


BEFORE THE OIL CONSERVATION COMMISSION OF THE
STATE OF NEW MEXICO
IN THE MATTER CF THE APPLICATION

OF EL PASO NATURAL GAS COMPANY FOR
COMPULSORY COMMUNITIZATION OF THE

E/2 OF SECTION 32, TOWNSHIP 31 o
NORTH, RANGE 10 WEST, N, M. P. M., No. Q?Q
SAN JUAN COUNTY, NEW MEXICO, OR,

IN THE ALTERNATIVE, FOR UNORTHODOX
SPACING:

TO THE HONORABLE COMMISSION:

Your Applicant, EL PASO NATURAL GAS COMPANY, represent§
that it is a Delaware corporation, with a permit to do business ié
the State of New Mexico, and that it is the present owner and
holder of leasehold rights or gas operating rights to the base ofi
the Mesaverde Formation under the following described oil and |

gas leases:

(a) New Mexico State Lease B-10735-32, dated October 20, 1943, |
Harry S. Wright, Lessee, embracling, among other lands, the |
following described land in San Juan County, New Mexico: i
Township 31 North, Range 10 West, N. M. P. M., Section 32,
NW/4 NE/4, containing forty (40) acres, more or less;

{b) New Mexico State Lease B-10735-33, dated October 20, 1943,
Harry S. Wright, Lessee, embracing, among other lands, the
followlng described land in San Juan County, New Mexico: ;
Township 31 North, Range 10 West, N, M., P. M., Section 32, |
NE/4 NE/4, containing forty (40) acres, more or less;

(¢) New Mexico State Lease E-2724-2, dated June 10, 1949, ;
Manuel A, Sanchez, Lessee, embracing, among other lands, thei
following described land in San Juan County, New Mexlico:
Township 31 North, Range 1C West, N. M. P. M., Section 32,
NE/4 SE/4%, containing %0 acres, more or less; i

(d) New Mexico State Lease B-10735-29, dated October 20, 1943,
Harry S. Wright, Lessee, embracing, among other lands, the
following described land in San Juan County, New Mexlico:
Township 31 North, Range 10 West, N. M. P. M., Secticn 32,
SE/4 SE/4, containing forty (40) acres, more or less,

Your Applicant represents that Brookhaven 0il Company,

a corporation, owns an undivided one-half {(1/2) interest and your |

l
applicant an undivided one-half (1/2) interest in New Mexico Statd

Lease B-11124-32, dated March 21, 1944, Lessee Harry S. Wright,
embracing, among other lands, the following described land in Sani

Juan County:

Township 31 North, Range 10 West, N. M. P, M., Section

32, SW/4 SE/4, containing forty 140) acres, more or
less.

Your Applicant further represents that Edward Zvensen
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is the present owner and holder of New Mexico State Lease E—k99-5;

dated August 13, 1945, Harry S. Wright, Lessee, embracing, among %

Jther lands, the following described land in San Juan County:
Township 31 North, Range 10 West, N, M. P, M., Section i
32, SW/4 NE/4, containing forty tuo) acres, more or :
less.

Your Applicant represents vhat all the present owners ;
and holders of the above described leasehold rights, aggregating
240 acres, more or less, have agreed to communitize and pool,
and have executed appropriate communitization agreement to ‘
communitize and pool the above described oll and gas leases 1nsof§r
as sald leases cover the above described land, in order to form
one tract or drilling unit for the productlon of dry gas and liqu?d
hydrocarbons extracted therefrom from the surface to the base of f
the Mesaverde Formation. |

Your Applicant further represents that A, S. Hopkins,

whose mail address is P. C. Box 257, Cambridge 39, Massachusetts,

i
H

|
|
i
{
|
{

|
is the present owner and holder of State of New Mexlcc Lease !

H

B-10735-5, insofar as it covers the SE/4 NE/k of said Section 32,

containing forty (40) acres, more or less.
Your Applicant further represents that Charles W, Shaf%er,
whose address is 410 West Palmer Street, Glendale, Caiifornia, M>?
owned State of New Mexlco Lease B-10567, insofar as 1t covered
the NW/4 SE/4 of said Section 32, and that your Applicant is
informed and‘believes that said lease expired by its own terms on:

August 20, 1353, and that the State of New Mexico is the owner of

the 011 and gas rights in and to said NW/4 SE/4 of said Section 32.
i

Your Applicant represents that it made diligent efijrt%
!

to enter agreement with A, S, Hopkins as to the leasehold interesﬁs

owned by him for communitization of his interests with the other

leasehold interests owned by your Applicant, by Brookhaven 0il |
Company, and by Edward Evensen, and that A. S. Hopkins has refuse@
to Join in any communitizatlion agreement, or to sell his leaseholé
interest for the market value thereof. i

Your Applicant represents that it made diligent efforté

to enter an agreement with Charles W, Shaffer for communitization




of the tract of land forwmerly owned by him, uvr in the alternativei
to purchase from the said Charles W, Shaffer his leasehold 1ntere§t
insofar as it covers the NW/4 SE/4 of said Section 32, and that
your Applicant was unable to obtain agreement of lease owner for |
communitization or to complete purchase 1in time to begin drillingé
operations prior to expiration of the lease, é
Your Applicant represents that pursuant to the terms
and provisions of Order No. R-110, entered by this Commission, 32d
acre spacing has been established for drilling gas wells to the E
Mesaverde Formation, in San Juan County, New Mexico, and that youé
Applicant has exercised due diligence, but has been unable to !
obtain corcurrence of owners of leases as to 80 acres lying withié
the E/2 of said Section 32, Your Applicant represents that the i
E/2 of Section 32 contains 320 acres of land, and is a proper

!
¥

spacing unit for drilling a Mesaverde well, and that your Applicaqt
and the other owners of o0il and gas leasehold rights who desire z
to communitize or pool the leases into a uniform spacing unit
will be deprived of their opportunity to recover their Just and
equitable share of the natural gas in the gas pool lying under :
the tracts of land covered by their leases unless this Commission
requires the owners of o0ll and gas leasehold interests or mineral
rights who have not joined 1n the communitization agreement to
communitize or pool their interests to form a proper spacing unit.

Your Applicant respectfully requests that an appropriat

[«

order be entered by the Commission directing theowners of outstanding
01l and gas leasehold rights or mineral interests in the SE/4
NE/4 and the NW/4 SE/4 of said Section 32 to communitize or

pool their interests, pursuant to the terms of a communitization

agreement which has been filed for approval wlth the Commissioner

of Ppblic Lands of the State of New Mexico. |

In the alternative, your Applicant requests that 1if thi%
Commission determine that it will not order compulsory poocling of%
the E/2 of Section 32, then, in that event, the Commission issue i
an appropriate order designating the following tracts of land, ;

to-wit, N/2 NE/4, SW/3 NE/4, S/2 SE/4 and NE/4 SE/4 of said Section 32
{

. containing 240 acres, more or less, as an unorthodox spacing unit;
; ) g !

{
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and permit your Applicant and the cooperating leasehold owners

to produce gas therefrom,

i Respectfully Submitted,
i EL PASO NATURAL GAS COMPANY,

| b DAl
!

| /A

; ~ Httorney |

|
1]




COMMUNITIZATION AGREEMENT

(Sunray State #l1)

THIS ACREEMENT, made and entered into this lst day of September, 1953, by

and between EL PASO NATURAL GAS COMPANY, a Delaware corporation, whose address is

pPost Office Box 1492, El Paso, Texas (hereinafter sometimes referred to as ™El Paso™);
SUNRAY OIL CORPORATION, a Delaware corporation,; whose address is First National Bank
Building, i1ualsa, Oklahoma; DELHI OIL CORPUORATION, a Delaware corporatisn, whose address
is Corrigan Tower, Dallas, Texas; BRCOKHAVEN OIL COMPANY, a Delaware corporation, whose
address is F;;fsgwlfg?onal Bank Building, Albuquerque, New Mexico; EDWARD EVENSEN and
wife, HARRIKT E. EVENSEN, whose address is 739 Haight Street, San Francisco 17, Cali-

fornia; and A, 5. HOPKINS, whose address is P+ O. Box 257, Cambridge 39, Massachusetts;

WITNESSETH:

T e e — e — —

WHEREAS, El Paso is the present owner and holder of that certain New Mexico
State Lease, bearing Serial Number B-10735-32, formerly a part of New Mexico State
Lease B-10735, insofar as the same covers the gas operating rights down to and includ-
ing the base of the Mesa Verde formation, executed in favor of Harry S. Wright, as
Lessee, under date of October 20, 1943, by the sState of New Mexico, as Lessor, embrac-
ing among other lands, the following described land in San Juan County, New Mexico:
Township 31 North, Range 10 West, N.M.P.M.
Section 32: Nw/4 NE/4
containing 40,00 acres, more or less; and
WHEREAS, by a Contract with El Paso dated January 14, 1953, Sunray 0il Cor-
poration retained and reserved all of the oil vperating rights, the gas operating
rights below the base of the Mesa Verde formation, and certain gas overriding royalties
in the above described tract; and
WHEREAS, E1 Paso is the present owner and holder of that certain New Mexico
State Lease, bearing Serial Number B-10735-33, formerly a part of Ncw Mexico State
Lease B-10735, executed in favor of Harry S. Wright, as Lessee, under date of October
20, 1943, by the State of New Mexico, as Lessor, embracing among other lands, the
following described land in San Juan County, New Mexico:
Township 31 North, Range 10 West, N.M.P.M.
Section 32: NE/4 NE/4 :
containing 40,00 a.res, more or less; and

WHEREAS, El Paso is the presert cowner and holder of that certain New Mexico

XM 647
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State Lease, bearing Serial Number [5-2724-2, formerly a part of New Mexico State

Lease 1-2724, insofar as the same covers the gas operating rights down to and including

the base of the Mesa Verde formation, executed in favor of Manuel A. Sanchez, as lessee,
under date of June 10, 1949, by the State of New Mexico, as Lessor, embracing among
other lands, the following described land in San Juan County, New Mexico:

Township 31 North, Range 10 West, N.M«P.Me

Yection 323 NE/4 3E/4
containing 40,00 acres, more or less; and

WHERIAS, £l Paso is the present owner and holder of ihat certain New Mexico
State Lease, bearing Serial Number B-10735-29, formerly a part of New Mexico State
Lease B-10735, insofar as the same covers the gas operating rights down to and in-
cluding the base of the Mesa Verde formation, executed in favor of Harry 5. Wright,
as lessee, under date of October 20, 1943, by the State of New Mexico, as Lessor,
embracing among other lands, the following described land in San Juan County, New
Mexico:
Township 31 North, Range 10 West, N.MJ.P.M.
Section 32: SE/4 SE/4
containing 40,00 acres, more or less; and
WHEREAS, by a Contract with El Paso dated January 18, 1952, Delhi 0il Cor-
poration retained and reserved all of the oil operating rights, the gas operating
rights below the base of the Mesa Verde formation, and certain gas overriding royalties
in the last two above described tracts; and
WHEREAS, Brookhaven 0il Company as to an undivided one-half (4) interest, and
E1l Paso as to an undivided one-half (%) interest, are the present owners and holders
of that certain New Mexico State Lease, bearing Serial Number B-11124-32, fommerly a
part of New Mexico State Lease B—11124, executed in favor of Harry 5. Wright, as
Lessee, under date of March 21, 1944, by the State of New Mexico, as Lessor, embracing
among other lands, the following described land in San Juan County, New Mexico:
Township 31 North, Range 10 West, NeM.P.M.
Section 323 SW/4 SE/4
containing 40,00 acres, more or less3 and
WHEREAS, by an Operating Agreement dated November 27, 1951, as supplemented
by that certain Operating Agreement dated January 2, 1952, which agreements have been
filed with the Commissioner of Public Lands of the State of New Mexico, Brookhaven
0il Company assigned an undivided one-half (1) interest, transferred the operating

rights and designated E1 Yaso as Operator of the above described tract; and

.




WHEREAS, Edward Evensen is the present owner and holder of that certain
New Mexico State Lease, bearing Serial Number E-499-5, formerly a part of New Mexico
State Lease [£-499, executed in favor of Harry S. Wright, as lLessee, under date of
August 13, 1945, by the >State of New Mexico, as Lessor, embracing among other lands
the following described land in San Juan County, New Mexico:
Township 31 North, Range 10 West, NMJPM.
Section 32: SW/4 NE/4
containing 40,00 acres, more or less; and
WHEREAS, A, 5. Hopkins is the present owner and holder of that certain New
Mexico State Lease bearing Serial Number B-10735-5 executed by the State of New Mexico
as Lessor under date of October 20, 1943, and embracing among other lands the following
described land in San jJuan County, New Mexico:
Township 31 North, Range 1U West, N.M.P.Mo
Section 32: SE/4 NE/4
containing 40.00 acres, more or less; and
WHEREAS, the State of New Mexico is the present owner and holder of the -
mineral estate in and under the following described land in San Juan County, New
Mexico:
Township 31 North, Range 10 West, N.M.P.M.
Section 32: Nw/4 SE/a
containing 40.00 acres, more or less; and
WHEREAS, the last above described tract is not subject to any outstanding
0il and Gas Lease; and
WwHEREAS, in order tc expedite the execution of this Agreement, all of the
overriding royalty owners on each of the above described tracts are ratifying this
Agreement; and
WHEREAS, under the applicable rules and regul “tions of the 0il Conservation
Commission of the State of New Mexico, it is necessary to form a tract or drilling
unit consisting of three hundred and twenty (320) acres for the drilling of a Mesa
Verde well; and
WHEREAS, Article 8-1138 of the New Mexico Statutes (lLaws 1943, che. 88, sece.
1, pagé 146) provides that for the purpose of more properly conserving the oil and gas
resources of the State of New Mexico, the Commisgioner of Public lands may consent to
and approve the developmenf or operation of State lands under Agreements made by
Legsees of State Lands, jointly or sewvzrally, with other Lessees of State Lands; and
WHEREAS, the parties hereto desire to commmitize and pool all the above de-

scribed oil and gas leases, insofar as the above leases cover the above land, in order
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to form one tract or drilling unit for the production of dry gas and liquid hydro-
carbons ext: .cted therefrom, from the Mesa Verde formation, as follows:

Yownship 31 North, Range 10 West, N.M.P.M.

