnE sectinn, established Jurlsdietion of the Sty to space arenn roven lo!n e
” : requlre divulgence of “studlex showing Corporating Commission (o enter order overlylng | e com.mo‘;) s'ourco ,'.'
what proposed  well would produce in . Authorizing applicant (o drill "a awely where there jg no substantiaj oi”on)
act futere or evhlente of ayta froriv which %ithin the Soulh 160 acreg of thg sec- which woulg fuwll{ "a ”,f,”,,“ lﬁal‘ ,eancc;
W ANl gas ahat formation Mgl be determined hen. despite contention that applicant contains common s’ource or prosps ive
Bcascd prem- |y lessee, '(n considering alternatives of- had no Interest §n the mincrals in such " P dap hactive
i 3 i | the order i ! " : A Common source y4nq in Interest of con-
< fered in pouling order, ane 1c [ortion of the section, ‘fexns Oil & Gasg servation of econonile an hystert re-
was Supported by s".’."“."m“ul E‘I'I:;ctnfe Corp. v. Iein, Ok, 534 P.2d 1217 (1975), sources, doubt ag to Iocallog gl.wu'ld rb(.-
equating the proserlnl w{\rlue t;f;n‘;l'_ic? The Corporation Comnlssign s autho- resolved In favor of unit as formedt hy B
driil on_tract as pir ce'o cr?{ Flome. Hred 1o establish well at any location on Commisafon, I £
cepted for leases‘ n the U"(_- retion facing unft, to pogl Working Interesis Where lease por Mitted Mng t s
Stake Royalty Corp, V. Corpo b4 ¥ithin unjt, ‘rnq to designate ap opera- ¢ ationitted poo & g0 pro-
Commissicn, Dk, 59¢ p.od 1207 (1979), . lor to drill anc operate the well, regarg. prote Sonservation of Bas that i ht Le
Thls section governi~y alterations of less of wheéther the owner of the land on Fophuced from leased Yattonses. thls sec. b+
netural gas defiiing units on conumon *hich the wel] 15 to be located )35 con- tion authorized Corporation (ommission o g
pviding that of supply aliows Corporation ented ih but 4 mni ) to create spacing unit COVering part of ’
- cing  §vurce o it f ad- pat hapieteio, but the Comm s3lon does lands fn formatign included in deciare f
1,"’. .’?‘_":‘m_’j Commission “to authorize rj ng o ! POt have Jurisdictiog (o try damage unit created py o0 ! jided o Oci-‘l:fe‘
i ration ‘o ditionat el Shin 1',:"':4':ﬁ,i?‘2,f,ﬁaf\,o,‘f sells with rospect theretol 1 “dicate that 1683058 (;;:tggcsigd to hiats 3 :
) :o_ ‘\\'.'ls not (‘J','."i,,l(’,!';?r’;(-ﬁ{?(?;{ to‘l‘n preglo‘us onlér witl ﬂ.' Powers of comrilselon, in general broduction f7om thelr tract with 6{'1@5 : ’
its «late or assist in preventing waste or the pro- : llnlll completion of prefect pursuant S 1In - declareq unit subsequent t
il and gas tecton of correlative rights of peyrsons 0 oL Bas pooling order, amount of COnrrnlsslon'aﬂndlng that

ompany, in [} Inmen gource of sRup- :  projected costls, approved 43 reasvonable, no longer promoted conservation oy A
e Janguake :‘:'l‘;'ere?'g‘;::r;?a:l?nc%onrmlu!on v. Unlon | lscka ’ef‘“ atiributes of finajgy and, in  apg o broduction had been had’ from
Bvealed that o1l '¢Cao. of Californla, Okl., 591 P.od 711 5 tvenl of cost overrun, if dlspute arises declared unjt brior to order establisiing
Hear nor so assy v } ,u to reasonableness of expenditures to pacing unit, the pacing uniy supersed.
Once area s roperiy classifled as } .nrl}warged. the'CorporaHon Commission ¢4 the declared u It Insofar as | con-
common source af supply, uil hydrocar- | fﬂ'ﬂ s primary ‘.lu_rls'“cllon to adjudi. Cerned distribution of royelty upon as
hon ‘preductlon from (hat arer s 2 | eathiinally Habliity attachapls il Inter-.  produce o acipaced ” formadion
controlled by spacing and drilling order | est holdera and nefther deslnnatcd_olvcr- hrough wej on spacing unje, Hladik v.

appiication “cingsifying ?IIC‘ area until completely or i ator nor his lransre'ree May, without + Okl., 541 p.2a 196" (1975),
* Would in;- parilally replaced by later order of the ! misslon's ‘approval. fm P0se  upon Statutory provise Hmiting“the power
eludicially Corporation Cornmisston.  Id i unwllling Interest holder an Increase in of eminent domaln granteq ‘operator of
xecution of “lise of word  *ert g connest the | ooslts o be charged, Crest Resources and gas leases, excluding tﬁe obtaln
Gulft ol phrages ¢ s ¢ (5 (ocrease slze of well ; and Exploration Corp. v, Corporation NK of rights for drilling locatlons, had
. <£pACIDE or o permit additlonal wells ! Commlsslon, OKki., 617 P.gd 215 (1980), no application to restrict power of the
. 2nd lessee "W TR, B this sectlon governing nll'ler:\- . C‘?{"‘;or‘?‘t'l'?:rgoc’b?nl]ll'nst?roe’:fsn;"nlh:;:gla?;ntg ¢ orporagon C?mml?lslon ‘wllth respect
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I which  giapa oy natural gas deliling units o u‘rﬂt to pool thelr Intercste and contrih. nE uahe, Well, w “:-]hn drliling

@ court erreil common souree of RUpply Indicates thut

Corporation Commisslon, Okk, €01 P.2d

i
!
i
3 ] onnected thereby nre ute
’ifar?ul|'-’v‘é:l\{'grarrﬂl er{n(;h Is sufficlent f‘n it- j tlon, doeg not authorize Commission to erty. ‘ex
;zclr to authorlze reHef requested, l41, i feaulre owners of amn overrlding royalty Okl., ]
Oll und gas lessees nnd others who mf;{:’ 'g°f°".‘.'gvl;‘,=$_s‘§.s ‘her\.gﬁf by 1o THe ol
: 2 in 8 cing (driliing) unie ! . . i V. -to regulate
mandate in 2??&".-.,"}:,“;?’2,‘3“&;0:?‘3: u’hlt “fe," whe‘th- i aglglzc;rllmq(utt;ssta;- Petro}eum Co., Oki., 5:&#3‘122
' ‘:!ml'":,'(:‘smcbg fﬂﬂ';lﬁ,“e)“"t,’ﬁ{of: e‘;’,a‘.‘.{;‘:{es,‘-‘;'-,s”.;’r‘%?,{,’ ! poratlon Commiasion has statutory Interests
‘ nng It s extavllshed, Ward w | Power (o order an operator to replug oil 2 spacing
and gau time tip un . ! oF KRS wells which were o roperly SIEUALfory
and ]
!
!

plugged, Ashia

nad Oit, e, v,

03¢ owner

g un and
to costs of development and opera. objected to Iocnlt!cn,ql,-.vell on s prop-
a ‘& Ga
534 P.2a 1277 (1515 e
C rpo{g(lon Commiaslon's‘» rlgnt”
e

x’i Corp, V.. Reln,

! EA orpora - within an exlsting s acing  un nd
. u[ul:ll; “3"1;)'; §03 (1972) tlon Commlsslon, Okt., 595 P.2d 423 Separate or und(vl%edpowngrshlpt e:?lst
§ & pooling 9. Purpose . 11919)._,‘ . and this sectlon does not authorize
le commen Unftization and pooling statutes have Fact that Corporatinn Commission had  the inclusion - of Spders ‘widenlng or

© Ubitls up-
owner Js
n  election
In the cost

. Braun

fntent 1o mafninin separately owned © not
status among property owners, ‘Terine- :
co OH Co, v. Distrlcl Court of “Twen- 3
tieth Judictal Dist., Carter County, Okl.,
165 P.2a 468 (1974). :
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same aren containing rame

other operators wih merich. &

Commlssig,

boollng areq develcywment unfts,
ne,

The Corporation
ed [ts regulatory

Payne, Y. Corporation
L Okl,, 632 P.2d 419 8375).

Commission excéed.
POWer over ofj and

ssiol I., di not render Commisslon’s Sorrective  gag by ordering “an’ electfon by lessees
ssfon, 0 f0. Jurisdicticn of “"‘m""‘l’" ¢ ne. . Actdon fr wailelng replugging of off & ol and gss interegis and owners of
trine arcse District court h‘:gﬂl{;‘l'{”;’l}:“]s"':'l ‘l);ynocll ; fompany’s we Is «n-arbitrary exerclse of l'nl‘?'tlaral Interests to particlpate fn g
habendum HO? on an ﬂl’g"e(;;wr axainst a pooled | 18 power. Ja, . '(che ntgng';o.ssr%m or in Illézu t_hereott to
;as lease i and gas un » 1o had elected to par- | Corporation Commission's order re- p USes or overrides in a - nine
Y on, Fe Cineral T dev Iy m:-:ﬂ by sgreeinic to | Auling replugging. of = tare abandoned  gov Tmental sectlon’ uniy, where com.
- Okl, 606 ticipate In dewve Thn tmre> of “drifitng | Wells, which Srere o plugged In ace eqn rights to drill ang ownership exist.

pay, pm]t’(s)\-rft'l?:l(;n?clhf slatule confer- ; cordance with Commigic) fule protect-  ed In single 640-acre spacing unit,” 14,
P eng ab- rclor;aéor??lnulnx Jnrlmlfcuon In Corporn- | ing domestic fres) ater in area, was 12, Riles ang regulations

there has
well capa-
quantities.

tion Commission to determine
event of dispute arising from
pooling order, but pooled mineral

¥

coxtly In:
forced |
ownes .

P d-
ro- was entilled to a stay of court procee, H
“;Ir?:;ls;?ac- Ting until Commissioner makes or has i
}ne to pro-  ‘made disposition of owner's applirntlnn]
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Statutory
Commlasion 1o alt

Hupported by substantia} evidence ang
a Itw‘!ul exercise of Cemnission's .

Ing units

1981 p.p,

are powerle
such tules,

ration Com
(1979).

Rules of Corporation Commlsslon have
force and effsct of jaw

£ alid its ‘agents
39 10 wajve reqQuirements of
Ashlang Gil, Inc. v, Corpa-
misston, Oki,, 595 .34 423
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13,5 Title to property

l.aw of capture in of! and as to chat-
tels previously reduced to poszesston by
an owner §s conditioned on well knows
and existing theory of abandonment of
lost property. Champiln Exploration,
Ine. v. Western Bridge and Steet Co,,
Ing., Ok, 597 [>.24 1216 (1979).

Ordinarlly a landowner, lessee or unit
operatcr who bLrings hydrocarbons to
surface and reduces themn to actusl pos-
geasion acquirés absolule ownership of
the substarnices, subhfecl to operation
agreement or lease, if any., Kl

Owner of refined hydrocarbons dogs
not lose title to escaped hydrocarbons
unlfess {t fa shown by competent evi-
dence that he has abandoned same. 1d,

Once off and gas s extracted from
earth, ft hecomes tangible, personal
property and subfect {o absolute owner-
ship, I,

Where refiner captured his lost prop-
erly, and wheve lost property, 1. e, ree
{fined hydrocarbons, was so pure enu re.
fined that it could be bLlended back Into
mnarketable stock of company with little
or no treatment, and where reliners op-
eration to recover hiz los’ property was
confined to his premizes, there was no
abandonment, .

14. Leases—in general

Where a well has been completed just
prior to expiration of primary terin of a
‘completion’” oll and gas lease, lessee,
by necessary lmf"callon. has a reason-
able time in which to obtair a markel
for production - even {f primary terin firs
explred durlng the interim. Mchvoy v.
First Nat, Bank and Trust Co, of Eula,
Ok, OkLApp., §24 P.2d 559 (1980).

Rthts af the partles under ofl and
gas Jease must be determined by Its ex-
press pravislons and any implied cove-
nante whicl: attach, 14, .

Ofl and gas lessee was not bona fide
purchaser for value and without notice
of its leasor's deficlent title where court
determined, - on the Dbasis of defects
found to exist on face of recorded Jeeds,
that lexsee’s grantor never had any mu-
niment of interest to minerats on:leased
land and, thus, lessees were charged
with notlce of lesaor's defect in title,
Cleary Petroleum Corp, v. Harrison,
Okl., 621 F.2d 528 (1980).

An ofl and gas lease {s a presently
vested {nterast, Id.

Where oll and gaa lease was a “‘com-
mencement’” lease, requiring that a well
must - be commenced beforo and com-
pleted with due diligence alter the pri-
mary term fixed therein, producing ofl
or gas In paving quantities, it was not
necessary that production “In_ paying
quantitfes be ottained prior to the expi-
ratfon of primary term as It was only
necessary for lessee to have commenced
a welt by the expiration of the primary
term. Vincent v. Tideway "Oil Pro-
grams, Inc., OkL.App., 620 P.2d 910
{1980). . ,

Where lessees under oll and gaa
“commencement’ lease did commence a
well within the perlod asslgned, the
leaso did not terminate at the end of
the primary term solely for lack of pro-
duction Ip paying quantitles. 1d.

Submission by successor to unlht oper-
ator of an Increased cost estimate was
of 1o legal effect upon unwihling lessee,
where the estlmate had not been ap-
proved by the Corpiration Commission,
and lessee’s alternative clalm for mod!l-
tication of the costs was sufficient to
warrant full consideration by the Corpo-
ration  Commisston, Crest Resources
and Exploration Corp..v. Corporation

Commission, OX)., 617 P.2d 235 (1980).
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“Produciion”  means production in
paying quantitfes in Oklahoma when the
termy uppears in the nabendum clauze of
an Gt atud gas Yease, oyl v, Continen-
tal Ot Co,, KL, Gue 10,2d 560 (19%0).

Condition precedent to vesting. of a
limited estate -0 land covered Ly oit and
#as lease s the completion of an oil and
gas well in paylng quantites, and after
that occurs the lessee will retain his es-
e while he miakes a difigent effort to
ottain a market. 1d,

Fact that expenses (or recompletion of
offsetting well had been approyvad by the
legrees and that they had obtalned a
higher gas price In a contract for sale
which wonld make it profitable to re-
complete did not constitute évldence of
resumption of operations for purpose of
temporary . cessation clause of ofl and
gos lcase allowing a ¢0-day cessation of
production foltowing ond of primary
term;  sales oontract negotiations and
fnternal corpuratc authorization to re-
work did not constitute a “‘resunption
of deitiing operations,” as such phrase
war reterable to or-site drilling and ne-
gotfations preparacory 6 that requ.rad
activity wouldt nut save the lease. Id.

\Where parties to an off and gas lease
have bargained for an agreed on time
period for a temporary cessation clause,
that provisfon wiil control over the com-
mon-law doctrine of temporary cessa-
tion allowing & reasonabte thwe for re-
sumbtion of drif¥ing cperations. td,

Hahbendum clause of oll and gas lease
providing that the lease i2 to remuin in
force after the primary term for ‘“‘as
long thcreafter' as o!l or gas 3 pro-
duced s not ever to be regarded as akin
In effect to the common-law conditional
limitation or determinable fee eslate.
Stewerl v. Amerada Hess Corp., Okl.,
604 P24 854 (1979).

Term “‘produced”, when used in a
“'therealter’’ provision ¢f a habendum
clauge of an oll and gas lease, denotes
In law production in paying quantitles
and means that tne lessee must produce
in quantities sutficlent te yield a return,
however small, In excéss of expenses
necessary to L the oll from the
ground, even though well dritling and
lczl:mplc(lon costa might never be repald.
.
For purpose of determining whether
an ofl and gas lease Is producing in pay-
Ing quantlties, the cost of drilling a pro-
ducing welt, that s, the expense in-
curred before oll 13 actually Ifted from
the ground, 13 not an tem to be consid-
ered, 1d, -

In determining whether ol and gas ~

lease remained.in force beyond s pri-
mary termy’ under habendum clause pro-
viding that the tease would remain In
force for as long as o)l or gas waa pro-
duced, only those expenses which were
dlvectly related. to lifting ovperations
could be Included In determining wheth-
er tliere was production in paying quan-
titles, 1a.

In determining whether an oit and gas
lease 1s producing in “paying:quanti-
ties'” within meaning of habhendum
clause providing that lease would re-
main In force after the primary tenn for
as long as oll or gas was produced in
'paylng quantitles,” depreciation should
be mandatorlly. included as an ftem of

Witing expense and the base and perisd -

of the depreciation ghould be deter-
rined by reference to currently prevall-
ing accounling standards. 14,

In context of Implied obligation of gas
and ol) lessee to exercise reasonable
care and dliligence 1o prevent substan-
tial drainage from !l!eased land by drill-
ing offset, burden of proving what a

T A
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reascasbly prudeant operator woutld da
rests ordinarly upon the one seexhis
cancellation of the legse; addltionaliy,
however, because of his superior knowl.
edge, lessee ogeraung a well on adla-
2eni land has burden of excusing s sig-
nificant delay In drilling an offset well,
Haken v. Harper Ol Co., Okl.App., €40
P.24 1227 (1979).

One significant clrcumstance In deter-
mination of wnether a lessee 14 exercls.
ing reasonal’e cure and diligence to
prevent substantial draipage from
leaseq lands b{ drilling offsets 1s wheth-
er adjolnlng lease is producing o) or
gas in paying guantitles; if it fs not,
then there Is no duty to offset; or, even
if adjoining well is producing in paying
quantities, then duty to offset sti!! does
not arise unless a reasviably prudent
operator would anticipate that the off-
set well would als» be 1 profitable pro-
ducar, Id.

Lessee of southeast quarter of section
of land on which well was located had
right to drill, recelve and market pro-
duction of gas from well. Barton v.
Cleary Petioleum Corp., OkLCr., 566 P.
2d 462 (1977). .

ft must be presumed that partles to

8 lease were aware of Corporatlon

>ommission‘s existing statutory author-
l(z to create spacing units coverfng part
of lands {n formation fncluded in de-
clared unit created by a lessee. ¥ladik
v. Lee, Okl,, 541 P.Zd 196 (1975).

14,5 —— Unleased minerat owners
Plalntifts,  unleaised minerat owners
under drilllng and spacing unit who
brought actlon for lair taarket value of
oil and gas proaduce, reasonabdle value of
oll and gas lease and punitive or exem-
plary darmages, could have sought prop-
er re'l; ’{tm‘:n; Corporation Commlission,

. whicr ¢fe ,ed driling and spacing unit,

or voluuu clly patd thelr proportionate
costs and. recelved their proportionate
art of ths work'ny interest es un-
eaged lessees. - Barton v. Cleary Petro-
leum Corp., OKLCr., 566 P.2d 462 (1977).

Where developlng cotenant never re-
covered fts cost of drilling and develop-
ing, plainti((s, unlessed mineral owners
under driling and spacing unit, could
not participate in working interest. Id.

Owners of undivided portions of ofl
and gas rights In and under real estate
are tenants in common, ecach of whom 1s
entitied to enter upon premises for purs
pose of exploring for oll and gas; how-
ever, under conservatlon drilling and
spacing statutes, cotenant is excluded
from exploring for oll and gas upovn cre-
ation of drilling and spacing unil and
payment to him of his pro rata share of
his Yth mineral Interes! as unleased
tessor. Id.

After date of Ccrporation Commis-
slon's order establishing drilling and
s?aclng unft, piasntiffs, unfeased miner-
al owners under unit, were entitled to a
%th pro rata share in production of unit
well, which had been drilled prior to
creation of unit on land in which plain-
tifts had no Interest. Id.

15, —— Continuation of term of lease
For purpose of determining whether
an oll and gase lease remains in force
after the primary term by virtue of ha-
bendumn . clause providing that the lease
13 to remaln in force for so long asg o}l or
sag la produced, it Is not ‘the' ~ase that
any cessation of productlon, however
alight or short, puts an end to the lease;
rather, the result-in each case must de-
pend on the circuinstances that sur-
round ceasatlon, Stewart v, Amerada
Hess Corp., Okl., 604 P.2d 854 (1979).

Ol AND GAS
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clavoy v, -

Utle, .

“Peoduction’” meana  produdtion In
paying gqeantities In Oklakoma when the
term appears in the habendum clause of
an oil and gas teane.  Hoyt v, Continen-
tal O Co.. Ok, 206 1,20 560 (1984),

Caondition  precedent to veating of a
Vorited estate in land covered by oll nnd
graa lease ix the completion of anv oil and
kas well in paying guantities, and after
that occurs the lossee whi retain his cs-
tate while he mnkes a dillgent cffort o
obtain a market. I,

Fact that expeases for recomplation of
offsetling well had heen approved by the
lesseer and that they had obtained «
higher gas price {n a contract for sale
which would make it profitable to re-
compiete dd not constitute evidence of
resuunption of operations for purpuose of
temporary cessatlon clause of oil and
Kas lease allowing a 60-0ay cessalion of
production following end  of primary
(crr; sales contracl negotialions and
Internal corporate authorizatien to re-
work did not constitute,a ‘‘reaumption
of drilling operatlons,” as such phrase
was referable to on-site drilling and ne-
gotiations preparatory to that reguired
aclivity would not save the lease. Id.

Where parties lo an oll and_gas lease
have bargained for an agreed on time
period for a Leinporary cessation clause,
that prov'lon will control over the com-
mon-law oclrine of teryporary cessa-
tion allowing a reasonable Uime for re-
sumption of drilling cperations. [Id,

Habendum clause of olf and gus lease
providing that the lease Is to remaln in
force after the primary lerm for ‘‘as
long thereafter!’ am ofi or gas is pro-
duced s not ever to be regarded as akin
in effect to the common-law condltional
Hmitation or determinable fee estate,
Stewedl v, Ameiada Hess Corp., OKl.,
€04 1.2d 854 (1979).

Term  “produced”, -when used In a
“{hereafler’’ provision of & habendum
ctause of an oll and gas lease, denotes
in law productio in paying quantities

anil meana that the lessea must produce.

in quantlties sufficient to yleld a return,
however small, in excess of
necessary to 1t the ofl fromn the
ground, even though well driliing and
lc?mplatlon costs might never be repald.
L,

For purpose of determlning whether
an odl and gas lease Is producing in pay-
fng quantities, the cost of drilling & pro-
ducing well, that s, the expense li-
curred ‘before oll la actually lifted from
the ground, 1s not an item ‘o be consid-
ered, :

11 determining whether oll and gas
lease remalned in foree beyond {ts pri-
mary term unider hiabendum clause pro-
viding that. the lease would remafn In
force (or.as long as oll or gas was pro-

expenses !

duced, only those expenses which were |

directly " related to lifting operations
could he Included in determining wheth-
er there was production in paylng quan-
titles, 1d. .

in determining whether an oil anad gas
lease Is producing. In "pay!ug quanti-
ties'' within  meaning of habendum

clause providing that lease would re- !

maln In"force after the primary term for

as long as oll or fas was produced in .

‘‘paying quantities,'” deprectation should
be mandatortly Included as an’ item of
lifting expense and
of the depreclation should bhe' deter-
nilned by reference to currenily prevall-
fng accounting standardy. 1d.

In context of fmplled obligation of gas
and “oll lessee (o exercise reasonable
care and diligence to prevent substan-
tial drainage from leased land by_drill-
ing offset, burden of proving what a
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prudent operator would do
rests ordinatlly upon the one =ceking
cancellation of the lease; additionally,
however, because of his auperior knowl.
edge, lessee o?emtlng a well on adfa-
cent land has hurden of excusing a sig-
nlticant delay in drilling an offsct well.
Haken v, Harper Oll Co.,, OkLApp., 600
Poed 1227 (1979).

One slgniffeant circumstance in deter-
mination of whether a lessee is exercls.
ing reasonable caie and Jiligence to
prevent  substant'al  drainage from
leased lands by drilling offseta is wlieth-

reasonably

. er adjoining lease is producing ofl or

gas in paying quantlties; If it 1s not,
then there is no duty to offset; or, cven
it adjoining weilt is protucing Jn paying
quantities, then duty to offsct still does
not arfze unleaz a reasonably vrudent
operalcr would antlcipate that the off-
5&1 well would also be a profitable pro-
ucer,

Lesace of southeast quarter of section
of land on which well was located had
right to driil, rec2ive and market pro-
dustion of gas from weit. Barton v,
Cleary Petroleum Corp, OkLCr., 566 P.
2d 462 (1977).

It muat be presumed that parties tu
gas lease were aware of Corporsation
Commission’s exiating statutory aathor-
1? Lo create spacing units covering part
of lands in formatlon Inecluded in de-
clared unit created by u lessee. Hladik
v. l2e, OKkL, o4 .24 196 (1375).

14.5 —— Unleased mingral owners
Plaintiffs, unleased mincral owners

under drilling and spacing unit who

brought actlon for fair market value of

oil and gas produce, rcasenable value of -

oll and gas rense and punmitive or exems-
plary damages, could havo sought prop-
er rellel from Corporation Commission,
which created drilling £ud spacing unit,

or voluntarily pald their proportionaie

costs and received thelr proportionate
part of %ths working Interest as un-

CAIEAVEE Y. ‘LAl )y A CuIu-
feum Corp., OXLCr., 566 P.2d 462 (1977).

Where developing colenant never re-
covered its cost of drilling and develop-
Ing, plainti{{s, unleased mineral owners
under drliling and spacing unit, couid
not participate in working Interest. Id.

Owners of undlvided portlons of. ofl
and gas rights In and under real estate
are tlenante in common, each of whom is
entltled to enter upon ?rcmlses for pur-
vose of exploring for oil and gas; how-
ever, under conservation drhling and
spacing statutes, cotenant is excluded
from exploring ror oil and gas upon cre-
ation of drillirg and spacing unit and
payment, to him of his pro rata share of
his igth mineral interest as unleased
lessor. " Id.

After date of Corporation Conunis-
sfon’s order  establishing drilling and
spacing unit, plaintif(s, unleased nilner-
al owners under unlt, were entitled to a
%th pro rata share in production of unit
well, which had been drllled {)rlor to
creation of unit on land in which plain-
tiffs had no interest. Id.

15, —— Continuation of term of lease

For purpose of determining whether
an ofl and gase lease remains in force
after the Pr mary termy by virtue of ha-
bendum clause providing that the fease
is to remain (n
gas I8 produced, It Iz not the case that
any <essation of produciion, however
slight or shoit, puts an end to the lease;
rathew, the result in each case mnust de-
pend e¢n the clrcuinglances that sur-
round ceasatlon. Stewvar: v. Amerada
Hesa Corp., Okl., 604 P,2d 854 (1979).

orce for so long as o!l or .

52 § 87.1
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Where oll anyg pas lcase containg ha-
hendum clguse providing that tne lease
is 1o remuain in {orce alter the primary
terin for as long thercafter as oll or gas
is produced, the lease contlnues fn exis-
tencn &0 1oni.- as Interruption of nroduc-
tlon in paying quantities doer not ex-
tend for a period longer than Is reason-
able or justifiable In light of all the cir-
cunistances. 1d,

Where oil and gas lease containa ha-
bendum clausge providing that the lease
is ta remain In force after the primary
terni for as long thereafter as oll or gax
is produced, under no. circumstances
will cessation of production In. paying
quantities ipso facto deprive the lessee
of hig extended-term estate, Id.

15,5 Cancellation of iease

Reviewing - court must affirm judg-
ment of canceéllation of. oll and gas leasge
unless - such judgment s ageinst the
clear welght of the evidence, ax - an ac-
tion for cancellation Js one of equily.
Vincent v. Tideway Ol Programns, Inc.,
ORLADPD., 620 P24 910 (1980).

l.essor of ol and gas lease did not
prove that lessees intended to ahandon
the lease durlng primary term, and
falled to eatablish (hat lessees had
physically rellnguished  -the well by
shulllng in" the well for perjod. of
time, and thus lessor falled to meetl his
burden of proof as to abandonment zo
as to perm!t cancellatlon of lease, id,

Two-month period tollowing filing of
petitlon praying for cance!lstlon of oli
and gas leuse for fallure to obtain pro-
ductfon in . paving quantitles did not
constitute noiproductive time since fil-
Ing of proceedinga put defendanta’ title
at Issua and relleved himy of production
covenants until determination was roade
that title to the lease fndeed reated with
hMm, Hoyt v. Continental Oil Co., Okl.,
€06 P,2d 560 (1980),

\Where cessation of production clause
of ofl and gas lease stated, “If, after the
axniration of tha nrimary.toerm LA
production * ¢ "¢ ghall cease from
any cause,”” effect thereof was that aft-
er the primary term the production
clause modified the habendum clause,
which specificd lease term as ten years
and so long thercafter as oll and gas
was produced or could be produced, so
8s to extend or preserve lease while les-
see resumed operations designed to re-
store production and If lezsee fafted to
resume ¢perations within 60-dar perlod
specifled In cessatlon clause the lease
would terminate. - 1d.

“Where cessation of production clause

of 0fl and gas lease spoke of production
ceaslng from sny cause bul under ha-
bendum clause lease lerm was as long
as oil and gas was produced or could be
prouced, if production In paying quan-
tities ceased there might or might not
be a ‘‘cessatiocn' for purposes of .the
production clause depending on whether
effect was to modlfly the habendum or
darllling clause, and If primary tesrm had
mol explred so0 that production clause
modified driliing c¢lause there would be
no ‘‘cessation’’ unless productlon ceased
entirely, but If primary term explred
and effect of production clause was to
modify habendum clause there would be
a ''cessalion'” if habendum cluuse re-
quired production in paylng quantities
and such was not met. Id. . .

A decree caacelilng an oll and gas
lease may be rendere ]
shows that the well In auit Is net pro-
ducing in paying quantities and there
are no compelling cquitable considera-
tions "{o Justify continued production
from the unprofitable well operatlon.

where the record’

-
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Stewart v, Amerada Hess Corp, Oki.,
€04 .24 854 {1979).

The duration and cauge of the cessa-
tion of production, as well as the il
gence or lack of dilgence exerclsed iIn
resuming productlon, are factors to he
consfdered In determining whether there
has Lieen such a cessatlion of produditon,
in the paying quantltles sense of the
term, a3 to terminate an ofl and gas
leage, 4.

Clause of oft and gas lease providing
that the lcase Is to remaln In force after
the primary térm for “as long therea(-
ter” as oll or gas 18 produced Is to Lie
regarded as tixing tha Hfe of a léase In-
stead of providing a means to terminate
the lease In advance of the time in
which it wonld otherwiae expire. .

Before cancellatlon of an oll and gas
lease may be decreed, all surrounding
cireumstarcas must be taken into con-
sideration, Id.

An oii and gas lease ]s not terminated
for fallure to produce the moment pro-
duction atlops, nor does the lease termi-
nate the instant production fells below a
profitable jeve). 1IQ.

16, --— Delay rentals

Where blanks in ol ‘and gas leasze,
providing for {:ayment of delay rentals,
were not filled in, no payment of delay
rentala was reaunired by the lease, as it
evldenced no Intent between the parties
that such rentala be paid. Vincent v.
Tidoway Ol Programs, Inc., OkL.App.,
620 P.2d 910 (1930).

17— Obil?anon or cavenant to de-
“velo

P

Where lessee under oll and gas lease
ceaged work by _"shulung In'" wetl on
leased site for nine months during pri-
mary term of lease whicii was agreed to
by the parlles, and where ~lessor
presented no evidence thatl the lessees’
nine-month absence from the dri!! slte
was nov the action of a vrudént onera.
tor, burden to prove breach of the im-
plled covenants did not shift from lessor
to lessees. Vincent v. Tideway Oll Pro-

{518%1}3. In¢.. OKLApp., 20 P.2¢ 910

Although ofl and gas lease will 1ot be
cancelled for breach of Implled covenant
to diligently develop solely by reason of
lapse of tlme, unreasonable delay in
further development may shift the bur-
den of proof to lessee to show the lessee
scled as a reasonable prudent operator
under the circumstances. .

Lessor under oll and gas lease bears
the burden of establishing breach of im-
plied covenant to develop, and question
whether lessee breached Implled cove-
nanis is tested under standard of the
ordlnary prudent operator. Id,.

Where lessor under oll and gas lease
did not prove nor offer evidence that he
made demand upon lessee for forfefture
of the lease If no further development
took place, tessor did not comply with
prerequlisite to forfelture for breach of
the implied covenants to develop that he
make timely demand upon lessee. I,

A prerequisite to for’eiture cf hreach
of the implied covenants to develop In
oll and gas lease is that lessor make
timely demand upon the lessee to com-
ply therewith, 1d, :

Covenants to develop implled In oll
and gas leases operate durfng both the
primary term and the secondacy term.

OI1. AN

In absenco of an express requirement
{n oll and gas lease to marke!, any cov-
enant on part of the lessee to niarket
can only be un implied one, in which in-
stance the lessee has a reasonable time
after completion of the well to market.

_constituted
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oyt v. Continentat Qil Co., Ok), 08
P20 ARGy (195%0).

Law adids to oil and gas lease by (n-
ferving that several additional cove-
nants had been made hetween the par.
ties; one such covenant {4 that lessees
will, by drllling offeet wells, protect 1¢s-
sor's taml from dralnage through wells
on adjoinlnyg binds, Haken v. Harper
Ol Co,, Okl App., 600 P24 1227 (1979).

Unster ot and gas lease, lessees' fin-
plted obligation to protect lessoer's land
from drainugz through wells on adjcin-
ing Taldds I8 to exercise reasonable care
and Jdiligence to prevent substantial
drattuge from leased lands by drilllng
offsels,  1d,

Production of gas In paying quantitles
from one guas well on lessor's premlses
will not relieve the lessee from the fm-
pliad covenant to drill offset wells to
protect the lessor. {rom drulna{ge. Dix-
on v, Anadarke Froduction Co,, ki,
505 P.2d 1334 (1972).

It Inheres in the prudent operator
rule that, where the lessce Is dralning
his lessor's land, he will make studfes
and keep abreast of the avallable {n-
formntion to determine, when, or |f,
further <rilling would be profitable and
prudent, Id,

18. ——— Royaity owners

Owner of an oeverrlding royally fnter-
est has no right to drfll and produce
from « common source of supply .on
driiling and spacing unit,  O'Nelle v,
American_ Quasar Patroleum Co., OK\.,
617 P.2d 182 (198ua,; ¢ - 2

When orlginal lessee choeoses not to
participate in development of well, in-
terests of overriding royalty owners do
nct come from orlginal lcssee’s Interest
h(l]n are attributabte to unit operator.
1d. -

Owners of overriding royalty interests

in gas produced from two wells by de- .

fendant yas compantes were not entitled
1o receive actual workiniz interest value
of gas at wehnhead calculated on ‘fair
market value or highest sum ectually
recelved for gasa br defendants, bul
were ¢ntitted to. recelve payment on ba-
518 ot '10,5¢ per MCF minimum price es-
tablished by Federal Energy Regulatory
Commissian, notwithstanding claim thail
portion ol agreement between partiea
basing royally pavments on minimum
wellhead price ¢ziablished by the Corpo-
ration Commisslon “‘or some other duly
Lody”* did not 1mean the
FERC, where agreement did not con-
template efther the Corporation Com-
migsfon ur ihe *other duiy constituted
hody'’ as setting the method or amount
of royalty payments, but fixed the roy-
alty payments by providing a basis on
which they were to be computed.. See-
wald v, \Western Gas Interstate Co.,
QXKl.,, 606 P.2d 582 (19806).

19. Aliowabhles—Ir general s

All ownera In a common source of
supply of oll or gas ure prohibited from
taking an  unproportioned amount,
GMC Ol and Gas Co. v. Texas Oll and
Gas Cotp., Okl., 586 P.2a 731 (1978).

20, -~ AdJustment of allowables
Where order of the Corporatlen Com-
mission results In some operatora pro-
duclng more than thelr ratable propor-
tlon of hydrocarhons, the Cormnmisajon s
authorlzed to adjust future allowables in
order to adjust correlative rights of the
partles, orporation - Commiaston v,
Unfon OIl Co. of Callfornia, Okl, 8§91
P.2a 711 (1879). .

Corporatlon Commisslon properly per-.
mitted partial refnstatement of can-
celled allowable production underages of
well, which hiad been (ound {ncapable of
udequaltely and sufffclently drainfing gas

ot
P
LR T (\/\”\‘,

OIL ANT,
undertying the arMling and spacing uniy, :
to he applied agalnst overnges of re-
placement well within :ame drilling amt [
spacing unit, Marlin O} Corp, v, (or- [
poratioh Commissfon of Stute of Okl 0
Okl., 562 11,24 85t (1917). d

Corporation Commlission applicable ol Ie
and gns rule does not estubifsh an ex- a
clusive method of reinntatement of un- i
deragey, but therely provides n permis- it
sive, adminlstrative method of sein- 3
statemont, 14, 0
23, Unlts—in general “?

L.eyseces of ofl and gas leaxe ¢n quar- L
ter section ot land who falled o file a
written unit designation to ppoel thceir N
land within 64¢-acre spacing unit estals- :
lshed by Corporation Commission for )
gas and gas condensate, dld not forfeit
lease, even though language of lease re- Py
quired flilng of unit designation, where :
there was no evhicnce that lessors relled I
to thelr detriment on lack of notice sueh: 1
fiting would have given lessors, Petro- a.
leum Resgerve Corp. v. Dlerksen, Oxl,, 1
623 1>.2d1 602 (1981). i

No attempted transfer of of! or gas v
driling and spacing unit operator's sta- .11
tus is effectual, unless it is done by or- -
der. of the Corporatlon Comumission and
with {ts express sanction; thus, onse la
created by Commissfon, unft-operator's €
status cannot pass to another via pri- ¢
vate-contract arrangement and release 0;
from Commigsion-lmposed responsibility w
effectedt by order of that body s indis- 47
pensable prerequiaite of valld'changeé in u
unit operator's «Centity. Creat Resourc- h
¢s and Exploration Corp. v. Corporation  I-
Comimisgsion, Okt, 617 1.2a 218% (1980). 2&1

\While eoll or gas «rllling and spacing
unil aperator 18 free Lo subcontract any th
task that Is to be perfuormed In develop- ri
Ing for, producing or selllng oll or gas a
from unijtized pool;>Jie may not redele- (&
gate to _anyone else .hlc' Corporatlon  d
Cuommission-conterred power to operate 1]
leagseholds as unit and to safeguard cor- ti
relative rights of interest holders, Id. a

Under oll and gas spacing and pooling {1
gtatutes, 13 commaonh sources of supply . v,
underlyIng 648-acre tract constituted 13 r
geparate and distinet spacing and arfll-

Ing units where one bore hola could be - a
used to tes' and Jdevelop one or all of - a
the 18 units. C. E. Braun & Co. v. Cor- ©
poration Commission, Okl., ¢03 P.2d 126§ td
(1980). ‘ y

011 and gas spiaclng and pooling -slat- i3
utes do not imit'the number of ;e&aarate g
spacing units that can be ficluded In p

pocling application or proceeding; how-
ever, whether pooled owner Is entltled
to election whether to participate in the
cost a3 to each common source of sup-
ply or each separate s?aclng unit de-
pends upon facts and circumstances in
each pooling proceeding. Id.

Corporation Commlsgion had power
and authority to establish drilling and
spacing wunits whether wminerals  were
leased or unleased. Sunray DX Oi! Co.
v. Colg, OKIl., 46! P.2d 395 (195¢), certi-
orarl-denlfed 90 S,Ct. 223, 396 U.8. %07,
24 L. 12d.2d 183,

Although lessees could not have volun-

turilf pooled lease acreage {nto units éx- .
n

ceeding 40 acres In view of lease prohi-
Litlon, parties could not by ‘contractual
agreement Hmit Corporation Commis-
slon from establishing driliing and spac-
ing units in excess of the 40 acres. Id.

24, Discretion of commilssion
Corparation Commission is not prohib-
{ted by this sectlon from establishing
all, or part, of lands Included within a
declared unit as a drllling and spacing
}xjnsi.ll. Hladilk 'v, Lee, Okl., Al P.2d 196
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oyt v, Contiieninl O Co,, Ok, 066
1L hoo (Hg0).

Law adds Lo oil and ges lease by in-
erring  that  several sadditional cove-
nants had Leen made Letween the par-
tles; one such covenant 1s thal lessees
will, by drllling offset wells, protect les-
sor's lamd from drainage through wells
on adjoining lands, Haken v. Harper
Ol Co., Ox1.App., 600 P.2d 1227 (1579).

Fnider o)) and gas lease, lessees’ im-
plied obllpation to protect lessor's land
from drainage through wells on adjoin-
ing lands §3 to exercise reasonable care
and dillgence to prevent substantial
fralnage from leased lamis by drilling
offarts, ki

I’roduction of gas In paylng quantities
from one gns well on lessor's premises
will not velieve the lessee from lhe in-
plied covenant to drlll offset wells to
protect the lessor from drainage. Dix-
an v, Anadarke  Productlon Co., Okl,
505 1,24 1394 (mzt).

It inheres in the prudent operator
rute that, where the lessee 3 draining
his lessor's Jand, he will make studles
and keep abreast of the avallable in-
formatlon to determine when, or if,
further Arljing would be profitable and
prudent, 14,

18. ——— Royalty ownzrs

Owner uf an overr[dln{z royalty Inter-
cst hoa no right to drlll and produce
from n coamm souice of supply on
deilting and spacing unit, O'Nelll v.
American Quasar Pelroleum Co., OKl.,
617 1.2 151 (1980).

When original lesseo chooses not to
participate In development of well, in-
terests of overriding royalty owners do
not vome from original lessee's Inlerest
llnllt are attributable to unit operator.
«. :
Owners of overrlding royalty Interests

_In gas preduced from two wells by de-

fendanl gas companies were not entitled
to recelve actual working Interest value
Jf gas at wellhead catculated on [falr’
market value or highest sum actually
received for gas - bg’ defendants, hut
were entitled to receive payvment on ba-
sls of 10.5¢ per MCFEF minimum price es-
tablished hy Federal Energy Regulatory
Connulssion, notwlthstanding claim that
portion of agreement belween parties
basing royally payments on minimum
wellhead price established by the Corpo-
ration Conimission ‘‘or some other duly
not mean the
ottt ronent -2 not aene

template cither the Corporation Com-
misalon or the ‘‘other duly constltuted
body*' - as setting the methol or amount
of royally payments, but tixed the roy-
ally payinents Ly providing a basis on
which they weri"to be computed. See-
wald v. Western Gas Interstete Co.,
Okl., 606 P.2d §82 (1980).

19.  Allowables—Iin general

All owners In a common source of
aupply of ol or gas are prohibited from
taking ‘san ' unproportioned amount,
GMC Ol and Gas Co. v. Texas Oll and
Gas Corp.. OKl,, §86 P.2d 131 (1978).

20, —— Adjustment of allowables.

Where order of the Corporation Com-
misxjon results in some operators pro-
ducing more than their ratable propor-
tion of hydrocarbons, the Commlission Is
authorized to adjust fulure allowables in
order to adjust’correlative rights of the
partlies, Corporation Commission v,
Unlun Ol Co. of Calltornia, OKkL, 591
P.2ad 711 (1979),

Corporatlon Commission properly per-
mitted partlat reinstatement of can-
celled allowable production underages of
well, whieis had been found Incapable of
adequately and suffielently draining ras

[ I
AL Doy

underlying the dellling and spacing unit,
o be applled niainst overages of re-
placement well within rame driliing ad
spaclng unit, Marlin Ol Corp, v, Cor-
poration Commisslon of Siete of DKL,
Gkl., 562 P.2d 851 (1917).

Corporation Commission applicable oil
and gas rule does not establish an ex-
clusive method of reinstatement of une-
derages, but meiely prevides & permls-
sive, midministrative methodt of yein-
statement. Ll
23, Units—~—In

Lessees of ofl and gas leage cn guar-
ter section of land wheg (alled to file
written unit deslgnation o pool their
tand within 640-acre spacing unit estab-
fished hy Corperation Commission for
gas Angd gas condnsale, did not ferfeit
Icas:, even though language of lense re-
quired {iling of unit designation, where
there was no evidence that lessoers relicd
to their detriment on tack of notice such
filing woulil have glven lessors., Potro-
teum Reserve Corp. v. Dierksen, Okl,
623 P.2d €02 (19§1).

No attempted transfer of oil or gas
drlling and spacing unlt operator's sla-
tus ia effectual, unie=s ¢ 1= «donec by or-
der of the Corporation Commizslon and
with its express sanclion; Uius, once
created by Commission, unit operator’s
atalus cannot pass to another vin pri-
vate-coniract arrangement and relcase
trom Commixslon-hnposed responsihility
effected by order of that Liody I8 fndis-
pensable prerequiaite of valkd change in
unit operator'a-identity. Creal Resoure-
es and Exploration Corp, v, Corporation
Commiaaton, Okl., 617 .20 215 (1950).

While ofl or gas (rilling aud spacing
unit operator In free Lo suliconitact any
{ask that s to Lie performad in develop-
ing for, producing or scHing oll or gas
from unitized pool, hin mny Hat redele-
5&(0 to anyone dlxe hijs Corporaticn
rommiasion-conferred power to operate
leaseholds as unlt and to aafeguard core
relative rights of Intereat holders,  1d.

Under oll and gas spacing and posling
statutes, 13 common sources of supply
underlylng 610-acre tract constituted 13
sceparate aml distinct spacing and driil-
ing units where one bore hole could be
used to fest and develop one or all of
the 13 units, C. F, Braun & Co, v. Cor-
Wgrgol)lon Commission, Okl., 603 P.2d 1268

D1l anAd.eas apacing and pooling stat-
utus do not limit the aumber of separate
epacing units that can be fnciuded in
pooling application or proceeding: how-
ever, whether pooled owner Iy entitied
to election whether to participate jn the
coat as to each common sgotrce of sup-
ply or each se¢parate spacing unit de-
pends upoh {acts and circumstances in
each pooling proceeding. - Id.

Corporation Commission had., powes
and authority to establish drililng and
wpacing units whether minerals - were
leased or unleased . Sunray DX Ol Co.
v. Cole, Okl., 161 P.2d 305 (1869), certi-
orarl denied 90 S.Ct, 223, 336 U.S. 907,
24 L.F.d.2d 183,

Although lessees could not have volun-
tarlly pooled lcase acreage into units ex-
ceeding 40 acres in view of lease prohi-
bition, parties could not by contractual

reement limit Corporation Commis-
slon from establishing drHiing and spac-
Ing units in exccss of the 40 acres. lId.

24, —— Dlscretion of conmimission
Corporation Commliasion s not prohib-
fted by this secllon from establishing
all, or part, of lands hicluded within a
declared unit.as a drilllng and spacing
?1"9“' Hladik v, Lee, Ok, 541 P.24 196

eneral
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25. Spacind unlitg

Where spaeing unit for pas and gax
vandensnte, established by Corporation
Cominlsslon, wns in effect before lease
was entered nte, teased land was in-
chided dn spacing unit, aml clause of
lease muking lease suhject to nll federal
and state iaws, exccullve orders, rules
and regulations was left intaet in lease,
Mblng and completizy of  sueeessful
comymercial gas and oil well on kands
other than on leased premises, but
witliin same well spaclng unit, comptied

~with provision of lease requirhng lessce

to commence drilling of of) or gas well,
and relieved lessee from payiment of de-
Iny rentals for faiture te comncence such
deilling,  Petroleiim Reserve Corp, v,
blerksen, Okl,, 625 P,24 602 (1981).

In procecding to pool 13 common ail
ard gas sources of supply or spacing
units  in  640-acre tract, Corpoiation
Commisgsion’s treatnient of formation at
11,000 feet and all formatlons above it
as one unit, and all formations Liclow
11,000 feet as another unit, was respon-
&lve to the evidence, C. F, Braun & Co.
v. Corporation Commission, Okl., 609 P,
21 1268 (1980).

Cloryoration Commisslon may exclude
lands from .spnclnf unit on_ground that
common source of supply does not un-
derlie such lands and it may limit sfze
of spacing vnit on ground that one well
will not effoctively draln lorger
antd that a larger drilling axid spacing
unit might not assure maxiimwmn uiti-
mate recovery of minerals Hladlk v,
L.ee, OKL, 541 P.24°196 (1975).

28. —— Drilting site location

Record in proceedings on two anpilea-
tiona of mineral rights holder for autho-
rizatlion to drill an off-pattern well or
an additional well supperted. tinding of
Corporation Comriission thai-permit to
Jdrifl an  additional well would protect
the correlative rights of Interested par-
ties by allowing the applicant to offset
dralnage from wells on three surround-
ing sectlons. Corporation Commission
v. - Union Ol Co. of California, OklL., 591
P24 711 (1979).

Absent request, in proceedings on two
applications of mineral rights holder (or
authorization to drili an off-pattern well
or an additional well In quarter sectlon,
to. 1. sJassify natural gas formation as
two separate common sources, Corpora-
tlon Comimission was bound to treat the
formation as single common. gource as
provided in prlor orde., ‘though the sec-
tion in dispute Included two natural ges
‘zones'' separated by 10 to 80 feet of
shale, Id.

—— Modificatlon of spacing and
units !

In view of rule that a spacing order is
a condition precedent to a forced pool-
ing order, eftectiveness of pooling order
wasa gono when its basic spacing order
had been abrogated by establishment of
A drilllng -and spacing unit., Southoern
Unfon Production Co. . liason Ol Co,
OkLADPD., 510 P.2d 603 (1975).

The Corporation Commilssion 1s with-
out authority. to entertain an applica-
tion to amend or modify a prlor spaclng
order establishing a comumon source of
supply which has become final, in the
absence of a suhstantial change of con-
ditions or substantlal change in _knowl-
edge of conditions existing in the area
since the prior order was entered.
Philllps Petroleum Co. v. Corporation
Conmission, OKi,, 482 P.2d 607 (1971).

Change In actual knowledge of Cor-
poration’ Commission was not change of
techr.’: al knowledge relative to common
sourc- of supply dellneated In prlor
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procecding, and subsequent application
seeking removal of portion of producing
sand from purview of prior final order
establighing conuson source of supply
was a prohibited collaternt uttack on
prior order where most of data appicant
intraduced at subsequent hearving  w .«
fntreduced in original hearing in which
apg\lcnnl failed to participate, although
it had tegal notice, and mese change of
interpretation on part of Commission
could not Justify amendment of the
prior spg<ing order in absence of new
data or newly dizcovered sctentific or
tochpnical knowledge. I1d.

“Change In knowledge or conditions'
required for Corporation Connmnission (o
have wuihorily - t¢- entertatn. avnnllea-
tion to amend or modify a prior spacing
order establishing & common  source
of supply encampasses an acqulsition of
additional or new data or the dls-
covery of new sclentific or technical
kuowrec‘-ge which requires a reevalua-
tion of the geological opinlon concern-
ing the reservolr. 14,

31, Poollng lands or interests—In gen.
. erat

l.ensed property was ‘‘poaled’ when
lessee voluntarlly Jolned with  other
mineral lcasehokiers within spacing unit
to develop producing  well, within this
section providing voluntary pooling unit
15 as fully binding as forced pooling by
order of the Corporation Commission,
despite faliure 1o flle such pooling
agreement as a written unit designation
in the counly. Petroleum Reserve Corp,
v, Dierksen, Okl 3 P.2d 602 (1981).

Absent some vitlating infirmity in
tizelr creation, property interests of par-
ties affected by pooling -order, once
vested, can no longer be vulnerable to
extinguishment. - Crest Resources and
Iixploratian Corp...v, Corporation Coni-
mission, Okl., 6§7 P.2d 215 (1980),

\Where poohng order provided for 40-
day perlod-within which intercst owners
might perfect their right of election by
paying or furnishing security for their
vroportionate share of estimated costs,
at end of that perfod, property interests
of affected partles came to be vested
and’ they were henco beyond reach of
Carporation Commlssion's. power 10
modify. Ia, . .

Where owner of an ofl and gas lease-
hold interest in & governmentat section
never executed an assignment of its
leasa to second owner and nccepted bo-
nus consideration provided for In corpo-
ration commission’s polling order re-
quiring tirst owner either to participate
In ‘unit well and pay his proportionate
share of costs or accept $35 per acre in
Heu of right to participate In working
fnterest In ths unit wel, thls was com-
pensatlon In lleu of {ts-tight to partlci-
pate in the working interest In unit well
drilled by second owner, and where the
unit was plugged a)id abandoned by sec-
ond oiwner as & dry hole the intervest
created by such orier was terminated,
and firat owacr. wad fn same lepal posi-
tion In relation to its leass asz {t would
have heen i no forced pooling crder had
been issued. - Southern Union Produc-
tion Ce. v. Eason Ol Co., OXLApD., 610
.24 691 (1915),

Orler of Corporation Commlssion
pooling separately owned wmineral es-
tates and  setting honus-penalty of
groges\a.:l at- 259 gcrcent was 1ot are

itrary, unreasonable and dlscrimina-
tory. in view of action of protestant in
hurdening leasehold estate with produc-
tion payment in’ such amount as to
cause lenschold .estate to have little if

- any value for purposes of determining -

Srvatlon Commiasion,” royalty

OIL. AND GAS

price which  applieant, as  reasonahly
prodent operntor, eonld sfford to pay
for  purchase  of  leaschold estnle.
Hahnes v, Corporation Commissicn,
Ok, A6 1L2d Gy (190,

fhis stetute, pertalning to petitions
directed at well spacing or drilling and
Baposing  th-day  notice  requivements,
governs only applications for well spuae-
iy amd deilling units and does not apply
to applications for pooling of Interests of
mineral  owners;  pooling applications
are governed by § 97 of this title. Rano-
la O} Co, v. Corporation Conuvtssion,
Ok, 460 1%.24 415 {1969).

32, ~——— Compuisory pooling of inter.
ts

es .

This sostion reaulring forced pooling
i mineral owners have not agreed o
poo! thelr interesis ov where a separate
owner has driMed or proposes to Jdri))
well on drMing and spacing unit does
not requlre that separate owner promnise
to drill well, but provides only that Cor-
poratlen Commlssion has authority ta
urder forced pooling it well iy proposed.
Sellers v, Corporation Commission, Oki.,
624 P20 TU6T (1981).

Burden of showing that forced poolMng
erder of Corporation Commisston was
unconstitutional rested upon owner of
Iand in drilling and spacing unit, and he
failed to sl:iow any unconstitutional ap-
pHeation. 14,

33. ——— Royalty interests

Where royalty provision of oll and gas
lesse called for mayment of one-eighth
to lessor, plalntift's assignor, “at the
market price et the well for gas sold,"”
wltere corporation commissfon subse-
q";lentiy entered a spaclng order stating
that all royalty interests wlthin a unit
would be conununitized and each owner
woutd participsrte in royalty from a well
drilicd ~ thereoan in the relation his
ecreage  hore (o total wunit acreage,
where platntiff was patd. a royalty out
of- all. production from well {n proper
vroportion, hut-where prices for gas re-
cetved In sale by defendant, plaintiff’s
lessee, were higher than prices gold by
other working Interest owners, defend-
ant was not required to l.my plaintiff in
addition, out of Its working Interest, as
a statutory ‘‘other obiigation,’ the dif-
ference between the low gas price and
higher gas price, Plerce v. Texaa Pac,
Oil Co., Ine,, C.A.OKL, 847 F.24 319

(1976). ~

Where -fimited partuership Ubringing
alleged class artlon on behalf of royalty
owners entitled to be paid royaities un-
der terms of céctain oll and ra3 leases
or a pooling order of State Corporation
Conmmission covering a gas well claimed
that  section of land in. which class
owned all of mineral interest was estah-
Hshed by order as one §40-acre drilling
and spacing unit for production of gas
from conimaoicseurcé of supply and that
a subsequent order pooled all oll and
gas Interests for production from forma-
tlon In that scctlon, class members had
common and undivided intérest in one-
eighth royvalty intetest in all gas pro.
duced from pooled formation Ly virtue
of communftization of their fractional
mineral interests and, accordingly,
clafms of each class member were jolnt
or conumon and could be aggregated to
satisly. federa) jurisdictional amount re-
quirement. Rocket Ofl & Gas Co, v
Arkla  Expioration Co., D.C.Okh, 4%
F.Supp. 1303 (1877). .

