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STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
DIL CONSERVATION DIVISION
STATE LAND OFFICE BLDG.
SANTA FE, NEW MHEXICO
12 may 1982
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Mexico
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BEFORE: Richard L. Stamets
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MR. STAMETS: The hearing will please come

to order.

We're going to call two cases together.
These were docketed together, These are cases 7576 and 7577.

MR. PEARCE: And thqse are the application
of Apollo Oil Company for compulsory pooling, Lea Countv, New

Mexico.
MR. KELLAHIN: I'm Tom Kellahin of Santa

F.', New Mexico, appearing on behalf of the applicant, and I

have one witness.
{(Witness sworn.)

MOHAMMED Y. MERCHANT
being called as a witness and Being duly sworn upon his oath,

testified as follows, to-wit:

DIRECT EXAMINATION

BY MR, KELLAHIN:
Q Mr. Stamets, Mr. Merchant and Mr. Allen

Ralston have two different companies, both with very similar
names, I unfortuﬁately got' the wrong one on the applidatibn.

It should read Apollo Energy, Inc., as opposed to‘Apollc 0il

Company, which is a diffaerent company.




2 MR, STAMETS: ¥Who is being pooled?

3 MR. KELLAHIN: An individual by the name
4 | of -~ is it Clara?

5 MR, MERCHANT: It's Clara Fowler.

6 MR. KELLAHIN: Clara Fowler, and she owns
7 | an undivided interest in tén acres in each of the 40-acre

8 | tracts, and Mr, Merchant has dealt with her for a number of

9 [ months.

10 MR, STAMETS: Let's go ahead and I believe
11 | under the circumstances you've described, wekcan amsnd the ap-
12 | plication and not have to readvertise it, |

13 ‘ Q All right, sir, would you please state youx
14 | name and occupation? ”

15 A My name ia Moﬁammed Yamen Merchant. I am
16 | employed with Apollo Energy as Vice President of the corpora-
17 | tion, and I'm also acting as a consuiting engineer for the

18 | company.
19 o And do you hold any professional degrees,

20 | ur., Merchant?

21 A Yes, I hold a degree in chemical enginaeriﬁg

22 | from South Dakota School of Mines.

b >

Q Are'you a practicing petroleum engineer?
A

Yaa, I am practicing engineer.

&
D

Have you prepared certain exhibits with
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‘regards to this application?

- for the southeast of the southwest quartex?

A Yes, I have,
Q Have you previopsly’testified before the
0il Conservation Division as a petroleum engineer?
A Yes, I have.
MR. KELLAHIN: We tender Mr, Merchant as

an expert petroleum engineer.

MR, STAMETS: The witness is considered
qualified.

Q | Mr. Merchant, let me refer you to ﬁhe
package of exhibits and have you first turn to Exhibit Number
One and identify that land plat for us and suwmarize wha;
you're trying to accomplish. »

A i On Exhibit One is shown in red the 80 aczs*
in question, It's located in the southwest quarter, the east
half of the southwest quarter. Apollo Energy, the oparator,
intends to drill the first well to the base of the San Andres.

Q . All right, sir, what is the first well?
Where is that to be located in terms of the =2ast half of this
section, tha east half of the southwest gquarter of Section 6?

A The first well will be located in the

northeast quarter of the southwest quarter.

& ©All wighik, s»ic, thun the second wall is




A Yes, sir.

Q All right, sir, and what is the principal

objective of each of those wells?
A The principal objective of each of these
twc wells is to recover wﬁat possible reserves we can.
The secondary :g:efvas we feel like we can

recover because of offsetting waterflood, We also feel like

$ % 3 W

the primary ressrves are basically lost due to offset pxoductiqn-
10 | over the last 25 years; and secondly, because of the lower -~
| ¢he atructurally lower position of the acreage in question.
12 4 You're talking about a San Andres test

13 [ we11l, are you not?

14 A I'm talking ebout a San Andres-Grayburg
15

welli, yes,

16 Q All riﬁht,vsir,,and the cffset production
17 | 44 San Andres-Grayburg production,

is A Yas, offmsetting production is San Andres-
19_ Grayburg production and presently it's part of the Amoco oper-

20 ated South Hobbs Grayburg-San Andres Unit.

2 Q All right, let's turn to Exhibit Number

32 | rwo, then, Mr. Merchant. |

L A Exhibit Two is again a land plat showing
4 all the offset wells, Production figures are shown on each on

ZSVLQE those welim, as you can sce. Ihe rirst one is barrxels of |
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oil per day. The second one is water per =-- gas in Mcf per

day. The third one is water per day.

Q Would you identify for us the injection

well that you mentioned just now?

A The injection well in guestion is Well No.
1-13. 1It's a direct northeast offset to the proposed well,
first well we intend to drill. It's injecting at a rate of

850 barrels of water per day.

There's another injection well located -~
which is not a direct offset, it's well No. 116 and we were

unable to get the injection figures on that.

Q All rignt, sir, have you obtained the
voluntary agreement of all the working interest owners in both

of the proration units?

A © Yes, As of thig date we have obtained
everybody's rights, mineral rights, to drill on that 80-acre

tract, except one party, which we are force pooling.

Q And that is Clara Fowler?
A That is Mrs. Fowler,
Q And she has an undivided ten percent in-

terest in each of the 40-acre tracts?

A She has an undivided ten acres in each of

the 40-acre tracts, which amounts to 25 percent.

0 | All right, sir, let's turn to Exhibit N
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ber Three and have you identify that for us.

A - Exhibit Number Three is an AFE, which was
submitted to-Ms. Fowler. It is a well located in the north-
east quarter of this 80-acre tract tnat was drilled back in
1959 and was plugged three months later. At one time we had
intended to re-enter this weil, but over the last two weeks
we have changed our intention and we intend to drill a new

well offsetting it.

Q What is the second attachment, let's see,

that would be Exhibit Number Four, what's that?
A Exhibit Four is what we intend to call the
Apollo B Well No, 1~A, which will be drilled from surface to

base of the San Andres, and it is an AFE for drilling and

completion.

Q All right, this then repi&ces your initial
idea of making a re-entry of that first well.

A That's correct.

Q All right, sir, and what is then Zxhibit
Number Five?

A Exhibit Number Five is the second well to
be drilled in the -- in the second 40-acre tract after we've

successfully compleﬁed the first well.

o Mr. Merchant, I note there's a slight

difference in the total costs in the two AFE's. To what is
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that attributed?

A Okay. Naturally we'll drill the first
one’-- when we first drill the well, the first one, we'd like
to wait and see how it performs before we drill the second
well on the second 40-acre tract, even though the same tank
battery will be utilized for the second well, but we believe
with inflation and everything else the cost will be slightly
higher than what it is for the first one.

Q All right. Let's turn to the next exhibit
which is Six~A and have you identify that.

A Six~A, Exhibit Six-A is a latter to Ms.
Fowler, which is a siﬁilar letter just like we sent to all
the other mineral interest owners asking her to join us or to
lease us her part of the acreage.

Q Prior to the March 22nd letter what, if

any, contact had you had with s, Fowler or any of her repre-

sentatives?

- TR We did not have any contact with Ms.
|. Fowler.
e This is the first contact? All right,

sir. What, if any, response did you get to that letter?

A 4 The response to our letter of March 22nd

was from her attorney, Mr. Coffield.

Q That's Exhibit Seven?

T PRI E N
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A Exhibit Seven, dated March 26, 1982, in
which he asked us to direct any further communications for Ms.

Fowler to his office.

Q All right, sir, then what happened?

A After rcceipt of that lettér I personally
contacted MHr, Coffield and he asked me to -- that they're not
familiar with the company,-which is Apollo Energy, and the‘
principals involved, and he asked me to send him a brief re-
sume of where I come from and what we do, as well as Mr.
Austin, who's President of the corporation.

And in response to his request I sent this

letter to him dated March 29th, which is --

Q That's Exhibit Number Eight?
A It'3 Exhibit Number Eight-a,
Q Afﬁivight, gir, let's turn then to Exhibit

Nine-A and have you identify that.

A ~ Exhibit Nine-A is again a letter to Mr,
Coffield dated april l4th, 1982, After I responded to his
request we did not hear anything verb&lly or in writing. _SO
I called him and he said I'm sorry, we meant tu get back with

you and I have not, but we're not interested.

:80 at that time I wrote this letter to

him, which is Exhibit Nine-A, and sent him two AFE's, one to

re-enter the well and the second one to drill a new well, thfr

e

i
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we have seen earlier.

Q All xight, and then what happened next?

A I refer to Exhibit Ten, which is a respons%
from ¥Mr. Coffield s;ying that Ms Fowler is not interested in
drilling this property, outlined in letter dated April 15th.

Q All right, sir, let's turn then to Exhibit
Numbexr Eleven andAhave you identify that,

A ‘Exhibit Eleven is structure map drawn on
the. top of the San Andres, an old map'that has been in existand
for quite some time, and it shows the acreage in question, thé

80 acres we inteid to drill on is up-structure.

Q It's outlined in the red there in Section
6? |

A One colored in Section 6 is the 80 acres,

Q All right, sir, and that -- what is that

structural position of that acreage to the other producing

wells in the San Andres?

A » The structural position is at least 50

feet lower to all the offset wells, which can be seen in Ex-

hibit Twelve-A and Twelve-B.

0 All right, sir, let's look at your cross

sectiong; first Twelve-A.

A . Exhibit Twelve-A is a -- we have four

wells on it, gamma ray neutron log. We start with Amoco oper-
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ated South Hobbs Unit Well No. 9 and rﬁnﬁ down to the Cities
Service well which was drilled, to the best of my memory, 1959
or 1960, which shows that the acreage in question, the 89 acre#
we're planning to drill on, is lowsr structurewise compared to
the offset production.

h Why would you seek a location that's
structurally lower to the offset San Andres wells?

A iNormally we would -- we would not drill a
well knowing that we had structurally offset lower, but with
our past experience in different waterfloods in that part of
- the country, we feel like that since Amoco just went into
operation a year ago this pmast month, that we'll be able to
take benefit off the offsetting injection and recover the se-
condary reserves which would otherwise be 1o§t.

Q All right, sir, let's turn to your cross
section,'§Welve-B.

A Exhibit Twelve-B 'is a cross section which
includes the plugged Cities Service well located in the acrcagﬁ
in question, along with an offsetting injection well, which
is Well No. 113, and the immediate offset to the east, Well
No. 114 and 116, operated by Amoco as part of the South Hobbs
Grayburg-San Andres Unit, and once again it shows that the pro-

o b

posad lacation de etructurally low

- = -
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‘Merchani, do you have a recommendation to the Examiner as to

14

0 Based upon your stuiy of the geology, Mr.

a risk factor penalty to be assessed in this case?

A * Yes, I do.
n ‘ And what is that number?
A The number we request is 200 percent pen-

alty over and above the actual drilling and completion costs
on each Qne»of the wells that we intend to drill, simply be-~
cause the primafy reserves are lost for all practical purposes,
and we have onlY'secbndary reserves. which we hope to recover

basically on waterflood injection.

Q All right, sir, let me direct your attentiﬁn

to Exhibit Number Thirteen and have you identify that.

A, Exhibit Thirteen is a normal operating
agreement. It came from Apollo Energy's file in a well which

we drilled last year in May.

Q Let me direct your attention, then, to the
COPAS instructions attached to the operating agreement and tur+
to page three of'that attachment witn regards to the overhead

charges. What will your overhead charges that you will propos#

be applied in this case be?

A "~ The overhead charges for the drilling well
rate, we ask- for $100 a day for Apollo Energy's administrative

overhead and $175 a month for the producing well rate.
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0 Approximately how many days does it take
to drill an Abo well?
A We're looking at about 20 days, 20 to 25
days, maybe 36, including drilling and completion time.
4] All right, sir. Mr. Merchant, were Exhibi&s

One through Thirteen prepared by you or compiled under your
direction and supervision?
A ~ Yes, they were.

MR. KELLAHIN: = If the Examiner please, we
have also submitted to you return receipts, which'Shows that
we‘served both Ms. Fowler and her.éttprney with‘copies of the
application in this case when they were filed, and there is a

set for each:of the two cases.

That concludes our presentation. We would
request the admissibh of Exhibits, I guess it would be One

through Fourteen.

MR. STAMETS: These exhibits will be ad-

mitted.
Any questions of the witness? He may be

excused.

Anything further in this case? These case#?

They will be taken under advisement.

(Hearing concluded.)
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STATE OF NEW MEXICO

ENERGY ano MINERALS DEPARTMENT

OlL. CONSERVATION DIVISION

POST OFFCE BOX 2088
STATE LAND GFACE SULOING
SANTA FE NEW MEXICO 87901

(S0 827-2434

May 26, 1982

. Re: CASE NO, 7577
Mr. Thomas Kellahin ORDER HNO-
Kellahin & Yellahin R=5987
Attorneys at Law
Post OfFfFice Box 1769 Applicant:

Santa Fe, MNew HMexico

Apollo Energy, Inc,

Dear Sir:

Enclosed herewith are two copies of the above-referenced
Division order recently.entered in the subject case.

- Yours véry truly,

o’
v
1
P
.

- JOE D. RAMEY
Director

JDR/fd
Copy of order also sent to:
Hobbhs 0CO

Artesia OCD X
Aztec OCD

Other
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'protect correlative rights, and to afford to the owner of each

. STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
CIL CONSERVATION DIVISION

IN THE MATTER OF THE HEARING
CALLED BY THE OIL CONSERVATION
DIVISION FOR THE PURPOSE OF
CONSIDERING:

CASE NO. 7577
Order No. R-6987

APPLICATION OF APOLLO ENERGY, INC.
FOR COMPULSORY POOLING, LEA COUNTY,
NEW MEXICO.

ORDER OF THE DIVISION

BY THE DIVISION:

' This cause came on for hearing at 9 a.m. on May 12, 1982,
at Santa Fe, New Mexico, before Examiner Richard L. Stamets.

NOW, on this 24th day of May, 1982, the Division
Director, having considered the testimony, the record, and the
recommendations of the Examiner, and being fully advised in the
premises,

FINDS:

(1) That due public notice having been given as required
by law, the Division has jurisdiction of this cause and the
subject matter thereof.

(2) That the applicant, Apollo Energy, Inc., seeks an
order pooling all mineral interests from the surface through the
base of the San Andres formation underlying the SE/4 SW/4 of
Section 6, Township 19 South, Range 38 East, NMPM, Lea County,
New Mexico.

~ (3) That the applicant has the right to drill and proposes
to drill a well at a standard location thereon.

(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

interest in said unit the opportunlty to recover or %Yeceive
without unnecessary expense his just and fair share of the oil

by pooling all mineral interests, whatever they may be, within
aaid nni¢

ey

and gas in said pool, the subject application should be approved




. share of actual expenditures required for operating the subject

-2e
Case No., 7577
Order No. R-6987

-{6) That the applicant should be designated the operatozr
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 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 well.

(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 following determination 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 that paid estimated well
costs exceed reasonable well costs.

(11) That $100.00 per day while drilling and $175.00 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 thereto, the operator should
be authorized to withhold from production the proportlondte"

well, not in excess of what are reasonable, attr1butable to each
non-consentlng worklng 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.

unit to ~commence drilling of the well to which said unit is
dedicated on or before Septembzr 1, 1982, the order podling sai
unit should become null and void and of no effect whatsoever.

(13) That upon the failure of the operator of said- pooleddl
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“liable for risk charges.
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Case No. 7577
Order No. R-6987

IT IS THEREFORE ORDERED:

{z) That all mineral interests, whatever they may be, from
the surface through the base of the San Andres formation
underlying the SE/4 SW/4 of Section 6, Township 19 South, Range
38 East, NMPM, Lea County, New Mexico, are hereby pooled to form
a standard 40-acre o0il spacing and proration unit to be
dedicated to a well to be drilled at a standard location
thereon.

PROVIDED HOWEVER, that the operator of said unit shall
commence the drilling of said well on or before the 1lst day of
September, 1932, and shall thereafter continue the drilling of
said well with due diligence to a depth sufficient to test the
San Andres formation;

PROVIDED FURTHER, that in the event said operator dces not
commence the drilling of said well on or before the lst day of
September, 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 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 order should not be

rescinded. :

'*(2)v That Apollo Energy, Inc. is hereby”designated the
operator of the subject well and unit.

(3) That after the effective date of this order and within
90 days prior to commencing said well, the operator shall
furnish the Division and each known working interest owner in
the subject unit an itemized schedule of estimated well costs.

- {4) That within 30 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 provided
above shall remain liable for operating costs but shall not be

-

~(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 ir
ne chiection to the actual well costs is received by the

st - ————

Division and the Division has not objected within 45 days
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following reccipt of said schedule, the actual well costs shall
e the reasonable well costs; provided however, that if there is
an objection to actual well costs within said 45-day period the
ivision will determine reasonable well costs after public
motice and hearing.

(6) That within 60 days following dJetermination of
reasonable well costs, any non-consenting working interest owner
ho 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 shail
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 withhold the
following costs and charges from production:

(A) The pro rata share of reasonable well
costs attributable to eaclk 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, 200 percent of the
pro rata share of reasonable well costs
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,

(8) Tkal the cperator shall distribute said costs and
charges withheld from production to the parties who advanced

the well costs.

(9) That $100.00 per day while drilling and $175.00 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-consenting working interest, and in addition
thereto, the operator is hereby authorized to withhold from
production the proportionate share of actual expenditlires
required for operating such well, not in excess of what are
reasonable, attributable to each non-consenting working
interest.

Lo
RY ‘i&-f
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(10) That any unsevered mineral interest shall be
ronsidered a seven-eighths (7/8) working interest and a
pne-eighth (1/8) royalty interest for the purpose of
hllocating costs and charges under the terms of this order.

(11) That any well costs or charges which are to be paid
put 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
ell which are not disbursed for any reason shall immediately
>e placed in escrow in Lea County, New Mexico, to be paid to
he true owner thereof upon demand and proof of ownership;
hat. the operator shall notify the Division of the name and
ddress of said escrow agent within 30 days from the date of

lifirst deposit with said escrow agent.

(13} That jurisdiction of this cause is rctained for the
entry of such further orders as the Division may deem
necessary.

DONE at Santa Fe, New Mexico, on the day and year
hereinabgve designated.

Director




APOLLO ENERQY, INC.

Box 572 (505) 397-3596
Hobbs, New Mexico 88240

APPLICATION FOR COMPULSORY POOLING FOR CERTAIN TRACTS LOCATED IN

SECTION &6, TOWNSHIP 19 SOUTH, RANGE 38 EAST, LEA COUNTY, NEW MEXICO

CASE NO. 7576 and 7577

In each of the above cases the applicant seeks an order pooling
all mineral interests from the surface through the base of the San
Andres formation underlying the lands specified in each case, each to
form a standard 40~acre oil spacing and proration unit to be dedicated
to a well to be drilied at a standard location thereon. Also to be
considered will be the cost of drilling and completing said wells and
the allocation of the cost thereof, as well as actual operating costs
and charges for supervision, designation of applicant as operator of

the wells and a charge for risk involved in drilling the wells.




CASE NO. 7576 and 7577

Page 2

Apollo Eneréyl Incoxrporated, is an oil and gas operator based in Hobbs,

New Mexicé. Apollo Energy, as an operator, has acquired the rights of all

mineral interest owners except Miss Clara Flower, who owns l0-acre cracts

in each of the 40-acre units.

‘The applicant proposes to drill the first well in the NE/4, SW/4 Gf
Secticn 6, Township 19 South, Range 38 East, Lea County, New Mexico. This

well will be drilled to the base of the San Andres or approximately 4400

feet from the surface. After evaluating the results from the first well,
operator plans to drill a second well in the SE/4 SW/4 of the said sectioq
(Exhibits I and 1I).

The applicant has sought cooperation of all parties, and has exhausted
all available avenues, to get Miss Fowler to join in. Copies of all corres-
pondence with Miss Fowler through her attorney are shown in Exhibits VI
through X.

Exhibit III through V are the authority for expenditure forms (AFé).
Exhibit III shows an AFE for re-entering an o0ld plugged and abandoned well
located in NE/4 SW/4. This old well seems to have Leen properly plugged

.in 1960; however, re-entry has been ruled out as future action because of

extremely high risk involved. The exposed salt section and poor cementing
practices of the past years would reduce chances of any commercial produc-
tion,

In view of above, Exhibit IV is submitted‘showing the total drilling and
comp;etion cost for the proposed well. Due to current .educed drilling

activity in the region, it is hoped the well can be drilled at a lower cost
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than what the cost was a few months ago. However, a cﬁanqe in the drilling

picture can increase the total cost of the project.

If the production from the first well is commercial, after évaluaticn,

it will be necessary to drill a second wéll to be located in the SE/4 SW/4
of the said sectjon. Due to the evaluation time necessary, the drilling
and associated cost has been slightly increased. The total cost is slightly
higher ‘even though the same tank battery will be utilized. Exhibit V is the
AFE for the second well.

Reference is made to Exhibit II again. It shows the drilling tract

in guestion as well as the offset producers and injectors. Please note the

current daily production and injectiorn "data on Exhibit II. It is very clear

all weils offsetting the proposed gells are marginal wells, even though they

are structurally higher than the proposed locations (Exhibit XI). Also,

there is no prdductidn to the immediate West, Southwest or South of the
tracts in question.

Exhibits XIX A and B show the log cross sections as well as the initial
production data for the offsét wells and the plugged well located in the

NE/4 sw/4. Once again clearly signifying the fact: the proposad wells

carry a high risk to the operator's investments.

All offset wells were drilled in the 1950's, and/"naturally" have

drained primary reserves. The durrently»active Amoco operated South Hobbs

Waterflood Unit provide "a hope" that wells drilled in the proposed proration
unit may be of some benefit to all concerned. The primary reserves drained

- ovexr the past 25 years is a totul loss. 1If no action is taken socon, chances
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of reccvering any secondary rcserves will be lost too.  This is due to the
fact, passage of water front tﬁrough the proposed wells will create a loss
of precious resources forever.

Based on above data provided along with all exhibits, it is evident the
driliing of £he wells is a real high risk. The operator is willing to take
the risk necessary to recover any reserves recbﬁerable, to érotectiloss of
valuable reserves by waterflood front. The non-consenting workiang interest
owner that does not pay its share of estimated well costs should have with-
held from production its share of reasonable well costs, élus an additional

200% thereof as a reasonable charge for the risk involved in the drilling

of the well.