Section 32: E/2

containing 326,00 acres, more or less; and

WHEREAS, in order to be consistent with existing rules and regulations
covering well spacing and production allowables, the parties hereto desire to operate
the entire communitized tract for the purpose and intention of developing dry gas and
liquid hydrocarbons extracted therefrom, from the Mesa Verde formation, as an entirety
in accordance with the terms and provisions of this Agreement;

NOw, THEREFORKE, in consideration of the premises and mutual advantages of-
fered by this Agreement, it is mutually covenanted and agreed by and between the parties
hereto as follows:

1. The lands subject to this Agreement shall be developed and operated for
dry gas and liquid hydrocarbons extracted therefrom producible from the Mesa Verde for-
mation as an entirety with the understanding and agreement that the dry gas and liquid
hydrocarbons extracted therefrom so produced from the above-described communitized
tract of three hundred and twenty (320) acres, shall be allocated among the leaseholds
comprising said acreage in the proportion that the acreage interest of each leasehold
bears to the entire acreage interest committed hereto. The royalties payable for dry
gas and liquid hydrocarbons extracted therefrom so allocated to the lands comprising
the leaseholds and the rentals provided for therein shall be determined and paid on
the basis respectively prescribed in the individual leases.

2. El Paso shall be th~ unit operator of said communitized tract and all
matters of operation, adjustments between the working interest owners, and payments
of royalties, overriding royalties and rentals shall be govermed by the provisions of
the Unit Operating Agreement executed by the working interest owners contemporaneously
with the execution of this Agreement, There shall be no obligation on El Paso to
offset any dry gas well or wells on separate component tracts, into which said com-
munitized unit is now or may hereafter be divided, nor shall E1 Paso be required to
separately measure said dry gas and liquid hydrocarbons extracted therefrom by reason
of the diverse interests in the dry gas in and under said tract, but El Paso shall
not be released from its obligation to protect said communitized unit from drainage
by a dry gas well or wells which may be drilled offsetting said tract.
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3. Except as herein modified and changed, said oil and gas leases here-

inabove described shall remain in full force and effect as originally made and issued.
It is furthar agreed that the commencement, completion, continued operation or pro-
duction of a well or wells for dry gas and liquid hydrocarbons extracted therefrom on
the communitized tract from the Mesa Verde formation as an entirety shall be construed
and considered as the commencement, completion, continued operation or production as
to each lease committed hereto.

4, All production of dry gas and disposal thereof shall be in conformity
with allocations, allotments and quotas made and fixed by any duly authorized person
or regulatory body under applicable Federal or State Statutes. The provisions of this
Agreement shall be subject to all applicable Federal or State Statutes or executive
orders, rules and regulations which affect performance of any of the provisions of
this Agreement and El1 Paso shall not suffer a forfeiture or be liable in damages
for failure to comply with any of the provisions of this Agreement if such compliance
is prevented by or if such failure results from compliances with any such law, rule
or regulatioq.

5. This Agreement shall be effective as of the date hereof upon execution
by the parties hereto notwithstanding the date of execution, and upon approval of the
Commissioner of Public lands of the State of New Mexico, and shall remain in force
and effect for a period of two (2) years and so long thereafter as dry gas and liquid
hydrocarbons extracted therefrom are produced from any part of said commmitized unit
in paying quantities, provided that prior to production in paying quantities from
said communitized unit and upon fulfillment of all requirements of the 0il Conservation
Commission of the State of New Mexico with respect to any d:j hole or aba=mdoned well,
this Agreement may be terminated at any time by the mutual agreement of the parties
hereto.

6. This Agreement shall be subject to the consent and approval of the Com-
missioner of Public Lands of the State of New Mexico.

7« This Agreement shall be binding upon the'parties hereto and shall extend
and be binding upon their heirs, executors, administrators, successors and assigns.

8« This Agreement may be executed in one or more counterparts by any of tna2
parties hereto and ail counterparts so executed shall be taken as a single Agreement
and shall have the same force and effect as if all parties had in fact executed but

a single instrument.




IN WITNESS WHEREOF, the parties have executed this Agreement on the day

and year first hereinabove written,

ATTEST: - EL PASQ NATURAL CO ANY
//r\' ,/ S ;
[ ranta By,
Assistant Secretary Vice President
ATTEST: SUNRAY OIL CORPORATION
By
Secretary Vice President
ATTEST: BROOKHAVEN OIL COMPANY

/?e(sz.dent

ATTEST: DELHI OIL CORPORATION

By
Secretary President

Edward Evensen

* W; gkb—»—a.f_./'\‘,—/ A. S, HOpkins

Harrizt Evensen
P O R s

OFFICE OF COMMISSIONER OF PUBLIC LANDS
Santa Fe, New Mexico

I HEREBY CERTIFY that the foregoing Communitization Agreement was filed in

my office on the l g— day of@" s AeDe, 1953,

and CONSENTED TC and APPROVED by me on W { (g , AuDe, 1953,

Commissioner o'} Puélic Lands

O KW % X R N X O E KN ® NN

STATE OF TEXAS .

)
COUNTY OF EL FASO

On this g day of CW-’MJ , 1953, before me appeared H.

Fe. Steen, to me personally kiiown, who, being by me duly sworm, did say that he is the
Vice President of EL PASO NATURAL GAS COMPANY, and that the seal affixed to the fore-
going instrument is the corporate seal of said corporation, and that said instrument
was signed and sealed in behalf of said corporation by authority of its board of di-
rectors, and said H. F., Steen acknowledged said instrument to be the free act and
deed of said corporation.

N WITNESS WHEREQF, I have hereunto set my hand and affixed my official

seal the day and year in this certificate first above written. Z
My commission expires: Z

Notary Public, Cohn:y of El Paso,

—_— %ike M Richyrdeon State of Texas
Toxts
Public, in anu tor i Paso County,
"ﬂ"'vy commizsion @xpires Juns 1, 1965 e




STATE OF OKLAHOMA J

)
COUNTY OF TULSA J
On this day of » 1953, before me appeared
s to me personally known, who, being by me
duly sworn, did say that he is the President of SUNRAY OIL CURPORATION, and

that the seal affixed to the foregoing instrument is the corporate seal of said cor-

poration, and that said instrument was signed and sealed in behalf of said corporation
by authority of its board of directors, and said
acknowledged said instrument to be the free act and deed of said corporation.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my official seal
the day and year in this certificate first above written.

My commission expires:

Notary Public, County of Tulsa,
State of Oklahoma

STATE OF NEW MEXICO

COUNTY OF BERNALILLO

ﬁn this ?Z:A‘ day of ‘22.1 Qéc r s 1953, before me appeared
28 SeoZZ /vy s to me personally known, who, being by me

duly sworn, did say that he is the President of BROOKHAVEN OIL COMPANY, and
that the seal affixed to the foregoing instrument is the corporate seal of said cor-
poration, and that said instrument was signed and sea)led in behalf of said corporation
by authority of its board of directors, and said

acknowledged said instrument to be the free act and deed of said corporation,

)
)
)

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my official seal
the day and year in this certificate first above written.

My commission expiress ]
W uve (3 /957 Notary %ublic, County of Be%li_llo ,
S

tate of New Mexico

STATE OF TEXAS )
J
COUNTY OF DALLAS )
On this day of s 1953, before me appeared
s to me personally known, who, being by me
duly sworn, did say that he is the President of DELHI OIL CORPURATION, and

that the seal affixed to the foregoing instrument is the corporate seal of said cor-

poration, and that said instrument was signed and sealed in behalf of said corporation
by authority of its board of directors, and said
acknowledged said instrument to be the free act and deed of said corporation.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my official seal
the day and year in this certificate first above written.

My commission expires:

Notary Public, County of Dallas, State
of Texas




STATE OF CALLIFORNIA )

)

COUNTY OF SAN FRANCISCU J
On this g 27 day of «i./ Hrl A, , 1953, before me appeared Edward

Evensen and Harriet- s -Kvensen, hig—wife, to me known to be the perspn# described in
and who executed the foregoing instrument, and acknowledged to me thé?’executed the
same as their free act and deed.

’/Ld "3

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my official seal
the day and year in this certificate first above written.

My commission expires: /.

tv‘f"’ hia /L e

-/ . g ""2"\
AT LT B Votar?’Publlc, County of San Francisco,

State of California

STATE OF MASSACHUSETTS }

)

COUNTY OF )
On this day of s, 1953, before me appeared A. S,

Hopkins, to me known to be the person described in and who executed the foregoing
instrument, and acknowledged to me he executed the same as his free act and deed.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my official
seal the day and year in this certificate first above written.

My commission expiress

Notary public, County of
State of Massachusetts

STATE OF CALIFORNIA
COUNTY OF CONTRA COSTA( *=

29% “eptembey 7
On this day of P in the year one thousand nine hundred and : 1m m

before me VERNON C. ROUNER, a Notary Public in and for said County und State, residing therein, duly

commissioned and sworn, personally appeared

dsrriet 7. Tvensen

known to me to be the person degcribad in, whose name . ﬂig

subscribed to and who exscuted the within instrumert, ard acknowledged that *
executed the same, 8S hqﬁ[f e act snd deed.
IN WITNESS WHEREOF, 1lbve hereunto set my hand and

ixed my official seal at my

cfiice in said County, the day ‘end Yyear ln this Certificate-{irst e wj on.
i ! ’,’ . ‘. )
L \\M_};WM ' /tW// .
2 5 Notary Public in cin and for said County and-State
My Commission Expires /1' /53 f
FURRER'S, H!CB.MOND
-8-
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NOTICE OF PUBLICATION
STATE OF KEW MEXICO

OIL CONSERVATION COMMISSICN
SANTA FE - NEW MEXICO

The State of New Mexico by its Oil Conservation Commission hereby gives

notice pursuant to law and the Rules and Regulations of said Commission
promulgated thereunder of the following public hearings to be held at 9 olclock

a, m, on October 15, 1953, at Mabry Hall, State Capitol, Sania Fe, New Mexico,

STATE OF NEW MEXICO TO:

All named partics and persons
having any right, title, interest
or ciaim in the followirg cases,
and notice to the public.

{(Note: All iand descripticns herein refer to the New Mexico Principal Meridian,
whether or not so stated.)