Upon edtry of spaclng order by Corpo-
nterests
arlsing from land covered by such onder
are ypooled: by operation -of law,:bhut
working: interests thereln ure - pooled

38
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only npon volunlary agreemenrt or upon
separale commilasion forcing unttization,
Pooroleuinn Heserve Lorp, v, tierksen,
OXkl., 623 .24 £u2 (1981).

Creation of drilllng and spacing unit
pools royally interests oy operation of
faw, but working intcerests are poofed
only by voluntary agreement or a sepn-
rate order of Corporation Commission,
O'Nellf v, Amerlean Quasar Petroleum
Co., OKL,, 617 1.2Q 181 (1950).

“Overrtding royvally™ ia a percentage
carved from lessee's working interest,
iree and clear of any expense incllent
to production and sale of oll and gas
produiiced from leasehold, a.

Owner of an overrlding royalty Inter-
est 1s. not “a person who has right to
artll Into and to proauce frohi any <on-
mon source of supply and (o appropriate
groductlon. efther for himsell or for
Iniself and othera” and,
iowngr' as defined by § §6.1 of thia t{-

e. Id.

An overrlding royalty Interest at-
tachea only when ol and gas are re-
duced to possesslon; prior to this event
owner of override has no ascertainable
right in leasehold, Id.

In connecetion with orders of the Cor-
poration Commission pooling and adju.

thus, not an

dicating rights and equities of ofl and

sa: owners in foermatfon which had been
eafgnated as'drililng and spacing unit,
and “providing for location of well on
land whose owner did not  consent
therato, such owner, in recelving his
Just and falr share of the oll and gas,
was not entltled as of right to the elter-
native of particlpating In the well as a
working Interest owner by paying his
nroportionsate share of costs of the well
. Texas
ag Corp, v. Reln, Okl,,* 53¢ P.2a

1280 (1873),
34, -—— Costs

Valia submission of oll and gas well
drilling costs’ estimate for approval of
Corporation Commission may be made
only Ly, or in-name of, currently deslg-
nited unit o¥emlor.- Cres! Respurces
and Fxploratlon Corp. ' v. Corporation
Commiaslon, Okl §17-P.2d 215 (1380).

Corporation Comimisalon, which e¢n-
tered order detern’ining proper and rea-
sonable coat of driliing oll and gas well
under prior forced pooling order, proi»
erly provided partlea with ten davs in
which to pay thelr proportionate part of
costs.  Lear Petroleum Corn. v. Seneca
Oll Co,, Okl,, 550 P.24 670 (1979).

35, Orders of cemmlssion—In generatl
Unapproved "assignment’” of unit op-
erator's management responsibility to
another dld not per se constitute a
ground for rellef by vacation of pooling
order, where transfer sought to be ef-
fected altered neither unit operator's le-
gal status nor its Hah'llty, Crest Re-
sources and Exploration Corp, v. Corpo-
{?5%213?)? Commission, OKk), 617 P.2d 215
- Portion. of pooling order of Corpora-
tlon Conunlaslon which set anount of
lessce’s oplion on basls that, although
nonparticl\fa,tlng. ha would stand obliga-
tions owed owners of overriding royalty
fntereats was erroneous because léssee
who elected not to participate . was no
longer poagessed  of & working inferest
in well unit’and by that electlon work-
Ing Intereat becama property of unlt op-
crator who was required to pay the bo-
nug, - O'Nelll v, Amerfoan Quasar Petro-
leum Co., Okl., 617 P.24 181 (1980).
Corporation Commlsslon has no statu-
tory authority to lssue a pooling order
requiring owner of ain overrldlag royally
livterest whhin a drilling and spacing
unit to elect between participation In
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appticant, as  reasonably
cauwid affard tao pay
learehn'd  extate.
Conumniseion,

price which
prudent operatar,
for  purehire of ©
Holies v, Corporation
VL, 106 1220 630 QU0

Thin slatute, pirtalning to rclithms
directed at well gpacing or dritling and
npasing Pheday  notice  requliements,
doverns only applisations for well spac-
ae and dedling andis aed does not apply
to anplications 101 pooling of Interests of
mineral  owners;  poniing  apptications
are governed by § 47 of this ti{le. Rano-
a Ot Co, v, Caorperation Cammisston,
Ok, 400 12,24 435 (1969).

32— COmkpuhory poofing of inter.
a5

'Fihis seection reawring forced podling
it mineral owners have not agyeed to
poed thodr interestls or where a separate
owner has drilted or proposes o ddrin
well on deliting and spacing unit does
nut require that separate owner pramise
1o Qvili well, but provides onty that Cor-
poration Commission has authority 1o
onder ferced poollng 1 well is proposed.
Hellers v, Corporation Commission, Oki.,
624 124 1061 (1981). .

turden of showiug that farced pooling
rrder of -Corporstion Commission was
siconstitutional rested upon owner of
land ia dridiing and spacing unit, and he
failed (o show any unconsiitutional ap-
pifcation.  [d,

33, -~ Royalty interasts
Wiadre rovalty provision of oll and gas
leaxe called for payment of one-elghth
Sto tessor, pladntif(’s assignor, *‘at the
marketl price at the well for gas sold,” -
wliere corporation commissicn subse-
quently entered a spacing order stating
that all royalty Interesta within a unit
would be communitized and each ownet
wouiid parttelpate In rayally from a well
drifled  thereon in the relation hia.
avreage bore 1o . total unit . acreage, :
where plaintift was pald a rovalty out
of alt producllon from well fn proper .
proportion, but where prices for gas re-
zelved I sale hy defendant, platntiff’s
lessce, were highier than prices sold by
other working Interest owneérs. defend-
ant was not required to Fay plaintiff in
addition, out of {ts working {nterest. as .
a statutory *“‘ather obllgation.” the dif-
ference between the low gas price and
higher gas price, F.erce v. Texas Pac.
o Co., Inc, CAQOKL, 547 F.2a 519
(1376). .
Where Hmited partnotship bringing !
alleged class actlon on behalf of rovalty
owners enlitled to be pald royaltles un-
der terms of certailn ofl and gas leases:
or a pociing order of State Corporaticn :
Commission covering a gas well clafined |
that sectfon of land. In which class:
owned all of mineral interest wag estab- !
lished by order as one RiD-acre drilling :
and spacing unit for preduction of gas
from common source ¢f supply and that
a subsequent.order pooled ail ofl and;
gas inteceats for production {rom forina- |
tion In that section; class inemdiers had
coimmmon and undivided interest In one-
elghth royaity Interest in_all gas pro--
duced from pooled formation Ly wirtuve
of communitization of their fractional
mincral - interests and, accordiugly,
clalins of each class member were joint °
or common and coull be aggregated to.
satisTy federal jurisdictional amount re-
Rocket Ofl Gas (o, v.
D.C.Okl., {3

Arkin  IExploration Co.,
P.Supp. i363 (1877)."
Upon entry of spacing order b?' Corpo-
tation Commission,  rovalty interests
arising from land covered by such order
are pooled bLY operation "of law, bhul.
working Interesta therein are pooled ;
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only upon voluntary agreement ar upon .

separate commisalon forcing unitization,
YVerolvum Keserve Lorp. v.o Dierksen,
Ok, 623 12,20 6492 (19813,

Creation of Jdrlittng anmd spacing unit
pools rovally’ interests Ly oparation of
faw, hut worklng nterests are pooled
anly by voluntary agreement or a sepa-
rate order of Corporation Commission,
O'Nelll v, Amerlcan Quazar Petrolenn
Co., OKl., 617 £.24 (SU (1880).

“Overriding royalty™ (s a percentaga
carved from lessed's working inlerest,
{ree and cliear of any exgpense Incldent
to production and sele of o1l and gns
produced fram ieasehold, It

Owner of an averriding royalty inter-
eat ia not *'s& person who has right to
drill into and tn produce {rom any comn-
mon source of supply and to appropriate

roduction, elther for hlimself or for

Imself and others'” and, thus, not an
i;ownlc(;“ ag defined by § 86,1 of this -

e, .

An overrlding royalty Interest at-
taches only when ofl and gas are re-
duced to possession; prior to this event
owner of override has no ascertainable
right in lcasehold. Id.

In connection with crders of the Cor-
Soratlon Commlssion pooling and adju-
{cating rights and equitles of oll and
gea awners In forimation which hud been
deslgnated as driiiing and spacing unit,
and providing for location of well on
land whose owner diit not conscnt
thereto, such owner, In recelving his
Just and fair share of the oil and gas,
was not entitied as of right to the alter-
native of parlcipating In the well a8 a
working fnterest owner by paying lis
proportionate share of ¢osts of the weli
out of groduc‘\fon from the well, . Texas
01l & Gas Corp, v. Rein, Okl,, 534 P.24
1280 (1976).

A, = COStS

Valid submission of oil and gas well
arilling costs' estimate for approval of
Corporation Commiesion may be made
only by, or in name of, currently desig-
naled ‘unit operator. Crest TResources
and Expleration Corp. v. Corporation
Cominiasion, OKl, 617 P.2d 215 (1980).

Corporation Commission, which en-
tered order determining proper and rea-
asonable cost of drilltng oll"and gas well
under prior forced pooling order, prop-
erly -provided parties with ten days in
which to pay thelr proportionsate garl of
costs, Lear Peiroleuny Corp. v, €
O Co., Okl., 5%0 P.2d 670 (1979).

35, Orders of commission-—fn general
Unapproved “aseignment” of unit op-
erator's management responsibility o
another did not per se constitule a
ground for relle! by vacation of pooling
order. where transfer sought to Le ef-
fected altered nelther unit operator’s le-
gal status nor its itability. .Crest Re-
sources and Exploration Corp. v. Corpo-
1":9!!5%1)& Commisalon, Okl., $§17 P.2d4 215
Portlon of poolin;i.‘\ order of Corpora-
tion Commlssion which set amount of

leasce’s option on basis that, aithough -

nonparticipating, he woilld atand obliga-
tions owed owners of overrlding royalty
intereats was erroneous because iessce
who elected not to-parlicipate was no
longer possessed of a working interest
in well unit and by that electlon work-
Ing Interest became property of unil op-
erator who was requlred o pay the bo-
nus, O'Nelll v. American Quasar Petro-
leum Co,, Okl., 617 P, 2d 181 (1980).
Corporation Commission has no statu-
tory authorliy to 1ssue a pooling order
requiring owner of an overriding royalty
Interest within a drilling and spacing
unit 1o elect between participation in

eneca |
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: wNois
driiting untt well or, fn the alternative,
to aceept a leaser royallyy natwhthstanad-
ing fact that nonparticipating soyalty
owners” interesl Ia converUble inte a
\\'ox:klnp; interest upon paynut, 34,

Under oit and gas spacing und pooling
statute, righits of all owners, jucluding
owncr serking peoling order. muast be
conieldered, Lecause all or-lers requiring
pooling  “shall Le [(msde} upon such
terms and conditions as are just and
reasonable and wili afford to the owner
of such tract In the unll the opportund-
{v Lo recover or receive without unnec-
essary expense his jus{ and falr share of
ihe oll and gast O, F, Braun & Co, v.
Corporation Commisslon, Okl., 50§ $.2d
1268 (1980).

Corperation Commission was without
authority to enter nunc pro lunc order
seeking to amend effective date of order
establishing drilling and spacing unit
wiiere effective date of orl‘glnnl* order
was nelther discussed noi mncntlansd
betore Commission prior to time order
was fited and order wsas not appealed
nzll (")ccasxe flr;n!.l K\(l)){(kendall \;. Cor-
poration Commission, LApp., 597 P.2d
1221 (1879). ve

As long aa prior ordor of the Corpora-
tion Conymission which found natural
gas formatlon to be single comnion
source was in effect, the Corporation
Commizsion was authorized (o honor
such order and treat source of supply in
dispute as single commai aoures when
gxing cllowable., Corporation Commis-
sion v.” Unlon Ol Co. of California,
Okl., 591 P.2d 711 (1§79).

An order of Corporation Commirafon
modifying s previous spacing order has
proxpective application while a determs-
natlon that séch previgus order was
vold may he' applied retroaciively.
State v. Corporatidbn Commiasion, OKki.,
593 P.2d €74 (1979).

Righta accrulng under a pooling urder
do not terminate It well Ja a dry hole.
Lear Petroleum Corp. v, Seneca Oll Co.,
Okl., 690 P.24 670 (1979).

Applicant for a spacing order neced not
estatifsh. that whole area ia underlaid
by a formation productive enough to
suprorl a well which would be economic
In s own right; 1t is sufficient that
formatlon probably contains oil and gaa
capable of befng withdrawn by well on
drilling and spacing unit, Talvert Drill.
ng Co. v, Corporation Commisalon,
OKl,, 583 P.2d 1064 (1979). .
Corporation Commission has jurisdle-

ae
G

cvi0n. to-enter order eslablishing ariiiing

and ‘spacing unft whelher or not all cf
Eg)gds axl'ae tealsed orcunlemsoeg. Barton v.
Slea etroleum TP, .Cr. ’
%) 43(!97”.‘ 0 pv, I.C‘r,‘ 566 1

Oll and gas conservatich statutes re-
quire that evidence show that area for
which drilling and spacing units are ea-
tabiished must be underiain by common
source of supply; State Corpoiation
Commiasion Lias no authority to include
known nonproductive ‘area In_drilling
and spacing unit. Caudillo v. Corpora-
El!on )Con‘.mlsalon. Okl., §5¢ P.2a 1110
< . )

Where boundarles of comnion sources
of gua supply {n area Involved in ap-
pHeation for 160-acre driliing and spac-
ing. order were not yet defined, order
der:{lng
cluding aree invalv in_an extension
of proviously:granted 640-acre well
spacing, Indlcated exercise by Corpora-
tion Commission of technical skill and
experlence and was Proper. notlwith-
standing that less rapld withdrawai of
gas from comumnon reservalr might inl-
tially resvlt In production of Jess gas
condensate In the avea and that 640
acre order would require applicant to

T —— ERAce oo o
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glve leaseholder of erea included In
t4l-ticye ~yder a 85% Inferest in well
znoduc!n an leasehold ewned entirely
sy apptleandt, Ward y. Corporation
Commission, vkl., 170 P.2d 931 (1570),
In view of testimony that weil of ap-
picant for 160-acre driiling and stacing
order would drain gas and gas condens
ante from an area of £i0 acrea sur-
rounding {ts site, it was trrélevant and
{nunaterial that production came {rom
=zctfon of geological fornmation from

which none of wella governed by pre-

viously entered 640-ucre spaling orders
produced. 1d.
36, —— Order governing

Order of State Corporation Commis-
glon establishing 10-scre driiling and
spacing unlt for productlon of oft and
{:as, which unit was not wholly under-
aln by cemmon source of supply and
which unit did not embrace all of area
which was underlain by common source
of supply, was errcheous and would be

- reversed. Caudille v. Corporation Com-

missfon, Okl., 551 P.2d 1110 (19763,

Fact that sapacing order did not au-
thorlze drilling of well and In location
other than center of the section In-
volved did not preclude entry of order
pooling and adjudicating rights and c¢q-
ultles of il and gas owners in forma-
tions underlying section, where the
Commission also entered order authoriz-
Ing loentlon of well near corner of the
section. Texas Ol & Gas Corp. v, ikein,
Ok, 534 1,24 1280 (1975),

47, ~—— Findings to support orders
Testimony that well in center of sec-
tion could not successfully compcete for
hydrocarbona under such section, that
unzonipensated drainage was occurring,
and that well at proposait location near

corner of section conid compensate for:

future Qralnage constituted substantial
evidence in support of Commission’s or
der authorizing well in thé proposed lo-
catiorn, Texas Ol & Gas Carp. v. Rein,
Oki., 534 P.24 1277 (1875). .

38, Evidence sustalning order .

In proceeding to pool 13 common ofl
and . gag gources of supply or spagcing
units In a 64G-acrs tract, whereln Cor-

poration Commission tcok judiclal no- |

tfee of fta  previous determyination’ for
well cost allocations, and evldence upon
which {indings and concluslons’ wire
based was not In the record, Cornmia-
glon did not meet minimum standards of
due process, and that part Of order
which refated to ¢ost participation for-
mula was not supported dy suovstantlal
evidence. C. F. Braun & Co. v. Corpo-
?l\é!s%!; Commission, Okl,, 609 P.2d4 1268

In proceeding to pool 13 common oll
and gas sourzes of supply or apacing
unlts  in  640-acre tract, Corporallon
Commission’s order that election to par-
ticipate In cost of dellling to r -apecifivg
formation Included, by fmiplication, eiec-
iton to driil 3 any and all shallower
formations was reaponsive to the evi-
dence where partles did not treat the 13
geparate common egurces of asupply as
separate units, but treated the forma-
tfon at 11,000 feet and all shallower for-
matlons as one unit,'end the formations
Lelow 11,000 feet as another unit. Id,

In proceeding to pool 13 common oii
and ges sources of supply ‘or spacing
units In & 843-acre tract, whareln Cor-
poration Commiasion took judicial no-
tice of fts previous determin&tion for
well cost allocatlons, and evidence upon
which findings- and conclusfons. were

based was nol in the record, Commis-
aion did not meet minlmum standards of
due process, , and that part of order
which related 1o cost participation for-

40
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mulx was nol supported Ly substantial
evidence, Ll

In fessor's action for ovder regumiring
all aiul gas lesseea to develop leased
property ur relesse the teise, evidence
~upporte:d {finding of trial court that
subistantial draincge of the leased land
was (uking oloce hy wells on adjelntrg
fand and that a prudent operator wounld
conclude that an offset well would he a
profitaple venture: such findags fur-
nished adeguate foundation for cancella-
tioh of the lease, Halen v, Harper O
Co.. OkLADR., 660 P23 1227 (1979),

Clevidencs wax  suffiefent to support
suthorization of dntimy of on additiona?
well after spacing order catablismng
64-acre dritling vnit had become final.
Hhhons v, Corporation  Commission,
QKL., 536 2.2d 1260 (1979).

Although applleants raay not have
been eptitled (o all relled requested In
‘thelr appileation for modification of
Gtll-nere spacing order 80 as to allow es-
tablishmetit of 160-acre Jrilling and
spacing units for a particular section,
evidence was insufficlent to support or-
;trl:r canving them any rellet whataocever,
.

Zxpert witness’ testimony that high-
est price pald by corporatian, which pe-
titloned Corporation Commission for or-~
der pooling interests in oil and gas
found I common sources underlying
sectlon was §$25 per acroa with a
onegfeighth royalty was avhstantial evi-
dence supporting portion of order allow-
ing offered bonus of §25 per acre and
onefeightl - coyally as alternative to
parlicipation, Home-Stake Royalty
Carp. v. Corporation Commnilssion, Ok!,
594 P24 1207 (1979).

. In proceedings on two applications of
mineral cights holder prrtaining to driil-
ing auwthorization for well in quarter
section, substantial evidence supporied
order of Corporation Contmlaston fixing
allowable for proposed additional svell at
2.45 MMCEFD and providing 509% penalty
{or dralnage baged on productive
acreage in  the section.  Corporation
Commission v, Union Oif Co. of Cali-
tornia, Okl., 531 P.20 711 (i919;. )

A determination as to whether there
is substantial .evidence to support &
spacing order does not reguire: that evl-
dence be welghed, but only that sup-
porting order of Corporation Commia-
slon be consklered to determine whether
it Implles a quallty or prool lnducmg

. convictlon tha: order was proper an

furnishes o substantial basts of fact
tromy which fssuve tendered could reason-
ably be resolved, Calvert Drilling Co, v.
Caorporation Cotimisston, Ok, §8% P.24
1066 (1579).

Corporation Commission’s order fixing
cash bonus of $35 per acre and 1§ royal-
t{ tor olt and gas owners, in lleu of pur-
ticipation In forced pooling order, was
suppocrted by  substantlal  evidence.
Coogan v, Arkin Exploration Co,, Ok,
589 P.24 10683 (1973)..

In view of evidence that, under’ the
16G-acre spacing unfte established by
the Corporation Comuuission, if a pro-
ducing well were drilled on the south-
erst corner, payments would be made to
the royalty owners properly entitled
thereto and where {t couvld not be sald
that &40-acre spacing was necessarily
require fn the two sectlons involved,
order of the "Comnasion establishing
160-acre’ drithng and spacing units for
the production of gas and gaa condens
site In certain sections was sustained
by the law and by substantlal evidence
was, therefore, atfirmed,  Brooks v.
LPCX Corp.,, Ckl., 587 P.2d 1358 (1978).
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In procecding o ol and gas corpora-
tHun's appllcation for exception to apue-
Inpg orders, Corporation Commnission's
anicr granting permission 1o driil off-
pattern well was supported by subatans
Uul evidence, GMO Ol and Gas Co, v,
Texas (Y and Gas Corp., Ok, 566 .04
731 {1990,

tn proceeding in wideh Corpioration
Commission granted oif and gas corpo-
eattun povmdsston to drit off-patiern
well, Commtasion's determiination that
the well abould bie aubject to 25 pepud-
ty an the rexularly assigned allowibie
fur the comnion source of supply was
supported by subsiantial evidence, L.

Where Corporation Copunission's or-
der estabdlahing the Aiorrow Nands as o
common alngle source of supply was not
untequivocal In it wording and evidetice

now pointed Lo two separate colunGn

sources of supply, it Corporation Com-
wlsston  acknowledyged from  evidence
that geologienl conditions noew known
damonstrate that the Morrow Sand ac-
tucly consisls of Lwo separaie coammon
saurces of supply, then required prereq-
uisite of change In condition or change
of knawledge of conditions has been met
and Commission couw!d vacate prior oy-
der and reclassify formation as two sep-
arate common sources of supply. Mar-

¥n Ol Corp, v. Corporation Commisslon,

Okl., 569 P20 961 (1977)."

Corporation Commlission which faund,
on application to vacate pricr nrder of
Cormmnisslon  establishirg that entire
Morrow formatlon as a single comunon
source of supply and to reclassify for-
mation a3 two saparate conunon sources
of supply, that evidence did iot estab-
Hish required change of conditions he-
cause geoloplecal and englneering facis
obitained from drliling of new well were
consiatent with facis known at {ime of

prior arder, which weas not expliclt as to

common . gource of supply, (Hd not pur-
rue its auvthority In proper manner and
denial of applicatlon was not sustained
by law and substentisl evidence show-
ing that formation constituted two
sources ¢f supply. Id.

Substantial evidence rule controls ap-
peals from ofl and gas conservation or-
ders, French v, Champlin Exgploration,
Inc., OKI., 534 P.2d 1302 (1375).

Livlidence, Including comparative prea-
sure analysis and {ii!2 analysls, was in-
sufficient to show change of conugilicns
or change In knowledye of conditions
sufficlent to authorize modification of
spacing order by delelion of producing
well from commost _source of supply.
Phillips Petroleum Co. v, Corporation
Comunission,” Okl., 461 P.2d 597 (1969).

40, -—— Moditication of orders

Where failure of operator to make in
ileu payment within tinme prescribed by
pooling order did not render pooling eor-
der Ing?fective as to appellant’s interest,

with result” that 1977 order pooling In-.

terest In.a 640-acre drilling and spacing
wnit was sdll operative, and there was
no evidence submitled that would justi-
fy orders modification, comimission
properly dismissed appellant's pooling
application seeking permission to par-
ticlpate In producing well completed by
operator soine 15 months earlier. But-
tram Energles, Inc. v. Corporation Com-
misstor of State of Okl., Okl., 623 .2d
1232 (1931). R .

Where - all procedures mandated by
this section were followed in Corpora-
Uon Commission’s Issvance of forced
pooling order and correlative righls of
nonconrenting mineral ownera were pio-
tected, obvious clerical misprision in ¢f-
tation of atatule as asuthorlly for issu-
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evidenca. 14,

In lessor's action for order requizing
oif and gas lesseen to develop dessed
property or release the lease, evidence
supported finding of trial court that
tantiat drawnage of the leased jand
was sking place by wells on adjeinlig
land aad that a prudent operator would
concluge that an offget well would he a
profitonle venture; such findings fur-
nished adequate foundation for cancella-
ticr -Gf the lense. Haken v. Marper Ol
Jo., O App., 600 .20 1227 (19%3).

Fvidence was sufficlent to support
authorization of drilling of an additional
well after spacing order establishing
Sto-acre - dritliag unit had become f{inal,
Gikhbons v,  Corporation Commission,
OKkl., 536 .24 1260 (1979). .

Although applicants _may not have
heen entitled teo all rellef reqrested in
application for modification of
6i0-acre spaclng order so as to allow €5+
tablishment of 160-acre drilling and
spacing unita for a parlicular section,
cvidence was insufficlent to aupport or-
tll&:r denying them any rellel whatsoever.

Ixpert witness' tustimony that high-

~est price pald by corporation, which pe-

titloned Corporation Commission for. or-
der dpoollng Interesata 'n oll and gas
found in common sources underlying
section was $25 per acre with a
one/eighth rovalty was substantial evl-
dance supporting portion of order allow-
ing offered bhonus of $25 per acre and
one/elghth royalty as allernative to
participation, Honme-Stake Royalty
Corp. v. Corporation Commission, Okl
524 P.2d 1207 (1879).

in proceedings on two applications of
mineral vights holder pertaining to drili-
ing authorization for well In quarter
secilon, substantial evidence supported
order of Corporation Commission tixing
allowable for aropesad additional well at
2.45 MMCFD and providing 60% penaity

for -dreinage based on productive
acreage In the .section. Corporation
Commisaion v, Unlfon Ol Co. of Call-

fornia, OXi., 391 P.2d 711 (1979).

A determination as to whether there
{s substantial evidence to guﬂport a
spacing order dces not require that evi-
dence be welghgd, but - only that sup-

nnrt vAAm raavatliavy  Tarmemabs .
soriing Coragr o TROTQNLCHn Lominis:

slon be consldered to determiue whether
it tmplles a_ naualily or proof Inducing
conviction thea. order was proper and
furnishes a . substantial baais of fect
from which issue tendered ¢ould reason-
ably be resolved. Caivert Drilling Co. v,
Corporation Commission, Okl., 584 P.2d

1064 (1879).

Corporatforn Commlission's order fixing
cash bonus of $35 per acre and 1§ royai-
ty for oll and gas owners, in leu of par-
ticipation in forced pooling order, was
supnorted by substantial  evidence.
Coogan v. Arkla . Exploration Co., Okl.,
589 P.2d 1061 (1979).

In view of cvidence that, under the
160-acre spacing units established by
the Corporation Comimission, if 'a pro-
duclng well .were drllle¢ on the south-
east corner, payments would be made to
the royalty owners properly entitled
thereto and where it could not be sald
that 640-acre apacing was necessarlly
required in the two seclions involved,
order of the Commission establishing

160-acre drllling and spacing units for

the production of gas and gas conden-
sate In certain sections was sustained
by the law and by substantial evidence
was, therefore, affirmed. Brooks v.
LPCX Corp., Okl., 587 P.2d 1358 (1978).

- 15

In proceedisy; on ofl and gas corpora-
tlon'a application for exceptlon te spac-
Ing orders, Corporation Connnession's
order granting permission to drhl off-
patlern well was supported by substan-e
tial evidence. GMC Ol and Gas Co. v,
Texas (1l and Gas Corp., Okl, 586 1".24
(1978). -

in proceeding In which Corperation
Commission geanted oll atd gas corpo-
ration permission to Jrill off-pattern
well, Comnizsion’s determiniadion thuat
the well shiould be subjest to 254 penal-
ty on the regulnrly assigned adlowable
for the common source of rupply wae
supported by substantlat evidence. [Id.

Where Corporation Commisgjon's or-
der calablishing the Morrow Sands as a
comnan single source of supply was not
unequivoeal In ts wording and evidence
now pointed (o0 two separate common

Bources of supply, if Corporation Com-

missfon  ackoowledyged from  evidence
that geological conditions now known
deinonstrate that the Morrow Sami ace
tually consists of two separate common
sources of supply, then required prereq-
ulslte of change in conditlon -or change
of knowledke of ronditions has beern met
and Commission could vacate prior or-
der and reclassify [ormation as two sep-
arato tomnion sources of supply. Mar-
lin Oil Coip. v Corporation Conanisslon,
Okl., 669 .24 98% (1577).

Corporation Commission which found,
on application to vacate prior order of
Coinmission  establishing (hat entire
Morrow formation as 4 single conunon
souzrce of supply and to reclassify for-
mation as Lwo separate commnon saurces
of supply,. that evidence did not estah-
ilsh required change of conditions be-
cause geologiral and engincering facts
obtalned from drilling of new well were
consisient with facts known at time of
prior order, which was not exglicit s to

~common source of supply, did nat pur-

sue {ts authority {n proper manner and
denial of application was not sustained
by law and substantlal evidence show-
ing that tormation constituted - two
sources of supply. Id.

Substantial evidence rule controls ap-
peals from oil and gas conservation or-
ders.  French v. Champlin. Exploration,
Inc., Okl., 53¢ P.24 1302 (1975),

Evidence, including comparative pres-
suUre anaiysis aud uid andiysia, was in-
sufficient’ to show change of conditions
or. chaige in knowledge ¢f conditions
suf(icient to authorize modification  of
spacing. order by deletion of producing
well from common
Phillips Petrolcum Co. v. Corporation
Commission, Okl., 461 P.2d 597 (1569).

40. Modification of orders

Wthere failure of operator to make ‘in
lieu payment within time prescribed by
pooling order diil net render pooling cr-
der Ineffective as to appellant’s Interest,
with result that 1977 order pooling in-
terest In a §40-acre drilltng aml spacing
unit was still operative, and there was
no evidence subimitted that would fusli-
{y orders modification, - commission
properly dfsmissed appeliant’s pooling
application secking permission to par-
Uclpate In producing well completed by
operator sonie 15 months earlier. DBut-
tram Energies, Inc. v. Corporation Com-
wlssfon of State of Oki.. Okl., 628 .24
1232 (1981).

Where all procedures. mandated hy
thig section were followed in Corpora-
ton Commission's issusnce  of forced
pooling order and correlative rights of
noncongenting mineral owners were pro-
tected, obvlous clerical misprision in ci-
tation of stalute as authorily for lssu-
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source of supply. .
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ance of the order “waa not ground for
vacation of the ordur, Selers v, Corpo-
tation Commission, Ol 624 P.2d 1061

bZ

€1981),

Order pooling oll and gas Interests,
when free from vitiating infirmity, is
res judicata, but soine terms of prlor
poaling order may be podiied upon
changedl condltfons = Crest Resources
amt Juxploeration Corp, v. Corporation
Commission, Okl., 617 P24 215 {1980).

Oil and gas spacing order which has
besome final may be modified only upon
substantal,  evidence whiteh  shows
change .. conditions, or change in
knowjedge of conditions, arising srince
the last order. Spaeth v, Corporation
Commission, Ok), 597 1224 32y (1979).

In proceeding on mineral owners® ap-
plication for medification of Corporation
Commission’s order creating drIISIm: and
gpacing units within common source of
supply to permlt drilling of additional
well to protect nineral owmers from
drainage and consequent prejudice of
their correlétive rights, there was no
substantial evidence to support Come.
mlssion's findlng that there had not
heen substantial change of eqnditions or
substantial change of knowledgu of con-,
ditions tince previous spacirg order or
thut there had been no violation of cor-

-relative rights of applicanis or of own-

ers of ofl and gas rights In and under
the unit in question., Id.

Owners of Interests In minerals of-
fected by Corporation Commissian‘s or-
der creating drilling and spacin;f units
within common_ source of supply had
standing to zeek permit to driil adéi-
tional wells to protect them from drain-
age and consequent prejudice of tlielr
correlative rights. 1d.

Driiing and spacing order can be
modified only upon substantial evidence
showing a change in circuinstances, or a
change in knowledge of conditions, aris-
ing since spacing order became f{inal.
Gibbons  v.. Corporation Commission,
Okl., 556 P.2d 1260 (1979).

Statutory showing necessary for a
modification order under thls section
governing alierationz of uatural gas

Ldriliing unlts an common siurce of sup-

ply Is satisfied (or purposes of review jn
the Supreme Court when the requested
order curisils waste or where it would
protect correlative rights,  Corporation
Commission v. ‘Unlon Ol Co. of Cali-
fornla, OXkl., 531 P.2d 711 (1979).

In respect to. applications for an of(-
pattern. well- or an additional well, a
“"chanyge of condition’ ustifving ynodifi-
cation f ~Corporation Commission's
prior drliling order was shown by proof
establishing ™ that the well previously
drilled to thé center of the section could
not successfully competa for hydrocar-
bons, that uncompensated drainaxe was
accrulng, and that a well In the pro-
posed locatlon would compensate for fu-
ture drainage. --1d.

Although  Corporaticn  Commission
cannot entertain applicaticn to amend a
final " spacing ‘order without proof of
change of condition, finding of change of
condition doés not confer jurlsdiction on
Commission to enter order modifying
prior final order. State v. Corporation
Commission, Ok, 5§30 P.2d 674 (:979).

Order of . Corporation Commission,
which modified prlor finai order by ex-
tending drilllrg and spacing units in
common. source send which lacked reci-
tation that there had been change of
condition, was not subject to coilateral
attack; thus, Commlisslon properly
refused to vacate Its order. Id.
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Prior order of Corporafion Comsple-
slon, which inodiffed g preceding order
by extending drilling and spacing units
in common source, eould he examined In
a collaierat proceeding for limited pur-
pose 6f determining Jurlsdiction of Coam-.
misston, - Id,

Generally, there must be a chauge of
conditions or a change In knowledge of
conditions as a requisite to modification
of an unappesnted (:orfworuuon Comimis-
glon order creating drllling and spacing
units,  Marlin OIf Corp, v, Corporatton
Commission, Ok, §€9 .24 8¢) -(1977).

Leglslature tn enacting 52 Okl.St.Ann,
§ 111 relating to collateral atlack on
Corporation Conmymisajon ordera did not
intend that every application for modifi-
catfon of an order made on grounds
such order was based on (ncomplete
gecloglcal data bhe deemed a collateral
attack. 14,

Substantlai evidence and addltfonal
knowledge sustained: -orporation comn-
mission's modification ¢ {s prior order,
which estabiished £40-acre units with
one permitted well for preduction of
natural gas and natural gas conidensate
from Hunton *I3** formatlon, so as (o
permit drilling ¢ two additional wells
for preventlon of weaste and protection
of correlative rights. Y¥rench v, Cham-
plin  Eaploration, Inc., Okl., 53¢ 1’24
1302 (1975).

Final spacing order not appealed from
can be modiffed only upon asubstantia)
evidence which shows change of condl-
tions, or change In knowledge of condl-
tlons, arlsing 4ince last order, Phliliips
Petroleum Cu. v. Corporation Commis-
slon, Ok, 461 P.24 537 (1963).

41, Procedure—in general .
Under ofl and gas spacing and ?oollng
statlutes, pooling order should be re-
sponsive to the application and evl-
dence; {f parties ‘treat two or more
spacing units underiying the sanie tract
as & single unit, peooling order may treat
them as a single unit; If partles treat
different common sources of supply or
spacing units as separate and distinct
spaclng units, and evidence discloses an
intent or desire on ownera” part that
they he consldered separately, an cwner
may not be required to have his rights
under one spacing: unit be dependent or
contingent upon his vights or his elec-
tlon in another spacing unit. C. ¥
Braun & Co. v, orporation Comnmis-
sfon, Okl., 609 ¥.2a 1268 (1950).

The .exact -dellneation of an under-
ground channel i= -a proper subject for
expert testimony in a proceeding before
the Corporation Commission for an or-
der establishing _drilling and spacing
uniis for the proddction of gas and gas
condensate, . Brooks  v. LPCX Corp.,
Okb, 587 P.2d 1358 (1978),

41,5 Admiesibllity of evidence

Testltuony of terms of price pald for
recent ofl and gas leases in surrounding
area is admissible to establish reason-
able market value of lessee’s working
Interest. Home-Stake Royalty Corp. v.
Corporation Commission, Okl,, 591 P.2d
1207 (1979).

In proceeding  {n which Corporation
Commiasfon entered order fixing cash
bonus of §35 per acre and ¥ royalty for
ofl and 5«5 owners, in Heu of particlpa-
tion In forced pooling order terms and
price pald for leases In the area were
admissible to establish reasonable mar-
ket vatue In Hght of fact that such leas-
es were purchased prior to institution of
the praceeding before the Commlisafon
and that there was no indication that
the lease transactions were -not open
market sales and purchases_of mineral
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lenses.,  Coogan v, Arkls Bxploration

Co,, OX1., 55% 2,20 1081 (1979).
42, ~—— Notice .
When an agptlieant secks to eatablish
& drilling and spacing unit which {n-
cludes o producing Jeasebold and the
appleant knows of the fdentity of par-
tes awning an totercest therelly or can
with due diligence ascerta’n sagpe, such
applfcant must not only glve published
notice required by stntute und rale but
must use due diligence in notifying such
partdes of the application,  Crsvens v,
Corporation Conunisslon, Ok, 613 2,24
:42 (1980), certforarl denled 101 8.Cu.

Notfce requlrementa of § 97 requiring
pulitfeatifon of notice oniy fn Oklahoms
city were applicable fn  proceedinga
brought under subsgection (d) of this
sectlon In Corporation Commission to
poot separately owned mineral estates,
and notice requircments of subsection
(n) of this seclion were not app’icable.
Holmea v, Corporation Commisalon, Oxl.,
456 1°.2d 630 (1311).

47. Review~—In general

Trial court’s tinding that holder of o)
and gaa lease did not abandon property
remaining on the lease after {ts expira-
tlon, when production In puylng qranti-
ty ceased, was not clearly against the
welght of the evidence. Wilson v, Gw-
ens, KL, 815 .20 866 (1980}, :

Order of Corporatlon Commisston will
be affirmed If supported by subgtantial
evidence and law, Corporation Com-
mission v. Union Ol Co. of Callfornia,
Okt., 591 P.2d 711 (15879).

In order to secure a reveraal of a
spacing order of Corporation Commis-
slon on greunds that Commission had
no authority to space Jand not overlying
common sourca, an appellant must pre-
clude exlstence of a present or prospec-
tve common source. Calvert Driflin
Co. v. Corporation Commiaslon, Okl., 5§
P.2d 1064 (1979). )
In an applcation to *’forca pool”’ out-
atanding lecasehold Interest for produc-
tion of oll and casinghead gas, error
could not be predlcated on. fallure of
Cor{mra!lou Cominigsion to decide the
application without first j;reparing and
censlderlng . a transciipt of hearing he-

. fore. trial examiner absent showing of

compllance with rule requiring a ¥ty
taking exception o a hearing officer's
report to furnish a transctipt or attach
& "‘correct summary’ to his exception,
}3{9&;}7”\'. Ceyp Corp., OKl, 571 P.2d 1224

48, — Scope of review

Upon finding that Corporation Com-
missfon should have moditled aspacing
order, Supreme Court Gid not have au»
thority to make the order which the
Commission should have made and
could only reverse the order., Spaeth v,
Corporation Commission, Okl., 597 P.2d
320 (1979). '

When order of the Corporatlon Com-
mission 1s appealed, the Supreme Court
is not required to.wetgh evidance but
will revicw evidence and susatain decl-
alon of the Commission §f nrder appeal-
ed from is supported by substantial evl.
dence... Corporation Commisslon v. Un-
Ien O} Co. of Callfornta, Okl., 591 P24
711 (1979).

Supreme Court cannot and will not
review evidence to determine prepon.
derance thereof but will affirm order of

- Corporation Commission where decislon

of ithat body follows applicable law and
}s supported by subatantlal evldence.

Supreme Court, in reviewling Corpora.
tlon Commfesion order, Ia not required

42
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to welgh and incaswre evidonee In an
endenvor 1o sleterming its prepondes-
ance, but, ruther. conrt’s duty ends
with a finding thac inere I8 evidence ,’"
4 probative vetus rexronably and sihe
stantially sustaining Commixsion s find-
ingr and order.. GMC O snd Gax Co, v,
Texas OF and Gas Cerp., OkL, 850 1224
731 (1918)

Where there was conflicting evidence
a8 to value of an ol} &) gas lenxe on
sroperty which was within deliting and
soacipg unit and whose owner diid not
consent to location of well on his prop-
erty, Supreme Court, in reviewlng con.
tentlon that Lonus established in Heu of
participation would not compensate pro-
testipg surface and mlnerals owner for
his falr, equitable and reaxonable share
of unit Y‘roducllun was not priviteged 1o
welgh the evidence, but merely to de-
1erinine if there war substantial evi-
dence (o support the ﬂndings and con-
elusiens of the Corporatlon Commission.
Texes Ol & (ias Corp. v. Rein, OXr., 534
.24 1280 (1979,

Provision of the Unitization Act was
not appiicable to proceeding on applica-
tion to pool and adjudleate ecaulifes of
oi} and gas owners in certain formation
which had been designated as drilling
and spacing unit.  Id.

49, Substantlal evidence

There was substantial evidence 3up-
porting Corporation Commission order
establishing four 1440-acre drilling and

§ 04, Maps and drawings—Y.ocatton of pipe

Veritleutlon

5. In generat

In suit brought by pipeline company
against contractors to recover for the
damage done a subsurface pipeline and
for the expense incurred Ly company
in locating the point of daniago, these
was suffictent, competent testimony up-
on which to base a flnding that the
company's pipeline was in fact purled
corsiderably shallower than it ahou!d
have been, parilcularly fn view of line's
published depth; accordingly, the con-

§ 07.
Hearings

Law Review Commentaries .
lnlerprellnfd corpm’atilon bcommpig::gn
rders—Should commission be a specla-

H s Phillip D. Hart. 48

tor or a player?
Okt 3.3, I&S (1977).

Supplementary Index to Notes

Evidence 5

Pooling applications 4
Prematurity 3
Revievs 6

1, Construction and application

Notlce requirements of this statule
requiring publlcation of notice only In
Oklshonia city were applicable in pro-
ceedings brought under subsecction (J)
of § §7.1 in Corporation Commission to
pool geparatcly owned mineral astates,
and notlce requirements under subsec-
tlon (d) of § §7.1 were not applicable,
Holmes v. Corperation Cosnunssion, Ok,
466 P.2d 630 (1910).

2. Notice of hearln?

Absenco of signatures on copy of no-
tice of hearing in applicetion for pooling
of Interests of mineral owneérs In Mime
forimations underiying described land
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icaner.  Coogan v. Arkla Exploration
Co., OkL, 539 .24 1061 (1979).

2. —— Notice )

When an appllcant seeks to establish
a diflling and spacing unit which In-
cludes a producing leasehold and the
applicant knows of the identity of par-
tles owning an interest therein or can
with due dillgence ascertaln same, such
applicant must not only give published
notlee required by statute and rule bul
must use due dligence In nolifying such
pariles of the application, Cravens y.
Carporation Commisslon, Oxl, €13 P.2d
::;r (1480), certlorarl denfed 101 S.Ct.

Notice requirementa of § 97 requiring
publication of notice only in Oklahoma
city  were appllcable In  procecdings
bLrought under subsection (d) of this
sectlon In Corporation Commission (o
poo! sepnrately owned mineral estates,
and notice requirements of aubsection
(n) of this section wera not anpplicable,
Holnies v, Corporation Commission, Okt,,
466 17.24 630 (1970).

47. Review—in general

‘f'ria} court’s finding that holder of oll
amd T“ lease did not abandon propertly
remaining on the lease after its explra-
tion, when production In smyln;,- quant{-
ty crased, was not clearly against the
welght of the evidence, Wileon v. Ow-
ens, Okl., €13 P.24 8§68 (1980). .

Order of Corporation Commissfon will
bz affirmed §f supported by substantial
evidence and law. Corporation Com-
misston v, Unfon O} Co. of California,
Okl., §91 P.2d T11 (1979).

In order 1o zecure a reversal of a
spacing order of Corporation Commis-
sion on grounds that Commlission had
no authority to space land not overlying
common salsce, an appellant must pre-
clude exlistence of a present or prospec-
tive common source, Calvert Drlllin
Co. v. Corporation Commission, Okl., §&
,2Q 1064 (1979},

In an application to. ‘force pool'’ out-.

standing leasehold Interest for produc-
tion of ofl and casinghead gas, error
could not be predicated on fallure of
Corporation Commission to decide the
application without first preparing and
considering a transcript of hearlng be-
fore irlal examiner absent showing of
compliance with rule requiring & all_','
taking exception to a hearing officer’s
report to furnish a transcript or attach
a "‘correct summary’’ to his exceplion,
?11;81)1') v. Cap Corp., Okl., 671 P.2d 1224

48, —— Scopeof review. ..

Ugpon finding that Corporation Com-
misslon should have "modified  spacing
order, Supreme Court did not hava au-
thority to make the order which the
Commission should have made “and
could only reverse the order. Spaeth ».
Corporation Commission, Okl., 597 P.2d
320 (1979).

When order of the Corporation Com-
mission |s appealed, the Supreme Court
is not. required to weigh evidence but
will review evldence and sustain decl-
sion of the Commisslon §f order appeasl-
ed from Is supported by substantlal evi-
dence. Corporation Commlission v. Un-
fon Ol Co. of California, Oki., 591 P.2d
711 (1979). .

Suprems Court cannot and wlll not
review evidence to determine  prepon-
derance taereof but wilt af{firm order of
Cor‘)‘oratlon Commission where decislon
of that body foi.ows applicable law and
is| supported by substantial evidence.
.,

Supreme Court, In revliewing Corpora-
tion Commisaion order, 18" not required
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to welgh and moasure evlidence tn an
endeavor to determiae its
ance, bhut, rather, court's July ends
with A finding that there is evidence of
a probative value reasonably and suh-
stantlally sustainlng Commmisslon’s find-
Ing and order. GMC Ot and Gas Co. v,
Texas Ol and Gas Corp., OkL, 586 12,24
731 (1975). . .

Where there was conilieting evid(vice
a3 to value of an oll and gas leare on
property swhich was within drilling and
spacing unit and whose owner did not
consent to Jocation of well on his prop-
erty, Supreme Court, in rzviewing con-
tention that bonus extabilshed fn Heu of
partlcipation would not rompensate pro-
testing surface and minerals owner for
hia falr, cquitable and reasonable share
of unit production was not grivijeged to
welgh the evidence, but merely to de-
termine M ihere was substantial evl-
dence to support the findings and con-
cluslons of the Corporation Commisaion,
Texns Oil & Gas Corp. v. Itein, Ok, 534
P.24 1280 (1575).

Provision of the Unitization Act was .

not applicable 1o proceeding on appiica-
tion to pool and sdjudicate ejuities of
oll and zas owners in certaln forination
which had heen designated as dreilling
and rpacing unit. Id.

49, ~—- Substantial evidence

‘There. was substantial evllence sup-
porting Corporation Commlssfon orcéer
establishing four 1440-acre drilling and

§ 04.
Verification

1.. In general

In suit brought by pipcline company
against contractors lo recover for the
damage done a subsurface pipeline and

for the eéxpense incurred Ly company

in locatiog the peint of damage, there
was sufficlent, competent testimony up-
on which to base z finding that the

“eompany’s plpeline was In fact buried

conslderably shallower than [t siould
have been, particulariy in view of line's
published depth; accordingly, the con-

§ o7.

Hearings

Law Review Commentaries
tnterpreting corporation commission

‘orders—Should cominissfon be a spacta-

tor or a player?  Phiilllp D, Hart. 48
Ok1.B.J. 1343 (1977).

'Supplemontary Index to Notes

Evidence 5

Pooling applications 4
Prematurity 3
Revievs 6

1. Construction and appilcation

Notice requirements of this statute
requiring publication of notice only in
Oklahoma city were applicable in pro-
ceedings brought under subsection (d)

of § 87.1 in Corpomtion Commlssion to

pool separately owned mineral estlates,
and notice requirenmients under subsec-
tion (d) of § 87.1 were not applicable.
Holmes v. Corporation Commisslon, OKl.,
{68 P.2d 630 (1970).

2. Notice of hearing

Absence of signatures on copy of no-
tice of hearlng in application for pooling
of interests of mineral owners In lime
formatlions underiylng descrited land

prejionder-

52 §97

spacing  units  fn Beckham County,
which order consclidated two prior or-
ders and extended the consolldated or-
der to encompars geven additional unita
in view of evidence §ndicating that the
Morrow-Springer, Mias{saipplan, and
Hunton comnmon sources of supply un-
deriay such 1440-acre units anhd were
common scurces of supply for the pro-
ductlon of gas and gas condensate.
Western Oklahoma Royally Owners
Asa'n, Inc. v, Corporation Commission,
Oki.App., 597 1%.24 717 (1979).

Substantial evidence rule coniro's ap-
peal Invoiving oil and gas conservation
orders of Corporation Caonmission.
Spaeth v, Corporation Commission, Okl.,
597 P.2d 320 (1979).

In reviewlng order of Corporation
Cominisslon, Supreme Court Is required
to determine if there Is substantial evi-
dence to support factual determinations
of Cominission and ft & uot required to
weigh evidence, hut must accept facts
and conclusions therefrom supported Ly
substantial evidence,. Home-Siake Roy-
alty Corp. v. Corporatlon Commission,
Okl., 594 .24 1207 (19787,

Caorporation Commisifon's order deter-
mining proper and reasonable cost of
drifling oli and gas well under prior
forczd podling o.sder waa supporled by
substantial evidence; (lius, order wuld
be affirmed, Lear Petroleurn Corp. v.
Seneza Ol Co., Okl., 690 ¥.2d 670 (1979).

Maps and drawings—I.ocatlon of pipe lines and connections—

tractors were not gullty of negligence
when thelr digging machine made con-
tact with the glpellne. causing a dent
or stricture therein, Magnolia Pipe
%li‘lzi_eo)(,‘o. v. Cowen, Okl., 477 P.2d 848

i .

With respect to fts construction ac-
tivities, a contractor has ‘the right to
rely on pipeline depths as published on
official plats. Id.

Commission—Jurisdiction to make orders, rules and regulations—
N

was not & defect sufficlent to snvalidate
notice where original of notice In files of
Comumission was sighed by all members
of Commission. Ranola 0!l Co. v. Cor-
%fgr&t)[on Commisafon, Okl., 460 ¥.2d 415

F.ven if notice of hearing on applica-
tion for pooling Interests of mineral
owners in lime formations underlying
described land was sent to wrong ad-
dress -if owner notice to that owner was
not defective where he received copy of
it and had actual notice of hearing, Id.

3. Prematurity .

*On appeal from grder of Corporation
Commission scheduling hearlng on mo-
tion to reopen proceedings fn which
Commijssian had entered order. pooling
interests of owners of mineral rights,
argument asserting that such order for
hearlng deprived owner to whom pooling
order had been {ssued of state and fed-
eral constitutional rights but falling to
demonstrate how such owner had yet
heen deprived of those rights was pre-
mature. Gose v. Corporalion Commis.
slon, Ok),, 460 P.2d 118 (1969).

4, Pooling applications

‘“Third alternative’’ given by ‘'three
way'' pooling orders of Corporation
Commission to owners of mlinerals In
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C. F. BRAUN & CO.; Robert L. Scott;
Jones & Pellow Oil Company; Robert S,
Bowers; Virgil Boll; John Reinhart;
and Jim Biddick, Appellants,

Y.

The CORPORATION COMMISSION of
e State of Ohlahoma and Leonard
S. Fowler, Appellees.

No. 51673.
Supreme Court of Oklahoma.
March 25, 1980.

Owners of leasehold interests in 13
common oil and gas sources of supply under
a 640-acre tract appealed from an order of
the Corporation Coinmission which pooled
their interests. The Supreme Court, Irwin,
V. C. J., held that: (1) Commission’s order
that election to participate in cost of drill-
ing to a specified formation included elec-
tion to drill to shallower formations was
responsive to the evidence, and (2) the cost
participation formula was not. supported by

- substantial evidence.

Reversed.
Barnes, J., dissented.

1. Mines and Minerals ¢=92.78

Under oil and gas spacing and pooling
statutes, 18 common sources of supply un-
derlying 840-acre tract ‘constituted. 13 sepa-
rate and distinet spacing and drilling units
where one bore hole could be used to test
and develop one or all of the 13 units. 52
0.5.Supp.19717, § 87.1(a, ¢, e).

2. Mines and Minerals +=92,78
Oil and gas spacing and pooling stat-
utes do not limit the number of separate

spacing units that can be included in pool-

. ing application or- proceeding; however,
whether pooled owner iz entitled to election
whether to participate in the cost as to each
common source of supply or each separate
spacing unit depends upon facts and cir-

cumstances. in each pooling procéeding. 52

0.S.Supp.1977, § 87.1(a, ¢, e).
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3. Mines and Minerals +=92.80

Use of the singular in oil and gas spac-

ing and pooling statute when speaking to a

pooling order may not be construed to mean .

that, in a pooling proceeding involving mul-
tiple common sources of supply or spacing
units bnderlying the same tract, an owner
is necessarily entitled to an election wheth-
er or not to participate in the cost as to
each separate unit. 52 0.S.Supp.1977,
§ 87.1(a, ¢, e).

4. Mines and Minerals 92,79

Under oit and gas spacing and pooling
statutes, pooling order should be responsive
to the application and evidence; if parties
treat two or more spacing units underlving
the same tract as a single unit, pooling
order may treat them as a single unit; if
parties treat different common sources of
supply or spacing units as separate and
distinct spacing units, and evidence disclos-
es an intent or desire on owners’ part that
they be considered separately, an owner
may not hé required to have his rights
under one spacing -unit. be dependent or
contingent upon his rights or his election in
another spacing umt. 52 0.S.Supp.1o7],
§ 87.1(a, ¢, e).

5. Mines and Minerals ¢>92.78

Under oil and gas spacing and pooling
statute, rights of all owners, including own-.
er seeking pooling order, must be con-
sidered, because all orders requiring pooling
“shall be (made] upon such terms and condi.
ticns as are just and reasonable and will
afford to the owner of such tract in the unit
the opportunity to recover or receive with.

out unneccessary expense his just and fairw,',,ﬁff
share of the oil and gas.” 52 0.S.Supp.1977,

§ 87.1(a, c, e).

6, Mines and Minerals 292,78
In proceeding to-poo! 13 common oil
and gas sources of supply or spacing unils

in 640-acre tract, Corporation Commission’s

treatment of formation at 11,000 feet and
all formations above it as one unit, and all
formations. below 11,000 feet as another
unit, was responsive to the evidence. 52
0.8.Supn.1977, § 87.1(a, ¢, €). i
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7. Mines and Minerals #=»92.79

In proceeding to pool 13 common oil
and gos sources of supply or spacing units
in 640-acre tract, Corporation Commission’s
order Lhat election to participate in cost of
drilling to a specified formation included,
by implicalion, election te drill to any and
all ahallower formutions was responsive to
the evidence where parties did not treat the
13 separate common sources of supply as
separate units, but treated the formation at
11,000 feet and all shallower formaticns as
one unit, and the formations below 11,000
feet as another unit. §2 0.S.Supp.1977,
§ 87.1(a, ¢, ¢).

8. Constitutional Law ¢=318(1)

Provision of Administrative Procedures
Act that party shall be notified of material
officially noticed and shall be afforded an

opportunity to contest material so noticed -

expresses minimum standards of state and
federal due process. 76 O.S.1971, §§ 301 et
3eq., 310(4); 0.5.1971 Const. art. 2, § T;
U.S.C.A.Const. Amends. 5, 14.