The applicant should also be authorized to withhold from production: the
proportionate share of reasonable supervision charge for drilling and pro-
ducing wells attributable to each non-consenting working interest owner

{(Exhibit XIII).




APOLLC ENERGY, INC.

FOWLER "“B" LEASE
SEC. 6, T13S, R3BE

LEA (OUNTY, NEW MEXICO

Exhibit I - Ownership Map

Exhibit II - Qynership Map & Well Status

Exhibit IIX - Authority Fér Expenditure - Fowler "B® Ko. 1
Exhibit IV ~ Authority For Expenditure - Fowler "B" Mo. 1-A
Exhibit V - Authority‘Fcr Expénditure - Fowler "B" No. 2

-~ Letter to Miss Fowler dated March 22, 1982

A
B ~ Proof of mailing
C -~ 0il & Gas Lease (attachment to letter)

Exhibit VI

Exhibit VII ~ Letter from Miss Fowler's attorney, M. J. Collopy
dated March 26, 1982

Exhibit VIII A - Letter to Miss Fowler's attorney, M. 3. Collepy
dated March 29, 1982
B - Page 2 of letter

Exhibit IX A ~ Letter to Miss Fowler's attorney, M. J. Collopy
dated April 14, 1982
‘B -~ Proof of mailing

Exhibit X - Letter from Miss Fowler's attorney, M. J. Collopy
dated 2April 16, 1982.

Exhibit XI -~ “Structure Map
Exhibit XII A - Log Cross Section with offsets
B ~ Log Cross Section with offsets
Exhibit XIII ~ Apollo Energy, Inc.'s Operating Agreement on another well

(Consisting of 22 pages)
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‘  APOLLO ENERGY, INC.

AYTHORITY FOR EXPENDITURD

Lease Name_ FOWLER “B" _  Mell No. Date 4-14-82
Iocation NE% SW, Section 6., Township 19S5, Range 38F County Lea

State_ New Mexico Total Depth 4300’ Field_Hobbs, GB/SA
DRILLING INTANGIBLES ' DRY HOLE PRODUCE™
Prepare location, road, damages ' ‘ $_ 6,000 $L 6,000
Footage fte at $ _ ~ ) -
Day Work days tDP at ‘ : - ' ~
Day Fork " days LODP at _ i . - _
Drilling Mud and Chemicals 3 000 3.000
Fuel, Hater and Power ' 100600 10,000
llell Logging Service ) ‘ - -

. Hud Logging . - -
Drill Stem Testing - ‘ - -
Coring and Analysis ~ -
Cement and Services-Comd., Surface, Inter. —~ -
Rental Equipazent : ) ) 5,000 5.000
Trucking and Labor ) 10,000 10,000
Overhead and Supervision: Adm. OH, Fngre & Geol, 10,000 . 10,000
Restore Location, Plug and Abandon ' 5.000 5 000
Miscellaneous Costs and Contingencies 5.300 5.300

TOTAL DRILLING ' S 54,300 $ 54,300
COMPLETION INTANGIBLES
Cement and Services — Prod. Csge - 8,000 S 8,000
Completion Unit__ 20 days at $§_ 1600 32,000 32,000

. Perforating and Cased Hole Logging (CNL, GR) = . 6,000
Stimulation - Acidizing, Fracturing . - 25,000
Tool Rentals S - 4.000
Engineering -~ Supervision and Overhead ' ‘ : ~ 5,000
Trucking ard Labor _ . ) ~ 5,000
Miscellaneous ) _j = 1,500

TOTAL COMPLETION ' ‘ " C.$__ 40,000 $__86,500
TOTAL INTANGIBLES - : _ 94,3G0 140,800
TANGIBLES
CASING ) ) : ) ,
Conductor £t of - 8 -
Surface t of - o -
Inter It of -~ -
Prod. 3500 £t of 5%, 14¥#, K-55 @ $7.00 . 24,500

" Tubing 4300 v of 2 3/8 4,74 J-55 @ $1.00 12,900
Float Iquipment, Centralizers, etcs csg. bowl : . 3,000
Wellhead Assembly 2,000
Puwping Unit, Prime Mover, Electric 30,000
Subsurface Euipment, Packer, Rods, Puaup, etce o . 7.000
Tanks : . | 10,000
Separators and Treater S ‘ ' 2,500
Line Pipe, Cunnections & Miscellaneous : 5,000
‘Installation of Surface Facilities : 6,000

TOTAL TANGIBLES - 8 - $.102,900
ELL GOST . - - b TToE 300 - 7243.700

APPROVALS: , : . _
INC, _ By %ﬂé[wlgé;% Date 4-14-82

OPERATOR APOLLQ ENERGY .
JOINT INTEREST ’ ‘ ,
OXNER : By Date

1. All prices based on price list effective June, 1981.

2. Actual cost may be more or less than above.
3. At an expected production rate of 20 BOPD, after royalty, taxes, and operating

expenses, the expenditure should payout in 2.3 vyears.

- EXHIBIT IIX -
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 APOLLO ENERCY, INC.

AUTHORITY FOR EYPENDITURE

lease Name FOWLER _"'B"

e

Date _4-14-82

Location NEY SWy. Sectiop 6, Township 195, Rance 38F

County_ jeq

expenses, the expenditure should payout in 3.3 years.

s T
g TR

EXHIBIT IV

State_ New Mexico Total Depth  41300! Field Hobbs. G/SA
DRILLING INTANGIBLES DRY HOLE PRODUCE™:
Prepare location, road, damages ' : $  8.s00 5. g.500
Footage_ 4300 fte at $_ 12 s0/f¢, 53,750 _ 33, 750
Day Work dayg LJP at _ — ‘
Doy Vork days WODP at - . = :
Drilling Mud and Chemicals 6,000 6,000
Fuel, Water and Power 20,000 20.000
lell Logg’ng Service 12,000 12,000
Mud Logging - -
Drill Stem Testing - -
Coring and Analysis -~ - _
Cement ‘and Services-Cond., Swrface, Inter, 8,000 8,000
Rental f£quipment . 12,000 12,000 _
Trucking and Labor ‘ 10,000 10,000 .
Overhead and Supervision: Adm. OH, Engre. & Geol. 15,000 15,000
Restore Location, Plug and Abandon , 5,000 5,000
Miscellaneous Costs and Contingencies 8,675 3,675
. TOTAL DRILLING ' S 158,925 $ 155,925
COMPLETION INTANGIBLES
Cement and Services — Prods Csge $ - $_10,000
Completion Unit_ - 10 days at $§ 1600 - 16,000
Perforating and Cased Hole logging - 8,000
Stimulation - Acidizing, Fracturing - 25,000
Tool Rentals - 5. 000
Engineering - Supervision and Overhead - 5,000
Trucking and Labor - 1,500
Miscellaneous - 1,500
© TQTAL COMPLETION ‘ : SR - $_ 72,000
TUTAL INYANGIBLES : , 158,925 230,925
TANGIBLES _
CASING ' : .
Conductor £t of 313 /8", 48#, K=55 0 524,00 3 960 960
Surface £t of g8 s5/p" zg{t K=55_0 $12.50 16,875 16,875
Inter It of — _
Prod, 4309 It of s 15 = 30,100
Tubing 4300 £t of gs", z . @ §3 00 = —12,900 .
Float Equipment, Centralizers, atce 1,000 1,500
- Wellhead Assembly 1,000 2,000
Pumping Unit, Prime Mover, Electric - 33,000
Subsurface Equipment, Packer, Rods, Pump, eotc, L - 7,000
Tanks S - = 10,000
. Beparators and Treater . .- - AR - : 5 500
Line Pipe, Connections & Miscellaneous 3 5,000
tallation of Surface Facilities f . 6,000
TCPAT, TANGTBLES ' o '8 19,835 $ 124,835
TOTAL WELL COST : ’ 178,760 T 355,760
APPROVALS: :
OPERATOR  APOLLO ENERGY, INC. By 4/@% f;A 6‘*«/&58 4-14-82
. / : o
JOINT INTEREST
OWNER By Date
1, All prices base‘on price list effective-June, 198t.
2. Actual cost may be more or less than above.
~ 3. At an expected production rate of 20 BOPD, after royalty, taxes, and operating
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‘' APOLLO ENERGY, INC.

TO’I‘AL WELL COS?T

SUTHORITY FOR EY.PENDITURE
lease Name Fowler B Hell No. 9 Date 4.78-82
Location 990’ Fs ' g 6, 1198, RI8E . County _ peg
tate_ New Mexico Total Depth__ 4250! Fleld  Hobbs
DRILLING INTANGIBLES DRY HOLE PRODUCE":
Prepare location, road, damages $ 8,500 3. 8,500
Footage 4300 fte at $_ 16.00 68,890 68,300
Day Vork days WDP at — -
Day- Vork days- WODP at - _
Drilling Mud and Chemicals 6,500 ° 6,500
Fuel, YWater and Power 22,000 22,000
lell Logging Service 12,500 12,500
- Hud' Logging -~ -
Drill Stem Testing ~ -
Coring and Analysis - . - ,
Cement and. Services-Cond., Surt‘ace, Intere. 8,500 8,500 _
Rental Eouipment 13,000 13,000 .
‘Trucking and Labor _ . 12000 12,069
Overhead and Supervision: Adm. OH, Engre & Geol. 15.000 15,000
Restore Location, Plug and Abandon . 5500 5.500
Miscellaneous Costs: and Contingencies 8,615 8,615
‘ TOTAL DRILLING $_180,9153 $.180,915
COMPLETION INTANGIBLES
Cement and Services - Prod., Csge $ - $ 10,500
Complebtion Unit._ 10  days ab $ 1700.00 17,000
Perforating and Cased Hole Logging 9.00Q
Stimulabtion - Acidizing, Fracturing - 30,000
Tool Rentals - 6.000
Engineering -~ Supervision and Overhead - 5.000
Trucking and Labor - 1,500
Miscellaneous - ~ 1,800
TOTAL COMPLETION s - $_80,800
TOTAL INTANGIBLES 180,915 261,715
TANGIBLES
CASING _ ' .
Conductor 40 Tt of _13 3/8", 48#, K-55 @ $24.00 $ 960 96Q
Surface 1350 £t of _8 5/8", 244, K-55 @ $12.50 ' 16,875 16,875
Inter - ft of - -
Prod. 4300 Tt of 5 1/o", 15 54, & 14f. K-55@53.00- = —J0.100..
Tubing 4300C £t of 2 3/8" 4,74, J-55 @ $3.00 = ~12,900 .
Float Pquipment, Centralizers, etce 1.00q —l 800
Wellhead Assembly 1,000 2.500
Pumping Unit, Prime Mover, Electric ~ 30,000
Subsurface Equipment, Packer, Rods, Pwnp, etc. | ~ 2,000
Tanks : ; - =
- _.Separators and Treater. .- - -
“Line: Pipe, Comnections & Mlscellaneous - 1 500
Installation of Surface Facilities ~ 3,000
: |
TOTAY TANGIBIES 819,835 $_108,435
; 200,750 370,150

APPROVALS:

OPERATOR Apollo Energy, TInc.

JOINT INTEREST ‘
OWNER By

o LA AL AL L b s

Date

1. Actual cost may be ﬁore or less than AFE.
Rig cost, etc..are estimates only, as No.
from well No.. 1.

3. At an expected production rate of 20 BOPN, after rovalty,

- expenses, the expeuditure should payout in 3.3 years.
‘slightly higher).

2 well will be drilled based on results

taxes, and operating
(Aaquminq orice of nil will he

EXHIBIT Vv
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APOLLO ENERGY, INC.
Box 972 (505) 397-3596
Hobbs, New Mexico 88240

March 22, 1982

Miss Clara Fowler
P. O. Box 612
Hobbs, New Mexico 88240

Re: NE 1/4 of SW 1/4 and
SE 1/4 of SW 1/4
Section 6, T19S, R38E,
Lea County, New Mexico

Dear Miss Fowlers

Apnllo Energy, ihc., a Hobbs, New Mexico, based company is intexested in leasing
your portion of the minerals under the captioned acreage. Courity records
indicate you have ten (10) acres under the NE/4, and ten (10) acres under the

SE/4 of the SW/4.

As of this date our company has leased 25 acres in each of the two (2) 40 acre
tracts.

Being a petroleum engineer and geologist, I understand the acreage .is structur-
ally low. It has also lost the potential of "good“ primary oil reserves to
offset production. If no action is taken in the near future, one would lose
the potential of any secondary reserves - partially to offset production; and
partially to the passage of waterflood front. This will result in the loss

of precious natural resources.
Keeping the above in perspective, we offer you a two (2) year :lease, and a

3/16th royalty. Enclosed are the lease forms for your signature and execution.
If you notify us we will send 2 bank draft for the rental to the bank of your

choice.
Thank you for your cooperation and we hope to hear from you soon,

Yours truly,

APCLLO ENERGY, INC.

/Vice President

MYM/3jh - 0
Enclosure

We will do our best to 4rill a well during 1982.

CERTIFIED MAIL NO. P20 8750338 March 24, 198, EXHIBIT VI A
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CONSULT POSTMASTER FOR ¥ ssg

2. ARTIELE AQORIBEER YO
Miss Clara Fowler
P. O. Box 612

Hchbs, M 88240

uemn:suc xﬂﬂeam INSURID NO.

P20 8705338 1 ()
I have mceived the sriicls sbowe, :
SIGNATURE

HYWANLLHYD ANY UIHALKS ‘Gl

s o

P20 8705338

RECEIPT FOR CERTIFIED MAIL
NO INSURANCE COVERAGE PROVIOED —
NOT FOR INTERNATICKAL MALL
{See Reverse)

SENT IO

ﬁiss._clara Fowler . -
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. - Fotm af-—lrodacets Speciell 0' L AND GAS LEASE Formm 318 P(i?"t‘%do;‘md for %’?‘:ss?);{bswﬂ, NAL

New Mevica and Tezsa Form

i
'
3]

| AGRESMENT made sad Extered wtottts . 2204 gy e . Maxch 82
{ between .. ... Clara Fowler, a single woman o

i

ﬁ Hobbs, New Mexico 88240 = y e Dereinafter called dossor (wikether |

Apollo Energy, Inc., F. O. Box 572, Hobbs, New Mexico 88240 _

|

J .

‘; ene ot more), and
! .

i

! berelnafter called lewree, docs witnens: .. |

;
i .
{’ |1, 711 lessor, for and fn comsiderstion of the pum of . ON€ AN 00/100~-mmemmom oo e e 0 1,00 . %
In hamd piid, snd of the corenante and sgrocments bervinaiter sontained 20 be porformed by the ieases, has thi day grented and leased and heredy grants,
Jeases and iels exclasively unto the Jessee for the purposs of ‘?ﬁ‘:’é" diiitiag, zs:h{;ﬁx l’:d egertting for a.gd g;:.&\:d:z ol ns : e, “‘““:3‘ €3 and ces- |
3 tanks, storing of ailding powet stations, telepbone Lines an strectares reon 1o produce, , take
care of and manuisctore 53’-: such sabstances, snd ‘(&l’ bhousing and boarding cmployees, 1he {ollowing descrided tract of land h_.‘_....i.._,,..«.m._.‘:.rt .

SRS

Lea c o County, . NeW Mexied 0 ewws oo
NE/4 SW/4 and SEfA SW/4 . S e e e

|
B
|

i o o
’3 in Section... ..o .6». cmneemy ToWwnedip . 195, ey :hnn...h_.}.?é.. e e RO contIning _Egh el . e BCTES, MOTE OF lews,
i 2. This lease aball remaia Ia foree for a term of TWO yearn 801 33 long thervefrer st zil, Res, inghead gas, tasinghead gasoline or any of them

3.

all ol azd saved from premiscs, o at the losser™s opticn, may to the Jasror for sach . re; the market price

pant E}e grace and gravity prevailing om the dar such ol is ren fut> the pipe lime, ot p‘gr storage tanks, Jestor's {ntereat, in either case, ta bear foc
of the procecds from the sade of 823, 83 suck, foc gas Itom wells where gas only is found, and

g:
I /

The leseee shall pay baser, an resalty, 3716 the Iy &
| where noc aoid enall pay Fifty (FO0.030 Doty bt anram oy tosatis ireny from the sale of the t11, w2 sy Toyalty %8 30 paid soch well ehall be Betg e tete
z? rreol. The desser to have gas free of charge from &ay gas well on Lhe leased premises {or stoves and imide
i1 km

is produced. {2)
“ mmmmumag:umxagnmm. fmogwsn'iammclinekhwhkhknum y iuwelhtbeeqw3/15 f
|

the «ost of treating &il to rendar it markelulle pipt line ol

ing well ender ;mgn:h nembencd two Jewacr
min the principal dwelliag house on said Jand by making hit onn comnections with the well, the use of said gas 1o be Lt the s »ole Tisk awnd ex.
pense, Jousee skall pay o for g3 produced frem any oif well end used By 1he lessce for 1he manufactsre of sascline or any other product, as toy-
4 2 E{, of the warkst value of such gas at the mouth of the woll. If eaid gas is sold by the then o rezaliy 37106 of the proccedr of
the . :

I 5. It cpetations for the deliling of & well for oil or zas are ot commenced on scid 1and on of dlfore one year from this dade, this lease shall terminate
{} LI 3 5 r the leesor's credit in the ki
i

| a8 lo both pariies, unless the desce aball, on or befors one Year frem this, date PRY of tendcr 10 the hesaor or 0

[ O EURE XS 3 TR 0 S B ST * 3

| ___Bank of your choice

, s seccessore, which bank and ita successors are the ketor'a sgent mnd shall cealinue aa the depository of any and sl koms payadle under this iemse, re- |
; Qne_ Dollaxr per
]

j garddess of changes of vwaership in 32id Yazd or Ia the oit and gac, or ia the rontals to scerve thereunder, the sam of..... On€. Dollax

! »
lagre per yeaxr —=mmmm—oeries—eo—eoo-o- TITIITTE TOTTITITTIIT T Dot (s,}«:..o_.g.v._,..-.w.__) which shall opecate aa

il. rental apd cover the pricilege of deferring Yha mmﬁ;;cm o{dnllmz cwi;;tliom for a pericd of one year. In like manner and upon like ty
| tenders, the tommendement of drilling coperations may be further deferred for like periods suctessively. Ail payments or tcndzu‘:.w be rnladq ¥ check :
otw ithstandiag in

draft of lessee or any sssignee theredl, malled or delicered an or Lefore the teatal paying date. N the death of lessor, or his succeasor
\h in interest, the payment or tender of rentalr in the manner provided above shall be Bding on the beiry, devisees, executers, and adscinistrators of such persca.
€. I at any time prior to the discovery of oil or gas on this land and during the term of this lease, the jessce shall drill & ¢ hole, or holes, on this

Jease shall not terminate, provided operations for the dritling of a well shall be tommented within twelve monthe Trom the c:.pit"atiou of the last rental m
which rentsl has boen paid, of provided that within s2id petiod the lossee begins OF refumes Lbegyment of rentals ia the nunner and amcunt herein sbove
Sud; and in thiz ovont the proceding parsgrophs hareof governing the nayment of rentals ays mangner and effect thereo! shall continue in force.

7, ia ceem seid lessor owm 3 loss intervst in the above described land than the entire and onlivided fce simple evtate thercin, then the royalties and
Wis heriin provided for shall be paid the said Jessor only iz the proportion which his inferest bears to the whole and undivided tee. . ties
The Jeoste shall have the right to use foee of odt, pas, oil and water found on said land for its operstions thereon, except water frova the wells of
When required hy T, lessee shsll bary pipe lincs below plow depth ard shau' pay for darmages csused by its operalions to growing m:; ‘:

 relt =} be 43:}:‘::“? &b:}:nio«;l (I‘;;\t ‘(:;lh.; house or ‘ti‘arn ne‘w on s?id prenises wilhfutldwnm‘ mdcegaent of the lessor. Lessee shall have the
TiRg or ! i ¢ 1o recaove % ¥, fixt i1di o s
u:e g or 'e:;:x’? o machiner ixtures, houses, boildings ¢r sirucivres placed on said promises,

It the estate of cither party hercto is assigned (and the privi of asigning in whole or in part is expresaly allowed), the eovenants bercof b
to the heirs, ors, mdzainistratocs, so 3 and aseigns, ‘tncchmo!owm-"s!:a‘;iatheuadorintbennhh(\rmait‘ia:&auh mding
fessee until after nakice to the Jossce and it has betn furnished with the written transfer ov sssignment or & certificd copy thereof nor sy
of owrership in any manner incrosse the ohligations or dimimish the rights of lessce bhereunder. In. the wvent this Jease shall be ‘

M to parts of the above descrided lands, and the holder or owner of eny such patt o parts shall faf of make default §n the paymeat of the
ionate of the rent due from him or them. such default shall not opcrate o defcal of affoct this Jease in so far as it covers & part or party
$ id ¢ koY assignee hereol shall make due payment of said restals, I at any tiove there be a3 many sa four
parlies entitied to rentals or royaltics, lessee may withhold payments thereof unkess and uatil all parties designate, In writing, in & recordable instro.
mg ”'th ::H :—;&s u»lk m«inahyg:mon &gent to receive all payments dut hereunder, and W execule divialoa and traneier orders on bohalf of said partios,

10, Lessor hereby warcants and agvecs to dofend the titie to the land herein deseribed and ngrees that the lesecw, at its option, may and
any taxes, mw:)f:t“" : o:het lm‘;m::mng, levied, or n:sossgd oD OF againit the above Gostrived lands and, in event It e:gcisc:'wch "a:!,;oa it shall
m.t:rd rt:‘ righ .‘: nyn 5 or holders thervof and may Nimburse itself by &pal?'imr to the discharge ol» any such mortgage, ,‘“ or wther Yien. aay ﬂ
11, Notwithstanding snythiny in this lease contained ta the contrary it is oxpressy ageeed that if lessee shali commence drilling operations at any time
hile this lease 33 In force, this Jemse shall remain in force and its terms shafl conbinue 0 fong As wch o tions mi¢ prosetuted i il
therefrom, then 23 long as production mlinu.«‘s, * ¢ pers r 154 i production resulta
12, U within e primary term of this kease production on the leased premises ahall cease from any this Jcase shall act terminabe provided opers.
Hons for the drilling of & weif sbail be commenced before or on the moxt entuing rental paylng date: or.:md«l lesaon beglne or resumm ‘pcmt of
rentals in the manner and amount hercinafies provided. 11, sfter the expiration of the primary production oh the Precasses ahall
orape frora any caude, this ease shall mol torminate rovidod lesme Tesumos operations for drilling a well within six {$9) days from such tomation, and thi
| demse sball rerasin Sa forde during the prosccution of éuch eporations and, it production results therefrom, then ut{mx &8 production coatinucs.