CASE 595:

In the matter of the application of El Paso Natural Gas Company for
compulgory unitination of the E/2 of Section 32, Township 31 North, Rge, 10
West, 3an Juan County, New Mexico; or, in the alternative, for approval of
an umorthodox drilling unit of 240 acres, more or less, in the E/2 of said
Section 32, Township 31 North, Range 10 West,

CASE 5%6:

In the matter of the application of El Paso Natural Gas Company for
ceompulsory unitization of the E/2 of Section 32, Township 30 North, Range 8
West, San Juan County, New Mexico; or, in the alternative, for approval of an
unerthodox drilling umit of 280 acres, more or less, in the E/2 of said Section
32, Township 30 North, Range 8 West,

GIVEN under the seal of the New Mexico Ofl Conservation Commaission
at Santa ¥Fe, New Miexico, this 28th day of September, 1953,

STATE CF NEW MEXICO
OlIL CONSERVATION COMMISSION

R, R, Spurrier,

Secretary
SEAL
c3
Mr. A. S. Hopkis yg
P. 0. Box 257 : -
Cambridge 39, Mass. ‘ f

The above notice represents proper legal advertisement as made in
New Mexico publications in counties concerned as required by Rules
e2d Kegulations.
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In repiy refer to:
Unit Division

January 16, 1357

£1 Paso Matural Gas Company
P. O. Box 1492
£l Paso, Texss

Re: Sunray State No. 1 VYell
Communitization,
s:/ly N£/lp of Sec. 32=3IN=10V
Ratification and Jolinder

Attention: Mr. Joe V. Cherry
Area Landman
Lesse Department

Gentlemen:

We are returning to you two approved
copies of the above designated Instrument and
are forwarding one approved copy to the
New Mexico 0Ol Conservation Commission for
their files,

Very truly vours,

FURRAY Z. MORGAN
Commissioner of Pubifc Lands

MEM:MMR /m
enci 2

cct OCC=Sante Fe



RATIFICATION AND JOINDER OF COMMUNITIZATION AGREEMENT

Sunray State #1

WHEREAS under date of September 1, 1953, E1 Paso Natural Gas Cb-pnny
et al, entered into a Communitization Agreement and Operating Agreement covering
the developmeant of the Mesaverde formation for dry gas and associsted liquid
hydrocarbons in and under the following described tract of land in San Juan County,
New Mexico, to-wit:

Township 31 North, Range 10 West, N.M.P.M.
Section 32: E/2
Containing 320.00 acres, more or less; and

WHEREAS the above mentioned Communitization Agreement was approved by
the Commigsioner of Public Lands of the State of New Mexico on October 16, 1953;
and

WHEREAS Charles E. Osgood, Jr., is the owner and holder of State of New
Mexico 0il and Gas Lease Number 0G-171 issued under date of September 18, 1956, to
Claud E. Aikman as lessee, described as follows, to-wit:

Township 31 North, Range 10 West, N.M.P.M.
Section 32: SE/4 NE/4
Containing 40.00 acres, more or less; and

WHEREAS the said Charles E. Osgood, Jr., desires to ratify, confirm,
adopt and join said Communitization Agreement and Operating Agreement and subject
his leasehold rights to the terms thereof;

NOW THEREFORE, Charles E. Osgood, Jr., does hereby ratify, adopt, confirm
and join in said Communit'<ation Agreement and Operating Agreement and does hereby
subject his leasehold interest in State Oil and Gas lease 0G-171 to all the terms
and conditions of said Communitization Agreement and Operating Agreement, in the
same manner and with the same results as if he had originally executed said Agree-

ments,

[
T
w

EXECUTED this day of




Office of Commissioner of Public Lands
Santa PFe, New Mexico

I hereby certif hat the foregoing Ratification and Joinder was filed

in my office on the éé = day of 195 , and consented
é . 195;7 .

to and approved by wme on this J@?’a

Commissioner ?T}fblic Lands

STATE OF 7TEX/.3
COUNTY OF FOTTIR

On this 1lith day of dovelier , 1957 , before me
appeared Charles E. Osgood, Jr., to me known to be the person described in and who

executed the foregoing instrument, and acknowledged tc me he executed the same as
his free act and deed.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my official
seal the day and year in this certificate first above written.

My Commission expires:

’ -
Ladan?

) A P

" ﬁ&?mr,é/ HAZM{Z,Q/

Notary Public, County of
rothar

State of PR
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designated drilling unit of not less than three hundred twenty (320) acres of
land, more or less, according to legal subdivision of the United States Land
Surveys, in which unit all the interests are consolidated by pooling agreement
or otherwise and on which no other well is completed or approved for comple-
tion, in the pool."

(6) That on May 28, 1953, a Notice of Intention to Drili, (Form C-101),
was approved by a duly authorized Commission Oil and Gas Inspector, said
Notice of Intention to Drill being filed by the applicant, El Paso Natural Gas
Company for permission to drill a well to be known as the #1, Sunray State,
to be located 1090 feet from the north line and 1650 feet from the east line of
Section 32, Township 31 North, Range 10 West, NMPM., San Juan County,
New Mexico; said v 211 to be drilled to the Mesaverde formation; said Notice
of Intention to Drill designating the east half of Section 32, Township 31
North, Range 10 West, NMPM., as the designated drilling unit as provided
in Order R-110. That drilling cperations were commenced on said well on
August 7, 1953 and the well completed on September 10, 1953 with an initial
potential of 5,168,000 cubic feet of gas per day.

(7) That applicant has made extensive efforts to communitize the
acreage lying within the East half of Section 32 and has only been successful
in obtaining signatures from working interest owners covering 240 acres of
the land lying within the 320 acre drilling unit.

(8) That on the date the well, the #1, Sunray State, was spudded,
August 7, 1953, the following working interest owners of the following
described B0 acres, lying within the 320 acre designated drilling unit, had
not signed the cornmunitization or pooling agreement:

A. S. Hopkins, P, O. Box 257, Cambridge 39,
Massachusetts -- SE/4 NE/4, Section 32, Town-
ship 31 North, Range 10 West, NMPM, containing
40 acres, more or less,

Charles W. Shaffer - 410 West Palmer Street,
Glendale, California -- NW/4 SE/4, Section 32,
Township 31 North, Range 10 West, NMPM,
con*aining 40 acres, more or less.

(9) That applicant and other owners of oil and gas leasehold rights who
desire to communitize or pool the leases into a uniform spacing unit will be
deprived of their opportunity to recover their just and equitable share of the
natural gas ir the gas pool lying under the tracts of land covered by their
leases unless this Commission requires the owners of oil and gas leasehold
interests or mineral rights who have not joined in the communitization
agreement to commaunitize or pocl their interests to form a proper spacing
unit. ‘

{(10) That the applicant should furnish this Commission with a2 copy of
the unit operating agreement.

{(11) That the costs of development and operation of the pooled unit shall
be limited to the lowest actual expenditures required for such purpose, inclu-
ding a reasonable charge for supervision; and in case of any dispute as to
such costs, the Commission shall determine such costs,

{12) That the drilling of a well or wells on isolated 40-acre tracts
lying within the E/2 of Section 32 would be wasteful.

IT IS THEREFORE ORDERED:

(1) That the application of El Paso Natural Gas Company for compul-
sory communitization of the East Lalf of Section 32, Township 31 North, Range




" as making any determination as to title or ownership of any lease or leases or.

designated.

 SEAL i - | ‘
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10 West, NMPM, San Juan County, New Mexico be, and the same hereby is
approved, and the lands listed under State Qil and Gas Lease B-10735-5
owned by A. S. Hopkins, his successors or assigns, insofar as it covers
the SE/4 NE/4 Cection 32, Township 31 North, Range 10 West, NMPM., and
the lands listed under State Oil and Gas Lease B-10567, owned by Charles
W. Shaffer, his successors or assigns, insofar as it covers the NW/4 SE/4
Section 32, Township 31 North, Range 10 West, NMPM., be and the same
hereby are ordered communitized with the remaining 240 acres, more or
less, lying withir the East half of Section 32, Township 31 North, Range 10
West, NMPM.

(2) That the operator of the unit area, El Paso Natural Gas Company,
shall furnish this Comrmission with a copy of the unit operating agreement
together with any other pertinent data which the Commission may, from time .
to time, deermn necessary in order to determine that eaca owner of oil and gas
leasehold interests or mineral rights receives his just and equitable share of
the proceeds received from the sale of oil or gas, or both.

PROVIDED FURTHER, That nothing herein contained shall be construed

mineral interests involved herein.

DONE at Santa Fe, New Mexico on the day and year hereinabove

STATE OF NEW MEXICO
OIL CONSERVATION COMMISSION

5 e (—

EDWIN L., MECHEM, Chairman

E. S, WALKER, Mem er

3 )

. < /ﬁOQ4uzuA/
R. R, SPURRIER Member and Secretary




O!L CONSERVATION COMMISSION
P. O. BOX 871

SANTA FE, NEW MEXICO

Decesber 21, 1953

El Pazh Natural Oas Company
Attention: Mr. Ben Howell, Attorney
Bessett Tower

EL PASO TEXAS

Cestlenen: REs  OCC Case 595

We emclose sigmed ocpy of Owder R-396 entered by the Commis-
siocn on Deosmber 17, 1953, in the above case.

\
N

Very %ruly yours,

Py
|| u
* — ‘We Be M’
Chlef Znginesr
Wilinr
“ ess IMr. A. 3. Fopkine
l P. 0. Box 257
L. Cembridge, Mass.

Rr. Chas. W. Shaffer
410 vest Palmer Street
Glendals, California
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OIL. CONSERVATION COMMISSION
P. O. BOX 871

SANTA FE, NEW MEXICO

January 21, 1955

Greenbrier 0il Compeny
327 South Adams
FORT WORTH, TEXAS

GCentlemens

As you requested, we are sending you basic informatlon and
material in three fairly representative cases brought before
this Commission on the issue of compulsory communitization.
Tre material includes the following:

Cage 566t Application; A
transoript of Awgust 20, 1953, hearing;
copy of Order R-357.

gage 5951 Application;
transeript of October 15, 1953, hearing;
copy of Order R-396,

Cese 5961 Application;
transeript of October 15, 1953, hearing;
copy of Order R-39%8.

I will grestly appreciate your returning this when you have com-
pleted your study, as these documents are from our permanent files,

Very truly yours,

We. Bs. MACEY
Secretary-Director
“BMnr




6[ (@130 O/Zalura[ ,gas @ompa.ny
Sl LPaso, Hexas

May 4, 1955

Mr. W. B. Macy

0il Conservation Commission
of the State of New Mexico
Capitol Annex Building
Santa Fe, New Mexico

Re: Sunray State #1
Case #595
Order # R-396

Dear Mr. Macy:

In accordance with Order # R-396 entered in the
above captioned case, please find enclosed a copy of the
Operating Agreement covering the above captioned well.
This Agreement has been executed by all parties except
A. S. Hopkins, whose interest was forcibly pooled as a
result of the order ahove referred to.

Very truly yours,

An)

. J-

T. W. Bittick
Area Landman
Lease Department

TWB :pb
Encl.

NM 1128
NM 4029




OPERATING AGREEMENT
Sunray State #1

THIS AGREEMENT, made and entered into this lst day of September, 1953, by and
between EL PASO NATURAL GAS COMPANY, = Delasware corporation, whose address is P. O, Box
1492, El Paso, Texas, hereinafter sometimes referred to as "Operator”; BROOKHAVEN OIL
COMPAKRY, a corporation, whose address is First National Bank Building, Albuguerque, New
Mexico; EDWARD EVENSER and wife, HARRIET EVENSEN, whose address is 739 Haight Street,
San Francisco 17, California; A. S. ROPKINS, whose address is P. 0. Box 257, Cambridge
29, Massachusetts; and CHARLES W, SHAFFER, whose address is 410 West Palmer Street,
Glendale, California, hereinafter sometimes referred to as "Non-Operators”:

WHEREAS, the parties hereto are the owners of certain Oil and Gas Leases, which
leases cover, among other lands, the following described land in San Juan County, New
Mexico, to wit:

Township 31 North, Range 10 West, N.M.P.M.
Section 32: R/2 *
containing 320.00 acres, more or less; and

WHEREAS, it is the desire of the parties hereto to enter into an Operating
Agreement covering the development and operation of the above described tract as here-
inafter set out:

NOW, THEREFORE, in consideration of the premises and of the mutual covenants
and agreements hereinafter contained to be kept and performed by the parties hereto,

sald parties do hereby agree as follows:

1. FORMATION OF THE UKIT

For the purposes hereof, it is agreed that the aforementioned leases, insofar
as thej apply to the above described lands, are hereby pooled and communitized to foram
a unit covering only the Mesaverde Formation in and under the land described sbove. It
being the intention of the parties hereto in forming said unit to pool and communitize
all leases which they may now own or which they may hereafter acquire covering any inter-
est in the communitized unit. Sucu unit is created by the Communitization Agreement bear-
ing the same date as this Operating Agreement, executed by the owners of mineral interests
in the land above described, with the exception of A. S. Hopkins, whose interest was pooled
by order of the Oil Conservation Commission of the State of New Mexico.

2. OPERATOR

Bl P.'so Natural Gas Co-pany is hereby designated and shall act as Operator of

such unit in accordance with the terams and provisions of this Agreement. Operator shall

N 647 NM 802 -1-
NM 378-A MM 1128
NM 4029
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have full and complete management of the development and operation of the sald unit for
dry gas snd associated liquid hydrocarbons producible from the Mesaverde Formation as
an entirety, but Operator agrees that no well shall be commenced upon the said unit,
except Lthe well hereinafter provided for, without the consent of Non-Operators.

El Paso Natural Gas Cospany may resign as Operator at any time by giving
notice to each Non-Operator in writing sixty (60) days in s:dvance of the effective
date of such resignstion and, in such event, the working interest owners of said unit
shall immediately select a successor. In the event El Paso Natural Gas Company shall
sell or otherwise dispose 0of all its interest in said unit, the right of operation
herein conferred shall not run with the transfer or assignment of such interest or in-
ure to the benefit of El Paso Natural Gas Company's Assignee; but Non-Opersto.'s and El
Paso Natural Gas Company's Assignee shall immediately select a new Operator.

3. WELL

Operator shall commence or cause to be commenced drilling operations for the
Joint account of the parties hereto and shall thereafter drill said well to a depth
sufficient to test the Mesaverde Formation, unless salt. caprock, cavities, heaving
shale, abnormal water flow, or impenetrable substances are encountered in said well at
2 lesser depth. The parties hereto may also mutually agree to discontinue drilling
operations at a lesser depth. Upon completion of said well, if it is a commercial well,
Operator shall notify Non-Operators of the date said well is tied-in to a gas gathering
system.

In the event a well capable of producing gas in paying quantities is shut-in,
Operator shall immediately notify Non-Operators thereof; except that Operator shall not
be required to notify the Non-Operators if the well should be shut-down for limited
periods of time in order to balance production during peak load periods or for reasons
of making mechanical repairs. All production obtained from the unit area and all material
and equipment acguired hsreunder for the joint account of the parties hereto shall be
owned by the parties hereto in the proportions hereinsafter specified in Article 4 of
this Agreement.

