STATE OF NEW MEXICO

DEPARTMENT OF ENERGY, MINERALS ANENWT URA L"()«w} CES
OIL CONSERVATION DIVISION Iﬂﬁ]i‘l

APPLICATION OF DEVON ENERGY PRODUCTION COMPANY, L.P.
FOR AN ORDER AUTHORIZING THE DRILLING OF WELLS IN THE
POTASH AREA, EDDY COUNTY, NEW MEXICO.

CASE NO. 13368
CASE NO. 13369
CASE NO. 13372

MOTION OF DEVON ENERGY PRODUCTION COMPANY, L.P. FOR AN
ORDER RE-INSTATING/GRANTING APPLICATION FOR PERMIT TO
DRILL, AND DISMISSING THE OBJECTION OF IMC MINERALS/
MOSAIC POTASH TO THE APACHE 24 FEE WELLS NO. 6, NO.7, AND
NO. 7A.

Devon Energy Production Company, L.P. (“Devon”) hereby moves the
Division for an order re-instating/granting its Applications for Permit to Drill its
proposed Apache 24 Fee Wells No. 6, No. 7 and No. 7A, dismissing the
objection of IMC Minerals/Mosaic Potash to this location and dismissing this

case, and in support of its motion states:

1. Devon Energy Production Company is the current lessee of valid
oil and gas leases from all mineral interest owners covering the oil and gas
mineral rights under Section 24, Township 22 South, Range 30 East, NMPM,
Eddy County, New Mexico. A copy of the Oil and Gas Lease(s) from all mineral

interest owners to Devon are attached hereto as Exhibit A.

2. Devon filed an Application for Permit to Drill (“APD”) three wells
in the SW/4 NW/4 of said Section 24: the No. 6 Well at a location 1980 feet from
the North line and 660 feet from the West line and proposed to drill the well to a
total depth of approximately 7900 feet to test the Delaware formation; the No. 7
Well at an unorthodox surface location 1460 feet from the North line and 1150
feet from the West line to an unorthodox bottomhole location 598 feet from the

North line and 2059 feet from the West line and proposed to drill the well to a



total depth of 7850 feet; and the No. 7A at an unorthodox location 1460 feet
from the North line and 1150 feet from the West line and proposed to drill to a
total depth of 15,500 feet to test the Devonian formation. Devon’s Applications
for Permit to Drill are attached as Exhibit B.

3. Since the proposed wells are within the designated oil/potash area
as described in the New Mexico Oil Conservation Division/Commission Order R-
111-P (“Order R-111-P”), Devon timely and properly notified all potash lessees
within a mile of the proposed well location of its intent to drill. IMC Potash
Carlsbad, Inc., now Mosaic Potash, (“IMC/Mosaic™) is the only potash lessee

within a mile of the proposed well locations.

4. On February 19, 2004, the Qil Conservation Division granted
Devon’s APD to drill the No. 6 Well. The BLM has taken no action on the APD
for the No.7 Well. On September 20, 2004, the Oil Conservation Division
rejected Devon’s application for permit to drill the No. 7A Well.

5. Kenneth Smith, Incorporated, is the surface owner of the SW/4
NW/4 of said Section 24 and is an interest owner of the oil and gas minerals and

potash minerals located under these lands.

6. Mr. Smith, all other mineral interest owners (which includes the
potash reserves) and Devon have reached mutual agreement for the development
of the minerals under this land whereby Devon will drill for and develop the oil
and gas under this land and the potash resources under this property, if any, can
thereafter be mined. Attached hereto as Exhibit C is an affidavit from Mr. Smith
supporting the application of Devon for the drilling of the Apache 24 Fee Wells
No. 6, No. 7, and No. 7A.

7. Although IMC/Mosiac does not own potash rights under said
Section 24, IMC/ Mosaic filed written objections with the Oil
Conservation Division’s Artesia Office. On April 12, 2004, IMC/Mosaic
objected after the period for filing objections for the No.6 Well had run



and after the Division had approved the APD. On August 30, 2004,
IMC/Mosaic objected to Devon’s application for the No. 7 and No. 7A
Wells. Copies of the objections are attached as Exhibit D.