9. Constitutional Law #>318(2)

Mines and Minerals ®=92.80
in proceeding to pool 13 common oil
and gas sources of supply or spacing units
in a 640-acre tract, wherein Corporation
Commiission took judicial notice of its previ-

“cus determination for well cost allocations,
" and evidence upon which findings and con-

clusions were based was not in the record,
Commission did not meet minimum stan-
dards of due process, and that part of order
which related to cost participation formula
was not suppdirted by substantial evidence.
52 0.8.Supp.1977, § 87.1(a, ¢, €); 75 O.S.
1971, §§ 301 et seq., 310(4); 0.8.1971 Const.

art. 2, § 7, U.S.C.A.Const. Amends. 5, 14.

APPEAL FROM THE CORPORATICON
COMMISSION OF THE STATE OF
OKLAHOMA.

L. Extension orders were granted in Cause No.
50229 and at time the pooling application was
filed the following formations, listed in order of
depth, had been established as common

. -3ources of supply: Douglas (Upper Tonkawa), -

Appellants, owners of leasehold interests
in thirteen common sonrces of supply under
a 640 acre trect, which constitutes thirteen
separate 640 acre drilling units in the 640
acre tract, appeal from a Corporation Com-

mission order which pooled their respective

interests.
REVERSED. ;
H. B. Watson, Jr., Richard K. Books,

[

‘ Ok\ahoma City, for appellants.

Robert J. Emery, Oklahoma Cx;y. for ap-
pellee Leanard S. Fowler

IRWIN, Vice Chief Justice,

The Qklahoma Corporatlon Commission
{Commission) established thirteen separate
commion sources of supply under a 640 acre
tract.! These thirteen separate common
sources of supply had been spaced and.con-
stituted thirteen separate and distinet drill-
ing and spacing units within the 840 acre
tract. Leonard S. Fowler, appellee, filed an
application to pool “the thirteen common
sources of supply or spacing units in the 640
acre tract under 52 0.8.1977 Supp., § 87.-
1(e). - Appellee proposed to drill a test well
to the Hunton formation which was 13,500
feet below the surface., Appellants, owners
of some leasehold "interests under the 640
acre tract, proposed to drill a test well to
the Morrow Sand which was 11,000 feet.

The Commission, after hearing, entered
its pooling order which scheduled a cash
bonus or overriding royalty for each forma-
tion if an owner elected not to participate
in the costs in all the formatione. Or, an
owner could elect to accept the cash bonus
as to certain formations and participate in
the costs as to other formations, provided,
however, “that .any election to drill to a
specified formation, shall, by implication,
include the election o drill to any and all
formations. shallower than saxd specified
formation.”

Tonkawa {(Lower Tonkawa), Cottage Grove,
* Cleveland, Big Lime, Oswego, Cherokee, Atoka,
Morrow Sand, Springer Sand, Chester, Missis-
sippi-Meramec, and Hunton.
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That portion of the order which provided
for the apportionment of costs required the
owners electing to participate in the Mor-
row Sand to pay:

M’ex 11,000
Tota! Depth of Weliin Feel

X Tolsi Cost to Casing Peint

and all participating owners, who elected to
join in the well for a test below the Morrow
Sand were required to pay, in addition to
their proportionate share of the above costs,
the entire costs of drilling and testing be-
low the Morrow Sand on the fcllowing ba-
sis:
25% X 11,900
Tola] Deoth of Well in Feal
Plus

Totsl Depth of Well i Feit minus 11,000 X Total Coat Lo Casing Point
Tolal Depth of Well in Feet

X Total Cost to Casing Point

Under the above formula, (1) if a well is
drilled only to the Morrow Sand (11,000),
all participating owners will pay their pro-
portionate share of the costs, (2) if the total
depth is 13,500 feet, which the evidence
indicates is the depth sufficient to test the
Hunton, owners who elect to participate
only in the Morrow -Sand, will pay their
‘propartionate share of 61.11% of the total
costs, and (3) owners who elect to partici-
pate in the Hunton will pay their propor-
tionate share of the 61.11% above set forth,
and in addition thereto, the balance of the
costs or 38.89% of the total costs.

Appeltants elected (1) to accept the cash
bonus for each of the eight formations
above the Morrow Sand (totalling $67.90
per acre) {2) to participate in the costs for
the Morrow Sand, and (3) to accept the cash
bonus and excess override in the formations
below the Morrow Sand.?

Appellants’ election was contrary to the
Commission’s pooling order because under
the order, appellants’ election to participate
in the Morrow Sand, by implication, includ-
ed an clection to participate in the eight
shallower formations. Therefore, under the
order, appellants were not entitled to a cash
bonus for each cf the eight formations
above the Morrow Sand in view of their
election to participate in the Morrov; Sand.

“2. 'Appellants, in their Letters of Election. no-

. ilced they wrie required to elect within 15 days
of the pooling order and they planned to appeal

609 PACIFIC REPORTER, 2d SERIES e

Appellants'. first specification of error is
directed (o that purt of the pooling wrlor
which provided that sn oleetion to partici-
pate in the costs to a specificd formntion
included, by implication, an election to par-
ticipate in all shallower formations. Appel-
lants contend that since appellee’s applica-
tion to pool included all thirteen common
sources of supply underlyirg the G40 acre
tract, and the Commission pocled all thir-
teen, the Commission’s order was erroneous
because it did not allow an election as to
each common source of supply.

Appellee contends that §Z 0.S.1977 Supp.,
§ 87.1(e) does not require a separate elec-
tion for each separate and distinct common
source. of supply underlying the same 640

acre tract. Appellee says that if such con-

struction is now placed on our pooling stat-
ute “there will be a whole new ball game”
at the Commission, and therefore, a new
ball game in the industry itseif. Appellee
recognizes the Commission is authorized to
provide for an election as to each common
source of supply, but contends that a pool-

“ing- order must be “just aid reasonasble”

and based upon the facts and circumstances
n each case. Appellee argues in determin-
ing whether the pooling order in the caseat
bar is valid, this court should keep in mind

that only working interests are involved

and that dppellants proposed to drill a well
to a depth sufficieit to test the Morrow
Sand, whereas appellee proposed to drill to
a depth sufficient to test the Hunton Lime.

The Commission has “the power to estab-

lish'wel! spacing and drilling units
covering any cominon source of supply.” 52

"0.8.1977 Supp. § 87.1(a). In establishing a

well spacing or drilling unit for a ¢common
source of supply, the acreage to be em-
braced within each unit shall not exceed a
specified number of acres, depending upon
certain factors. § 87.1(c). When two .or

“more separately-owned tracts of land are

embraced within an established spacing
unit, or whete there are undivided interests
embraced within such unit, the owners

. to the Supreme Court. All elections wem made
subjecl to their appeal.
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thereof may validly pool their interests and
develop their lands as a unit.” In case the
owners cannot agree, the Commission, upon
proper application and hearing shall require
such owners to pool znd davelop their lands
in the spacing unit as a unit. “All orders
requiring such pocling shall be made upon
sucl terms and conditions as are just and
reasonable.” 52 0.8.1977 Supp. § 87.1(e).

{1,2] As we view our spacing and pool-
ing statutes, the thirteen common sources
of supply underlying the 640 acre tract in
the case at bar constitute thirtcon separate
and distinct spacing and drilling units
where one borei.” “tan he used to test and
develop one or all of the thirteen units?
Qur statutes do not limit the number of
separate spacing units that can be included
in a ‘pooling application or proceeding.
However, whether a pooled owner is enti-
tled to an election as to each common
source of supply or each separate spacing
unit as argued by appeliant depends upon
the facts and cireumstances in each pooling
proceeding.

{3-5] The singular is used in our stat-

utes when they speak to a pooling order,
but this may not be construed to mean that

in a pooling proceeding involving multiple .

common sources of supply or spacing units
underlying the same tract that an owner is
necessarily ‘entitled to an election as to each
separate unit. The pooling order should be

. ‘responsive to the application and evidence.

If the parties treat two or morz spacing
unity underlying the same tract as a single
unit, the peoling order may treat them as a
single unit.! If the parties treat the differ-
ent common sources of supply or spacing
units as separate and distinct spacing units,
and the evidence discloses an intent or de-
_gire on the owners’ part that they be con-

3. Helmerich % Payne v. Corporation Commnis-
sion, Ok, 532 P.2d 419 (1975) involved 640
acre drilling and spacing units under nine gov-
ernmental sections. Although there were sev-
en common sources of supply under each of the
nine sections, the manner.in which the seven
common sources of supply were pooled was
not in issue,

4. As an example: In the case at bar there are
thirteen common sources of supply or spacing

Cite o, QU109 P14 1263

sidered separately, an owner may not be
required to have his rights under osie spae-
ing unit be dependent or contingent upon
liis rights or his election in another spacing
unit. But the rights of all owners, includ-
ing the owner seeking the pooling order,
must be convidered, because all orders re-
quiring pooling “shall be {made] upon such
tarms and conditions as are just and reason-
able and will afford to the owner of such
tract in the unit the opportunity to recover
or receive without unnecessary expense his
just and’ fair share of the oil and gas.
§ 81.1(e), supra.

Appel :e was authorized to include in his
pooling application any or all of the thir-
teen spacing units, and he included all thir-
teern. Appellee proposed to drill a well toa
sufficient depth to test the Hunton forma-
tion, and his evidence, in effect, treated the
entire thirteen separate common sources of
supply or thirteen spacing units as a single
unit.

Appellants did not challenge appelice’s
application to pool although they did chal-
lenge the value of the leasehold estate and
also proposed they té named the operator.
Appellants wanted to test the Morrow, and
whether they would later test the Huiton
depended on the outcomne of a well in anoth-
er section and the structural position of the
propased well. - Appellants said that if they
were named the operator and after drjling
to the Morrow they did not want to take
the well on the'Hunton, *“. . . ifany
party wanted to take that well on the Hun-
ton, they should have the option of taking
over operation of the weli.” Appellarty’
evidence, in effect, treated the thirteen sep-
arate common\s‘obrces of supply or spacing
units as two units, i. e. one unit including

units underlying the same 640 acre tract. If
the appe<hants and the appellee had wanted to
drill and test only the Morrow Sand (or the
Hunton), and the parties had treated all thir-
teen separate units as a single unit, a pooling
corder: &uthorizing an election to participate in
the proposed well or accept a single bonus for
all the spacing units would have been proper.
It appears that this is in harmony with the
Commission’s policy.
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the Morrow Sand and all shallower forma-
tions, and another unit including ali forma-
tions below the Morrow San_d.

(6] Under the Commission’s order, the
Morrow Sand, and all formations above it,
were, in effect, treated as one unit, and all
formations below the Morrow were treated
as another unit. This was responsive to the
evidence. Appellants did not suggest they
wanted to participate in the Morrow and
accept bonuses for the shallower formation
until after the pocling order was entered.

{7) Appellants’ argument that they
were entitled to an election as to each com-
mon source of supply or each separate spac-
ing unit may not_be sustained. The parties
did not treat the thirteen separate common
sources of supply as separate units, but
treated the Morrow Sand and all shallower
formations as one unit, and the formations
below the Morrow as another unit. The
pooling order was responsive to the evi-
dence.

We approve the pooling order in all re-
‘spects except the participation formula, and
the menner in which the Commission deter-
mined such formula. Appellants contend
there is msufflclent evndence to support the
formula,

Appellee offered no evidence tending to

mmmg a formula to allocate the well costs.
Appellants on the other hand, presented
expert testimony as to the allocation of
costs and recommended the approach sug-
gested in Bulletin No. 2, Determinations of
Values for Well Cost Adjustments, Jomt
Operations published by the Council of Pe-
troleum Accountants Societies of North
America. The -Com'mission adopted the
cost-participation formula heretofore set
forth, and appellants contend that it is not
supparted by substantial evidence,

In reaching its conclusions concermng the
cost formula, the Commission noted in its
order:

... [I]n view of the possibility

that certaini owners will elect to drill only
to the base of the Morrow Sand forma-

tion while other owners may elect to join

609 PACIFIC REPORTER, 2d SERIES

with Applicant in the drilling of the pro- -

posed unit well to & depth sufficient to
. test the Hunton Lime formation, it is
necessary for the Commission to provide
herein for allocation of well costs be-
tween the owners electing to join in a
Morrow Sand test and the owners elect-
ing to join in a Hunton Lime test; theta
witness testifying for a group of owners,
some of which may elect to join in the
proposed unit well only to the base of the
Morrow Sand fermation, recommended

that well costs be allocated as suggested

in Bulletin No. 2 of the Council of Petro-
leum Accountants Societies of North
America [COPAS); the Commission finds
that the COPAS Bulletin No. 2 is recom-

.. mended simply as a ‘guide’ for determina-
tion of values for well cost adjustments
in joint operations and that the Commis-
sion has heretofore, in a vartety of prior
orders, adjusted- wel} cost allocation on
varying bases depending upon the opera-
tional facts of the particular case and the
Commission takes- judicial notice of its
previous detesminations for well cost allo-
cations.”

It is apparent the Commissior: did not
base its participation formula upon any spe-
cific evidence in the case before it, but upon
principles and evidence which it had fol-
lowed in previous cases. Ap‘peilee defends
this use of “judicial notice” by arguing that
the Commission may take “judicial notlce
of previous decisions. This abatract state-

‘ment may be correct but how can it be

applicable in ‘the case at bar? To put the
question ‘more concretely by paraphrasing

* the language in Ohio Bell Telephone Co. v.

Public Utilities Commission of Ohio,. 301
U.S. 292, 57 S.Ct. 724, 81 L.Ed: 1093 (1937):
How is it possible for this Court to review
the law and facts and intelligently decide
that the findings and conclusions of the

.Commission are supported by substantial

evidence when the evidence upon which the
findings and conclusions are based are not
in the record and unknown?

In the Ohio Bell case, the Ohio Publlc

Utllmes _Commtssxon, in _ determining the
value'of Ohio Bell's propnr!.y for rate mak-
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ing purposes, medified the value estéblished
by Ohio Bell's evidence as of a certain date,
by the percentage of decline or rise indi-

cated during subsequent years by price’

trends of which the Commission took judi-
cial notice. According to the Commissicn's
findings, “The trend of land vaiuation was
assertained from the tax velue in communi-
ties where 'Bell’ had its largest real estate
holdings.” “For building trends resort was
had to price indices of the Engineering
News Record, a recognized magazine .

Labor trends were developed from the same
sources.”” Ohio Bell was not given an op-
portunity to explain or rebut the price

“ trends which the Commission judicially no-

ticed. The United States Supreme Court
recognized that regulatory commissions
have been vested with broad powers within
the sphere of duty assigned them by law,
and that even in quasi-judicial proceedings
their informed and experi judgment exzcts
and receives a proper deference from courts
when it has been reached with due submis-
sion to constitutional restraints, but it said
“The fundamentals of a trial were denied

upon the strength of evidential
ldC{.h not spread upon the record .
This is not the fair hearing essential to due
process.”

In Dayco Corporation v. Federai Trade
Comumission, 362 F.2d 180 (6th Cir. 1966),
the Commission found a manufacturer of
automobile parts had violated iertain feder-
al laws by selling like products to different
sellers at different prices and by entering
into agreements to fix resale prices. On
review, the Circuit Court held that F.T.C.s
use of official notice of another case as a
substitute for proof in proceedings alleging
the manufacturer of automobile parts, inter
alia, was guilty of price fixing was a proce-
dural impropriety requiring vacation of the
order finding manufacturer guilty. The
Circuit Court said: "However sajutary the
hberal use of official notice as an aid to the
Federal Trade Comm;aswn and other ad-
ministrative agencies in the dispatch of
their business, due process mist be ob-
served in such use.”

The annotation in 18 ALR2d 552 on "Ad-

ministrative deelslons or fmdmgs based on :

evidence secured outside of hearing,” at
page 555, states: ‘

“As a general proposition, it is not
proper for an administrative authority to
base a decision of an adjudicatory nature,
or findings in support thereof, upon evi-
dence or information outside the record
and in particular upon evidence obtained
without the presence of and notice to the

~ interested parties, and not made known
to them prior to the decision.”

In Okiahoma Natural Gas v. Corporation
Commission, 90 Okl. 84, 216 P, 917 (1928),
the Corporation Commission had deter-
mined, based upon its “independent knowl-
edge'’, that the utility could obtain natural
gas for a price approximately one-third less
than the cost indicated by the ~vidence
presented. This court said:

“The Commission should base its findings
upon evidence before it. The rights of
the pariies depend upon facts established
at the hearing, and not upon some inde-
pendent knowledge of the Commission ac-
quired after the hearing . . A
finding without evidence to support it is
arbitrary and baseless.”

Although the Administrative Procedures
Act 75 0.5.1971, § 301 et seq., as amended,
is not applicable to the Corporation Com-
mission, (§ 301), § 310(4) provuies

*Notice may be taken of judicially cog-
nizable facts. In addition, notice may he
taken of gererally recognized technical or
scientific’ facts within the agency's spe-
cialized knowledge, Parties shall be noti-
fied either before or during the hearing,
or by reference in preliminary reports or
otherwise, of the material neaticed, includ-
ing any staff memoranda or data, and
they shall be afforded an opportunity to
contest the material so noticed. The
agency's experience, technical compe-
tence, and specialized knowledge may be
utilized in the evaluation of the evi-
dence.”

[8,9] The above statute expresses ine
minimum standards of state and federal:.
due process, The Commission, taking judi-
cial notice of “prior orders, adjusted well
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cost allocation on varying bases depending
upon the operational facts of the particular
case,” did not meet the minimum standards
of due process, and that part of the order
which relates to the participation formula is
not supported by substantial evidence.

REVERSED.

LAVENDER, C. J, and WILLIAMS,
HODGES, SIMMS, DOOLIN, HARGRAVE
and OPALA, 1J., concur,

BARNES, J., dissents.
w
o & KEYNUMBERSYSTIM
: 1 m:

Bob J. VINZANT, Appellee,
: Y.
HILLCREST MEDICAL CENTER,
Appellant,
No. 51798,
Supreme Court of Oklahoma,

April 1, 1980.
As Corrected April 10, 1980,
Rchearing Denied May 5, 1980.

Action was instituted for declaratory
judgment with respect to priority of liens
between a hospital and an attorney repre-
senting patient. The District Court, Rogers
County, Edwin D. Carden, J., determined

that attorney's lien was superior to hospi-

tal’s lien and hospital appealed. The Su-
preme Court, Hodges, J., held that hospital
was to have a lien upen that pert going or
belonging to patient of any recovery or sum

had or collected or to be collacted,: and ita -

‘lien was inferior to any lien or any claim of
attorney handling matter for patient;
lience, where patient had contracted that
attorney was to receive 40% of whatever he
recovered, and patient could have received
only $6,000, part “going or belonging” to
patient for purpose of hospital's lien was

609 PACIFIC REPORTER, 24 SERIES pE

the part remaining after the fes of the
attorney was deducted. ‘

Affirmed.

Opala, J., concurred in part and dis-
sented in part and filed ¢pinion.

1. Appeal and Error ¢=1024.3

Question of fact of residence for venue
purposes is for the determination of trial
court and its determination is conclusive
upon appeal unless it is clearly against all
weight of evidence.

2.  Declaratory Judgment =271
Evidence presented to trial court on

_issue of venue in action for declaratory

judgment with respect io priority of liens
between hospital and lawyer representing
patient was sufficient for trial court to
conclude that patient’s residence was in
Rogers County and that action was, there-
fore, promptly laid in Rogers County. 12
0.8.1971, § 1653,

Py

2. Awnneal and Error &=187(1)

An objeclion to a misjoinder of parties
must be promptly interposed in manner
provided by law, and failure to do so will
preclude the question being raised on ap-

peal.

4. Appeal and Error &=170(1)

Claim that patient was not a necessary
or proper party to action for declaratory
judgment as to priority of liens between
hoepital and lawyer represerting patient
was not presented to triz! court and, hence,
could not be raised for first time on appeal.

§. Hospitals =5

Purpose of statute making a hospital’s
lien inferior to any lien or claim of an
attorney who handles a matter on behalf of
a patient is to provide a certain degree of

* protection to an attorney while he effectu-
_ates a recovery for patient. 5 0.,8.197), § §;

42 0.5.1971, § 43.

6. Attorney and Client =179

Question whether a lien was perfected
by attorney pursuant to statute governing
imposition of attorney's lien from time of

commi
of an
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IN THE DISTRICT COURT OF THE FIFTH JUDISIAL DISTRICT
FOR THE COUNTY OF CHAVES, STATE OF NEW MEXICO

VIKING PETROLEUM, INC.

Petitioner,
Vs,

0IL COHSERVATION COMMISSION
OF THE STATE OF NEW MEXICO AND
HARVEY E. YATES COMPANY

No. CV-82-77

Respondent.

RESPONDENT'S BRIEF

AMENDED MOTIGN FOR STAY OR SUSPENSION OF ORDER No. R-6873

The Motion for Stay or Suspensidn of Order No. R-6873 is
predicated upon §70-2-25(C) N.M.S.A., 1978, which in part states:

“the district court in its discretion may,...
stay or suspend in whole or in._part. opera-
tion o7 Lie order...pending review thereof,
on such terms as the court deems just and
proper and in accordance witn the practice
of courts exercising equ*ty jurisdiction.®

The key to the above quoted passage is the phrase "in.
accordance with the practice of courts exercising equity juris-
diction." The phrase sets out the parameters within which the
court is expected to exercise its "discretion.," ‘

The exercise of equity jurisdiction is flexible but not
without historically derived limits, One - of those is that equity
will not suffer a wrong without providing a reémedy 27 Am.Jdur.2d
Equity §120. But this maxim must have a corollary--if there is no
wrong or harm, there is no need for an equitable remedy.

The petitioner in his motion has not alleged any harm
that he will suffer if the order is not stayed while its validity
is reviewed. On the contrary. part 8 of his motion says that "no
party ‘shall suffer loss or damage due to the stay or suspension of
“the order" if the order is affirmed by the court, If the petition-
er prevails and the court vacates the order, the same reasoning
should apply. In either case, petitioner has not been required to
pay any money and thus by his own admission has suffered.no loss or
damage., ~If petitioner has suffered no wrong if the order is not
stayed, there is no reason to grant the order pet1tioner requests.-

, A second equitable jurisdiction paramater is that equ1ty
will not take Jjurisdiction when an:adequate legal remedy exists.
General Tel. Co. of the Southwest v State Tax Commfssion,‘367 P2d
711, 62 .N.M. 403 (1962)




The only points in the motion in which petitioner alleges
harm to itself are those in which he directly attacks the provisions
of Order No. R-6873, Petitioner has a direct legal remedy for his
disagreement with the provisions of Order No. R-6873, his Petition
for Review pursuant to £§70-2-25(B) N.M.S.A. {1978}, Under the para-
meter stated above, the court should not have equitable jurisdiction
to rule upon the validity of the order., Petitioner's collateral at-
tack upon the order by way of a motion to stay or suspend is iaproper.

Clearly the purpose behind §70-2-25(C) was to protect a
party from any harm he might suffer while a review of an order was
mede, Petitioner has not alleged he will suffer any harm while
waiting for the court to review the validity of Order No. R-6873 and
the harm he does claim results from the order itself and will be
decided as part of the direct review of the order., Therefore, there
is no reason for the court to issue an order staying or suspending
the operation of Order No. R-6873.

TIH: #3




M

N AT e
l BBy L e
e '
g
: . STATE OF NEW MEXICO JAN 27 1981 f
ENERGY AND MINERALS DEPAR ) :"J
2 011 CONSERVATION COMMISSAON-.... o
’ . SHivlA 3 T
3 .
IN THE MATTER OF THE )
4 APPLICATION OF RARVEY E. - ) Case No. 7390
YATES COMPANY FOR COMPULSORY ) Order No. R-6873
5 POOLING CHAVES COUNTY, ) ’
NEV MEXICC )
6 ) -
7
_ APPLICATION FOR REHEARING
8 L
COMES NOW, VIKING PETROLEUM, INC., by and through its
9
attorneys, JONES, GALLEGOS, SNEAD & WERTHEIM, P.A., and hereby
10 ‘
applies to the 0il Conservation Commission for a rehearing on
11 ’ : ,
the above-styled application to reconsider the Order entered
12
January 7, 1982, herein and in support of its application
13 ‘
states:
14 ' N
1, It is the duty of the Commission to prevent waste
15
prohibited by the 0il and Gas Act, §70-2-1 et seq., NMSA 1978,
16 : .
g and to protect correlative rights, as provided in the said Act.
> 17
g 2. The Order from which this application is made:
P 18
2 B a. is not supported by substantial evidence
i 19 - ’
E concerning the prevention of waste and protection of
Z 20
4
a correlative rights;
= 21
% b. makes no findings as to the amount of
» 22
g recoverable gas or oil in the pools sought to be drilled;
@ 23 ’ '
‘8 c¢. makes no findings as to the amount of
< 24 ‘ :
< - recoverable gas or oil in any pool;
e 25 | | | _ _
w d. makes no findings as to the risk or
= 26 o X _
g . existence of economic waste involved in the applicaion of
X : .
gf 28 Harvey E. Yates Company or the plan proposed by Viking
oo v SN R -y o ) : ) . X ' =
& 5 - Petroleum, Inc.; and
b 8 29 , ,
a - » e. makes nc findings as to the unnecessary
] = B
3 41 expense to Viking Petroleum, Inc. to recover its fair share of
@ ' _
g ap oil or gas, or both, or has its correlative rights are
’ protected. |




: JONES, GALLEGOS, SNEAD{;.&WERTHEN. P A.. ATTORNEYS AT LAW, SANTA FE. NEW MEXICO
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6

11

12
i3
14
15
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17
18
19
20
21

22
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24

25

26

3. The two hﬁndred percent charge for risk involved
in the drillirg of the well which is the subject of the
Commission's Order is neither just nor fair in light of the
unnecessary expense involved in the drilling of the subjct well
and does not allow nonconsenting working interest owners an
opportunity to recover their just share of oil and gas.

4, Vikiﬁg Petroleum, Inc., has newly discovered
evidence which is relevant to Case No. 7390 and should be
considered in its entirety prior any Order of the Commission;
see the affidavit attached hereto and incorporated herein as
Exhibit "A",

WHEREFORE, the Viking Petroleum, inc., requests the
Commission set this matter for rehearing at an early date, give
notice as required by law and after rehearing enter its Ordér
granting the relief it requested in the Original hearing as
reflected in the transcript of that proceeding, eliminate the
two hundred percent charge for risk and grant such furtﬁer

relief as appears just and proper.

VIKING PETROLEUM, INC.

JONES, GALLEGOS, SNEAD & WERTHEIM, P.A.
Attorneys for Applicant

éV@“CN Q/ mdﬂde«)
EW

FRANCIS J.

Post Office X 2228

Santa Fe, New Mexico 87501
(505) 982-2691

CERTIFICATE OF MAILING

It is hereby certified that on the 27th daj”of

January, 1982, a true copy of the foregoing Application for
Reheafing was mailed to opposing counsel Otlrecord, Robert
Strand, Esq., Post Office Box 1933 Roswell, New Mexico 88201
and Thpmas Hall, Esq., Post Offlce Box 1933, Roswell New
Mexico 882011wby first-class mail, postage ptepazﬁ.

= g/ﬁ(aﬁ/{e«)

FRANCIS J. éyATHEW

App11cat10n for Rehear1ng - Page 2
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State of Colorado )
: : )
City and County of Denver )

Jack J. Grvnberg, having peen first duly sworn, deposes

and states:

1. A new well (the "Well") has been drilled and‘ pipe
set on Sunday, January 17, 1982, in the-990' FNL. and 1980'
FWL of Section 19, T9S - R27E, Chaves County, Ne‘;v Mexico.

2. The Well, which was drilled to a depth of 5200
feet, ehcounteréd productive Abo sand from the depth of 4898
feet until 4910 feet.

3. Because of the circumstances described in paragraphs
"1" and "2"; supra, I obtained additional geblogicél infor—-
mation concerning the areas contiguous to tkhe Well. Based
upon this new information, it is my best business judgment
that a new weJ‘,l’ to test the Abo formqt.ion only should be
drilled in the Western half c‘if‘ Sectioﬁ 18, T9S- R27E, Chaves

County, New Mexico.

Sworn to before we this
day of January, 1982.

Notary Public

Exhibit "A"
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215LINCOLN AVENUE SANTA FE, NEW MEXICO 87501 PO. BOX 2228

lvery“;d

JONES, GALLEGOS SNFAD{&WERTHEIM 7/? /O

November 30, 1983

W. Perry Pearce

General Counsel .

State of New Mexico

Energy & Minerals Department
0il Conservation Division

P, 0O.Box 2088

Santa Fe, New Mexico 87501

RE: Viking Petroleum, Inc.,

~J

DEC =B 1§83

9L CONSERVAT:C)N"BMSION

SANTA RE

v. 0il Conservation

Commission and Harvey E. Yates Company;

Chaves County Cause wo.

Dear Perry:

CV-82-77

This will conflrm our telephone conversation of November

29, 1983 concerning the written objections of Vlklng

Petroleum and Jack Grynberg to the costs submitted by :
HEYCO regarding the Seymour State Well. You have advised
me that our motion is of record and will be set for
hearing upon request. I anticipate that I will have all
documentary evidence on hand analyzed within the next few

weeks.,

If it is determined that our objections will be pressed

upon .analysis of that material,

a hearing.

uly yours,

JONES, GALLEGOS,.

ARTORO L. JA
ALJ:ylf

cc: Joe Hall, Esq.
Jack Grynberg

I will promptly request

EAD;?/WERTHEIM, P. A.

O RUSSELL JONES(1912.1978)

JE GALLEGOS . JUDITHC HERRERA
JAMESE SNe*D KATHLEEN A HEMPELIMAN
JERRY WEATHEIM CHARLES A PURDY

M.J ROORIGUEZ WARTHA VAZCUEZ
JOHN W ENTWOATH LELAND ARES
SYEVENL TUCKER ASENATH I KEPLER
ARTURO L JARAMILLO MICHAEL BAIRD
PETER V CULBERT J SCOTTHANCOCK
JAMES G WHITLEY 1) SHNANCY R LONG

FRANCIS J MATHE'W -~
ROBERT W ALLEN ATTORNEYS AT LAW

(505)982-2691 TELECOPIER (505) 984-0846 A PROFESSIONAL ASSCCIATION




JONLS GALLEGOS, S FAD{}:"V\/LRTHFIM

Hovemner 30, 1943

Thomas J.- - Hall, I'1, Esq. 'ﬁf ;

Harvey E. Yates Cempany ST 2VAN AR - A
P. 0. Box 1933 WALABLE copy
Roswell, New Mexico 88201

RE: Viking Petroleum, Inc., v. Oil Conservation
Commission and Harvey E. Yates Company;
Chaves County Cause No. CV-82-77

Dear Joe:

In accordance with our telephone conversation of November

28, 1983 on behalf of Jack Grynberg I am requesting return

of the 390,000 with interest which was the subject of the
District Court Ovder in the sbove-referenced case. 1 would
appreciate that a check with all accrued interest be drawn

to the account of Jones, Gallegos, Snead & Wertheim, P.A
Secondly, 1 have contacted Perry Pearce to determine the
status of our written objecticns to the costs of the Seymour
State well. Perry has advised me that our wriiten objections
‘are on file and will be set foxr hearing upon request.

I am conferring with Mr. CGrynberg concerning the cost related
B documentation that we have available from your files. In the
event we find that we have not yet obtained ail necessary
inform.tion, I will be in touch with you to determine whethexr
or not we can agree on the production of additional informa-
tion by your cllent ’

1 hepe to have this matter ready frr hearing in the next
few weeks if a hearing is determined to be necessary. If
you have any questions regarding elther of these matters,
please let me Kknow.

Very truly yours,
_JOQz/ﬁ GALLLGSB SNhAﬁf& WERTHEIM, P. A
s

By (J9@4L14 /% ! é'ﬁ//\'?~’»/ ,éj

! : m{'ﬁﬁ‘{o L. Jr\RAIH'LL

ALJ: ylf

ce:  Jack Grynﬁ@ég,
; Perry Pearce, Esqg

PEUINCOUN AVENLE SENTAFE NEWNMIXICOE™50T PO BOXD228 (505) 987 2681 TELECOPIER{S0S5) 984.0846 A PROFESSIONAL ASSOTIATION
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STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
OIL CONSERVATION DIVISION
STATE LAND OFFICE BLDG.

SANTA FE, NEW MEXICO
22 December 124l

COMMISSION HEARING

IN THE MATTER OF:

Application of Harvey'ﬁ; Yates Company - CASE
for compulsory pooling, Chaves County, 7390
New Mexico.

BLFORE: Mr. Ramey
Mr . Arnoid

PTRANSCRI™! G {IBARING

APPLARANCES

For the 0il Conservation W. Turry Pearce, Esq.
Division: Legal Counsel to the Division
State Land Office Bldg.
Santa Fe, New Mexico 87501

For the Applicant:
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MR, RAMEY:> The hearing will come to
order,

We'll call first this morning Case Num-~
pexr 7390.

MR. PRARCE: Appliéation'uf tiarvey .
Yates Company for compulsory pooling, Chaves County, New
Mexico.

MR. RAMEY: This case was heard'first
on November 24th aﬁd was readvertised due to an erﬁor in the
formation, I be}ieve, I think the previous ;d read Pennsyl-~
vanian and it should have read Ordivisioa.

Is thérg’anyone hére that wishes to
testify or add anything to this case?

If ﬁot, the Commissiéh»w{11'take the

case under advisement.

(llearing concluded.)
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SALLY W. BOYD, C.S.R.

Rt. 1 Box 193-B

Santa Fe, New Mexico 87501

Fhone (505) 455-7409

10

1

12

13
1
15
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20
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23

24
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Cu RS IFPICATI

Broe A an e ceoy
I,k S‘AI.LY W. BOYD, C.S.R., DO HIFREBY CENTIFY that
the foregoing Transcri‘pt of leaxing Lefore the 01l Conserva-
»tion Divigion vas sopoz.-ted—-by o that the said transcript
and correct racerd of the ﬁearing, nronared

is . a full, frae,

by me to the best of my ability.
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STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
O1L CONSERVATION DIVISION
STATE LAND OFFICE BLDG.
SANTA FE, NEW MEXICO
24 November 1981

COMMISSION HEARING

IN THE MATTER OF:

Application of Harvey E. Yates Com-

,/ RN

- pany for compulsory pooling, Chaves Es CASE\

Couniy, New Mexico. ‘ ;\\Nz%gg/
and

Application of Viking Petroleum, Inc.,
for ccmpulsory pooling, Chaves County, CASE

New Mexico. 7409
BEIFORE:
Commissioner Ramey
Commissioner Arnold
TRANSCRIPT O iIBEARING
APPEARANCES
For the 0il Conservation W. Perry Pearce, Esq.
Division: Legal Counsel to the Division

State Land Office Bldg.
Santa Fe, New Mexico 87501

For the Applicant: _
Harvey E. Yates Company: "~ Robert Strand, Esq.
, HEYCO

Roswell, New Mexico
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For Viking Petroleum, TInc.:
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IR AT ItV
RANOERES. ced

Arthur Jaramillio, isy.

JONES, GALLEGOS, SNEAD, &
WERTHETM .

Santa Fe, New ifexico 87501

X

OPENING STATEMENT BY MR. JARAMILLO 6
OPENI-NG STATEMENT BY MR. STRAND -9
THOMAS J. HALL III
Direct Examina&ion by Mr. Strand 15
Cross Examination by Mr. Jaramillo 24
RODNEY O. THOMPSON
Direct Examination by Mr. Strand 32
Cross Examination by Mr. Jaramillo | 48
Questions by Mr. Nuttér ‘ 67 .
Recross Examination by Mr. Jaramillo ‘ 72
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BES AYan qrs

Sregen
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B B o : . , | 5
2 MR, RAMEY: Wolli call next Casc 7330.
: 3 MR. PEARCE: Application of Harvey E.
i
4 Yates Company>for compulsory pooling, Chaves County, Nowv
$ Mexico. | |
6 S COR AR P TS | wonder if we shouldn't

7 call Case 7409.

8 MR. PEARCE: That's application of

9 Viking Petroleum, Incorporated, for compulsory pooling, )
10 Chaves County, New Mexico. |

1 | &R. RAMEY: It wili, 1 think, probably
12 be best to consolidate these cases unless counsel have 6b—
13 jections to this.

14 MR. JARAMILLO: #e have no objection.
15 MR. STRAND: Yes, that's fine.

16 | A MR. RAMEY: Okay, we'il write twe 6§;e;§
17 for:tﬁem‘but we will ébnsolidate the cases for vurposes of
18 taking testimony.

19 , - Ask-for appearances in these two cases.
20 | MR. STRAND: Mr. Examiner, Robert i.

21 Strand, attorney from Roswell, appearing(for Harvey E. Yates

23, Company in Case Number 7390.

23 s MR. RAMEY: How iany witnesses do you

AS

have, Mr. Strand?

®

25 MR. STRAND: Two witnesses, Mr. Chairmarpn.
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2 SMR. OJARAMTLLO.  Mr. Examiner, Arthur
3 Jaramil]ﬁl Jones, Gallegps, Snead, and Wertheim, substituting
e 4 for J. 1i. Gallegos, and representing the applicant Viking
%ﬁ 5 Pet;bleum Company in Case Number 7409.
:j 6 And w. have one witness.
jé 7 MR. RAMBY: Would all of the witnesses
% 8 rise at this time, please?
10 (Witnesses sworn.)
1
12 MR. JARAMILLO: #Mr. Examiner, it appearéfa
13 as though if perhaps we could begin with some opéhing state*:‘
14 meﬁts, we might be able to narrow this scope of the proceedi€¢§f;z
15 cénsiderably, or at least I believe I might be able to'do 2
16 that, as well, if I may~begin. S
17 | MR. BAMEY: All right.
18 MR. JARAGILLO: ir. Strand?
19 MK. STRAND: Certainlyf
20 MR. JARAMILLO: Over the past three !
21 wecks it's my‘understahdiné that there has been sone discus~;ir°“
2 sions between 6y clinet, Viking Petroleum, and the Yates ui
i
n petroleum Company with respect to trying to work out some f
24 kind of an agreement that would ne compatible to both partién
25 As I understand the wishes of ny cliengég o




e E.
"’{‘.:')f By A '\‘ff Y

Tz at thovpreééntutimé; Qe wish to withdraw our application for
3 unitizatién of the ﬁorthkoneéhalf of Section 18, and we are
4 Lilling o pecadn to the unitization of the west half of Sec-
s tion 18 with the following restrictions, which I believe are
6 the crux of the disp&te between the Commission toaay ~-- heforg
7 the Commiésion‘today.
8 Viking Petroleum Company is willing to
9 varticipate in the unitization fully and completely in the
10 test well down throggh and including the Abo formation.
11 : :ﬁl%ow,‘it’e cur position, and the evidence
iZ ﬁhat we'll present today will indicate that the present pro-
13 duction history in -- with respect to wells in tha vicinity
14 of the test well in -the proposed unit will indicate that
15 there's not sufficient evidence at the present time to justi-
16 fy ;Utest well deeper than the Abd‘fbrmation. 1 believe the
17 application is thfou§h‘the Mississippian.
18 L . e We bélieve‘thét that presents an unreasoh-
19 ;ble and‘unj:}%ifiabl;%xisk‘té the ceorrelative rights of
20 Viking to drill deeper than the‘Abd formation,'and our first
21 position then would be that we feel'thap The weét onéfhalf
22 could and should be ﬁnitizédibut the teét‘well sirould be
23 limited to the Abo'forﬁ&tioﬁ.
24 ' Alternatively,~if the CommiSsion does
; 25 grant the uhitization‘of the QeSt one~half-d0wn througﬁ and
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inctuding the Mississippian as applied for by Yates, our

’owner; and our position, therefor, is that if VlLJng is intent

recover its cost for the Gifference between the Abo and tne

n
©

position Qoﬁid bé Lhat we are ready, willing, and able to
participate fully in the costs as correlative right owner, in
all costs down through and including completion of the Abb
formation.

Qur position is that 1f the unitization
is granted as applied for, that there should be a duai com-
pletion of the wells, one at the Abo formation and the sccond
at the Mississippian.

Our position with respect to the cost
differential between completion of the Abo and conpletlon of
the Mississippian would be that those costs should be borne
by the applicant, tates, and they should be entitled to re-
cover their cnsts but the Ceommission should not allow the
risk factor charge provided for in the statute that the Com-i
mission at its discretion may impose, first of all, because
that additional cost, we believe, is npt justifiable from
the proéucfion history of the wells in the vicinity; it pre-
sentb an unreasonable economic risk to a corlelatlvo rlght

7&,;4 P
on drilling to these deeper formations, the Mississippian

formation, it should bear the risk of that. It should indeed

Mississipoian, but no more than that in light of what we be-
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further exploration.

I think with that, my feeling is that
the dispute here 1is simply whether the;e is sufficient evi~.
dence to justify unitization ﬁglo; the Abo formation, and 1
think that's primariiy the matter befaore this Commission.

MR. RAMEY: Mr. Strand.

MR. STRAND: Mr. IExaminer, 1 wo2ld con-
cur with Mr. Jaramillo's statements as to the situation down
throdgh the Abo and the agreements to date, and all of this
has been oral discussions, theré have been gﬁﬁwrittén agyree-—

ments as such on it; however, I think the fact remains that

=t

tinere is no aygreement as to those depths below tne basc of thd
Abo.

I don't think there's any question under
the statute whether or not Harvéy E. Yates Company as appli-
cant would be entitled to an order of compulsory pooiing'in
such a éituation where agréement can't be reached as to those
particular mineral interests below the Abo formaticn,

In my experience before the Division and

the Coimmission, I haver't run into a compulsory pooling order

entered that's framed in the manner requested by Mr. Jaramillp, 7

that a particular interest dwner be allowed to participate

down to a certain depth and then the forced pobling order takge
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effect below that., There may have been some but I haven't
seérx them.

T think we wouid like to proceced at this
point because of the fact that‘we havé‘no Qritten agreements
of any kind vith our application as stated from the surface
through the Mississippian for compulsory pooling of the west
half of the section.

As to whether or not Viking wishes to
participate in the well, of course, under the normal compul-
sory pocling order entered, they would have that optibn any-
how, within thirty days to participate by advancing costs.

But I would oppose any order that would.

allow them to participate to a certain point and then not

3?articipate. Cither they participate or‘theytdon't; one or

the other.

That is our pogition.

MR. RAMEY: Okay, thank you, Mr. Strand.
I think we're back to the start, where we'll hear both cases.|

MR. JARAMILLO: All right; Just to
frame this issué, I understand Mr. Strand's position that
there hasn't been a case, nor to my knowledge has there been
a case similér fo’éhis. Our position is that the statute is
broad enough, though, to allow this Commission to enter such

an order ‘allowing the allocation of costs as I've described
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- two positions in that regard.

11
to the Commisstion, and also, 1'11 saVe that for closing in
reicrring to the statates 1 had reference to.

MR, NUTTER: HNow, MrE\Jaramillo, let me
got this straight.,

ig your client proposing -- well, first
of all, you're proposing to dismiss your caseb I presume?

| MR. JARAMILLO: We're proposing to dis-

miss our application, yes, sir.

MR. NUTTZR: All fight. Then you'd leavé¢
the Yates case stand but you would wish to participate on a
voluntary basis to the Abd, is thaf it?

MR. JARAMILLO: Well, I think we have

We will resist the Yates case, first of ,

all, insofar as it seeks to drill a test wsll beyond the base

df £He Abo formation. To the extent ﬁhe apéiication seeks
more than'thét, we resist it.

Alterﬁatively, if this Commission should
decide that it will grant the application as-applied for, ourn
position is that we would partiéip%te fully in the éqsts of
that test well through and including the Abo formation.‘.

N

MR. WUTTER: Ckay, what you'd want then

P

would be an estimate of costs through the Abo.

MR. JARAMILLO: That's cofrect.
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MR. NUPTTER: And an_estimaté'of costs
from the Abo to the base of the Penn, or the basce of the Missl~
issippian, whatever.it is,

MR. JARAMILLO: fThat is correct.

MR. NUTTER: And thcen you would make
your election, thch all of these pooling orders provide.
They provide an election that you could pay your costs in ad-.
vance, and you would advance your share of the costs to the
Abo based bﬁ that original estimate.

| MR. JARAMILLO: That's correct.

MR. NUTTER: But ycu would resist paying
ahy penalty, beinq carried frqm the base of the Abo to the
Mississippian?

| MR. JARAMILLO: That's correct. Our in-

terpretation of the statute is that this Comm}ssion has the
authority fof allowing the recovery of the difference in that
cost to Yates, and in addition to that in its discretion the,
what I would call a penality or addition to that cost up to
200 percent of that difference.

MR. NUTTER: The risk factor.

MR. JARAMILLO: The risk factor.

Our position is that the evidence that

we have to present will show that that risk factor is so ex- |

I

treme at this point that there sinould not be a pénalty or risk
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factor chargoe impOSOd.

n othcf words, if the well does go
through the Mississippian on the basis of what the Commission
hears today, Lthen we will pay our share of the cost down
through the Abo; Yates will pay its share of the cost down
through the Abo, d; well an the cost from the Abo to the
Mississipnian. We hope that to bé a dual conpletion well,
which I understand this Commission needs to authorize.

From the first production from the Miss-
issipplan, 1E theré is any,’Yates wou1d recover all of the
differenge in the cost from the Abo to the Mississippian from
the first production. We will get none.

When that recovery of the cost is madé,
however, we believe that should be the extent of the relief
allowed to Yates in this proceeding, and then we would have
our share of the production paid to ué from the.remainder.

There should be no charge for a risk
factor, and again, on the evidence: that we'll preéént today,
that it's an unreasonable risk to drill that deep. on the
information that is avaiiable to us today. |

MR. STRAND: Mr. Examiney, if I might

add a couple of comments.

First of all, we propose to drill the

well, the actual location of the well, on a lease that is
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owned by llarvey E. Yates Company and several other people

“hat have agrecd to the driliing of the well. We have the
right to drill that well’to any depth we want; to any‘formatic
clear to China, if we want; and if there is no égrcement as tq
the drilling of that well from other interest owners, we are
entitled to the compulsory pooling order unde? the statulc.
That's my interpretation of it.

Likewise, we will request the full 200

percent risk penalty, and we will present some testimony on

that as we go along.

MR. PEARCE: Excuse me, gentlemen, if I

From a procedural standpoiist, particularT

Mr. Jaramillo, is Casc 7409 still alive?

MR. GARAMILLO: ~ I'm authorized to with-

g

draw the application in Case 7409 and have that case dismisseq
MR. PEARCE: Okay, and so if that is
done, then you will simply be here as an opponent: to --

MR, JARAMILI,O: That's our procedural

posture at this point.

MR. PEARCE: All right.

MR. JARAMILLOD: Yes, sir.

‘¥

MR. NUTTER: As an opponehf to a risk

factor from the base of the Abo to the Mississippian, really.

n;
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'Yates Company on a fulltime basis?

FEST AVAN AR Doy

MR. JARAMILLO: Yes. And I think insofay
as we resist the application to the Mississippian in the firs
placde. They're related but 1 think they are two distinctly

different issues.

MR. RAMEY: Okav, we will dismiss, then,

Case 7409 and proceed with Case 7390.

THOMAS J. HALL I1T
being called as a witness and being duly sworn upon his cath,

testified as follows, to-wit:

DIRECT EXAMINATION

BY MR. STRAND:

10} ‘ Plecase state you? full name for the re-~
cord.

A ‘;Thomas J. Hall III.

Q. | ’Mr. Hall, where do you reside and what

is your occupation?

A Roswell, New Mexico. I'm an attorney

for Harvey E. Yates Company. .

0. My, Hall, are you employed by Harvey E.

A Yes, I am.

Q -+ In that capacity?"

W
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A That's correct.

Q. Would you please state the vurposc of»
the .application in Case Humber 73902

A, | Tha application" of ﬁarvey E. Yates Com-
vany is for compulsory pooling in Chaves County, New Mexico.
We seek an order: pooling all mineral interests down through
the Mississippian formation underlying the west half of Sec- -
tion 18, Township 9 Scuth, Range 27 East, to be dedicated to
a well drilled at a standard location thereén.

Also to be considered will be the cost '
of Idrilling and completing said well and the allocation of
the costs thereof, as well és actual operating costs and
charges for supervisicon, designation of applicant as operator
of the wéll, and a charge for risk involyéd ii.ﬁ_drilling said
well.,

0. Mr. Hall, I refer ycu to what we have
marked as Exhibit Number One. Would you please describe that
exhibit énd its contents?

A . Yes, sir., Exhibit Number One is‘a land
piat of the ~- that contains Section v"f'l£8 of Townghip 9 South,\
Range 27 East, and marked thereon is a -- is a rectangle in-
dicating the west half of that section.

0. Mr. Hall, the proposed location of the

well is not marked op that plat. Where is it log:ateci? '

N
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~Jack Grynberqg, Viking, or whoever is involved in this thing?

17

B Avan /\m.ff c:!;;,p“?

A No, sir, it is not. It is 1980 from the
north line and 66C from the weslL line of Section 18, anda that
would be in the southwest of the northwest of that Section 18,

0. Mr. Hall, will you state for the rernxd
Wwhal the ownership of the mineral inktérest under the west half]
of‘that section is?

A All f;ght, sir. There will be 240 acres.
of that west half cof Section 12 is under Statenlease L~6775{
which is presenﬁly owned by Harvey L. Yates Company, and
various partners of Harvey E. Yates Company.‘

The 8Q acres ih the cast half of the
northwest guarter is State lease L-6907, which the -- the
record title owner is Celeste Grynberg.

0 Mr. Hall, and the ownership, the mineral‘
ownership under the laﬁds is the State of New Mexico, is that
corrgct?

| A That's correct.

Qi Mr. Hall, would you state somewhat

briefly the negotiations, or the tenor of the negotiations,

that Harvey E. Yates Company has had with Celeste Grynberyg,

A . Well, sir, they've been -- we have been

in negotiations with the --:Mr. Grynberg and Viking Petroleuny.

Primarily Mr. Gthberg is the -- tells me he is acting as
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agent tor Viking Petroleum, so our dealings have been primar-
ily with Mr. Grynberg.

We originally raposed a west half loca-
tion, a west half proration vnit in Sectioﬁ 18, which Mr.
Grynberyg did not agree ta. le wanted a north half. We
couldn't reach any agreement on that, which preccipitated a
filing of thesc two cases.

Since that time we have moved to a point
where we had agreed to put together a working interest unit
under the wholerof section 18, and Mr. Grynberg eventaally
came around and told us that he would agree to a west hqlf
drilling, and then in the past four cr five days Qe got down
to the serious negotiation wﬁich Mr. Jaramillo has alluded to
ghat the Viking-Grynberg interest is that they will agree to
go to the Abo formatiOn‘but they will not go deeper than
that, and we were not able to reach any sor£ of a cohpromise
or an agreenent below the Abo formatioh.

Q. Mr. Hali, has there been an qgfeement,'
oral ox dtherwise, as to drilliﬁg to the Abo'forﬁation?

A, : There has not been an agreement that Qe
will drill just to the Abo formation. We have not been able
to reach an agreement --

0. S0 as it stands at this point --

A. ~-- on that.

<
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0. -~ there is no agreement as to drilling
this proposed test well to the Abo or to the Mississippianp
in.any event?

A ; No, not any, a concrete agreement, no,

Q. Are there any lease cxpiration dates
that become relevant?

M. Yes, sir, there are. ilarvey E. Yates
Company's lease exPites December 1st of this year. I'm notc
exactly certain when the Grynberg lease expires. I -under-
stand it's sometime in February.

MR. RAMEY: Excuse me, Mr. Hall, you
have to have a well started by December 1?
-ﬁ. That's qorfect. That's correct.

Q. Mr. Hal1, 1 refer yoh to Exhibit Wumber
Two. Would you please describe thét exhibit ‘briefly?

n.‘ o ‘Yés,-sir. This is an operating agreemen
co&ering Section 18 ofﬁTownshiﬁ 9 South, Range 27 East. It
is the‘latest revision of this that -- {t covers the whole
section. ‘the first one we put together just covered the west
half. <his one covers tihe whole Section 18 and <t would:
propose drilling a weéi half location to éhe Mississippian

formation, Or to a depth of 350,

. Mr. Hall, whicn of the working interest'
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2 owners that you've mentioned Before have executed Lhat agreo-
3 ment to date? |
4 A Mr. Seymour Smith and his ~-- and his
5 brother have, david Smith, have -- have sent us back their
6 ratifications of this agrecment.
7 0. - Are the other interest owners dhder that
8 agreement, with the exception of Viking Petroleum, affiliated
9‘ companies with Harvev E. Yates Company?
10 A, Yes, sir, they are. fThey're all family
11 companies.
12 0 And to your knowledge have those com-
13 panies agreed verbally to participate under this form of oper-
14 ating agreement?
15 n Yes, sir,iwe‘re confideht that they will
16 ao along with U5 on this,
17 ] Mr., Hall, I refer you back to the COPAS
13 form aitached to the agreemenf; which I believe is Exhibit C.
% Would vyou please state for the record the superviéion rates
20 that are included there, both for drilling purposes and for
21 producing purposeé?
22 A. All rigﬁt,~sir. The drilling well rate
23 is listed as $3550. Thé producing well rate is $355 per fonti
24 o Q( Mr. Hali, I refer to yéu Exhibits Number
25 Three and Number Four. 3/ill you pieasé just briefly ‘describe

\s
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those for the record? ‘-’=1"’“-‘5;§“(;{)P}

A Yes, sir. Exhibit Number Throe is Q
communitiéation égreement on the étate of New Mexico form
covering a communitization of the nor thwest guarter of Scc-
tion‘lé for an -- excuse me, covering the Abo formation.

| And Exhibit Humber Four is a communiti-
zation agreement on Section 18 for the Mississippian forma-
tion, and i+ covers the west half of Section 18.

0. ‘ Myr. Hall, have these particular communi-
tization agreements been suﬁmitted to Viking Petroleum for
theirvapproval?

A Yes, sir, they were. They were sent to
Mr. Grynberg, to leleste Grynberg, since shé is the lessee
of rccérd.

0. : Mr. Hall, back to the drilling ang pro-
ducing rates you just testified to previously, in your posi-
tion with Harvey”E.’Yatés Company do you examine a substantia
numpber of operéting agregments?

I Yes, sir, I do.

Q. And do the majority of those operating
agreenments involve wells and prospects to be drilled in
sputheaétern New Mexico?

A ’ Yes, sir, they do.

0 Are you then familiar personally with »j
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drilling rates, producing rates, in southcast New Mexico, as

reflected by these operating agreements?

A- " Yes, sir, J am.
0 Would you state that these particular
rates you've testified to arc comparable to the rates for

like wells?

A. Yes, sir, T would say -- T would say
they are. |

2 As found in those operating agreements?

A, Yes, sir,

Q‘ Mr. Ball, on behalf of the applicant,

larvey E. Yates Company, would you request that these parti-
cular drilling and producing rates be made a part of any

order entered in this taatterxr?

. Yes, sir, I would,..
0 ‘I refer you to Exhibit Number Vive.

viould you please describe that?

A fhis is an AFE for the well that we pro-|"
pose to drill in the -- 660 from the west line and 1980 from

v

the north line of Section 18, and it proposes going ﬁo‘a
depth of 6350 feet. .

| ’Q : Wouid you stéte for the record the dr
hole cos£s and the gompleted costs for that weil?

A, The dry hole costs are estimated to
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be $446,200 and the completion —~- completed well costs are

estimated to be $643,175.

U Jfr. Hall, who prepared that Authority
for Bxpenditure?

A. It was prebared by a petroleum enginecr
in the employ of Harvey L. Yates Company, Mr. Pat Hardy.

0. Mr. Hgll, in the event an order is enterg
in this matter, would Harvey E. Yates Company request f:hat it
be designated as operator?

A, Yes, sir, we wculd.