4. COSTS AND RAPENMSES

The entire costs and expenses involved in drilling, completing and'qperating
said well, if said well i3z a commercial well, or in plugging and abandoning if said well
is s dry hole or non-commercisl well, shall be borne by the parties hereto, as follows:




El Paso Natural Gas Company- - - - - = - - =~ « - = = 56 .25%

Edward Evensen and wife- - - = = = - = = = = - - - - 12.50%
A. S. Bopking- - - = = = = = =~ = « = = - = = - - - -12.50%
Charles W, Shaffer - - = - ~ = = = = = = = =~ = = = - 12.50%
¢Brookhaven Oil Company - = - = =~ = = = = = =~ = = = - 6.25%

*As between E1 Paso Natural Gas Company and Brookhaven Oil
Company it is expressly asgreed and understood that Brook-
haven's share of the costs shall be advanced by El Paso
and reimbursed by Brookhaven 0Oil Company in accordance with
the terms and provisions of that certain Farmout Agreement
dated November 27, 1951. as supplemented, between El Paso
Natural Gas Company prnd Brookhaven 0il Company. In the event
of a conflict between the terms of said Agreement and this Agree-
ment then the terms of said Farmout Agreement shall govern.
Unless Operator elects to require any Non-Operator to advance its share of the costs
and expenses, as hereinafter provided, Operator shall initially advance and pay sall
costs and expenses for the drilling of the well provided for in Article 3 hereof, as
woll as operation expenses of said unit, and shall charge each Non-Operator with its
pro rata part thereof on the basis of its proportionate interest in the unit as set
out above. |

All such costs, expenses, credits and related matter, and the method of handl-
ing the accounting with respect thereto, shall be in accordance with the provisions of
the Accounting Procedure, attached hereto as Exhibit "A"™ and made & part hereof for all
purposes; provided, however, that the Operator shall not apportion any part of the sal-
aries and expenses of its District Superintendent, or other general district emplcyees
or of the district office expenses to the joint account as provided in paragraph 11 of
Section II of said Exhibit "A", as attached hereto; and the monthly per well overhead
rates set forth under paragraph 12 of Section II of said Exhibit "A™, as attached here-
to, shall be in lieu of any charges for any part of the compensation or salaries paid
to Operator's District Superintendent and to other general district employees and shall
be in lieu of any charges for district office expenses as well as Operator's division
office and principal business office expenses and of any charge for field office and
camp .xpcnscl,.but shall not be in lieu of any charge for any part of the compensation,
salaries, and related expenses of any of Operator's field crew and direct supervision
of such crew di?ectly engaged in the operation of Operator’'s wells in the ares.

In the event of any conflict between the provisions contained in the body of
this Agreement, and those contained in sa.d Exhibit "A", the provisions of this Agree-
ment shall govern to the extent of such conflict.

In the event that Operator elects to reguire any Non-Operator to advance its

proportionate share of the above mentioned costs and expenses, Operator shall submit an
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itemized estimate of sush costs anu expenses for the succeeding calendar month to such

Non-Operator, showlis therein the proportionate part of the estimsted costs and expenses
chargesable to such Non-Operator. Within fifteen (15) days after receipt of such estiaate,
such Non-Operator shall pay to the Operator its proportionate share of the estimated costs
and expenses. II payment of the estimated costs and expenses is not made when due, the
unpaid balance thereof shall bear interest at the rate of six per cent (6%) per annum
from the due date until paid. Adjustments between estimated and actual costs and ex-
penses shall be made by Operator at the close of each calendar month and the account

of the respective parties adjusted accordingly.

The well to be drilled on the communitized unit shall be drilled on a com-
petitive contract basis at the usual rates prevailing in the field. However, Operator,
if it so desires, may employ its own tools and equipment; in such event the cost of
drilling shall include, but shall not be limited to, the following charges: (a) all
direct material and lsbor costs (b) a proportionate amount of applicable departmental
overheads and undistributed field costs (c) rental charge on company equipment employed;
all such charges to be determined in accordance with Operator's accounting practice, pro-
vided that, in no event shall the total of such charges exceed the prevailing rate in
the field, and such work shall be performed by Operator under the same terms and con-
ditions as shall be customary and usual in the field in contracts of independent con-
tractors who are doing work of a similar nature.

Operator shall make no single expenditure in excess of One Thousand Dollars
($1,000.00) without first obtaining the consent thereto of Non-Operator. The approval
of the drilling of the well provided for hereinabove, however, shall include 2ll ex-
penditures for the drilling, completing, testing and equipping such well.

5. RENTALS

E:ch party hereto agrees to pay a-ll rentals and/or shut-in royslty which may
become due under thg lease or leases which such party 1s contributing to such unit here-
under, and Operator shall not have any obligation to pay any such rentals and/or shut-
in royalty except as to the lease contributed by Operator. Each party further agreea |
to use its best efforts to keep and mgintain in full force and e:tfecf the oil and gas
lease(s) contributed by such pnlrty to said unit,.

6. IRSW!I&!

Operator shall at all times while conducting operations hereunder, carry and
require its contractors and their sub-cintractors to carry insurance to protect and

-




save the parties hereto harmless, as follows:

A. Vorkmen's Compensation and Employer's Liability Insurance sufficient to comply
with the Workmen's Compensation Law for the State of New Mexico.

B. Comprehensive General Public Liasbility Insursnce with limits of not less

than $50,000 per person and $100,000 per accident, and General Public Lia-

bility Property Damage with limits of not less than $50,000 per accident.

C. Automoblle Public Liadility Insurance including non-owned and hired automo-
bile endorsement with limits of not less than $50,000 per person and $100,000

Per accident, and Automobile Property Damsge Insurance with a limit of not

less than $50,000 per accident.

All costs and actual expenditures in~urred and paid by Operator in settle-
ment of any or all losses, claims, damages and judgments which are not covered by such
insurance and other expenses, including legal services connected therewith, shsall be
charged to the joint account. Provided that prior to settlement of any claims, damages,
occurences and/or judgments which are not covered by the above insurance and which are
to be charged to the joint account, Operator shall have the concurrence ol Non-Operators

before any settlement is made.

7. DISPOSAL OF PRODUCTION

Each of the parties hereto shall own and have the right, at its own expense
to take in kind or separately dispose of its proportionate part of sll gas and associ-
ated liquid hydrocarbons produced and saved from the acreage covered hereby, exclusive
of the production which may be used by Operator in developing and continuing operations
on the said tract under the Communitization Agreement referred to in paragraph 1 chove,
and of production unavoidably lost, provided that each of the parties hereto shall pay
or secure the payment of the royalty interests, overriding royalty interests, payments
out of production and other similar interests, if any, Ifrom its proportionate part of
said production. If at any time or times Non-Opersztor shall fail or refuse to take in
kind or separately dispose of its proportionate part of said production, Operator shall
have the right, revocable by non—ODerator>at will, to sell such part of such production
at the same price which 0poratdé received for its own portion of the production, or to
take such gas for itz own use for resale; should gas be delivered by either party during
any period that such other party or parties have failed or refused to t;ke or seil its
or their gas, then tne party receiving or taking delivery of the gas agrees to account
to the other party or parties for its or tbeir proportionate part of the gas so delivered,
(1) if sold by the receiving party, at the market price at the wellhead for said gas, ox
at the price received at wellhead by such party, whichever is greater or, (2) if taken
for its own use or transported for resale by the receiving party, at the highest price
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it is paying others in the area at the wellhead for gas of similer quality and pressure

or, (3) if no such purchases are being made by the receiving party, then at the market
price at the wellhead. Any sales by Opesrator of Non-Operator's production shall be only
for such reasonable periocds of time as are consistent with the minimum needs of the in-
dustry under the circumstances, but in no event shall any such sale be for a period in
excess of one (1) year.

8. DURATION OF AGRERMENT

This Agreement shall become effective as of the date hereof apon execution by
the parties hereto, notwithstanding the date of execution, and shall remain in full force —
and effect for a period of two (2) years and so long theresfter as dry gas and associated
liquid hydrocarbons are produced from any part of said communitized unit in paying quan-
tities, provided that prior to production in payirg quantities from said communitized
unit and upon fulfillment of all the requirements of the 0il Conservation Commission of
the State of New Mexico, with respect to any dry hole or abandoned well, this Agreement
may be terminated at any time by the mutual agreement of all the parties hereto.

9. ROYALTY INTERESTS

It is agreed sand understood that the burden of any royalty, overriding royalties,
payments out of production, carried working interests, net profit obligations or other
similar payments, shall be borne and paid by the party owning the lease to which such
interests apply.

10. TAXES

The Operator shall render, for ad valorem tax purposes, the entire leasehold
rights and interests covered by this Agreement and all physical property located there-

on or used in connection therewith, or such part thereof as may be subject to ad valorem

taxutiéh under existing l;vs of the State of New Mexico, or which may be made subject to
taxation under future laws, and =dall pay for the benefit of the joint account all such
ad valorem tsxes at the time and in the manner required by 1a§ which may be assessed up-
on or against all or any portion of such lessehold rights and interests and the physical
property located thereon or used in coraection therewith. Operator shall bill each Non-
Operator for its proportionsate share of such tax payments provided by the Accounting
Procedure attacned hereto as Exhibit "A”.

11. RELATION OF PARTIES

The rights, duties, obligations and liabilities of the parties hereto shall
be several and not joint or collective, it being the express purpose and intention of

-



the parties hereto that their ownership in said unit shall be as tenants in common;

and nothing herein contained shall ever be construed as creating a partnership of any
kind, joint venture, an association or trust or ss imposing upon any one or more of
the parties hereto any partnership duty, obligation or liability. Each party hereto
shall be individualiy responsible only for his or its obligations, as set out in this
Azreenent.

12. ACCESS TO PREMISES, LOGS AND REPORTS

Operator shall keep accurate logs of the well drill;d on sald unit, which logs
shall be available at all reasonsble times for inspection by any Non-Operator. Upon re-
quest by any Non-Operator, Operator shall furnish to such Non-Operator, a copy of said
logs, samples of cores snd cutting of formations encountered, and electrical surveys
relative to the development and operstion of said unit, together with any other infor-
mation which may be reasonably requested pertasining to such well. Each Non-Operatoy
shall have access to said unit and to all books and records pertaining to operations
hereunder for the purpose of inspection at all reascnable times.

13. SURRENDER, EXPIRATION, ABANDONMERT OR RELEASE OF LEASE

No lease or leases subject to this Agreement shall be surrendered, let to ex-
pire, ebandoned or rgleased, in whole or in part, unless the parties mutually consent
thereto in writing. In the event that less than asll parties hereto should elect to
surrender, let expire, abandon or release all or any part of a lease or leases subject
to thisﬁgroenent and the other party or parties do not consent or agree, the party so
electing shall notify the other party or parties not less than sixty (60) days in advance
of such surrender, expiration, abandonment or release, and, if requested so to do by the
party not so electing, immedliately shall assign without warranty to the latter party all
of its rights, title and interest in and to said lease or leases, the well or wells lo-
cated thereon, and the casing and other physical equipment in or on said well or wells.
If the party or parties not so electirg fail(s) to request assignment within such sixty
(60) day period, the party so electing shall have the right to surrender, let expire,
abandon or release said lease or leases, or any part thereof. In the event such assign-
ment is so requested, the party or parties to whom such assigneent is made, upon the de-
livery_thereot, shall pay to the assigning party the salvage value of its interest in
all the sslvable casing and other phvsical equipment in or>on the unit. After the de-
livery of any sucﬁ issign-ent. the party making the assignment shall be recleased from
and discharged of all the duties and obligations thereafter accruing or arising hereunder,
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in connection with the operation and development of the unit, with respect to the assigned

lease or leases.

14. LOSS OR FAILURE OF TITLE

In the event of the loss or failure of the title, in whole or in part, of any
party hereto, to any lease, the interest of such party in and to the production obtained
from the unit shall be reduced in proportion to such 1oss or failure of title as of the
date such loss or failure of title is finally determined; provided that such revision of
ownership interest shall not be retroactive as to operating costs and expenses incurred
or as to revenueir or production obtained prior to such date; and provided further, that
each party hereto whose title has becn lost or has failed, as aforesaid, shall indemnify
and hold the other parties hereto harmless from and against any and all loss, cost, dam-
age and expense which may result from, or arise because of, the delivery to such party
of production obtained hereunder or the payment cof proceeds derived from the sale of any
production, prior to the date loss or failure of title is finally determined.