13, Lesce may at any lime and from time 10 time surreader this Jease a1 to a. t Dara of 3 i S H
therea! to the lessor, or by placing a releasc thercof of cecord ia the proper oount;., part or par ihe lensed premises by delivering of mailing a celease

14. This Jease and all its terma, comditiony, and atipulationy shull extend to and be dinding tn all successors of sald Jessor or Jesses.

18. This loase shall nol be terminated, in whole or in part, not shall lessce be held liable in dasn for failure to with i
plied covenints h 2. i tiance th i i gaevented by, or {f such fallure ia the result of, ‘n‘;‘?edﬂd, or State mxmi U\:h mexpmn:‘.x-*
regulations, scls of God, labi jroubler, somrcity of materinls. or other cuuces Lepond Jossse's ooulrcd, If. Gt the esd of pricsery term , “such teren
has not been extended by production er drilling as in this leore provided, ard lessee, by resson of any of the above cauves, is unable to drill o well on
the Jeassd premises for il or gus, the primary term and ihe reatal provision hereof shall be extended sutomatically from v to yoar until the first annie
lm\. Betvol otcurieg niatly (30) o more daya following the removal of sceh delaying cavee. During any peciod t in unadle to produce end,'ot
; Sarker ey preducts fram the lensed oremiscs by reason of &ny of the abovy recited causes, this lease M¥ pemain in foll force and effcel. ! I

1
{ IN WITNESS WHEREQF, We siga the day and pear firdt above written,
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lara Fowler
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ISTATE OF REW XEXIC0, ‘
i } - (ACKNOWLFDGMENT FOR INDIVIDUAL)
{Counmty of .. e

i On this. ... .. Buy of . L 19 .., belore me personaliy appearcd

to me known to be the person . deseribed in snd who execated the fereguing instrumen?, and asinowiedged Uit . .
... tzetated the BATS M. . . oee

i

v e frwe act and deed.

Witness my hand and officlal séa! the day snd yoar Jusl above writien,

S e s e G B

%y L fren. . et e et Pottolli0 . o o e e e e e e+ e e

| STATZ OF NEW MEXICO, ’
} LS (ACKNOWLEDGXENY FUOR CORPORAZION)

Courty of
On Wi BRY B e e e e e enie m e =

e M n, Betore me personally appesred

to me pevsonaily known, who belug by me dnly sworn éd sy that he B the . _ .
- e s ez sarmeree ARG that the veal affized to sald inatrument s the
corporste scal of sald eorperation and thet exid hustrument was signed and svaled in bebalf of cald corporetiza by suthocity of ita Board of Directors, and
' e acknowledged said Instrument

President of

safd .
o be the free act and dexd of said corpotation.
Witness my hand and official seal the duy sod Fear last above written.

T T e m——— Notary Public

My commission explres. .. ..

S {TTXAL SINGLE ACKNOWLEDGMENT)

STATE OF TEXAS, }

County of... . ...

' Befm-e.ehnn&ﬂshadnthoﬂty.nNola-y?ckiiciutndt«uﬂtouabaruisutc.un&khywmﬂblvm

bacribed {0 the foreguing isstrument, axd acknowledged to me that __ _he . executed the

!
f
i
]
|
i
i

s

known ta to be the person . __ whose name
mfmtﬁmzndm&«daw.

Given under =y hand and seal of oftice, this the day of - A D 19 ..

Notary Public a2 and for Courty, Texas
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| THE STATE OF TEXAS,
i } (TETAS JOINT ACKNOWLEDGMENT)

IC:..:.:‘, U UL GO .
Before me, the undersigned, & Notary Public in and for said County and State, on this day personally appeared . ool . o n v e conmeen -
usband and  wife,

jand considudiion therein exp
., And the said wif-, havieg been examined by me privily and apart from ber hichand, and baving had said instrument fully explained to her, she, the sald
wife, acknow the same to be ber act and deed, and declared that she had willingly sigred the same for the purpescs and consideration thercin cxpressed,

,z'ilm! that she did pot wish to relrsct it
13 I

§
i Given nnder iy hand end 222d 08 222200, W00 R i Sl e s & i e s et o emm m e ceeeom e D19

4 '

ii e e ——— s S e At o e e . A=At S e | 1 i AL < e -

il
i Notary Publietmand for . ... .. it o v . County, Texas

F P U 1. | - e ittt e i e i p ez e emiamn e e R ierl e vereeen b e e
known to e {o be the persons whose names are subscrited to the foregoing instrument, spd acknowledged to me that they execuled the same for the purposes




STATE OF NEW MEXICO, v
as,

S TN . . Y J

(ACKNOWLEDGMENT FOR INDIVIDUAL) _
e et e st sy Wharieeveceers DolOre me personally appesred _

to me known to be the person___ described in and who d the forexoing instr ¢t, and aek ledged that

................ executed the eame as.. . feee not and deed.

Witeess my hand and officlal seal the day and year last above written, -

Notary Pubiic
My eomminsion expir

Postolfice ......... ...

| STATIE OF NEW MEXICO, : :
V 19 {ACKNOWLEDGMENT FOR CORPORATION)
| County of. .
~ On this... ... day of ... bef. me por Ny od !
- |
[t me personally known, who belng by mo duly swora did say that he Is the President of
H
| R And that the seal affixed to said Instrument is the
; carporate seal of said eorporation and that eaid inatrument was aigned and seaied in bebal? of sald corporation by muthority of its Board of Directors, and

_.SS S scknowledged sald instrument
to be the free act and deed of said corporation,

Witness my hand and official seal the day and year last sbove written,

:
]
b
it
i
'

My lasfon explrea R - Notary Pubile
i

. STATE OF TEXAS. .

M (TBXAS BINGLE ACKNOWLEDGMFENT)

i County of. .. .

m_w

Botora me, the undernigned authority, & Notary Publie in and for said County and Stale, on this day personslly appeared
i

"known to me to be the person_ .. whoie name subs
mr seme for tho purposes -v_ua consideration tharein sxprossed,

ibed to the foregoing Instrumont, and sckrowledged to me that ... he...... executed the

| Given under my hand and seal of office, this the day of A.D. 10

i

M_ Notary Publlc In and for. County, Texcs
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{THY, BTATE OF TEXAS,

: V (TEXAS JOINT ACKNOWLEDGHENT)
County of.... ... :
Defare me, thc undersigned, a Notary Publie {n and for said County and State, on this duy personally appenred ...

e e and - husband and wife,
known to me to be the persons whose names are subseribed to the foregoing instrument, and aeknowiedged to me that they executed the same for the purpobes
nnd consideration therain expr. B

And the sald wife, having been examined {vil 4 rt from ber hushand, and having had said fnety t fully explained to her, she, the said
wite, u%:ai%a%h pmc :!-8 be rh..._ua« an umﬂ.-_.u-..h_ m!auan- d nr-» she snn. I.m_a:a“_n -n.ﬂ:&amrwn-hi for ¢ w-u%nu“.ﬂ u.: ooﬂoaaasaos thetein expressed,
and that she did not wish to retrzet it.
Given under my hand and veal of cffice, thiy the. day of..... A. D. 19 v
N
Notary Publie fn and for County, Texas ~
= b e




M. J. COLLOPY

ATTYORNEY AT LAW

P.O. BOX 2297
203 EAST SANGER. HOBBS, MEW MEXICO 88240
505 /7 397-3608

March 26, 1982

M. Y. Merchant, Vice President

Apollc Energy, Inc.
"P. O. Box 572
Hobbs, New Mexico 88240

" RE: Your letter to Miss Clara Fowler dated March 22, 1982 3

Dear Mr. Merchant:

Clara Fowler has handed me your above dated letter and the
0il and Gas Lease which accompanied the same, for review.
Before making any decision to lease the subject property,
Miss Fowler's ranch foreman, V. R. "Cowboy" Jones, and
myself would like to visit with you concerning the proposal

in further detail.

If you will contact me upon receipt of this letter, I will
attempt to arrange such a meeting. Pending further discussions,
please address any further correspondence or communications
concerning this particular matter directly to this office.

Sincerel 1Irs,

M. J. Collopy

MJIC/gif

} | BEFORE EXAMINER STAMETS
Bj  CiL CONSERVATION DIVISION
1

j%%ﬂ%p R A

?; ‘"cc: Miss Clara Fowler
N

\
Nl CAsERN. 25 76— 26727
¥
! Su&“ﬁ:rlby_~_" o
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APOLLO ENERGY, INC.

Box 572 (505} 397-35%6
Hobbs, New Mexico 88240

Sy
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March 29, 1982i ﬂ%ﬁ!jo RS ,‘\\g ”19
NG Ly ) S0 I A S

AL At RO 4

[ - .
R T L e e v s em b S s

Mr. M. J. Collopy .
P. O. Box 2297 é
£

Hobbs, New Mexico 88240

Re: Response to your letter dated March 26, 1982

Dear Mr. Collopy:

Thank you for a quick xesponse to my letter dated March 22, 1982, I have
reviewed your letter, as well as our conversation this morning, and will try

to answer your questions to the best of my ability.

Apollo Energy, Inc., was established in December, 1980, for the sole purpose
of exploration and production of oil and gas. The principals in the corporation
are Alan W, Ralston and myself., Even though both of us have been in the industry

for several years, our experience variecs,

Alan Ralston has been in the service portion of the industry since he finished
high scheool, which was interrupted by his attending college at the University
of Oklahoma. He is presently owner of Maypole Packers and Services, and has

an excellent reputation.

My background and experience is documented on the enclosed resume. If this is
not sufficient, I will be more than happy to furnish whatever you reguire.

I evaluate each prospect personally. The first project I successfully evaluated,
drilled and completed was at the R, D. Lee Ranch neax Buckeye. The next two
wells were drilled on San Simon and Sims Ranches. Only the Lee's owned the
minerals, the other two were State leases. In all cases we have a pretty good
working relationship, and always have lived up to our commitments.

Please note a correcticn on my letter dated March 22, 1982. - As of today we
have 30 acres leased in the NE 1/4 of the s%W 1/4, and 20 acres leased in the

SE 1/4 of the SW 1/4, instead of 25 acres each.

As far as pipe in the hole is concerned, one can discuss the value of it.
However, Cities Service had recovered all the recoverahle casing when the well
was plugged and abandoned in 1960. At this point, I an’ strongly not in favor
of re-entering the old hole, due to the poor cement job in the past.

EXHIBIT VIII A




Mr. M. J. Collopy Page 2 March 29, 1982

After all, our main goal is to cstablish "meaningful" production, rather tnan
waste money ami precious resources.

I hope the above will be satisfactory to you and your client., T will do all
possible to work with you on this matter or any others you might have. I will
not promise what I can not deliver,

I leok forward to hearing from you soon, and will be glad to meet you in person,
if necessary.

Thank you for your cooperation.

Yours truly,

APOLLO ENERGY, INC.

o e

Vice President

A e A A

R e

S

MYM/5h
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APOLLO ENERGY, INC.

Box 1737 {50%; 397-3596
Haohbs, Mew Mexico 88240

April 14, 3982~ e

Mr. M. J. Collopy

P. 0. Box 2257 Lot G202 128722
Hobbs, New Mexico 88240 ¢ vt 1

. \,‘;u...w,;;’i.'é_; Hiy
Re: Miss Fowler's Mineral Interest Hearing Uata

Y

[ e e

A e
3
3
M
N
H

Section 6, Township 195, kange 38E

Dear Mr. Collopy:

This letter and attachments are follow-up to our previous letter dated
March 29, 1982. As of this date, we have not had any correspondance from you
regarding your client's decision cn the captioned property, in which she holds
a partial mineral interest. Uowcver, during our conversation on April 8, 1982,
you indicated your clicnt is not interested in our offer at this time,

As of today, we have approval from all other mineral interest owners in
the captioned property. We intend to proceed with our plans which call for
of fering your client an opportunity to join as a working interest owner.

Attached are two AFE's (authorization for expenditure) - one to re-enter
well No. 1, and anothér to drill a new well, 3f attempts to re—enter are
unsuccessful. In each case, your client would have 25% working interest (WI),
if she joins the program, which will require her approval of the AFE's.

Please inform us of 'your clieant's dccision in writing by April 23, 1982,
so we can proceed with the program.

Thank you for your coopernLiun; and if I can be of any help, please do
not hesitate to call on ne.

Sincerely yours,
APOLLO ENERGY, INC.

| ‘__,_A%&;[Wf

. Y. Merchant
Vice-President

MYM/ 5w

CERTIFIED MAIL NUMBER P20 870530
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= | P20 8705340
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M. J. COLLOPY

ATTORNEY AT LAW

P.O. BOX 2297
203 EAST SANGER, HOBBS. NEW MEXICO 83240
80 7/ 397-3608

April 16, 1982

; Gl o TRV T IO i T {
£

i Eﬂyﬂl?mf”“fﬂTfﬂﬁ 1o ?
| ChoE e Qz7-2527 o
Apollo Energy, Inc. e Lo boee  f
P. 0: Box 1737 ; CSubmmiid by . 5
Hobbs, New Mexico 88240 t Hearing Date f

Attn: M. Y. Merchant, Vice President

RE: Mineral Interest of Clara Fowler, Section 6, Township 19
South, Range 38 East - Your letter: April 14, 1982

Dear Mr. Merchant:

Please be advised that Miss Fowler is not interested in joining
the project outlined in your letter dated April 14, as a
working interest owner.

Sincerely,

M. J. Cdllopy

MJC/gif
pc: Miss Clara Fowler w/4-14-82 letter & attachments

.
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AAPL F()RM 610 - 1977
MODEL FORM OPERfATING AGREEMENT
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CASE MD._N4226~ 28772 .
Submiiin:d by e :

Rearing Bate

OPERATING AGREEMENT
DATED
OCTOBER 1__» '~ 1o
OPERATOR ______ __ aPOLLO ENERGY, INC.

CONTRACT AREA _ _ AZTEC "36" STATE NO. 1 (40 ACRE_LERSE) . _

_330' from the EAST line, 2200' from the SOUTH line
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OPERATTING AGREEMUENT

THIS AGREEMENT. cutered into by and between APOLLO ENERGY, INC. L
P, O, BOX_ 1737, HOBBS, NEW MEXICO 88240 o e hiercinafter designited andd
veferred to as “Operator™. and the signatory party o parties other than Uperator, semetimes hereinafter

veferved o individually hervein s “Non-Opervator”, tind collectively as “Non-Operators”,

WITNESSETH:

WHEREAS, the purtics to this aarcement are owners of oil and gas leases and‘or oil ana gus in-
terests in the land ideatificd i Extubit A7 and the parties hereto have reached an agreement to explore
and develop these leases and or oil wnd gas interests for the production of oil and gas o the extent and

as hercinafter provided:
NOW, THEREFORE. it 1= agreed as follows:

ARTICLE L
DEFINITIONS

As used in this agveement., the following words and terms shall have the meanings here aseribed

to them: ;

A. The term “oil and gos™ shall mean ol pas, casinghead gas. gas condensate, and all other liquid
or gaseous  hvdrocarbons and other moarketable substanees produced therewith, unless an intent to
limit the inclusiveness of this term is specifically stated.

B. The terins “oi) and gas lease™. “lease” and “icaschold”™ shall mean the oi} and gas leases cov-
cring tructs of land Wying within the Conliact Arca which are owned by the parties to this agreementd.

C. The term “oil and gas interests” shall mean unleased  fee and mineral interests in lracts of

land lying within the Contract Aven which are owned by parties 1o this agreement.

D. The term “Contract Arca™ shall mean ol of the lands, oil and gas leaschold interests and oil
and gas interests intended to be developed and apcerated for oil atid gas purposes under this agreement.
Such_lands. oil and gas leaschold interests and olf and gas interests are described in Exhibit <A™

E. The term “dritling unit” shail moean the area fixed for (he dyilling of once well by ordec or rule
of any state or federal body having authority. If o deilling unit s not fixed by dny such ride or order,
a drilling unit shall be the drilling unit as established by the pattern of drilling in the Contract Arei
oy as fived h}"(_‘!p!'(WS agreement of '.h-c‘!);'m‘mg Parties.

F. The term “‘drillsite” shall mean the eii and gas icase or interest on which a proposed well is te

e located.
G. The terms “Dritling Parly” and “Censenting Purty™ shall mean a parly who agrees to join in

CTand pay its share of the cost of any operation conducted under the provisions of this agreement,

~H. The terms “Noa-Drilling Pavty™ and “NonzConsenting Party™ shall mean a party who elects

not to participate in i propased operation,

Unless the context otherwise clearly indicates, words used in the singular include the plural, the
plural includes the singular, and the neuter gender includes the masculine and the feminine,

ARTICLE 11
FXHIBITS

The foilawing exhibits, - as indicated below and attached hereto, are incorporated in and made a
part hereof:
{7} A. Exhibit "A”, shall include the following information:
(1) Identification of Jands subject to agrcement,
{2) Restrictions, if any, as to depths or formations,
. (3) Percentages or fractional sinterests of parties to this agreement)
7 (4) Oil and gas leases and ‘or oil and gas interests subject o this agreement,
(5). Addresses of parties for notice purposes,
{1 B Exhibit "B, Form of Lease. N
X C. Exhibit “C", Accounting Procedure.
X D. Exhibit D™, Insurance.
[} E. Exhibit “E”, Gas Bulancing Apreement.
i1 K. Exhibit “F, Nen-Discrimination and Certification of. Non-Segregoted Facilitios,
If any provision of any exhibit, except Exhibit “E". is inconsistent with any provision contained
in’the body of this agrcement, the provisions in the body of this apreement shall prevait,
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for title cexamination (including preliming

ARTICLE HIL
INTERESTS OF PARTIES

A, Oil and Gas Interests:

i the Contract Arca, thal interest shall be

If any party owns an unleased ol and gas interest
nuerest

treated for the purpese of this spreement and during the teem haercol “as iff 0 were o leased
under the form of oif and pas lease aftached as Exhibit B As to such inteiest, the owner shall ve-
ceive i'i’-yully on production as prescribed in the form of eil and pas lease attached hereto as Exhibit
“B Siuteh party shidl, howover, be subject to all of the provisions of this agreement velating to tessees,

to i extent that it owns the Yessee interest.

B. Interest of Parties in Costs anid Production:

afsos #ecbtHTITE incurred in gperations under

(] wbe S ANSIRELE!

Unless changed by other provisions,
i m——— ! - - . I3
all eguipnient and material acquived in operatiens on the
Tt i ihi All produc-

agreement
this agreement shall g

K] . A

kS

subject to the pavnient of kessor's royalties which will be

tion of oil and gas from the Contract Adeq,
Lorne by the Joint Account. shall alsv be owned by the pacfies in the same mumner during the Rim
hereof; provided. however, this chall net be deemed an assighment or ¢ross-assighment of interests cove-

ered hereby.

ARTICLE IV.
TITLES

A.  Title Examination:

royvaliy
parly con-

hions, litle papers
the possession of ov
of title. shall be obtated

R PPN T P

- Pe ] .
by culsido attoraeys.

=

-

8
>

Stracts and  title examination (inchuding
division order title opinions) shall be a
and shall not be a direet charge. whether

p(-rfm'nmcﬁly by Operator’s staffl attorneys or by oulsitt at{orneys.

i1 Option No. 2: Costls incureed by Opceratep/in procuring abstracts and fees poid outside attorneys
4. supplemental. shut-in gas royalty opinions and division
order title opinions) shall be borne by the Drilling Parties in- the proportion that the interest of ‘¢ac¢h
Drilling Party bears to the total intepdt of all Drilling Parties as such interests appear in Exhibit “A”.
Operator shall make no charge fif services rendered by its staff attorneys or other personnel in the

performance of the above fungfions.

Euach party shall beAesponsible for securing curative matter and pooling amendments or agreenients
required in connectiopAvith leases or vil and gas interests contributed by such party, The Operator shall be
responsibie for e preparation and recording of Pooling Designations or Declurations as well as the
conduct of hegeings before Governmental Agencies for the sceuring of spacing or pooling orders, This

shall nol pAgent any party from appearing en its own behalf at any such hearing.