Q. Were ILxhibits One through Five prepared
by vou or under your supervivsion?

A. Yes, sir, they were.

0. Or do they reflect matérials, to your

knowledge, that come trom Harvey L. Yates Company files?

A. Yes, sir, they do.
MR. STRAND:‘ That's all I have on direct
MR. RAMEY: Any questions of Mr. uall?
MR. JARAMILLO: Yes, Mr. Chairman. May
I have a minute, sir?
MR. RAMEY: Sure.
JARAMILLO: Thank you.

MR.

9

d
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CROSS EXAMINATTON, 0 (0¥
BY MR. JARAMILILO:

0. Mr. Hall, [ notice in comparing the
original application that was filed with the Division with a
letter that was sent Lo the Division dated October 8th, 1981,
the difference that theiinitial application sought communiti-
zation of'fhe Mississippian formation.

A , That's correct.

0 - The modification letter that I refer to
has asked for to cover all formations from the surface through
the Mississippian formation. What was the reason for this
nodification in the application by Yates?

A The original épplication was an oversigny,
a mistake on my part in filing the application. I was going
to rectify that through that letter.

0. Weii, what- do you see as the difference
batween covéfing all formations as opposed‘toysimply having
unitization of the Mississippiaﬁ formation?

A, If we didn;t ~-- we we found somethingQin
another formation other than the Mississippian, technically
it wouldn't be communitized.

A, All right, and when you filed the modi-

finding commercially producable quantities of hydrocarbons




A Mt e

LY

(7> 2.

10
1
12
13

123

15
16

17

18
19

21
22
23

- o —

S MVARABLE popy 25

between the surface and the t-liss;is;c;ippiakn formation?

A Yes, sir, we did._

o Was there any particular zone or forma-
tion where you thought there would be producable qguantities
of oil or gas?

A I wouldn't be able to testify directly
pecause I'm not -~ I don't have that expertise or that knéw--
‘ledge. I have been told that we have a good possibility in
the San Andres, in the Abo, and Mississippian.

A, All right, and was that part of the

reason, then, for modifying --

A Yeé;, sir.
Q. ‘ it the application?
5 A. ’ Yyés, sir, it was.
0. Now, has the company i_n discussions with

respect to this application discussed the potential and the
prospect’ive volumes that could be re’covered from those forma-
tions you've just named? 3

A ‘% . I wouldn't be able to testify directly
whether tvhey have or not. I hav‘e not been part vbf- any --
any such cﬁscussions, no, sir.

0. All right. And you don't know the posi-
tion of thé ‘co‘mpany with respect to where they anticipate

commercially producable .yoiume's of “hydrocarbons to be located
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in these prospective zones?

A, I don't think it would be myv place to
make a supposition on that particular point,

A All right. Well, my guestion was.simply
whether or not you had any information of tne company's posi-
tion on that.

A, Well, I don't feel that 1 would ke a goog
spokesman for what the company's position would be, because
I'm not directly involved with those matters.

MR, STRAND: MHr. Examiécr, or Mr. Chair-
man, we'll have the opportunity to visi; with Mr. Thompson
at some length about that shortly.
0 . Now, With respect to the negotiations

that have been carried on between Yates Petroleum and Jack

that there has been no agreement to drill the test well just

to the Abo formation, I think you ~~‘was the crux of what you
said?

A Yes, sir. Yes, sir.

Q. ‘All right. You do recognize, though,
that by virtue of the agreements -- by virtue of the discus-

sions and negotiations between Yates and Viking there is at

least no dispute as to Viking's participation through the

completion of the Abo formation in this test well?
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A. I would agree‘with that, yes

is no dispute on that. But there's no agreement

27
, sir, there

to stop at

the Abo or to just limit it to tuat. That was the basis of

‘my answer.

0. As well as there nof being any agreement
to —--

A, To go on down.

0. e participate further than the 2bo.

A That's correct.

0. Just to clear up something that I was

confused about, with respect to Exhibit Two, the operating

agreement,

. Yes, sir.

0. I believe T heard you say that that
covered all of Section 18, or was I mistaken about that?

A’ " You were correct. Itcpvérs\all of Sec—
tion 18. |

A All right. Why doe;‘~— why does tne

agreement encompass more than the proposed unit that's being

sought here?

A, - Well, that was in the -- the

on of the negotiations with Mr. Grynberg. He had

_that he would like to talk about putting together-

said communitize the whole section. So we agreed

carrying
indicated
a -- he

that we
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would try‘to>put together an operating agreement covering the
whole scection, and then we would drill -- we want to drill a
well in the west half; he wanted to drill one for the north
half spacing and he came around ceventuaily to the west half,
but he was interested in having an interest in the whole sec-
tion, so we did that. This is the latest atteupt at getting‘
our aggeément together.

Q. So that there's no confusion, however,
that agreement wouldn't comport with what is being applied
for, what this Commission is being askéd to grant in your
ca#e?

&‘  " No, sir, no, sir, it wouldn't.

Q. The dArilling and production rates that
?ou testified about are fairly standard in the indusﬁiy-for
that type of service, isn't thét correct?

A I would say so, yes, sir.

Q -~ In your discussions with Mr. Grynberyg,
those of Yates aﬁd Cohpany, has there evér been any discussioh,
or has Yates ever prepared or had prepafed an AFE form fox
completion of thé well thfdugh the Abo formation?

A ‘No, we haven't. We haven't prepared
one through the 2Abo.

o llad there been any discussions as to

what the approximate cost of completion through the Abo would
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be?
A We -~ we -- I had discussions on -~
following my conversations with Mr. Grynberg on Saturday, 1

talked with our production man and he made an cstimate of

AFE.

Q Do yvou know what the approximate cost
was?

A , As I recall it was $371,000.

0 ALl right. Did - first of all let me

ask you if you know whether Yates and Company agreed that
was a reasonable estimate for these costs?

A I would hate to say that it was -- that‘
we would be bound to those right now. 1 think we'd like to
go back and do some work on it. It was Saturday morning
and we were trying to get some figures in case we were able
to work it out with Jack and he did it very hurriedly, jusﬁ
looking at the AFE and looking at the proygnosis of the depths
we were -- we were going to.

| MR. NUTTER: Mr.‘ﬂall;hby referring to
"Jack"” do you mean Mr. Grvnberg?
A kYes, sir, excuse me, Mr. Grynberg.

0. Vell, 13 it your view, your opinion,

that the cost between $371,0C0 and say $400,000 would ke in

[
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the range of the prohable cost?

A. i would say that $371,000 is pretty
clcse.
0. okay. With respeci to the expiration

date of this lease, ig it that you must start drilling by

pecember 1st?

A ves, Sir.
0. or in six days?
A ves, well, we will have to pe drilling

on December 1st. The lease expires on November the 30th.

G A1l right, and

to meet that deadline should an order be granted in one form

or another by the commission?

A Yes, sir, we are.

Q. _ " aAll right. Now/ the individuals that

you testified that were part of the

vates that signed the operating agreement, how many jndivi—

‘duals actually siéned that?

A. Well, excuse me, I said that the family

individuals have not signed it vet,

a state of flux. We haven't presentéd it to the actual

family members.

{ have been,the only non-family @artner}

30

your company is prepared'

family business with

because this was in such |

to this is Mr. geymour 5Hmith anl his brother pavid in Chicagd,
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and I have been dealing with Seymour Smith, and he has ﬁiqned
a ~- signed Lhe Operaﬁjng agrecment. Really he signed once
that -just had the west half and we have sent him the replace-
ment pages that include these changes and he has agreed to

let his signature stand for those, too.

0. All right, and if only the west half is

unitized, wiiich is your application, you'd have to have that

modified one more time for an operating agreement to conform.

A. Just to conform to the west half, ves,
sir.

0 Ali right, so what you're telling us is
ﬁhat while you don't anticipate an? difficulty in the Yates
family members signing your agreement, there has as yét beeﬁ
no signature .on that. |

A. That's corredlt.

MR. JARAMILLO: I have no further ques-
tions.
MR. RAMEY; Any other questions of Mr.

Hall? le may be excused.
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RODHEY O. THOMPSON

Deing called as a witress and being duly sworn upon his

oath, testificd as follows, tc-wit:

DIRECT EXAMINATION

BY MR. STRAND:

Q. State your full name for the record.
h. Rodney O. Thompson.
Q Mr. Thompson, where do you reside and

by whom are you employed?
A Midland, Texas, and I['m employed by

Harvey E. Yates Company.

0. And in what capacity are you employed?
A I'm a geologist, exnloration geologist.
0 Mr. Thompson, have you testified before

the 0Oil Conservation Division in the past and are your quaii-~-|

fications as an expert witness a matter of record?

A Yes, sir, I have, and yes, they -- they
are.
MR. STRAND: Mr. Examirier, I would tende
Mr. Thompson as a qualified éxpert geologist.,

.y b v e > :
PR. RAMIDY: He is so gualified, !ir.

Strand.

Q Mr. Thompson, are you familiar with the
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application in Case 7390 that Mr, Hall has testified to?

A Yes, 1 am!

Q. ' Aﬁd in your capacity as an cexploxation
gecologist for Harvey E. Yates Company have you had occasion
to study this particular area as to its potential for oil and

gas production?

A Yes, 1 have.
Q. And as a part of that process have you
nrepared several exhibits, geological eyhibits, that you wish

to present here today?

A Yes, I have,

0. i\refer‘you to Qhat we've designated as
Exhibit Number Six:. Would you please describe that in sone
detalill and its relevance to this application?

A  Yes. Eiﬁfbii“ﬁﬁﬁﬁér‘SixAis a>$tructure
map contoured on the top of the pre-Mississippian dolomite.
The conﬁour interval is 50 feet and this map shows that re-
‘gional dip in this area is to the east. The map also shows
a reversal in régional dip betweénythe Yatés Petroléum Smith
"JR" Stéte No. 1 in Section 14 of'Towﬁship 9 Sbhth, Range 26
Bast, and the Fred Poole Eastland State No. 1 in Section 13
of Township 9 Sough, Range 26 East, qnd~between the Plains

Radic Broadcasting Company Callam (sic) MNo. 1 in Section 7 of

'Townshiﬁ 9 South, Range 27 East.
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Tn other words, a reversal in dip at the
pre~Mississippian dolomite betwcen the well in Section 14 and
the well in Section 13 of 9, 26, and the one in Section 7.;f
9, 27.

Now we believe that structural closure
is evident .at the pre-Mississippian dolomite horizon under
our proposed location due to the reversal in regional dip, as.
well as the fact that the Bastland State No. 1 was completed
as a ygyas well from thé pre-Mississippian dolomite interval.

We expect to be structurally flat or
pessibly even high-to the Eastland State No. 1 at the pre-
Mississippian dolomite level.

Nowvfhis proépect occﬁrs in an establishc

oil producing trend where pre-Mississippian dolomites are

haQe interpreted under our~prbspect} These one to four well
fi;lds include the Haystéck, tHéULight Cap, the Twin Lakes,
the Raqetrack, the Chisum, and the White Ranch, for example,
and these wells average around 100,000 barrels of o0il per
well and some wells have produced over 500,000 barrels of
oil.

Enserch has also made sone recent pre-

Mississippian dolomite completions in the southeéast ol [‘tkins

b

for over 200 barrels of oil per day.
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8o we think we're in a good trend for

reason through subsurface geology to belicve we do have closur
aﬁ the pre-llississippian dolomite under our proposed locatiéﬁ.

0. Mr. Thompson, I refer you to Dxhibit
Humber Seven. Would you please describe that and then we can
go back and discuss the two of them together.

A Okay. Exhibit\Number Seven is a west/
east structural cross section runﬂing through the proSpecﬁ
area. The subsea datum uscé was a -2000 feet.

The cross section shows the development
qf;the pre»Mississippian dolomite, the basal Penn sands, and
the Abo sands in this area. Evidence of a structural high
at the pre-Mississippian dolomite is shown on the cross sec-
tion in the Eastland well, where the Mississippian linestone
has been eroded away completely. The Eastland well has béséi
Penn sandstone‘sitting on pre-Mississippian dolomite and
there is no Mississippian limestone iﬁ this well, so in other
words, there was aiﬂ— we interpret a structural high to have
been present at the pre-Penn time under the location of the
Eastland State Well, as evidencéd by the Mississippian lime
being erodea awayxand evidence of that well producing from

the pre-Mississippian dolomite, we anticipate structural

e

closure as being some type of trap there.

C
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The Eastland State Nb. 1 was completed
in. the pre-Mississippian dolomite for 631,800 cubic feet of
gas per day with bottom hole pressures of‘2364 pounds.

The Campbell No. 1 on the cross section
and the Conkey No. 1 on the cross section here, Phillips
State No. 1, and Kitchens No. 1, ail »n the cross section,
21l bhad shows Qf oil and gas in the pre-Mississippian dolomite.

| The Campbell No. 1 on the cross section
was completed in the basal Penn sands for a calculated abso-

lute open flow of 4,187,000 cubic feet of gas per day with

hottom hole pressures of 2365 pounds.

Now, off of the cross section Fred Poole

resently completed the Byron State No. 1 in Section 1 of

A%

Township 9 South, Rénge 26 Bast. You can see it on the littl
legend on the right on the crOssﬂsection, the well in Section
1. This well was completed from the basal Penn sands for a
calculated absolute open flow ofk4,l44,000 cubic feet of gas
per day with bottom hole pressures of 2379 pounds.

The Eastland State No. 1 in Section 13

they're completed out of the pre-Miésissippian dolomite.
Several wells west of our prospect here

have made completions in the Abo Sands. The Eastland State

v i
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No. 1 had several gas shows while drilliag through the Abo
Sands. One break and show was in the McConkey sands in the
central part of;the -- or the middle part of the Abo. You
can roe around 4900 feet in the Eastland State No. 1 VWell on®
the cross section is what we interpret to be the McConkey sand

Now, the Elk 0il Company Runyan State No
1 is located inlSection 24 of Township 9 South, Range 26 East|
In this well casing was set for the purpose of making a com-
pletion in the Abo Sands put the last I heard this well was
waiting on a completion unit.

‘The Abo Sands, however, appeér to be
noncommercial ih the Campbell No. 1 in Section 7, as well as
the Dyron State No. 1 in Section 1 of Township 9 South,’
Range 26 Bast. Small oil shows in the San Andres carbonates
have been reported from several wells in the prospect area.
The Eastland‘State’No. 1 reported having oil in the pits

along with a drilling'break¢&hi1e drilling through the San

Andres.

So in summary, then, we feel that a well
drilled at our proposed location will encounter commercial
reserves from both the pre-Mississippian dolomite and -the

basal Penn sands.

We also have secondary potential reserves

from the Abo sandstones and ﬁhéJSan Andres cavbonates.

-
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Q. - Mr. Thompson, could you discuss in a
little bit more detail the potential for production from the
various zones that Mr. Hall had testified to under questioning
from Mr. Jaramilloe?

A, Yes.

Q. " particularly the San Andres and also

some discussion of production from the Mississippian zone?

A Uh-huh. Okay, well, Mr. Strand, I be-
lieve that our main 6bjective zones will be -- theve's a big
debate as to what the dolomite is. I call it pré—Mississippiq
dolomite. TIt's been labeled in the production books as
Fusselman and Montoya in differént’areas, and just exactly

what formation it is is a controversial matter. So I've

Now, the Mississippian formation itself
I feel is not an objectiveAzone. It's -~ it has not had
production in the area and I think the pre-Mississippian .

dolomite is our major objective here. |

And the Pennsylvanian sandstones are

another major objective and they are developed very well in

the -- in recent wells that have been drilled, 'in the East-

andWWe feel that with. our -- we've had lots of experience

in this area'drilling~thesé bésal Péﬁhsylvanian sands, and
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as far as completion techniques and types of drilling fluids
to use . while drilling through these sandé. They are very
susceptible to formation damage and they have to be treated
with great care. We‘ve had aﬁalogous sands developed over
around the Tatum area where some other companies have been
unsuccessful in making completions, but with the proper tecﬁ—
niques used, we've been fairly succeésful'at making commer-
cial wells.

I'm talking about type of drilling fluid;
used with low qater loss type of drilling muds, using a
polyhydroxaluminum ih the drilling mud to prévent clay migra-
tion in'yourikaolinite clays, which are very common in these
basal Penn sands and aie very easy to —- to ke damaged by’
drilling muds and completion techniques.

In addition we've used recently what's
called DV tocls and this isolates the Penn Sahds, and we 've

also uséd it in Mississippian carbonates with good success.

low water loss cement of what the standard that's been used

in the industry lately.

This DV t60l channels cement around the
formation and keeps a high hydrostatic head of cement off

these sandstones.

We've found that drill stem tests have
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shown good pressures and have tapered out after cementing the

well, and we think that formation damage in the mud system

a major factor in damaging these formations.
0 Mr. Thompson, is it vour opinion that

there's at least reasonable expectation of obtaining commer-

to—

cial production from each of these zones which you've discussy
A Yes, with what we've interpreted, commert
cial prcauction from the both the basal Penn sands as well. as
the pre-Mississippian dolomites.
0 Now, as to those two particular zones,
also the San Andres, also the Abo, would you please state
for the record what you would anticipate, natural gas pro-
duction or primarily oil prodﬁctiqn from each cf those zonés?
A, 1 w5uld anticipate natural gas productioq
from each‘ofkthese zZzohes -+ or excuse me, the San Anﬂres -
I'l1l start from the top. We'll go from ybunger down.

San Andrés I‘wou1d anticipate oil pro-
duction. Many of these wells that have been drilled-in the
area, particularly to the west, have had oil shows through
the San Andres, and the operators that I've talked to have
felt that with the pressures in the area, the permeability
in the carbonates in this area, that these are - we're

talking about 3 to 5 barrel a day San Andres oil wells,
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South, Range 25 and 26 East, downi to Township 7 South, Range

to the development of the Abo Sands in the well in Section 1
- of Township 9, 26, Range 26, and the Campbell Well in Section

7 of Township 9 South, Range 27 East, that a west half loca-
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The Abo Sands are a‘littlc of a higher

risk in the particular -- in the localized area we're at.
The sands that are present that have bad shows, even in the
Eastland Well, have looked to be rather shaley. Now sometimés

this shale effact can be just radioactive material in the
gsands, making them look shaley, but if you look at the good

sands in the main Abo trend and all the way in Township 4

25 and 26 East, these sands lookh real clean in the gamma rays
and they have good gas crossover in the neutron logs.

So I feel that at the Abo location due

tion\for pfimarily tﬁe Abo, speaking only of the Abc, would
be a iower risk location than a noxrth half, due £o,i£s better
development of the Abo Sands in the Eastman Well in Section
13, and in the Elk 0il Company well in Section 24, Township
9 South, Rahge 26 East.

Now I expect gas production from these
Abo Sands but the fisk is higher that these would be commer-
cial.

I expect gaé production from the basal

Pennsylvanian sands, and as far as the type of spacing in
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Section 18 for those, I wouldn't -- either onc would be about
the same risk, 1 would think.

And that would hold true for the pre-=
Mississippian dolomite also.

Now, that was -- Fred Poole completed hiT
well in the Eastland‘State No. 1 from the pre-Mississippian
dolomite, which was a gasvcompletion. So I would have to go
along with a gas completion in that well, too, although this
pre-Mississippian dolomite is o0il productive in the -- in the
area and they didb‘t,—— they didn't run any drill stem tests;
they just completed it. They haven't had any oil yet that--
I've heard that maybe we're just looking at é gascap.

0 Mr. Thompson, with regard to the risk
of drilling these types of wells, have you‘been inyolved in
the drilling‘of a ﬁumbef of wells in southeastern New Mexico

during your tenture as a geologist?

A Yes, I have.
Q. And are you somewhat familiar anyhow
with the -~ with the risk involved in drilling these types

of well as to the possibilities of losing holes and so on and
so forth?
A Yes, I am, and I think the largest risk

in this area is to whether your formation is going to be

there_or not.: Both the Lower Siiurian and the Ordivician
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units are,vas well as the Mississippian, are truncating out
over low reliéf structures in this area, and I think .there
is some risk attached to -- to our proposed location.

0. Could you comment at all on mechanical
risk involved in drilling the well?

A, Well --

0 I gquess what I'm getting at, Mr. Thomp-
son, is it risky to drill a well to 6000 feet, roughly, as
yOu‘discussed?

m- Yes, I think it is, as far as completion
problems, which is twisting off pipe or —- or geﬁting'stuck
on drill stem tests is a big prroblem, because these shales
in ehe Penn blow out into the wellbore and the -— if yeu're
running drill stem tests that's one thinq that's eaéily a
good way to -- it would be fairly common to be stuck on that
and raise the cost.

0 | In your experience, Mr. Thompson, the
deepe;, as you drill deeper do you normally experience more
risk of losing the well?

A Vee,

0 ~ Are yoﬁ familiar, Mr. Thompson, with ghe
statutory peﬁaliy inrthe State of HNew Meﬁico that's involved

in compulsory pooling which allows recovery of costs from
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A, | Yes.

0. Are you aléo familiar with operating
agreemenﬁs and relatinq to other wells drilled in southeastern
New Mexico and what the penalties range on bperating agree-~
ments?

A Yes.

Q Could you please state basically what

the penalties range?
MR. JARAMILLO: If I might =--
A » Vlell --

MR. JARAMILLO: If I might interpose an
objection to this particular question.

First of all, £he statutory penalties
has been referred to. 1 find no reference to penalty in that
particular statute and I believe each case is one to’be de-
cided on tﬁe facisﬁbyrﬁhé particular COmmissféh, and my
feeling is that any generalization over unspecified contracts
is irrelevant and not material here.

| MR. STRAND: Mr.\Examiner, I may have to
rephraée the guestion Lut I think it is relevant as to what
people entering into voluntary operating agreements relating
to wells, for noncdnsent dperations under those operating
agreements, feel the risk penalty should be.

MR. RAMEY: Why don't you rephrase the.
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to consent in the drilling of additional wells or the reworki
of ‘Wwells?
A Yes, uh-huh.
0. ' " And are you also familiar with the per-
centages in operating agreements in soﬁtheastern New Mexico
- that are quite often utilizedbinAtheée operati%g agréements?
A. Yes, I am.
0 Would you please state from your knowled

question, Mr. Strand, and seé if we ~--
MR. STRAND; See if we can get it‘

straight? |

0. " Mr. Thompson, are you familiar with the
s;andard fggﬁ#operating agreement that's used élmost exciu-
sively in southeastern New Mexico?

A I have read the -~ read it over before.

Q. Are you aware aad are yoﬁ -~ of the féct
that there is a provision in all of these operating agreemenf

that provides for a non-operator working interest owner not

in general terms what £hose venalties range from?
A I would --
MR. JARAMILLO: Mr. Examiner, again, I
would have‘£d impose an objection. Mr. Strand himself at thg

outset of this proceeding said therg‘s not ever been a pro-

Ja

" ceeding before this Commission that he was aware of where the
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facts in this particular case arose, which is not a penalty

for not golng along with the entire projcc£ but one where
we're willing to go along with a certain percentage.

T¢ simply generalize what the}range of
standard penalties are in a case not berore the Cormission
simply has no relevancy or materiality to the decisior the
Commission must make on this case.

MR. STRAND: Mr. Examiner, I'll withdraw
that question and ask another one.

MK. RAMEY: All right.

Q Mr . Thompson, I have here an operating

»

agreement that's designated, I belicve it's Exhibit Number

~

Two.

A _Uh*huh.

o I am referring to page five of tHat
agreement.

A, Yes.

Q. Wwhich in this particular agreement was

to cover all of Section 18, as Mr; Hall testified to.

el — -

oOn raoe five undcer Subsewiion B, Supse-
quent Operations, under paragraph (b) there's a percentage
stated. Will ydu piease state that percentage?

MR. JARAMILLO: Same objection.

' MR. -BAMEY: This is, I assume, Exhibit
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2 Two that you're talking about?
3 MR. STRAND: Yes.
4- MR. RAMEY: I think we can have the wit-
5 ness say what is in Exhibit Two. | |
6 A, | That would be 300 percent. Do you want
7 me to read the --—.
8 Q. ‘ I don't know that it's necessary to read
X 9 the paragraph ip. I just want te get something in as to what
;% 10 at least some other parties that have executed this agreemeht
: 1n have agreed to.
12 With that, I need say no more. Nothing
{ 13 further on the matter. |
} 14 Mr. Thompson, in connection, again, with
| 15 the risk inﬁSlved in drilling this particular well, would it
16 be your opiﬁion'that the maximum statuiKWy risk penalty
17 | allowable QEEZOO percent would be appropriate?
13 #. Yes, it would.
19 0 - And you would request on behalf of the
: 20 applivant, Harvey . Yaies Cumpany, lhat sucii penaity may be
21 madéda part of any order entered in this matter?
22 ‘ A - Yes, Iwwould;
23 S o Would you also request that that penalty
| ﬁe made a part of any order whethe; that order relates to
25 compulsory poéling from the surface through the'Mississippian

Zot NN
.

oY
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or from the base of the Abo to the lower depth?
A. Yes.
Q | Mv. Thompson, were Exhibits Six and Sever

prepared by you or under your supervision?

A Yes, they vere.

MR. STRAND: I have nothing further on

direct.

MR. RAMEY: Any dquestions

son?

Let's take about a fifteen minute recess

(Thereupon a recess was

taken.)

MR. RAMEY: I had asked if
any guestions of Mr. Thompson and Mr. Jaramillo

that he was ready to ask some gquestions.

MR. JARAMILLO: I have a few ang, hopeF

fully, brief questions, Mr. Examiner.

CROSS EXAMINATION

BY MR. JARAMILLO:

Q Mr. Thompson, let me begin with the

structural map which you presented, I believe.

of Mr. Thomp-

there were

indicated
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A Yes.

0. What's the exhibit humber of that?

A, That's the Exhibit Number Six.

0. Okay. Was the basis of this map seismic

or is it subsurface?

A, Subsurface.

0. It's a subsurface map?

A. ‘Right.

Q All) right. Now, on any kind of a stfuc—

tural map like this isn't it always better in terms of ob-

taining narder and more clear information to verify it by

R Yes. In -- depending on control, it's -
the more information one has in a certain area, of cburse,
the better it is, but one has to look at economics, too, in
evéiuatiﬁg an area, and if a person feels confident with the
aﬁount of control he has in-an area without shooting seismic,
then it sometimes is.deemed unnecessary.

0 All right. 'Now this proposition that
§bu've just been talking about, I assume this applies in

terms of lessening risk of an oil and gas operation, that the

mate the pdtential for commercial progductivity., the better

off you are. Would you agree with that?
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A, Yes.
Q all right, and that should not only per-
tain to verifying structural maps by seismic but also having

production history from wells in adjacent or adjo’ih’lng sec~

h. A Yes, that's true deveclopmentwise speakinc_
but when we're talking abé;ut the expl;uraticn well it's a dif-
ferent ballgame and very seldom‘do you have even as much well
control as we have in this prospect in lots -- in other areas

0. Even in exploration, however, is there
not a standard that each operator would apély before entering
a venture where in protection of his own ‘interests and those
of other working interests are perhaps going to be impacted
by that, is there not a standard, some standa}:d, where an
operatbr will say I either do have or I don't have enough
data available to me in order to start out on this venture?

- Well, of course, we'd have to ~- I'd
have to answer that for our exploration manager himself, but
the way I feel that he would answer that is that we do have
our standards, bLut as far as a set standard, I wouldn't -- I(
would say we have no set stanidard. Ve évaluate~an area the

best way we feel possible and we run economics on the area

what informaticn we feel that we intérpreted having, and we

~



|

10
1
12
13
14

15

I
Joad

8

8

SR AVAT T

g0 from there.

0. And it's not unusual in the oil and gas
industry that working interest owners looking at the same
basic data will come to éifferent conclusions as far as
measuring the risk that they‘re willing to accept in certain
ventures. Would you agree with that?

A, Yes.

0. Now, what is an objective zone, I believé
you £eferred to that in your testimony on direct?

A. That would be one-- zones that we feel

have commercial production.

0 And what, wonld you define what commer-

ulal‘érodudtlon is as you've test1f1ed7

Ai That‘would -- that would be productlon
that is economical to our company to -- to drill a well for
the reason of drilling a well and penetrating.

0. Would that be recovery of costs plus a

fair rate of return?

a. It would involve both of those, yes.

o . As well as --
: A . As --
Q. * Excuse me, go ahead.
A "~ As well as other factors, such as we

have several different forms that we go9by. One is what we
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call a risk protile, and of course that involves your forma- -
tion being present, the type of reserves that you expecE in
tha“. fbrmacion, the amount of risk of the actual reservoir
rock being there, and the TD of that well as to AFE costs and
costs of operating the-well, and when all these are put to-
gether and analyzed we determine how much of an interest we
would take in a prospect to -- to be -- to have a profitable
gain for the company.

0 All right. Well, the ultimate goal of
these factors that you're talking about, though, however, is
for you and joint interest owners in the property to recover
the cost expended, of course you want to do that --

A, Yes.

0. ~-- as wéli as make a fair‘rate‘of return
on your inyestment, correct?

. : Yes, and the line hetween -- well, rate
of return would be -- would be more standard than amount of
profit. Some compahies, you know, would have a different ling
for the retﬁrn on their profits. In other words, their pro-
fits in other companies, I would -- I would imagine.

Q ; Okay. Now do you consider these factors
that we've been talking about in developing your objective
zones?

A, Yes,
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) A1l right. You've indicated in your
testimony today that the Mississippian is not itself an ob-
jective zone of Harvey E. Yates and Comp&ny in making this
application for unitization.

A That's correct.

0. You've indicated as well that there's

been no production reported from the Mississippian formation.

A That's -~ that's correct, in this imme- ~

diate area.

0 All right, so why are -~

A, That under this prospect there would not
be Mississippian production.

Q Wwhy then have you applied to this Com--

mission for uniti:zation up to and including the Mississippian

‘formation?

A Well, that needs to be revised to indi-
cate to penetrate the pre-Mississippian dolomite. We had ad-
ditional information that we received since that time to war-
rent us to rephrase that to pre-Mississippién dolomite.

It doesn't make any difference as far as
the cost cr AFE on the well because 7D would be the same.

0 - Would you explain what TD is?

A . Well, our proposed total depth of the

" well; what your AFE costs are based on; part of what they're

-
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based on, would be the depth of the'well.“

0. In ahy event, some information has re-
cently come to your attention to lead you to conclude that
there would be no production in the Mississippian formation at{
the location where this proposed well is --

A That's correct.

0. -~ to be drilled?

Now, with respect to the increasing risk|
factor that you also testified about, that as you drill
deeper you increase your risk, is it not true from your ex-
perience and knowledge as a pétroleum geoloéist or a geolo-
gical engineer, that there ié 51so a balance that has to be
struck in terms of risk versus the anticipated production
that one can reasonable expect to obtain in entering into
a venture such as this one?

A Well; that's correcﬁ, and it's a --
quite a range of difference. You may have very low -- and
it's mainly involved with number of reserves versus 1 guess
it would be risk, and of course, a high reserve type well
versus a high risk ﬁill sometimes come out economical where
a low reserve well versus a high risk would not, or a low

reserve versus a low risk would, you know, and those ranges

0 Is it your opinion as a geological en-

(%
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gincer that there are commercially producable reserves of
0il and gas in the Abo formation at the site where this pro-

posed well is to be drilled?

A 1 would say that the chance of depending
only on an Abo well on this location would not be economical

when the risk in involved, under including both risk and re-

serve.
0 . Let me ask you this in two stages, then.
A Uh-huh.
43 First, are there reserves of oil and gas

in the‘Abo formation at this location?

A There -~ I have reserves estimated but
the -- under the economical line as to being a commercial
Abo well.

0 Wwhat is the proposal for this particular

well in terms of more than one completion inla different form
ation, do you know?

A No, we wquld -- we generally would, for
the sake of making better Completions, we would -- I would
almost guarantee that we would make‘a comﬁietion out of éhe
pre-Mississippian dolomite first, produce(it, and then come
bh up to the basaITPenn Sands rather than ruﬁning Two siiingg

of tubing in the hole and having all kinds of mechanical proh
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‘ how that would be done, but that's how we've been doing it

the Abo a western half location would be better than noxthern

So, you know, I can't really say for surd

recently.

0 Is there not set proposal, then, that --

A There would be =- tnere would -- I'm not
surs. We'd ha&e to taik with the manager on that.

Q. All right, you're not‘prepared'to testi~
fy hervre todgy about that?

A Not really, not as to what we actually
would do, if we'd maﬁe a dual completion or a Single comple-~
tion and thén plug back and come up to the next highest

horizon, next lowest horizon.

0 All right. Did you not testify that
there is a 16wer risk in obtaining a commercially producable
oil andrgws at this locaticn frem the Abo formati
£he ﬁorth half of Section 18? Was that not yourxtéstimony?j

a.. Yes.

0. all right, so you do anticipate some

production from the Abo formation in this well?

A I would say if there is production from

N

half, according to how this sand development is -- the sand

in the Abo is developed in the offsettiﬁg wells.

0 ~ all right, I --
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A There's no sand up to the nortih in Lhc

Fred Poole well.

0. I detect some ~—-
A No commercial sand, 1 should say.
0. I detect some hesitancy on your part to

conclude on a reasonable basis, let's say, that there are

commercially producable volumes within the Abo formation

vnder this proposed well..

A, .I would say that witﬁ tﬁe risk involved
economically productive Abo gas would be -- or production
from the Abo Sands would -- wéuld, accotding‘to our'énélysié]
at Harvey E. Yates Company, come on uneconoriical.

Q All right. Now, does not your risk in-
crease the deeper that you drill for oil and gas reserves?
Was that nbt your £estimony?

A ) The risk as far as mechanical problems
plus, well, in this area, lower Ordivician rocks, because
they're right ir an area where they're being truncated and
they come and‘go a lot quicker than,‘for example, an ABo reef
trend, which is, you know, more of a continuous carbonate
trend which you can follow for, laterally, for several miles.
The#e are problems with that, too, but, you know, that's a
lot less of .. risk type venture than ~- than these others.

But of course, right where these iower
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2 ordovician rocks are pinching out are where good traps arc

3 developed, too, so that neips your reserve estimate, to ;hat
4 palances the risk out.

‘5 0. Let me have you agsume thét befote this
6 hearing is over there will be some testimony that there is &
7 reasonable probability of there bginq commercially producable
8 yolumes wiéhin the AbO formation under the proposed’wcll>site
9 here. IS it not true, if -=- let me have you assume that as
10 . fact; that one of the risks that you have in drilling below
1 the AboO formation would be risk of 1osing the Abo well alto-

12 gether?

13 . A. Well, of coursey there would be =~ every

14 foot you 9°© after a hoxizon that your potential after, Yo
15 know, that would be true for anything, and any deeper yoquo'
16 1 in a well thefe‘s more of a chance of having something 9o

17 wrong with it.

18 0. Al). right. Are you familiax, Mr. Thomp-
19 son, of that kind of problem occurring within the vicinity

20 of £he wellsite here in Chaves County within the 1ast_yeér or
21 two years?

22 A Well, I knoW from our experience in the
23 ouer to the east Qf this area; southeast, 1 should saY¥: in

24 the nor thern Lea County, Whererthe;e Pennsylvani"n gands are
25 developed, there 1is some commercial risk drilling through

#
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2 ﬂihese, as well es the permian shale in the Wolfcdip formation
é 3 mainly . where you had trouble runninq logs pecause the shales
E 4 had washed out in your nole, and you have rrouble runnindg Qrili
5 stem tests because of the shale'problem. Ané you have lost
6 ciculation zones in the Pennsylvanian carponates that were 77
L that sometimes pipe will get stuck in and raise youx mechan-
8 jcal risk problems.
9 Now as far as the Abo goes: {'m not as
10 familiarx witn the —7 wifh the risk of mechanical risks in the
n abo. ‘ \
12 3 | okay.
13 ‘ A . As I am with the lover horizons.
14 0 in tenms of trying to decide how deep
15 you should drill a well, what the estimated production of oil
i6 and gas woé]d,be,_is it not tyue that one would put more
17 emphasis onaa well which is 1oce£ed in‘an adjcinind area éf,
18 the test well than one that would pe located"farthcr‘away?
19 As a genefal‘principle is that true?
20 A 1 don't unger -~ didn't understand that
n question. |
22 | ’Q well, let me —7 let me‘kind of set it
23 A out with a foundetion'qqesticn: You do 1o0kto the productiorf;f
‘j?4 in other wells in the same area in making a decisicn what : B
2 l to drill and how far to drill it. - 1;P

R
e
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A, That's correct.

Q £11 right, you lock at the prodqctinn
from those wells, is that correct, the production history?

A That's correct, in the local area as well
as the regional. trend.

0. All right. ©Now, the p;oximity of the
wells that you use for comparison, that has some relationship
to what you can reasonably expect to find in the test well,
as opposed to using a well that may be farther away, is that
true as a general proposition?

A Generally, unless you have reason to
believe that what you're looking at, such as a sand or a
channel, is more’apt to be developed in the ~- in the area
under your proposed location than it was in the offset wells.

0. ,\ Okay. Let wme refer vou iu - your at~
tention £o the well that I believe you testified to in Sectiop
13, which is to"ﬁhe east, I believe, of the proposed unit.

A | To the west of the unit.

0. To the west of the pfoposed unit. That'k
the Eastland State No. 1?

A ‘ That's correct.

a - Itfs your testimony that in looking at
the-production history, or it was reported to you that that

well was completed for 632-million cubic feet per day. Do

R




1 61
% 2 you recall that testimony?
3 A That's 632,000,
. L A A
4 0. 632,300 - ;
5 A. Yes.
6 0. -- cubic feet per day.
7 A Rignt.
8 0 All right, now is thatbcalculated at
2 aﬁsolute open flow?
10 A I pbeiieve -- I don't know for sure on
1 that. I can't answer that for sure but I think it was. Let .
12 me look at my ndtes that I have in here.
13, I don‘t‘believe that was a COAF reading.
14 I think it was initial production flowed, so it's an IPF.
15 V Okay, SO -~
16 A so I woald imagine that a COAF would be
17 highér.thanvthat.
18 o ‘Well --
» a - A regular 4-point but -- but I'm not
2 sure on it.
2 c. a11 right, vou're not certain about
2 whether it was calculated absolute open flow or not?
- B A "~ Well, I just, you know, initial product ion'
flow.
25 o o all riéht, let me then just have 'you = I
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assume that that is calculated absolute open flow.
A I would guess that it isn't. I would
guess that it would be just a flow, an IPF.

0. All right.

A Not CO0OAF.
Q0 Let me just have you assume to the con-

~

trary for purposes of my question, then, --
A Usi=huh.
Qo ; -- and we'll leave that establishment
for scme further evidence.
The actual gas which delivered would be
less than 632,000 cubic feet per day if it was calculated at

absolute open flow, is that correct?

A. The yas per day would be less than the
600, yes, that would be correct.
0. _ All right, when it's attached to a pipe-

line you're going to get less than absolute open flow of this

gas.
A Yes.
Q All right, and is it your ééinion tha;
if it is 632,000 cubic feet per day produced at that well
in;Séctjon 13, tgét‘oncevit's put into ghe‘pipeline that

will be commercially prodiicable?

A I think it will if combined with the
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techniques that we usc to complete our wells as operators,

as well as the pressure data that we have, which is very

limited up to this point. Two of these wells aren't even

"hooked up to the pipeline yet.

Q ~ Have you computed what this would amount|{

1

to on a per HMcf basis?

A v Per day?

0. Per day.

A ‘I haven't personally myself.

Q Do you have an opinion as to the apprc-
Ximate ambunt per Mcf that that woﬁld be?

B ‘ I would say probably ;- I bélieve that
this one has -- has —-- is stabi;ized at around 300 to 400,060

a day now, and that would be from information gathered from,

let's seé, what Mr. -- Mr. Kelly with Fred Poole.

0 That's where you obtained this informa-
tion?

A Yes, well, part -~ part of the pressure

information, yes. John Klee, I'm sorry, K-L-E-E,

0. Okay.
A. Tohh Kleo,
0 You did not verify the 632 in any re-

cords of the 0il Conservation Commission?

A No. That's the -- I don't know if they
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_have reccived theose yet. That's what they had on their --

on their form, completion form, that's labeled -- let me get
that. The Form C-122, and that's to the New Mexico 0il Con-

servation Commission, so they probably have that.

Q Okay. 1In yonr Cpinion if this were

"632;000 cubic feet per day calculated at absolute open flow,

and let me have you assume that the costs being projected for

this particular well were computed as against this amount of
productivity, would it be your opinicn that if that per Mcf
amount cost versus production were in the range of $5.00 per

Mcf, that that would be a commercially producable gas?

A Yeg. .
0 At $5.00 per Mcf?
A Yes.
Q. Okay.
‘A Especially at 6100 feet, 6200 feet, I

guess, where these sands would be at, and really the Fussel-

man would be at around 6 -- let me look at the cross section
here -- we're looking at a depth of 6100 feet. So at those
depths and at those gas prices, yes, it -- I'm sure it would

be econonmical.

0. All right, you're saying that at $5.00
or so an Mcf a producer could sell his gas to a pfﬁeliné and

recover his costs and a fair profit?

L L B AN o e
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A . I would say‘to my knowledge, yes.
You're talking about, for example, a tight reservoir?

0. | I'm talking abcut what the estimation is
in your opinion of what would be produced at the test well
here,

A I'm not sure if this well is classified
as == or this formation is classified in fhis area as $5.00
gas, are you?

0. ‘ No. I'm asking if there's a fair com-
parisdn, though, that can be made. . You've relied on the
data from the well at Section 13 --

a. Yes.

Q0 - to support your opinion that there
are producable quantitie; of gas at the ptdposeg site in Sec-
éion 18.

A Uh-huh, that's correct.

o I'm asking you whether or not there is
a valid comparison to be made there.

A I think there dre commercial gquantities

of gas to be made in the well in Section 13 from the pre-

Miasicainpian 7
innmian o

.
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[ And from that you're basing your opinion

~on the proposed well in Section 18

A In Section 13, you mean? The well that
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was drillea?

0 No, I'm talking aboug the proposed well -
A, .~ Right.

0 . == here.

A Okay, that's -- that's what I'm tﬁlking

about, is that proposed location,
Q. Hlave you been involved at all in the
negotiations between Yates Petroleum or the Yates Company and
" A No, sir.
o ‘ In this matter? Have you been consulted
on the matter?

A I, yes, I've consulted on portions of

the matter, that dealt with me.

Q. "~ All right, were you --
A And my work.
0 Were you made aware. of the reluctance.

of Viking Petroleum to participate voluntarily in the drillin$
below the Abo formation?

A, Yes.

0 Did you provide any information to Yates
to substantiate its position that it was reasonable to do so?

A, , Yes.

0 Do you know, was that in any kind of
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variables that we have estimates of for -- it's called a risk
. profile, is what we call it, and it involves econonics -- it

67

written form?

involves production as well as risk.

And this was presented to George Yates
and with £his information he analyzes it and decides on the -
is the well being commercially -- commercial for us to drill

or not to this depth.

) All right.
A . To test this formation.
0. You also advised him, I assume, somewhere

in the course of your working for him, that there is no, in
your opinion, producable volumes of gas within the Mississip-~

pian formation.
A. Right.

MR. .TARAZMILLO: I believe that's all I

have, Mr. Hearing Officer.

MR. RAMEY: Any other questions? Mr.

Nutter?

QUESTIONS BY MR. NUTTER:
0 Mr. Thompson, did I hear you make a

reference to Abo production in Section 77
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K No, sir, that well, with the information
I have from the logs and the mud logs and the geologist whoﬁ
worked coi:i that Qell, I ﬁelieve that the Abo Sands would be_
noncommercial in that well, the Campbell No. 1.
0. | There is some slight development of the

i.bo Sands compared to the well to the left on your cross sec-

tion, however, isn't there?

A, Yes, there are compared to the -- at
first the well in Séctibn 1, now, let's see, the Byron, yeah.

0 I'm compéring the Plains well to the
Fred Poole well. The Abo appears to be slightly more develop

in the Plains well.

A, Slightly better developed in the Plains

than the well in Section 1, correct.

0 So neither one of those wells -- you

mean the well in Section 13.

A ’ No, I think the Abo Sands in Secﬁion 13
are -- are better develoved and have a better chance of being
commercial than those in tge ~- the Abo Sands in Section 7.

Q. I see. Okay, now, apparently thé Plaing
well i completed in the bhacal Pennsylvanian, is that i+?

A That's correct, basal Penn Sand.

o Aﬁq y@ﬁ do héve Mississippian‘section

present in that well.
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A Therd's a small Mississippian section
present in the Plains, ves,
Qo MNow, in the -~ in the Yates Petroleum

well in 3ection 14 --

n. Uh-huh,

0 -~ you also have abéut 60 to 75 feet of
Mississippian section there.

A That's correct.

Q. But on your cross section you show Mis-

sissippian pinching out.

A :Qﬁat's correct, in the Eastland well.

0. In theEéstland well.

A Yes, sir.-

Q And aléo at the proposed location.

A, Correct.

Q‘ Now on your stick diagrém of the préposeé

location you show this proposed well going down to what I

interpret to be the Ordovician or the Ellenburger.

A That's correct.

0. In between the dotted lines there.

A. Uh-huh,

0. But the application is for pooling down

to the Mississippian. We're not even talking about pooling

‘the formations that you're projectihgd%he well to, then, are
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we?
A No, we'rc talking about going through
the -~ at least into the Ordovician, correct.
Q So what are we going to have to have,

another hearing to émend, or another advertisement, at least,
to amend the application, Mr. Strand?

MR. STRAND: Mr. Examinexr, as Mr. Thomp-
son testified to earlier, scme of this in%ormation came to
his attention after the application wés filed, and réa]ly just
within the last few days, which now indicates that the previou
total depth tﬁaé we had indicated on the AFE is reélly in the
Ordovician as opposed tc the Mississippian, and it was my
intention to go ahead and put on the evidence that we have
relating to the Ordovician and then request a readver isement.

MR. NUTTER: Well, nérmally in the coursd
of these proceedings we can't enter an order until there has
been an advertisement giving us jurisdiction over what we're
doing. 1Is this going to hold you up as far as the deadline
on December lst for starfing thisAweil?

MR. STﬁAND; Mr. Nutter, we have no
choice, really, anyhbwibut to put a cable tool fig on the
location and go ahead and hold the lease for that period of
time. In fact, it's my understanding that a cable tool rig

is being moved out:there right now and we,’ of course, will
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get that squared away with thce State Land Office and their

requirements, but we're doing that right now.

MR. NUTTER: T see, so the December 1lst

deadline is not as critical as it mignt appear to be, then.

MR. STRAND: Not really, no, not really.

0. ~ Mr. Thompson, on this Eastland well --

A, Un-huh. |

0 --~ down there in that perforated intex~
val --

A. Yes.

0} .. == there's no -~ you don't see any lime

there at all. It's —-

A No, that's dolomite.

0 There's just a complete absence of the
Mississippian lime‘in that well.

A That's correct. The'mﬁd-log on the --
on the J. R. Smith at 6020 to 6065 is a lime and that's
verified oﬁ the mud log as well as personal communication
with geologists at Yates Petroleum.

Now, after obtaining information on the
Eastland State No. 1, usually on a neutron -- well, with
Schlumberger it's formation density -- when you go -- when
you drill into a dolomite your neutron curVe and your den-

sity curve will show some -- some pretty good separation, as




AT

L - - S B - T Y -

10
11
12
13
14
15
16
17
18
19

21

72
it does in the Eastland well,

And after Qerifying with the geologist
that worked on this well, Hr. ﬁllen, who's a consultant gecolo-
gist in Roswell, that was true. They had bhasal Penn Sands
sitting on pre-Mississippian dolomite, and there is also evi-
dence for a structure being there due to that abs~'ice of the
Mississippian where i£>was shaved off but was structurally
high at Mississippian time.

Q. ’ I see.

MR. NUTTER: I kcoli:ve that's all.

MR. RAMEY: Any other quéstions of Mr.
Thompson?

MR, JARAMILLO: I have one further ques-
tion, if I may, Mr. Hearing Examiner.

MR. RAMEY: Okay.

RECROSS EXAMINATION

BY MR. JARAMILLO:

Q Mr. Thompson, I overlooked asking you
before with respect to the Plains Radio well in Section 7 --

AR Yes,

0 H‘M -- do you knowvhow’much_gas that well

has produced? ‘Since its completion in May, I believe?

A No, I'G better not answer that to be sur?.
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That questi‘oh should be directed to someone else-or to me at

Yates Company.

He may be excused.
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a different time when I can find that out.

I believe that's the only one that's
hooked up to the pipeline right nbw, though,

MR. JARAMILLO: That's all I have.
Thank you.

MR. RAMEY: Any other questions?

MR. STRAND: Mr. Examiner, I would move

the admission of Exhibits One through Seven for Harvey E.

MR. RAMEY: Exhibits One through Seven
will be admittegd.

- Does that conciude yoﬁr -

MR. STRAND: Yes.,

fiR. RAMEY: L haven't excused the witnaessd

Do you want to put your witness on, Mr.
Jaramillo?

MR. JARAMILLO:. Yes, Mr,. Examiner. On
behalf of the intervenor in opposition to this apélication,
we would éall a witness, Morris Ettinger.

These are our proposed exhibits,

T e
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MORRIS I}vETTINGER
being called as a witness and beingmduly'swcrn upon his oa%h;
testified as follows, to-wit:

DIRECT EXAMINATION

Q. Would you state vour name, please?

A © Morris Ettinger, E~T-T-I-N-G-E-R.

e Mr. Ettinéer, what is your business ad-
dress?

A , I+'s 1050 - 17th Street, Denver, Coloraddg,
84265.

Q What is your business or occupation?-

A I am the ekploration manager for Grynberg

and Associates.

Q All right, how ldné,have you been so
enployed?

A. FPor about three years.

0 And what is the general nature and séope

of your duties in that capacity?
A, It's exploration and production of oil

and gas.

0 . and would you describe what Grynberg

and Associates is, please?

J
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Q. All right, how long have you been so
"~ emplioyed? !
A, For about three years.
0. _ And what is the general nature and scope

‘and gas.

HEST AVAIL A3 F iy 74
MORRIS I. ETTINGER

being called as a witness and being duly sworn‘up0n hig oath;-

tcstified as follows, to-wit:

DIRECT EXAMINATION

BY MR. JARAMILLO:

0. Would you stéte your name, please?

A. » Morris Ettinger, E~T-T~I~N-G-E-R.

0. Mr. Ettinger, what is your pusiness ad-
dress?

A. Tt's 1050 - 17th street, Denver, Coloradd
84265. |

0 Wwhat is your business oOr occupation?

A I am the exploration manager 1Lor Grynberg

and Associates.

of your duties in that capacity?

A. Tt's exploration and’ production of o0il

0. And “would you deécribe what Grynberg

and Associates is, please?
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A, Grynbery and Associates is a private --
privately held company,-and engaged in oil asnd gas explofatibﬂ
and production.

It has ventures throughout the Rdéky
Moﬁﬁtains; southeast New Mexico, Mississippi, and other placed

0. All right, and would you éxplain for the
Commission what the relationship is between Grynberg and As- -
sociates and Viking Petroleum?

A ' We have a number of -joint ventures in a
number of states, and this is another case of joint venture.

| 0. All right, and what is your relatienship
to Viking Petrcleum?

A, I am agent and consultantcof Viking.

0 All right. Mr. Ettinger, héve you ap-
peared and testified before the 0il Cénservation Commission
Oit prior occasioens --

A. - Yes.

0 - -- with respect to matteré of geology in
connection with prdpertiés in scoutheast New Mexico?

A, Yes.

é " All right.

MR. JARAMILLO: Mr. Examiner, we tender

the testimony of Mr. Ettinger as an expert witness.

MR. RAMEY: He is so qualified.

e i
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5 2 0. Mr. Ettinger, so that I can focus your
3 testimony on what I belicve arc the true issues in this parti-
4 cular case, have I stated the position in opening statement
S here of Viking Petroleum accurately, that number one, we would
6 accede to the choice of Yates Petroleum in unitizing, with
7 some exceptions I'11l talk about, the west half of Section 18?
8 Is Viking in accord with that being the -- at least on the
9 surface, the unit that should be unitized in this case?
10 A ' We'll, yes, Viking will agree¢ tc that.
11 0. All right. Now, as I understand the
12 disagreement, it is only with respect to how far the test well
B that's being proposed on the unit should be drilled, is that
14 correct? . |
15 A Correct.
16 0. | Ali right, and Viking is taking a positidn °
17 that ghe drilling of the well should not -exceed +he base of
13 the Abo formation, is that correct? ,.
19 A Yes, only I'1l add at this time. | 5 ;
20 0. All right, and what is the basis for tha% f .
2 particular position? Efz
22 A. Informatiogi in our opinion, this area
- 23 Cis very sketchy. I"fhink the previous testimény showed that.
u ~ There, is a confusion as to the formatibns,_what is what form-
5 atién; and the déta is not readiiy'avéilaple,’éﬁdfwe feel
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that at this time to go ahead and spend this extra money with
very little information, very unclear information, isc waste

of money.

vVinat we prefer to do is drill to the Abo.

We recognize the fact that the leases are about to expire and
the well should be drilled. We think that fan Andres and Abo
are gcod objectives, and as far as the deeper objectives, we
should study, wait for more préduction history, and if we
find it, I don't know, in six months from now, justified,
we'll drill., |

0. All right, Mr. Ettinger, let me go throug
this data that we're talking about on a step by step basis,
if I may, and let me refer you to what's been marked as Ex~
ﬁibit A before you, and i'll ask if you can idenfify that?

A Yes. éxhibit A is basically showing the
area in ¢uestion, showing Section 18, the leaseqbwnership,
the proposed location, and the other wells drilled in the
general area.

Q All right. In terms of the data that
you're talking about that you feel is incomplete at this
time, what relationship does Exhibit A bear to‘that data that
you've referred to? What is the significance of this docu-

ment.?

th

A, Well, we see here that recently, 1 would
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say in probably the last year or less, four wells\have been
drilled.

0 Could you refer to those?

A Going from north to south, there is one
well that was, asAI understand, just completed in Section 1
of Township 9 South, 26 East; another well is in Section 7
of Township 9 South, 27 East; another well is in Section 13,
Township 9 South, 26 East; and another well is in Section 24
of Township 9 South, 26 East,

0 All right, are these éll wells that have
been pompleted of recent times?

A Yes.

0. All right. Now, let me refer you to
what's been marked as Plaintiff's Exhibit B, and ask you if
you can identify that, please?

A 'Yes. This is a copy"&ﬁ»the producing
section in the deeper formétion in the Fred S%ole Eastland
State No. 1 1in Section 13,

0. Alldright, that's the well that appears
on Exhibit A with a checkmark?

A, That'é correct.

0 All right, where was EXhibit B, the in-

formation gontained on this document:obtained?

A This is the -~ we were able to receive

I
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0. All right, explain what this log is,
first of all, Mr. Ettinger.

A The log is the Jompensated neutron den-
sity log on the righthand side and on the lefthand side it
shows the gamma ray and caliper log.

2. All right, and if you could, explain the
significance of this document with respect to the well in
section 13 which you have reference to. |

A, ' Well, it ‘shows that the interval from
6072 to 6082 shows porosity development and this is the zéne

that was perforated in this well.

‘Our information, which was obtained from
the -~ and I must say by telephqne ~- from the 0il and Gas
Conserﬁatioh Commission of‘New Mexico, indicates that éhis
zone was completed for 632“quaper day of caleulated absolute
open flow. ”

0 . All right, that's indicated over on the
righthand side about the middle of Exhibit B?

A ‘ Théﬁ's right.

Q All right, is that the same figure that
Mr. Thompson had reference to frdm the same well —-

A i Yes, the same number with different

classification, so, simply I think that the exact figure is
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not known to us. |
0 Allbright, it's your information from the
Commission sta€f that this was calculatea at absolute open
flow?
A . This is the information we received over

the telephone.