15. ABANDONMENT OF WELL

No well on the unit which is capable of producing dry gas and associated liquid
hydrocarbons from the formation covered by this Agreement shall be abandoned without the
mutual consent of the parties hereto. If any of the parties desire to abandon such well,
such party or parties shall so notify the other party or parties in writing and the lat-
ter shall have ten {(10) days after receipt of such notice in which to elect whether to
agree to such abandonment. If all parties hereto agree to such abandonment, such well
shall be abandoned and plugged by the Opersator at the expense of the joint account, and
as much as pocssible of the casing and other physical equipment in and on said well shall
be salvaged for the benefit of the joint account. If any party or parties do not agree
to said abandonment, such party or parties shall purchase the interestts) of the party
or parties desiring to abandon said well in the physical equipment therein and thereon;
and, within twenty-five (25) deays sfter receipt of notice by tke party or parties not
electing to abandon, the party or parties desiring to abandon, shall execute and deliver
to the other party or parties an assignment, without warranty of title, of all of its or
their interest in said well and physical equipment, and in the yorking interest and gsas
leasebold est;te, ingsofar as it covers the formation covered by this Agreement in said
unit. In exchange for said assignment, the purchasing party or parties shall pay to the
assigning party or parties the salvage value of the latter’'s interest in the salvable
casing and other physical equipment in and on said well, such value to be determined

-8-




in accordance with the provisions of the Accounting Procedure attached hereto as Ex-
hibit "A",

16. LAWS AND REGULATIONS

This Agreem:nt shall be subject to all valid and applicable State and PFederal
laws, xrules, regulations.and orders, and the operations conducted hereunder shall be
performsed in accordance with said laws, rules, regulations and orders. In the event
this Agreement or any provisioas hereof, is, or the operations contemplated hereby
are fcund to be inconsistent with or contrary to any such law, rule, regulation or
order, the iatter shall be deemed to control and this Agreement shall be regarded as
modified accordingly, and as so modified, shall continue in full force and effect.

17. FORCE NAJEURE

No party to this Agreement shall be liable to any other party for any delay
or default in performance under this Agreement due to any cause beyond its control and
without its fault or negligence, including but not restricted to acts of God or the
public eneay, acts or requests of the Pederal or State Government or of any PFederal or
State officer purporting to act under duly constituted authority, floods, fires, wars,
storms, strikes, interruption of transportation, freight embargoes or failures, ex-
haustion or unevailability or delays in delivery of any material, equipment or service
necessary to the performance of ary provisions hereof, or the loss of holes, blow-outs
or happening of any jnforeseen accident, misfortune or casualty whereby performance
hereunder 1is dol;yed or prevented.

18. OPERATOR'S LIEN

Operator shall have an express contract lien, which is hereby granted, upon
the interest of each Non-Operator in said unit, in the gas or other minerals produced
from such unit and in the materials and equipment located thereon, to secure the pay-
ment by said Non-Operator of its proportionate part of the costs and expenses incurred
or paid by Operator hereunder, and interest, if any, accrued on such part. Such limsn
may be enforced and foreclosed as any other contract lien. Morsover, Operator may to
the full extent of any irndsbtedness owed by it to any Non-Operator, offset such debt
against sums owing to Operator hereunder by such Non-Operator.

19. NOTICES |

All notices, reports and other correspondence required or made necessary by
the terms of this Agreement shall be deemed to have been properly served and addressed

if sent by mail or telegram, is follows:




El Paso Natural Ges Company
Post Office Box 1492
El Pasy, Texas

Mr. and Mrs. Edward Evansen
739 Haight Street
San Frantisco I7, California

A. 8. Hopkins
Post Office Box 257
Cambridge 29, Massachusetts

lir. Charles W. Shaffer
410 West Palmer Street
Glendale, California

Brookhaven Oil Company
First National Bank Bullding
Albuquerque, New Mexico

HEIRS, SUCCESSORS AND ASSIGNS

All of the provisions of this Agreement shzll extend to and be binding upon

the parties hereto, their heirs, successors and assigns, and such provisions shall be

deemed to be covenants running with the land covered hereby.

IN WITNESS WHEREOF. the parties hereto have executed this Agreement in several

counterpart originals as of the day and year firat above written.

ATTEST:

st i

Assistant Secretary

ATTBST:

Y
’ '//

Vice President

BROOKHAVER OIL COMPANY

By: W/W/Pr i

Edward Evensen

- /_.-r—’/
/A/ k—x——u-’/ CE;*-#"A.«.rJ_y‘ "

farriet Bvensen

A. S. Hopkins

Charles W. Sheffer
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STATE OF TEXAS )

)

COUNTY OF EL PASO )
On this_ S« L day of mq s 1955, before me appeared H. F.

Steen, to me personzlly kncwn, who, being by me duly sworn, did say that he is the Vice
President of EL PASO RATURAL GAS COMPANY, and that the seal affixed to the foregoing in-
strument is the corporate seal of said corporation, and that said instrument was signed
and sesled in behalf of said corporation by authority of its board of directors, and =s3id
H. ¥. Steen sckrowledged said instrument to be the free act and deed of said corporation.

IN WITNESS WHEREOF, I have hereunto set my hand snd affixed my official seal
the day and year in this certificate first above written.

[, N
My commission expires: (P W I AP 2% :
’ Notary Public, County of ‘¥1 Wiso, State of
HARTHA B, IVEY, Texas
kolary Pubilic, in 2nd for €1 Paso Covaty Tayad
Ny commission expires June 1, 1a%s
STATE OF NEW MEXICO )
)
COUNTY OF PERMALILLO )]
day of Fhn, L , 1955, before me appeared

, to me persopally knmown, who, being by me duly sworn,
did say tlut he is the Pr 1dcnt of BROOKHAVEN OIL COMPANY, and that the seal affixed to
the foregoing instrument is the corporate seal of said corporation, and that said instrument

was signed and aled alf of id corporation by authority of its board of directors,
and said A acknowledged said instrument to be the free
act and deed of said corporation.

IN WITNESS WHZREOF, I have hereunto set my hand and affixed my official seal the
day and year in this certificate firat above written.
_} /

Notary 11c, County o/&/ﬁernalillo State of

QZ! 7y { / Z ;zrz ' New xico

STATE OF CALIFORNIA )
o )
COURTY OF{J s 77rcecen< !

My commission expires:

On this [‘3'7’ day of  (ifs £ , 1955, before me appeared Edward
Evcasen and wife, Harriet Evensen, i0 me known to be the persons described in and who ex-
ecuted the foregoing instrument, and acknowledged to me they executed the same as their
free act and deed.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my official seal the

.day and year in this certificate first sbove written.

PR VI CL S
My commission expires: loolrym MV il S
, . Notary Public, County of {W ettty e g
SN State of Californis
7
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My Commission Expires Oct. 25, 1957

STATE OF MASSACHUSETTS

)
)
)

COUNTY OF

On this day of s 1955, befaore me appesared
A. S. Bopkins, to me known to be the person described in and who executed the forego-
ing instrument, and acknowledgasd to me he executed the same as his free act and deed.

IR WITRESS WHERROF, I have bereunto set my hand and affixed my official
soal the day and year in this certificate first above written.

My comnission expires:

Notary Public, County of
State of Massachusetts

STATE OF CALIFORNIA )
)
COUNTY OF )

on this_ 2/ 2 day of 7//";4% , 1935, before we appeared
Charles ¥W. Shaffer, a single man, to mé known to be the person described in and who

executed the foregoing instrument, and acknowledged to mo he executed the same as
his free act and deed.

IN WITNESS WHERROF, I have heresunto set my hand and affixed my official
seal the day and year in this certificate first above written.

My commission expires:
Notary Public,
State of California

-12~
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MEAEB 601 TN TS eds EXHIBIT AT Model Form-PASO-1949-1

Atached to and made a part of OPerating Agreement dated ..epiember

1,71953, covering the E/2 Section 32, Township 3) North, Range

10 west, N.M.P.M., San Juan County, New Mexico

ACCOUNTING PROCEDURE

(UNIT AND JOINT LEASE OPERATIONS)

I. GENERAL PROVISINNS
Definitions
The term “joint property” as herein used shall be construed to mean the subject area covered by the agreement
to which this “Accounting Procedure” is attached.
The term ““Operator” as herein used shall be construed to mean the party designated to conduct the development
and operation of the leased premises for the joint account.
The term “Non-Operator” as herein used shall be construed to mean any one or more of the non-operating
parties.

Statements and Billings
Operator shall bill Non-Operator on or before the last day of each month for its proportionate share of costs and
expenditures during the preceding month. Such bills will be accompanied by statements, reiiecting the total
costs and charges as set forth under Sub-Paragraph ... .. . ... below:
A. Statement in detail of all charges and credits to the joint account.
B. Statement of all charges and credits to the joint account, summarized by appropriate classifications indica-
tive of the nature therect.
C. Statements, as follows:
(1) Detailed statement of material ordinarily considered controllable by Operators of oil and gas properties;
(2) Statement of all other charges and credits to the joint account summarized by appropriate classifications
indicative of the nature thereof; and
(3) Statement of any other receipts and credits.

Payments by Non-Operator

Each party shall pay its proportion of all such bills within fifteen (15) days after receipt thereof. If payment
is not made within such time, the unpaid balance shall bear interest at the rate of six per cent {(6¢) per annum
until paid.

Audits

Payment of any such bills shall not prejudice the right of Non-Operator to protest or question the correctness
thereof. Al staterments rendered to Non-Operator by Operator during any calendar year shall be conclusively
presumed to be true and correct after eighteen months following the close of any such calendar year, unless
within said eighteen months period Non-Operator takes written exception thereto and makes claim on Operator
for adjustment. Failure on the part of Non-Operator to make claim on Opcrator for adjustment within such
period shali establish the correctness thereof and preclude the filing of exceptions thereto or the making of
claims for adjustment thereon. A Non-Operator, upon notice in writing to Operator and all other Non-
Operators, shall have the right to audit Operator’s accounts and records relating to the accounting hereunder,
within eightecen months next following the close of any calendar yvear. Non-Operator shall have six months next
following the examination of the Operator’s records within which to take written exception to and make any
and all cluims on Operator. The provisions of this paragraph shall not prevent adjustments resulting from the
physical inventory of property as provided for in Section VI, Inventories, hereof.

II. DEVELOPMENT AND OPERATING CHARGES
Subject to limitations hereinafter prescribed, Operator shall charge the joint account with the following items:

Rentals and Royaities
Delay or other rentals, when such rentals are paid by Operator for the joint account; royalties. when not paid
direct to royalty owners by the purchaser of the oil, gas, casinghead gas, or other products.

Labor, Transportation, and Services

Labor, transpertation, and other services necessary for the development, maintenance, and operation of the joint
property. Labor shall include (A) Operator’s cost of vacation. sickness and disability benefits of employees, and
expenditures or contributions imposed or assessed by governmental authority applicable to such labor, and
(B) Operator’s curient cost of established plans for employees’ group life insurance, hospitalization, pension,
retirement, stock purchase, thrift, bonus, and other benefit plans of like nature, applicable to Operator’s field
payroll; provided that the charges under Part (B) of this paragraph shall not exceed YREXENXERXN K ¥XKof the
total of such labor charged to the joint account. ten and one-half per

Material cent (10 1/2%)
Material, equipment, and supplies purchased or furnished by Operator, for use of the joint property. So far as
it is reasonably practical and consistent with efficient and cconomical operation. only such material shkall be
purchased for or transferred to the joint property as required for immediate use, and the accumulation of surplus
stocks shall be avoided.

$. Moving Material to Joint Property

- Moving material to the joint property from Vendor's or from u,.. “tor's warehouse in the district or from the
other properties of Operator, but in either of the last two events nu charge shall be made to the joint account
for a distance greater than the distance from the nearest reliable supply store or railway receiving point where
such material is available, except by special agreement with Non-Operator.




5. Moving Surplus Material from Joint Property
Moving surplus material from the joint property to outside vendees, if sold f.0.b. destination, or minor returns
to Operator's warehouse or other storage point. No charge shall be made to the joirt account for moving major
surplus material to Operator’'s warehouse or other storage point for a distance greater than the distance to the
nearest reliable supply store or railway receiving point, except by special agreement with Non-Operator; and no
charge shall be made to the joint account for moving material to other properties belonging to Operaior, except
by special agreement with Non-Operator.

8. Use of Operator’s Equipment and Facilities

Use of and service by Operator’s exclusively owned equipment and facilities as provided in Paragraph 4, of
Section III, “Basis of Charges to Joint Account.”

7. Damages and Losses
Damages or losses incurred by fire, flood, storm, or any other cause not controllable by Operator through the
exercise of reasonable diligence. Operator shall furnish Non-Operator written notice of damage or lssses in-

curred by fire, storm, flood, or other natural or accidental causes as soon as practicable after report of the same
has Leen received by Operator.

8. Litigation, Judgm®nts, and Claims

All costs and expenses of litigation, or legal services otherwise necessary or expedient for the protection of the

joint interests, including attorney’s fees and expenses as hereinafter provided, together with all judgments ob-

tained against the joint account or the subiect matter of this agreement; actual expenses incurred by any party
or parties hereto in securing evidence for the purpose of defending against any action or claim prosecuted or urged
against the joint account or the subject matter of this agreement.

A. 1If a majority of the interests hereunder shall so agree, actions or claims affecting the joint interests here-
under may be handled by the legal staff of one or more of the parties hereto, and a charge commensurate
with the services rendered may be made against the joint account, but no such charge shall be made until
approved by the legal department of or attorneys for the respe~tive partiies hereto.

B. Fces and expenses of outside attorneys shall not be charged to the joint account unless authorized by the ma-
jority of the interests hereunder.