B. Luss of Title:

1. Fuilure of Title: Should any o1l imd gos interest or Jease. orinterest therein, be Jost throtgh
failure of title, which loss results i o reduction of intevest from that shown on Exhibit “A”, thix agrec-
ment, neverthelsss, shall continue in foree as o all remaining oil and gas feases and interests, and

(a) The party whose oif and vas fease or interest is affected by the title faiture shall bear alone
the entire loss aud it shall not he entitled to recover from Operator or the other partics any acevelopment




AADPLL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1977

12

i3

26

42
43
44
45
46
47
48

50
51
52
53

therve shall be no monetary diability on ifs

ur operading costs whneh it may have theeetofore paed, bat
part o the other purties horcto fov diiliog, development, operating or oiner similar costs by reason of

streh title fatlave: and

th) Theve shall bhe no
which his been losi, but the interests of the parties shall bhe reviced on at acre-

it ix determined finally tha! title failvre has occurred. so that the interest' of

retronetive “adjustment of expenses incarred ob revenues received from the

aperation of the interest

age basis, as of the time |
the patty whose lease or intervest s affeeted by the Gitle fatlure will thereafier be reduced in the Contract

Arca by the amount of the interest lost; and

(c) If the proportionate interest of the other parties hereto in any producing weil therctofore drilled
o the Contrict Avea is mcrcased by reavon of the title failure, the purty whose title has failed shall
receive the pmu-od\ atbributable o the inevease in such interests  {less costs and burdens attribulable
therceto) unlil 't has been reonbiesed for unrecovered costs paid by it in connection with such well:

and
(d) Shauld any person not a party to this agreement, who is deterimined 1o be the owner of iy in-

terest in the title which has failed, pay in any mannes any part of the cost of operation, development,

or equipment, such amnunt shall’ be paid to the party or parties who bore the costs which arve so refund-
vd: and ,

{e) Any Hability to secount to o third party for piior
reason of title fatlure shall te borne by the party or parties in the same proportions in which they shared

production of oil and gas which arises by

in such prior production; und

(f) No charge shall be made to the jolnt account for feg
with the defense of the interest claimed by ony party hereto,
hereto that each shall defend title to its interest and biecar all expenses in connection therewith.

al expenses, fees or salaries, in connection
it being the intention of the parties

If, through mistake or oversight,
is not patd or is erroncously
aguainst

2. Loss by Non-Payment or Erroncous Payment of Amount Due:
any rental, shut-in well pavment, mininiam roy;dly or royally pavment,
paid, and as a result @ lease or inlerest therein terminates, there shall be no monctary lability
the party who failed to make such paviment. Unless the party who failed to make the required pa_vmc:\l
4 new lease covering the sume interest within ninety (90) ‘days from the discovery of the fail-
ure to make proper payment, which aequisition will not be subject to Article VITLB,, the interests of
the partics shail be revised on dn aCreape basis. effective as of the date of fermination of  the lease in-
r be eredited with an interest in
In the event

secures

volved, and the party whe failed o make proper pavment will no lohge
the Contract Area on account of awiership of.the lease or interest which has terminated.
the party who failed to make the required payinent shall not have beai fully reimbursed, al-the time of
the loss, from the procecds of the sale uf oil and gas attributable ¢ the lost interest, catculated on an
acreage basis, for the dcvclopm(-nt and opcm!mg costs thercotofore paid on account of such interest, it
xhall be reimbursed for unrecovered actual costs theretofore paid by it (but not for its share of the
Losl of any dry hole previously drilled or wells previously abandoned) from so much of the following
as 18 necessary to effect reimbursement:

(a) Proceeds of oil und gas, less operating expenses, theretofore accrued lo the credit of the lost
interest, on an acreage basis, up to the amount of unrecovered costs;

(b) Proceeds, less operating expenses, thercafter deerued attributable to the lost interest on an
acreage basis, of that portion of oil and guas thereafter produced and marketed (excluding production
from any wells theveafter drilled) which, in the absence of such lease termination, would be altributable
to the lost interest on an acreage basis. up to t'w amoun! of unrccovered costs, the proceeds: of  said
portion of the oil and gas to be contributed by the other parties in pmpmtlon to their respective in-
terests; and .

(¢) Any monics, up to the amount of unrecovered costs, thal may be paid by any party who is, or
becomes, the owner of the interest lost, for the privilege of participating in the Contract Arca or be-
coming a parly to this agreement.

3. Other Losses: Al losses incurred; other than those set forth in Articles IV.B.1. and IV.B.2.
above, shall nol be considered failure of title but shall: be joint losses and shall be borne by ail parties

in proportion ta their interests. There shall be no readjustment of interests in the remaining portion of

the Confruct Arcu,

CARTICLE V.
OPERATOR

A. DESIGNATION AND RESPONSIBILITIES OF OPERATOR:

APQLLO ENbRGY, INC. . . e e ShalL, bc the

Operator of the (‘mm.ul Ar(-u, and slmll (nnduvl .md dn('(t and h.wo full mnhol of all upcmtmm on
as permitted and réquaired by, and within the limits of, this agreement. It shall con-

the Contract Arca a
duct all such operations in & good and workmantike manner, but it shall have ne liability as Operator
except such as may  vesult? from gross

to the other parties for losses sustained or Habilities incuried,
negligence or willful misconduct.

T
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B, Restgunation or Removid of Operator and Selection of Suceessor:

ne loiger owns an inferest
ot anv

heveof W Non-Operators 10 Opevator tenmates its legad exiztence,
Badl cense to Le Operator

Caontract Avea, or is 0o foreer capable of servine as Operator. i
Opersdor may e removg
Cd i reecivershag,

actioa by Non-Operates, exeept the =sclection of a suceessor. it tutls or

refuses to varry out its dutics herermder. or Invcomes insolvent. bankrupt or s pb
Anterest based on owner -

by the affirmative vote of two (21 or mare Non=Operators owning a najorit
ship as shown on Exhibit A" and 1ot on the number of partios remaipdf@ afler exciuding (he votine
interest of Operator, Sm'hl resiznation o removal shall not beeopr® effective antil 7:00 o’clock AL
on the fisst day of the calendar month following the expivotiop-aT ninety” (90) days after the giving of
neice of rexignation Ly Operator or avtion by the Nnn-();;v%‘::,!u remove Qporator, unless o successor
Operator has been selected and mssumes the didies ul'/ldg{vr::(nr at an carlier dote. Operator, after effect-
by the terms hereof as o Non-Operator, A chahye of

ive date of resigration or yemoval, shall be bowy
aocorperile name or structure of Qpesddor o7 transfor of Qperator’s interest o any single sabstdiary,

parent o1 successor corporation shall be the basiz for removal of Opcrator.

o Uperator: Hpon the vesignation or vemvaval of Operator, a successor Op-

2. Selection ol Sucet
v othe Parties. 'The sueressor Operator shall be selected from the partics owning

vrator shall be selieteg
2Ontract Area at the time such successor Operator is selected. It the Operator that

an interest in the
HE o vole or voles onlyv 1o suecced itsolf, the successor ()pcr&tnr shull be delected by the

Tvote of two (2) or more partios owning g majority. juterest based on ownership as shown
TAY, and ot on the number of parties rematning aftor excluding the voting inierest of the

. Employces:

The number of eniployecs used” by Operutor m conducting operations hereunder, their selection,
and the hours of lubor and the compensation for services verformed. shall be determined by Operator,

and all such cmplovees shalf be the o‘mplnyvus of Operator,

D.  Drilling Contracts:

All wells drilted an the Confract Arvea shail be drilled o a competitive contraét basis at the usuad

rates peevailing ia the arca. M it so dexsires, Operator may cnploy its own tools and equipment in the
drilling of wells, but its clurges thervefor shall not excoed the prevailing

of such charges shall be agreed upon by the pirties in writing before drilling operations are com-
menced, und such work shall be performed by Operator under the same terms and conditions as are
customary and usual in the arca contracis of independent contractors who are doing work of o sim-

# rates in the area and the rate

Har nature.

ARTICLE VL
DRILLING AND DEVELOPMENT

A.  Initial Well:
Existing well as described on coversheet

£ FOR 1 £
VLA BRI P iV L7 ] R SLY L SSNEVI TR ¥ 1 9 N V-1 R

ing of a well for oil and gas at-the fellowing loeation:

and shall therearter continue the drifling of the well with due diligence

wlance o conditien in the hole.” which revdeis

unless glanife or other practically impenetrable
lesser depth, or unless all parties agree to complete or

further drilling impractical, is encountered at
abandon e well at a lesser depth.

Operator shall muke reasopable tests of ol formations encountered ducing dvilling which give in-
divation of containing uil A pas in gquantities sufficient (o test, anfess this aereement shall be limited
in its application o gapccifie formution or formations, in which event Operator shall be vequired to

test only the forpedion oy formations to which this agreemoent may apply,

Operator's judiment, the well will not produce oil or gas i paying quantities, and it wishes
it shall fhest sceare the consent of all parties and shall

I,
1 and abhundon the well s a dry hole,
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5. Sabsequent Operations;

1. Proposed QOperalicnst Shoukd any pavly bereto desice to dvil! any well on the Contract Aven
other than the well provided for i Avticle VIAL or to rework, deepen or plup back o dvs noic drilled
at the joint expense of «l parties or o well jointly owaed by afl the parties and not then preoducing
in paving quantities, the party desiving o dreitt, rework, deepen op plug back such o swell shall give the
other partiex written notice of the proposed  operation, specifying tho work to be performed. the joca-
tion, praposed depth, objective formation and  the estimated cost of the operation. The purties receiv-
ing sueh a notice shall have thirty (30) days after receipt of the notice within which to notify the
parties wishing to do the work whethier they eleet to participate in the cost of the proposed operatior:,
Ifr o dritling vig is an loeation, notice of proposal to rework, plugs back or deill deeper may be given
by telephone and the response peried shall be Nimited Lo forty-eight (18) hours, exclusive of Suturday,
Sunday or legal halidovs, Failure of & paety ruc«-ﬁ'in;i sty notice o veply withns the periad above fixed
shall constitute an clection by (hat party not (o partivipate in the cost of the proposed operatiim, Any
notice or responsce piven by telephone shail he prompily confivmed i writing,

2. Operations by Less than AH Palies: I any party receiving such notice as provided i Artiele

.

VIR or VLEL dleets not o participate in the proposed operation, then, in order to be entitled o
the Beonofits of this artiele the puarty or parties giving the notice and suifh other purties oy shall oleet
to participate in the operation shatl, within sixty {60) days after the expivation of the notice period of
thirty (50) days (or as promptly oy possible after the expiration of the ferty-cight (48) hour period
where the drilling rig is on location, ax the case may be) actually commence work on the proposed
operation and complete it with due diligence. Operator shalt pevform all work for the accomnt of the
Consenting Parties: provided, however, if no drilling vig ov atiwer equipment is on location, and if Op-
crator is a Non-Consenting Party, the Consenling  Parties shall either: {a) reauest Qperator ta perform
the work required by such proposcd operation for the account of the Consenting Partics, ov- (1) desie-
nate one {1) of the Consenming Parties as Operator o perform such work., Consending Parties. when
conducting  operations on the Contrast Arca pursuant to this Acticle VEB.2. shall comypsdy with all terms

and condilions of this agreement.

If tess than all parties approve iy proposed operation, the proposing party, immediately after the
expiration of the applicable netice peviod, shall advise the Consenting Parties of {a). the otal interest
of the parties approving sucli opecation, and (b} its recomunendation as to whether the Consenting Pae-
Party. within {ul'iy—vight {4%)

of such notive, shait advise the

@

ties should proceed with the operation s proposed. Each Consenting
hours {exclusive of Saturday. Sunday or legal holidays) after receip
proposing” party of its desive 1o (a) Hmit pacticipation (o such party’s interest as shown on Exhibit “A™
or (b)Y carry its propoctionate part of Non-Consenting Parties™ interest.  The proposing party, al its
clection. may withdraw such proposal if there is insufficient participation, and shall promptly  notify

all parties of such decision,

The entire cost and risk of conuudcting such operations shall be borne by the ('una:ontin;: Pactics in
the proportions they have clecied to bearr same under the lerms of the preceding pavagraph. Consenting
Parties shadl Eeep the leaschold estates invalved in such operations free and clear of all liens and
cncumbrances of every kind created by o avising from the operations of the Consenting Partics. I such
an operation vesults in o dry hole, the Consenting Parties shall plog and abandon the well at their sole
cost, ik ound expense, B any well diilled, reworked. deepeacd or plugged back under the provisians
of this Article resnlts in a producer of otl and or gas in puying quantities, the Consenting Partics shal!
complete wond cqitip the well to produce at thelr sole cost and risk. and the weoll shall then be turned
aver to Opevitay id shall be operated by it atthe expense arnd for the account of the Conzonting Pin tes.,
Upon commencement of aperations for the drilling, reworking, deepening or plugging back of wuny such
woell by Consenting Parties in accordance with' the provisions of this Article, cuch Non-Consenting Puarty
shali be dremed o have relinguished to Consenting Parties, and the Consenting Parties shall own and

®]

be catitled to veceive, in proportion to thelr respective interests. all of such Non-Consenting Party's
interest in the woll and share of production therefrom until the proceeds of the sale of sueh share,
caleulated at the well, or market vidue thereof if such share is nol sold (after dedueting  praduction
Laxes, royally, overviding royalty and other interests existing on the effective date hereof, pavable out of
ar mencored Dy othe proaictivee fromosuenTwoell acerding with respect Lo such iMm'ust untit it reverts)

shall cqual the total of the following:

(a) 100% of cach such Non-Canzenting Purty's share of _the cost of any newly dequired surfoce
cquipment beyond the welthead connections (including, hut not limited to, stock tunks, separators.
treaters, pumping equipmoent and piping). plus 1009 of cach such Non-Conseniig Party's shuaie of the
cost of gperidion of the well conuencing with tirst production and continning until’ cach such Nou-
Congeating, Davty's relinquished  intevest shall cevert te it under other provisions of this Avticle, it being
aprecd that caeh Non-Consenting ity 's share of saeh costs wied equipment will be thut inte-est which
would huave been chargeable to cach Non-Consenting Davty had it participated iz the well from the be-

ginning of the operidion: and

r

-h.
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500.% of that partion of the cost of newly aeauired eguipment in the well (o and includine: the well-

i

2 head connections), which wouid have been chargeatle (0 such Non-Consenfiay Panty if it had partici-
3 pinted therein,

4

5 Gas praduction attributable to any Nop - Consenting Party’s relinquished interest upon such Party's
6 election, shall be sold to its purchaxer. if avattable, under the terms of its existing gas ~sies con.
7 tract. Such Non - Consenting Party shall direct its purchaser to remit the procceds receivable from

6 sueh osale diveet o the Consenting Parlics  until the amottnts provided fov in this Article ave reeov-
9 cred from the Non - Conrenting Party’s relinquished interest, It such Mon - Consenting Party has not
10 contracted for sale of s gas at the time such gas is available for delivery, or has not made the clee-
tion as “provided above, the Consenting Pavties shall own and be entitled to receive and scll such Non-

11

12 Consenling Party’s share of pas as hercinabove peovided during the recoupment perind. |
13

14 During the period of time Consenting Parties are culitled to veccive Non-Consenting Party’s share

15 of production. or the proceeds therefrom, Consenling Parties shall be respensible” for the payment of |

16 all production, severance, gathering and other taxes, and all royilty, overriding rvoyalty and other
§ ) ¥ £ A 3

17 burdens applicable to Non=Consenting Puarty’s sharé of preduction. |
18 ' |
i9 In the caxe of any reworking, plugs
20 be permitied to use. free of cost, all casing. tubing and other equipment in the well, but the ownership of
21 all such equipment shall vemain um'hzmgc({,‘_;"?d' upon abandonment of a well after such reworking.
22 plugging back or deeper drilling, the Conscniiilg Farties shall account for all such equipment to the
23 owners theieol, with each party receiving its proporticnate part in kind ar tn value, less cest of

ing back or deeper drilling uperation, the Consenting Parties shull

24 salvage,

Within sixty (60) days after the completion of any operation under this Article, the party con-
27 ducting the operations for the Consenting Parties shall furnish each Non-Consenting Party with an in-
28  ventory of the cquipment in and commected to the well, and an itemized statement of the cost of drifling,
29 deepening. plugging back. testing, completing, and equipping the well for production: or, at its option,
30 the operating party, in licu of an itemized statement of such costs of opbration, may submit a detailed
31 statement of monthly billings. Each month thercafter, during the 853 the Consenting Parties are being
32 reimbursed as provided above, the Parly conducting the operations for the Consenting Parties shall furn-
33 ish the Non-Consenting Partics with an itemized statement of ali costs and liabilities incurred in the
34 operation of the well, together with o statement of the quantity of oil and gas produced from it and ihe
ameunt of proceeds reajized from the sale of the wells working interest production during the preceding
In determining the quantity of oil and gas produced during any month, Consenting Parties

36 month.
Any

37 shull use industry accepted methods such ag, bul not limited to, melering or periodic well tests.
38  wmmount realized from the sale or other dispesition of equipment newly acquired in connection with any
39 such operation which would have been owned by a Non-Consenting Party had it participated therein
40 shall be credited against the tolal unretirned costs of the work done and of the eguipment purchased.
41 in determining when the interest of such Non-Consenting Party shall revert to it as above provided;
42 and if there is a credit balunce, it shall be puid to such Non-Consenting party.

44 Il and when the Consenting Parties recover from a Non-Consenting Party's relinguished interest
45 the amounts provided for above, the relinquished interests of such Non-Consenting Party shall auto-
46 matically revert 1o it, and. from and after such reversion, such Non-Consenting Party shall own the sume
47 interest in such well, the material and equipment in or pertaining thereto, and the prodaction there-
43 from as such Non-Consenting Party would have been entitled to had it participaled in the drilling,
45 reworking, deepening or plugging back of said well. Thacreafter, such Non-Consenting Party shall be
50 churged with wnd shall pay its proportionate part of the further costs of the operation of said welf in
5t aecordance with the terms of this agreement and the Accounting Procedure, atlached hoereto.

Notwithstanding the provigions of this Arvticte VLB.2., it is agreed that without the mutua? consent
54  of ull purties, no wels shall be completed in or producea from a source of supply from which u well
55  Jocated elsewhere on the Contract Arvea s producing, unless such well conforms to the then-existing
56 well spucing paltern for such Source of sunnly ’

) 58 “The provisions of thiz Article shall have no application whatsoever to the drilling of the initial
59 well desceribed in Article VA, except () when Option 2, Arvticle VILD.L., has been seleeted, or (b)
G0 1o the reworking, deepeaning ind plugging back of such initial well, if such well is or thercafter shull
prove o he a dey hole o non-commercial well, after having been'dritied to the depth specified in Article

lit

G2 VLA,

G

64 C. Right to Take Production in Kind:

45

GG Each party shall have the vight 1o take in kind or separvately dispose of its pmpoi‘l,ion:llc share of
67 oll ol and was produced from the Conlract Arvea, exclusive of production which may be used in de-
G velopment and producing operalions and in preparing and treating oil for marketing  purposes- and

69 production unavoidably fost.  AnV ekfro evienditere icdiviad e the taking in Rma or €Cparate dispo-

oy 0 fition by any party of its proportionale shave of the production shal) bhe borne by such -parly. Any

-0 -
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interest in production from the Contract Area, and, excepl as provided in Article VILE., shall be ¢
(o veceive paymient divecet from the purchaser thercof for its share of all production,

party (aking its share of production in kind shall be reqguired (0 pay for only itz proportionate share

of such part of Operator's surfaceé facilities which it uses.

<
B P’ B 0 2 ~ e g

In the ovent any party shall fail 1o make the arvangements necessary to take in&ind or separately
dispuse of its proportionate share of the oil and gas prodiced from the Contract i, Operatov ' shall have
the right, subject to the revocation at will by the p’zirly owning it, bul not wbligation. to privchuse such
ail and gas ov sell it to others at any time and (roin tiine to time, fo-The account of the non-taking
party at the best price obtainable in the area for such productiop~Any such purchase or sale by Op-
erator shall be subject always to the right of the owner of t production to excrcise at any lime iis
right to take in kind, or separately dispose of, its share g&#all oil and gas not previously delivered to o
purchaser. Any purchase or sale by Operator of any.alher purty’s share of oil and gas shall be only for
such reasonable periods of time as are consistent-Qith the minimum needs of the industry under the
particular circumstances, but in no event fopf period in excess of one (1) year. Notwithstéinding the
foregoing, Operator shail not make a sp€, including one into interstate coramerce, of any other party's
share of gas production without fipst“giving such other party thirty (30) davs potice of such intended

sale.

In the cevent one more parties’ separate disposition of its share of the gas causes split-stream de-
YHiveries to separg pipelines and ‘or deliveries which on a day-to-day basis for any reason are not
exaclly cqual”fo a party’s vespective proportionate share of total gas sales to be allocated {o it, the
balancingsor accounting between the respective accounts of the parties shall be in accordance with
any _&as DBalancing Agreemient between the parties hereto. whether such Agreement is attached as

asfrs

B, Access to Conlract Area and Information:

Euach puarty shall have aceess to the Contract Area at all reasonuble times, at its sole risk to inspeet
or observe operations. and shall have access ‘at reasonable times to information pertaining to the de-
velopment or operation thereof. including Operator's books and records relating thereto. Operator. upon
request, shall furnish cach of the other parties with copies of all forins or reports filed with govern-
mental agencies, daily drilling veports, well logs. tank tables, daily gauge and run tickets and reporis
of stock on hand at the first of cach maith, and shall make available samples of any cores or cuttings
taken from any well deilled on e Contract Arvea. The cost of gathering and furnishing isformation to
Non-Qperalor, ather tha that speeified above, shail be charged to the Non-Opox'alor that requests the

“information,

E. Abandomnent of Welis:

> 0 D
Bt hed i orbd S A0 205-A00 1 S S AR

which has been drilled under the terms of this ajreement und is proposed to he completed a dry hole
shall nol be plugged and abundoncd wilhiout the consent of all parties.  Shg Opcrator, after diligent
offorl, be unuble to eontucet any party, or showld any party fail pTy within forty-¢ight (48) hours
(exclusive of Suturday, Sunday or legal holidays) aftes Cipt of notice of the proposal to plug and
abandon such well, such party shall be deg o have consented te the proposed abandonment. All
such wells shall be plugged 4 mdoned in accordance with applicable regulations and at the cest,
risk and expense of aaties who puarticipated in the cost of deilling of stuch welll . Any purty who ob-
jeets o upging and abandoning such well shall have the right to take over the well and conduct
attom s 7 T xto

2. Abandonment of W(*“.\{'}h_:l_ll;“h:t\'(,‘_!’}‘(‘)ﬂil(‘ggt_ Except for any well which has been deilled or re-
worked pursunnt to Article VEB.2, heveof for which the Consenting Paities have not been fully reim-
bursed as therein provided. anv well which has been eointilolod ds o produesr shall not be nlucged and
abundoned withoul the consent of all parties. M al paities consent 10 such abandonment, the well shall
he plugped and abandoned in aceordance with applicable regulations and at the cost, risk and expense
ol all the parties hereto. H, within thirty (30) days after receipt of Hotice of the proposed abandonment
of such well, all parties do not agree to the abandonment of any well, those wishing to continue its op-
cration shidl tender to cueh of the other partics its proportionate share of the value of thewell’s salvable
axhibit “C”, tess the estimated

material and eqipment, determined in accordance with the provisions of
abandoning party  shall

cost ol salvaging and the estimated cost of plugging and abandoning,  Each
assipn 1o the non-abandoning parties, without warradity, express or implied, as to title or as lo quantity,
aquadity, ov fitness for use of the squipment and material, ol of it intevest in the well and related equip-
ment. lopether with s interest in the leasehold extate as to, but only as to, the interval ov inlg-rvals of the
forueian or fTormdions then open 10 produetion. 17 the interest of - ithe abandoning party is or ineludes
an oil and pas interest, sach party shat! excente and deliver to the nonsabandoning parly or parties an
oil and: g fease, limited (o the interval or intervals of the formation or formations then open to produe-
tion, for s et of one yesr atd o fone thereifter as oil and "o gax i produced feom the interval orinters

7.
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vals of the formation or formations covered theteby, such ease 10 be on the forny attached as Exhibit
<137 The assignments or leases o Lmited shadb caneompiss the “deniling wanit” ppan which the weld s
Jocated, The payments by, and the ossionments o Jeases to, the assignees shall beoin @ ratio based upon
the refationship of their respective percentaues of participalion in the Contract Avea to the aggeegate of
Uie perceniases of participation 1o the Contract - Area of all assignees, Theee stiadl be no readiustment

of interest.in the remaining portion of the Contract Avean,

Thoercafter. ubandoning parties shall have no further vesponsibility, lability, or interest in the op-
eralion of or production fropy the well in the interval or intervals then open other than the rovallies

request, Operalor shall continue {0

retained ia any lease made under the terfms of this Acticle. Upon
aperate the assigned well for the account of the non-abandoning  parties at the rates and charges con-
templated by this agreemont, plus any additional cost and charges which muay arvise as the result of

the separate ownership of the assigned well,

ARTICLE VI,
EXPENDITURES AND LIABILITY OF PARTIES

A, Liubility «f Partics:

Euch party shall be responsiblie

The Hability of the partics shall be several, not joint or collective.
share of the costs of dercloping

only for itx ebligations. wnd shudl be Hable onlv for ils proportionate
and operating the Contract Arca. Accordingly, the liens granted among the parties in Article VILB. wre
given o secure only the debls of each severally. It is not the intention of the pirties to créade, nor shatl

this agreement be constraed as crealing, o mining or other partnecship or association, or to render the

partics liable as pa:tners,

"B, Licns and Payment Defaulis:

Sach Non-Operator grants to Operator a lien upon ils oil and gas rights in the Contract Arvea, and a
security interest in s shave of oil and or gas when extracted and its intevest in all'cquipmem, 1o secure
pavmeat of its share of expense, together with interest thereon at the rate provided in the Accounting
Procedure allached herelo us Exhibit “C”. To the extent thal Operator has a securily interest under the
Uniform Commercial Code of the State, Operator shull be entitled to exercise the rights and remedies
of a secored party onder the Code. The bringing of a suil and the eblaining of judgment by Operator
far the scecurcd indebtedness shall not be deemed an clection of remedies or otherwise aifeet the lien
In addition, upon default by any Non-

rights ot security interest as sceurity for the payment thereof.
without prejudice to

Operator in the payment of its shie of expense, Operator shall have the right,
other rights or remedies, (o collect from the purchaser the proceeds from the sale of such Non-Qperator’s
share of oil and or gus until the amount owed by such Non-Qperator, plus interest has been paid. Euch
purchaser shall be entitled 1o vely upon Operator's written statement concerning the amount of any de-
fanlt., Operator graats o Jike lien and security. interest o the Non-Operators 1o sectire payment of Op-

crator's proportionate shire of expense,

If any parly fails or ix unable to pay its sharve of expense withintwenty (20Xays after rendition of
a statement therefor by Operator; the non-defaulling parties, including Operator, shall, upon reguest by
Opcrator. puy the unpuid amount in the proportion that the interest of cach such party bears to the in-
terest of all such parties. Each purty so paying its share of the unpaid amount shall, to obtain réimburse-
ment thercof, be subrogated (o the security rights deseribed in the foregoing pavagraph.