0 ~ Okay. Now, you've put some particular

focus on the well in Section 13. Why is that?

A ‘ Because it's so close to the prouposed
location.

o] All right, in the adjoining section.

A - Yes, but it‘'s only about 1300, 1320 feet
away.

Q 1320 feet. All right, Mr. Ettinger, the

632 Mcf per day that's depicted on Exhibit B, what is the sig»
nificance of that to you in terms of commercial productivity
of this well in Section 132 |

A If this is the calcuiated absolute open
flow, I would estimate that the deliVerability‘of this:zone
won't be more than 100 to 150,000 cubic feet per day,land
the real quesﬁion is how long will it stay at this level.

90 All right, what is the basis for vour

opinion?

S

A. It is experience in the general area.




A

ok e eh ek ek
© & 2 & B = 8

18

19

21
22
23

X

V-TEE- TP R S Y S~ I O

A ST Ay ey 31

Q All right, in other words, the absolute
productivity this -- this absolute open flow is diminished
considerably by the time ynu attach it to a pipéline and its
gas is actually delivered to the pipeline? |

A. ; Well, the reason is very simple. When
we measure calculated absolute open flow, we really have no
béck pressure; it's open to the atmosphere.

When we have a pipeline you do have a
certain pressure in the pipeline, which could bpe 100; 150, or
even mOre; and therefor the deliverability would ne less.

0 All right, in your opinion is the amount
of gas produced as depicted bn Exhibit B in this well in Sec-

tion 13 of commercial productivity?

A I would say, at this stage, 1 would say

"no, unless we have some production history to see that the

decline is not there ur what is the decline.
Q. Aand what inference or conclusion, if any
can you draw with respect to the proposed well in Section

18 from the information you've gathered from the Section 13

well?

A " We have the —— this zone, this déeper
zone, how compercial it is is very questionable at this time,

and therefor we don‘t think it justified to risk additdocnai

somethinq;iﬁ the order of $250,000, plus the possibiiity of
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iosing the gntire hole, at this time.

Q.

to Yates and Company in th

A

yates but it's my understanding that Mr. Grynberg discussed

thig with then.

Q.

All right, was this position made known

"~ petween those two companies?

1 myself

All right, you expressed your opinion on

this matter to Mr. Grynberg?

A

Q

Exhibit € and ask if you can identify that, please?

A

concern, and as 1 mentioned before, there is quite a lot of
confusion as to the various position formations, but this 1is

a ~- information from a well that we -have this information,

yes.

Now, let

Yes. Ex

which is located something il

west of this proposed jocation, and this is an example of a

reservoir with similar thickn

in which it shows on the log, even, a much better development;g:»ﬁ

than we see in this adjoining well here in section 13, the

Eastland well.

Q

A

well, this is, again, 1 cannot 3ay

¢ negotiations which have transpired

BEST pun 82
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did not talk to a repreéentative'

me refer you, if I might, to

hibit C is simply to show our

og to the north and

po
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ess and this is the Penn sectioﬁ'f
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4

All rignt, is this also a Penn section?é'fi""
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or po at this point, bﬁt roughly speaking thiévnga deeper
horizon and it's somewhere there.

0. All right.

A. And what we see here, that this well was
tested for 1.55 million.

0. You're referring to page three of'thié
exhibit?

A Yes. Absolute, calculated absolute open
flow, and bhere we have the productioh}history.

In March of 1981 it"produced 552 Mcf per

month. In April, 546; in May, 218; in June. 61; in July, 163
nothing in August, which shows a very rapid decline, and this
is our concern.

0 What in your opinion is the basis for
ghe decline in thefwéll‘depicted in Exhibi£ C§‘

A, Well, it's probably a limited reservoir.

0 And what relationship and conclusion, if

on Exhibit C comparing it to the well in.Section 13 as de-

picted on Exhibit B?
A We see the same thickness. It could or
it could not be the same formation, but until we have more

data we are very concerned that the depletion would be sb

fast that we won't be able even to recover —- this well won't
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“this well was drilled to 6200 feet but they did have mechan-

is roughly the base of the Abo, indicating that meéhanically

84
recover even $10,000 from_this f0¥ﬁ3%&am}ﬁﬁiibwy
Q. The well in -- e

A I might add that this is based on SS.OO
for tight sand and there is a question whether this objective
or rescrvoir of the proposed location will be classified undey
tight gas, and therefor the price will be only $3.00 per Mcf,
not $5.00,

o All right. Aside from what's depicted
in Exhibits A, B, and C, do you have any other information
that you have referred to in reaching an opinion us to the
adviseability of drilling deeper than the Abo formation at
the proposed site?

A Yes, we have additional concern, and
this is based on the drilling and the risk we're taking in
drilling deeper. We had a copy of the log from the Elk 0il

Company well in Section 24 and based on this log we see that

ical trouble that we know from the operator. They were
fighting for about a week until they were able to log the

well only to 5120. They couldn'‘t even go below 5120, which

we take a risk of losing the entire well for a very question-
able objedtive.

As I understand right now, they did set

¥4
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-structure, which.in myropinibn should be verified fufther by

N OTIEN 85
pipe.  They were able to overcome and they did set pipe to
6200 but they don't know wﬁat they ha*» from log and that
kind of thing. A very unpleasant situation\in my opinion.

Q. Now, with respect: to the potential risk
of losing the well from what you've observed of the Elk 0il
well in Section 24, what conclusion do you draw wich respectn
to the p?oposed well in Section 187?

A Well, considering everything that we
diééussed, one, we don‘t know the productivity of this form-
ation, we even don't know ekactly what is this formation. We
do take a mechanical risk. We even don't know what will be
the price for the gas. We -- this is the first time I saw

today this structure map, which indicates:a very interesting

maybe. seismic because we have no control to the east, we
don't know how large, really, tﬁis structure is, and there-
for how economical it might be. |
I think at this time to drill to 6350,

I think is the proposed depth, it simply, it,doesn;t justify
it to‘£ake the risk, this additional risk below the Abo.

0. In your owvinion would fhat additional
risk be unreasonable to prudeént join£ interest owner aﬁd
operator of a well? | |

A Yes.
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0. All right. Now, Viking Petroleum is not
taking a position here, are they, Mr. Ettingér, that ulti-
mately it may be adviseable -- it may well be adviseabl.e to
dArill a deeper well.

A Well, what we said that we don't want
to drill it now because of lack of information. As inforna-
tion, those various wells would be connected to a pipeline,
we would have some production inférmétion. We'd probably be
able to better define the various reservoirs, correlate the
various wells here. At that time we might be very willing to
participate.

0. At present,‘however, the information has
not béen sufficient, in your own view and that of Viking Pet-
roleum, tokjustify the additional expense.

A Yes.

‘Q All right, with respect to dual comple-
tion of this well in the event that an order is entered al-
lo&ing drillinqlto the deeper formation, what is your opinion
as to how that should -- that vroceduvure should be accomplished

A I know in some other wélls in the area
dual completion practice was approved by the Commission, of
which the Penn and Abo was dually completed, and I don't see

any reason if we find in this well that the two zones can be

e

"

produced, the Abo and the deeper horizon, why it cénnot, the
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gas from these two formations.

to whether or not there is the potential of commercially

87

same practice cannot be utilized. “ABy

')
i

Cpy
0. All right., For purpbses of the record,
would vou explain what dual completion is and how it works
and how the production of the -- how the production is measure
in terms of the ownership.

A Well, tihis can be separatad in two hori-
zons and one can be produced from the tubing and tﬁé other
one through the annulus, so that we can measure each zone,
the production from each zone so there won't be any quéstion
as to who gets what and whether it's royalty owner or workiﬁg

interest owner or whatever it 1s.

0 . All right, there's no commingling of the

A That's ébrrect.

0. All right, and that woﬁld:pro?ide vir-
tually a mathematical way of computing the various costs and
production allocations should there be dual completion.

A ~aAs far as production, yes.

0. Do you have an opinioﬁ, Mr. Ettinger, as

producable oil or gas from the Abo formation? At the pro-
posed wellsite in Secticn 18?2 o
A. _ I think there is.

@ All right, sufficient that you've recom-

bd

el
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" convinced that Harvey Yates -- is that your oil ébmpany?
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PR AVAN AR T OO0 :
mended participation in this venture to that extent?
A Yes.
0 The ownership interest of Viking in the

proposcd unit is 25 percent measured by the surface acreage,
is that right?

A Yeah, If we talk about the west half of
Sectibn 18 it would be about 25 percent.

‘Q ‘ Was there anything presented in the test-
imony of Mr. Thonpson tha£ has convinced you that the risk
is any more reasonable than your opinion that's been given
during your testimony?

A I would say yes, because I was concerned

all the time that we don't have shfficignt data. Now I am

MR. STRAND: Yes.

A Doesn't also have sufficient data, so
it makes my concern even further that we're going into some -
ﬁhing we don't know what we can ‘expect. \

So it even strengthened my feeling that
at this point wefshouldn't take this additional risk for
drilling deeper.

Q All right, sir. My question, so it wiil
be clegr,what'; been érésented here today has not been any-

thing‘thatthaswchaﬁggd‘ybur opinion ﬁhat there is not yet suf+

|
W
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don that competent, reasonable geologists can differ in

ﬂalterﬁativé“and this méans to drill another well.

89

CEST Aypicron s
2. v '

ficient information to justify the additional drilling below-
tne Aho formation?
A Yes.

MR. JARAMILLO: That's all I have, Mr.

Lxaminer.

MR. RAMEY: Any questions of Mr. Ettingex?:

MR. STRAND: I have just a few, Mr.

Bxaminer .

CROSS EXAMINATION
BY MR. STRAND:
0 ; Mr. Bttinger, I'll ask you the same ques

tion that Mr. Jaramillo asked Mr. Thompson. Is it your opin-

opinions as to risk; the existance of structure, and so forth
and so on?

A. Yes.

Q You talked some about a dual completion
in the well, Mr. Ettinger. Does not a dual completion also
involve mechanicéal risk?

A Well, anything you do involves mechani-

cal risk but I think it's justified when you consider the

Q , R Will it not be less risky to drillﬁthe,
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to the Ordovician.and produce that zone, if there is commer-
cial production there, and then plug back up and produce the
Abo, as opposed to the dual completion?

A. Let me answer you in this way. If I was
convinced that the Mississippian, or whichever it is, is a
pretty good potential capable of producing, leét's say, a
million cubic feet per day, with the Abo producing maybe
200,000 cubic feet per day, I would =zay it's reasonable, be-
cause what we are doing is delaying all the income trom the

Abo into I don't know how many years to the future, whereas

as I see it here, it could very well be that the Abo has bet- "‘

texr poténtial than the Mississippian, of course assuming that|_

the Mississippian or the lower had the potential.

So what ar= we doing is we are doing

very low income, we're getting very low income and postponing| =

the real income into some time in the future lcsing our money|

because of discount factor and present interest rate. It's
a lQSing proposition.

0. Mr. Ettingér, assuming for the purposes
of this question that there are commercial reserves in the

lower zones, whatever they may be, I'm going to ask the ques-

consider it leSéErisky to plug back to the upper zone than

ooy

t6>dual complete the well?
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-there in the area?
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A. Would you repeat again for me?

Q Assuming, economics not being considered)
assuming that there is commerpiéi production, commercial re;
serves in the lowér zones that we're talking about, would
not a prudént operator normally plug back up to the next
zones as ppposed to dual completing the well?

A HNot necessarily.

MR. NUTTER: Mr. Strand, do you mean to
produce the lower zone first -- |

MR. STRAND: Yes.

MR. NCTTER: -- and then plug back?

MR. STRAND: Yes.

A I would say first of all is comparison
between the poténtial of the two zones and theg you decide

what is the best method and most economical method of pro-

thing we don't have the information,

All that we are requesting is that
should there be a commercial zone in the deeper zones and
should there be also a commercial 2zone in fhe Abo, simply to
allcw, the Commission 'to allow to produce the two zones, like
in many other wells in the area.’

o  How many other dual completions are
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fact that you feel that there is too much risk involved in
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h. Well, this example I gave 1is dually com-
pleted. The one that I have in Exhibit C is dually compnleted
in the Penn and in the Abo.

Q - How many others?

A The.problem is very often that the Penn
was completed, or dually completed, and then it went to
nothing and then we were léft only with the. Abo.

56 there are, I would-say quite -- 1 can-
not tell you how many, but I know there are -- this is a very
accepted practice in oil industry.

Q Mr. Ettinger, at this time is it your
position that Viking and the Grynbergs, whatever the connectid
are not willing to participate in the drilling of a well from

the surface to the total depth listed on the AFE?

2. If the AFE is as it was presented, no.
Q - At this time you are not willing to part-+
icipatc in the drilling of that well from top to hottom.
) A That is correct.
Q And you're basing that primarily on the

that.
A _ Correct.
MR. STRAND: I don't have anything

further right now.

n,
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MR. RAMEY: 2Any other questions of Mr.
Ettinger?

MR. JARAMILLO: [ have only a few.

REDIRECT EXAMINATION
BY IMR. JARAMILLO:

Q. , Just to clarify one matter, Mr. Ettinger,
on Exhibit C, the well that you had éomparison on, where you
show on the front cover between March of 81 and August of
'81, the prcduction going from 550 to zero, that is productior ”
from £§e Penn formation only, is that correct?

A. That is cérrect.

0 And ydu said ﬁhat this is a dual comple-
tion well. 1Is there still production from the Abo formation
in this well?

A “'Yeg, my information, yes.

‘Q All‘righﬁ, and is that production still
commercially producable?

A Yés.

0. Now, with respect to the question Mr.

Strand just asked you as to whether you agree or do not agree n

to participate in the well from the surface to th=, well, the|

proposed right now before this Commission is the Mississippia]f .

There is no question, though, that Yates pPetroleum is willingl '~ .7

b4
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to participate fully in all of thelbfbrated production costs
from the surface down through and including the base of the

Abo formation.

B That's what we had today, that they sec
a potential in San Andres; they“see. potential in the Abo.
'They also.see potential in the Mississippian where we don't.

0 So the only area of disagreement is who
will pay or whether indeed there should be any drilling below
the formation of the Abo.

A, -ffhat's correct.

0 Thank you.

MR. STRAND: A coﬁple more.

MR. RAMEY: lr. Strand.

RECROSS EXAMINATION

BY MR. STRAND:

0. Just -- on Exhibit C, the Fred Poole

 Grynberg Federal No. 1 Well, that says Township 6 South,

Range 24 East, Section 13. Now how far away is that?

A . We said about 15 miles or éo.
0. Okay5
| MR. STRAND: That's all.
N o 'MR;fﬁAmni; Any other quesfioqs of Mr.

Ettingér? He may be excused.
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“totaliy familiar with the cil ;nd;gas industry.'

Do you.have closing statements?

MR. JARAMILLO: Yes, I do.

MR. STRAND: Go right ahead, I'11 follow.
That's fine.

MR. JARAMILLO: I think I can be brief
with this, Mr. Heariny Officer and members of the Commission.

We have basically two proposiivions that
we're promoting by ocur appeafance in opposition and then some
not in opposition to this proposal.

First of all, we think that what's be-
fore the Commission while it's controverted, I think there's
evidence on both sidés. The Commission is experienced in

matters of this nature and understand risk factors as well as

anyone can, and I'm sure far better than most/iXo

What I would say is this: The evidence
indicates that there‘couid be producable volunmes of gas --
well, we know not at the Mississippian But perhaps in the
straté above that; and the question that has to be decided is
do you balance the $272,000 that Yates is asking for partici-
pation in by my clieht as against the eétimate of #ecovering

commetcial volumes of gas. One's got to make that decision.

[ VIR ~ A e S e 3 +
beaing placed before this Commission be-
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cause the parties themselves could not agree,on that.
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- and including the completion of the Abo formation. The great
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Our position ié that the evidence has
established there just simply isn't sufficient data for a
reasonable. operator to make that decision now and bind some-
body eise to go along and to drill to that depfh.

Now, because of our second position here
that doesn't prohibit this Commission from saying that it
finds sufficient evidence that it‘couid or could not be
reasonable to go ahead to do it, Yates Petroleum, but this
is your risk. You're promoting the venture, you should stand
that portion of the risk below the Abo because there is alsao
evidence produced by Viking that that is unreasonable.

| Now what I'm proposing is this: T be-
lieve that the statutory'ahthority of this Commiséion is
broad enough, I think the statutes‘are clear; and I'il ao
ﬁhrough that in a miﬂute,ghumber one, to say that tﬁe>evidenc<
suppo%té £ﬁénfééigi6ﬁufha£’there ghOUId behnobﬂriiiihg‘béibw
the Abo. That should be the order of the Commission.
r twe, if the Commission finds suf-
ficient evidence to justify that deeper venture, then our

client, Viking, is willing to participate all the way through

majority then of the cosis that are set forth in this appli-

mEI AN
Cuvaliigg i Wasa 22T

~ From the Abo formation down, though, I

W
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~to justify the belief that there is commercially producablc

think it's clear and T think it's uncontgoverted from both Of
the geologists that have testifiea here today: you incréase
your risk clearly, and here W€ think you increasec your risk

substantially and unreasonably, until you have gufficient dat

gas in the deeper formations.

Now if Yates ig willing to drill that,
as Jr. gtrand said in his opening statement, rhey could darill
all the way to China if they want to, and I agree with that.
there's no way to stop them fxom drilling as deep as they wan
to drill.

But we do have relief from the Commissio
that 1 £. deeper drilliﬁg is unreasonable, then the cost betweel
the AbO and the deeper formations should be Lorne bY the
party who wants to accept that risk, and the Commission can
do that under the statute by simply saying that if there is‘
production from the deepeY pool: from the deeper formation,
the first production out of those fo;mations would go to reim
purse Yates for their cost jncurred betwéen the AboO and the
Mississippian formation.

The production, if it's a dcal completio
will be eas¥: won't be commingled, you'll pe able to téll how

much should be ailocéted to them. They will recover their

$272,000, if indeed there is production, and their risk will

.M)—__———_-“-M——-—M
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“ator that there's insufficient data for me to say I'm willing.

~will provide; or B, Yates you drill to tbhe Mississippian but

983
nave been a goéd one.

If the risk is a bad one and there 1is
noiprOAucable gas in the deeper regions, then I think Yates
should have to bear that risk and no£ our client who has
iooked at the matter, has looked at the evidence and has de-

cided on the basis of it as a reasonable joint interest oper-

to take that risk.

Now, what is the statutory authority
for the Commission to be able to make a decision, one, we

drill only to the Abo, that's what the order of unitization

Viking, you will participate only to the Abo.

I believe that that au;hority can bhe
found in Sections 70-2417; which is the statute prOViding‘er
equitable allocation of broduction, pooling, and spacing, in

this Commission.

At Subsec‘tion C of that statute it is
provided that the pool;ng order of the Divisionlghall make
definite provision as to any ownef; or ownhers, wﬁgxelect not
to pay his proportionate share in'advance for the prorated
reimbursements solely*qut of production to the éartiés ad-
vancing the costs of development ana 6perati§h.A Let me stop

there.
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In the cordinary case it's somcone who's -

not willing to go along at all. The Commission can say that'
fine, you don't have to, but the operator is going to recover
hig costs from the production,

The statute goes on to say, which shall
be limited to the actual expendithres required for such pur-
pose, hot in excess of what are reasonaple. HNow thére's dis-
cretion vested then in the Commission to decide is this a
reasonable expense or‘not. But which shall include a reason-
able dhacge for supervision, and we have no dispute with the
$3500 and the $300 per month for supervision and operation of
the well, and may, and note ﬁhe word may, include a charge
for the risk involved in drilling of such we;l, which charge
for risk shall not exceed 200 percent of tpg nonconsenting
working interest owner's pro rata sﬁa;e of ﬁge'cost GE
<rilling and completing the well.

This Comﬁiséion may allow that. The
statute does not say you shall allow it, and that means to

any attorney that this Commission has the discretion to decid

‘under the facts presented here, should they allow such a cost

or not. If the Commission decides to allow this drilling
to the base of the Mississippian as applied for here, or will
be modified to be applied for, .there is discretion within

the statute to say thdt we will go along, we being Viking, to

q
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Yates i1l pay the difference in that cost.

‘enter an order of unitization, 2nd two and possibly three of

1¢0

the cost of the production and completion to the Abo, and

They will be entitled to recover every
pénny of the difference in that cost from the first production
under :his statute, the Commission can order that, and the
Commission can also say under this statute that on the evideng
before me, before us today, that risk is unreasonable at this
time on tne evidence that's bhefore the geologists. _That
being the case, there is not a reasonable expense at this timg

before the correlative right owner, Viking, to accept those

costs.

Therefor I think this Commission can or-
der that on that basis Yates can drill the well, they can |
being the
difference between thé Abo and the completion, and no addi-
tional charge for risk should be imposed here because we sub-
mit on the evidence that risk is unreasonable. &and if it's
un:easonable, the statute certainly allows this Commission
discretion to disallow that.

Now, if I cag refer the Commission to
the Statutory Unitization Act, Section 70-7-1 and following.

At Section 6 there are gix findings thatl

N

this Commission must make from the evidence before it can

[
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Tne first one is this Commission must
find from the evidence that the estimated additional cost, if .
any, of conducting sqch operations,; being unitized operations),
will not exceed the estimated value of the additional oil and

gas so recovered, plus a reasonable profit.

I don't think there's sufficient evidencq
here beforz this Commission for you to make that finding.

tIR. RAMEY: Let‘me interrupt. Are you
talking -~ is this the compulsoryﬂunitization for secondary
recovery?:

MR. JARMMILLO: Tt's the Statutory
Unitization Act.

MR. RAMEY: Yeah, I don't ‘think that
would be apropovto this particular hearing. Thié is compul-
sory pooling to formﬁa standard drilling uﬁit.

MR. JARAMILLO: Well, as I read the
statute --

MR. RAMEY: You can.go ahead and put it

in the record.

MR. JARAMILLO: All right. as I read
the statute, Mr. Hearing Examiner, in Section 70-70-8, Qh;éﬁ
provides for ratification and approval, in the event there |

is no ratification by the interest owners, as there's not hege,

N
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102
Subsection D provides that when a person owning the required
percentage of interest in the unit area have approved the
plan for operations, and here that?s been only the pcople
affiliated with Yates, the interest of all persons in a unit
are unitized whethér or not those persons have approved the
plan of unitization in Writing; And to me that sgounds like
compulsory unitization, and thadt's what I had understood the
purpose for the application by Yates to be in this proceeding

But in any event, let me say thés, that
whether these elements must be found in this proceeding does
not change the fact that there isn't any evidence here that
the interests of the joint interest owners, the correlative -
right owners here, are being adequately protected.with reSpect
tO‘drilling below the Abo formation, and that's essentially
the point I want to make.

Whether that's an evidentiary rxequirementg
here or simply a matter for the Commission to consider in
entering its order.

Very'briefly, let me just say that any
otder that's issued by this Commission by mandate of‘stétute
must be one upon which the terms are fgir, reasonable, and
equitable. I'm surc¢ the Commission is familicr with all the
statutes that empower it to have that requirement and that»-l

is the power upon which we're invoking in our opposition to

S——
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this proceeding here,.

Briefly, and in concliusion, let me just
say that an order which would compulsorily require Viking
to participate in unreascnable costs on the basis of the
evidence presented would not be fair and equitable‘or just
in this case. One that would rcqgire participation only to
the extent of the Abo formation would be because that's un-
contested,“I believe, at this point as being a reasonable
venture for these operators to underﬁake. The question then
is do we &llow the deeper fqrmation? If so, what is the rate
of réturn to the operator. 1It's the operator's risk clearly;

they're promoting it; they should bear the brunt of it.

They should recover their costs from the first production,

but I don't believe there's sufficient justification to

 éérry Viking Petroleum along with those risks when one,  it's

not véluntarily accediﬁg to those and two, it's not forx a
good reason. There's insufficient data to justify that and
therefor our position is the deeper drilling should not be
allowed, or if it is, they should simply be able ﬁo recover

those additional costs until they are recovered without a

_penalty or a-charge for the risk factor involved.

Thank you.

MR. STRAND: Very qguickly. Mr. Examiner

~1'd like to go back and start at the begiﬁﬁing on this,
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Harvey E. Yates Company proposed a well
to-thé-va£iousbihterest owners under the west half of Sec-
tion 18, to drill a well to what we thought at that time was
the Mississippian. It turns out it's the Ordovician.

Theré has 5een no formal agreement with
the Viging-Grynberg group that they will participate in the
drilling of this well, eitner to the Abo or all the way.
Tﬁere igbno formal agreement at this point.

vie filed under the compulsory pooling
statute an application for pooling through the Mississippian
of the west half of that varticular section for a gas well
to be dedicated -- or at a standard location.

Up until the time of this hearing there
has-still been no agreement. The time is running out. We.

are having to put a spudder on the lease to hold it.  We

need to go out and drill the well.

There's been testimony here today that
the Viking-Grynberg is not willing to take the risk and pay
their share of drilling a well to the total depth in the
ordovician,; period. That's what he said, Mr. Ettinger said
in his testimony, we're not willing to do that. We're not
willing‘to’take tnat gisk.

| | ‘This is*just e#acti? thebpurposé Ehat

the compulsory unitization -- or compulsory pooling statute
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was passea_for in the first place. ‘It's a policy of the
State of New Mexico that thev want developmengiof oil and gas
reserves in the State of New lMexico. The statute simply says
if two interest owners can't agree, then the Commission has
the authority, not‘gnly the authority but the obligation to
enter an order pooling those mineral interests, so that that

particular well can be drilled that the application was mide

‘for.

It is our position today that an order

_should be entered in this matter pooling the interests of

the Gryuberg-~Viking group from the surface to the Ordovician,
base of the Ordovician, which we will ask‘that a readvertise-
ment be done So that that is £aken care of from a procedural
standpoint.

I don't think there's any controversy
on the part of HEYCO and Viking that there may be a different
formation involved, but we're still talking about drilling

a well to 6350 feet.

We would like an order pooling their
interest from the surface to the hase of the Ordovician, At

that point, if the order is entered in the usual form, it

Cwill provide that they will have 30 days within which to

pay their estimated well costs in advance. We may well

settle the thing before that 30 days is up and make some
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As Lo the penalty,
the same purpos again, tha
said, well,

The Legislature
okay s 1 1y want tO participate in arillind thi
poolind application is applied fox, Einei how~

we
ever then the other party that 2
14 going to take all th’,e‘ risk, monetary risk, and that's what
15 that risk is ralkind about, no£ me'E:hahlca_L risk. The gcatute
16 refers €O financial risk. ]
17 ; We are going e take 511 of tne risk
18 of ‘arilling that well, 1os8ing it, or whateverl:s from & fihari—-
_19_ cial standpoint:- thexefor the statute gives the Commission
20 the authority to provide for @& penalty to partially conpen—
interest owners'who‘ are darilling
ing

the operator and the
noneonsent

21| sate ©
‘ 1ok on ben

7'2’ the

23 and ﬁqnpartxcxpating parties.

% j . , That‘s,'{:he purpose of the risk provisi.o
and I tnink we nave haé testimony that
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justifies the full 200 percent risk penalty, aﬁd I would ask
that that be included in the order.

And I -- I persconally, in reviewing the
statute, do not think the Commission has the authority to
provide for allowing someone to ~- or an interest owner to
participate to the base of the Abo formation and then not
participate below. I don't think the statute was intended
that way. I don't think there's languaée in there that can

be construed that way, and I would request, as I stated be-

fore, just a compulsory pooling order from top to bottom, as

requested in the application.
MR. RAMEY: Thank you, Mi. Strand.
Does anyone else have anything to add
to Case 73302

If not, we"ll take the case under ad-

"visement, and we'll have to readvertise the case. We'll con-

tinuve and readvertise the case.
MR. STRAND: Let's just square away
where we're going to readvertise iv to, is that --

MR. THOMPSON: Let's see, can we just

Ukeep i£‘tQ §350‘0x‘do,you“need a formation name?

MR. RAMEY: TI- think we'll need a forma--
tion name.

MR. STRAND: I think so.
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2 WR. THOMPSON: Okay, let's say Ordovi-
3 cian.
4 | MR. STRAMD: To the base?
5 MR. NUTTER: From the surface to the
6 Ordovician. .
7 MR. RAﬁéY: Okay, so it will be continued
3 and readvertised to pool all miheral interests down tihrouygh
9 ‘ the Ordovician.
10 Okaf.
11 | MR.»JARAMILLO: On a procedural point,
12 Mr. Examiner,‘I did not move the admission of the exhibits.
" 13 T would do so at this time.
14 MR. RAMEY: Exhibits A ‘through Cc will
15 be admitted.
16 And the hearing is adjourned.
17 |
18 | ‘ ’ (Hearing concluded.)
19 -
20
21 )
22
3
u |
25
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I, SALLY W. BOYD, C.S.R., DO HEREBY CENTIFY that
the foregoing Transcript of Hearing Lefore the 04l conserva-

tion Division was reported by mo; that the said transcript

is a full, true, and correct record of the hearing, prepared

by mce to tho best of my ability.
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'STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
OIL CONSERVATION DIVISION
STATE LAND OFFICE BLDG.
SANTA FE, NEW MEXICO
21 October 1981

EXAMINER HEARING

IN THE MATTER OF:

2pplication of Harvey E. Yates

Company for compulsory pooling, CASE
Chaves County, New Mexico. 7390
SEFORE:  Richard L. Stamets

TRANSCRIPT OF HEARING

APPEARANCES

For the 0il Conservation W. Perry Pearce, Esq.
Division: Legal Counsel to the Division
: State Land Office Bldg.
Santu Fe, New Mexico 87501

For the Applicant:
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MR. STAMETS: We'll call next Case 7390.

MR. PEARCE: Application of Harvey E.

Yates Company for compulsory pooling, Chaves County, New

Mexico.
MR. STAMETS: At the veqguest of the
applicant, this case will be continued to an 0il Conservation

Commission Hearing on November 24th.

(Hearing concluded.)

“
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BRUCE KING
GOVERHOA

LARAY KEHOE
SECREURT

STATE OF NEW MEXICO

ENEHGY anp MINERALS DEPARTMENT

OlL CONSERVATION DIVISION

January 8, 1982

Mp. Robert M. Strand Re:
Harvey E. Yates Company
p. 0. Box 1933

wexico 98201

fosvell, New

Dear Sir:

Enclosed here

Commission order recently entered in the subject case.

ours very t : Y

RAMEY ///V//

pirector

e

JDR/fd

copy of order also sent to:

Hobbs 0OCC X
Artesia OCC A
Aztec 0OCC

——

CASE NO.__ 7390

FOST OFFY€ BOX 2038 .
GTATE LANOD OFFCE BUWDING
BANTA FE NEW MEXICO 87501

(508 827-2434

ORDER NOR=-6873

Applicant:

Harvey E. Yates Company

with are two copies‘of‘the above-refefenced

other Arthur laramillo




STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
OI1L. CONSERVATION COMMISSION

JN THE MATTER OF THE HEARING i~
CALLED BY THE OIL CONSERVATION ‘“LQ?ﬁNA“”B”> o
COMMISSION FOR THE PURFOSE OF

CONSIDERING:

CASE NO. 7390
Order No, R=6873

APPLICATION OF HARVEY E. YATES
COMPANY FOR COMPULSORY POOLING,
CHAVES COUNTY, NEW MEXICO,

ORDER OF THE COMMISSION

BY THE COMMISSION:

This cause came on for hearing at 9 a.m. on November 24,
1981, and was continued, readvertised, and reopened on December
22, 1981, at Santa Fe, New Mexico, before the 0il Conservation
Commission of New Mexico, hereinafter referred to as the
"Commission,"

NOW, on this  7tn day of January, 1982, the Commission

‘having considered the testlmony and the exhlblts, and’ being

fully advised in the premises,

FINDS:

- {1) That due public notice having been given as required
by law, the Commission has jurisdiction of this cause and the

subject matter thereof.

(2) That the applicant, Harvey E. Yates Company, seeks an
order pooling all mineral interests down through the Ordovician
formation underlying the W/2 of Section 18, Township 9 South,
Range 27 East, NMPM, Chaves County, New Mexico.

(3) That the applicant has the right to drill and proposes
to drill a wa2ll at a sta*Aard location on said 320-acre tract.

(4) That there are interest owners in. the proposed
proration unit who have:not agreed to pool their interests;

(5) That to avoid the drilling Bf ‘unnasessary wclls, to
protect correlative rights, and to afford to the owner of each
interest in said unit the opportunity to recover or receive
without unnecessary expense his just and fair share of the gas
in said pool, the subject application should be approved by

X

pooling all mineral interests, whatever they may be, within said

unit.




- )
Case No. 7390
Order No. R-6873

(6} That the applicant should be designated the operator
of the subject well and unit,

(7) That any non-consenting working interest owner should
be afforded the opportunlty to pay his share of estimated well
costs to the operator in lieu of paying hls share of reasonable
well costs out of proeduction.

A8y -arhat n"“héh—consenting working interest owner who
does not pay his share of estimated well costs should have
withheld from production his share of the reasonable well costs

- plus an additional 200 percent thereof as a reasonable charge
for the risk involved in the drilling of the wz2ll.

(9) ‘That any non-consenting interest owner should be
afforded the opportunity to object to the actual well costs but
that actual well costs should be adopted as the reasonable well
costs in the absence of such objection.

(10) That followxng determlnation of reasonable well costs,
any non-consenting working interest owner who has paid his share
of estimated costs should pay to the operator any amount that
reasonable well costs exceed estimated well costs and should
.receive from the operator any amount +hau pald estlmated well
costs exceed reasonabl e well costs. -

{11)) That $3550.00 per month while drilling and $355.00
‘per month while producing should be fixed as reasonable charges
for supervision (combined fixed rates); that the operator should
‘be authorized to withhold from production the proportionate
share of such supervision charges attributable to each
non-consenting working interest, and in addition theretu, th2
operator should be authorized to w1thhold from production the
proportlonate share of actual expendltures required for
‘operating the subject well, not in excess of what  are
reasonable, attributable to each non~consenting working
interest. - '

: (12) That all proceeds from product;on from' the subject
‘well which are not disbursed for any reason should be placed in
‘escrow to be paid to the true owner thereof upon demand and
.proof of ownership.

: (13) That upon the failure of the operator of Sdld pooled
unit to commence dr1111nq of the well +o which said unit is

. dedicated on or hofore march 1, 1982, +he order pooling said

unlt should become null and v01d and of no effect whatsoever.
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IT IS THEREFORE ORDERED:

(1) That all mineral interests, whatever they may be, down
throngh the Ordovician formation underlying the W/2 of Section
18, Township 9 South, Range 27 East, NMPM, Chaves County, New
Mexico, are hereby pooled to form a standard 320-acre gas
spacing and proration unit to be dedicated to a well to he
drilled at a standarda location on said 320~acre tract.

PROVIDED HOWEVER, that the operator of said unit shall
commence the drilling of said well on or before the lst day of
March, 1982, and shall thereafter continue the drilling of said.
well w1th due diligence to a depth sufficient to test the

Ordovician formatlon,

PROVIDED FURTHER, that in the event said operator does not
commence the drilling of said well on or before the lst day of
March, 1982, Order (1) of this order shall be null and void and
of no effect whatsoever, unless said operator obtains a time
extension from the 0il Conservation Division for good cause
shown.

PROVIDED FURTHER, that should said well not be drilled to
completion, or abandonment, within 120 days after commencement
thereof, said operator shall appear before the Division Director
and show cause why Order (1) of this cxder should not be
rescinded. ‘ _

(2) That Harvey E. Yatcs Company 1s hereby deSLanateﬂ the
operator of the subject well and unit.

(3) That within 20" days after the effective date of this
order, the operator shall furnish the Division and each known
working interest owner in the subject unlt an itemized schedule
of estlmated well costs.

(4) That within 15 days from the date the schedule of
estimated well costs is furnished to him, any non-consenting
working interest owner shall have the right to pay his share of-
estimated well costs to the operator in lieu of paying his share
of reasonable well costs out of production, and that any such
owner who pays his share of estimated well costs as providegd
ahove shall remain liable for operatlng costs but shall not be
liable for risk charges.

(5). That the operator shall- furnish the DPivision and each’
known worklng interest owner an itemized schedule of actual well
costs within 90 days following completlon of the well; that if
no.- cbjection to the actual well costs is received by the
Division and’ +h9 ‘Division has not objected within 45 davs

-V 1o
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following receipt of said schedule, the actuval well costs shall

be the reasonable well costs; provided however, that if there is
an objection to actual well costs within said 45-day period the
Division will determine reasonable well costs after public

notice and hearing.

“(6) That within 60 days following determination of
reasonable well costs, any non-consenting working interest owner
who has paid his share of estimated costs in advance as provided
above shall pay to the operator his pro rata share of the amount
that reasonable well costs exceed estimated well costs and shall
receive from the operator his pro rata share of the amount that
estimated well costs exceed reasonable well costs.

“(7)  That the operator is hereby authorized to thhhold the
following costs and charges from production:

(A) The pro rata share of reasonable well
costs attributable to each non-consentina
working irterest owner who has not paid
his share of estimated well cocsts within
30 days from the date the schedule of
estimated well costs is furnished to him,

{Bj As a charge for the risk 1nvolved in the
drilling of the well, 200 percent of the
pro rata share of reaqonable well costs
attributable to each non-consenting
working interest owner who has not paid
his share of estimated well costs within
30 davs from the date the schedule of
estimated well costs is furnished to him.

(8) That the operator shall distribute said costs and

;charges withheld from production to the parties who advanced the
. well costs.

(9) That $3550 00 per month while drilling and $355.00 per

“month while producing are hereby fixed as: reasonable charges for

supervision (combined fixed rates); that the operator is hereby

" authorized to withhold from production the-: proportionate share
- of such supervision charges attributable to each non-conqentlng
'fworklng interest, and in addltlon thereto, the operator is
! hereby authorized to withhold from production the proportionate
,,yshare of actual expendltures reguired for operatlng such well,
. not in excess of what are reasonable, attributable to each
" non-consenting working interest. .

(10) That any unsevered mineral interest shall be

'considered a seven-eighths (7/8) working interest and a
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one-eighth (1/8) royalty interest for the purpose of allocating
costs and charges undar the terms of this order.

(11) That any well costs or charges which are to be paid
out of production shall be withheld only from the working
interest's share of production, and no costs or charges shall be
withheld from production attributable to royalty interests.

(12) That all proceeds from production from the subject
well which are not disbursed for any reason shall immediately be
prlaced in escrow in Chaves County, New Mexico, to be paid to the
true owner thereof upon demand and proof of owner-
ship, that the operator shall notify the Division of the name

and address of said escrow agent within 30 days from the date of
first deposit with said escrow agent.

{13) That jurisdiction of this cause is retained for the
entry of such further orders as the Commission may deemn.
necessary.

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

STATE OF NEW MEXICO
ULL CONSERVATION COMMISSION

EMERY .~ARNOLb}fChairman

/RYEX J. ARMIJO, Member
‘\ / )& //

SEAL
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OPERATING AGREFMENT o o 007

THIES AGRERERMENT, onterd into by oend bt oo HARVEY F. YATES COMPANY

feererno e o inted e
reforsed to s O ator”, aod the siendtory gua by o pasfoc et thion G atarn oroetinge - nepenn e

ceferied tosndavedunl!iy oo s CNon-Operatar” aed colletroel s Tier Gt
WHENESSET:

WHTEREAS Cue punties to than spreenamd are owness cf sl arsd v eace s aaol o ar ot and coen
terests 1, e dand sdentificd i Fabibnt A7 el the puatoes hereta foave soaachiend s oot o e plare
and devetap thess teases i o oil and goe mterests e the peadnetion of ol and s {o the cxtent and
us hereinafter piovided:

NOW, THEREFORE. it s apree as lu“ﬂ'u.’s:

ARTICLY L
DEFINITIHONS

Ax nmed o 1t aervonent, the followny words fant e shiadd hove G meonings here aueribed
ta them

o, g cansbennnte, and ol other liguid

AT term rodt and e siad nean o, gk, easehe ;
b cascous hvdeocarbons and other marcketadibe substaneds produecd thecewith, undess o intent to

Nt the inciusiveness of s ferm s speaticaliy =fated

2 The terms oil and was e Clease™ aand Clencebodd s d] iy thee et drd pas feaes e
1 s
Cilst tenels of lond ding o within the Contrnet Aron whins cae cawned Dy e poste s to this sogeeent
COThe terag ol oand vne anterests" snnll snean tanloased fee and maernd aeleieain b e irf
0y ' L

Lared Mving within e Contract Arves s whichs are owaed By posties 16 this arrccioent,

D, The term Contraet Scen’ shindl mean ot of the Loead o and pas feechold terests and ot

Sopattt s yndey this agreemoent.

“Eahibite A

arnd pay Inleresia antended oo be sdewvelsped caud e cded bl dand

Sucty LGinds, ol jond eoy Lenscinald pterests anud oib aoodd o0 anteresls o deseriinad

3

B

FOThe terns cdesilinge arat” shodi saenn the arca pived e the destinee of e wel by order oy rule

Of any state o foderal fody Dovving certharity B0 e ot o cot Dirodb by gy such tale ar ordes,

.

17 ~hiat b ihe diadiios unot gy entobhisded by e pattern of deitling an the Contraet

[ET R S SO 1 B (ECSLIYERTTE N FEANR | YU RIRRE SEFRCIN RETER FTRPN )
T e W e TN Shial v e st and e i oo interedt oo avhich s proaposcd weedl isoto

Lo Jocated:
oo The terms Dedhieg Pacty” and cConxenting Party™ zhall mesn o0 party who agrees o juin i
and pay ity share of the cost of any operatios conducted ander the srovisions of this agrecmend.
H. The termis “Non-Dreidling

Party” and cNon-Consenting Party™ shadl mcan o party wha elects

not to purticipate in o proposcd aperaliodn,

Unless the conteat atherwise olenrly indicates] words used in the singular include the plural, the

phrerad ochades the singoiav, and the neater o gender includes the maseuline aud the fominme.

ARTPICLE 1L
EXTHBITS

The following cabifoie b uvhicated Yelow and sttachet horeto) ave ineorporated in ae! mode a
part hereor,

{X A } 3

(1) Kdéntification of lands suabdoect 1o guccenrug,

AT shnt snchade it following infornation

(2) Restrictions, if anv, as to depth s o fornadion:,

(3) Percentages or fractional mtérests of parties To thic spreement, ,
(1) O rond g deaves and or o oil and gas interests rabjeer to this segeement,
(5) Aditrerses of pindic s jor notive pan ponses,

{3 B Exhibdt B P of Tadee, o B ) h

e €0 Exhibit 2 C70 Accunting Procedure,
X DOEshibit DT s :
X k. Exhibil <E” Gus Buluncing Agreement

X K. Exhibit =Fo,  NonsDicerinination and Cevtifsention of  Non-Sespepated Foardities,
[d G.Exhibit "G'", Escrow Agreement S

Ir sy pravizion of any exhbibit, except. Exhibil B s sticonsisdent wih any provision tontaineed

i the baidy of oy aprectnent, the provisions i the Pody of this agrecment shall gpevat

'
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! - ARTICLE T P
2 . INTERESTS OF PARTIHIS : 1

4 A, O znd Gas dnteres(s:

i

i Hoanv party ooavns e andeased ot and o anterest s tne Caontract Aven that mteresty shall be
T treated for the petipose of s corecment and dusins the tedmn Lereol as 1l b were s lensed  bderest
8 nider the form of oil and oox dedase altaehied o0 Foohdbat BT AL o el antenend, the ownes 2hatores

gon Peoeie stinched Lericta us Kyhibit

9 ceve tovalty o production oo preseribed i the fornn of ol
i T Ruch posty oshatl howeves b stbpeed ta il o1 the peavistans af i aoveement relating to desaoes,

H Yo e ontent that 0 oawns the Jessed mmberes)

1
12 - B Intevest of Parties in Costs and Prodaction:

1 ‘
15 Exhibit A7 Dt adl of the parties and their respective pereeitage o fractional interests under this
M apreennent Padess chnnred by other proveops, afl costn awd fabilittes inewrved gn apeyatien: spdey

- 17 Dusengteement sholt be borne and pand, and o) cguipment cond mederiad aequired in operaticns an the
15 Contract Aved shiadd beoowned by the parties ax therr atesest aee showy e Exhibit A7 AN produc-
19 ton of il and ces from the Conteact Spea, subgeet to the pavment of fessor’™s rayvaltios esdiekeswiid! ~dse
KH] Pttt tbndiceciritette, Sh0d] Glza Be owned by the pottics i the samee panner dincing the term
21 Brercof; provided, however, this shoall not be decmed an assiznment or eross-assignment of interests cov-

22 cred heveby

ARTICLE 1V
TITLESN

27 AN Tide Examination:

24

29 Title examination shall be made on the dritlsite o ey proposcd well prior $o commencement of
29 driting operitions or, i the Drithng Parties o opeque 19 examination shadl be made on the teases
4 ad o il wnd pas dnteresty dnchsied, o plaoned to be seludod, m the dulling unit around sich weti,
32 The opmion will include the n'.s‘xu‘x,\hip of the working mterest, nniperals, rovally overriding 1'!;:,';:?‘,_',‘:

1 st presluetion payohents wooer the applicabde tesns At the tone o owell iy vroposed, (_'.'uii Lariyv con-
34 bt leaves and Tar ol aeed sod Tl 0 G0 e i, ta be included in such drilling wnie chal)
35 fwrnish 1o Operatoy all 4 \.d,x;, Foaddiadiease Status Reporisd. zitle opinjont tithe pajacis
B it uiedive guieriadony s o free of e AH el indfermation ot in the pussession of op

47 made avidlable to Qperator by the parties, batl pecessiey for the examination of e, shall be obtained
38 by Opuerater. Oparator shall cause titde o be examined by attorseve on ibts stalf or by oulside attoraceys
39 Cepics of il fitle opinions shatl be furnished 1o cach pacty hereto, The cost inciarred by Operator in

A0 this title prograom shidl be borae as follaws:

34 l’“'h'm“ sy, supplemealar, “LULL;'L‘L_L'P atonx and division order e opinjons) shall be o

—
4 part ol e admgisteative overhead as provided an KKxhibif H - e direet charge, whethes
A0 prrfermrerir—Operrierrest i rid ooy pmdeip—esttbritedoaebasiditaye S ——r

7 X ()plmn N1
48 for e v\.unm:"un Cincluding preliminaey, sopplement:d, shat-in gas rovabiy opindone and division

Costs menrred by Operator 16 procaring 2bstracls and fees paid outside altorneys

49 order title opinions) shall be borne by the Deiliing Parties 10 the proportion, that the interest of cuch
30 Drdhing Pity beiok iy the total interest of ol Deithing Partics az sueh interests appedr in Exhibit A
3l Opevator shadl make un chirge for services rendered by s staff altorness or other peesonnet in the

52 perfornimee of the above functions R
h3
54 Euch party shall bhe responsible for secuviong curative nutter and pooling canendments av agreements

5% required in connoction with leases or ol and pas interests contributed by such panty. ‘Fne Cperator shall be
56 responsibiie Tor (he pgrepaviston and recording of Pooling Designations or Peclavations as weil as the
57 conduct of hearinpgs be f:m- Governmentid Agencies for the securing of spacing or poolitag orders. This

58 s=hafl nol prevent any p.nl\ fyom appsring on s own behadd ot any sueh hearing,

30 ~ Noowell siudl be deilled énthe Contract Avea untii after (1) the Litke o the deillsite or dedling unit
G3 has bheen exanined as above provided, and (2) the tithe hus been approeved by the csianining attorney or
62 title has been accepted by all of the parties wha are (o patficipate in the deilting of the weil

: 5 o

63 ) B o . '
x 63 B Loss of Fithe: -
G5 S e
(1 1 Fuilie of fl:i!!x-:' Shoild any ol snd gas interest or lease, cooiterest thierein, e fost ticough

67  fntnreof title, which loss resulis in @ veduction of interest from that shown on Kxhibil “A ihis agrce-
68 ment, deverthidess, k-il‘l:'l" vunlinm- in force ax to ol e m.mmw ail and e s es and interests, and
. 69 (a) The purty whose oil aud pas tewde or fnterest is adfected by the titte failure shadl beue adone
P 70 the entire joss amd i sh; all not be entithed 1o e Tover from ();xa s or the athor pastties any development

-‘g_



u?’ ‘*xf\;}

AALL TORM 610 - MODEL FORM OPERATING AGREEMENTY - 1977

14
19
206

24

§2
43
44
A
16

47
13
49
50

Hb-

63
64
65
66
67
68

‘ | REST Avii

or operating costs which 11omay have theretofore pind, bt there =hndt be no moncetary liability on its
part to the other paaties hicreto for (h“il!iu_:',_ development. opecating o1 other siieifar costs by r"(;'zns()n of
such title failure: (nd

(b)) ‘There shall boe o acteonetive uljustment of exponses icurred o revenues received from the
operation of the intereat whicl has been tost, but the interests of the parties shall he revised onoan eere-
age baxis, as of the time 3 s determined finally thit title failure has occurred, so that the inferest of
the party swhose lease or interest is affeeted by the title fathure will thercafter be redeeed in the Contract

Area by the amount of the mterest tost:; and

(¢} 11 the proporfiviade piteresl of the other partios Paveto fn any producing well theretofore drilled
on the Contruact Area i mcereased by reason of the titde Goetlore, the pinty whose title has faded oshall
receive the proceeds attnbutable to the nevense i such anterests (less conts and burdens attaintable
theveto) antil it has been reimbursed {or anrecovered costs paidd by it in connertion with such well
s

{d) Should any person not a party to this agrecement, who is determined (o be the owner of any in-
terest in the $3the which o Loaled, |):1_\'>in any minuer any peot of the coxt of aperation decelopment,
or cquipment, such amount shal! be paid to the party or parties wha bore the costs which are so refund-
eds and

Tied Any Hability to aeconni to oo third party for prier prodaction of ol aod gas which arises by
veason of title failure shydl Le borne by the party or parties’in the same proportions in which they shared
i such prior prodoition: and o

(1) No charvee shal be mude to the joint account for legad expenses, fees or salavies 5 connection
with the defonse of the mderest cdafmed by oany party hecetoo 0 being the inteation of  the parties
Lereto that cach shall defend ttde to its interest and bear all expenses in connection therewith.

2. Loss by Non-Paymont or Erroncous Payment of Amount Due: . through mistake or oversight,
any rental, shut-in well pavment, minimion vovalty or ravalty osvment, i not padd o is crvoneously
pardd, and as a result oo dease or interest therein terminates, there shall be no monctary Hability against
the party who faifed to make such payment. Unless the party who failed to make the required payment
seeures o new lease covermyg the same interest within pinely (90 davs from the tliS('U\'L-ry of the fail-

ure to make proper payment which acqguisition will not be subject (o Avticle VIIEB., the interests of

the parties shall be'vovised onaw aercape basiss offective ax ol the date of teemiiidion of the tease in-

Cvolved, and the purty who failed 1o make proper peyment will vo longer be credited with an interest in
Sthe Contract Arca on aceount of owneeship of the lease or inberest which has terminated.  Inothe event

the party who failed to ke e requived payinett shail not have been Iidly reimbrsed, st the time of
the loss, fram the procecds of the sale of ofl and cos attvibutable to the Jost interest, calculated on an
acreage basis, for the development and operating costs therctofore jv;«itl on account of such interest, it
shall be reimbursed for unrecovered: actual costs theretofore paid by it (but not for its share of the
cost of any dry hole previonsly drilled or wells previously abundoned) from so much of the fnlinwm;.
as is necessary Lo offect reimbursement: )

(a) Procceds of oil and pas, less operating expenses, therclofore accrucd to the credit of the lost
interesi, on an acreage basis. up to the amouns of unrecovered costs;

{h) Procecds, less operating expenses, thereafter acerned  attributabie to the lost interest on an
acreage basis, of that portion of oil and gas thercafter produced and marketed (exchuding production
from any wellx thereafter dritled) which; tn the absence of such lease termination, would be attributable
to ihe fust HITerest on an aereage basis, up to the amount ol unrecovercd costs, the i)I'UCC('(l;; of sard
portion of the oil and puas to be contribuled by the other patties i proportion to their respective -
lerests: and ’

(¢} Any monics, up o the amount of unrccovered costs, that may be paid by any party who-is, or
becomes, the owner of the intervest lost, for the privilege of pacticipating in the Contract  Arca or be-
ccmjm: a parly to this agreement, :

-
e

3. Othei-Losses: Al lossés incurred, other than thoxe sol forth in Articles IV.B.1. and IV.B.2
above,” \mu not bo considered Liidure of title Hutl shall be joint “losses and shall be Lorne by ol partics
mn pl'upmllon ln their isterests, There shall be o readjustiment of interests in the remuaining portion of

be Contract Arvea.

ARTICLE V.
OPEEATOR

A DESIGNATION AND RESPONSIBILITIES OF umclc,\'l*(m; T e

_,HARYEY E., YATES . COMPANY LT ' St oshadl be the
{)pcmtox of the Contrauct Aren, and shall conduct uml direct .m(l lmw ral wntml of all vperations on:
the Contract Are:: as permilicd and lequncd by. and within the Himits of, this agreement. Tt shall con-
duct all such operations in a good and w(nknnmhkc manner,y but it shall " have no Imblllly as Opcrator
to the othér parties for losses sustained or habilities ieurred, except sueh ax may result from gross
negligence or willful -misconduct. ‘ ST




i) 4

.
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} B, Hesignation or Removal of Opevataor and Selection of Suveessar: .

2

3 1 Resgenatien o Hemesval of Operatien O b sy cenn ol a0y thne Ly clveepy wrsiten nolsee
4 thereat to Ne-Operatars 10 Operator tertnates ats Teaad evantonee, noc bonieer ewns L indeaieal fn the
4] Contraet e, v e o longer cajibile ot setwiig o Opsaaion at shadl conse o he Giperntor without any
[} action by Moo Operator, except the solectian ol o sticce ar iperatal maoy be avmeved f 1t fails or
- Pl fo caniy ant e duties herenndessop becenoe e aloent handirnpt or s opliecd o seceivership
H Ly the ffnanative vete ot T P oaa ore Non-OInerator oo i e pority anteiest hooced oo oseners
0] S TTRRVENIEN FITO U EIFR ORN 35 P A SN T TE B TR G the diandao ol o b penadding sfler esciading (he -.'uilut'_
N milerert nt Ojseraton St cesannntien oo cocageavad hedlb o nat becsene e Tectt e G 8T P00 o'etoek AN
1} an e fet gday o the catendny neonth fotbowsin fhee cpiraties) Gl nanedy g e e e s al
it Noree 1l ﬂx\'i;:ﬂ;-iiuh Lo O tntor or aetin Doy thee Neon G20 To romive 0000101, undes o stee s o
13 Opcrator has been selected st neammes the datien ot Opointar ot o carler cate Operatar, after effeet -
td we dite of resignation o cosoval, shadl be bousd e the 1erms hoveo? oo None Querator. A change of

1h Docorporals e o shiictaie of Operstor o transhor ol Operator’s ntere.t o any sinaole sabuidiory,

16 prrent oy successor carparatior shall not be the busis tor semoval of Operator,

1
18 20 Selection of Succesor Operatar: Upon the vesiznation or remnovil of Operator, o successar Qp-
19 crator shiall e selected by thie Pirties Phe suecessor Operitor shid) hee seiected from the porlies owning
]i A anboseston e Contraet Avea at the me such sucecsar Operaton s selected, I Uio Opcrator that
21 15 removed 1adls to vote or voles oidy to siceeed H»:»‘-:'(-H‘ Hae soccessor Operator shat! L zelected by the

22 arfinnsdive vote ol o (1) or more prarties caniinge oomngority intesest boced on ownership os shown

R on Fxdabar AT dnd oot on e numbed of partics cemanng atter exeludinge the voling interest of the
24 Operidtor thid wi renioved

r

Pe)

26 Co Employees:

Y The ttanber of coplovess teod By Opevator o conrddue g aperations bereunder, their olection,
KA sod the Lowr s of Fabor tond the compensation for services pestormed, shall be determined by Operator

300 and Gl osnich emiplovess shodl b the emplovess of Operator,

31

32 1D billing Coutracis:

33 .