8. Taxes
All taxes of every kind and nature assessed upon or in connection with the properties which are the subject of

this agreement, the production therefrom or the operation thereof, and which taxes have been paid by the
Operator for the benefit of the parties hereto.

10. Insurance
A. Premiums paid for insurance carried for the benefit of the joint account, together with all expenditures in-
curred and paid in settlement of any and all losses, claims, damages, judgments, and other expenses, in-
cluding legal services, not recovered from insurance carrier.
B. If no insurance is required to be carried, all actual expenditures incurred and paid by Operator in settle-
ment of any and all losses, claims, damages, judgments, and any other expenses, including legal services,
shall be rharged to the joint account.

1i. District and Cump Expense See Paragraph 2, Article 4, of this Agreement
share of-the salaries and -expenses of Operator’ District Superintendent and other general
{ district “or field .employees serving the joint property, whose time is not allocated direct to the joint property,
i and a proportionate share ‘of maintaining and operating a district office and all necessary camps, including

i housing facilities for employees if necessary, in conducting the operations on the joint property and other !

{ leases owned and operated by Operator in the same locality. The expense of, less any revenue from, these
: facilities shall include depreciation or a fair monthly rental in lieu of depreciation on the investment. Such

¢ charges shaluae apportioned to all leases served on some equitable basis consistent with Operator’s accounting
PRI -~

i12. Overhkead
Overhead charges, which shall be in lieu of any charges for any part of the compensation or salaries paid to
managing officers and employees of Operator, including the division superintendent, the entire staff and ex-
penses of the division office located at El Paso, Texas . _, and any portion of the office expense
of the principal business office located at El Pasp, Texas __, but which are not in lieu of district
or field office expenses incurred in operating any such properties, or any other expenses of Operator incurred
in the development and operation of said properties; and Operator shall have the right to assess against the
joint property covered hereby the following Gverhead charges:
A, $250.00 ___ per month for each drilling well, beginning on the date the well is spudded and
terminating when it is on production or is piugged, as the case may be, except that no charge shall be made
during the suspension of drilling cperations for fifteen (15) or more consecutive days.
B. $.45.00 per well per month for the first five (5) producing wells.
C. $XXXXXX per well per month for the second five (5) producing wells.
D. $XXXXXX per well per month for all producing wells over ten (10).
E. In connection with overhead charges, the status of wells shall be as follows:

(1) In-put or key wells shall be included in overhead schedule the same as producing oil wells.

(2) Producing gas wells shzall be included in overhead schedule the same as producing oil wells.

(3) Wells permanently shut down but on which pligging operations are deferred, shall be dropped from
overhead schedule at the time the shutdown is effected. When such wells are plugged, overhead shall
be charged at the producing well rate during the time required for the plugging operation.

(4) Wells being plugged back or drilled deeper shall be included in overhead schedule the same as drill-
ing wells,

(5) Various wells may be shut down temporarily and later replaced on production. If and when a well
is shut down (other than for proration) and not produced or worked upon for a period of a full calen-
dar month, it shall not be included in the overhead schedule for such month.

(8) Salt water dispnsal wells shall not be included in overhead schedule.




F. The above overhead schedule on producing wells shall be applied to individual leases; provided that,
whenever leases covered by this agreement are operated as a unitized project in the interest of economic
developmr2nt, the schedule shall be applied to the total number of wells, irrespective of individual leases.

G. The above specific overhead rates may be amended from time to time by agreement between Operator
and Non-Operator if, in practice, they are found to be insufficient or excessive.

13. Warehouse Handling Charges
e None

14. Other Expenditures
Any other expenditure incurred by Operator for the necessary and proper development, maintenance, and
operation of the joint property.

HI. BASIS OF CHARGES TO JOINT ACCOUNT
1. Purchases
Material and equipment purchased and service procured shall be charged at price paid by Operator, after de-
duction of all discounts actually received.

2. Material Furnished by Operator
Material required for operations shall be purchased for direct charge to joint account whenever practicable,
except that Operator may furnish such material froi. Operator’s stocks under the following conditions:
A. New Material (Condition “A")

(1) New material transferred from Operator’s warehouse or other properties shall be priced f. o. b. the
nearest reputable supply store or railway receiving point, where such material is available, at current
replacement cost of the same kind of material. This will include material such as tanks, rigs, pumps,
sucker rods, boilers, and engines. Tubular goods (2" and over), sl.all be priced on carload basis effective
at date of transfer and f. 0. b. railway receiving point nearest the joint account operation, regardless
of quantity transferred.

(2) Other material shall be priced on basis of a reputable supply company’s Preferential Price List ef-
fective at date of transfer and f. 0. b. the store or railway receiving point nearest the joint account
operation where such material is available.

(3) Cash discount shall not be allowed.

B. Used Material (Condition “B” and “C"”)

(1) Material which is in sound ai.d serviceable condition and is suitable for reuse without reconditioning
shall be classed as Condition “B” and priced at 75% of new price.

(2) Material which cannot be classified as Condition “B” but which,

(a) After reconditioning will be further serviceable for original function as good second hand material
(Condition “B"”}, or

(b) Is serviceable for original function but substantially not suitable for reconditioning,

shall be classed as Condition “C™ and priced at 509 of new price.

(3) Material which cannot be classified as Condition “B” or Condition “C” shall be priced at a value com-
mensurate with its use.

(4) Tanks, derricks, buildings, and other equipment involving erection costs shall be charged at applicable
percentage of knocked-down new price.

3. Warranty of Material Furnished by Operator
Gperator does not warrant the material furnished beyond or back of the dealer’s or manufacturer’s guaraniy;
and, in case of defective material, credit shall not be passed until adjustment has been received by Operator
from the manufacturers or their agents.

4. Operator’s Exclusively Owned Facilities

The following rates shall apply to service rendered to the joint account by facilities owned exclusively by

Operator:

A. Water service, fuel gas, power, and compressor service: At rates commensurate with cost of providing and
furnishing such service to the joint account but not exceeding rates currently prevailing in the field where
the joint property is located.

B. Automotive Equipment: Rates commensurate with cost of ownership and operation. Such rates should
generally be in line with schedule of rates adopted by the Petroleum Motor Transport Association, or some
other recognized organization, as recommended uniform charges against joint account operations and revised
from time to time. Automotive rates shall include cost of oil, gas, repairs, insurance, and other operating -
expense and depreciation; and charges shall be based on use in actual service on, or in connection with, the
joint account operations. Truck, tractor, and pulling unit rates shzll include wages and expenses of driver.

C. A fair rate shall be charged for the use of drilling and cleaning-out tools and any other items of Operator’s
fully owned machinery or equipment which shall be ample to cover maintenance, repairs, depreciation,
and the service furnished the joint property; provided that such charges shall not exceed those currently
prevailing in the field where the joint property is located.

D. Whenever requested, Operator shall inform Non-Operator in advance of the rates it proposes to charge.

E. Rates shall be revised and adjusted from time to time when found to be either excessive or insufficient.

IV. DISPOSAL OF LEASE EQUIPMENT AND MATERIAL

The Operator shall be under no obligation to purchase interest of Non-Operator in surplus new or secondhand
material. Derricks, tanks, buildings, and other major items shall not be removec by Operator from the joint
property without the approval of Non-Operator. Operator shall not sell major iteris of material to an outside
party without giving Non-Operator an opportunity either to purchase same at the price affered or to take Non-
Operator’s share in kind.




Material Purchased by Operator
Material purchased by Operator shall be credited to the joint account and included in the monthly statement
of operations for the month in which the material is removed from the joint property.

. Material Purchased by Non-Operator

Material purchased by Non-Operator shall be invoiced by Operator and paid for by Non-Operator to Operator
immediately following receipt of invoice. The Operator shall pass credit to the jeoint account and include the
same in the monthly statement of operations.
Division in Kind
Division of material in kind, if made between Operator and Non-Operator, shall be in proportion to their re-
spective interests in such material. Each party will thereupon be charged individually with the value of the
material received or receivable by each party and corresponding credits will be made by the Operator to the
inint account, and such credits shall appear in the monthly statement of operations.

Sales to Outsiders

Sales to outsiders of material from the joint property shall be credited by Operator to the joint account at the
net amount collected by Operator from Vendee. Any claims by Vendee for defective material or otherwise
shall be charged back to the joint account, if and when paid by Operator.

V. BASIS OF PRITING MATERIAL TRANSFERRED FROM JOINT ACCOUNT
Material purchased by either Operator or Non-Operator or divided in kind, unless otherwise agreed, shall be
valued on the following basis:
New Price Defined

New price as used in the following paragraphs shall have the same meaning and application as that used
above in Section III, “Basis of Charges to Joint Account.”

New Material

New material (Condition “A”), being new material procured for the joint account but never used thereon, at
100< of current new pricu.

. Good Used Material

Good used material (Condition “B”), being used material in sound and serviceable condition, suitable for reuse

without reconditioning,

A. At 75¢% of current new price if material was charged to joint account as new, or

B. At 75% of current new price less depreciation consistent with their usage on and service to the joint prop-
erty, if material was originally charged to the joint property as secondhand at 75% of new price.

. Other Used Material

Used Material (Condition ‘C”), being used material which

A. After reconditioning will be further serviceable for original function as good secondhand material (Con-
dition “B"), or

B. Is serviceable for original functicn but substantially not suitable for reconditioning,

at 509 of current new price.

Bad-Order Material
Used material (Condition “D”), being material which cannot be classified as Condition “B” or Condition “C",
shall be priced at 2 value commensurate with its use.

Junk
Junk (Condition “E”), being obsolete and scrap material, at prevailing prices.

. Temporarily Used Material

When the use of material is of a temporary nature and its service to the joint account does not justify the re-
duction in price as provided in Paragraph 3B, above, such material shall be priced on a basis that will leave a
net charge to the joint account consistent with the value of the service rendered.

VI. INVENTORIES

Periodic Inventories
Periodic inventories shall te tzken by Operator of the joint account material, which shall include all such
material as is ordinarily considered controllable by operators of oil and gas properties.

. Notice

Notice of intenrtion to take inventory shall be given by Operator at least ten days before any inventory is to
begin, so that Non-Operator may be represented when any inventory is taken.

. Failure to be Represented
Failure of Non-Operator to be represented at the physical inventory shall bind Non-Operator to accept the
inventory taken by Operator, who shall in that event furnish Non-Operator with a copy thereof.

Reconciliation of Inventory
Reconciliation of inventory with charges to the joint account shall be made by each party at interest, and a
list of overages and shortages shall be jointly determined by Operator and Non-Operator.

. Adjustment of Inventory

Inventory adjustments shall be made by Operator with the joint account for overages a..d shortages, but Oper-
ator shall only be held accountable to Non-Operator for shortages due to lack of reasonable diligence.

Special Inventories

Special inventories may be taken, at the expense of the purchaser, whenever there is any sale or change of
interest in the joint property, and it shall be the duty of the party selling to notify all other parties hereto as
quickly as possible after the transfer of interest takes place. In such cases both the seller and the purchaser
shall be represented and shall be governed by the inventory so taken.
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CASE 5953

In the matter of the apvlication of Kl Paso Naztural
Bas Company for compulsory utilization of the 5/2 of Section 32,
Township 31 North, Range 10 Vest, San Juan Countyv, New Mexicoj
or, in the alternative, for approval of an unorthodox drilling
unit of 240 acres, more or less, in the E/2 of said Section 32,
Township 31 North, Range 10 Yest,

COM, SPURRIER: The meeting will come to order please,
The next case on the docket is Case 595, Lt the record show
that the advertisement was read,

BEN HOYELL: My name is Ben Howell and I represent the

Kl Paso Natural Gas Comnany. I would 1like to have a witness sworn,

Ko L. HAVBLIN

having been first duly sworn testified as follows:
DIRECT E{AMINATION

BY ¥R. HO ELL:

Q Will you please state your name for the record?

A ¥y name is R. L, Hamblin,

Q By whom are you employed?

A El Paso Natural Gas Company

Q What is your position with the f£1 Paso Natural Gas Comvany?
A I am the Manager of the Lease Department.

Q I will ask you if you are familiar with the ownership of

leases concering the E/2 of Section 32 in Township 31 North, Range

10 West?

4 I am.



B VR
I

.

R M PR TR

Q %ill you stnte very hriefly the ownership of leases
in that half scction?

A E1l Paso Natural 3as Company is the owner of the gas
rights at least of 160 acres. El Paso and Brookhaven are joint
owners of the gas rights as to forty acres, Edward Evensen of
San Francisco is the owner of an additional LO acres, A, S.

Hopkins of Cambridge, Massachusetts is the owner of an additional

.forty acre tract. The State of New Mexico is the owner of

approximately :0rty acres which we understand is not under lease,
Q Is that the forty acre tragt which was formerly covered

by State of New Mexico B 10567 -~ the N¥/L of the ST/L of that section?

A That is correct,

Q And that is owned by Charles W, Shafer, dependiing on
whether it expired on August 20th of 19537

A That is correct.

Q Have you made efforts Lo cbtain 2 communitization agreement
to communitize the E/2 of that section?

A We have,

Q What wells have been drilled surrounding that? Is there

-a well on the W/2 of the section?