C. Payments and Accounting:

Except as herein otherwise specificatly provided, Operator shall promptly pay and discharge expenses
incurred in the development and operation of the Contract Area pursuant to this agreement and shall
charge cich of the pirties hereto with their respective proportionate shares upon the expense basis pro-
vided in the Accoimﬂnu Procedure attached herceto as Exhibit <“Cv. Operator shall keep an accurate
record of the joint account hereunder, showing expenses incurred and charges and credits made and

received, .

Operator, at its election, shali h.':\'t-~ the right fram time to time to demand and receive from  the
other parties pavment in advaace of thehr vespective sharves oi the estimated amount of the expense to
Le incurved in operations hereunder during the nest suceceding month, whicl right may be exercised only
by submission to cach such puarty of an itemized statement of sitch estimated expense, together  with
an inegive tor s share therveof, KBach sach stidement and invoice for the payment in advance of esti-
mated expense shadl be submitted on or before the 20th day of the next preceding month, sach purty
shall pay te Operalor #: proportionate share of such ostimate within filteén (15) days ufter such es-
If any party faids to pay its shoee of said estimidte within =aid time, the

timade and anvoeice is received,
Proper adjusttnent shall be

anomt doe shall beamr interest as provided i Exhibit O antil paid,
made monthiy between advances and actual expense to the end that cach party shall bear and pay its

proportonate share of jefual expenses incoavred; and no maore,

8-
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" the emergeney 1o safeguard life and property but Operator, as promptly as possible,

. Limitation of FEspeaditires:

1 Bt or Deepen: - Without the conent of all parties, no well shall be drilled or deepened. ox-
cepl any well drilled or deepened pursuaant Lo the provisions of Article VILB.2, of this Agreement, it being

understood thiat the consent 1o the drilling or deepening shall include:

¥X Option No. 1 Al neeessiry expeaditures for the drilling o deepening, testing, completing and
ecquipping of the well, including necessary taukage and . or surface facilities,

1 Option Ro. 20 A aecessary expenditures for the drilling or deepeniug and testing of the well. When
such well has reachied its authorized depth, and 211 tests have been completed, Operator shall give im-
mediate notice (6 the Non-Operators whe have the right o participate in the completion costs. The parties
forty-cight (48) hours (exctusive of Saturday, Sunday and legal holi-

receiving sueh notice shadl have
Such’ ciection,

Aduys) in which 1o ¢lect o participate in the setting of casing and the coraplelion attempt.
when made, shall include consent to all necessary t\pl‘hdhlll’(‘.\ for the completing and cquipping of such

woell, including necessary tunkage and or surface facilities. Failure of any party veceiving suchi notice
te reply within the period above fixed shadl constitute an election by thal parly not {o participate in
the cost of the completion attempt, If one or more, but less than adl of the parties, clect to set pipe and
to attempt a compietion; the provistons of Avticle VLB.2, hercof {the phrase “reworking, dcepening or
plugging back™ us contained in Acticie VEB.2. shall be deemed to include “campleting™) shall apply to
the operations thercafter conducted by less than all patics

2. Rework or Plug Back: Withoui the consent of all purties, no well shall be reworked or plugged
back except a well reworked or plugzed back pursuant to the provisions of Article VILB.2. of this agree-
ment, it being understood that the consent (o the veworking or plugging back of a well shall mnclude
consent toall necessary expenditures in condreeting such operations and completing and equipping of

sudad weli, dacluding necessary tankage andoor surface facilities.

3. Other Operations: Operator shalt not undertake any single project ceasonably cstimated to regnire
an expenditure in excess of==- TWENTY, 'THOUSAND- ~====== Dollurs {$ 20,000.00__ )
exeept in connection with o \\l” the dritling, reworking, deepeaing, completing, recompleting, or plug-
wing back of which hax been previously authorized by or pursuant to this agréement; provided, how-
in case of explosion, five, r!(md or other sudden emergency. whether of the same or different
Luke such sieps wnd incur such experses as in its opinion are xcquucd to deal with
shuall report the emer-
seney o the other parties. If Operator prepares “Authorily for Expenditures” for s own  use,

shadl furaish copies of its “Authority for Expendilures™ for any single project
====Dollars (§.29,000.00 3

cver, that,
nature, Operator may

Opvmtm upon request,
costing in cxcess of ==~-e—we=eaenaTWENTY THOUSAND-~-~-:

E. Royalties, Overriding Royalties and Other Payments:
Each parly shall pay orv deliver, or cause lo be paid or delivered, all’ royalties to the extenl of
1008 . o —_due on its share of production and shall hold' the other parties free
If the interest of any party in any oil and gas lease covered by this agree-
vally, overriding royally, production payment, or other charge over-and ubove
and atone bear all such obligations and shall account

from any hability lhvu\fm
ment is subject to any rod
the aforesaid rayalty, such party shall assum

for or cause 1o be accounted for, such interest 1o the owners thereof,

No party shall ever be responsible, on any price basis higher than the price reecived by such party,

to any other party's lessor or rovalty owner; and if anv such other party's lessor or royvalty owner should

demand i receive settlements on o higher price basis, (he party contributing such lease shall-bear (he

voyalty burden insofar as :uch higher price is concerned.

F. Reatals, Shut-in Well Payments and Minimum Royvallies:

Rentuls, shut-in well puvments and minimum royalties which may be required under the terms of
any lease shall be vaid by the parev or parlics who zubiceted such leage 1o this apresment at its de their
In the event two or more parties own and have contributed interests in tae same lease to this

expense.
s to muake =aid payments for and on behalf of alt

apreement, such paaties muy desipaate one of such parties
Any purty may request, and shall be entitled 1o veceive, praper evidence ot adl such pay-

stich partics,
payment of any rental, shut-in well payvimeat or mininwia

ments, In the event of filure to make proper
royalty through mistake o oversipht where such pavment is requived to continue the lease in foree.
any loss which resultx from such non-payment shalt be borae in accordinee with the provisions of Arvticle

LAY s

Operator shull notify Non-Operator of the antivipated eompletion of g shut-in pas well, or the shut-

1 v . ~
ting ity or vetura to prodaction of o producing pax well, at least five (8) days (excluding Saturday, Sun-
“at the carliest opportunity permitted by circamstunces, prior o taking such action,

day and holidays), o
event of failure hy Op(-mlm to xo nnlaf\' Non-

but ussumes no Ba*iy for faiture to do oo In the
Ve sana A . ¥ -~ l.‘_' 5y

oy - s ) 4 . TR SO S B P | .. %Y
UTPRCTaraar . 4000 JO0ay A1 SREEY JUOT Y Vi fneu e lv'\' R TR S R T A T ) faih
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of any shnt-in well pavment shall he borne jointly by the parties herete under the provisions of Article

IV.B.3.

. Taxes:

Beginuing with (he ficst vatendar vear after the offective date_hereof, Operiator shall render (or ad
valorem taxation all property subject to thiz agveement which by law should be rendered for such
taxes. and it shatl pay all such taxes asyvessed thercon before they beeome delinguent. Prior {o the ren-
dition date. cach Non-Opcerator shall furnish Operator information as (o burdens (to inelude, but not be
limited to. royallies, overriding royalties and production payments) on leases and oil and gas interests con-
tributed by such Non-Operator, If the assessed valuation of any loaschold estate is reduced by reuson of ifs
being suijjoct to outstanding excess rovallios, overriding royalties or production payments, the reduction in
ad vatorem taxes rcﬂ:iling therefrom shal! inure 10 the benefit of the owner or owners of such feascheld
eatate, and Operator shall adjust the charge to such owner or owners se as to reflect the Lenefit of such
reduction. Operator shall Lill other parties for their proportionate shace of all tax payments in the man-

ner provided. in Exhibit ~C™.

If Operetor considers any tax assessment improper, Operator may, at ils discrelion, prolest within
the time and manner prescribed by law. and prosecute the protest to a final determination, unless all
parties agree to abandon the protest prior to final determination. During the pendencey of administrative
or judicial proceedings; Operator may cleet to pay, under protest. all such taxes and any intérest and
penalty. When any =uch protested assessment shall have been finally determined. Operalor shall pay
the tax for the joint account, together with any interest and penalty acerued, and the total cost shall then

be assessed against the partics, and be paid by them, us provided in Exhibit “C".

Zach party shall pay or cause to be paid all production, severance. gathering and other taxes im-
posed upon ar with respect to the production or handling of such party’s share of oil and ‘or gas pro-
duced under the terms of this agreement.

i, Insurance:

At all times while operations are conducted hercunder, Operator shall comply with the Worknien's
Compensatior. Law of the Stale where the operiations e being conducted; provided, however, that Op-
crator may be a self-insurer for liabiiity under said compensation laws in which cvent the only charge
that shall be made to the joinl account shall be an amount cguivalent to the premium which would have
been paid had such insurance been obtained, Operator shiald alse carvy or provide insurance for the
benefit of the joint account of the parlics as outlined in Exhibit “D", attached to and made a part hereof.
Opuerator shall require all contractors engaged in work on ov:for the Contract Arca (o comply with the
Workmen's Compensation Law of the State where the operations are being conducted and to maintain

such other insurance as Qperator may requive,

In the event Automobile Public Liability Insurance is specified insaid Exhibit “D™, or subsequently
receives the approval of the parlies, no direet charge shall be made by Operator for premiums paid lor
such insurance for Operidar’s fully owned automative cquipment.

ARTICLE VHI
ACQUISITION. MAINTENANCE OR TRANSFER OF.INTEREST |

A. Surrcnder of Leases:

The leases covered by this agreement, insofar as they embrace acreage in the Contract Avea, shall
natl be survendered in whole or in part unless all partics consent thereto.

However, should wny party desire 1o survender its interest in any lease or in any portion thercof, ead
other parties do not agrée or consent therete, the parly desiving to surrender shall assign, without express
or implicd warranly of title, all of itx interest in such lease, or portion thereof, and any well, material and
cauipment which may be located thereon and any rights in production thereafter seeured, to the parties
not desiving to surrvender it If the interest of the assigning party includes an oil wnd gas interest, the as-
signing party shall exceute and deliver o the party or partics not desiring 1o suvrender an oil and gas
lease covering such oil and pax interest for o term of one year and so long thereafler as oil andsor gas
is produced from the faod covered thoreby sieh lease to be on the form atlached herelo as Exhibit <13",
Upon such asstghment, the assigning paety shall be velieved fromy all obligations therveafter :wmfjuing.
butl not therctafore acerued, with vespret to the acreage assipned and (he operation of any well thereon,
“equipment and pro-
Article, The parties
interest in any wells

and the assigning parly shall have ao further intorest in the lease axsipned and its
duction eiher than the toyalties vetained in any lease made under the terms of this
assignee shall pay to the party aesipinor the reasonable salvagoe value of the latter's

and cquipment on the axagpined aereage. The vilue of all mstevial shall be determined in accavdance

with the provisions of Exhibit »C”, less the estimated cost of salvaging ind the estimated cost of plug-

ging and abindoning, 1 the assipoament i in favor of move than one party, the assigoed interest shall

- 10 -
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be shared by the partics assignee in the proportions that the interest of each bears to the interest of alt

1

2 parties assignec.

3

4 Any assignment or surrender made under this provision shall not reduce or change the assignor's or
5 surrendoving parties’ intevest, as it wax immediately before the assignment, in the balance of the Contract
6 Areca. and the arrcage assigned or sarrendered, and subsequent operations thereon, shall not thiereafter
7 be subjeet to'the terms smd provisions of -this agréement,

Hd

g B. Renewal or Extension of Leases:

10 .

it If any party secures u rencwal of any oil and gas tease subjeet to this Agreement, all other parties
12 shall be notified promptly, and shall have the rvight for o peried of thirty (30) days following receipt
13 of such notice in which to cleet lo participate in the ownership of the renewal lease, insofar as such

14 lease affeets lands within the Contract Area, by paying to the purty who acquired it their several proper
15  proportionate shares of the acquisition cost allocated to that part of such lease within the Contract Area,
16, which shall be in proportion to the interests held at that time by the parties in the Contract Area.

7
€

18 - Irsome. but less than all, of the parties clect to participate in the purchase of a rencwal lease, it
19 shall be awned by the parties who cleet lo parlicipate thercin, in # ralio bascd upon the relationship of
20 their respective percentiige of participation i the Contract Area to the aggregate of the percentages
21 of participation in the Contract Arca of all parties participating in the purchase of such renewal lease.
22 Any venewal lease in which iess than all purties elect to participate shall not be subject to this agreement.
23

24 Each party who participates in the purchuse of a renewal lease shall be given an assignment of its
25 proportionate interest thercin by the sequiring party.

26
27 The provisions of this Article shall apply to renewal leaxes whether they are for the entire interest
28 covered by the expiring lcase or coveyr only a portion of its darea or an interest therein. Any renewal lease
28  taken before the expivation of its predecessor lease, or taken or contracted for within six (6) ‘monihs after
30 the expiration of the existing lease shall be subject to this provision: but any lease taken or contracted
31 for more than six (6) months arter the expivafion of an existing leaze shall not be deemed a renewil

! 32  lease snd shall not b subjeel 1o the provisions of this agreement.

33

34 The provisions in-this Article shafl apply also and in like manner to extensions of oil and gas

35 leases,

38

37  C.. Acrecage or Cash Contribulions:

38 ‘
39 While this agreement is in foree. it any party contraets for a contribution of cash toward the drilling |
B 40 of a well or any other aperation on the Contract Avea, such contiibution shall be paid to the party who i

41 conducted the drilling or other operation and shalt be applied by it against the cost of such drilling or
42 other operation. If the contribution be in the form of acrcage, the parly to whom the contribution is
43  made shall promptly tender an assignment of the acreage, without warranty of title, to the Drilling
44 Partics in the vroportions said Drilling Parties shared the cost of drilling the well. If all parties hereto
45  are Drilling Parties and accept such tender, such acreage shall become o part of the Contract Arca and
46 be governed by the provisions of this agreement. I less than all pavties hereto ave Drilling Puacties and
7 accept such tender, such acreage shall not become a part of the Contract ‘Arcu. Euch partly shall prompt-
48 ly nolify all other parties of all acreage or money contribulions it may obtain in support of any well or.
49 any other operatio:. on the Conlract Arvea.
1]
5] It any parly contracts for any cousideriation yelating to disposition of such pavty’s shawe of substances
52  produced hercunder, such consideration shall not be deemed o contribulion as contemplated in this

53  Article VIILC,

t 54 .
55 D). Subsequently Created Interest:
56
57 Notwithstunding the provisions of Article VHLE. and VIILG. if auy party hereto shabl, subsequent

58  to exceution of this agecement, create an overriding royalty, production payment, or nel proceeds inter-
59  cst. which such interests are hereinafter referied to as “subsequently ereated interest”, such subsequently
60 created intevest shall be specifically made subjeet to ald of the terms and provisions of this agreement. as

61 follows:

- 62 .
H3 Lo M non-eonsent operations ave conducted pursuant o any provision of this apreement, u_ind the
64 purty conduacting such operations beeomes entitled 1o receive the production atlributable to the interest
65  out of which tht subsequently ercated interest is derived, such picty shall receive same’ frée and clear

66 of such subsequenUy created interest. Fhe party creating same shall bear and pay all such subseqguently
67 - created interests and shall indemnify ind hold the other parties hereto free and harmiess from’ any and

G8 ol liability resulting therefrom,
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2. 1f the owner of the interest from which the subsequently created interest is derived (1) -fuils (o
pay. whon due, ity sharve of expenses chargeable hereunder, or (2) eleets to abandon a well under pro-
visions af Article VLE, hercof, or (3) cleets to surrender o teaze under provisions of Articld VITLA,
hoveof, the subseguently cveated interest shall be chargeable with the pro rata portion of all vxpenses
hereundsr in the same muanner as i such intierest were a working interest.  For purposes of collecting
such chavgeable expenses, the party or parties who receive assignments as a result of (2) or (3) above
shall have the right to enforee all provisions of Article VILB. hereof against sueh subsequently ercated

interest.
E. Mainfeunance of Uniform Interest: .

For -thc purpose ¢f maintaining uniformity of ownership in the oil and gas leasehiold  interests
covered by this aprcoment, and notwithstanding any other provisions to the contrary, no party shall
seH, encumber, tranisfer or make othoer disposition of its interest in the leases embraced within the Con-
tract Arvea and in wells, cquipment and production unless stch disposition covers either:

I. the entire interest of the party in-all teases and equipment and production: or

2. an cyual undivided interest in all leases and equipment and production in the Contract Arca.
Every such sale, encumbrance, transfer or other disposition made by any party shall be made- ex-
pressly subject lo this agreement, and shall be muade without prejudice to the vight of the other partices.

If, at any time the interest of any party is divided umong and owned' by four or more co-owners,
Operator, at its discretion, may require such co-owners to appoint a single trustee or agent with full
auvthority to receive notices, approve expendituires, receive bhillings for and approve and pay such party's
share of the joint expenses. and to deal generally with, and with pewer to bind, the co-owners of such
party’s interests within the scope of the operations embraced in this agreement; however, all such
co-owners shall have the right to eiter into and exccule all contracts or agreements for the disposition
of their respective shaves of the oil and gas produced from the Contract Arca and they shall have the
right to reccive, separately. payment of the sale proceeds hereof.

F. Waiver of Right to Partition:

< If permitted by the laws of the state or stutes in which the properly covered hereby is located, each
+-the Contract Arca waives any and all rights it may have

paity horclo owning an undivided interest in

to partition and have set aside to it in severally its undivided interest therein.

<

G. Preferential Right to Purchase:

Should any iiurly desive to sell all or any part of its interests under this agreement, or its rights and
interests in the Contract Area, it shall promptly give wrilten notice to the other parties, with full infor-
mation concerning its proposcd sale. which shall include the name and address of the prospective pur-
chaser (who must be veady, willing and able to purchasz), the purchuase price, and al ofher terms of
the offer. The other puarties shall then have an optional prior right, for a period of ten (10) days after
receipt of the notice, w0 purchase on the same terms and conditions ‘the interest which the other party
propascs Lo sell: and, if this>optional rigght is exercised, the purchasing purtics shall shuare the pur-
chascd intcrpd‘t in the g):'(ff)(;l'li(il\S thiat the interest of cach bears to the total interest of all purchasing
parties. Hnwéyvur, there shall be no preferential vight (o purchase in those cases where any party wishes
to mortggage its interests, or to dispose of ity intérests by merger,  reorganization, consolidation, or sale
of all or substantially all of its assets to w-subsidiary or purent company. or to o subsidiary of a parent
company. or to any company in which any one parly owns a majority of the stock.