3 AN wells drlled on the Contoaet Arce shodl boe detlod cnviovompelfie e contraet busis, o o e
AN aten prevadBioesc i e Dren HOOE so desbies, Operaton :;ﬁy..;t cirploy s o ools Lng cagutomens iy the

36 derinng of wells, DUT it hiad oes therefor shall not exeecd. e rrevintinge vates o the area umed the rate
37 of suehoeluirpges shidd be aprcad npalid by the parties in s iting before detliteg dperidinns aree con-
38 menced, wnd such wark shall be perforawed by l)pn-i';m.: ader the sione teraes vl condition: os wre
K31 custonuy aid uswad o the wiedc i contrincts of independent contractors who are doing work of o sim -

BRIt} Har ature,

a2 ' ~ ARTICLE VT

B DRILLING AND DEVELOPMENT

14

45 A Initiai Well:

46 .

47 On or hefore the 31st dav of December .19 81 Operator shall commence the drill-
48 iy of A well tor oil and was at the following Jocation:

49 CSW/ 4 NW/ 4,

50 Section 18, Townshkip 9 South, Raunge 27 East.
51 : Chaves County, New Mexico
52

53 and shall thefeafter continue the drilling of the well with due ﬂiliuuncv to d del)th a(lC(luﬂtO to
51 test the Mississippian (ormation or to a depth of 6,350', whichever is shallower,

A8 unless pranitc Tor other prastically nanpenetrable substinee or condition in Vhe hole, wiieh cenders

! 9 further drilling nopractical, < enconntered ot o lessor (lvlglh_‘m' wless al parhics saree tosoamplete o
GO abandon the well ol s hesor dentlhi, Operators only liability for failure to commence
61 said test well shall be Lhe ipsolfacto termination of this agreement.

T 42 Operator shall ke densonnble tests of ol formGhons enconnteved duving dodfine wohieh o e

63 - dication of contaimme ol and sas e guanhies safDeent fo test nfoss b anrcemiont shadl be imited
6 in il application to fospecine Tolmation tornoitrons, o which cvimt Cuerntie Gl he regriived 1a
65 lusl‘mxly the formation o Tormations 1o which This aeveensnt traty :a]l]'li\j,' '

4G, o . ' v

67 U, b Opersdorsjidmment, the well will nor produce ol) ar s o poyvine qu:n‘x!ili'vs,_:i‘.u‘. it wishes
Te o plug and abindon the well ws o diey hole, it s‘l.;ﬂi fivet weenreis the consent of ol proties and. siindl
6Y  plug ands slindoin same s provided g Article VI Vereol, -
70, : Z

K
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3. Subseguent Operations:

1. Proposed (\pu winie s Should anv -party heeetn desive fo dreill any well on the Contraet Ares
other than the well prov 1rlwl Tor in Article VLA ar tn rowork, deepicn or phug back a dry hole drilled
at the jointexpense of ol pieties e powell jointy awned by sl the portics and ot then producing
in paving gquantities, the paety desiving o deill rework, deepen or plue bacel sneh oowell shall pive the
othrer partivs wittten nobee of e pnoposed operation, speedving the work to e performed, the Ioea -
tion. proposed deptis © objective formation and the estimated cost of the operation. The partiss reeeive
e curh oo onotice =haodl hogy thi e (220) :I:i_\'r: atter veeeipt af the notice within which fo uadify the
parties wishing to do the work whether they clect ta participate in the cost of the praposed operstion
0 0 dotling vig ixoon Joeation, pofice of toopoaend to seworks nlug boek or il deepor oy e wven
by telephone and the response period shall be limited 1o forty-eight (48) hours, cxclusive of Suturday,
Sunday or legal holidays, Fatfure of g party receiving such notice to veply within the pv:'{nﬂ above fixed
shall constitite car clestion by that parvty nol fo participafe in the cost of the propored operation. Any

notwee o response given by telephone shadt be promptiv confivmed in writing

" iji'miuns by T.ess than AN Puarties: I any party receiving sueh notiee as provided in Arvtiele

VEBOL o VEEL elects not to p;n'lic'ip'm' i the proposed operatica, then, in order to be etitled fo
the benefits of This articte, the party “or paiticos giving the notice and such other” parties as shall eleet
inosivty (60) duvs after the expration of the notice period of

FORREE ]
AN AN ]

to participede n the oneratio .
thiery (30) davs (or as promptly as possible after the expirition of the forty-cight (48) hour period
where the deithing: vies s on locition. as the case may be) actually commence wark on the proposed
operation-and complete it with due diligence. Operator shall perform atl work for the account of the
(,‘uns(é_nling Pu‘r!iv:s: provided, however, If no drilling iig or ather equipment iz an location, and it Op-
crater s o Nen-Consenting Party, the Coasenting Paoties shall either: (a) vegaest Operator o peclorm
the work required by such proposed operation for the aceount of the Consenting Parties, or (b} desig-
nate one (1) of the Consenting Partiex as Operator o perform such work, Consenting Parties, when
conducting  operations an the Contriaet Arvew pursuant to this Avticle VER.2, shall comply with all tevms

and conditinps of this agrecmoent.

It lexs thun all parties approve any proposed operation, the proposing party, immediately after the
expitation of the applicable notice period. shall advise the Conseinting Puavties of () the tatal interest
of the partics approving such operation, uul (b)Y Bx recommendation as o whether the Consenting Par-
ties \l.uuhl proceed with the npl‘t':(linl\AitS vroposed. Fach Cansenting l’;:l'(};. within forty-vight (48)
oy (t velusive of Saturday " Sunday o degal holidays) alter recoipt of soeh notice, shall advise the

proposing vartv al s desive to (o} Hnal piariicipation fo sach party's interest as shown on Exhibil “A™,

or th) carey its proportionate part of Nof-Consenting  Pavties” interest. The proposing party, ot its

election, mav withdraw <uch propozal 0 there = insufficient. participation, and  shalt promptly  notify

all piarties of sueh deciston,

ithe eative cost and risk of conducting such operations shall be horne by the Consentling Parties in
the proportions they have elected o bear same under the torms of the preceding paragraph. Consenting
Puarties shalt keep “the deaschold estates involvied in sueh u;u'r:;ti'un:; fric and JHar of alt liens and
cncumbrianves of every kind ereated by or arising from the operations of the Conxenting Parties. I such
an uﬁuruliun results in o dey heles the Conscatieg Parties shall pheg and abandond’ the well ot their sole
cost, risk and expense. It any well driiled, reworked. deepencd or plugeed back under the provisions
of this Article resttits in a producer of oil imd or gas in payving quantitics, the Consenting Parties shall
complete and cquip the well to produce ot theirsole cost and risk, and the weld shuld then be tarned
over to Operator and shall, be operated by it ot the expense and tor the account of {he: Consenting Purtivs.
Upon commencernent of operitions for the driHing reworkinu, deepening or plugzin;‘ biack cf-any »5uch
well by Consealing Partics in sccordance with ”1(' provisions &f this Article] cach Non-Conscntling Putv

shull be deemed to have rehinguished to (.m.wnhn' Partios; and the Coi fag Partios shadi own and
he entitled w veceive, in proportion to their respective interests. all of  such Non-Consenting ' Party's
mtevest in tho well and share of plmiuctmn therefrom until the proceeds of the sale of - such shie,
aleulated o H o well, o) mmkcl valtic lhuoof if such share is not sold (after de(luclmq pireduction
tuaxces, /:V)%'rrl ¥, ()vexpngmg, T "'l?ly aiid otlier interests existing on the effective date herce!, payable out of
oY Imed a\m(d by lh(- pmductum from such well accruing with vespeet o such inlevest until it revests)
shat (-qu.al lhv total of ihe following: : i
{a) 100% of cach such Nnn-t‘onsvntiii;:" Party’s share of the cost 68 sy newly dcequired surface
(.’qui}mwn( beyaond the wellhead connections  {(including, but not limited to.- steck  lanks, separalors,
treafers, pum;iin_v: cyuipment and piping). plus 100% of cachy such Non-Consenting Party’s shure of the
cost - of ui;vru(iun of the well cnn\‘mmwin_ﬁ with first prn(luv!iun and continging ('ml”i! cuch’ such None
Consenting Party's 1'ylin(ﬂii::hud intnrest shiadl Tevert-t i undes olher [)l()\l\l(ln\ of ”H\ Altlch- it being
agrecd that cich ’\I(M-('uns‘vnlim, Partys shave of xmh costs hnd u|u|pm¢ o will be that inte u-\t wihvich
would have been chavgoable 1o each Noan- (“(mx(nlm;‘ Yarly had it pmlwumlul i e well from the he-
ginning “oi the opériition: ind
) T .
(b3 300.% of thut portion of the codts™and expenses of dvilling reworking, deepening, or plu;,;,m;,
back, testing and cmnp!(-(mg."*.rﬂvl (lu(hulmg sy cash contributions réccived under Article VILC, and

-
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g s——prodneion- Giavoidably lost.  Any

sfrem-as such Non-Consenting Party would have bv(n v-'ml rd o it purticipated i

. s . Pl(,l ‘1il:i ("‘,.

30Q o, of that portion of the cost of newly gequived equipment in the well (to and including the woell-
head connections), which wonld have Foen charpeablie to such Noa-Consontine Porty f it had partici-

pated therein.

Gas production stiributable to any Non - Consentim Panty's relinquished interest npon such Party's
election, shall be sobd fo s purchaver, of avoilable, under the terms of s existing gas sales con-
tract. Such Non - Consénting Parly shali dirvect s purchascr to remil the proceeds” recetvable from
stich sate diveet to the Consenting Parties until the amounts provided for in this Articde are recov-
cred from the Non - Consentine Party’s relingqushed mterest. 1 sueh Noo - Camsenfgr Party has nat
contracted for sale of s gas at the tiroe saach gas s avarlable for delivery, o has aot mocde the clee-
tion as provided above, the Consenting Parties shail own and be entitled to receive and sell Such Non-
Consenting Porty's shiwre of gus as hereirkibove nyovided during the reconpment period. )

During the period of tnie Consenting Partiex arve entitled (o receive Non-Consenting Party’s share
of production, or the procecis Ilu'uhma, L'ui'wnliu'_ I‘.ulw\ shill be vesponsible for the paymint oof

rofits .

il preduction, severanee, .“nhmnu./.nuP m?w WNOS, nd ﬁ’m\ullv overviding royalty  and other

burdens applicable o Non-Consenting Party’s share of produclion,

To the case of auy resworsiue, pluggping dack av sleeper deilling operation, the Consentings Parties shall
be permitted to use, free of cost, sl casing, hli)jlig: und other equipment in the well, but the ownership of
sl soeh equdpmient s remain anchangeds and wpemn shandomment of o well after such reworking,
plugging back or (l(-(-;)«-x' ditfling, the Counsenting Parties shall aecourd for ol such cauipment ta the
owners thereof, with cach party recciving s proportionide piat in kind or in value, less cost of
salvagpe

Within sixty (GO) days after the completion of Gy operation under this Article, the party con-
ducting the operations for the Consenting Parlies gshall furntzh cach Non-Consenting Party with an in-
ventory of the equipment in and conncected 1o the well, and an itemized statement of the cost of drilling,
deepening, plugging back, testing, completing, and cquipping (he we!t for production: or. al its oplion,
the operating party. in heu of an demized stalement of such costs ol aperation, miay submil a detailed
statement of monthly  biliings.  Each month thereaffor, during the time the Consenting Parties are being
reimbursed as provided- above, the Pavty conducting the opvrulious for the Consenting Parties shall furn-
ish the Non-Consenting Purties with an’ itemized statement of all w.sl\. and - lobilities incurred in the
operation of the well, together with i statement of the quamstity o8 oil and gas prodaced from it and the
atanunt of procecds realtzed Jrom ‘the sale of the welt's workine erest production 2wring the preceding
month. o determining the quantity of oil and gas produced duung: any month, Consenting Parties
shiall use industry aecepted miethods such as. but not limited to, metering ar periodice well tests. I\l:l}'
amount realized from the sute or other disposition of cquipment newly acquired in connection with any
such aperation which would have been owned by o Non-Consciting Party had it parGcipated therein
shall be credited against the total unrceturned costs of the work done and of the cquipment purchased,
in determining k\f\"hvn the interest of such Non-Consenting Party shall revery (o it as above provided;
and if there s @ eredit badance, it shall be paid to such Nou-Consonting parly.

On the first day of the month, following that month in which

v The Cansenting Parties pecover’ from 4 Non-Conse ating Parly™s relinguished interest
the amounts provided for above, the celivquished interests of such I\(m—(,‘uu.é(-nti:m Parly shall auto-
muatically revert to it mnd, from and after such veversion, such Non-Conscnting Purty shall oivn the smme
interest insach well the e il aned CRipIment in or pertaining thereto, and the pradaetion” there-
t the (lri)ling‘
Yariy shall be

i 1
reworking, deepening or piugging back of said well. lhmx-.mn suel Man-Conse nling i
charged wilh and shall puay Gis |n()|unl|un‘|t(- parl of the further costs of the operation of said well in

I

aceordance with the terims of This :n;:n'vnu'nl and - the  Accounting Procedure, attuched hereto:

Not\'.'lthsl.mdmg the pmvmun\ of this /\HI‘!(' Vl 3.2 L i apreed that witliout the mdtual consent
of all, parties, no wells shall b complulud in or pmduv «d from o source of supply from which a well
locited etsewhere on the . Contraet” Avess is producing,” unless such well conforins (o the then-existing
well sputin;{ paticrn for such source of supply.

’lhc provisions ol this “Artie I“ \Iml) have nng .q)phc.lin.n whatlsoever to the dnllm;, of thc lnllldl
well deseribed in Arbidle VIA! exeept (a) when ()plmn 2, AFticle VILD.L., has beesy wlucl(-d b
to the reworking, acepuning and ‘plugging back of such ipitiad well i sudli well s or lhc;uﬂqx v,s_hfi'lﬂ'
prove 1o be a dry bole or non-commercial well, after hiving beére drilled o the depth specified e Article
VI.A.- 5

Lo Right (o Take Production in Kind:

“Bach party shall have the right to take in kind or scpadately dispose of s proportionate share of
all ml and - pas produced fyom the Contrict Arca. exchisive. of mudu('h(m which mayv be used in de-
-and . prepuring and b ing oil” for nunketing putpo:(-s and
ira. expoendilinre incinded in the taking in kind oy separate dispo-

vclopment and pmdw:m;, aper ation
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party taking its shave of production in kind shall be required to pay o anly (s proportiosade -shere

af ~uch gt of Operator’s s fnee acilition which ot s

ach pacty shall excente saeh7division orders and contraets s omay he necessary for the sale of it
interest in production from the Contract Area, and, except oz provided in Article VILB . shall be entitled

to recerve pavment diree! from the prechaser thereol Yoy its shuare of ot prodaction.

Tn the event any panty shad! £l to make the arrancements necessury o take in kind o separately
dispase of 1s proportionate sharve of the oil and gas produced from the Contract Area, Operator shall have
the ripht, subject (o the revocation of will by the party owni it but not the obligation, to purchase such
oil and pas or sell it to others ot any time and from time o times for the account of the non-taking
party at the best price obtainable in the area for such production. Any such purchase or sate by Op-
crator shall be subject always o the right of the owner of the production to exereise ot any time its
right to tuke in Kind. or separately dispose of, its share of all oil and pas not previously delivered {o a
purchaser. Any purchuse or sale by Operiator of any other party’s share of oil and gas shal) be only for
such vensonable pesiods of time e ave consistent with the minbmum needs of the industry under the
particular circamstances, but in un event for a period in excess of one (1) year. Notwithstunding the
forepoing. Operatar shall not make o =del aincluding: ouce into anterstate cammeree, of sny other TR AR
shave of gas production withott first piving such other party thivty (30) days notize of such intended

sale,

I the event one o maore parties’ separate disposition of its share of the pas causes splif-stream de-
hvertes to separate pipelines and o deliveries which on o dav-to-day bLasis for any reason are no!
exactly equal 1O dr paty’s respechive “proportionate share of fotal gas seles to o be allocated to it the
balinceme or aceounting betweep the roshm-li\‘t- acemits of the parties shall ‘be in accordance with
any  Gas Balinang Agreement between the parties herotos whether such Agreement s attuched as

Exbabit 7 o e separvate Agreement,

D, Access o Contracet Area and. Information:

or its representative
Euch party Ahall have wecess to the Contract Arvea at all reasonable times, at its sole risk to inspect

or obzerve foperations, and shall have gecess ot reasenable times o information pertaming o the de-

elopment of operation thereof, including Operator’s boaoks and records relating thereto, Operator, upon

request. shali furnish vach of the other parties with coepies of all-forms ar reposts filed . with govern-
mental waencies, doily dvilling veporte. well Togso tank tables, daily gauge and ron hckcls and lcpons
Gf ook Giv Tedid @l he ficst of cach month, and shall make avuilable sumples of sy Sores ar cuumga
taken fromeany well drilled on the Contruct Arca. The cost of gathering und furnishing information to
Non-Operator, other than that specified above, <hall be chivged to the N‘(Hl-()pl'l‘{ll()l‘ that requests the

imformation.
o Abandonment of Wells:

1. Abandonment of Dyy Holes: Exceept Tor any well drilted pu‘l.'suanl to Article VELRB.2Z.. any well
whirh has been drilbed ander the terms of this apreement and is proposed to be completed us a dry hole
shadi” not he plugeed and abandone! without the consent of ol parties. Should Operator, after diligent
cffort, be unable to contuct any party, or shandd any parcty *ail to reply “within forty-ecight (48) hours
(exciusive of Saturday. Stnday or leval bolidays) after receipt of nolice of the proposal Lo plug and
abandon sueh well such. party =hall be deemed to have consented  to the proposed abandonment. Al
stich wells shall be pluuui end abandoned in aceordance with applicable regulations and al the cost,
vish and exXpense of e parcties who partic !p.n!( d i Thie cast of Jrilling of such well, Any parly who ob-
jects to the p!tl:;,:mz and abundoning such well ..h.all have the vight to take over the well and conduet
further operations in scarch of oil and or gas. subject o the provisions of Article VLB,

2. Abandonment of Wells that have Produced: Bxcept for any well which has been dritled or re-

=

\\uxi\e-«l purstimt o Arvticle VB2, hereof for which the Copsenting Pacties have not been fully reime- .

h(lIM < axsthdrein provided, any well which has beon 'ump'--t-:d as o prodicer shiadl not be plugged and
abmrloned withyui The consent of ol parties, 17 uh,[,.n{u-.\ .;]'mxvn‘i to such ulgiuuh»imu-nl. the well shanl
be dhugged and abandoned: i oecordance with ';‘11)5;1i('n|xh~v reculations and ot the costy risk and expease
of ail the parties hereto, . within thirty (30). days after reeeipt of notice of the proposed abandonment
ol such welh all parties do not agree to the abandonne ntof any well, these Wishing to continue ' its op-
cration shidl fender to cacls of the other pirtios (s propor lm:mlc- share of the v.n!uv of the well's \alvuhl(-
material and equipment, detormined i secordanie with the provisions of 1 \)nbll ‘(‘“ fexs the c\lmmlcd
cost of salyvaging and, the estimated. cost O - plugping and abandaning. Buch .nb.lmh)mu;, party shatl
assign o the non-abimdoning partics; without warranty, express or implicd, os o title or us to Guantity,
quality, or filness for axe of the cquipment and materid, tll of s intevest in thewell ard velated cuip-
ment, ogether with its interestin the. leasehold est: e ax o, but nnlv s 1o the! interval or mlvlval\nl e
formation or foimations they apen to. prodiietion. - 11 the inlerest ot the .fl).llld(llllll;‘ p.ntv is or ux(ludt-\

“an oiband gas interests sach party shall exccute and deliver. to thie m)n-.|l>‘n|1!|f)!11111‘ parly or parties: an

oil and gas lease, limited 1o the interval of intervals u!”llu-»'[m'muliun of formutinns then open ta produc-
tion, for a lc: in of-one vo.n ind so long lhu onﬂm as ol and or gas-is pu'duc( ¢ from the Il\l"! val orinler-

.
- -

¥
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deficiency and, if suit is brought to collect any deficieney, reasonable <|Lt<n dey's

~ment thereol, be subrogated to the secirity vights desertbed i the forepuing paragraph.

v":.-.’ - 5”:'.”

BN Feal o 0

vials ol the forahion o Tormations covered terebhy, sueh ledee to b on the foom atliehed o Exhibit
SRTOhe gssteiunents or beases so hmited shatl encomypes the dodhine it sapon which the woll s
located  Phe pavinents by oid the sssimnmoents o0 hases tog the asvignecos shodl beoanoa vatio based apon

the relatioashitp of thelr respective pereentages of purticipation i the Contract Arvca to the apurepate of

Sthe perectitazes of partieipation an the Contract Area of all iesiencees Phere shadl e no rendjostiment

ol mterest nothe remataing portion of the Contraet Aren

Theveatfter, abandonne: prrties shall have pno further vesponsabsfity, hability, or inteacst s the ap-

wrtion of or |mn.'u!mn fromn the well e the interval or intervals then oberr Sther than he royallies
retarmed oany fease made ander the termsx of this Avtiele Upon request, Operator shall continue to
operids the assigned well for the wecount of the non-abandoning parties ot the rates and charges con-
templated by this Gereement, plus any additional cost cond chuoges which may arise as the result of

the separate ewnership of thie assigned well,

ENPENDITURES AND LIABHLUITY OF PARTIES
AL Liability of Partices:

ARTICHLE VLS
The Bhitity of the parties shadl be several. not joint or eollective, Eaceh party shatl be responsible -
ondy for itk oblications, idhd shull be hable only for its propovtionate shiare of the costs of deyveloping
and operating the Contraet N, Aceordingly, the tens granted among the partios in Article VIR are
siven ta secuie oy the debts of cach severally, TOas not the ictention of the parties (o ercate, nor shall
this agreemeaenit be construed as creating, o mining o other parlnership or associitton, ar o render the J
pitrties liable Gs partners, ‘
B. Licns and Pavment Defaults:
i . .. . |
Eeeh NonsQperator grants to Operator o hen o upon itz onl and gas rights in ihe Conteact Avea, and @ |
security interest in il share of ol and or gas when extracted ;’m_«l s interest e all equipment, Lo secure
payment of its share of exponse, together with interest thereon ot the rate provided in the Agccounting
Procedure attached hereto ax Exhibit »C70 "To the extent thatl Operator Tas o seeurity interest under the
Uniform Commercial Code of the State. Operator shall be entitled (o exereise the rights and vemedies
aof o secured porty under the Codeo The bringing of o st and the obtaining of judgment by Opevatnr ‘
for the sccured indebtedness shidl not be deemed an clection of remedies oy otherwise affect the lien
rights or secufity interest as security for the payment theveol, In addition, upon defaudt by dany Nen-
Opirator in the paviient af its share of expense, Operator shall have the vight, withoet prejudice to
other rights or remedics, to collect from the purchaser the proceeds from-the sale of such Non-Operator's

share of oib and or cas until the amount owed by such Non-Operator, Lo ine lude interest on the

fees, has been paid.  Each purchascer shall be entitled to rely upon Operator's

ailten statement concérning the amount of any default. Operator grants a lxkc Iien
md security interest to the Non-Opcrators to scoure payment ol Operator's propor-
Jlenate .slmrc.nf expense. '

1F any party fails or is unable 1o piy its.share of oxpevse within sixty (60)davs after readition of
a statement therefor by Operator, the non-defandting parties, including Opevator, shall, upon regiiest by
Operator, pay the unpaid amount in the proportion that theinterest of cach such party-bears to the in-
téfest of all such partics. Bach ‘party S0 paying its share of the utipatd-ativount shall, to abitain reimbuise-

C. Payments and Accounting:

Except as hercin nlhm wise \I)(‘(‘lfIL‘I”\' P 0\-1(!(-(‘ Opm.nm m.m prompiiy puy and” (h\clmlgo ¢xpoenses
mumvd in the dc\(lnpnwm dnd operation of the Contract. Avcar pursuant te this agreement and shalt

Ccharge cachisof the parties hereto With their vesgpedtive proportionale shiares upon the expenge basis pro-

vided in the Accotinting Procedure altached hereto as Exhibit ~C70 Operator shall keep an accurate
. . v . - . R

record-af the joint account herennder, showing expenses incurred and charpes and credits miaide “and

received. ’ ’

Operator, at its clection, shatl hovie the right Trom lime to time to (Ivm:nui‘{:nul receive from the!
other partics payment in advanve of ‘their respeetive shares of the estimated amount of the (\p(‘nw Lo
be incwrred in npm.nlmn\ hercunder during the next saceeeding month, which vight may e exereised only
by submission 1o each- such party of an itemized statement of sach estimated expense, logether w!l!n
an’invotee for s share thereol, Each such statement and ‘invoice for the pavaient iff advance of esti-
m.:k*d expense \h.:!l be sub mlth(! oior-belfore the 20th day of. the next preceding month, Fach -party
shall |) 3y Lo Opuerator Hs }nupmtum.m share of such estimate within thxrfy(30)(l.n\'.~ alter such es-
timate“aind inveice is reccived. 1f any paty I fails to puy s share of =aid estimate within said time, the
amount due shall bemr interest us provided in Exhibit “~C" unlib paid. Propér adjustment shall be
made monthly hetween advances s actund Loxpense to the ¢ nd thal (-'uh party shatl bear and pay its
proportionate share of actual expenses |n(-mn-d. and no move.
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. . LY
o Do Limition of Expenditures:
9
3 ol or Deepens Withaut the <'un-«‘vnlk af all piorties, noowell shall be deilled or deepened, ex-
i cept any woll detled ar deepened povsainst Lo the provestons of Acticle VERL2 of this Agrecment, it being

5 understood that the consent to the drifling or deepemng shali inclide:

Y]

T l\nllnu h APV SRR 4 SR “QM‘W.

Hi WMM‘-—W&Q‘T—&W WMOMWW‘*!H.-M

Y

ta X Option Nao 20 AN pecemary expendilares Tor the deitling or decepening ond testing of te well,. When '

N sttely well has reached it authorized depth, and all tests have heen completed, Operator shall give fme-
12 nediate natice to the Non-Operatars who have the vicht to participate in the completion costs. The parties
IR recenving sucn notiee shatl hove forty-eipht ((418) hnuu (exelusive of Suturday, Sunday and lepgal holi-
14 davs) in which to elect to partbeipate in the setting of casing and the complefion attenpt. Such election,
Ih when made, shall inelude conzent (o alf necessiry expenditures for the completing and equipping of such
16 well, ineluditns necessary tankone and or sarfnce facilities, Failuve of any pirty veceiving such notice
T to reply within the pertod above fised shall constitute an clection by that party not o participate in
I the cost of the complition saterpt i onie or move, bot fess than all of the pacties, oleet to set pipe andd
19 to-attcmpt a completion, the provisions of Arvticic VEB.2. hereof (the phrase “reworking, deepening or
20 plugging back” as confained in Article VIR.2. shall be decmed 1o ineliude “eompleting”™) shall apoply to
21 the opervations thereafter conducted by tess tham all partics,

R 2. Hework or Plug Back: Withont the conzent ol parties, poowell shadb be veworked or plu‘gu(:(i‘
24 back except a welf reworked or plugped back pursaant o the provisions of Avticle VEB.2. of this agree-
25 ment. it boing understond that the consent 1o the yeworking or piagging back of o well shall inelhdde
260 vonsent Wl necessary expenditures in conducting such operations and complieting and eqoipping of

2% siid welll meluding necessary tankage snd or stvdace fueplitios,

28
20 it l‘)““!l‘“l' Operatns: Operator shadl not godertake wny sngde praject reasonnbly extitnated o vegative
30 an expendituce in exeess of Twenty-Five Thousand bolkas €8 25,000.00 . ;.

31 oxeept m eonnection with o well the drilling, roworking, deepening, completing, recompliting, o pluy-
32 gping back of which hus beeén previously authorized by or purstant to this apreement; provided, how-
33 ever. that, in cose of explosion, fire, (iood or other sudden smergeney, whether of the saime o different
A1 mature. Operitor may take sucly steps and ineur suclyexnenses as i its opinion arve réguired te deal with
33 the emergencey to safeguurd life mnd propérly b Opaiator, as promptly as possible, shall seport the emer-
36 peney o tiw other partios. 10 Opetator prepares “Authorily for Bvpeaditares™ for ils own  use,
37 Operator. apon request, shall furnish: copies of its “Authority for Expeaditures” for any single project

38 costing i exeess of Fifteen Thcousand ... Dothurs (£715,000.00 L)
39 - i ' .

40 E. Royallies, Ov (-lru!nw Ro\'\llws andd Other Payments:

Al .

42 Euch party shall payv or deliver, or cause to be paid s detivered, all royidties 1o the extent  of
43 One~Fighth (1/8) __due on its share of production and shail hold the other parties frece

14 from iy hability theretor, I the interest of any  party i any oit and pas lease covered by this apree-
45 moent is subjeel to any yoyalty, uvo’rriding royaliy, pr'u(”!uﬂiu‘n payment, or other charge over and above
46 the aforesaid voyully, such parly shall assume and alone peay’ all stch obligations and sha‘l account
49 for or cause to be gecounted for, such interest ta the owiers thereaf,

45 No pariy shall ever be u'\puﬂ\lbh- on m)\' price basts higher th un the pr uL- received by :ud ;.\x'iy‘
Ler purly's < Jessor or rovalty owner should

58 to any other parta's lessor or royv: tlt\ OWbEeT; ndif anyosned
H] (Imn;md and recoive oHtiemenis on o higher price bHasis, the party contiihuling such luznw\ha“ bear the

52 u))dil\ burden jusofur as such hn,hw prive is mnu-nwd
5y P, R(-ntals. Shut-in Well Paymieats and Minimuain Royaltics:

56 Rentaly, shut-in” welt ;m\'mcnt\ andd minimam ravaltics which nuy hc"l(-(]i‘rircd ander the terms ol
9% dnv fease shat be pdld by the party-or [thl('\ whu subjected such leuso g this sireement al its or their
58 expense. in the event ‘tivo or more partics own and have contributed mim exis in the same fease {o this
md p‘t\'nwnh for and on Iwhul. of all

59;‘ mirunwni w('h parties” inay designite obe of stich - parties (i mal\(.
63 such p.nlu's Any p.n(v Moy reqguest, and shati-be entitled o w '( ;\'c‘ plop twdunu- of all sr-
1] ments. 1 the event aof r‘nluu- tu nmkv |)|upu puving nl ai .mv wul.d. shit= m well p.wmcnlm mmmmm
62 mv.clt\- through mistake ux uw-x.su,ht wlu-zc steh pavinent i vequired to Comtintte the lease in force.
G4 au,\'\'_lm-.\ which results Imm stich m)n-—p.lyn,mu shidl be Borne in accordande with the firovisiony ol Avtielo

g4 V.2

65 ' L
o G ()pvmlor .sh.di :'omv Noin- ()pc ator 0!‘ llw .umcup.atcd c(unplch(m of o \hm-m gls wcH m “the shiut -
o 67 ting inor return 1o ploducuou of g pmducm;' gas well, at least five (5) (Luxs (uwludmg Sauuday, xun-

68  duy and- hohdu_ys) or at the cavliost oppmlumlv pctmluul by vircumstances, prior to t.ﬂ{mz such’ actmn
69 - but ns\umv» no_ lmh:hi, ‘m ﬂuhnc {0 dn s0.  In the event of faihwe by (’)pvmtm to so notify Non-
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of any shut-in wetl pivmoent \hnll be borne jointly by the protics herdto ander the provisions of Article
V.3 ) o

Gi. Taxes:
T ” AL E e

Bepmning with the fst catenduy vear after the effeclive date hereot, L)'r;:(; ‘(.A %m'! cendin for ad
vadorem taxation ail poops ty subject to (hix agveement which by Inw should be rendored v such
tanes, and noshalt 14.i,\" afl such tuxes dssessed thereon before they beeosne delinquent. Priory to the ren-
dition date. cach Non-Ogperator shall mini.ﬂ: Operator information as to burdens (1o inchide, but »ot be
Himiteidt to, rayvadtios, overniding royaltues ind production payvments) on leases and oit and gas interests con-
tibuted by such Non-Opcerator, I the assessed valuation of any leaschold estate iz vedueed by reason of its
teing subject to outstanding excess royalies, overviding royaltics or praduction payvments, the reduction in
ad vatorem taxes resulting therefrom shall jmne to the benefit of the owner or owners of such leascehold
estate, and Operator shadl adjust the churge te such owner ar awners so as to reflect the berefit of such
reduction. Quperator shall bitl other parties for their proportionate share of all tax payments in the man-

ner provided i Exhibit O

I Operator constders any Gax assessment improper, Operator aay, al its discerotion, pretest within
e time and manner nrexeribed by law, and proxecitte the protest to o finad determination, unfess all
parties apredte abandon the protest prior 1o final determination. During the pendency of administrative
or judreral preceeding=, OQperator may cleet to pay, under protest, atl such taxes and any interest and
penaity.  When any such protested assessment shal) have been finally determined, Qperator shall pay
the tax for the joint aecount, together with any interest and penalty acerued, and the total cost shall then
Be assessed against the pavties, and be patd by them, as provided in Exhihit <~C*.

Each parly shadl pay or wouge (o be poid ol production, severanee, gathering and other taxes im-
posed upon or with respect 19 the production or handling of such party’s shave of oil and. or gas pro-

duced under the terms of  this agreement,

1. Insurance:

At all times while operations are conducted hercunder. Operator shall comply ‘with the Workmen’s

Compensation Law of the State_where (he operations ave hel: g‘-*"*‘Jii‘c{i‘d‘-""ii‘i‘b“v’i?t“r?}i
f<insirer for liahitity Gider said camp( N

thit slm” be made o the Jaint sceount shptid
hoon oblancd. Opoerator \huH .ﬂ.\n catyy Cor provide inswrance for the

A : . P 3 . X
benefit of the juint aczowrt of the parties as outlined in $<hibit “D™, attached ‘o and made 4 part hercof.
Operctor shall réquire all contractors engiged in work on or for the Cantract: Arca to comply with the
Workmen's Compensition taw of U}(' Stite where the operitions are being conducted and to maintain

such other insurauce as Operator may requive.

fu the ovent Automobile Public Liability Tnsavaned is «pweifiod in siid Exhibit D™, or subsequently
reeeives the app:bvui of the parties, no diveel charge shall be made by Operator for premiums paid for
such inswrance for Operator's fully owned .mlnmohvovqmpm(-nl

_ ARTICLE V. ‘
ACQUISITION. MAINTENANCE OR TRANSFER OF INTEREST

‘Surrender of Leases:

The Teases covered by this agréchicii, m\ol‘.n as they embrace aereage in the Contract Acea, shall
not be smn'ndvlcd in whole o1 in p.nl unless all partics mn\cnl therefo,

However, should any party desire o surrender its interest in any lease oran any purlion th‘ercbf und
other p.ntlv.s do not sigree or consent lhmoto the party desiring 10 Surrender shall assign, without express
or mﬂ)lmd warranly of title, all of its intérest in such lease, or portion lhelmf, and any well, material .md
(_({Ul[}l‘n(‘lll which may be located thercon and any rights v production thereafter secured, to the pdilw
not (_{u.xumu to surrender i€ 10 e initerest ur the assigning purly includes an-oil and 'gus interest, the as-
sighing party shall execute and deliver to thc party or parties nol desiring to survender an oil’ ‘and gas
lease covoxmg such oil and gas interest for o term of one year and so long lhmcuﬂéx us oil ‘md/or ‘gas
is pmduccd from the i.md covered thereby, xuch lease to be on the form attached hereto as Exaibit ~B”.
Upon such’ assxgnmcnt the assigning party shall be relieved fromi“uil obligations thcnmflnr-a(-cnuuu,.
but not therelofore acerued, with respeet to the acreage assigned and the operation of any wgl,lflhorcon,"
and the assigning party shall have no further interest in the lease. .h\l;.'n('(] and ils cquipment and pro-
duction other than the royalties vetained in any lease mado under the muuc of this Arlicle. 'l‘hdpur!iex*
assignee shall pay. to the par "ty assignor the lcd\\\l\'lhl(! nlv:z;,c v;xluc of thv lalter's interest in any wells
and cqmpment ‘on the assigned acreage. The valGie of all rivalevial shall be cl(-i(-umnod in ﬂcwrd‘mcu -
with the provisions of Exhibit ~C”, less the estimated cost of salvaging and the v.shnwu'd cost of plu;_--
ging and aboandoning:  If.the assignment s in l‘.nvm of nore lh.m one party, the n\«l,.,ncd interest shall
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BERT AL ADLE

N Leo shnnesd B the paarbie? o e 1t the propocbions thad e andvaesd of cach beans o the interest of i
2 FER LA PYRNESS ST YETLR
3

fer gnnde urvder Hos troveion shalb wot reduee o chianpe the aodionng's or

i ANy assisnent o s

5 s reraedeving partos” antoesest et was anuecdiately Bofore the aestgroment, gn the balanee of the Contract
(H Adew and e Setense assaondd o suviendered, and subvegnent operations thereon, sTiall not therepfter
o e safgect 1o the tecos ol provistons of U apreenmoent

&

:‘ B Reoenal or Extension of feases:
i
t] Poany ety secties o seneswal ob any ol and e decews sabigect tn thi Scirccment, ol othier pontes
2 shatl be colitned promptie, and <bholl have the vght Lo oo periad of thicty (203 dovs following receipst
14 of =il notice i which to cleet to paticipate 0 e ownership ol the renewal dease, incofus as <uch
4 Clease affects Lads withia the Contiaet. Aved, byopasing 1o the party who aequicgd it their several proper
15 praportaonate shuares of the eguegtion cost aitocated fo Hed peat o) coach e within the Contracet Area,
16 sohich shull be o proportion: to the interests held ot that time by e poaties an the Contract Arci.
15 .
18 If oo but lexs thiun dl of the parties cled to partipate i the purehase of g renewal lease, i
19 shall be owned by the purtics who eleet @ purtictoate therein in wrdio based apon the relationship of
20 their respective. pereentaee oF participadion in the Cobtract Avea to the dperegate of the. uereenluges
21 of puulicivation iy the Conteaet Avea of o] parties pastiemipatiog o the purebase of such rencwad lease,
22 Any erewod Jease o owhach ess ey ol pharties oleet 1o particapats shall not he subjeet to this agreement,
23 ] .
24 , Each pariv who praticipates in the pavchase of o renewal lease shpll Bie wiven un assigmnent, with-

25 out warranty of titlc, of its proportionate interest therein by acquiring party.

an
27 The provistons of thi- Article shali apply to reaewat leases whether ther are for the entine interest
2a cnvercd by the expiring lease or cover onlye o poction of #0s aees e interest theseins, Aoy renoewiad Tease

adeen Defore She vapitatingm of 118 predecesson e e, o1 Taken or conbiarted for swithin six (6) mionths gdve
e eapiration of the existing Tease shall be sobjeet ta this provision: Lut any lease taken oy conttrgeted

for mure than six (6] months atter the cxpiration of o existing lease shudl naot be decised o renewal”

tease fnd shall not be sebject 10 the provisicns of they jeeoeciaent,

Exd

B! The prosesions ia i Artcle shall apply " atso wad s ke mmemer $6 extensions ALRNETTE BEPEEEEH IR
i fonses ‘

A6 P R LR

a7 7 AGreage or Cash Contrilititions:

Sa

39 While this ggreement s o foree, if iy parly conlracts for o contithution of cash toward the drilling
4100 o wowel or any other speradion on the Contract Aven, sach candtibulion shali Ge pald (6 the purty who
31 conducted the dritling or other upw‘:n‘.h;n and shidl be apphed by it soainst the cost of such dolling or
42 cther eperation. I e contribution Se i the torm of . aereage. Wi p':ri‘\"!n' whom the condribetion is
12 made shall promptly tender an assipiment of the aereage. withotl waiiniy of title, (o the Drithing
44 Pirtics in the proportions suid Deiling Partices shioeed the coxt of dvilling the welll 15 all paities heseto

43 e Dodling Pasticy and aceept such tender, such aeveage shall Lecome a part of the Contrict Avea und
+6 be goversied by the provisions of ‘this agreement 11 Yess than adl piarties bereto ave Drifling Partics ind

37 acceept such tender, such Sereope shall not become o part of the Contract Area. Ench party shall prompt -
48 Iv notity oll other puarties of off aercage 6r money contributions it may obtain i support of any well or

49 unv ether opiration on the Centract’ Area

a0 :
5l Hoany party santracts for any consideration reialing to-disposition of such pz‘nl:.".\‘;hun'(- 0l substances
82 produced hereunder s such vonsidesation «hat? oo e deomdd a0 contribution as conterpited in this
5% Article VIEC, _ .

54 ‘

55 D, Subscquently Created Interest: .

)56 ‘ ’ e ‘ b : .

57 Notwithstauding the provisions of Arcticic VRLE. and VLG i anv iy Bereto shaldl, b et

Kl (o exceution of this agreenent, ercale an overciding royalie, production payedsnt; o0 net proceeds inler-
59 estoowhich such mterests are hercingiter referred o as stbsequently ercited interest”, sueh subseguently
B9 erdated mterest shalt be specifieally made sabicet o Gl of tne ferm and provisions of this agreefent, ax

(3] follows:

62 . ,
63. o0 notrconsent operations are conducto)d puasvant o auy provision oiic this agrecmcut, and the

64 purty conducting such operations Leconws entitied fo cecdive the praduction Litributable o the intorest
65 outl of which the subsequently created interest:is devived, such parta shadt veceive same free and clear

66 of such sub:equently cvemoed ntorest The punty ereatingsane shall hedr and pay aif sach subseguently
and hold the other pertios horela (ree sond barmless from any and

67 ereated nterests and shali nnl]f::mif_v
68 . all Lability resulting therefrom.,

69 S : Lo
7 g £ . -



AALPLD L TORM si0 - MODED FORM OPYRATING AGREEMEN'T | tury

Srecernst of the potices o i choee o o stome terms

BESY AVRD £ C rnpy
LI R S Y IR § RPN :1. et ot o hieh o copres thy crvn b anteres U s dersved (3 fands 1o
D b e RIS TP vt T e b e beresidhos 2 eieets o shardon o widl ander proe
Ciete o G A tele VTR Govat w00 chete th oot denee oner providtsies o Artiele YHELAL
Podament i slbeo et i et gtond ctene ot chgt bee vl Aeleownh the pea caty e tion gl all eapenes
B teerenber 51 thee sletvae teararael o tb e ds cnterest acre oowanhae anterent For g poacs of collecting

thoe Tty et ﬁ:z:‘,u-: whoo voeoive e tgnnyents s oo resalv o (2 or (B ahove

fhe 1iobt 1 ssforee o jeoe e et A el VLD Porend st sueh sthequentiy ereated

mtegest

10, Matntenanee of Unitorns helerest:

feasehold  Gierests

For fhe purpose ol nuatoning amfornuty ol owses Lapoan the ol oand
covered B 1 demecment oot pobs it hatindnse any othier provistons o the contrary, oo paety shall
Gl el er . Gneter on tadie other dispossion of it interest i the Jeanes embracesd wahie the Con-

. . . R .
Gaet Aven amdoan welle cquapment and production andess such divpisationT eovers cither:
i the entive interest of the party in ad] leasex and conipment sind prodaction: or

a1 eadivrded interest an ol feases sad esaipment and productinn in the Contlract Arven

Foets ich <ale, epcamiaance. bansfor or other dispoation made Ly oany ety shall beopade ox-

pross iy subdect 1o s agreement andd shiadl be mpde withiout prejudice 1o the vicht of the ather partees,

Prootoany tirie i anterestU ol any pariy s divided danong and owened by four er more co-owmners,
Caeritar ub ts dircretion. may reguire such co-cwner: 1o appoisd o single trustee or svent with full
SThosty 1o receive tmttees. approve espenditures, receive biliogs foor and approve aad By such poarty's
shire of the Joint expenses, il o deal generadly withs and with power ta hind, the co-owners of such

partas aterests waliin the svope of

cia-nw ners-shindl hunoe the rioht orenter into and execute alf contricts or agreements for the disposition

wecment: however, odl such

Operattions eambroeed i s g

of thelr respective shares of the ol and gas produced from the Contract Avea and they skall have the

rieht 1o reccive, sepmeately. pavaient ©f the sade praceads herenf,

1. \Waiver of Right to Partition: N
Propermmitted by the Liws of the stateor states 11 swhich the propsrty covered hereby s tocated, cach

party Leveto owniey anowndiviled mterest g the Contrac! Avca widves anyaasd alf rights it any bave

to pairtition aad have xet aside Lo it in ssveralty WS undivided interest therein

PR TN | POV IS L9V IUIY PP LTEVORS FPPONY

B & BN d g i d e o a st s o g

Shoiid any 11y deste o sell all o doey pint ot (i miterecsts gnder this apreenient. or iis vights and

nteerests 1 the Conted Ared, 10 shd! promptly grve written notice te the other parties, with fall infor-
IMGLOL GrCei g s Jropoesel
chaver faho must b oreads . witlmg amegble o prechase), the purchase price. and alt other terms of

Stier porties Jhidi then bave T sagpliional priot right. for o period of fen (10) duvs after

tine niver

astiy parties shall siiee the pur-

propoeey too ol Gl 0 the eptions! visht s exercroed, the

chived sdesest i dhe prope e that the nterest el b Lears (o fotal inlerest of ol purchinsing

pirties, However, thise s 1 L ne peelotentint vt 1o penckare o these ciee?

to morieane 0 inlere b ar Yo divpose af 1R pateresis By otnceger, reoranogsabion, daation. . v sale

of ol or subutantily ol o i assets oo schodiny o geent rampans o tooa sobsidizey of
3 A " [T S VOO NTTRICRR R EPIVAN -
st trivii—testhrfries - syt sirme

: Y ey
ity ++ vt

ARFICLE IX.
INTERNAL REVENUE CODE FLECTIGON

This agrestnent s vind vtheds iy eresite, o shal ot bevorsbeaed be crenteoarelntions i of part -

Pcen o dunong the pictios hercto: Notwithstanding any pro-

persbip or an assutidion e prodit

td ot joindTor colfective] s tat this

vistons herorn $hat the vagdats li.:h‘tlﬂi;t.:'!u-rmuulq-a S v
agtvement pd operations heseunder shal) not consbitate a potanership, of for Federval iseange tax pur-
posex. s spreerzent mad the eperations herestder oe romaded "as a0 peatnorship, cach jcly heveby
affected clect to e eseloded from the application of A1 of 1l provision: of Subchapter = LU Chapter
1. Sublitde AT of {he hiferuad Revenue Code of 19531, ax pertiticed and aulliorized !s_\' Scetion P61 of
i Code ard the regtlistinns promulgated thereasder, :();n-).dm‘ 15 ailhorized and dirvected 1o execnt on
may he coguirdl by the Seevetany

Lehalt of each peetty Lerebyraffected sueh evidence of thistvlection
of the Tieasury of the United Stdes or the Pedend Tateran? Rovenue Serviee, including speetfreaily, bt
aat by osway of Ftion ol of the et sdtomentss aud the dadar veguived by Federndg Reguln -

tions 1361 Should thire Jue Lo sequieetne it thad cach gy Betehv affveted vive firther svidenoc o

this lection, exech such praty sholl execnte sich docamest sind foreish Such otber evidence . ooy be

M

reatited fo the Poders) Inierenl Hevenus Serviee o Ss 1l be neevsiary Lo evidesos Hhis cloection Nu

30

vondittons the inlerest which the otha party
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tent walh Egi‘ ‘I\\lv»;x m.u‘- hierehy.

which the Contel Avesg s toented o

sich oty shodl 2ove ey cotwes or Gake any other aclion o

I any present o Butere dueapse Sav Bavs ol Hhe shide os <bdes
any Tuiiie ineome tan b of e Pasted Sades contaan prrovistons st fo those 3 Sulebapter R,
(fh:;])h‘l' 1. Subtitle A7 op the dnterna) Resenue Caode o 1955 under which an olection «anilar 1o that
provided by Scetion 61 of the Code as pernmtted, vach paaty ereby atfected Shadt make suel elecetion o
may be pormitted or veqgrmid by el Baws Ioomskiing the foresoimng clectiont cach suely party states the i
the tneane doevived by sueh paats Trone Operalions fueseneder enn he adequateds ditermined withon Hw

computation of partnee=ap i abie anceane

ARCICLY, X
CLAIMS AND LAWSUITS

Operator may scitle oy single damage claim or suit ising from operations herennder if the ex-
penditure does not exceed | Five Thousand g .. Dollars
(& 5,000.00 ) and if the payment is in complete setflement of sueh elain or sait {f the amount
required for setflement excecds the above amount, the puarties herclo shall assume and take over the
sated 1o Uperator. All costs and ¢x -

fartiier handling of the ehdm or suit, unless such authority is del
pense of handhing, setthing, or otheswise discharging such elaim or soat shadl be o the joint expense
of the pariies, I a elaim is made against any party orv if any pimiy s saed on accaont of gy matler
ansig 'ro opetations hereundser over which such individuaul has no contrel hecause of the rights given
Operator by this aereement, the party shatl mnncediately notify Cperator, and  the olsim or st shall

be treated as any other elamm or snit involving operations hercunider,

ARTICLE XL
FORCE MAINURE

H oanv party is renderced unable, wholly orin port, by jorce majeure {0 ecenry out its obligations
under this agrecment, other than the oblivation to make anoney paviients, thaet poaty shadl give 1o all
other partics promp! wertten notice of the loree majeare with rearonatdy el porttealars concerning i
thereupon. the obligations of the party giving the notice, s far as’they e affeeied by the foree majeure,

Cshail b suspended durmg, but o longer o, the contimuance of the foree majeare. The affected party

shall ure all reasonable ditizgence to remove the foree nnjeure siteation as quichly as practicable,

The requiremend that any foree magewre <hall e remedied with ol rcasonable dispadeby shail not
require the settlement of strikes. lockouts, or other labar difficudty by the party icvolved, enntrary 1o ils
wishes: how all sueh difficnltios shall be haindled shall be entively within the dizeretion of the purty

concerncd.

The tarm “force mujewre”™. as fiere emploved, shall nican an act of ‘God, strike, lockout, or other
indostrad distarbanee, act of the public encmy, war, blockade, public ciot, lighlaing, five, storm, fload,
explosica, povernmental action, governmental delay, restiaint ar inaction aaavcaiiability of cquipment,
and any other cause. whether of the kind specifically  cnumerated  shove or otherwise, which is not

redsoniably within the control of the party claiming suspension.

ARTICLE XIil.
NOTICES

CANL fetices” atthorized  orrequited between tie parties, and required by any of the provisions of
tis sreement, unless otherwise speeifically  provided shall be given in writing by United States mail
Westers Union telegram, postage or charies propaid, or by teletype, and addressed 1o the party to
whaon the notice is given nt e addresses Tisted on Exhibie A7 The originading notice given ander any
provision” heresf shall be deemied given nnl_\' whoen received by the parly to whom such notice is directed,

sind the time for such pavty 1o gl\'v um’ nofice in response thereto shal) rin from the dete the originat-

e notice s received. The se cand Tor any responsive aolicve shall be deemett piven - when doposited in
the United States matl or with the \Vvs((-rn thiiion Telegraph Company, with postage or charges prepaia)”
o when sent by teletyvpe, Bach party .\'Il;n!_[ Bive the vight to change s address al any Gme, and from
time o thne, by giving awritten potice hereef to all sther parties, k
ARTICLE X111
“TERM OF AGRE TMENT . -

Phis agrecment shall cemain in full force and effeet G to the oil and gas leases and oF o1l and pas in-

terests subjected hereto for the pm":ml of !im(- seteeted below: provided, however, no party hierveto shall
cver’ be construed as having any  right, hlh- “or interest in or-lo any lease, 00 oil and gas interest con-
tributed by iny 6ther puaty Iu-\-nn(l the térm of his agree T except pur:,uant to Article vIiiI,
Part B. :

. . X N . e b X : . . . -

llnuc(' in force as o any parl of IRC Contrret—reres—akcetbsr by odudion, ¢Stension, renewal o othor-
=Y e i 1 ad L. b3 VN PPN FETCTUIURIN SUTETCURTVOTTIG PROVOTVNCUIDEY ] MIYY(YZ BrTG v=am ecwn o - -1 =
ety P trerese AR M i 4
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X Option Nooo2? Ly the event the well desatbed oo A Gebs VEA D ae coey sadeequent well dreiled

ey gy provisien of thee aptecment, roauts i prodacton of ot el or soe i paving auantities, this
et hodb contirne i foree sa bogsg as gy e h wel o el produee, o e eapable of pradoe-

Lo aned O an aelditionad poriad ot 180 thave frony cossatton of ol pradaetion, provided, however,
Lot to the espiration of cach eliitionad peniods ane o e of the poanties fiveto are engaged in

dieglhos or cowaorbares 0w el o el herenader, o arvcerient shall continae i foree untsd cuch on-

rvtson Boave becss cennpheted aond o1 peduction oot thcr e o e arreonnent hud) s contoune
tarce o poovided Sereas By b vveat the o wodb desoniot o Nraele VEA L ca sy sadvennient el
P T S T T PR I T ok ik v o oty et s sy e ol st Yo

ared o0 e e Uontnaect Avess thie occenent shed terommate vndesc cbin g o seswad b operia-

ot e corenced wath leO dan s fror the date of abasdonment ol cad wel)
s dipreed, however o that the termimation of this rigrceraent shali not veheve any pinty hereto from

any hability which has acerted o attached prior to the dide of such terminataon

: ARTICLE XTIV,
COMPLIANCE WP LAWS AND REGULATIONS

A Laws, Regulations and Orvders:

Ihl\ weccement shall e subject 1o the cotvervation bews of the state i ‘which the ‘i‘-\-";lyznxxi!ti‘:!
;u-;:(-‘,_,;. 15 docated. 1o the vahd rales, regalations, and ovders ot any duly constituted regthutory body of
sold state: and to b other applicable federal, stade and docal Liws, ardiance:, rules, repatations, and
orders, Huwever, nou-operators agree 1o release operator from any and all losses,
damagzes, injurics, clatms amd causes of actieon avising out ol jacident to or
resuitiop divectly eor indirectly from operator s iaterpretation or application,
of rutes, rulings, rogu]‘.‘uiuns or orders ol the Bepartment o Energy, Federal
Eneryey Hewulatory Commission or predecessor acencies to the extent operator's
interpretation or application ol such rules, rulibgs, regelations or orders were
made 0 pood taith,  Non-operators turther aprcee to reiwburse operator for thelr
proport pongte share of ooy amounts operalar oy e deqained toe refund, rebate
or pay s i resull ol Gn incorrect dnterpretaticn or application ol the above
noted fales, rolbings, tegulations or orders, topether with the non-operators'
propertioniate part ot iuterest and penaltics owine by operator as a resalt of
such tacorrvect daterpretiation or application o! sach rules, regulations or orders.
Operator shall-furnish Non- ~Operators copies of all notices, torms and other docu-
B, GOVERM NG LAW: ments received and sent to all govnrnment ageaci ..

The cessent iat valtdity o this apgrevceent and Gl watters pertaiining, thercto,
incltuding, bat oot Iimited (o, matlers ol peciotmance, breach, vemedies, procediures,
riphts, dutics and ioterpretiation or construct ion, shall he poverued b deter-
mined by the laow ot the state in which the Contraet Avea s located. [t the
Contract Arca is in two or more. states, the law o) the state where most of the
tand 1n the Countract Area s located shall eovern.