A There is a well in the S%/2 of Section 32.

o) The W/2 is toward that well?

A Yes.

Q Is there an offset well to the East?

A Yes, on the Federal lease on this tract - Atlantic 6 B
-2 -



Q Is there ~nything zt 11 on the Northenst?
A There is n completed well Hortheast - Atlantic 34 well.
Q How many of the lease owners have joined in the communitiza-

tion agrecment? Just zive the total acreace,

A 2L0 acres have signed the communitization agreement.

Q Has that communitization agreement been filed with the
0il Commission for approval?

A It is on file,

Q And the communitization ngreement, as prepared, would have
included the entire E/? of the section if the owners of leases on the
outstanding eighty acres had juined?

A It would have included the entire 320 acres.,

Q Taking first the LO acres owned by A, S. Hopkins, is that

under State Lease B 10735-5 covering the 3E/L of the N&/L of that

section?
A That is correct.
Q Have you made an offer to Mr. Hopkins to have him join

in the drilling of a well in the comnunitizing of that tract?
A We have made two offers to Mr, Hopkins to either sell his

lease or join with us in drilling our weil,

Q He has refused in both instances?
A Yes, he has refused to do anything or sell at any price
Q Do you have copies of correspondence that you have had

with Mr, Hopkins?

A I do.




Q ill you please mark this as El Paso Natural Gas
Company Exhibit No. 17 I offer it to the Commission.

(¥1 Paso Yatural Gas Co. Exhibit No, 1
marked for identification,)

Q Does that reflect correspendence between the Company
and ¥r, Hopkins with reference to this well?

A It reflects 211 correspondence between £l Paso datural
Gas Company and Yr, Hopkins,

Q There has been a well drilled on this 320 acres, as there
not?

A Yes, sir. e have completed our %ell No. 1 on the E/2
of Section 32.

Q That particular forty acres is it located on?

8 The well is located on the Wi/2 of the NE/h of Section 32.
State of New ¥exico B-10735.

Q Is that assignment 32?2

o

That is correct,

Q Then was that well spudded?
A That well was spudded on August 7th, 1953,
Q And when was it completed?

A September 10th, 1953

O

Has it been completed as a producing well?

A Yes with initial pobential of 5,168,000 cubic feet of
gas per day.

Q Has the well connection been made so that the well is

ready to be marketed?
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A The well has been tied into our gatherint system and
is ready to be marketed,

Q That B-10567 covering the N¥/L of the SE/L of that
section = was. that lease formerly owned or presently owned by
Charles ™, Shafer?

A It was owned by Charles ¥, Shafer of Clendale, California.

Q Did you ask to have ¥Mr, Shafer join in drilling the well
or in selling his interest in the lease?

A That is correct., 7ie contacted *r, Shafer by telephone
and also contacted him by letter dated Vay 7th, 1953 offering to him
the opportunity to join us in the drilling of the well and we would
carry him with the initial drilling cost, or, if he preferred, to
sell us the lease.

Q Will you mark that cooy of letter as El Paso Natural
Gas Company's Exhibit 2 A?

A I will, but there is additional letters attached to this
first letter,

Q Then, will you vlease mark that first letter as Exhibic
2A please?

{¥hereuoon, first letter vas marked

Kl Paso Naturzl Gas Companyls
Exhibit 2A for identi{ication.)

Q Is that a cosy of the letter which was mniled to Mr,
Shafer?
A That is 2 photostatic cop& of the letter mailed to r,
Shafer,
-7 -




Q De vou have a cony of “r, Shafer's reply?
A There was no renly.
Q At one time did Mr, Thafer ever offer to join you

in communitizing the lease and join in drilling the well?

A No, he never agrerd to cormunitize with us or jJoin with
us in the drilling of the well,

Q Nid he ever ¢ffer to sell his interest in the well to von?

A Yes, he finally did acree to acceot our offer to buy the
lease approximstely ten days or two weeks befcre the lease excired,

Q No you have a cooy of the letter from ¥r, Shafer concern-
ing that offer”

A I do not have a copy of that letter in my corresnondence,
It is availeble I believe and we can offer it in exhibit, uzt I have
not had that chotostated,

Q Yas that a letter or a telephone communication?

A T believe that was a telephone conversation hecause we
do not seem to have it photostated and I believe his acceptance was
by telephone,

Q Apmroximately what date was that?

A That was approximately ten days or two weeks prior to the
expiration of that lease,

Q Was there any time in that ten days or two weeks , if you
had purchased that lease from Mr, Shafer, to obtain an sgreement from
the other leasehcld ovmers for communitization and to obtain the

approval of the Commissicner to the communitization apreement,
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A Te definitely did not telieve there was enourh tine,
That is why we could noi acceont the offer, e would have had to
precare it and have it executed by all interested parties and
filed for approval and it would have had to be avproved prior to
the expiration date and we did not feel that we could have had
that done within that time and that is what we told Vr, Shafervr,

Q You could not purchase his lease at that time because

you could not get the matier prepared by the time the lease woulcd

expire?
] Yes.
Q o to that time you had been unable to get any agreement

frem ¥r. Hopkins?

A That is correct.

Q “here does Hopkins live?

A Cambridge, lassachusetts

Q Had you been able to get zny 2greement at any time?

A We had correspondence from Hopkins. I made a special

trip to Massachusetts to contact ¥r. Hopkins and was unable to con-
tact him and I lext a registered letter at his Post 0ffice Rox
stating our offer znd stating we had to go zhead with the drilling
of a well to protect our own leases.

MR, HOVELL: We offer in evidence the El Paso Natural

as Company %xhibit 1 and letter to Yr, Shafer, which is Exhibit 2A,

GO, SPURBIER: Is there any objection? If no objection,

it will be received,

(Thereupon E1 Paso lNatuvral Gzs Comeany's
Exhivits X and 2% were received in
evidence,)
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Q (¥R. "UIT%:) 1In refcrence to the varties Shafer and
Hopkins, what kind of service was #iven - personal or newspsper
publication as to this hearing?

A As to this hearing I <o noit know,

Mr, WHITE: I was just wondering if notice was mailed
to them,

A I think that can be answered as to one of the parties,
Mr, Shafer ard VMr. Hopkins received notice by mail.

Q (By ¥r. Howell) The dste of spudding that well - what
was that date? Was it three days before the Shafer lease expired?

A It was spudded August 3rd and the lease expired fugust
22nd.

Q Is it not a violztion of the Commission's ruling to spud
a well without having the approval of the State Land 0ffice?

A Ve obtained the approvel of the State Land Office, filed
an Intention or Notice to Drill znd obtalned aoproval of the State
Lend Office to drill that well.

Q (¥R. THITE:) You did not obtain cur permission,

A Yes, we obtained it from the Commission's office in Aztece
It was approved subject to being able to get the communitization
agreexnent, However, we were faced with this fact, We had two
hundred zcres expiring October 20th and that was only by communitization

and drilling a well to protect our interest,

Q How long did you have that 200 acre assignment?
& Those all come in on different dates. I do not have
-8 ~




available the exact dates we acquired that acreage, but it has
been within the last year or eighteen months that we have scquired
all of that acresace,
Q Within the last eighteen months?
A Yes, I would definitely suvate that,
COV., SPURRIER: Any more guestions of this witness?
MR, XELL AHIN: I represent Charles ¥, Shafer, I would
like to ask the witness a few questions,
CROSS ZXAMINATION
BY MR. KELLAHTN:
Q Did you say that in your files, availavle here, you do

not have a copy of Mr. Chafer's acceptance of your offer?

A No, I do not,

Q Have ycu seen that letter yourself?
A No, sir, I recall no such letter,

Q Does this look familiar to you?

(Phereupon the witness is handed a letter to peruss,)

A I could not state whether I have ewver seen that letter
or not,

Q Would anybody else have seen it in place of yourself?

A Yes, it is addressed to Mr. Smith of our Lease Department

so he may have seen this letter,

Q Was it your testimony that ¥ , Shafer did agree to see

his lease?



A Yes, hc did contact us to sell his lease approximately

ten days or twe weeks before the expiration of his lease,

Q You do not recall the exact date?
A No, I do not,
Q You state it was your assumption that you could not

have gotten it anproved in time?
A In view of ocur past experience, the time required to

prepare, circulate and obtain avpproval of communitization agreemeut,

was not sufficient,

Q How long does that usually take?

A Certainly I would not feel safe in sayinz under 2 month,
Q It could be cone in a week, could it not?

A It is poscible if the people were available.

Q In other words, you do not know how long it would have

taken for that, is that not true?

A It could be if it had been prepared and circulated
individually flying to each party, delivering it by air, and if the
Commission had approved it immediately when it was presented, it

could possioly have been done,

Q Did you inform ¥r, Shafer that you were drilling on that
3 . half section?
;’ A Yes, sir.
. Q And when was that?

A ¥r, Shafer contacted us and asked if we could not drill

on the forty acres to protect the lease and T told him we were unable
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to do sn brcause we were already drillinz the well in the Nk/?
of Scction 32, which was the usual spacing of wells in the Fast
half and, furthermore, his well would have been in the southeast
secticn of 22,

Q "hen did you tell him that?

A That was in a telephone conversation after he had offered
to sell us his lease,

Q He accepted your o ffer, is that not correct?

A Yes, but that offer was subject to the approval of our
attorneys for title opinicn, ete,

Q You stated voun filed nntice of intention to drill, Vhen

was that f£iled?

A That was filed from onr Farwington office.

Q Did you see the notice?

A e have received a copy of lotice of Intention to Drill.
Q Aré vou aware or do you xnow that the E/Z of that section

was dedicated to that well?
Mit. KELLAHIN: I ask the Commission to take notice of

the zone record on Notice of Intention to Drill,

Q Your notice says Séptember 10th was the date the well was
completed, Is that correct?

A We called our office this morning and that was the date they
gave us. That is zaccorZing to our records when the well was compieted.

Q You do not know what the Commission records will show?

A Noa
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MR, WULLAHING I ask the Comnission to notice the
record shows the well to have been completed on August 27th, 1953,

Q Have you described to tne Commission all your efforts
in tryine to get an agreement with ¥r. Shafer?

A Qur Y¥r, Smith was handling the nescotiations and we have
other letters where we contacted Yr. Fhafer angd received no reoly.
¥r., Smith has had numerous communications with hime Ve have a letter
dated Yay 7th to r. Shafer to which we G¢id not receive a reply. Ve
have a letter dated May 22nd, 1953, a resistered letter with return
receipt requested, addressed to Mr. Shafer, to which we have had no
reply and we have a registered letter dated June 9th, 1953 to Vr,

Shafer, 21l offering to get him to join with us or to s211 his lenrco,

Q Did you ask the Land Commission te gut that leass up for
sale?

A Yes, I did,

% And what date was that?

A I co not remember the exact date, v was within a day or

twoe that Y¥r, thafer hid contacted us and accepted our offer, T took
it to the State Land Office and asked if that lease could be extended
and they acdvised me it could not and, at that time, I sa2id if the lease

cannot be extended, put it up for sale,

Q VWho did you talk to?
A Tony Albert znd also to znother man,
Q He had no opportunity to check into the guestion prior to

your asking him, did he?
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A Probably not. I contacted him over the tolenhore,

Q It was 2n of fhand oninion he zave vou?

A Yer,

Q And you azk him to vtub it un for sale?

& Tes.

Q (MR, VACEY:) Sunpose you had owned that lease on forty

acres that would expire on the 20th and vou did not obtain a complete
communitization agreement. Do you mean to say there was no any way
yeu could have reported the case to the Land Commis;ion and gotten a
temporary extension?

A It is my understanding that unless the well was bteing
drilled on that forty acres or a communitization covering that forty
acres with the remaining 320 on which a well was being drilled, there

was no wzy in which that lesse could have teen extended.

Q YMmat did you offer ¥r, Shafer in pavment for his lease?
A e offered him forty dollsrs an scre.
Q How come you offesred Hopkins fiftv dollars an acre and

five percent override? One is just as goced as the other, is it not?
According to ny information, on the comparison of those twe wells -

A No, there is no rezcon why the two acreages should not have
the same value, but I mizht state rizht here that we were and are
willing, if that lease can be extended, that cur offér-is still open
to ¥r. Shafer if he can obtain an coxtension of nis lease, to either
buy his lease or, if he wants to join the communitization, we will

carry him and recover his share of the drilling costs out of the
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production, but I conld not authorise the purchase of a lease
due to expire wituin ten days.

Q (By “r. Walker) Howx weu'd the State Land Dffice
benefit from such an 2sreecment as that? I understand Yr, Shaferts
position , but in what position would be place the Land Office?

5 (By ¥r. Howell) T hat agreement are you referrinz to?

Q (By ¥r. Yalker) UYe said if the lease could be extended
he still would make some kind of an agreement withhaz, or an offer,
the same as the one he had prior to the time the lease had cvnired,
How will the Land Office come in on this thin=? I do not know how
it would benefit the Land Office,

MR, KELLAﬁIN: I think it would, very definitely, If
this is included in the communitization, the State would get the
royalty.

1. RHODES: I wonder abouit the extension. T cannot think
of any thirty day extension% « Ve do not want to start that because,
where would it end?