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is ot intended o ereate, and-shall nol be constriied 1o create, it relalionship of part-
nership or an associalion Tor profit Belween o imong the parties hereto,  Notwithstanding any pro-
visions hercin that the rights and labilities hereandoer are several and not joint or collective, or that this
agreement_and operations hcrvun\glm shall not donstitute a partnership, if, for Federal income lax pur-
poses,. this agreement mnd the operations hereunder are regirded as a partaership, cache party hereby
affected cleets to be exeluded from the application of ull of the provisions of Subchapter *K”, Chapler
I, Subtitle A" of the Internal Revenue Code of 1954, as permitted and authorized by Section 18t of
the Code and the regulations promulgated thereunder. Operator is authorized and direeted o exeeute on
behalf of cach party hereby affected such evidence af this election gx nwy be vequived by the Sceeretavy
of the Treasury of the United States or the Federal Internal Revenue Service, ineluding speeifically, but
nat by way of limitation, ol of the retirns, statements, and the data required by Federal Regola -
tions 1.761. Should there be any requirement that cach party hereby affeeted give further evidenee of
this cleetion, cach such party shall excecule such documents and furnish such other evidenee as may be
veguived by the Federal Hdernal Revenue Seiviee or ax inay be necessary 1o ovidones this ")“!‘H'.‘H: No

- 12
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cuch party shall give any notices or take any other action meonsistent with the clection muade hereby.
i any present or future income tax lmws of fhe state or states inowhich the Contract Avea is located or
any’ futurs income tax laws of the United Stutes contain pravisions similar to those in Sabehapter K™,
Chapter 1, Subtitle =A™ of the Internal Revenue Code of 1954, under which an election simitar to that
provided by Svction 761 of the Code is pormitted, cach party heveby affected shall make such clection us
may he permitted or requived by such taws.  In making the foregoing clection, vach such party states that
the incomie derived by such party from Operations herennder ean be adequately determined without the

compuiation of partnership tasable income.

ARTICLE X.
CLAIMS AND LAWSUITS

Operator may seltle any sinple damage claim or suit arvising from opervations hereunder if the ex-

penditure does not excecd===r====~~~TEN THOUSAND~-r===n===wrrs=onnmancs—moemoe-~= Dollars
($10,000.00 ) and if.the payment is in compiele settlement of such claiin or suit, If the amount

required for setttement excecds the above amount, the parties hercto shall assume and take over the
further handling of the claim or suit, unless such authority is delegated to Operator. All costs and ex-
pense of handBng, settling, or otherwise discharging such elaim or suit shall be at the joint expense
of the parties. If a claim is made against any party or if any party is suced on account of any matter
arising from operations hereunder over which such individual has no control because of the rights given
Operator, by this agreement. the party shall immeédiately notify Operator, and the claim ov suit ‘shall
be treated as any other claim or suit involving operations hereunder.

ARTICLE XL
FORCE MAJEURE

If any party is renderced unable, wholly oy in part, by force majeurc lo cavry out its obligations
under this agreement, othor than the obligation to make money payments, that pacty shall give to all
other parties prompt written notice of the force majeure with reasonably full p:irticul:ws conceraing it
thercupon, the obligations of the parly giving the notice, so far as théy are uffected’ y the foree majeure.
shall be suspended during; bat no longer than, the continuance of the force majeuve. The affected party
shall use all reasonable diligence to remove the force majeure situation as quickly as practicable.

~ The requirement’ that any force majeure shall be remedicd . with all ‘reasonable dispateh shall not
require the seitiement of strikes, lockouts, ov-other labor difficulty by the party involved, contrary to its
wishes: how all such difficullies shall be handled shuil- be entirely within ie discvetion of tht porty

concerned.

The term “farce majeure”, as here employed, shall mean an act of God, strike, lockout, or other
industriat disturbance, uct of the public enemy, war. blockade, public riot, lightning, fire, storm, flood,
explosion., governmental action, governmental delay, restraint or inaction, unavailability of cquipment,
and any .other cause, whether of the kind specificaily enumerated above or otherwise, which is not
reasonably within the control of the puarty claiming suspension. .

ARTICLE X1I.
NOTICES

Al notices authorized or required between the parties. and required by any of the provisions of
this agreement. unless otherwise specifically provided, shall e given in writing by United States mail
or Western Union telegram,  postage or charges prepaid, or by teletype, and addressed to the party to
whom the notice-is given al the addresses listed on Exhibit: *A”. The originaling notice given under any
provision hereof shall be deemed given only when received by the party to whom stich notice is directed,
and the time for such party to give any notice in response thereto shall run from the date the orviginat-
ing notice is received. The sceond or any responsive notice shall be deemed given when deposited in
the United States muil or with the Western Union Tetegiaph Company, with postage or charges prepiid,
or when sent by teletype. Fach party shall have the right to change ils address at any time, and from
time to time, by giving written notice hereof {o all other parties.

ARTICLE X1,
TERM OF AGREEMENT

This-agreement shall vemain in full force and effeet as o the oil and pas leases and “or oil and gas in-
terests subjected hereto for the period of time seleeted bhelow: provided, however, no parly hm'ui{) shall
cever be constracd as having any right. title or interest in or to any tease, or oil and gas interest con-
tributed by any other party beyond the term of this agreement,

[} Option Ne. 11 So fong as any of the oil and pas leases subjeet o this agreement remain or are con-

tinued in force as Lo any purt of the Contract Arvcea, whether by production, extenzion, rencwal or other..
wise, and/or so long s oil and/or pas proaduction continues from any lease or oil and gas interest.

- 18-
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% Option No. 2: In the event the well described in Article VEAL, or any subzequent well drilled
uﬁd(:r“;ﬁ;\"ﬂ’;}l"ﬁ—\:i’;i;m of this agreement, results in production of oil and or pas in paying quantities, this
apreement shall continue in foree o fong as any such well or wells produce, or are capable of produc-
tian, and for an additiomd peried of 100 dayvs from cessation of all production; provided, however,
i, prior to the expiration of zuch additionad period, one or more of the parties herclo are engaged -in
deilling or reworking o woll or wells bereander, this agreement shall continue in foree untit such op-
erations have beeti completed and 1 production results therefrom, this agreement shall continue in
force as provided herein In the event the well deseribed  in Article VLA, or any Aﬁs'ubquuc'nl well
drilled heveunder. resuils in a drey hiole, and no other well is producing, or capable of producing oil
and or gas from the Contract Avea, this apgreement shall terminate upless drilling or reworking opera-
tions are comimenced within 100 . days from the date of abandenment of said well.

It is agreed, however, that the termination of this agreement shall not velieve any party hereto from
any Hability which Las acerucd or attached prior to the date of such termination.

ARTICLE X1V.
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

This agreement shall be subject to the conservation laws of the state in which the committed
acreage is located, to the valid rules, regulations, and orders of any duly constituted regulutory body of
said state: and to all other applicable federal, state, and local laws, ordinances, rules, regulations, and

orders.

B.  Governitng Law:

The essentiai: validity of this agreement and all matters pertaining thereto, inciuding, but not lim-
itedd to, matters of performance, non-performance. breach, remedies, procedures, rights, duties and in-
terpretation or construction, shall be governed and determined by the law of the state in which the
Contract Area is located. [f the Contract Area isin two or more states, the law of the state where most
of the land in the Contract Avdéa is localed shall govern.

ARTICLE XV.
OTHER PROVISIONS

EXHIBIT "D"

Comprehensive General Liability

Limits: Bodily ’Injury $500,000 each occurance
Prcoperty Damage  $100,000 each.occurance
Covering 0il or Gas Lease Operators.

'

.
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ARTICLE XVI,
MISCELLANEOUS

This agreement shall Le binding upon and shall imre 1o the benefit of the parties herelo and to their

respective heirs,  devisees, legal vepresentutives, successors and ussigns.

This instrument may be excented in any npumber of counterparts, each of which shall be considered

an originai for all purposes.

IN WITNESS WHEREOFE, this agreement shall be effective as of 318 day Of;,.M@X.,,_._“._,,-_‘__,__. "
19.81 .. :

OPERATOR

APOLLO ENERGY, INC.

NON-OPERATORS

oy
T
o
13
L
liie
Py
"
t3
i
. Y
M "
f N
i
oy "
L 1
. ]
- date L i -
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CCPAS — 1974
Recommended by the

Councd  of Petroleum
Ascountants Sccietics

EXHIBIT oo v

Form 610-1977 .

Attached to and made a part of A. 5. P. L.

ACCOUNTING PROCEDURE
JOINT OPERATIONS

1. GENERAL PROVISIONS

Definitions
“Joint Property” shall mecan the real and personal property subject to the agreement to which this Accounting

Procedure is attached.

“Joint Operations” shall inean all operations necessary or proper for the development, operation, protection and
maintenance of the Joint Property.

*Joint Account” shall mean the account showing the charges paid and credits received in the conduct of the Joint
Operations and which are to be shared by the Parties,

“Qperator” shall mean the party designated to conduct the Joint Operations.

*Non-Operators” shall mean the parties {o this agreement sther than the Operator.

“Parties” shall mean Operator and Non-Operators.

“First Level Supervisors” shall mean those employees whose primary function in Joint 0peralion§ is the dif'oct
supervision of other employees und/or contract labor directly employed on the Joint Properiy in a field operat-

ing capacity.
“Technical Employees” shall mean those employees having special and specific engincering, geological or other
professional skills, and whose .primary”function in Joint Operations is the handling of specific operating condi-

lions and probtems for the benefit of the Joint Property.
“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator's employees.
“Material” shall mean personal property, equipment or suppliqs acguired or held for use on the Joint Property.

“(Controllable Material” shall mean Material which at the time is so classified in the Material Classification Manual
as most recently recommended by the Council of Petroleum - Accountants Societies of North America.

Statement and Blllmgs
Operator shall bill Non-Operators on or hefore the last day of each month for their proportionate share of the

" Joint Account for the preceding month. Such bills will be accompamed by statements which identify the sathor-

ity for expenditure, lease or facility, and all charges and credits, summarized by appropriate classifications of in-
vestment and expense except that items of Controllable Material- and unusual charges and éredits shall be sep-

arately identified and fully described in detail.

Advances and Payments by Non-Operators

Unless otherwise provided for in the agreement, the Operator may require the Noh—Operators to advance their
share of estimated cash outlay for the succeeding month’s operation. Operator shall adjust each monthly billing
to reflect advances received from the Non-Opcrators.

Each Non-Operator shali pay its proportion of all bills within fifteen (15) days after receint. If payment 1s not
made within such time, the unpaid balance shall bear interest monthly at

ewnurr—or the maximum contract rate permitted by the applicable usury laws in the staté in which the Joint
Property is located, whichever is the lesser, plus attorney’s fees, court costs, and other costs in connection with

the collection of unpaid amounts.

Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the corrcct-
ness thercof; provided, howeyer, all bills and statements rendeved to Non-Operalors by Operator during any
calendar year shall conclusively be presumed to be true and correct after {wenty~four (24) months following
the end of any such calendar year, untess within the said twenty-four (24) month period a Non- -Operator takes
written exception thereto and makes claim on Operator for adjustment. No adjustment favorable to Operator shall
be made unless it is made within the same prescribed period. The provisions of this p.nag,mph shall not prevent
adjustments resulting from a physical inventory of Controllable Material as provided for in Scction ¥,

Audits )
A Non-Operator, upon notice in writing tc Operator and all othies Nun-Opevaiors, shait have the right to audit Ope-

rator's accounts dlld records relating to the Joint Account for any calendar year within the twenty-four (24) month
period following the end of such calendar year; provided, however, the making of an audit shall not extend the
time for the taking of writlen cxception to and the adjustments of accounts as provided for in Paragraph 4 of this
Section 1. Where there are two or more Non-QOperators, the Non-Operators shall make every reasonable effort 1o
conduct joint or simultancous audits in a manner which will result in a minimum of inconvenience to the Opera-
tor. Qperator shall bear no portion of the Non-Operators’ audit cost incurred under this paragraph unless agreed

to by the Operator.

Approval by Non-Operators .
Where an approvalror other agrecement of the Parties or Non-Operators is expressly required under other sec-
tions of this Accounting Procedure and'if tiie agreement to which this Accounting Procedure is altached contains
no rontrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operalor's proposal, and
the agreement or approval of & majority in interest of the Non-Operators shall be controlling on all Non-Opera-

tors.
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I DIRECT CHARGES

Optrator shali charge the Joinl Acrount with the following items:
1. Rentals and Royalties

l.ease rentals and revalties paid by Operater for the Joint Operations.

Labor ]
A. (1) Salaries and wages of Operater’s field empieyvees directiy employed on the Joint Property in the conduct

of Joint Operations.
(2) Saularies of First Level Supervisors inthe field:
{3) Salaries and woages of Technical Employeaes directly employed on lhu Joint Property if such charges are

excluded from the QGverhead rates.
Operator’s cost of holiday, vacalion, sickness and disability benefits and other customary allowances paid to
employees whose salarics and wages are chargeable to the Joint Account under Paragraph 2A of this Section
II. Such costs under this Paragraph 2B may be charged on a “when and as paid basis” or by ‘‘percentage as-
sessment” on the amount of salaries and wages chargeable to the Joint Account under ¥Faragraph 2A of this
Section II. If percentage asscssment is used, the rate shall be based on the Operator's cost experience.

Expenditures or contributions made pursuant {o assessmentis imposed by governmenial authority which are
applicable to Operator’s costs chargeable to the Joint Account under Paragraphs 2A gnd 2B of this Sec-

tion II.
Personal Expenses 9f those employers whose salaries and wages arc chargeable to the Joint Accoun! under

D.
Paragraph 2A of this Section 11

Employee Benefits

Operator’s current cosis of cstablished plans for employees’ group life insurance, hospitalization, pension, re-
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Opecrator’s Jabor
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section II shall be Opcrator’s actual

cost siot to exceed twenty per cent (28%).

Material
Material purchased or furnished by Op#srator for use on the Joint Property as provided under Section IV. Only
such Material shall be purchased for or transferred to the Joint Property as may be required for immediate use
and is reasonably practical and consistent with efficient and cconomical operations. The accumulation of sur-

plus stocks shall he avoided.

Transportation
Tmnsportation of employees and Material necessary for the Joint Operations but subject to the following limita-

tions:

A. If Materiz] is moved to the Joint Property from the Operator’s warehouse or other properties, no charge shall
be made to the Joint Account for a distance greater than the distance from the nearest reliable supply store,

r railway receiving voint where like material is normally available, unless agreed

: .
Por VN % reiamend
recegnized barge terminal, o

to by the Parties.

B. If-surplus Material is moved to Operator's warehcuse or sther storage point, no charge shall be made to the
Joint Account for a distance greater than the distance to the nearest reliable supply <tore, recognized barge
terminal, or railway receiving point unless agreed to by the Parties. No charge shall be made to the Joint Ac-
count for moving Material to other properties belonging to Operator, unless agreed to by the Parties.

In the application of Subparagraphs A and B above, there shall be no equalization of actual gross trucking cost
of $200 or less excluding accessorial charges.

Services

The cost of contract services, equipment und utilities provided by outside sources, except services excluded by
Paragraph 9 of Section Il and Paragraph 1. ii of Section 1II. The cost of professional consultant services and con-
tract services of technical personnel directly engaged ¢r the Joint Property if such charges are excluded from the
Gverhead rates. The cost of professional consuliant services or contract services of technical personnel not di-
rectly engaged on the Joint Property shull not be charged to the Joint Account unless previously agreed te by

C.

the Parties.

Eqmpment and Facilities Furnished by Operator

A. Operator shall charge the Joint Account for use of Gperator owned equipment and facilities at rates com-
mensurale with costs of ownership and opcration. Such rates shell include costs of maintenance, repairs, other
operating expense, insurance, taxes, depreciation, and interest on investment not to exceed eight per cent (8%)
per annum. Such rates shall not excced average commercial rates currently prevailing in the immediate area

of the Joint Property.
. In iicu of charges in Paragraph 7A above, Operalor may elect 1o use average commercial rates prevailing in
the immediate area of the Joint Property less 20¢%. For automotive eauirment, Operator may elect 1o vea rates

pubiished by the Fetrotcum Motor Triunsport Association.

Damages and Losses to Joint Pfopertv

All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of dam-
ages or losses incurred by fire, flood, storm, thefl, accident, or other cause, ¢xcept those resulting from Operator's
gross negligence or willful mlsconducl Opmalox shaii furnish Non- Operator written notice of damages or losses
incurred as soon as practicable after a report thereof has been received by Operator.

Legal Expense
Expensc of handling, investigating and settling hhgdhon or clains, discharging of licas, payment of judgments

and amounts paid for settlement of clajins incurred in or resulting from operations under the ugreement or
necessary to protect or recover the Joint Property, cxcept that no charge for services of Operator’s legal staff
or fees or expense of outside attorneys shall be made unjess previously agreed to by the Parties. All other legal
expense is considered to be covered by the overhead provisions of Section HI unless otherwise agreed ta by the

Parlies, except as provided in Section 1, Paragraph 4.

—_ 9
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Taxes
All taxes of cevery kind and nature assessed or levied upon or in connectinn with the Joint Property. the opera-
tion thereof, or the production therefrum, und which taxes have been paid by the Operator for the benefit of the

Parties.

Insurance

Nei premiums paid for insurance required to bie carried for the Jeoint Operations for the protection of ihe Pur-
ties. In the event Joint Operations are conducted in a state in which Operator may act as self-insurer for Work-
men's Compensation and ‘or Employers Liubility under the respective state’s laws, Operator may, at its election,
include the risk under its sel{-insurance program and in that event, Operator shall include a charge at Qperater's

cost not 1o exceed manual rotes,

Other Expenditures
Any other expenditure not covercd or dealt with in the foregoing provisions of this Section 11, or in Section I,
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operations.

ill. OVERHEAD

Overhead - Drilling and Pruducing Operations
As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge
drilling and producing opecrations on cither:
. { X ) Fixed Raie Basis, Paragraph 1A. or
( ) Perecentage Basis, Paragraph 1B.

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices
and salaries or wages plus applicable hurdens and expenses of all personnel, except those directly chargeable
uunder Paragraph 2A, Section II. The cost aud expense of services from outside sources in connection with
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered
as included in the Overhead rates provided for in the above selected Paragraph of this Section Il unless such
cost and expense are agreed to by the Partics as a direct charge to the Joint Account.

The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant
services and contract services of technical persennel directly employed on the Joint Property shall { ) shall
not ( ¥) be covered by the Overhcad rates.

i

A. Overhead - Fixed Rate Basis

(1) Operator shall charge the Joint Account at the following rates per well per month:
Drilling Well Rate $___1CC.00 per day
Producing Well Rate §.175.0C R e

3
(2) Application of Overhead - Fixed Hate Basis shali be as follows:

. (a) Drilling Well Rate

[1] Charges for onshore drilling wells shall begin on the date the well is spudded and terminate on
the date the drilling or completion rig is released, whichever is later, except that no charge shall
be made during suspension of drilling operations for fifteen (13) or more consecutive days.

[2] Charges for offshore drilling wells shall begin on the date when drilling or completion equipment
arrives on location and terminate on the date the drilling or completion equipment moves off loca-
tion or rig is released, whichever occurs'first, except that no charge shail be made during suspen-
sion of drilliiig operations for fifteen (15) or more consccutive days

[3] Charges for wells undergoing any type of workover or recompletitn for a period of five (5) con-
secutive days or more shull be made at the drilling well rate. Such charges sha]l‘ be applied for
the period from date workover gperations, with rig, commernce through date of rig release, except
that no charge shall be made during suspension of operations for fifteen (15) or more consecutive
days.

(b) Producing Well Rates ;
[1] An active well cither produced or injected into for any portion of the month shall be considered
. as a onc-well churge for the entire month. : '

(2] Each aclive completion in a multi-completed well in which production is not commingled down
hole shall be considered as a one-well charge providing each completion is considered a scparate
well by the governing regulatory autherity. '

[3] An inactive gas well shut in because of overproduction or failure of purchaser to take the produc-

LT di\-ﬂcn‘.‘:" ennnantond 4o A nar

b Lot est e 24

oo shall W wonsiduied as o $nc-well ¢harge providing the gos wall
manent sales outlet,

{41 A one-well charge may be made for the month in which plugging and abandonment operations
are completed on any well.

[5] Al other inactive wells (including but not limited to inactive wells covered by unit allowable,
lease allowable, (ransferred allowable, ete.) shall not qualify for an overhead charge.

(3) The well rates shall be adjusted as of the first day of April each year following the effective date of the
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by mulli-
plying the rate currently in use by the percentayge increase or decrease in the average weekly carnings of
Crude Petroleum asnd Gas Production Workers for the last calendar year compared to the calendar year
preceding as shown by the index of average weekly earnings of Crude Petroleum and Gas Fields Produc-
tion Workers as published by the United States Department of Labor, Bureau of Labar Statistics, or the
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be
the rales currently in use, plus or minus the computed adjustment.

— 3 —




B. Overhead - Percentage Buasis
(1) Opcrator shall charge the Joint Account at the following rates:

(a) Development
---------- Percent ( %y of the cost of Develeprent of the Joint Property exclusive of costs

pxovxded under Paragraph 9 of Section Il and all salvage credits.

{(b) Operating
coTmmrTmeme Percent ( “z) of the cost of Operating the Joint Property exclusive of costs provided
under Paragraphs 1 and 9 of Section II, all salvage credits, the value of injected substances purchased
for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the min-
eral interest in and {o the Joint Property.

(2) Application of Overhead - Percentage Basis shall he as foliows:
For the purpose of determining charges on a percentage basis under Paragraph 1B of this Sccuon 111, de-
velopment shall include all costs in conuection with drilling, redrilling, deepening or any remedial opera-
tions on any or all wells involving the use of drilling crew and equipment; also, preliminary expenditures
necessary in preparation for drilling and expenditures incurred in abandoning when the well is nat com-
pleted as 2 producer, and original cost of construction or installation ¢f fixed assets, the expansion of fixed
asscts and any other project clearly discernible as a fixed asset, excepi Major Construction us defined in
Paragraph 2 of this Section JII. A}l other costs shall be conzidered as Operating.

2. Overhead - Major Construction
To compensate Operator for overhead costs mcurred in the construction and instailation of fixed asscts, the ex-
pansion of fixed assets, and any ather project clearly discernible as a fixed asset required for the de\clopment and
operation of the Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall
charge the Joint Account for Overhead based on the following rates for any Major Construction project in excess

of § - rTITTTmnT i

A. =~—-=-==--% of total cosls if such costs are more than $ —csc=xoc--—-= but less than § =—--=~-=--~ ; plus
B, ~=—-====-¢, of total cosls in excess of § ——===~—=———=put less than $1,000,000; plus

C. ===—==~==%; of total cosis in excess of $1,000,000.

Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts
of a single project shall not be treated separately and the cost of drilling and workover wells shall be exvluded,

3. Amendment of Rates
The Overhead rates provided for in this Scction I may be ameaded from time to time only by mutual agreement
between the Parties herelo if, in practiceé, the rates are found to be insufficient or excessive.