ARTICLE XV
OTHER- PROVISIONS

A. SUBSTITUTE WELL:

}. If, in the drilling of the Initial Well, Operator lases the hole or encounters
mechanical d1ff1LUIC1eq render1ng it impracticable, in the opinion of the Gperator,
to drill tihe well to ine Objective Depth, thén and iu any of such events on or
before sixty (60) days aftér completion of Lhe Tititial Weil, Operator shall have

‘the option to commence the actual drilling of another well (Subst1tute Well) at a

lawful location of Operator's selection on the Unit Area, and prosecute the driliing
of said well with due diligence and in a good and workmanlike mansner.to the Ob-
jective nepth., For all purposes of this agrgemeut the drxlllng of the Substxtute
Well shall be considered as the drilling of .the Inlt181 Well.

2. Any provision herein concernxng che Initial Well shall also apply to the Sub-
stitute Well, and any provision herein excepting the Initial Well shal] also
except the §ubsL1Lute Well,
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3. Any funds remaining in escrow {or the initial Wle{éﬁaﬁi be transferred to the
escrow account for the substitute Well and shall be applied to the costs of said
substitute Well., 1f these funds are not sufficient to cover the total AFE costs
of the Substitute Well, the Operator shall have the option of requiring a
Neon-Operator to deposit additicnal funds sufficient to pay its proportionate share,
as set out on Exhibit "AM, of the total APE costs for said well in an escorow account
set up pursuant to thu escrow nqrccment_attﬁchcd wercto as Exhibit "G". The addi-
tional fungs will be deposited not less than fifteen (15) days prior to commencement
of drilling opera:ions on the Substitute Well.

B. SUBSEQUENT OPLRATIONS

17 subsequent operations should be undertaken pursuant to Article vI-B, the
Operator shall have the option of requiring a NonsOperator to deposit its propeor-
tionate share, as sct out on Exhibit "A", of the total AFE costs for the proposed
operation in an escrow account set up pursuant to the escrow agreement attached
here to as Exhibit “G". If a Non-Operator fails to deposit the full amount set
oul above within thirty (30) days of receipt of the AFE or not less than fifteen
(15) days prior to the commencement of the proposed opcration, whichever is sooner,
that party shall become. a Non-Conscinting Party under Article VI-B,
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1 ARTICLE XVL

2 : MISCELLANEOUS

4 Thix agreement shat! be binding upon and-shatl inure o the henefit of the prrties hereoto and to their
B3 roxpeciive herrs, devisees, depal vepresentatives, stecessors aed assipns :

i :

T This mstrument wav be excented inoany number of connterpants, each ob which shizdl be consideroed

g roariginal for all purposes,

10 IN WEINESS WHEREOF, this agreement shall b effeclive as ol 18th day of September
FT 2

12

13 OPERATOR

&

15 ATTEST: HARVEY E. YATES COMPANY

]

17

:2 - By: N

: Secretary President

1]
L —

[ £

NON-OPERATORS

[ 2 S SVR SR )
oo -

ER]

ATTEST: VIKING PETROLEUM, INC.

g
c

-2

By: )
Secretary President

TN SR O )
< =

wow
—

ATTEST: : CI‘BOLA ENERGY CORPORATION

WOW W W W
S e W BN
<
.

Secretary Predident

[ RV
LE= 2 U

WITNESS:

de s
-

SEYMOUR SMTTH

PO SN O
fa N N
4
1=
3
2
tr
h
&

-~ ks
Fis B

46

1 , DAVID SHLTH

51 ATTEST: S EXPLORERS PETROLEUM CORPORATION

s By :
Secretary S i President .

56 :
- ATTEST: : ' SPLRAL, INC.

60 : i - By: 5 . o
Z; ‘ ' ~ Secretary : ~ President
63 ATTEST: A ‘ FRED G. YATES, INC. '

66 . L R By :
L 67 ) _Secretary :

President =~ , .
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STATE OF NEW MEXICO )

! : ) S8

E COUNTY OF CHAVES )

5 The foregoing instrument was acknowledged belore me this day of

. , 1981, by GHORGE M. YATES, President of HARVEY E. YATES
COMPANY, a New Mexico Corporation, on behalf of said corporation.

My Commission Expives:

thary Publijc

STATE OF OKLAROMA )
N } 88
COUNTY OF )
; The foregoing instrument was acknowledged before me thlb day of
i , 1981, by ,
? President of VIKING PETROLEUM, INC., a I Corporation,

cn behall of said corporation.

; My Commission Expires:

Notary Public

STATE OF NEA MEXICO )
. ) $s
COUNTY OF BERNALILLO )

‘The foregoing instrument was acknowledged before me this day of
. , 1981, by HARVEY E. YATES, JR., President of CIBOLA ENERGY
'CORPOKATION; a New Mexico Corporation, on behalf of said corporation.

My Commission Expirves:

i ) o Notary Public

STATE OF )
) 88
COUNTY OF . )
The foregoing instrument was'ackﬁOWICdged before me this day of
' » 1Y8i, by SEYMOUKR SMITH.

—

My Commissgion Expires:

Notary Public

STATE OF )
\ ) §S
COUNTY OF )

The foregoing instrument was acknowledged:-before me this hw_day’of
o 1981, by DAVID SMITH. -

My Commission Expires:

Notary Public

- 15a -

B
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STATE OF NEW MEX1CO )
) 8s
COUNTY OF CHAVES )
The forepoing instrument was acknowledged besore wme this day of

, 1981, by GEOKGE M, YATES, President of EXPLORERS PETRO-
LEUM CORPORATION, a New Mexico Corporation, on behalf of said corporation,

My Commission Expires:

Notary Public

STATE OF NEW MEXICO )
_ ) Ss ‘
COUNTY OF CHAVES )
The foregoing instrument was acknowledged before me this day of

, 1981, by HARVEY E. YATES, President of SPIRAL, INC., a New
Mexice Corporation, on behalf of said corporatiom.

My Commission Expiroes:

Notary Public

STATE OF NEW MEXICO )
) S8
COUNTY OF CHAVES )
The foregoing instrumént was acknowledged bcrfore me this day of

, 1981, by FRED G. YATES, President of FRED G. YATES, INC.,
a New Mexico Corporation, on behalf of said corporation.

My Commission Expires:

‘Notary Public




- EXBIBLT “A"
. ATTACHED TO AND MADE A PART OF THE OPERATING AGREEMENT
DATED SEPTEMEER 18, 1981,
BETWEEN HARVEY E. YATES CCOMPANY AS OPERATOR
AND VIKING PETROLEUM, INC., ETAL AS NON-OPERATORS

1. LANDS SUBJECT TO CONTRACT:

Tqynship: 9 South » Range 27 East, N.M.P.M,
Section 18: Lots 1, 2, 3, 4, Ef2 W/2,
E/2 :
Containing 645.04 acres, more or less
Chaves County, New Mexico

2. PERCENTAGE INTERESTS OF THE PARTIYS TO TH1S AGREEMENT :

HITH ‘H',__- WORKING INTEREST

Viking Petroleum, Tuc. 31.0058297
*pavid A. Smith 8.62421717
Seymour Smith 8.6242717%
Cibola Energy Corporation ' 6.5848567
Spiral, Inc. 2.5872817%
Fred G. Yates, inc. 2.5872817%
Explorevs Petroleum Corporation _ 2.5872817%
Harvey E. Yates Company 37.3989307

100.000000%

*David A. Swith also holds a 5% Overriding
Royalty Interest under State Lease L-6775

3. OIL A\H) GAS LEASES AND/OR OIL AND GAS INTERESTS SUBJECT TO THIS AGREEHMENT :

a. 01l and Gas Leasce dated February i, 1972 bearing State Lezse Number
L-6907 between the State of New Mexico as Lessor and Viking Petroleum,
Inc., as Lessee covering the fFollowing describerd lands in Chaves
County, New Mexico, insofar as said lease is situated in Chaves County,
New Mexico:

Township 9 South, Range 27 East, N.M.P.H.
Section 18: E/2 NW/4, W/2 NE/4, NE/4 NE/4

Containing 200.0 acres, more or less

b. Oil and Gas Lease dated December 1, 1971 bearing State Lease Number
L-6775 between the State of New l’exlco as Lessor and Harvey E. Yates
Lompany as Lessee, covering the following descY¥ibed lands situated in
Chaves County, New Mexico:

Township 9 South, Range 27 East, N.M.P.M.

Section '18: Lots 1, 2, 3, 4, £/2 SW/4,
SE/4 NE/&, SE/4

Containing 445.04 acres, more or less

4. ADDRESSES OF PARTIES FOR NOTICE PURPOSES:

Viking -Potroleuw, -Inc, Seymour Smith -

2700 Center Building David A. Smith:
2761 East Skelly Drive 105 W. Madison R
Tulsa, Oklahoma 74105 ‘ _ Chicago, Illinois 60602

‘ Harvey E. Yates Company : - . Cihola Energy Gorporation

’ Explorers Petroleum Corporation - "1, 0. Box 1668 ..
Spiral, Tnc.  Albuquerque, New Mexico 87103

Fred G. Yates, Inc.
- ‘p 0. Box 1933 ,
o Roswell, New Mexico -88201
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EXHIBIT ¢ *©

Attached to and made a part of THE OPERATING AGREEMENT
OATED SEPTEMBER 18, 1981,
B\ .M\l) BETWEEN HARVEY E. YATES (,OMPANY I\S OPPRATORA N
AND VIKING PETROLEUM, INC., ETAL, AS NON-OPERATOKRS

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I, GENERAL PROVISIONS

Definitions

“Joint Property” shall mean the real and personal property subject o the agreement to which this Accounting
Procedure is attached.

~Joint Operations™ shall mcan all operations necessary or-proper for the development, operation, protection and
maintenance of the Joint Property.

“Joint Account” shail mean the decount showing the charges puid and eredits received in the (ondml of lho Jojnt
Operations and which are to be shared by the Parties.

“Opeoratar” shall mean the party designated to conduct the Joint Opcerations.

“Non-Operalors” shall mean the parties to this agreement other than the Operator.

“Parties”™ shall mean Opcerator and Non-Operators.

“First Level Supervisors™ shall mean th:ose employvees whose primary funciion in Joint Operations is 1he direct
supervision of other vmpimub and or contract labor directly employed on the Joint Property in o field operat-
g capacity.

Techinicad Employees” shall mean thoese employees having special and specific engincering, geologica! op other
professionul skiMs, and whose primary function in Joint Opcerations is the handling of specific gperating condi-
tions and problems for the benefit of the Joint Property.

“Personal Expenses™ shall mean travel and other reasonuble reimbursable expenses of Operator’s employvees.
~Material” shall mean personal properiy, equipiment oy supplics acquired or keld for use on the Joint Propeety.
~Controllable Material” shall mean Material which at the time is so classified in the Material Classification Manual
as most recently recommended Ly the Council of Petroleum Accountants Sociclies of North Americu.

Statement and Bllhn[,s

Operalor shalt bill Non- Operators on or before the last day of each month for their proportinnate share of the
Joint Account for the preceding month, Such bills will be accompanicd by statements which identify the author.

~ ity for expenditure, lease or faciity, and all charges and credits, sunmimavized by appropriate classifications of in-

vestment and expense excepl that items of Controlfable Material and unusual charges and credits shaft be sep-
arately identified and fully described in detail, .

CAdvimces and Payments by Non-Opcerators

Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their

share of estimated cash outlay for the succeeding month's operation. Opcrator shall adjust cachi monthly billing
to reflect advances received from the Non-Operators.

Each Non-Operator shili pay its proportion of all bills within thirvty(30)duys after receipt. {f payvmest s not
made within such time, the unpaid balance shall bear interest monthly at the rate of twelve percent (129 ) per
amiun or the maxinim contract rate permitted by the applicable usury laws in the state in which the Joint
Property is located, whichever is the lesser. plus allorney’s fees, court costs, and other costs in vonnection with
the collection of unpaid amounts.

Adjustments .
Payment of any such bills shall not prejudice the right of any Non-Operitor to profest or question 1h ..oncbt-
ness - thercof; provided, however, alt bills and statements rendered to Non-Operators by Operator during any
calendar vear shall conclusively be presumed 1o be true and dorreet after twenty-four (24) months following
the end of any such calendar yoar, unless within the said tweaty-four (24) month pericd 4 Non-Operator takes
written exception thereto and makes claim o Operator for adjustinent. No adjustment favorable to Opcrator shall
be made unless it is made within“the same preservibed period. The provisions of "this paragraph shall not prevent
adjustmenis resuiting {yoin a physical inventory of Controllable Material as provided for ini Seclion V,
3
Audits R '
A. Non—()pcmlor' upon nullu in wriling (o Operator and ull other Non- ()pmulom shall have the vight 1o dudit Ope-
rator's rcounts and rvecords relating to the loml Accoumt for any calendir yewr within the twenty-four (243 n\omh
period following the end of such catendar year: provided, however, the muking of an audit shall not extend the
time for the taking of wr itten exception to and the adjustments of accounts as provided for in Paragsraph 4 of this
Section 1. Whet'e thére are two or more Non- Operators, the Non-Operators shall make every réasonable effort to
mnducl joint on simullancous dudits in a munner which will resull in a minimum of inconvenience to the Opera-
., Operator shalt bear no pmuon of the Non-Operators' audit cost incurred under !lus p.:r.u,,mph wnless agreed

’ »lo by the Qptrator.

Approval by Non-Operators
Whmc an approval 1 oy othér agrcement ofths Parties or Non- Operatoxs is expie m\!v :equnrcd under other sec-

tions of this Accounting Proceddre and i The Ggreement o which this-Accounting- Piocedure-is attuched containg

" no contrary provisiohs in regard thereto, Operator shall notify all Non-Operators of the Operator's proposal, and”

the agreement or approval of a majority m mlcxcst of thc Non-Operators shall be conhollmg on ull Non-Opera-

tors.
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IL DIRECT CHARGES

Operator shall cluape the ot Account with the folfow e ftens

1.

© Partits, except gs provided in Scetion I, l’dragmph 3.

Rentals and Reyalties
Lcase rentals and roviadties puid by ()pu.alm for the Joint Cpeiations,

Lakor
A, (1) Salaries and wapes of Operator’ ficld ecmployees direet!s ermploved on - Joiet ioperty in the canrdizet
of Joint Operatiog:
(2) Saliries of First Love] Supeayisors in the field
{3) Salaves and wages of Tochineal Employees ditectty employved on the Joint Pioperty if sach charges are
excluded from the Overhead rates.
B, Operaturs cost of heliday, vacation. sickness aid disability beoefils Gld oihey Customaly allowances paid (o
cimpioyees whose salartes and wages are chargeable to the Joint Aceount under Parag:aph A of this Section
H. Such costs under this Paragraph 23 may be churged on a “when and as paid basis™ or by “'pereentage as-
sessment” on the amount of salartes and wages chirgeable to the Joint Account under Pald”hlph 2A of this
If pereentage assessment is used. the rate shall be Lused on the Operator’s cost experience,

Section M,

C. Expenditres or contributions made pursaant to assessments imposcd by povernmental authority which are
applicable 1o Opcrator’s costs chargeable to the Joint Account under Parugraphs 2A and 232 of this Sec-
tion 11 :

DL Persongl Expenses of those employees whose sidaries and .v:x;:w. are chiargeable to the Joint Accaunt under

Paragraph 2A of this Secticn 1.

Empleyee Boaclits

Operator™s curren! costs of cstublished pluns for employees’ proup life insurmmee, hospitalization, pension, re-
threment, stock purchase, thrift, benus, and other benefit plans of a Jike nature; applicable to Qgpeiator’s labor
cost choargeable to the Joint Account under Paragraphs 2A and 2B of this Scction H shall e Operator's actual
cost not 1o exceed twenty per cont (204%).

Material

Material purchased or furnished by Operator for use on the Joint Propeity as provided under Section 1V, Only
such Material shall be purchased for or transferred to the Joint Property as mwuy be requited for immediate use
and is reasonably practical and consistent with efficient and cceonomical operativns. The accamulntion of sur-

plus stocks shall be avoided.

Transportation
Transportatien of emplovees and \Lnunal necessary {or the Joint Operations but subject to the fellowing Iimita-
tions: .

AT Materind ie mavad fa ihe Inlne Do 00 r LS00 Opeialoy™s wareaouse or ather propmhc& 1o charge shall

be made 10 the Juint Account {or a distance greater than the distance from the necarest reliable snpply store,
recognized barge terminal. or railway recciving point where like material is normally avuilable, unless ugreed
to by the Parties.

B. If surplus Materiai is moved 1o Operator's warchousc or other storase naint, na charge shall be muade o the
Joint Account for u distance greader tinm the distance 1o the neavest relinble supply store, recognized burge
terminal, or ratlway recciving point anless agreed to by the Purties. No charge shall bemade 1o the Iaint Ace-

Material to other properties belonging to Operator, unless agrecd to by the Parties.

counti for moving
C. In the application of Subpitagraphs A and B above, there shadl be no equalization of actual gross (rucking cost
of $200 or less excluding aceessarind] charpes.

Services

The cost of contract services, equipment and utilities provided by outside sources, except services .excluded by
Paragraph 9 of Section ! ind Puaragraph 1 ii of Section 1L, The cost of professional consultant services and con-
tract serviees of technical personnel divectly enpaged on the Joint Property if such charges are excluded from the
Overhcad rates. The cost of professionai ronsuliant services or contract services of technical personnel not di-
reclly engaged on the Jeint Property shall not be churged to the Joint Account unless p1u.'|ouxl‘ agreed to by

the Parties.

Equipment and Fucilities Furnished by Operator

“A. Operator shall charge the Joial Account foi use of Operator owned equipment and facili‘ies at rates com-

mensurate with costs of ownership and oper ation. Such rates shall inciude costs of maintenynce, repairs, oiher
éxpense, insurance, taxes, depreciation. and interest on investient not to c‘ccch cight per cent (8%)

operating
Such rates shall nol exceed dvcm;,o vommercial rates currently preva: in the immediate area

ber annum,
of the Jeint Property. .

B.. In seu of charges in Pur.a-lmph TA above, Op(‘ralor may clecet to use aversge con. . cial rates prevailing in
the immediate atea of the Joind Praperty lese 2000 For mtunu-lwc cquipment, Operator nay elect m use rates
puu.alztd by ‘the Petroleum Motor Transpert Association,

Dama;,cs “and Losses !o Join( I’ropor(\

;\il costs or TEXpUnses neeessar v for ihe :(p.m or replucement of Joint l'ropérly made necessary Lecause of dum-
ages or losses incurred by five, tlood, storm. thefi. uccident, or other cause, exeept thoese resulling from Operator's
gross negligence or willful misconduet.  Operator shand furnish Non-Operator written notice of dumagies or losses
incurred as socn as praglicable atter oo report thereof has been veceivad by Operator.

Legal Expense ' . v

Expense of handling, inveitigating and seitling h!m'mon or cl.uma (1*\(‘!ml‘g,mv of leas, pagment of judgments
and aniounts paid for settlement of claims incurred in or msuitm;, from operifions under the agreement or
necessary to protect or recover the Joint Praperty. exeept that no charge for scrvices of Operaler’s lfegal siaff
or_fees ov oxpense of sutside sitoineys shall e wade tindess pmwmmv agreed 10 Ly the Paties.” '\]1 m].c legal

expense is considered to be coverad by the overhead provisions of Section 11 unless otherwise agreced to by the

Expense3 incurred by cperator in represeniing the Joint’ Property at hearings or pro-

ceedings before state or federal regulatory or administrative agencies. '
-2 - ! :




10.

1.

12.

Taxes

AN e of cvery Tnd and natins Gevaeacd on leviad dpon o s cantectiog with the Jaint Popaaiy, the apera-
tion thereaf, or the production thercfrom, and which taxes have been paid Ly the Operator for the benefit of the
Parties.

Insurance

Net prenvums puid for insurance required to be cartied for the Jomnt Operations fur the proteetion of the Par-
tes. huthe event Joint Operations wre conducted in o stete in o whicld Operator may act as self-insurer for Work-
men’s Cempensation and or Employers Liability  under the respective state’s laws, Gperator may, at its elogt ’on,

mclude the sk undes sts self-insurance program aed o that event Operador siad] anciude o Gaarge o Cperators
coxl ot to excecd manual rates

Other Expenditures

Any wther expenditure not covercd or dealt with in the Torsgoing provisions of this Section 11, or in Section 11,
and which is tncuvred by the Operator in the necessiny and proper conduct of the Joint Operations,

HI. OVERHEAD

Overhead - Drilling and Producing Operations
1. As compensation for administrative, supervision, office services und warchousing costs, Operator shall churge
drilling and  producing operations on cithier:
¢ X } Fixed Rate Buasiz, Paragraph 1A, or
{ } Pereentage Basis, Paragraph 1B
Unless otherwise agreed to by the Parties, such charge shall be in licn of costs and expenses of all offices
wagpes plus spolicahlie burdens and expenses of ali personnel, except those (lllLC“)’ char,g,oable

1
BTy
S CWwWa

and sq
under Paragraph 2A, b(cnnn . The cost uand v\{xﬂ\w of services hom oulside soucces i connicction” wich
matters of tuxation, traflfic, accounting or matters before or involving gsovernmental agencies shall be considercd
as included in the Overhead rvates pravided for in the above selected Pavagraph of this Scetion 1H unless such
cost and expense are agreed te by the Parties us a direcet charge to the Joint Account.

ii. The salarics, wuges and Pursonal Expenses of Technicad Employees and or the coxt of profcssional consultant
rervices and contract services of technical pessonnel duull\ cmployed on the Juml Property shadl () shall
not { X') be covered by the Qverhead rates.

A. Overhesd - Pixed Rate Buasiy
(1) Operator sl.mli charge the Joinl Account ot the following rates per well per month:
Drilling’ Well Rate $. 3,550.00 .
Producing Well Rate . 395.¢0
(2) Appiication of Overhead - Fixed Rate Basis shall be us follows:
(1) Drilling Well Rate L
[1] Churges for onshore driliing, wells shall bcgm on the date the well is <nuddcrl and terminate on

the date the diilling or completion rii ix Jclc.aso(z. whichoever is jaicr, extéepi that no charge shall
be made doring ~u~pcn~xon of drilling operalions for fifteen (15) or more consecutive days,

[2] Clunrges for offshore drilling wells shull begin on the date when drilling or completion equipment
arrives on location and terminate on the date the dritling or completion equipment inoves off loca-
tion or rig is released, whichever occwns fivst, except that no charge shall be made during suspen-
sion of drilling operations for tifteen (t5) or more consceutive days

(3] Chorges for wells undergoing any type of workover or recompletion for a period of five (5) con-
secutive days or more shall be made al the deilling well rvate. Such charges shall be applied for
e pesrod fron date workover operationys, with vig, commence through dute of rig release, except
that no charge shull be made during \uspmumn of aoperations for fifteen (13) or more consecutive
days.

(L) Producing Well Rates

{13 An active well cither produaced or injecied mto for any portion of the month shall be considered
as @ one-weli charge for the entire month,

(2] Each active completion in a mulli-completed well i1z which production is not commingled down‘
hole shall bie conxidered ax a onec-well chage pu.\'nh:w cach completion is consldcwd a sepapy s

. well by tiie governing regulatory authiority,

131 An inactive gas well shut in because of ovclpxoductlon or failure of purchaser to take the produc-
tion shall he considered as a one-well chuavge pmur!mg !hc gas well is directly connectcl to a per~
manent >1Ic~ oullet. , .

[4] A one- \\'ell chas "EC nmv tie made for the month in which pll(gg,,ln[, and ubandonri’icnt operations
are gomplulud on any well. -

[5]1 Al.other inactive wells (including but nol limited to inactive: wc}la egyered by unit allowable,

* lease allawable, transferred altowabte, c(c,) shall not qualify for i ovc-hudd cha-;,c.

{3) The well |ale.~. shall be adjusted as of the first da\ ‘of April cach yecar following the cifeetive date of the
agreement to “which this Au‘ounlmg IMrecedure is altached.  The adjustment shull be computed by multi-
“plying the rate curren(ly:in tise by ths percentage increase or decrease in the average weekly earnings of
Crude; Petroleum and G- ‘Production Workers for the last’ alendar year compuared 10 the calendar year
preceding as shown byt index of average weekly carnings of Crude Petroleum and Gas Fields Produc-
tion Workers as publishea by the United States Department of Labor, Bareau of Lebor Stalistics, or the
equivalent Canadian index ay: publmhed by Stalistics Canada, as applicable. The adjusted rates shall be

the rates currently in use,. plus o’ mmus thc_ compu!ed .ud)ushncnt

" .



B. Overbead - Percentage Basis
(1) Operator shall charge the Joint Aceount at the following rates:
(i) Deévelopment

. - Percent ( “¢) of the cost of Develepment of the Joint Property exclusive of costs
pl uvldcd undv Paragraph 9 of Scetion 11 and all salviage credits,

{b) Opcrating
Percent | 70 of the cost of Operating the Joint Property exclusive of costs provided
under Paragraphs 1 and 9 of Section 11, all salvage eredits, the value of injected substances prcchased
for sccondary recovery and all taxes and assessments which are levied, assexsed and paid upon the min-
cral interest in and 1o the Joing 17 roperty.
(2) Application of Overhead - Pereentage Basis shall be as foliows:
For the purpose of determining charges on a pereentage bisis under Pavagraph H of this Scebion 1L de-
velopment shall include all costs in conncction with dritling, redrilling, deepening or any remedial opera-
tions on any or all wells involving the use of drilling crew and cquipment; also, preliminary expenditures
necessary in preparation for drilling and expenditures incurred in abundoning when the well is not com-
pleted as a producer, and original cost of construction or installation of fixced assets, the expunsion of fixed
assets and any other project clearly discernible as a fixed usset, except Major Construction as detined in
Paragrapk. 2 of this Scction 1. All other costs shall be considered s Operating,

2. Overhead - Major Coustruction .
'I‘oxonpon»dtc Operator for overhead costs incurred in the construction and installation of fixéd assets, the ex-
pansion of fixed assels, and any other projeet cleurly discernible as a fixed asset reguired for the dev el()pmenl aqd
opc ratisn of thi Joint Property. Opcrator shall cither negotiite a rate prior to the beginning of construction, or shall

charge the Joint Aceount for Overheasd buased on the following rates for any Major Construction project in excess

of $. . L

AL X % of tolal costs if such costs are more than $.. . % ~.butlessthan$. . * . _:plus
B. % < of tolal costs in excess of $_ % __ _ _ but less than $1,000,000; plus

C. _. % <. of total costs in excess of $1,060,000; :

Total vost shall mean the gross cost of any one project. For the purposc of this paragraph, the component parts
of a single projeci shall not be treated separately and the cost of drilling and workover wells shall be excluded.

]

To be negotiated
4. Amendnent of Rates

The Overhead rates provided for in this Section HE may be amended from time to time only by mutud agreemeit
Letween the Parvties hereto if, in practice, the rates are found to be insufficient or excessive. :

IV, PRICING OF J()lN'l;‘ ACCOUNT MATERIAL PURCHASES, ;'l‘RANS_l"ERS AND DISPOSITIONS

Operator is responsible Tor Joint Account Material and shall make proper and timely charges und éredits for all ma:
terial movements at’l‘ectim, the Joint l’ropcxl.. Operator shall previde all Material for ase nie the Joint Property: how-
ever, af Operator’s option, Such Material may be supplied by the Non-Operator. Operalor shiall make timely dnpcsmon
of idle and ‘or surplus Malterial. such disposal being made cither through sale to Operator or Non- -Operator, division in
kind, or sale to outsiders” Operater may opurchase, but shall be under no obligation to purchase, interest of Non-Opera-
tors in surplus condition A or B Materinl. The disposal of surplus Controllable Material not purchased by the Opera-
tor shall be agrecd to by the Parties,

1. Purchascs
Material purchased shall be charged ot the price paid by Operator after deduction of all discounts received. In case
of Material found to be defective or returned to vendor for any other reason, credit shall be passed to the Joint
Account when adjustment has been received by the Operatlor,

2. ‘Fransfers and Dispositions

Material furnished to the Joint Property dlld Material transferred from the Joint Property or disposed of by the
Operator, unless otherwise agrecd to by the Parties, shall be priced on the following bases exclusive of cash dis-

counts:
A. New Material (Condition A) , -

(1) Tubular goods, except line pipe, shafl be priced at the current new price in effect on dale of movement on a
maximum carload or barge load” weight basis, regardless of quantity transferred, equalized to the Jowest
pubhshcd price £.0.b, ruilway receiving poinl o recoghized barge terminal nes Il(bl the Joint Property
where such Material is normally available.

- (2) Line Pipe N
{a) Movement of less than 30,000 paund\ shall be priced
movement, as listed by a reliable supplv store nm§ 3
mally available. ™ :
(bY Movement of 30,000 p(mnds or more shadl be pr lu:d under provisions of lubuLu “roodds pricing in Para-
giraph 2A (1) 'of this Section TV. ’

(3) Other Matevial shall be priced al {he current néw pr ice, ineffect at dale of moyement, as lml(d by a reliable
supply store or f.o.b. railway re¢eiving point nearest the Jn'm I’:opcxly wirere such Malerial is normally

available.
B. Good chd Malcnui (Comhl[on 13)

Material in sound and serviceable condition and suitable for reuse wnlhout xccumlmomm,'
. Mutenal moved to the Joint Property . e T

{a) At seventy-five percent (75¢¢) of curr mlt new prlce. as determined hv arvagraph ZA of this Scetion IV
(2) Materlal moved from thc Jomt Pxoperly o s : e -

- {a) At \sovcnt\' five pmccm (?5’} } of cm\m“,ncw priceas determined by Pavagraph 2A of this Section IV,

if Malenal was on ginally clr.lu.ui 10 thie Joint Account as new Malmm] or

at the current.new price, in effect at date of,
fhe Joint Property where such Material is nor-

Lo
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(b) wt sity-five percent (654 ) of current nevs price, as determined by Paragraph 2A of this Section
IV, if Material wiis originully charped to the Joint Account as good vsed Material at seventy-Tive per-
cent (7577) of current new price.

The cost of reconditioning, if any, shall he absorbed by the fransferring property.
C. Other Used Material {(Condition C and D)
(1 ('nnditiun C ‘
\l.nlvn.nl which is not in sound and servicsable condition and not suitable hﬁ s rni;éinulfnrh(i«)}\ untif
after reeonditioning shall be priced at fifty percent (507 ) of current new price as determined by Para-

wraph 24 of this Section TV, The cost of yeconditioning shiult be charped to the receiving property, pro-
vided Condition O valne plus cost of reconditioning decs not exceed (un(lmnn B value,

(2) Condiliop D
Al other Materinl toclurding - junk, shindl be price:t ol oo vidue commiensurate with its use or at prevailing
prices. Material no longer suitable for its originul purpose but usable for some sther purpose, shall be
priced on a basis comparable with that of items normally uscd for such other purpose. Operutor may dis-
pose of Condition 1D Material nnder procedares normally wilized by the Operator without prior approval
of Non-Operators.
3. Obsolete Material
Material which is serviceable und usable for its original function but condition and/or valuc of such Material
is not equivalent to that which would justify a price as provided above muay be specially priced as agreed o by
the Parties.. Such price should resuit in the Joint Account being charged with the value of the service ren-
dered by such Material,

\

E. Pricing Conidiiions
(1) Louding and unloading costs may be charged to the Joint Account at the rate of fifteen cents {15¢) per
hupidred weight on all tubtikne goods movements, in licu of loading and unlozding costs sustained, when
actual hauling cost of such tubular goods are cqualized under provisions of Paragraph 5 of Section 11,

{2) Materitd“involving crection costs shall be charged at applicable percentage of the current knocked-down
price of new Material

3. Premium Prices
Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes
or other unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the
required: Material at-the Operator’s actual cost incurred in providing such Material, i making it suitable for use,
and in moving it to the Joint Property: provided nofice in writing is_furnished (o Non-Operalors of the proposed
charge prior o bitling Non-Qperatars for such Material. Ezch Non-Operator shall have the right, by so electing and
cpotifying Operator within ten days after receiving notice (rom Operator, {o furnish in i\md all or part of his shate

O of such Material suitable for use and acceptable to Operator,

4. Warranty of Material Furnished hy Operator
Operator does not warrant ihe Materiat furnished. o case of defeetive Material, credit shall not be passed to the
Joint Account until adjustmoent has been reccived by Operator from the manufactarers or their agents,

V. INVENTORIES

The Operator shall maintain detailed records of Controtluble Material,

. Periodic Inventories, Notice and Representation
At reasonuble intervals, Inventories shall be taken by Operator of "the Joint Account Controliuble Material.
Written notice ol intention to take inventoiy shall be given by Opcerator at least thirty (30) days before any inven-
tory is to hegin o that Non-Operators may be vepresented when any inventory is taken, Failure of Non-Operators
to be represented at an inventory shall bind Non-Operatorz (o aceept the inventory taken by Operator.

. Reconciliation and Adjustment of Inventerics
Recontciliantion of a physical inventary with the Joint Account shall be made; aind a list of overages wind shortages
shall be fuarnished 1o the Non-Operators within six months following the laking of the inventory. Inventory ad-
justments shall be nunde by Operator with the Joint Account for overages and shorlages, bul Operatar shali be
held accountable cnly for shortages due o lack of reasonable diligence.

~

3. Special Inventories
Special Inventories may be laken whenever there is any sale or clm;_}gu of interést in the Joint Property. 1 shall
be the duty of the purty selling to notify all”other Parties as quickiy ai possible after the transfer of inferest taukes
pl we. i such cases, both 1he schu: and the purchaser shall be gover nul by such invenlory. :
;
4. Expense of Comluclmg l’cnocllc Invenfories |

The expense of conducting perindic Tnventories shall not he (lml;- ~(I 1o the Joint Account untess agresd to by the

Purties. - . .,
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I3 ey _,z,\{,,\” &
Attached Lo and mode @ ot of '
Operating Aqgrecment datoed SEPTEMBER 18, 1981,
Loetween Harvey - ¥, Yates Company as Operator,
and the other partices signatory thoereto as
Hon-Opaerators,

At ol v jeees darinn the  condact  of  osporations horocundeer,
operator shall maintain in torce the following insuranca:

A. Workmen's Compensation Insurance and Employers'
Liability Insurance as requived by the laws of the
State in which operations are being conductoed,

B. Comprehensive General Public Liability in the
following: °

Bodily Injury: $200,000 cach pevson
5300,000 cach accident

Property Damage: 51008,000 cach accident
$S100,000 aqggreqgate

C. automobile  Public Liability and Property Damage

lnsurance with limits of not legs than $100,000
for any one person injured in  any accident . and
not less than $300,000 for any number of persons
injured in one. accident, and with not less than
$50,000 property damaqe coverage For one accident,

All wremiums paid on such insurance shall be charged to the
joint account. Except by mutual. conbest of the parties, no
other insurance shall be maintained for the joint account,
and all losses nol covered by such insurance shall be charged
to the joint account. = \
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DS IR B U P ;
. ATTACHED O -AND MADE PART OF ; ’
. OPERATING AGREEMENT DATED SEPTEMBER 18, 1981, ’
BETWEEN BARVEY E. YATES COMPANY AS ODERATOR,
AND v NG PETROLEUN, INC., . BTOATAS
NMOHN--OPERATORR :
BISY AVAL ARLE cooy

GAS STORACE AID BPALANCING AGREEMEN'T

The partics 1o the Operating Aarcement to which this agreement jo
attached own the working interest o in the gas rights underlying the Unit
Area covered by such agreement in aceordance with the percentages of
participation as set forth in Fxhibit "A" to the Operating Agreement,

In accordance with the terms of the Operating Agreement, cach
party therveto has the right to take its shave of gas produced from the
Unit Area and market the same, In the event any of the parties hereto
is not at any time taking or marketing its share of gas or has contrac-
ted to seld its share of gas produced Trom the Unit Area to a purchaser
which Jdoes not at any time while this agreement is in eoffect take the
full share of gas attributable to the interest of such party, the terms
of this agreement shall automatically beceme effective.

bDuring the period or periods whaen any party hereto has no market
for its share of gas produced from any proration unit within the Unit
Arca, or its purchaser does not take its full share of gas produced
from such proration unit, the other parties shall be entitled to pro-
duce cach month one hundred percent (1002) of the ailowable qgas produc-
tion assigned to such proration unit by the State requlatory body
having jurisdiction and shall be entitled to take and deliver to its
or their purchascr all of such gas production: All parties hereto
shall share in“and own the liquid hydrocarbons recovered froin such
gas by lease equipment in accordance with their respective interests
and subject to the Operating Agreement to which this agreement™is at-
tached, but the party orv parties taking such gas shall own all of the
gas delivered to its or their purchaser. : -

On a cumulative basis, each party not taking or marketlnq 1L9 full
sharce ol the gas produced shall he crodited with gas in storaye equal
to its full shave of the qgas produced under this agreement, less its

‘share of gas used in lease operations, vented or lost, and less that

portion such party took or delivered to' its purchaser. The Operator
will maintain a current account of the gas balance between the parties
and will furnish all parties hereto monthly statements showing the

total quantity of gas produced, the amount used in lease operations,

vented or lost, the total quantity of liquid hydrocarbons recovered
therefrom, and the wonthly and cumulative over and under account of
each party.

At all times while gas 1is produced from the Unit Area, each
party hereto will make settlement with the respective royalty owners
to whom they are accountable, just as if cach party were taking or de-
livering to a purchaser 1its share, and its share only, of total gas
production exclusive of gas used in lease operations, vented or lost.
Each party hereto agrees to hold cach other party harmless from any
and all claims for royalty payments asscrted by rovalty owners to whom
each party .1is accountable. The term "royalty owner" shall include
owners of royalty,’oxerrldlnq royalties, prodnctlon payments  and
similar interest.
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MMter notice to the Operator, any party at any time may begin
taking or delivering to its purchascr its full share of the qgas pro-
duced from o prorvation unit under which it has gas in storage less
such party's share of qgas used in operations, vented or lost. In
addition to such share, ecach party, including the Operator, until it
has recovercd its ges in storage - and balanced the qgas account7as to
its intcerest, shall Lo entitled o take or deliver to its purchaser
a share of gas determined by multiplying fifty percent (50%) of the
intercct in the current gas production of the party or parties without
gas in storage by a fraction, the numerator of which is the interest
in the proration unil of such party with gas in storage and the denom-
inator ot which 1s the total pervcentaqge interest in such proration
unit ot all parties in storaqge currvently taking or delivering to a
purchaser,

Fach party producing and taking or deliverinag qgas to its pur-
chaser shall pay any and all production taxes due on such qgas.

Nothing herein shall be construed to deny any party the riaht,
from time to time, to produce and take or deliver to its purchaser
its full share of the allowable gas production to meet the deliver-
ability tests required by its purchascr.

Should production of gas from a proration unit be permanently
discontinued before the gas acceount is balanced, settlement will be
made between the underproduced and overproduced parties. In making
such settlement, the underproduced party or parties will be paid a
sum of money by the overproduced party or parties attributable to
the overproduction which said overproduced party received less ap-
plicable taxes therctofore paid. Such snttlement shall be based upon
the price actually received by the parvties for overproduction when
it occurred of a volume of gas equal to that for which settlement is
made.

Nothing herein shall change or affect each party's obligation to
pay its proportionate share of all costs and liabilities incurred, as
its share thereof is set forth in the Operating Agrecement.

- This agreement shali constitute a separate agreement as to each
proration unit within the Unit Area and shall become effective in ac-
cordance with its terms and shall remain in force and effect as long
as the Operating Agreement to which it is attached remains in effect,
and shall insurce to the benefit of and be binding upon the rarties
hereto, their successors, legal vepresontatives and assiqgns.
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ATTACHED PO AND MALE N PART OF
GEERATIHG ASPEEMENT GATED | SEpleMBER 18, 1981,
BrEOWERN HARVEY B, YATLS COHPRIY AL OPERATOR,

A:‘!I; VIKING PETROLEUM, TNC., e aL AL

- - r f‘)\!___()’)]‘ {y,.(\“\ e e

HONDISCRIMINATION CLATSE

"

HARVEY E. YATES COMPANY . hereinafter reforrved to as "Operator," agrees,

unless cxompt thovefrom, to comply with all provisions of Executive Order

11246, which are incorporated hevein by reference, and if Operator has
more than 50 employees, Operator must f{ile Standard Form 100 (EEO-1)
and develop a written "Affirmative Action Compliance Program" for each
of its establisnments according to the Rules and Requtltations published
by the United States Department of Labor in 4} C.F.R., Chapter 607
operator further hereby certifies that it does not now and will not
maintain any facilities provirded for its Pmployvn" in a seqyregated
manner or perait its employees to perform thelir services at any location
under its control where seqregated facilities are maintained, as such
seqregated. facilities are defined in Tivle 41, Chapter 60«1.8, code of
rederal Regulations, revised as of 1/1/69, unless exempt therefrom,

Unless excmpt by rules, regulations or orders of the United States
Secretary of Labor, issued pursuant Lo section 204 of the  Lxecutive
order 11246 datad September 24, 1965, Jduring thoe overformance of this
contract, the Operator agrees as follows:

"(1) The Operator will not discriminate against any employec or applicant:
for emploviment because of race, color, religion, sex or national
oriain., The Operator will take affirmative action to ensure the
Applicants are omployed and that cmployees are treated during
employment., without regard to their race, color, religion, sex or
national origin. Such action shall include, but not bhe limited to
the following: employment ., upgrading, demotion or transfer, ve-
crivitment or recruitment advertising; layofll or termination; rates
of pay or other forms of cowmpensaticen; and sclection for Leoaining,
including apprenticeship. ‘fhe Operator agrees to post in conspic-
uous places, available to employees and applicants for employment,
notices to be provided by the contracting office setting forth the
provisions of this nondiscrimination clause.

"(2) . The Operator will, in all solicitations or advertisements for
employees placed by or on behali of the Operator, state that all
gqualified applicants will receive consideration for employment
without regard to race, colcr, religion, scx or national origin.

"(3) The Operator will seénd to each labor union or rvepresentative of
workers with which he has a collective bargaining agrecmont or
other contract or understanding, a notice to be proviﬁud’by the
agency contracting officer, advising the labor union ou workevrs’
representative of the Operator's commitments under Section 202 of
Executive Order 11246 of September 24, 1965, and shall post copies
of the notice in conspicuous places available to employees and
.applicants for employment, , L

"(4) The Operator will cowply with all provisions of Executive Order

- 11246 of September 24, 1965, and of the roies, regulations and
- relevant orders of the Secvetary of Iiihor.

"{5) The Operator will €urnish all’ information and roports required by .

Executive Ovder 11246 of Septembenr 24, 1965, and by the rules,

regulations and orders of the Sccretary of Lahor, or pursuant

thereto, and will permit dccess to his books, records and accounts
by the contr&cting agency and the Sccretary of Labor fer purposes
of investigation to ‘ascertain compliance with such rules, rdégu=
lations ‘and orders. : ' ;
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“(6) In the event of the Operator's noncomnnpltance with. the nondiscrimi-
nation clauses of  this contracrt oy with any of  sach f'\:l(:s,
requlations or ovders, this contract may he cancelled, terminated
or suszpended in whole o in part and the Operator may be declared
ineYiaqible for {urther Government contracts in accordance with
procedures authorvized in Pxecutive Odrder 11246 of September 24,
1965, and such other sanctions may be imposced and remedies invoked
as provided in Exccutive Order 11246 of September 24, 1965, or by
rule, vegulation or ovder of the Sooretary of Labor, or as otherwise
provided by low, '

“(7) The Opervator will {nciude the provisions of paragraphs (1) thriough
(7) in every subcontract or puvchase order unless exempted by
tules, reyulations o ovders. ol the Sceoreiary of  Labor  issued
pursuant to Section 204 of Exccutive Order 11246 of Scptember 24,
1965, so that such provisions will be hinding upon cach suhcontractor
or vendor. “The .operator will take such action with respect to any
subcontract or purchase order as the contracting agency may direct
as a means of enforcing such provisions including sanctions for
-noncompliance; provided however, that in the event the Operator
becomes involved Tin, Tor 1s threatened with, litigation with a
subcontractor -or vendor as a result of such direction by the
contracting agyency, the Opevator may request the United States to
enter into such litigation to protect the interests of the United
States " : ‘ : »
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Attached To andt Made a Part of
Oporatina Aarr~oeomnent
dated Septembor 1R, 1013

IRTTER ESOPOW ACFIIMeNT

(e R AOPY

Gentlemen:

This letter supplements the Operating Aareement dated September 18,
1981, covering lots 1, 2, 3, 4, B/2 w/2, /2 (M1) of Section 18,
Township 9 South, Range 27 East, N.M.P.M,, Chaves County, New Mexico,

and evidences our agreement whereby you will deposit in an interest

bearing escrow account to be established at the Security National Bank

of Roswell, Roswell, New Mexico, the cash sum of $

for your portion of the cost, and exbénses in Arillina and completino
{or p]uéging and abandoning, if dry) the Seymour State Number 1 Well,
as providéd for in that Operating Agreement. Upén your appreval and
acceptance hereof, as hereinafter provided for, yéu‘agree to open such
account and deposit that sum with said Bank, hereinafter referred to
as the "Escrow Agent", and agree that said Escrow Aqeht may thereafter

disburse the same as hereinafter provided for.

Upon the drilling of the well to total depth, as more fully set
forth in the Opefatinq Agfeement, we as Operator, shall submit our
statement to pboth you and the Escrow Agent for your proportionate part
of the drilling costs and‘reléted incidental expenses to that time, and
csaid Escrow Agent‘shall‘ihéféupqn“pay Operatar such amount so billed,
provideﬂ that amount does not exceea‘the amohnt on deposit: if the

it. on deposit, the Escrow Agent shall

., and you agree to forthwith pay

any deficiency. Upon completion of that Well, Operator shall sfﬁilar]y




submit our statcoment to hoth yvou and tho ﬁsvrnw Aagent or the AaAdAitinnal |
costs of completinag and eduippinq that woll (or piuagina and avardonina
the same, 1f it be dry) and said Fscrow Adageont shall forthwith nav that
statement, provided that amﬁunt does not oxceed the amount on deposit,
i the amongt a0 Hi1Y Yol ceeandg fho panant on deposit, the Yaeraow haent
shail pay over to us that amount on drpnsit, and you agree to forthwith
pay any deficiency.

If the initial drillina operations he abandoned and a Suhstitute
Well be necessary, then any funds remaining on deposit in the Escrow
Account followina rayment of all expensas for the Tnitial ¥ell shall he
retained in said Escrow Account by the Escrow Agent to be appliesd to:
expenseas incuired in connection with tho Sunst itute W¢]1. TF A RuBsti—
tute ' Well is drilled pursuant to Article XV-A ofF the Operatjna Aareement,
you shall derosit with said Escrow Agent all additional sums raeuired to
constitute payment in full of your proportionate share of the tatal AFF

costs and expenses not fewer than fifteen (15) davs prior to the com-

mencement of the Suhstitute Well)w

1f Suhseaquent Operations should be undertaken nursicant to Article
Yi-B of the Operatino Agreement, you shall deposit with said Fscrow
Agent ali additional sums reouired to constitute payment in full of vour
proportionate share of the total AFE costs and expenses within thirtv
(30) days of your recoipt of such AFE by reaistered or certitified maiy
from Operator, or not fewer than fifteen (15) days prior to the commence-
ment of the proposed operaiion, whichever cevent occurs earltier. Should
that deposit not be made within that period, yvou éha]! hecome a
"Non;ConsontihﬁlParty“ under tﬁn’OpﬂraLinn Aareoment, and Article VI-R
heretofore noted.

Qp;)n full payment of;',;‘;m:‘néu'ns as _heretofore provided fer, and com-
lﬁletion of thé'drillinq pfbéram as?sc£ forth in the Operatino Aareement,

]

the Escrow Aaenkt shall return aay =:ans 10fL on deposit with it, toaether

with earned interest if any there be to you.

2 . 'y
f



If this latter correctly sets forth our aoreement, please evidence
vour acceptance on hoth the oriainal and two copies and return the same
to.us together withh your funds to cstablish the escrow account, TIipon
the deposit &hereof with the FEscrow Agent, said Rank will evidence its

acceptance of the escrow, whereunnn one fully aveecnted copy of this

letter agreement will e returned to you.
Veryv truly vours,
HARVEY E. YATFS COMPANY

By

Accepted and agreed to
this  day of
November, 1931,

By

Acceptance of Fscrow:

The Security National Pank of
Roswell, Roswell, New Mexico,
acknowledged receipt of the cash
sum of $_ . ' and
accoepts this escrow statement
this " dav of November, 19281.
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COMMUBITLZATION ACREEMENT

STATE OF SEN MEXICO)  RKROW ALL HEN BY THESE PRESENTS:

N . . ‘:A T i\’r\
COUNTY OF CHAVES ) BEST sk

THAT TS AGREEMERT* Is entered into as of the  15th of October

19 81  , by and bewween the parties subscriﬁing, ratifying or consenting
thicreLo, ::;:ul‘: pavtices hevefanfeer belny veferred to as 'Parties hereto";

WHEREAS, The Comnisstoner of Public Lands of the State of New Mexico

RE authorized by the Legilslature, as set forth in-Scc. 19-10-53, New Mexico
Statutes, Annotated, 1973 ans,‘in the interest of conservaltion of oil and
par and the prevention of waste to consent to and approve the development
ov operatlon of State lands under agreements macdi by lesseces of oil and gas
leases EherCOn, jointly or severally with other oll and gas lessees of State
lands, or oil and pas lessces or mineral owncrs of privately owned or fec
lands, tor the purpose of popllng or communitizing such lande to form a pro-
ration unit or povtion thereof, or well-spacing unit, pursuant to an? order,
rule or regulation éf the New Mexilco 0il Conservation Nivision of the New
Mexico Energy and Minerals Deparvtment where siuch agreement provides for the
ullucatiqnvof the production of oil or gas from such pools or comnunitized
arca on an acreage ov other basis found by the Commissioncr to be fair and
equitable,

WHEREAS, the parties hereto, being oll md pgas lesscer of record,
covéring lands subject to this agr;cmcnt, {nsofar as such leases cover the
lands herzainafter described, which leases are more pavticularly, described
in the schéuulc attached hercto,ﬁmarked Exhibit "A" and made a part hereof,
for all pQrposes,‘nnd

WHEREAS, “said leases, insofar.us,they'cover-thcn_J\QQ»N"“_”‘H“_MN__NM__

Formation (hereinafter referrcd-to as "sald formation") in and
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under the Jand hercinatter dereribed camnot be independently developed aad

operated in contormity with the wellb~ypacing prozran established for such

ﬁprmatiou in and under said Yanda; Gnd

WHEREAS, the parties hereto desive to connmnitlgu and pool their re-
spective interests in said leases subject to this Agreemenc for the purpose
of developing, cperating and producing hvdrocarbons in the said formation
in and mder the land hereinafter described subject to the terms hereof,
THEREFORE, in consideration of the premises and the mutuval advan-
tages to the partics hereto, it is wutually covenanted and agreed by and
between the undersivned as follows:

1. The lands covered by this agrveement (hereinafter referred Eo as
Yeommunitized avea') are described as follows:

- Township 9 South  Range 27 Hast ——  N,M.P.M.

Northwest Quarter (NW/4) Section 18

- CHAVES _._ County, New Mexico

coutaining  162.76 acres, wore or less, and so heeeby declare that ic
is the judgment of the partics hereto that the coremmitization, pooling and
cousolidation of the atoresaid fand futo a single wnit for the development

and production of hydfhcarhvﬁs from the said formation in and under said
land is necessarxy nndvhdv;sahlu in order to propefly develop and produce
the hydrocarbons in the satd formation bencatit said land in accordance
with the spacing rules of the Ui!‘ﬂnﬁsprvarinn Division of the New Meiico
?  Energy aﬁd Miverals Department, State of New Héxico, and in order to promote
the couservation of the hydrocarbons in and that may be produced ffb; said
formation in and under said lands, and would be in theipublic intcfest;
AND, for f%gkpurpﬁsos aforvsa;d, thé pdrtics¥he¥ct§'do hereby commnuni-
tize, fof prbraribn o spacing purposes only the leases deseribed in Exhibic-
= ‘ “A“ﬁhereto insofar 5; they cover hydrocarbons within and that may be ‘pro-

o

duced from the said formation (hereinafter -roferred to as "Comwunitized Sub-

-7
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stances'™d !a('=\4:xxt\t the abiove-deseribed Yand, iota o« cine de conwnitization,
for the e Inpn;»n( copraondaction, opevation ol conservat ton o) the liydro-
carhons o sald tormation bencath said lands,

Attached herveto and wade & part of this Avoement {for all purposes,

~ is Exhii lil "AY showing the acirease, and ownership (Lessees of Record) of

uU Tands within the commmitized aven,

doo The convmitized area shall be develeped and operated as an
entirety with the understaanding and agreem:znt between the parties he reto
that all cowmnitizes substances produced therelron shall be allocated
amone the Joses deseribed in Babibic "A" heveto in the proportion that
the nuuber o) surtace dcres covere:t by cach ol soeh Tea<es and ineLuded
wichin the conmmitized area bears to the taotal anaber of acres contained

in the conmnitized area,

3,0 Subde tota Paragsvaph Ay Lhe rovallies payvable on conamitized

substances allocated t the tdividund teases and the véatals nrovided

for in said leasces shatl be ditervined and paid in Lhe mannee and on the

basis prosceibed in cach ol said ivases. Hxcepl as provided for under the

terms and provisions o Uhe Leades deocvibed ja Punibit "A" hercto or as
hevein provided to tihe contvary, the piavaent of conldls under the terms
Pan
of said leases shall not bhe affected by this Acreenent: and arxeepl as hove-
~

jn wmoditicd and changed or beverolove amended, the of L amdgas leases sub-

Juet to this agreement shall vewin in foll toree and elfect as originally

issutd and amsiided.
4. The state of New Mexico hervealter is entitled to the vight' to take

in kind its share of the commitnitized substancds allocated to such tract,

and operator shall make deliveries ol such royalty share taken in kind in

_4 3

conformity with applicable contracts, laws, and repulations.

S5, L There stal) bo o no oblipation upon the parties hercto to of fset any

-

well or we llb situated on the tracis of land cowprisiog the comwanitized area,
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nor shall the undersigned be requived to measuare separately the communi-
tized substances by reason of the diverse owncershipy of the separate tracts
of land comprising the said communitized arca; provided, however, that the
parties hereto shall not be released {rvom their obligation to protect the
cowmmni;izcd(ar;a frow drainage of communitized substances by wells which
may be drilted within offset distance (as that Ltevm is defined) of the
communitized areca.

6.k The Commencement, Completion, and Continued operation of produc-
tion ot"a well or wells for~commw§iti2ud substances on the communitized arvea
shall be considered as the comuencement, cumplution; continued operatioun ov
production as to cach of the leases descvibed jn Buhibit "A" hereto.

7. The pro&ucLiuu ol cowumgitizcd substances and disposal thercof
shall be in conformity with the allocations, allotuents and quotas made or
fixed by any duly authorized person or rogulatory body untder applicable
Federal or State laws or statutes, This Agrceoment shall be subject to all

applYicable Yederal amd State lLaws, cxvcutive orders, rules and regulations
affecting the performance of the provisions heveof, and no party hereto shall
suffer a férfoirnrc or be liable in damages for failure to comply with any
of the provisions of this Agreumént il compliance is preveanted by or if such
failure results from cnﬁp]iancc with any such laws, orders, rules and regula-
tions.