YRe KELLAHTY: It is a gquestion to be put up to the Land
Commission,

C (By ¥R. "ALXER) I would like to aék, did you already
state when you actually zttempted to communitize this acreage? I
do not mean when these ceople wanted to come in - but just as far
as the Commission is concerned — we know you started talking to
Shafer and Hopkins two or three years aze, but when did you start
to comnunitize this acreage as far as the Commnission is ccncerned?
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L (By “r, Hambolin) Ve just recently filed that
cormunitization arreerent in the absence of an order pursuznt to
a hearinz. Ve feel there is no way we can approach your office
on 2 communitizatinn agreement until we have everyvody signed and
then present it for aoproval.

COM. SPURRIFR: Is there any other guestion of the
witness? If not, the witness may be excused,
(“itness excused)
¥R, HOTZLL: ¥r. ¥orrell, will you please take the
stand?

FOSTER YORAFLL

having been first duly sworn testified as follows:

DIRECT =ANITNATTOW

BY MR. HCTFLL:

] 7ill you please state your name and occupaticor for the
record?
A Foster Morell, Petroleun Consultant, representing El

Paso MNatural Gas Company.

Q You have testified before the Commission before?
A Yes, sir.
Q ¥r, Yorell, are you familiar with the location of this

tract we zre talking about?
A I am.
Q Is it within the area in which the Commission has estab-

lished a 320 acre spacing from Mesa Verde in order to conserve
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natural resources ?

A The well is so located.

Q laving heard the testimony as to tne fact that 280 acres
that have been committed to communitization agreemcnt and 80 acres
outstanding, will you state whether or not it is your opinion thst
failure to communitize or pool the 1eases into a 320 aers unit, will
deprive the owners of some of the gas lying under the land of an
opportunity to recover their just and eguitable share of the pool?

A That is correct. Failure to communitize would present the
people to recover their just and equitable share of actual gas, as t
the owner.

MR, HO'ELL: That is all.
CROSS EXAMINATION

BY MR. KELLAHIN:

Q Will this well bring in the acreage NW} of the NE?
A As to the spacing of the well, it would bring ir the entire
320 acres.

VR, KELLAHIM: That is all,
COM. SPUFRIER:  Any questions of the witness? If not, the
witness may be excused,
{(¥itness excused,)
MR. HOWELL: I would like to make a statement on behalf
of the Company. The points have been shown of the problems and the
difficulties of communitization and I know of no way and no one in

the Company knew, and, upon a call to the Land Office, we could find
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no sugsrestion of a way we couwld purchase thnt jease ten days
before its exniration and ve sure we had gotten what we paild
for because, at the time there was an opprortunity éiven to buy
the lease, we had a definite refusal from the owner of the forty
acres, r, Horkins, and we knew there was not time to secure a
hearing , such as we are having now, vrior to the expiration of
that lease on the 20th of August, Insofar as the =1 Paso Natural
Gas Company is concerned, we are completely willing as to the owner
of the other fortv acres, whether it be Mr, Shafer, the State, or
whoever it may be,; to come in and share in the well cost. ¥e are
willing to carry the well cost, payable out of net production, with
a return of our cost plus a reasonable interest which we suggest
would be seven percent and would suggest thsat such an order be entered,
That is a oroblem that we do not know the answer to, I do not know
of any way, under the laws and rezulations,as they now exist, that
that lease can be altered. If there is one, we are completely
willing that ¥r. S afer get the benefit of it and the position of
the Company is that we have had to go‘in and drill this area o If
by our drilling in this area it would affect or extend the lease, we
would be deligshted. 7ie will be lmppy to have ¥r. Syafer join in the
communitization. Te will be very happy- to carry him on the drilling
cost out of net profits and we suggest thzat an approprizte order be
so entered,

MR, "HITE: This question rises in my mind as to the

validity of such an order because an order can have no effect unon
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somethinT not in existence, Tor example: If this lease nas

expired, how could the Commission issued an order saying 2 lease
on this E'2 is communitized, when the lcase is not in existence?

¥it. HOUHLL: I get your ooint,

MR, THITL: The Cil Conservation Comnission cannch
imnose any directives , rules or regulations on the Land Cffice
and the Land Office holds the land, The 1 ease has exvired, Could
the Commission issue an order at this time to permit the Land
Office to put a restriction on the land and, secondly, to sancttion
the valicity of an order to apply on something not in existence? I
just wonder if they could agre=s to that,

MR. HOYELL: I certainly agree it is a puzzle and I do
not ¥ now the answer of the problem we have brought to the Commission.
However, we think theyv should enter the Crder, or, have we the right
to opcrate this as an unauthorized unit and have the cutstending
acreage brought in?

¥R, YHITZ: Do yon think the Commission has such power?

¥R. HOVELL: I have no doubt sbout it as far as the
authority for the Hopkins 40 acres is concerned . It really raises
a serious question in my mind as to whether the Commission can do it
in the other case .

MR, KEZLLAHIXY: I have gone into it to some extent.

¥R, HOWELL: T do not see all the raanifications to the
answer,

M., WHITE: You do agree that we co not have any aathority
over this L0 acres?
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1y, HOTELL:e IT the State Land Office chould zee it
to comnit its L) acres to this nnit,
MR,UHIT e But what vower does the 0il Commission have?
VR. HCU-LL: I agree with you that I have doubts,
¥R. KKLL.HIN: I am in rather an unfortunate position
in not having a witness. 1 have only a file which was forwarded to
me md, for that reason, I would like to call Yr. Smith as adverse
witness to identify 2 letter and, if he cannct, we are in a ¢difficult

situation, ¥r, Smith, will you take the stand please?,

SAMIJEL SMITH

having been first duly sworn testified as follows:

DIRECT EXAYINATION

BY ¥R. KELLAHIV:

Q Will you state your name please?
A Samuel Smith.
Q That position do you hold with ¥l Paso Natural Gas Company?

A Assistant Manager of the Lease Departmente.
VR. KTLLAHIN: If the Jommission olease, I wculd like to
call astiention to the fact this is an adverse witness,
Q (Ry ¥r. XKellahin) Dicd vou handle part of the correspon—
dence with Vr. Shafer in rezard to his 1ease?
A Yes.

q And did you receive a letter from him accepting your offer

on the sale of that lesse?
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A May I see the letter?

Q Certainlv,

A I cannot state for certain that I received this letter,
Perhaps I did, But, for the record, if r, Shafer has a valid lease
and you show rood title to our attorney, I am agreeable to receiving
it as of now.

Q (MR. "HITE:) Did you, or did you not receive that letter?
A I cannot say. I just do not know,

MR, HOWELL: We do nol have any objection, but might I
make this statement? I am sure, either by letter or telephone conver-
sation that information was transmitted to our Lease Department and
we would not deny that -~ the gist of what was said there c¢n apaxoxi-
mately that date, as that clears the matter up in all fairness., We
frankly admit at about that date the matter came in and a call was
made to theland Commission to see if there was any way we could go
zhead and close it

MR, KELLAHIN: We offer in evidence Intervenor's Exhibit
Né. 1.

CO¥. SPURRIER: It will be édmitted without objecticn.

(Intervenort's Exhibit No., 1 ad-
mitted in evicdence,)

Q (By Yr. Kellzhin) Following that exoression or conversation

with Mr. Smith, do you recall forwarding it to someone else?

A Yes,
Q I hand you 3 letter and ask if you signed that?
A I wrote that letter. That is not my signature, but I
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dictzted it and it was sisned by someone elsr, but 1 did iehtate

this Jetter.
A ‘as it signed with your authority?
Q What was the date?

4 Augzust 11th.

Q And to whom is it directed?
4 ¥r. Dow of Hervie, Dow and Hurkle.
MR. KHRLLAHIN: I offer in evidence,as Intervenor's FAhibit

No. 2,this letter,amd ask that it be admitted in evidence,

oY, SPURRIER: It will be admitted without objection.

M, KELLAHIN: In view of the circumstances in rezard
to the status of Mr, Chafer's lease, that is a matter which is for
the decision of t—:he State Land GCommission and itls legal staff, and
I do not think it has a proper part in this hearing, A vrotest
against cancellation of that lease has been filed with the Siate Land
Commission and we are accenting its decision. The vosition of Shafer
is that the drilling of the well in the E/2 of that is participation
of that lease and there 1s substantial legal authority supporting
that view, and it is a question that Mr, Shafer is entitled to have
an answer for, e do protest the creation of an uwnorthodox drillins
unit in this area., Ve will enter into a communitization agreement
on such terms and conditicns are are just and equitacle to ¥r, Shafer,
Thatever those may be, of ccurse, would have to be worked out and we
would ask the Commission to render jurisdiction of the case, Ye do

object to unorthedox unit for the reason stated, Ve helieve this
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well prrpetuated this lease and that communitization wowld be the
proper remedy.

CoM, SPURRTLKR: Under those circumstances, the Commission
will continue the case to an indefinite date, decending on a decision
and we will have to readveriise the case,

M. XELLAWIN: I do not believe Mr. Commissioner, that
a continuation would be in order - that the Commission should enter
some order at this time, The basis of Mr, Shafer's cortention is
that the drillin:g of this well would perpetuste this lease and it will
not be perpetuated under the law until a communitization order is
enterede That is a legal point.

V& THITE: It has been because it will be?

MR, KELLAHIN: The well was completed prior to Mr, Shafer's
lease expiration, Where the State has rules z2nd regulations in svacire
of drilling units and communitizing ordered under those regulations,
then, at that time, the lease is participating even though it comes
after the exviration date of the lease,

¥R, WHITE:  Supposing this petition were allowed of
unorthodox drilling of forty acres and then, as a result, the Shafer
lease were renewed or he became the lessee of a new lease, then he
couls come in under Section 15-C and required to be communitized,

YH. KELLAFIN: That is correct, but that would be in
effect an unurthodox unit to be zllowed but, in that event, \r, Shafer
micht not have his lease, I have not done any considerable research

in the quectione That we are hearing is an attempt to protect ¥r,
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Shaferts lease,
ME, THITE: I do not think the Commission i.ms the

authority to grant this lease,

COM, SPURRIER: As usual, 1 »zm in the micddle,
MR, KELLAHT Y : I wouwld like to submit a brief on it for

the perusal of the lersal staff.
C2M. SPURRTZR: Under that circumstance, we will take

it under advisement,
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Publication:

l.egal Notice OCC Hearing

SF

Date: €07 15 1953 ,
Farmin:-ten

CASE - 7 < :

In the ratter of the application ~Af £l Paso tabural Gas Company

for compulsory unitization f %/2 Secticn 32, ‘ownship 31 lorth, Range 10
: J 3 2 b

west, NMPH, San Juan County, Hew Mexico; or, in the alilzrnative, for approval

acres in the £/2 of said

of an unorthcdox drilling unit of g

Section 32, Township 31 Lorth, Range 10 West.




Balbos

Clllro
Aug. 5

Bl Jasoc Netursl 8as Co.
¢+ Samel mith
Iaase Dep'8.
10th Ploor Eessett Tower
Rl Psso, Teaas

+ - .

Jear Mr. Snith:

Confirming our telephone conversation this wmornin: ec-epte
your ortor of fifty dollsre per acre on my forty acre
lease with & five percent royelty,

Enclosed find oil end gas leases snd reoceipts of psyments
ard letters, *hen 1 receive the necessery parers from you,
1 will =ign them #nd retirn them to you by registared air
mil,

Pleare excuse the dels  'n snswerin~ your letters for I
have Leen c1t of the rirte for some ti-e.

Theankiang you,

. , : Youre truly,

D - T Tss, ¥, Cheller
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Mr, Harum dow
Hervey, Dow & Hinkle
Attorneys at Law
Roswell, New Mexico

In He: Lease B-1luSG,
Dear Mr, Uow:

In accordance with a request of Mr, noy Gronsky, whe was rep—
resenting Mr, charies W, Shafter, please find enclcsed herewith the
tfollowine papers:

1. Sentai Heceipt on Lease E-10587

2. Acknowledgment and Officiai iteceipt No. A
37333 from State Land (ffice, Santa Fe,

New Mexico

3, Letter from H. R. Rodgers, Commissioner of
Pyhlic Lands, datel Septerber 13, 1943,

40 Cisoand vas icasce dated August lu, 1443, by
and between the State of New Mexico, and
Sharies w, shaffer, 410 W, Palmer Avenue,
v.endale, califoruia,

You will notice that the enclosed papers reflect that the cap-
tioned lease is due to expire August 20th, We know of no way in which
this Jease can be extended although Mr, sharfer and Mr. (roasky feel
that due to the fact that they have kept this lease in good standing
they should bte entitied to an extension, They would like for you to
a’vise them as to their rights under the present lease,

If we can be of anyv nelp in this matter, please do not hesitate
Lo contact us,

Very truly vours,

- . L,/‘
Y "r/wcf’ - ~ ,/'I‘”,":,,f'z'/,a!" -
Samuel Smith

Lease Department

SS:ha
Encls.
cc-Mr. Charles ¥W. Shaffer
410 West Palmer
Glendale, California
(Air Mail-Special Delivery)

P.S. We understand that you and Mr. Cronsky are alumni of the New
¥Yexice Military Institute,

EGIB