IV. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

Operator is responsible for Joint: Account Material and shall make proper and timely charges and credits for all ma-
terial movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; how-
ever, at Operator's option such Malenal may be supplied by the Non-Operator. Operator shall make timely disposition
of idle and/or surpius Matevial, such dispesal being made either through sale to Operator or Non-Operator, division in
kind, or sale to outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Opera-
tors in surplus condition A or B Material. The disposal of surplus Controllable Material not purchased by the Opera-

tor shail be agreed 1o by the Parlies.

1. Purchases
Material purchased shall be charged at the price paid by Opcrator after deduction of afl discounts received. In case
of Material found to be defective or returned to vendor for any other reason, credit shall be passed to the Jeaint

ccount when adjustment has been received by the Operator.

2. Transfers and Dispositions
Material furnished to the Joint Property and Matevial transferrcd from the Joint Property or disposed of by the
Operatar, unless otherwise agreed 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, shall be priced at the current new price in effect on date of movement on a
maximum carload or barge load weight basis, regardless of quantity transferred, equalized to the Jowest
published price f.o.b. railway recciving point or recognized barge terminal nearest the Joint Property
where such Material is normally available.
(2) Line Pipe
(a) Movement of less than 30,000 pounds shall be priced at the current new price, in effect at date of
movement, as listed by a relizble supply store neavest the Joint Property where such Material is nor-
mally available,

(b) Movement of 30,000 pounds or more shall be priced under provisions of tubular goods pricing in Para-
granh 2A (1) of this Section IV,

(3) Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliable
supply store or f.o.b. railway receiving point nearest the Joint Property where such Material is normally
available.

B. Good Used Material (Condition B)
Material in sound and scrviceable condition and suitable for reuse without 1‘econdit‘ioning:

(1) Material moved to the Joint Property
(a) At sevanly-five perecent (75¢) of Tc_urrcnl new price, as determined by Paragraph 2A of this Section IV,

(2) Material moved from the Joint Property
() Al seventy-five percont (757 ) of current new price, as determined by Paragraph 2A of this Section 1V,
if Material was originally charged to the Joint Account as new Material, or -




3.

(b) at sixty-five percent (6547) of current new price, a3 determined by Puaragraph 2A of this Section
1V, i€ Material was originally churged to the Joint Account as gooad used AMaterial at seveity-five per-

cent {754 Y of ctirrent new price,
The cost of reconditioning, if any, shall be absorbed by the trunsferring property.

C. Other Used Material (Condition C and 1)

(1) Condition C
Material which is not in sound and serviccable condition and not suitable for its original function until
after reconditioning shall be priced at fifty poreent (5090) of current new price as determined by Para-
graph 24 of this Section 1V. The cost of reconditioning shall be charged to the receiving property, pro-
vided Condition C value plus cost of reconditioning dees not exceed Condition B value.

(2) Condition D
All other Material, including junk, shall be priced at a value commensurate with its use or ul prevailing
prices. Material no ionger suitable for its criginal purpose but usable for some other purpose, shall be
priced on a basis comparable with that of items normally used for such other purpose. Operator may dis-
pose of Condition D Material under procedures normally utilized by the Operator withou! prior approval

of Non-Operators.

D. Obsolete Material
Material which is serviceable and usable for its original function but condition and/or value of such Material
is not equivalent to that which would justify a price as provided above may be specially priced as agreed to by
the Parties. Such price should resuit in the Joint Account being charged with the value of the service ren-
dered by such Matcrial.

E. Pricing Conditions ) E
{1} Loading and unloading ¢tsls may be charged to the Joint Account at the rate of fifieen cen’s (¥5¢) per
hundred weight on all lubulae goods movements, in lieu of loading and unloading costs sustainced, when

actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section I1.

(2) Material involving ¢rcetion costs shall be charged al applicable percentage of the current knocked-down
price of new Material.

Premium Prices

Whenever Materiat 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 QOperator's actual cost incurred in providing such Material, in making it suitable for use,
and in moving it lo the Joinl Properly; provided noticc in wriling is furnished to Non-Operators of the proposed
charge prior to billing Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and
notifying Operator within ten days after recciving notice from Cperator, to furnish in kind all er part of his share

of such Material suitable for use and acceptlable to Operator.

Warranty of Material Furnished by Operator
Operator does not warrant the Material furnished. In case of defective Material, credit shall not be passed to the
Joint Account unti! adjustment has been received by Operator from the mianufacturers or their agents.

V. INVENTORIES

The Operator shall maintain detailed records of Controllable Material.

L

Periodic Inventories, Nolice and ‘Representation

At reasoi.able intervals, Inventories shall be taken by Operator of the Joint Account Contro!lable Material.
Written notice of intention to take inventory shall be given by Operator at least thirty (30) days before any inven-
tory is to begin so that Non-Operators may be represented when any inventory is taken. Failure of Non-Operators
to be represented at an inventory shall bind Non-Operators tc accept the inventory taken by Operator.

Reconciliation and Adjustment of Invontories

Reconciliation of a physical inventory with the Joint Account shall be made, and a list of overages and shortages
shall be furnished to the Non-Operators within six months following the takmg of the inventory. Inventory ad-
justments shall be made by Operator with the Joint Account for overages and bhmtages but Operator shall be

held accountable only for shortages due to lack of reasonable diligence.

Special Inventories

Special Inventories may be taken whencver there is any sale or change of intercst in the Joint Property. It shall
be the duty of the party selling to notify all other Partics as quickly as possible after the transfer of interest takes
placz. In such cascs, both the seller and the purchaser shall be governed by such inventory.

Expense of Conducting Periodic Inventories
The expense of conducting periodic Inventories shall not be chqrgcd to the Joint Account unless agreed to by the

Parties.
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e SHEASTISARSER, HOBES, NEW MEXICO 88240
April 28, 1982 ui-© SANTA BT 505/397-3608

Mr. W. Thomas Kellahin Y : N ~
Kellahin and Kellahin PR
Po 0. BOX 1769 Lo i !/l:'_

Santa Fe, New Mexico 87501 freesy /L

RE: Apollo 0il Company/Clara Fowler <

Deaxr Mr. Kellahin t

Receipt of your correspondence and copy of the Application for
compulsory pooling is acknowledged. This is to advise you that
Miss Powler will not protest the entry of an order provided the
additional 200% penalty requested is reduced to 100%8. Cur owvn
geological evaluation of the property indicates that this
project is highly speculative and it is based upon these
considerations that Miss Fowler has decided not to participate
voluntarily.

By copy hereof, I am advising the Oil Conservation Division of
our position. May I please hear from you upon receipt of this
letterx.

Yours very truly,

ORIGINAL SIGNED BY
M. J. coLLopY

M. J. Collopy

MIC/g3f
"cc: Miss Clara Fowler
cgt Mr. Joe D. Ramey_




Docket No. l1-82

Dorkets Nos. i4-82 and 15-82 are tentutively set for May 26 and Juue 9, 1982, Applications for hearing must
be filed at least 22 days in advanca of heacring date. .

COCXET: EXAMINER MEARING - WEDNESDAY -~ MAY 12, 1982 °

9 A.M. - OIL CONSERVATICN DIVISION CONFERENCE ROOM,
STATE LAND OFFICE BUILDING, SANTA FE, NEW MEX1CO

The following cai-: will be heard before Richard L. Stamets , Examiner, or Daniel S, Nutter, Alternate Examiner:

ALLOWABLE s

CASE_7540:

CASE 7538:

CASE 7566:

CASE_ 73601

CASE 7542:

CASE 7567:

CASE 7565:

CASE 7568:

(1) Consideration of the allowable production of gas for Jure, 1982, from {ifteen prorated pools
in Lea, Eddy, and Chaves Counties, New Mexico.

(2)' Considaration of the allowable production of gas. for June, )982, from four prorated pools in
San Juan, Rio Arriba, and Sandoval Counties, New Mexico.

(Cnneinu‘d and Readvertised)

In the matter of the hearing called by the Oil Conservation Division on its own motion to permit Pauly-
Andersgon-Pritchard, William H. Pauly, and all other interested parties to appear and show cause. why

the Maloy Well No. 1, located in Unit P, Section 1€, Township 29 North, Range 1l West, San .Juan Ccunty,
should noc¢ be plugged and abandoned in accordance with a Division-approved plugging progzam.

{Continued and Readvertiged)

In the mattear of the hearing callsd by the Cil Conservation Division on its own moticn to permit Francis
L. Harvey and all other interested parties to appear and show cause why the Pinkstaff Estate Well No. 2,
located in Unit A, Section 29, Township 29 North, Range 10 West, San Juan County, should not be re-entered
and plugged and abandoned in accordance with a Division-approved plugging program.

In the matcer of the hearing called by the Oil Consexvation Division on its own motion to permit Flag-
Redfern Oil Co., Principal, National surety Corporation, and all other interested parties to appear and
show cause why four walls, being the Julander No. 1l locaisd in Unit L, Section 34; Julander No. 2 located
in Unit I, Section 33; Hargis No. 1 located in Unit G, Section 33; and Hargis No. 2 located in Unit J,
Section 33, all in Township 30 North, Range 12 West, San Juan County, should not be plugged and abandoned
in accordance with a Division-agprov.d plugging program.

(Continued from April 28, 1982, Examiner Hearing)

In the matter of the hearing called by the Oil Conservation Divisioun on its own motion to  permit Charles
H. Heiscn; Fidelity and Deposit Company of Maryland, Surety, and all other interested parties to appear
and 3how cause why the Crownpoint Well No. 1, located in Unit F, Section 18, Townghip 18 North, Range
13 West, McKinley. County, should not be plugged and abandoned in accordance with a Division-approved

plugging program.
(Continued from April 14, 1982, Examiner Hearing)

In the matter of the hearing called by the Oil Conservation Division on its own motion to permit Benson-
Montin-Greer Drilling Corporation, Hartford Accident and Indemnity Company, and all other interested
parties to appear and show cause why the following wells: Dustin No. l, located in Unit X, Section 6, .
and ‘the Gallegos Canyon Unit No. 2, lccated in Unit K, Secrion 35, both in Township 22 North, Range 12
West, and the Segal No. 1, located in unit K, Section 10, and the'Price No. 1, located in Unit N, Section
15, both in Township 31 Nerth, Range 13 West, San Juan County, should not be plugged and abandoned in
accordance with Divisicn-appzovcd plugging programs.

Applicaeion of Harvey E. Yates Company for a unit agreement, Lea County, New Mexico.
Applicant, in the above-styled cause, seeks approval for the Richardson Unit Area, comprising 1, 283 35
acres, more ot less, of State and Fee lands in Townships 13 and 14 South, Range 16 East.

{Continued from April 28, 1982, Examiner Hearing)

Aéplicat;on of Delta Drilling Company for a unit agreement, Lea County, New Mexico.
Applicant, in the above-styled cause, seeks approval for the North Mescalero Unit Ares, ccmprising
719.77 acres, more or less, of State, Fee and Federal lands i{n Townships 9 and 10 South, Range 32 East.

Application of Petroleum Corp. vf Dalaware for a dual completion, Eddy County, New Mexico.

Apolicant, in the above-atylod cause, seeks approval for the dual completion of its Supevior Federal
Well No. 6 located in Unit N of Section 6, Township 20 South, Range 29 Zast, East Burton Flat Field,
to produce ~il frem the Strawn formation through tubing and gas from the Morrow formation through the
casing-tubing annulus by means of a cross-over assembly.

WoN M U F. MICROGRAYHICS




Page 2 of 9 Dockez No. 13-82
Examiner Hearing - WEDNESDAY - MAY 12, 1982

CASE 7569: Agpplication of Petroleun Corp. of Delaware fur downhole commingling, Eddy County, New Mexico.
Applicant, in the above-styled cause, seeks approval for the downhole commingling of Atoka and Morrow
production in the wellbores of its Parkway West Unit Well Ne, 3, lccated in Uanit K of Section 29,
and Well No. 190, located in Unit G of Section 27, both in Township 19 South, Range 29 East,

CASE 7570: aApplication of J. Cleo Thompson for three unorthodox oil well locations, Eddy County, New Mexico.
Applicant, in the above-styled causs, seeks approval for three unorthodox well locations, being
660 feet from the ilorth line and 1330 feet from the West line, €60 feat from the North line and
2630 feet from the East line, and 660 feet from the North line and 1310 feet from the East line,
all in Section 2, Township 17 South, Range 30 East, Square Lake Pool.

CASE 7516: (Continued from March 31, 1982, Examiner Hearing)

. Application of Binlon-non:in-croor for a unit agreement, Rio Arriba County, New Mexico. Applicant,
: in the above-~styled cause, seeks approval for the North Canada Ojitos Unit Area, comprising 12,36l
acres, more or less, of Jicarilla Apache Indian lands in Township 27 North, Range 1 West.

CASE 7571: Application of Yates Petroleum Corporation for compulsory pooling, Chaves County, New Mexico.
Applicant, in the above-styled cause, seeks an order pooling all mineral interests from the surface
through the Abo formation underlying the SE/4 of Section 9, the SW/4 of Section 10, the NW/4 of Section
15, all in Township 6 South, Range 26 East, each to form a stundard 160-acre spacing and proration
unit to be dedicated to a well to be drilled at a standard location thereon. Also to be considered will
be the cost of drilling dnd completing said wellsand the allocation of the cost thareof as well as
actual operating costs and chaxges for supervision, designation of applicant as operator of ths wells
and a charge for risk involved in drilling said wells,

CASE 7551: (Continued from April 14, 1982, Examiner Hearing)

Application of Harvey E. Yates Company for compulsory pooling, Chaves County, New Mexico. -
Applicant, in the above-styled cause, seeks an order pooling all mineral interests in the Wolfcamp through
Migsissippian formations underlying the E/2 of Section 21, Township 11 South, Range 31 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 as well as actual cperxating costs and
charges for supervision, designation of applicant as cperator of the well and a charge for risk involved

in drilling said well.

CASE 757

[
™

Application of Anadarko Production Company for a waterflood expansion, Eddy County, New Mexico.
Applicant, in the above-styled cause, seeks authority to expand its Ballard GSA Waterflood Project by
drilling and converting ten wells located in Unit N of Section 5, Units N and P of Section 6, Units F, H,
J, and P of Section 7, Units F and N of Scction 8, and Unit F of Section 17, all in Township 18 South,
Range 29 East, Loco Hills Pool.

CASE 7573: Application of Anadarko Production Company for a waterflood expansion, Eddy County, New Mexico.
: Applicant, ‘in the above-styled causs, seeks authority to expand its West Square Lake Waterfiood Project
by the conversion to water injection of five wells located in Units J and N of Section 9, D and H of
Section 10, and J of Section 3, all in Township 17 South, Range 30 East.

CASE 7574: Application of Sun Exploration and Production Company for two non-standard gas proration units
and an unorthodox location, Lea County, New Mexico., Applicant, in the above~styled cause, seeks
approval of two l160-acre non-standard Jalmat gas proration units comprising the NW/4 of Section 21,
for its Boren & Greer Com Well No. 2 {n Unit C and the NE/4 of Section 20, for its Boren & Greer Com
Well No. 3, to be drilled at an unsrthodox location 660 feet from the North line and 940 feet from
the East linec of said Section 20, 2ll in Township 22 Scuth, Range 36 Zast. Applicant further seeks
rescission of Order No. R-5688.

i £ddy County, New Mexico.
CASE 7575: Application of Eagla Oil & Gas Co. for an unorthodox gas well location, . )
Applicant, in the above-styled cause, seeks approval for an unorthodox gas well location for a Wolgcamp
Penn test well to be drilled 1500 feet from the South line and 660 feet from the East line of Section 2,
Township 17 South, Range 27 East, the S/2 of siid Section 2 to be dedicated to the well.

~

7576 and 7577: - Application of Apollo Oil Company for compulsory pooling, Lea County, New Mexico.

ChSES 19 Agglicanc, in haz: of the following cases, seeks an order pooling all mineral interests
from the surface through the base of the San Andres formation underlying the lands )
specified in each case, each to form a standard 40-acre oil spacing and proration unit
to be dedicated to a well to be drilled &t a standard location thereon.' Also to be
considered will be the cost of drilling and completing said wells and the allocation .
of the.cost thereof as well as actual operating costs and charges for supervision,
designation of applicant as operator of the walls and a charge for risk involved in
drilling said wells:

CASE 7576: NE/4 SW/4 Section G, Township 19 South, Range 18 East

__GASE 75771 SE/4 SW/4 Section 6, Township 19 South, Range 36 tast
-
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. CASE 7978:

CASE 7579:

CASE_7580:

CASE 7581:

Application of MGF Oil Corporation for compulsory pooling, Lea County, 'ew Mexico.

Applicant, in the above-styled cause, seaks an order pooling all mineral intsrests frem the surface

down through the Seven Rivers formation underlying the SE/4 of Section 31, Township 19 South, Range

39 East, to form a standard lé0-acre gas proration unit to be dedicated to a well to be drilled at

a standard location thereon. Also to be considered will be tha cost of drilling and completing said

wall and the allocation of the cost thereof as well as actual operating costs and chardes for supexvision,
designation of applicant as operator of the well and a charge for risk involved in drilling said well,

Application of MGP Oil Corporation for compulsory pooling, Lea County, New Mexico.

Applicant, in the above-styled cause, seeks an order pooling all mineral interests from the surface

down through the Seven Rivers formation underlying the N/2 NW/4 of Section 5, Township 20 South,

Rance 39 East, to form a non-standard 80-acre gas proration unit to be dedicated to a well to be

drillad at a standard location theceon. Alsc to be considered will be the cost of drilling and completirg
said well and the allocation of the cost thersof as well as actual cperating costs and charqes for
supervision, designation of applicant as operator of the well and a charge for risk involved in drilling

" said well.

Ap;ilicat&en of MGF Oil Corporation for compulsory poocling, Lea County, New Mexico.

Applicant, in the above-styled cause, sesks an order pooling all mineral interests. from the: surface

to the base of the Seven Rivers formation undarlying the SW/4 of Section 31, Township 19:Scwith, Range

39 East, to form a standard lév~acre gas proraticn unit to be dedicated to a well to be drilled at a
standard location thereon. Also to be considerad will be the cost of drilling and completing said

well and the allocation of the cost thareof as well as actual operating costs and charges for supervision,
designation of applicant as opsrator of the wall and a charge for risk involved in drilling said well.

Application of Estoril Producing Corp. for an unorthodox Jas well location, Lea County, New Mexico.
applicant, in the -above-styled cause, seeks approval for the unorthodox location of a well to be drilled
660 feet from the South line and 990 feet from the East lins of Section 10, Township 23 South, Range

34 East, Antelope Ridge-Morrow Gas Pool, the S/2z of said Section 10 to ba dedicated to the well.

CASES 7582 thru 7585: Application of Jack J. Grynbearg for compulsory pocling, Chaves County, New Mexico.

Applicant, in each of the following cases, seeks an order pooling all mineral interests
down through the Abo formation underlying the lands specified in each case, each to form
a standaxd 160-acre gas. spacing and proration unit 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 wells and the allocation of the cost thereof as well as actual operating
costs and charges for supervision, designation of applicant as operator of the wells and
a charge for risk involved in drilling said wells:

CASE 7582: NW/4 Section 13, Township 6 South, Range 24 East
CASE 7583: WL/4 Section 13, Township 6 South, Range 24 East
CASE 7584: SW/4 Section 13, Township 6 South, Range 24 East

CASE 75851 NW/4 Section 24, Township 6 South, Range 24 East

'CASES 7525 thru 7534: (Continued from April 28, 1982, Examiner Hearing)

Application of Jack J. Grynberg for compulsory pocling, Chaves County, New Mexico.
Applicant, in each of the following 10 cases, saeks an order pooling all mineral
interests down through the Abo formation underlying the lands specified in each
case, each to form a standard l60-acrs gas spacing and proration unit to be dedi-
cated to a well to be drilled at a standard location thereon. Also to be zon-
sidered in each cagse will be the cost of drilling and completing said wells and
the allocation of the cost thereof &s well as actual operating costs and charges
for- supervision, designation of applicant as opexator of the wells and a charge
for rish involved in drilling said wells:

CASE 7525t SW/4 Saction 3, Township 5 South, Range 24 East

CASE 7526: NW/4 Section 3, Township 5 Scuth, Pange 24 East

CASE_7527: SE/4 Section 3, Township 5 South, Range 24 East

CASE 7528: NW/4 Section 4, Township S South, Range 24 East

CASE 75291 NE/4 sactioﬁ 4, Township 5 South, Range 24 East

CASE_7530: NW/4 Section 11, Township 6 Sauth, Range 24 East

CASE 7S831: SW/4 Section 11, Township 6 South, Range 24 East

CASE 7532: SE/4 Section 27, Towrsghip 6 South, Range 24 East

CASE 7533: SW/4 section 27, Township 6 South, Range 24 East

CBSE 7824: MW’$ Jevkicn 34, Township 6 Scuth, Range 24 East

W, NM.C.F. MICROGRAPHICS
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CASE 7515:

CASE 7586:

CASE 7587:

(Continued from April 14, 1962, Examiner Heariny)

spplication of Four Corners Gas Producers Association for designacion of a tight formation, San
Juan County, New Mexico. Applicant, in the above-styled cause, aseks the designaticn of tha Dakota
Zormation underlying all or Portiona of Townships 26 and 27 MHerth, Rangea 12 and 13 West, Township
28 North, Range 13 Weat, Township 29 North, Ranges L! through 15 Weet, and Township 30 North, Rangas
14 and 15 Yas:, containing 164,120 acres, moxe or less, aa a tight formation pursuant to Saection 107
of the Natural Gas Policy Act and 18 CTR Section 271. 7Cl-70%,

Application of Standard Resources Corp. for designation of a tight formation, Chaves and fddy
Counties, New Mexico. Appllcant, in the above~styled cause, seeks the dasignation of the Abo formation
underlying all or portions of Townahip 15 South, Rangee 23 through 25 Zast, Townahip 19 Scuth, Range

20 Bast, and Township 20 S$auth, Renge 20 East, all in Chaves County; in Eddy County: Townahip 16 South,

Ranges 23 through 16 Zast, Township 17 South, Ranges i1, 23, 24, and 25 East, and Township 18 South,
Ranges 21, 23, 24 and 25 Past, Township 19 3outh, Rangas 21, 23, and 24 Zast, and Townshlp 20 Scuth,
Ranges 21, 23, and 24 East, containing 460,800 acres, more or less, as a tight tormation puzsuanc
to Section 107 of the Natural Gas Policy Act and 18 CPR Section 271L. 701-70S, .