BARVEY B, YATES COMPANY ____shall be the

Operator of said comamitized arca and att watters of operation shall be dceter-

mined and performed by _ HARVEY E. YATES COMPANY | ' o,

9. This Agreement shall be effcctive as of the sdate horelv»abovo written

- upon execution by the uecessany purties;.wékﬁithstanding“the’date of execution,
and upon approval by the Commissiencr of Public Lands, shall vemain in full

s
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force and effect for a period .ul' one vear from the date hercof and as long
thereatter as connmunitized substances are produced from Lluv comnunitized
arca in comnercial qua‘ntities'; provided, however, that prior to production
in commercial quantities from the coﬁuunnitizcd area, and upon fulfillment
of all requirements of the Comuissioner of Fablic lLands with respect to
aay dry hole or abandoncd well drilled upon the communitized area, this
Agreemeay may be temminated at any time “!)y mutual agveement of the parties
hereto. This agreement shall not terminate upon cess sation of proaduction
of communitized substances if{, within sixty (00) days thereaktcr, reworking
or drilling operations on the comumitized area are commenced and are there-
after conducted with l'casoxlai)i(z di‘liy,onv(’. durim; the j)uriod of non-production,

10, Operator will furnish the 0il Conservation Division of the New
Mexico ﬁhcrgy and Minerals Departuwent, il the Comuissioacr of Public Lands,
of the State of New Mexico, with any and all viports, statements, notices
and wéli 1§gs and records which may ba' vogaived undor. tho laws and regulations
of the State of New Mexico.

11. It is agreed between the parties herete that the Coumissioner. of
Public lands, or his duly authorized representatives, shall h-ave the right
of supcrvision over &ll 0pc1‘nl:ion:§ under the communitized area to the same
extent and degree as provided in the oil and pas leases described in Exhibit
"A" hercto and in the applicable oil and gas regulatious of the State of New
ﬁexido.

12, 'If any order of the 0il Conservation Division of che New Mexico
Eﬁérg§ and Mincrals Déparuﬁdﬁt;"hpon which this agrecménc is predicated or
based is in anyway changgd or modified, th';:n'and in such eveént said ;agreementi
is likewise‘modif.i’od to conform thereto. \

13. TH;S Agreement may be executed in any numbey of cbunterparts{,no

one of which needs to be executed by all parties, or may be ratified or con-

3 :

" gsented to by scparate~instruments, in uriting, spegifically referring hereto,

and shall be bindiny fépon ail_'payti.es who have executed such a counterpart,

0G-66 : - ; “
Standard . — _ ‘




C Y T

S o s it T4
g
‘ P. O. 8OX 1148
SANTA FE, NEW MEXICO 87501
ALEX J. ARMIJO ' c{l)k[ Iﬁ ui
COMMISSIONER wommissioner ublic 1_,anas

e : QRST puE AT
Fati(icatiow or consent héroto vith the same force and effect as if all
parties had signed the same documant,
14, This Agrcement shall be binding upon the partics herato and
shall extend to and be binding upon their rvespective heirs, executors,
aduinistrators, successors and assigns,
IN WITNESS WHEREOF, the parties hercto have exccuted this agroe-

ment as of the day and yesr first above written.

ATTEST: OPERATOR:  HARVEY £. YATES COMPANY
By:
Secretary . President

LESSEES OF RECORD:

CELESTE €. GRYNBERG

STATE OF _ NEW_MEXICO )
. ) 8s
COUNIY OF__ CHAVES )

The foregoing “instrument was acknowledged before me this

day of _ November = 3S% 81 Uy GEORGE M. YATES KWk AWARWARSA Frecideoat
UKINAX on behalf of HARVEY E. YATES _ A . Company,
© 7T My Commission Expires ' NOTARY PUBLIC

0C-66 .




STATE OF _ e —

COUNTY OF __

The foregoing instrument was acknowledged before me this

day of _ __ November ___,194_81 by JACK J. GRYNBERG 25 06X MERIOX XWX

PR AEDD PROBOREIEX BIX XXX XX XX XKXXX XXX XXX X XXX KXXXKKXX XXX XXK KKK E XXX XX XK XX COMPQONK

My Commission Expires: NOTARY PUBLIC

STATE OF _

)
) ss
COUNLY OF )

The foregoiny instrument was ackaowledged before me this _

. 19% 81 by CELESTE €. GRYNBERG . ______ %¥e0&bbonnex

day of __ November

My Commission Expires: NOTARY PUBLIC

STATE OF _

N N N
[%2]
w

COUNTY OF

The foregoing instrument was acknowledged before me this

day of 197 by R _ ,as httorney
in Fact on behalf of _ _ _Company.

My Commission Expires: ’ T NOTARY PUBLIC
STATE OF )

) SS

COUNTY OF L )

The foregoing instrument was acknowledged before me this _
day of L1197 by i _ ,as Attorncy
in Faci on behalf of , Coppany.,

"y Commission Expires: NOTARY PUBLIC

 0G-66




EXIBEY AT

Attached to and made a purt' of that Commmitizalion Agreement dated

_ Qctober 15, 1981 by and between_ Harvey E. Yates Company, Jack J,

CGrynbery 0 and Celeste €. Grynbery, - CXXXEXEXXKXXXXXXXXXHXKXX
BEARBENRNcovering the  NW/4 - Section 18 Townshlp 9 South
Renye 27 Bast ., CHAVES ~ ~ _County, New Mcxico

Operator of Lo'mumitlzed Area:

Company__ _HARVEY E. YATES COMPANY

Description of Leases Comnitted;

Company

Tract No. 1

lessor: State of Hew Mexico acting by and
through its Commissioner of Public
lands

lessee of decord: HARVEY E. YATES COMPANY

Serial No. of leasc: L-6775 )

Pate of lLease: December ¥, 1970

Duescription of Lands

Committed: Lots 1, 2 - Section 18,
' Township 9 Scuth, Range 27 East
ho. of Acres: g2.70¢ =

Company :

Tract No, 2

Lessor: ' State of New Mexico acting by and
through its Commissioner of Public
Lands :
Lessee of Record: Jack J. Grynberg & wife, Celeste C. Grynberg
Serial No. of Lease: L-6907 —
Datc of lease: February 1, 1972____
Description of lands
Committed: - Ef2 NW/4_~ Scction 18, .

Township 3 South, Range 27 East

‘No. ol Acres: o -80-0

0G-60
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Lessor: ~\\\\\\\\\

lLessee of Kecord:
Serial Ho, of lLease:
Date of leasc:
Description oi lands
‘ Congnit ted:

No. of Acres

DS pyAY foe s ey

~

State of MNew Mexico acting by and

Lands

through its Counissioner of Public

Company:

Lessor:

Lessee of Record:
Serial No. of lease:
Date of Leasec:
Description of Lands
Comwitted;

No. of Acres:

_ TRACT NO.

ALeusc No. 1

Lease No. 2

State of Hew exice acting by and

through its Comuissioner of Public
Lands '

RECAPLTULATION

M. OF ACRES
COMMITTED

82.70

80.00

7162.790

"PERCENTAGE OF 1NTEREST
IN COMMUNITLZED AREA

50.8297487

49.1702527%
100.000000%




ek S 4
R 27 - &

451.40 1
Harvey E. Yates Grynbery

Company

L-6775 L~6304
41.30 7
TRACT 1 TRACT 11

T- 9 - S State of N. M. {State of N. u. ' ’ T -9 -3

'
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ATTACHED TO AND MADE A PART OF THE COMMUNITIZATION AGREEMENT
DATED QCOTBER 15, 1981,
COVERING THE NORTHWEST QUARTER (NW/4)
SECTION 18, T-9S, R-27E, N.M.P.M.
CHAVES COUNTY, NEW MEXICH

-ABO FORMATION

SEYMOUR STATE COM #1 ’




$ . Stat; o[ New Mcxico

Y. nwr*
I m,;é““’,}-»-i [0 Ve .
. S T B Lad T s eaas RS
LR Ad T B
Co er of Rblic Land
swimissioner ublic L ,ands .
ALEX 3. ARMILO ) PO, rOX 4k
COMIMISSTONER . SANIA FE, 1YW IEXICO 8750
COMMURTTIZATION AGRURHE!

STATE OF NEW MEXICO) KXOW ALL MEN BY THESE PRUSENTS:
)
COURTY OF CHAVES )

FUAT THIS AGRUEMERT 151 entercd into as of the  15th of October
19 81 | by and between the parties subscribing, ratifydng or consenting
Bereto, such parties hereinafter bednyg referred to as ”P#rtics herato';
WHERIIAG, The Commiasioner of Puble fLands of the State of YNew ¥Mexico
is authoerized by the lepislatare, as et forthoin Sce. 19-1C-573, New Mexleo
Statutes, Annotated, 1978 Laﬁs, in the interest of conservation of oil and
- gas and che prevention of waste to consent to and approve the development
or operation of State lands under agreements made by lessees of oil and gas
leases {gercon, jointly or scverally with other oil and gas lessees of State
landsg, or of] and gpas léssces or mineralt owners of privétely owned or fee
lands, for the purpose of poo!;ng or communitizing such lands to form a pro-
ration unit or portion tﬁercd[, or vell-spacing unic,-;ﬁrsnant to any Qrder,
rule or regulation of the New Mexico 0il Coanservation Division of the iiew
Mexico Energy and Micerals Department where such ngrhcmbnl provides for the
allocation of the production of ofl or gas from such pools or communitized

area on an acresye or other basis found by the Commlssioner to be fair and

equit-Hle.

wniths, che parlies hercto, being oil and gas lessces of record,

covering lands subject to this agreement, insofar as such leases cover the
iy, B

lands hereinafter described, which lezces are more pariiculiarly, described

in the schedule attached ‘hereto, marked Exhiblr "A*" and made a part hercof,

>

for all purposes, and

WHLREAS, said leases, insofar as they cover the KISSISSIPPIAN

Formation (hereinaftér referved to as “sald formation') in and

Ot
- ‘»'
. 0G-66 Coon 73 e s
Rev. 9-6-79 : 4 st o ,L/ £yro.
. ; * This agreement not o be usgd for hcliym or c?qppn dlox ey fﬁ.
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. o State of NewMesico
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P. O. BOX 148
ALEX 5. ARMIID it Y SANTA FE, NEW IRTICO 780!
CoihMminsIuNE N -Commissioncr cl ;i&»h’c l.,‘cmcls

under toe Jand Goredastter described cannat be dndependeatiy develeped aad
;;za*’ratud in conformity with the vell-spacing progran c—sl‘;ﬂ;lished for such
formation in and under said lands; and

WHUHEAS ) the parvties hereto desirve to communitize and pool their re-
spective interests in sajd leases subject to this Agrecment for the purpose
oi dewveloping, operating.and prodocing hydrecarhons in the said !jormation
in and uvader the \13m1 hercinnfter described subject to the terms heroof,

RO, THEREFORE,) in coasideration of the preaises and the ::mtﬁal advan:
tages 1o the parties hereto, it is muteally covenanted and agreed by and
botween the undersivned as 1o)lows:

1. Fhe-lands covered by this agreenent (hercinafter referred to as

“communitized avea') are described as (ollows:

- Township_ 9 Scuth, ___Range 27 East N.M.PLM.

West One-half (W/2) Scction 18

Chaves = _“____—Cmint‘y, New Mexico
containing _325.04 ”_A_;acrcs, more or less, and so hereby declare that it
is the judgment of the parties hercto that the cosmunitization, pooling and
consolidation of the afaresaid land iule a wingle unit for the dévelopment
and production of hydvocarbons {rom the said formation in and under said
land is necessary and ‘;ldvi::able in order Lo properly develop and produce

the hvdrocavbons in the said {ovamation bencath said land in accordance

with the spacing rvules of the 0il Couscrvation Divigion of the New dexico

Pnerav and Minerals Dbeparteent, State of dNew Mexico, awd in order to promote
the comservation of the hydrocarbons in and that may be produced from said

formation in aad under said lands, and would be in the publi.c intevresty’

?

“AND, for the purposes afovesaid, the partics hereto do hereby cdamﬁt_ti-

L

tize, for proration or spacing purposes orly the leases described in Exhibit

B

“A" hereto insofar as they cover hydrocartons within and that may be pro-

duced from the said formation (hereinafter referred i:o as "Co-mm‘un;tized Sub-

00-66 i} e -
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ALEX J. ARMIJO . SARTA FE, HEW MEXICO 87501

COMMISSIONER Conﬁnlssioncr c{ HA!)I(C Lan(Js

stances™) beaeath the shove-derovibed land, inte o single conwmitization;
for the developacaty poodaction, operacion aad conserval ion of the bydio-

carbons in said formation bepeatl aatd dands,

ent Tor all purposus,

. Attached hereto and nade o part of this Aree

is Exhibit YA" showing the acrease, and owncrabhin (Lessees ol Roecord) «

all lands within the cowrenitized area,

2. The vomvmitized avea =hall be developed and operated as an
enpivety with the andervastandine and ovrvecmad between the parties hereto
that ald couwmnait ized sobatanc.. ;\:‘.!J':\;-l cherctronr chall b altocated
anang the leases doscribed in <=2bibic 0" nercta in the proportion that
the nutber of surface acres toverc b boocach o seeh Leases and includod

within the cowmmmitized area bears o the total arabor ol geres contajued

in the cu-«‘:vuunili;‘u-d area,
3. Subject to Parapvaph 6, the vovaltic: sayable on commmitized

substanves allocated tothe individad teases aad the rentals provided

tor it said leases zhatl be deterstasd and paid fo thye RTINS ;;-1(! an Uhe

basis prescribed in cach ot sand Jeasen, ?ii-:r:';\{ A pn.vvidv:l for under the

ll\l!

teras and provisions oif the Toases descvibesd fo Cahibit hereto or oas

herein provided to the contrary, the pavecut ot yentals under the terms

ol said Iéases shall not be affected by thiy Azrveeaent; and vReupl as here=
in moditiced and changed or heretviore amended, the of ) and gas Teases sab-

jeet to this agrveeasnt shall renaio in Tail Poce and eifect as originaliy

issued and wacnded,

’-k'l. The State of New dMexico herealter is coatitled to the right to take
in kind its share 6!? the conunil ir.“‘.l submtances allocated to such tract,
and operator snall make deliveries of such vovalty share tekens in king in 

conformity with applicable contracts, laws, and rvegulations,
- EAES
5. Cthere shall be o no obligativn upon the pacties ll(-l\tn Lo of fsot any

RO

$all or wells situated on the tdacts of lawd conprisivg the comwmmitized area,

0G-56 L
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Mate of New / Vlexico

nor vhall the undersiyned be yvequived to T TTT ::(‘p:n'nL‘:v]y the cormuni -
tized substances by vreason of the diverse ouper<bip of th separate tracts
ol land compi‘i:;ih;; the said commmitized nreag ]a:«)\-i}!t-:i, however, that the
parties heveto shall not be released trom theiv oblivation to protect the
comwnunitized avea from drainage ol cownunitized cuhstances by wells which
may be drilled within offsct distance (as that term is defined) of the
commmitized avea,

6., The Comnencement, Conpletion, and Continued operation of produc-
tion of a well or wells for commmitized substances on the communitized area
shall be considdfod as the commencesent, completion, continued operation br
production as to each of the éases deseribed in txhibit "A" hereto.

7. The production of conaunitized substances and disposal thereof
shall be in conformity with the allocations, allotments and quotas made orvr
fixed by any duly anthorigcd porsou s regsulatory body under applicable
Federal or State laws or stotuetes, Chis Aprveement shall be subject to all

applicabie Federal and sState laws, cxeculive orders, rales and vegulations

affecting the performance of the provisious -hereol, and no party hereto shall

of the provisions of this Agreement i( compliance is prevented by or if such

|
suffer a forfeiture ov be liable in danages fov Failure to coumply with any 1
failure vesults from compliance with any such laws, ovders, rules and regula- ]
|

|

|

tions. .

8. __HARVEY E. YATES COMPANY _____shall be the

Operator of said communitized area and all matters of operation shall be deter-

mined and per formed b Yy . __H QthY_i__Xf}itj_ COMPANY - .

9., This Agfébmont‘shallfbe;cf[cctivouas of the date herein-above written
upon execution by the necessary partice, notwithstaading the date of execution,

and upon approval by the Comissioner of lMublic lands, shall temain in full
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ALEX J. ARMJO (: ) c{l){[ ] d . SANTA FE, New MEXICO 8750
COMMISSTONER ommissioner ublic I ands

force andé eftect tor a period of one year from the date hercof and as long
thereatter as conuunitized subg Ancos arce prodeced frem the communitized
area in commercial quantities; provided, however, that prior tov productior
in commercial quantities from the communitized areca, and upon fulfillment

of all requirvements ol the Commigsioner ol Public lanes with respect to

any dry hole or abandoned well drilled upon the communitized arca, this
Agreement may be terminatad at any Lime by mutual agreement of the parties
hereto, This agreement shall not terminate upon cessation of produ:tion

of communitized substances if, uithin sirty (60) days thereafter, reworking
or drilling operations on the communitized arca are conmencced and.drc there-
after conducted with reasonable diligence during the period of nou-production,

10, Operator vill furnish the 0§l Coascrvation Division of the New

‘Mexico Energy and Minerals Departwmont, and the Commissioncr of Public Lands,

of the State of New Mexzice, with any and afb veports, statements, notices
and well Jogs and vecords which may be roqiined undcr.thc laws and regulations
of the State of New Mexivo.

i1, 1t is agreed between the particg hereto that che Conmigéioner of
Public Lands, or his duiy authnrizéd representatives, shall have the right
of supervision over all opefations under the communitized area to the same
extent and degree as provided in the oii and gas lecases described in Exhibit
YA" hereto and in the applicable oil ond pas rcgulétions‘of the Statc of New
Mexico.

12, 1If any srder of the 0il Conscrvation Division of the New Mexico

4 Y

Energy and Minerals Department, upon which this agreement is predicated or
based is in anyway changed or modjfied, then and in such event said agreeument
is likewise modified to conform thefcto.

13, This Agreement may be executed in any number of counterparis; no

one -of which nceds to be executed by all parties, or may be ratified or con--

sented to by separate iunstruments, in writing, specifically referring hereto,

and shall be binding upon all parties who have executed such a counterpart,

0G-66 , .5 _ -
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ratification or conscnt hereto with the sume lorce and effect as if all

parties had signed the pame documaent,
14, ‘This Agreement shall be binding wvpon the parties hereto and

shall extend to and be binding upon their respective heirs, ¢xecutors,

[ ]
adninistrators, successars and assigos,
IN WTENESS WHEREQY , the partfes hevelo have exeented this aprec-
ment as of the day and year [ivst above written,
ATTEST OPERATOR CHARVEY KL YATES COMPANY
e L
Secretary President
LESSEES QF RECORD: . e
IACR J. GRYNBPRC
"CELESTL C. GRYNBERG
e —— e Vv e & i o et e e ool S < A et i e et et ‘
STATE OF _ NEW MEXICO ) o .
. i )} SsS
COUNLY OF_ CHAVES )
The foregoing instrument was acknowledged before me this R
day of November 197X _81 Ly GEORGE M. YATES OG0NG00y President
IXNONY on -behalf of _ HARVEY E. YATES - ___w_«____,_m_‘__“___'Co'npany.

NOTARY LPUBTLC

—— o et i e s e e g8

My Commission Lxpires

0G-60
. 6
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STATE OF )

COUNIY OF _ . . R
The foregoing instrument was acknowledged before me thie

day of __ Novewber |, 19% 81 by JACK J. GEYNBEKG | XEXXKMKKKKEX

N XRAKE N XA K R SNB X XK XXM KX XKXXN KK XX LXNNRX XX NKR AN XX XN XN RN XXX KK KNASAF RSN

My Comnission Lxpires: NOTARY PUBLIC

STATE OF )
) S$S
)

CCUNTY OF IS

The foregoing instrument wai acknowledged hefore me this

day of __ Novewber = 19K 81 by CELESTE C. GRYNBERC P C0SC G2 8 O

F QU XY MEMNK HE KB XX XX X XXX KKK XXX XXX XK XX XXNXKXXKXKXRK XX XXX KX KKK KX KK MKEHS K,

My Commission Expires: NOTARY PUBLIC

STATE OF )

COUNTY OV : )

The foregeinyg instrument was acknowledped before me this

day of __ : , 197 by . ———iiiee____-,as Attorney

Company

in Fgct oun behalf of

P,

NOTARY PUBLIC

STATE OF

Nt Nt Nt
w
v

COUNTY OF

The foregoing instrument was acknowledged before me this _

day of » 197 _____»as Attoiney

B T O pUE P

fa Fact on behalf of Company;

My Commission Expires: "NOTARY PUBLIC

0G-66
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BEST AVANL LD

EXRIREY AT

Attached to and made 8 part of that Comunmitization Agrecwenl dated

. October 15, 1981 by aud between_ Mavvey F. Yates Company = Jack J.

CoGrynbery

HAARANYK covering, the _»}_J_/”Z

Range 27 East o, Chaves

Opcrator of Comunnitized Arvea:

Company  HARVEY E. YATES COMPANY

Description of lLeases Comnmitted:

Company

Tract No. 1.

l.essor:

Lessee of Record:
Serial No. of lLease:
Dace of lease:
bescription of Lands
Committed:

No. ol Acres:
e e e e COpany

Yract No, 2

J.essor:

lessee of Record:
Serial No, of lLeasco:
bate of lease:
Description of lLands
Committed:

No. of Acres:

06-66

and_Celeste C. Grynberp.
_Section e

¥XXXXXXXXKXKXXXXXKXXX

9 South

18 Pownship

_Lounty, Hew Mexico

State of New Mewico acting by and
through its Commissioner of Public .
Lasids

HARVEY E., YATES_COMPANY
L-67175
Deccember 1.

1971

Lots 1, Z, 3. 6, £f2 $W/4 - Section 18
T

State of New Mexico acting by and
throuph its Coumissioner of Public
Lands :

Jack J. Grynberp & wife, Celeste C. Grynberg
1.-6907 '
February 1, 1972

8/2 NWJ4_~ Section 18
Township Y Sauth, Range 27 East

80.00




v

‘Lessor:

Tract No, 3

State ol New Mexico acting by and
throuph its Cownissioner of Publie
Lands

Lessece of Record:
Serial No. of lease:
Date of lease: ;
Description of Lands
Coummitted:

No. of Acres

Company :

State of New Mexico acting by-and
through its Comnissioner of Public

llessce of Record:
Serial No. of Lease:
Date of Lease:
Description of lands
Committed:

e ‘\‘\~\i,~;__

No. of Acres:

RECAPITULATION

TRACT MO, N0, OF ACKES PERCENTAGE OF INCEREST

—— COMMITTED | IN COMAUNITIZED AREA
Lease No. 1 245.04 75.387645%

80.00 ‘ 24 .6123557
325.04 100.000000%

-~
3

Lesase No., 2
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Fred Pool  Grynberg Fed #1

TOWNSHIP 6 SOUTH - RANGE 24 EAST

Section 13

Perforated Interval 4848 - 4854 ft.

rroduction from Penn

March 1981

April 1981
May . 1981
June 1581
July 1981
Aug. 1981

552 MCF
546 MCF
218 MCF
61 MCF
163 MCF

1540 MCF

BEST Avan ;
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HEW MEXICO D1, CONSERVATION COMMSSION ) Form €«122
MULTIPOINT AND ONE POINT BACK PRESSURE TEST FOR GAS WELL Revized weieos
2
Ty sent ] _ - N fost Late ]
[X il U1 Ao [ Tevecia 8~19-80
[ oy T "'"T Ty T T e -1
e XREDPOOL 4L _TOAIR ——15 ]
Fuool PRI H R LIt
S I . ._PENN N
Cempliction Botee Tor el wenth Yk Daek T Plevallen Farm or Lense Name
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Docket No, 41-81

Dockets Nos, 1-82 and 2-82 are centatively =et for January 6 and Janwary 20, 1982, Applications for
hearing rust be tiled at least 22 days in advance of hearing date.

DOCKET: COMMISSICN VEARING - TUFSDAY - DECEMBER 22, 1981

OIl, CONSERVATION COMMISSICN - 9 AL
ROOM 205~ STATE LAND OFFICE BUIIDI\u

SANTA FE, NEW MEXICO P R e sy
CASE 7390: (Continued and Readvertised)
e Application of Harwvey E. Yates Company for compulsory poeling, Chaves County, New Mexico,
Applicant, in the above-styled cause, seeks an order pooling all mineral interests down threugh

the Ordovician foriation underlying the W/2 of Section 18, Township 2 Scuth, Range 27 East,

to be dedicated to a well to be drilled at a standard location thereon. Also to be considered

will be the cosc of drilling and cerpleting said well and the allocation of the cost thereof

as well as actual cperating costs and charges for superwvision, desiqnation of applicant as operator
of the well, and a chaxrge for risk involved in drilling said well.

{The following cases have been continued from December 3, 1981 Cormission Hearing)

In the matter of the hearing called by -the 0il Conservation Cormission on its own motion to consider the
following cases. Copies of all rule chenges and forms as presently proposed are available fox-inspection
during normal business hours at the main office of the 0il Consexvation Division, State Land Office Building,
Santa Fe, and at the Division's District Nffices ir Artesia, Aztec, and Hobbs.

CASE 7433: In the matter of the hearing called by the Oil Conseérvation. Cermission on its own motion to consicer
: the designation of two crude petroleum c©il producing areas and the arendment of the 0il Conservaticn
Division‘s Rules and Regulations governing the acquisition, woverent, and disposition of crude oil
and condénsate, sediment oil, tank botitoms and other miscellanecus hydrocarbons as well as produced
waters. Pursuant to Section 30-16-48, NMSA 1978 Ccwp. the Commission would designate Chaves, De Baoa,
Eddy, Lea, and Roosevelt Counties, and Cibola, McKinley, Rio Arriba, Sandoval, San Juan, and Valeucia
Counties as Crude Petroleum 0il Producing Areas. Further, in order to facilitate oil theft investiga-
tion and provide an improved audit trail for the movement of liguid hydrocarbons, the Cormissicn wil
consider certain amendments to the Division's Rules relating to the acquisition, mgvement, and dispo-
sition of ¢rude oil and condensate, sediment oil, tank bottons and other miscellaneous hydrccarheorns
as well as produced waters., Specifically, the Commission will consider tlie amendment of Division
Rules 310, 311, 312, 1110, 1117, and 1118, and the adoption of new Rules 709, 710, 804, and 1133,
" Also to be considered will be the revision of existing Forms €~117-Xx and C-117-8 governing the

acquisition, movement and disposition of tank oottoms, sediment oil, waste oil and other miscelluneous
hydrocarbens, and. the adeption of a new Form C-133, Authorization To Move Produced Water.

CASE 7434: The Comnission will consider the amendrent of Division Rule 112-A to permit the Division's District

Supervisors ti approve the multiple completion of wells under certain. specified conditicns and to
delete the reguirement for notice to offset oparators. Forw C-107, Application for Multiple Coipla-
tion, would also be revised. Also to be considered will be the arendment of Rule 303-C ro permit
the Division Director to approve the downhole commingling, under certain specified conditions, »f
two or more oil zones, or gas zeones, or oil zones ard gas zones in the wellbore of a single well.

CASE_7435: The Ccrnission will consider the arendment of Rule 104 of the 011 Conservation Division Rules and
Reqgulations. Specifically, the Corniission will consider the afiendment of Fyle 104 ta permit tha
Division Director to approve unorthedox gas well locations for geological reasons under certain
specified cenditions in Lea, Chaves, Eddy,and Reosevelt Counties, and the amen” .ont of Rule 104 3
Section IIXI to require the dedication of 160 acres to wells projected as gas wells in presuxed or
known gas preducing formations and areas outside Lea, Chaves, Eddy, Reoosevelt, San Juan, Rio Artiba,
and Sandoval Courties.

CASE 7436: The Corwmission will consider the adoption of a Rule Number for the Definitions Section of the
Division's Rules. .
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CASE 24371 The Cormiusion will consider the awendpent of division Rule 105 to prescribe certain
requirercnts governing the disposition of Jdrill cuttings and drilling fluide,

CASE 7438:  The Cumaission will consider the arendment of Division Rule 1704 to reqguire applicants for hearings
to make a reasonable effort to provide rnotice of hearings to adversely affected persons or, in the
alternative, to adversely affected operators,

QllllQ‘illl!i.llill.ﬂ.llﬁ!‘l.QltQltiilk‘t!ittil.tlitllitl‘!!tl.l’!li‘ltlﬁ‘!lil‘ﬁili‘Aiit‘il.lilil‘!l_ﬁliiil!lkbil(
Docket Ho., 42-81

DOCKET: _EXAMINKR NEARING - MCNDAY - DECEMBER 28, 1981

9 A.M., ~ OIL CONSERVATION DIVISICN CONFERENCE ROOM
STATE LARD OFFICE BUIIDING, SANTA FE, MNEW MEXIOO

The following case wili be hecard bLefore Daniel 'S. Hutter, Examiner, or Richaxrd 1., Stamets, Alternate Exam:ncx:

CASE 7450: Application of ¥enai Oil. and Gas Inc. for & unit agreement, Rio Arriba County, New Mexido.
Applicant, in the above-styled cause, secks approval for the Cjito Unit Area, comprising 6425
acres, more or less, of Feleral and fee lands in Townships 24 and 25 North, Ranges 1 and 2 West.

e —— e
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. : ' .. Docket No. 37-81

DOCKET: COMMISSION HEARING ~ TUESDAY -~ NOVEMBER 24, 1981

9 A.K. ~ OXL CONSERVATION COMMISSION ~ ROCM 205 -~ STATE

LAND OTFICE BUITDING, SANTA FE, NEW MEXICO. VOO MBI 0 ey

CASE  7042: (Reopened and Readvertised)

In the matter of Case 7042 being reopened pursuant to the provisions of Order R-6659, which order continued in-
definitely, the application of Doyle Hartman for the extension of vertical limits of the Langlie mattix Pool,
Lea County, New Mexico. All intcrested parties may appear and present evidence relating to this ratter.

CASE  7042: (Rehearing)

application of Cities Service Company for downhole cormingling and simultaneous dedication,

Lea County, MNew Mexico. "Applicant, in the alove-styled cause, seeks approval for the downhole
commingling of Jalmat and Langlie Mattix production in the wellbores of the following Ooyle

Hartman wells in Section 19, Township 24 South, Range 37 East: his 2dele Sowell Wells Nos. 1 -
and 2 located in Units 1 and P, respectively, and his Cities Thomas Wells Nos. 1, 3, ard 4

in Units B8, H, and G, respectively. Applicant; further sceks approval of the simultaneous dedi-
cation of the E/2 of Section 19, for Jaliwat production from the above Hartman welis and from its
Thomas “A" Wells Nos. 1 and 2, located in Units O and G, respectively. Pursuant to Rule 1222

of the Division Pules and Regulations, applicant requested rehearing of Case No. 7043 after entry
of Order No. R-6660 in said case on April 23, 1981,

o

4// CASE  7390: (Continuzd and Readvertised)

Application of Harvey E. Yates Company for compulsory pooling, Chaves County, New Mexico.
Applicant, "in the above-styled cause, seeks an.crder pooling all mineral interests down through .
the Mississippian formation underlying the W/2 of Section 18, Township 9 South, Range 27 East,

to be dedicated to a well to be drilled at a standard location thereon. Also to be considered

will be the cost of drilling and completing said well and the allocation of the cost thereof

ag well as actual operating costs and charges for supervision, designation of applicant as coperator
of the well and a ciarge for wask anvolved va arilling sasra weil),

CASE _7409: Application of Viking Petroleum, Inc. for compulsory peoling, Chaves County, New Mexico.
applicant, in the above-styled cause, seeks an order pooling all mineral interests down through
the Pennsylvanian formstion underlying the R/2 of Section 18, Township 9 South, Range 27 East,
to be dedicated to a well to be drilled in the SE/4 NW/4 of said Section 18, Also to be considered
will be the cost of drilling and completing said well and the allocation of the cost thereof as
well as actual cperating costs and charges for supervision, designation of applicant as operator
of the well and a charge for risk imvolved in drilling said well.
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 HARVEY-E. YATES COMPANY

TEniea
AN W DL

PETROLEUM PRODUCERS

&

0il Conservation Division
Post Office Box 2088
Santa Fe, New Mexico 87501

ATTENTION: Mr. Joe Ramey

Gentlemen:

P. D 80X 1933

SUITE 200, SECURITY NATIONAL BANK BUILD:KG S5 623 L0601
ROSYWELL MEV/ MMEXICO €320

January 15, 1982

(vt 7 37°

RE: Seymour State #1
T-9S, R-27E, N.M.P.M.
Section 18: WV/2
Chaves County, New Mexico
Grder No. R-6873
{HEYCO Ref: 9142)

Y

In accordance with 0.C.D. Order No. R-6873, enclosed please find a copy
of our APE covering the Seymour State #1 well located in Chaves County, New

Mexico, Section 18, R-95, R-27E.

TJH:dk

Enclosure

Sincerely,

omas J. Hall, IIX
Attorney

N4




LEASE _ HRYCO SEVHOUR. SPATE WEL!, NUMBER 1
IoeArIon _ECO' Fuwl, & _IQE.J.Q_'_L:H.‘J__;'QQ e )‘ I Zlb,--,
CORry .N(_')_“.‘_Ylf.f".._m,x_,.w- . brPIH € O~ o TPRODUCING PORMATTON Oxdovu.}an . o
Prodm,mq ry Hole
PEGT LA ALY frny Well Cost _Cost
Drilling and canpletion costs - T
ntangible drilling costs .
focation s.-ZOODO-‘, o $~”‘__ 20000
Footace ¢ ;_SQW,,, ®30,95/ft 1 tax. 2308090 . 430800 __
boyeork g gaye o Sgg00 38500 __ __ . 38500
surface (Abmg service 4700 4700 ___
Intennediate casing service 9000 . .50Q0.
Mod, water 35000 .-35000
Canpany supervisor, engineer _ 2000 3000
Rentals, coring service 15000 15000
Miscel laneous 25000 25000
Total intangible drilling costs S381000 $ 3g1000
Intangible fonration evaluation cost T T
logs, __chb .+ _GR-Caliper __ RLL ~Aes00 16500
Mirco-SFL »/CGR_& Calipon o
DST 2 __3500/cach __ 7000 . —.___7000
Geological mud loggmg service 5000 ) 5000 _
Miscellaneous 4000 450D
Total intangible format.ion evalua*ton $ 32500 S 32560
Intangible campletion costs T
Unit cost 20 days _ 8 1450/da e 29000 —
Production. casing service 6500
Canpletion fluid " o500 R ‘
Per forating/product ion logging a500 o T
Treating 25000 -
Campany supervision 4000 1500
Plugqgirg expense 7500
Miscellaneous , 10000 B T -
Total intangible conpletion costs $ e5500 - $ 9000
fangible drilling ccsts and campletion costs T -
Sur face casing
325 of 13 3/8 o 6250 6250
Intemediate casing ‘
1500 of 8 5/8 o 14956 © 14950
Prcduction casing )
6350 of  41/2 _40725 e
Production tubing
6300 _ of 2 3/8 24750 N
Casing head 2000 -
Tubing head 13000 -
. Christmas tree ~£000 T
- Subsurface equipment 1500 -
Total tangible drilling costs and N T
canpletion costs i $111175 $ 21200
Lease equipment T T T
Tanks 2 e 500 Bbl 10000
Separator - B ‘10000 T
Flow lines 3500 L
Meter runs 2000 .
‘Pumping Unit - .
Installation costs T3500
Total lease equipment $ 29 29999_ _____ S e
Total intangible costs 499000 422500
'rfotal tangible costs 111875 . 21200
Total lease equipment ~29000_ —
Administrative £ 4000 > 2500
TOTAL ODETS / $643175 $ 446200
. Peck Hardee Pate: 1/13/82 _ ;
Prepared W‘ — Sann e e B APPROVED BY:
"1t ‘is, feoognized that the 'anvu-its ploVidcd for herein
are estiinated only, and approval of this authorization - .
shall extend to the actual costs incurred in condnctmq By
the operations specﬂmd, ‘whether more or less than A
herein sét ocut.” - . Campany
= e
Date

e



HEYCO

PETROLEUM PRODUCERS

HARVEY E. YATES COMPANY

£ 0 BOX 1353 LUITE 300, SECURITY NATIONAL BANK BURDING 505624 6601
ROSWELL NEW MEAICO 88201

September 25, 1981

g0

C oent 73

State of New Mexico

0il Conrgervation Division
P. O. Box 2088

Santa Fe, New Mexico 87501

Attention: Mr. Joe Ramey

Re: BApplication for.
Compulsory Pooling
Seymour State #1
Section 18: E/2 SW/4,
E/2 NW/4 (being W/2)
T-9S, R-27E, N.M.P.M.

Foama " S
Gentlemen: C:)h‘b(,/ - '

; Enclosed for filiﬁg ie an original and two copies -of an
‘Application for Compulscry Pooling on the above captioned well.
Would you kindly set this matter for hearing on October 21,
19817

Please provide us with a Docket of the same. Thank you.

Sincegrely,
/ ’
<
homas J. Hall, 1II

sep 29 1981
) I—
L NSERVATION DIVISION Attorney
TIH: dk o SANYA FE
oCD #36 |

Enclosures
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Now 32, V.Y
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HARVEY E. YATES COMPANY

=
P

P.O. BOX 1933

PETROLEUM PRODUCERS

@t
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October 20, 1981

State of New Mexico

0il Conservation Division
P, O. Box 2088

Santa Fe, New Mexico 87501

Attention: - Mr. Joe Ramey

Re:

Gentlemen:

SUITE 300, SECURITY NATIONAL BANK BUitDING
ROSYWELL. NEVW MEXICO &3201

Coas. 2379

Application for
Compulscry Pooling
Seymour State #1

Section 18: E/2 SW/4,

E/2 NW/4 (being W/2)
T-9S, R-27E, N.M.P.M,
Chaves County, New Mexico

Harvey E. Yates Company would like to make a second amend-
ment to the above referenced application for compulscry pooling.

" As to the depth prov1olons in Paragraphs 2, 3, and 4, and

in PardyrLaph 8, nat.vv::y Jols

‘Yates Company wculd raguest that -the appli-

cation be amended to cover from the surface to all depths.

Sincerslky;”

/

Thomas J. 1,

Attorney
TJIH:j
9 i
W 18 \ ‘
/ ,,..p-c( \‘1\'»3\\\\? V‘; ‘
ol

oot 2! 98

s> /////:?7“
ot o

:5:‘6 '\5 v ‘ ow

f\\ “ ;\‘\ \.)N\‘)\m
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HEYCO

HARVEY E. YATES COMPANY

505623 6601

PETROLEUM PRODUCERS P O BOX 1933 SUITE 300 SECURITY NATIONAL BANK BUILDING
ROSWELL HEW MEXICO 88201
hqdﬂj;7[ﬁ;§§gﬁ
Oct 7 Er a, 198} [7
1 d]gg
/
OfL ?ZEEEI» e
State. of New Mexico - 4N Y Diyyg;
0il Conservation Division TA FC ; On
P. O. Box 2088 | G 7 7 70
Santa Fe, New Mexico 87501 : CL»'
Attention: Mr. Joe Ramey
Re: Appllcatlon f&ﬁSTAVA&AR! COPY
Compulsory Pooling
Seymour State #1
Section 18: E/2 SwW/4,
E/2 NW/4 (being W/2)
T"QS, R"“27E’ NlM« pcMo
Chaves County, New Mexico

Gentlemen:

On September 25, 1981, Harvey E. Yates Company filed an :
application for compulsory pooling covering the W/2 of Section 18,

T-98, R-27E,
‘assigned Case No.-

in Chaves County,
7390,

Harvey E.

New Mexico. The application was

Yates Company would request that the above applica-

tion be amended in paragraphs 2, 3, and 4 and in paragraph B to
cover all formations from the surface through the Mississippian

formation.

Mr. Jack Grynberg,; who is
Inc., has informed us he plans
pool the N/2 of Section 18 and
pooling the W/2 of Section 18.

applicant's state lease,L-6775, expires November 30,

these reasons we would request

associated with Viking Petroleum,
to file an application seeking to
that he will appeal -any decision
Furthermore, the primary term of
» 1981. For
that a hearing de novo before the

Commission be set at the earliest possible date.

PR R A %

j e
}

7 TJH:dk . ]
OCD $#36 ‘ ‘ : J!

Enclosures | B
- “,I o gt paromt o]

awenn~- . Sincerely,
o Ul

Thomas J. Hall,
Attorney

III

P R
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BEFORFE THRE OII, COMSERVATION DIVISIO "J](g .%) _XV 5‘:

ENERGY AND MINERALS DEPARTMENT OF SEP 29 199
THE STATE OF NEW MEXICO Ol CONSEIVATION OiVision
| SANTA /g
IN THE MATTER OF THE APPLICATION o
OF HARVEY E. YATES COMPANY :  Case Mo. 390
FOR COMPULSOKY POOLING, :
CH?VES COUNTY, NEW MEXICO :

APPLICATION

COMES NOW HARVEY E. YATES COMPANY by its attorney and
respectfully states:

1. Applicant proposes‘to drill a well situated 1980 FNL
and 660 FWL, Sectionk18, Township 9 South, Range 27 East, N.M.P.M.,
Chaves Couhty, New Mexico, go the Missippian formation and aedicate
the W/2 of Section‘l8_to said well.

2. Applicant is the aner of, and/or holds the contractual
right, to drill and develop the Mississippian formations underlying

the following described lands situated within the W/2 of Section 18:

- Bescription Intcrest Owned Type of Interest Net Acres

W/2 NW/4, SW/4  54.2059% . Working Interest 132,82

3. Applicant has obtained voluntary consent té pooling
of interestsﬂin the Mississipian formations underlying the W/2 of
éaid Sectiéh“l8, with the exception of the parties named:below,
whose addresses, and interests owned, according to Applicant's

information and.belief, are as follows:

Interest ; Type of N@i

Owner Description Owned Interest Acres
Viking Petfoiéﬁm Ihc;,E/z NW/4 100% Working Interest 80.00

- 2700 Center Building
2761 E. Skelly Drive
Tulsa,  Oklahoma 74105



4. Applicant has been unable to obtain voluntary agreement

for pooling of the interests described in paragraph 3 immediately

apove, and in order to avoid the drilling of unnecessary wells, to

protect correlative rights, and to prevent waste, all interests in

the Mississippian formations underlying the W/2 of said Section 18

should be pocled pursuant to the provisions of §70-2-17 N.M.S.A.,

1978 (formerly §65-3-14 N.M.S.A, 1953).

5. Applicant should be designated opératbr of said pooled
lands. |

6. The risk and expense of drilling and completing the
prcposed well is gfeat, and if the owners of the interests descrihed
in paragraph 3 above, or any other unknown owners of interests in
the proposed‘proration unit, do not choose to pay their share of
the costs of drilling and completing said proposed well, then
Applicant should be allowed a reasonable charge for supervision of
said well, and a charge for the risk involved in addition to rééovery
of the actual costﬂof drillihg and completing said well.

WHEREFORE, Applicant Prays: |

A. That this application be set for bhearing before an
examiner and that notice of said hearing be given as reguired by law.

B. That upon such hearing the Diyision enter its pooling
all interests in the Miésissippian formations underlying the W/2
of Section 18, Township 9 South, Range 27 Fast, N.M.P.M,, Chaves

County, New Mexico, designating applicant as Operator of said

pooled lands, making provision for applicant to recover its costs

from production, including an appropriate risk factor, and provi-
sions for payment of operating costs and costs of supervision from
: ‘,\{' \,'

prodﬂctién, to be’allpcatéd among the interest owners as their

interests may be determined.




¢. For such further relief as the Dhivision deems just
and proper.

DATED this 25th day of September, 1981,

HARVEY E. YATES COMPANY

BY: Z@“ﬂ4ﬂJ
Thomas J./Rall III
Attorney”for Applicant
pP. O. Box 1933
Roswell, New Mexico 88201

TJH:dk
OoCD-1 #35
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DRAFT
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STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
OIL CONSERVATION DIVISION

IN THE MATTER OF THE HEARING
CALLED BY THE OIL CONSERVATION

DIMESESN- FOR THE PURPOSE OF

)
t

1

!

,(vmmrsm n of Mo Mexico forernafter 1efermed Yooy

| npm, M.;@M%‘ v {haces  County, New

CONSIDERING:
. 7390 “
/4/’/7/(",4770/0 o ey CMSE MO /' JZ,. : a
C( 7//4 T ES ((7/‘//7//(/)/ /o ﬂ/{" Order No. R- % /4%
COMPUL R UL/ , C AL
Coan Y, NEW AJex/ceo,
Ny 4 IAT S
(/55700 : NPT AVAN ARLE corY

ORDER OF THE .BIVISION

Coodt M 12000
BY THE BIVISION:

this cause came on for hearing at 9 a.m, on A/de,njgz 2,?’

{

‘f— was Confinued’ e /ised, Y pe otoned
19 g/ at Santa Fe, h/ew Mexico, before s&a"

NOW, on this ~day of s 19 -4 the

ié%&é&a hav1ng considered the testimony, vwwespswewd, and the

meg)n/gam 5 , and being fully advised in the

premises,

FINDS:

1) That due public notice having been given as required by
(‘p
law, the YILE5 has jurisdiction of this cause and the subject
mattex thereof.
{2) That the applicant, /
. 74 _%Vﬂ » rt’ly 1€ ' »
seeke an order pooling all mineral interestsimbha __OrOlwicia

e " Copim 153rom: "
Discieado;

Decrem Lo 22,79 3,

I

ﬁ)/mp z{ p\(\ ‘ i underlying the: (/l// Rt
of Section _ Z g , Township ¢ 5’0&1/% , Range 27 E;éfs 71

Mexico ‘




..2...
Case No. _ o
Order No. R~ » S A AT

(3) That the appllcant has the right to drill and proposes

to drill a well Jgj% & /Z;\V<;/M/ /4;vaférxlﬂzﬁpyo(3)932:?

{4) That there are interest owners in the proposed proration
unit who have not agreed to pool their interests.

(5) That to avoid the drilling of unnecessary wells, to
protect correlativé rights, and to afford to the owner cf each
interest in said unit the opportunity to recover or receive
without unﬁecessary expense his just and fair share of the gas
in said pool, the subject applicatién should be approved by
pooling all mineral interests, whatever theymay be, within said
unit. .

(6) That the applicant should be desighated the operator
of the subject well and unit.

{(7) That any non-consenting working interest owner should
be afforded the opportunity to pay his share of estimated well
costs to the operator in‘lieu of paying his share of reasonable
well costs out of production. |

(8) That any non-consenting working intérest owner who
does not pay his share of estimated well costs shouiq have
withheld from production his share of the.reasonable well costs”

plus an additional Zﬁ@L percent thereof as a reasonable charoe

f

X

for the risk involved in the drilling of the well.

(9) That any ron-consenting interest owner should be
afforded the opportunity to object to the actual well costs but
that actual well costs should be adopted as the reasonable well
costs in the zbsence of sdéh objection.

(10) That folloWing determination of reascnable well costs,’
’any non-consentlng working interest owner who has paid his
share of estimated codts shbuld pay to the operator any amdﬁht
that reasonable well’ rosts exceed estlmated well costs and
should recelve from the operator any amount that:Fald estimated

well costskexceed reasonable well gosts‘

A o ———a .



A
|jcommence the drilling of said well on or before the Z,}/ day of

. ; .. 00
(11) That S ffé()’”" per month while drilling and
- 00
$ ’)’Kf) e per month while producing should be fixed as reason-~

able charges for supervision (ccmbined fixed rates); that the
operator should be authorized to withhold from prOduction the
proportionate share . of such supervision charges attributable to
each non-consenting working interest, and in addition thereto,

the operator should be authorized to withhold from production the
proportionate share of actuel expenditures regquired for ogerating-

the subject well, not in excess of what are reasonable, attributab

to each non~consenting working interest.

(12) "That all proceeds from production from the subject:
well which are not disbursed for any reason should be placed
in escrow to be paid to the true owner thereof upon demand and
proof of ownership.

(13) That upon the failure of the operator of said pooled
unit to commence dArilling of the well to which seid unit is
dedicated on or before /‘14&/5% //J /jgz, , the ov";éf

pooling said unit should become null and veid and of no effect

whatsoever.

IT IS THEREFORE ORDERED:

y (l) That all mineral interests, whatever they may be,
Old‘h

] ,r . )
;E:the-‘ fllé?lﬁﬂééﬁ!cm — formation underlying the 6(/4 2-

of Sectlon , Tcwnship ? Sew 7A . Range 27 Ems 7 '

NMPM, M%M (%é“‘pﬁ ('ounty, New Mex:.co,

are hereby pooled to form a standard 5)/0 _acre gas spac1ng

and proration unit to be dedicated to a well to be dr‘.‘;lled

PROVIDED HOWEVER, that the operdtor of said unit shall

commence the drilling of said well on or before the ;Z day of
/‘/O/Cﬁ ’ l9z24 and shall thereafter contlnue the drullng '

of said well w1th due diligence to a depth sufficient to ‘test the

g//Cbé_&/_k\ o formation;

PROVIDED FURTHER, that in'the event said operator does not

] /‘/eyz-/ﬁ . 19‘6/ ;. Order, (1) of ‘this order shall be null

and void and of no effect whatsoever, unless sa1d operator obtalns

O o suvntnn
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PROVIDED FURTHER, that should said well not be drilled to

completion, or abandonment, within 120 days after commencement
thereof, salid operator shall appear before the Division Director a
show cauce why Oxrder (1) of this order should not be rescinded.
, .S L y ,
(2) That /-/ Mﬁe} i~ o7 L&/}*I[Z«Z‘/Ez is hereby designated
| the operator of the subject well and unit.

within 20 C/c'i’:?ﬁ ‘ )
(3) Thagﬁafter the effective date of this order -and-widkin

ek, the operator shall furnish

i thévDivision and each known working intefest owner in the subject
uniﬁ‘an itemized schedule of estimated well costs.

(4) That within,ééfdays from the date the schedule of
estimated well costs is furnished to him, any non-consenting
working interest owner shall have the right to pay his share
of estimated well costs to the operator in lieu of paying his
share of reasonable well costs out of production, and that any
such owner who pays his share of estimated well costs as pro-
vided above shall remain liable for operating costs but shall
not be liable for riék charges.

{5) That the operator shall furnish the Division and each
'known working interest owner an itemized schedule of actual well -
| costs within 90 days following completion of the well; that if

no. objection to the actual well costs is received by the ﬁivision

of said schedule, the actual well costs shall be the reasonable
well costs: provided however, that if there is an objection to
actual weil costs within said 45-day period thé'bivision will
determine reasonable well cbsts after public notice and heafing.
) (6)',T§a§ within 60 days following determination of reason-
‘akle well costs, any‘non-consénéing work;gé interest owner who

has paid his share of estimated costs in advance as provided

and the Division has not objected within 45 days following receipt|"

nd
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Case No.
Order No. R~

above shall pay to the operator his pro rata share of the amount
that reasconable well costs exceed estimated well costs and shall
receive from the operator his pro rata share of the amount that
estimated well cosﬁs exceed reasonable weil‘costs. |

(7) That the operator is hereby authorized to withhold
the following costs and charges from production:

(A) The pro rata share of reasonable well costs
attributable to each non-consenting working
intetest owner who has not paid his share of
estimated well costs within 30 days from the
date the schedule of estimated well costs is
furnished to him.

(B) As a charge for the risk involved in the
drilling of the well, égﬂg_ percent of the pro ratg
share of reasonable well costs attributable
to each nonéconsenting_working ihterest
owner who has not paid‘ﬁié share of estimated g
well costs within 30 days from the date the
schedule of estimated well costs is furnished
to him.

(8) That the operator shall distribute said costs and
charges withheld from production to the parties who advanced

the well costs.

ol - o
(9) That $ d— per month while drilling and
oo o ,
$ 3€5é?”“' per month while precducing are herehby fixed as

reasonéblé charges for supervision (égmbined fixed‘rates);'that th%
operétor is bereby aqthorized to wighﬁold from production the |
gfbportionaté share of such superQiéféh'éhaéges attributable to
éaqh ncn-conséntind working interéét,‘and in addition thereﬁo, the
opeiator is héreby authorized toﬂwithhold from prgduction the
pro?ortionate sha:e’ofréctual égpenditurés,réquired fér 6perating
sdch'well, not in excess of wh;p are reggbnable, attributable to
each'ndhi¢6hSeﬁting working interest. “

A
-5




‘lleach non-consenting working interest.

—-Be=

Order No. R~

above shall pay to the 6perator his pro rata share of the amount
that reasonable well costs exceed estimated well costs and shall
rececive from the operator his pro .rata share of the amount that
estimated well costs exceed reasonable well costs.

(7) That the operator is hereby authorized to withhold
the foll‘owing costs and charges from production:

(A) The pro rata share of reasonable well cosis
attributable to each non-consenting working
interest owner who has not paid his share of
estimated well costs within 30 days from the
date the schedule of estimated well costs is

- furnished to him.

(B',)" ‘As a charge for the risk involved in the
drilling of the well, éQQ_ percent of the pro ratg
share of reasonable wéll costs attrib_utabl;e
to each non-censenting working interest
owner who has not ‘paid his share of estimated d
well costs within 30 days from the date the
schedule of estimated well costs is furnished
to him. |

{8) That the operator shall. distribute said costs and

charges withheld from production to the parties who advanced

the well costs.
. o?
(9) That $ 3550~ per month while drilling and

o0 . ,
$ 355 per month while producing are hereby fixed as

reasonable charges for supervision (combined fixed rates); that thé
operator is hereby authorized tc withhold from production the "
proportionate share of such Supe::\(isic':fn" charges attribtftable_‘td
each nOn-co‘nsenti?‘lg”wotkihg’i’f{teré‘st, and in ;additio:n thereto, tﬁe
éperatbr- is hereby authorized io‘withhold ,grom" production the
proportionate share of actual expenditures required for Sp‘erating

such well, not in excess of what are reasonable, atﬁribut’able to




AR K e L R O I RN S

-.6...
Case DR AVA e gy
Ord«~r No.

{10) That any unsevered mineral interest shall be considerqgd
a seven-eighths (7/8) working iﬁterest and a one-eighth (1/8)
royalty interest for the purpose of allocating costs and charges
under the terms of this order.

(11) That any well costs or charges which are to be paid
c¢ut of production shall be withheld only from the working
interest§ share of production, and no costs or charges shall
be withheld from production attfibutable to royalty interests.

{12) That all proceeds frbm production from the subject
well which are not disbursed for any reason shall immediately
be placed in escrow in _C;é"&uz,x ‘ __County, New Mexico, to be
paid to the true owner thereof upon demand and proof ofiownership;
that the operator shall notify the Division of the name and
address of said escrow agent within 30 days from the date of
first deposit with said escrow agent.

’fléi That jurisdiction of this cause is retainéd'fér fhe
entry of such further o:ders as the Division may deem necessary.

DONE at Santa Fe, New Mexico, on the day and year herein-

above designated.




..6..
Case : . PEST O LMAN s o
Oxrdexr No.

o

(10) That any unsevered mineral interest shall be cdnsidgre
a seven-eighths (7/8) working ihterest and a one-eighth (1/8)
ranlty‘intereSt for the purpose of allocatiﬁg costs and»chargeé
under the terias of this order. .

(11) That any well costs or charges which are to be paid
out of production shall be withheld only from the working
interest% share of producticn, and no costs or char§es shall
be withheld from production attributable to royalty interests.

(12) That all proceeds from production from the subject

well which are not disbursed for any reason shall immediately

be placed in escrow in { é‘&‘]“@z County, New Mexico, to be

paid to the true owner thereof upon demand and proof of ownership;

that the operator shall notify the Division of the name and
address of said escrow agent within 30 days from the date of
first deposit with said escrow agént.
(13) -That jurisdiction of this cause is retained fornthe
‘enfry of such further orders as the Division may deem necessary.
DONE at Santa Fe, New Mexico, on the day.énd year herein-

above designated.

d