In the metter of the hearing called by the Gi] Conservation Oivision on its own motion for an order
creating, abolishing, and exterding vartical and horizencal limits of cextain pools in Chaves, Eddy,

and Lea Counties, New Maxico:

{a) CREATE a new pool in Lea County, New Mexico, classified as a cas pool for
Wolfcamgp production and designated ag the Draper Mill-Wolfcamp Gas Pool. The
discovery wall is the ENG Oil Company Vaca Oraw 16 Stats Well No. 1 located in
Unit E of Section 16, Township 25 Scuth, Rangs 33 Bast, NMPM. Said pool would

comprise:

TOWNSHIP 25 SOUTH, RANGE 33 EAST, NMPM
Section 16: W/2

{b) CREATE a new pool in Lea County, Naw Mexico, classified as a gas pool for Morrow
production and designated as the Jabalina-Morrow Gas Pool. The discovery well is
the Amoco Production Company Perro Grands Unit Well No. 1 located in Unit J of
Section &, Township 26 South, Range 35 East, NMPM. Said pool would comprise:

TOWNSHIP 26 SOUTH, RANGE 35 EAST, NMPM
section 6: E/2

(c) ABOLISH the 0Dlamond Mound-Morrow Gas Pool in Chaves and Eddy Counties, New Mexics, as
heretofore classified, defined, and described as:

TOMNSHIP 15 SOUTH, RANGE 27 EAST, NMPM
ssction 35:¢ All

TOMMSIIP 15 SOUTH, RANGE 28 EAST, NMPM
‘ Section 31: E/2

TOWNSMIP L6 SOUTH, RANGE 28 EAST, NMPM
Section 31 lLots ' through 16

Section 4: Lots ' through 16

Section 5t Lota L through 16

Section 6: lLots, L, 2, 7, 8, 9, 10, 15, 16, and S/2

(d) EXTEUD <he vertical limits of the Diamond Mound=-Atoka Gas Pool in Chaves and Eddy Counties,

New Mexico, to include the Morrow formation, and redesignate said pool to Diamond Mound-Atoka~
Morrow Gas Peuol, and extend the horizontal limits of said pool to include acreage from abolished

Diamond Mound-Morrow Gas Pool and one additional well as follows:

TOWNSHIP L5 SOUTH, RANGE 27 EAST, NMPM
Section 351  AlL

TOWMSHIP 15 SOUTH, RANGE 28 EAST, NMPM
Section 31: E/2

TOWNSHIP 16 SOUTH, RANGE 27 EAST, NMPM
Section 9: S/2

TOWNSHIP 16 SCUTH, RANGE 18 EAST, NMPM

Section 3: Lots 1 through lé

Section 4: Lots 1l through lé

Seviion 3t Lots I through 16

Section 6: Lots 1, 2, 7, 8, 9, 10, 15, 16, and s/2
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(e}

(£)

()

{h)

(i)

3)

(k)

ey

{m)

(n)

(o)

Docket No. 13-82

EXTEND the Burton Flat~-Strawn Gas Fool in Eddy County, New Mexicn, to include
therein:

TOWNSHIP 20 SOUTH, RANGE 28 EAST, NMPM |
Section 35%: E/2
Sactian 3€:  NW/2

EXTEND the Crow Flats-lorrow Gas Pool in EE4y County, New Mexics to includg
therein:

TOWRSHIP 17 SOUTH, RANGE 27 EAST, NMPM

Saction 1l: All
Section 12: N/2

EXTEND the Scouth Culebra Bluff-Atoka Gas Pool in Eddy County, New Mexico, to include
thersin: :

TOWNSHIP 23 SOUTH., RANGE 23 EAST, NMPM
Section 10: All
Section 11: wW/2
Section l4: W/2
Section 15: W/2
Section 34: WwW/2

EXTEND the South Empire~Morrow Gas Pool in 3ddy County, New Mexico, to include
thersin:

TOWNSHIP 17 SOUTH, RANGE 29 EAST, NMPM
Section 17: N/2

.EXTEND the Golden lane-Strawn Gas Pool in Eddy County, New Mexico, to include

thexrein:

TOWNSHIP 20 SOUTH, RANGE 30 EAST, NMPM
Section 28: all .

EXTENRD tha Kennedy Farms-Morrow Gas Pool in EQdy County, New Mexico, to include
therein:-

TOWNSHIP 17 SQUTH, RANGE 26 EAST, NMPM
Section 10: N/2

EXTEND the Bast LaRica-Morrow Gas Pool in Lea County, New Mexice, to include
tharein:

TOWNSHIP 18 SOUTH, RANGE 34 EAST, NMPK
section 36: S/2

SOWNSHIP 1§ SUUTH, RANGE 35 EAST, NMPH
Section 31: s/2

EXTEND the Little Box Canyon-Morrow Gas Pool in Eddy County, New Mexico, to include
therein:

TOWNSHIP 21 SOUTH, RANGE 22 EAST, NMPM
Section 18: E/2

EXTENRD the Malaga-Atoka Gas Pool in Eddy County, New Mexico, to include
therein:

TOWNSHIP 24 SOUTH, RANGE 28 EAST, NMPM
Section 1l: E/2

EXTEND the South Millman-Morrow Gas Pool in Eddy County, New Mexico, to include
therein:

TOWHSHIP 19 SOUTH, RANGE 28 EAST, NMPNM
Section 1€ N/2

EXTEND the East Millman-Queen-Grayburg Pool in Eddy County, New Mexico, to include

therein:

TOWNSHIP. 19 SOUTH, RANGE 29 EAST, NMPM
Section 71 NE/4
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EXTERD the Millman Strawn Gas Pool in Eddy County, New Mexico, to include
tharein: ’

TOWNSHIP 19 SOUTH, RANGE 28 EAST, NMPM
Section 8: 5/2

EXTEMD the West Nadine-5linebry Pool in Les County, New Mexico, to include
thexein:

TOWNSHIP 20 SOUTH, RANGE 18 EAST, NMPM
Secticn S: SW/4

EXTEND the West Osudo-Morrow Gas Pool in lLea County, New Mexico, to include

tharein:

TOWNSHIP 20 SOUTH, RANGE 35 EAST, NMPM
Section 1li: §/2
Section 12: §/2

EXTEXD the Pecos Slope-Abo-Gas Pool in Chaves County, New Mexico, to includs
therein:

TOWHNSHIP 4 SOUTH, RANGE 24 EAST, NMPM

Section 24: S/2
Section 25: All
Section 26:r E/2
Section 35: W/2 and NE/4
Section 36: N/2

TOWNSHIP 4 SOUTH, RANGE 25 EAST, NMPM
Section 19: SW/4 ’
Section 30: W/2

Section 31: NW/4

TOWHSHIP S SOUTH, RANGE 24 EAST, NMPM
Section 2: NW/4
Section 7+ All

Section 8: Aall

Section 9: ¥N/2 and SW/4
Section 16: W/2
sSection 17 thru 20: All
Section 2i: W/2
Section 28: W/2
Section 29: All
Section 30: All
Section 31: N/2
Section 32: N/2
Section 33: NW/4

TOWNSHIP S SOUTH, RANGE 25 EAST, NMPM
Section 1 thru S5: All

Section 635 E/2

Section 7: SW/4 and E/2 .
Section 8 thru 12: All

Section 14 thru 22:  All

Section 231 N/2

Section 27; WN/2

Section 28 thru 30: All

Section 31: NE/4

Section 32: N/2

Section 33: All

Section 34: All

TOWNSHIP 6 SOUTH, RANGE 24 EAST, NMPM

Section 2:  All
Section 11 thru 14: All
Section 22 thru 28: All
Section 34: E/2
Section 35: All

Sestion 36; ALl

-

13-82
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Section 4 thru 6
Section 7 thru 8
Section 9: N/2
Secticn 17 thru 20:
Section 29 thru 32:

All
All

TOMMSHIP 7 SOUTH, RANGE 24 EAST, NMPM .

Section 1: &All
Section 2: All
Section 3: E/2
Section 9 thru 15:
Section 22 thru 27:
Section 34 thrn 3é:

Ail
All
All

TOMRSHIP 7 SCUTH, RANGE 25 EAST, NMPM

Sectinn 6: W/2
Sectian 7: S/2
Section 13: SW/4
Section 14: S/2
Ssction 15: s/2
Section 18 and 19:
Section 20: S8/2
Section 22 thru 27:
Section 29 thru 32:
Section 34 thru 36:

A1l

All
ALl
All

TOMSSHIP 7 SOUTH, RENGE 26 EAST, NMPM

- Section 5: All
Section 6: All
Section 7 thm 10:
Section 11: W/2
Section 15 thru 17:
Section 18: N/2
Section 19 thru 22:
Section 28 thru 32:

ALL
a1l -

All
All

TOMMSHIP 8 SOUTH, RANGE 24 EAST, NMPM

Section 1 through 3
Section 10: E/2
Section 11: All
Section 12: All

: All

TOWMSSHIP 8 SOUTH, RANGE 25 EAST, NMPM

—

Section 1 through 1
Section 13 through

2: X1
16: X/2

TOMMSHIP 8 SOUTH, RANGE 26 EAST, NMPM

Section 6: W/2

(t) CXTEXD the West Pecos Slops-Abo Gas Pool in Chaves County, New Mexico, to include

therein:

TOWNSHIP 8 SOUTH, RANGE 22 EAST, NMPM

Sectionm 23: SE/4

Section 24: S/2 and NE/4

section 25 through
Section 28: E/2

27: all

TOWNSHIP 8 SOUTH, RANGE 23 EAST, 5iMPM

Section 3 through 5: aAll

Section 6: N/2

Section 8 through 10: N/2

Section 17: W/2
Section 18: SE/4
Section 19: Al)
Section 20: W/2
Section 29: W/2
Section 30: All
Section 3l: All
Section 32: W/2

W N MO F, MICROGRAPHICS
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TOMESHIP ¢ SOUTH, RANGE 23 EAST, NWMiM
Secriom 3: W/2
Sectian 4: All
Section 5: Al
Sectisn 6: ES2
Gection B8: All

{u) EXTEMD the East Red Lake-joeen-Graytarg ?ool in T&dy County, New Mexico, t2 include
therein:

CMSETP 16 SOUTH; RAWGE 28 EAST, MM
Section 25: E/2 ®E/4 and SE/4 SE/4

{v) EXTERD the Sand Ranch-Morrew Gax Pocl in Chaves County, New Mexico, to include
therein:

TOMESUIP 10 SUOTH, RANGE 29 EAST, WePR
Section 26: All

{w) EXTEND tne Szvwyer-San A.:dru Associsted Pool in Lea County, Sew Mexico, to include
therein: |

TOMRSEI? 10 SOUTH, RANGE 38 EAST, WKPM
Section 4: S5W/4

{x)} EXTEXD the Tom~Tom-San Andres Pocl in Chaves County, New Mexico, o include
therein:

TANMCHIP 8 F0UTH, BRANGE 31 EAST, NWPX
Secticm 7: All

{y) EXTEND the Turkeyr Track-Morrow Gas Pocl in Eddy Cotnty, New Mexico, to include
therein:

TOMKSHIP 13 SOOTH, FANGE 29 EAST, XMPM
Sactiom 2: W/2
Section 7: W/2

{z) EXTEND the Twir Lakes-5an Andres Associated Pool in Chawes County, Wew Mexico, to inciude
: therein:

mrnam,mzsm,m
Secticm 18: N/2 SES4 and SE/4 SE/R

{sa) EXTERD the South Vacunz-Wolfcamp Pool in Lea County, New Xaxico, to include therein:

TOMRSHIP 18 SOUTH, RANGE 315 EAST, NMPN
Section 16: SE/4
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Docket No, 134-82
DOCEKET: COMMISSTION HEARING - MOMDAY - MAY 17, 1982

| OIL CONSERVATION COMMISSIOM - 9 A.M.
BOCM 205 - STATE LAND OFFICE BUILDI®G,
SANTA FE, ¥EW MEXICO. '

CASE 7522: (2g NOVO)

Application of Santa Fe Exploration Co. for an unorthodox gas well locaticn, Eddy County, New Mexirco
Applicant, in the above-styled cause, seeks approval of an unorthodox location 660 feet from the North
nd Yest lines of Section 14, Towanship 20 South, Runge 25 East, Permo-fenn, Strawn, Atcka and Morrow
fcmticns. the N/2 of said Sectiom 14 to be dedicated to the weil.

Upcss application of Chama Petroleum Company, ti::.s case will be hearc ve sovo ,,...,;:.:.: 2 the mvnvicions
of Rule 1220.
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CASE 7476: [DE WOWO:

Application of Jack J. Gxyrderyg for compulscry pocling, Chaves County, Sew Nexioo.

Applicant, in the above-styled cause., seeks an oxder poociing sll mineral interesty dowa ~throogh
and incloding the Abo formation, undarlying two 160-acTe gas spacing units, being the ¥R/4 and
SE/4, respectively, of Sectioan 12, Toamship 5 South, Range 24 East, each o be dedicated to a
well to be drilled az a standard location tharecn. Alsc to be ciusidared will be the cost of
drilling and completing said vell and the allscation of the cost thereof as well as actual
operating costs and charges for sFupervisicn, desigsaticn of applicant 48 cperator of the well
and & charge for risk imvolved in Arilling said welil.

Tpem application of Nesa Petrolesun Company, this case will be heard De N¥owo jursuant to the
provisicas of Bule 1220.

CASE 75131: (T=E woW)

Application cf Nesa Petroclenn Company for crepuiscry pioling, Chaves County, New Nesl

applizant, io the above-styled cause, seeks an order pooling all mireral interests in the Abo
formaticn wnderlying the S£/4 of Sertion 12, Township 5 South, Range 24 East, t© be dedicated to

a well to be drilied at a standard location therecn. Aisc t be considered will be the cost of
drilling and completing said well and the allocaticn of the cost therecf as well as acrial operating
costs and charges for supervisicn, desigration of applicant as operator of the well and a charge
for risk inveclved in Arilling said well.

Upwaglmumdmmlmmy this case will be heard De Ncvo pursuant o the provisions
of Bale 1220.




KELLAHIN and KELLAHIN
Atorneys ot Low
S92 Dom Gaspar Avemoe

Javoa Kcllshia

W. Thomas Kellahia Posz Office Bas 1769

- Sants Fe, New Mexico §7501
Karee Anbrey

April 20, 1982

Mr. Joe D. Ramey

0il Counservation Division
P. O. Box 2088

Santa Fe, New Mexicc 87501

Re: Apollo 0il Company

Dear Mr. Ramey:

Please set the enclosed application for hearing
on the next available examiner docket now set for May 12,

1982. .

Very

WIK:rb

"Enclosure . ,

cc: Apollo 0il Company
Mrs. Clara Fowler
M. J. Collopy, Esq.

Telephone 932-42385
Area Cods SO3
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STATE OF NEW MEXICO ‘*”*1.2“‘~«f3§
DEPARTMENT OF ENERGY AND MINERALS
OIL CONSERVATION DIVISION

IN THE MATTER OF THE APPLICATION

OF APOLLO OIL COMPANY, FOR COMPULSORY

POOLING AT UNORTHODOX WELL LOCATION, o

LEA COUNTY, NEW MEXICO. Case 7277

APPLICATTION

COMES NOW APOLLO OIL COMPANY, by and through its
attorneys Kellahin & Kellahin, and applies to the New Mexico
0il Conservation Division for an order pooling all interest from
surface to the base of the Grayburg-San Andres Pool in the
NE/QSW/4 of Section 6, T19S, R38E, Lea County, New Mexico for
an'éil wéll to be located at a standard location and in
support thereof would show:

1. Applicant is an oil and gas operator and has
acquired the right to drill cerﬁain tracts in the NE/4SW/4
of Sectio&fﬁ.
) 2. Applicant proposes to drill a well at a standard
locatioh to the base of the Grayburg-San Andres Pool - Hobbs
Field.

3. Applicant has sought the cooperztion of all interested
parties involved in the proposed unit and has been unable to

obtain the necessary approvals or commitments to form a

voluntary unit for this well.




4. Those interested parties who have not joined in
the drilling of the well for this unit are as follows:

Mrs. Clara Fowler 257 Interest

P. 0. Box 612

Hobbs, New Mexico 88240

M. J. Collopy, Esq.

P. 0. Box 2297

Hobbs, New Mexico

Attorney for Mrs. Fowler

5. Copies of this application have been mailed to the
parties in paragraph 4 above.

6. Applicant desires to be designated operator of

the pooled unit.

7. To avoid the drilling of unnecessary wells, 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
0il in said unit, all mineral interests, whatever they may
be, underlying the~subject unit, should be pooled.

8. That any non-consenting working interest owner

that does not pay its share of estimcced well costs shouldhhave
withheld from production its share of reasonable well costs,
plus an additional 2007 thereof as a reasonable charge for the
risk involved in the drilling of the well.

9. Applicant should be authorized to withhold from
production the proportionate share of reasonable supervision
charge for drilling and producing wells attributable to each
non-consenting working interest owner. |

WHEREFORE, Applicant prays that:

1. This application be set for hearing before an examine

and that notice of said hearing be given as required by law.




2. Upon hearing the Division enter its order

granting the application as requested.

3. And for such other relief as may be just in

the premises.

KELLAHIN & KELLAHIN

Santa Fe, Néw Mexico 87501
(505) 982-4285

ATTORNEYS FOR APPLICANT




STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT

OIL CONSERVATION DIVISION

IN THE MATTER OF THE HEARING

CALLED BY THE OIL CONSERVATION

PDIVISION FOR THE PURPOSE OF '

CONSIDERING:

- /{ ‘ CASE NO. 7577
_ Order No. R-{;

| Srergy T
APPLICATION OF APOLLC & S ;

FOR COMEULSORY POOLING, LEA COUNTY, \

B

NEW MEXICO. Ao
. ‘\‘_/’

ORVER OF THE DIVISION

BY THE DIVISION:

This cause came on for hearing at 9 a.m. on May 12, 1982,

at Santa Fe, New Mexico, before Examiner Richard L. Stamets.

NOW, on this day of May, 1982, the Division

Director, having considered the testimony, the record, and the
recommendations of the Examiner, and being fully advised in the

t premises,
FINDS:

(1) That due public notice having been given as required

by law, the Division has jurisdiction of this cause and the

B subject matter thercef.
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(2) That the applicant, Apollo &+31—Cempeny, sceks an order

pooling all mineral interests from the surface through the base
of the San Andres formation underlying the SE/4 SW/4 of

Section 6, Township 19 South, Range 38 East, NMPM, Lea County,

New Mexico.

(3) That the applicant has the right to drill and proposes

to drill a3 well at a standard location thereon.

(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 unnecéssary wells, to
protect correlative rights, and to afford to the owner of each

interest in said unit the opportunity to recover or.receive

O | it

i

without unnecessary expense his just and fair share of thengas. {
in said pool, the subject application should be approved by

pooling all mineral interests, whatever they may be, within said

unit.

(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 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 interest owner who
does not pay his share of estimated well costs should have
withheld from production his share of the reasonable w2ll costs

plus an- additional 2720 percent thereof as a

reasonable charge for the risk involved in the drilling of the

well.




(9) That ahy 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 following determination of reasonable well costs,
any non-consenting working interest owner who bas 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 that paid estimated well

costs exceed reasonable well costs.

oo Ol

(11) That $ /70 _ per men%; while driiling and
o .

s /75 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
thereto, tlie operator should be authorized to withhold from
production the proportionate share of actual expenditures
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 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 driliing of the well to which said unit is

dedicated on or before __%é_ér__/ . /982 , the o ler

‘pooling said unit should become null and void and of no effect

whatsoever,




IT IS THEREFORE ORDERED:

{1) That all mineral interests, whatever *hey may be, froem
tﬁe surface through the base of the San Andres formation
underlying the SE/4 SW/4 of Section 6, Township 19 South, Range
3§ East, NMPM, Lea County, New Mexico, are hereby pooled to form
a standard 40-acre oil spacing and proration unit to be
dedicated tc a well to be drilled at a standard location

thereon.

PROVIDED HOWEVER, that the operator of said unit shall

commence the drilling of said well on or before the ﬁgjz
day of J§;E§£Lk££;=_____, 1982, and shall thereafter continue the

drilling of said well with due diligence to a depth sufficient

to test the San Andres formation:

PROVIDED FURTHER, that in the event said operator does not

commence the drilling of said well on or before the //;épﬂb—ﬂ
day of , 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 Division for good cause shown.

FROVIDED 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 Ovder (1) of this order should not be

‘rescinded.

{:;zz,-mc.
(2) That Apollo &i is hereby designated the

operator of the subject well and unit.

(3) 'That after the effective date of this order and within

90 days prior to commencing said well, the operator shall




furnish the Division and each known working interest owner in

the subject unit an itemized schedulc of estimated well costs.

{4)  That within 30 days from the date the schedule of
estimated well costs is furnished tc 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 nis share
of reasonable well costs out of production, and that any such
owner who pays his sﬁare of estimated well costs as provided
above shall remain liable for operating costs but shall not be .

liable for risk 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
“Division and the Division has not objected within 45 days
following receipt‘of said schedule, the actual 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 withhold the

following costs and charges from procduction:




{A) The pro rata share of reasonable well
costs attributable to each non-consenting
working interest owner who has not paid
his share o©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, A0

percent of the pro rata share of
reasonable well costs attributable to each
non-consenting working interest owner who
has not paid his share of estimated well
costs within 30 days Lrom the date the
schedule of estimated well <costs is
furnished to him.

{8) Thdat the operator shall distribute said costs and
charges withheld from production to the parties who advanced
the well costs.

{3} That $ Aﬂﬂjﬁ’ per %é&ih while drilling and
$ 7608 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 tc each non-consenting working interest,
and in addition thereto, the operator is hereby authorized to
withhold from production the proportionate share of actual
expenditures required for operating such well, not in excess
of what are reasonable, attributakle to each non-consenting
working interest.

(190} ‘rhat any unsevered mineral interest shall be
considered a seven-eighths (7/8) working interest 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
out of preduction 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 producticon from the subject
well which are not disbursed tfor any reason shall immediately
be placed in escrow in Lea 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 agent.

(13) That jurisdiction of this cause is retained for the
entry of such further orders as the Division may deem
necessary.

DONE at Santa Fe, New>Mexico, on the day and year
hereinabove designated.

OIL CONSERVATION DIVISION

JOE D. RAMEY,
Dircctor
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