8. On September 20, 2004, the Division’s District Office rescinded
Devon’s APD for the No. 6 Well and rejected the APD for the No. 7A Well. The
BLM has taken no action on the No. 7 Well. A copy of the Division’s
September 20, 2004 letter is attached hereto as Exhibit E.

9. Order R-111-P makes no provision for an LMR determination when
the proposed well is located, as here, on fee lands nor does Order R-111-P
authorize a potash lessee to designate a Life of Mine Reserve (“LMR”) area over
lands not leased to that potash lessee. See, Oil Conservation Division Order No.
R-9990, Finding 11, attached hereto as Exhibit F.

10.  In this case Mr. Smith, as owner of the unleased potash underlying
its acreage, has consented to Devon’s drilling of the Apache 24 Fee Wells and
desires to have its oil and gas minerals developed first and in preference to any

potash reserves underlying its fee property.

11.  There is mutual agreement of the owners of the oil and gas
minerals and the potash minerals under the SW/4 NW/4 of said Section 24 for
the drilling of the Apache 24 Fee Wells and the provisions of Sub-part G(e)3 of
Order R-111-P, the provision cited by IMC/Mosaic as the basis for its objection,
have been met and Devon’s APD’s were improperly rescinded/rejected and

should be re-instated/approved.

12.  Devon has followed the provisions of Order R-111-P, subpart
G(e)(2), which requires it to provide notice of its intent to drill to all potash
lessees within one mile of the proposed well location and as provided in sub-part
H of order No. R-111-P. Pursuant to Commission precedent, the APDs of Devon
should not have been rescinded/rejected. Devon is entitled to drill the subject

well as proposed with a representative of IMC/Mosaic present during the



drilling, cementing, casing and plugging of said well to observe conformation

with all requirements of Order No. R-111-P.

13. Based on the facts of this case and clear Commission precedent, the
Division should dispose of this matter without hearing, immediately order the re-
instatement and approval of the drilling permits for the Apache 24 Fee Wells No.

6, 7 and 7A and dismiss this case.
WHEREFORE, Devon Energy Production Co. request the Division:

(1)  apply the precedent established by its Order No. R-9990 to the facts

of this case;

(2)  re-instate Division approval of Devon’s Application for Permit to
Drill the Apache 24 Fee Well No. 6, 7 and 7A: and

(3) dismiss the objection of IMC Potash Carlsbad, Inc/Mosaic Potash

to this proposed well location.

Respectfully submitted,

HOLLAND & HART LLp

+
.

By:

William F. Carr
Ocean Munds-Dry

ATTORNEYS FOR DEVON ENERGY
PRODUCTION COMPANY



CERTIFICATE OF SERVICE
I certify that I have caused a copy of the foregoing pleading to be delivered to
Gail McQuesten, Esq. Attorney for the Oil Conservation Division by Hand Delivery, Dan
Morehouse, Mosaic Potash by facsimile [Fax No. (505) 887-0589] and to Charles High,
Esq., attorney for Mosaic Potash, by facsimile [Fax No. (915) 546-5360] on this 24th day
of November 2004.

e

( -
William F. Carr (




i 534mE0112 000001

Producer’ s 88-(Prodv-cer’ s Revised 1994) New Mexico . $42P, Paid-up

OIL & GAS LEASE

THIS AGREEMENT made this 20™ day of October, 2003, between GEORGIA L. BERGSTEN A/K/A GEORGIA LOU LONDON BERGSTEN »RFHGSBRND,
. . lewo dea PN TS Y T ST T sof , herein called “Lessor™
(whether one or more) and T. VERNE DWYER, 500 West Wa), Suite 310, Midland, Texas 79701 , “Lessee™:

0135 L1 Gazer Avtnue < W ; N B8
1. Lessor, in consideration of TEN AND OTHER DOLLARS in hand paid, rmp(ofwhmhlshereby uknowlgdpd.mdof!hcwynlnns ",_ ided ‘nflhg of
the Lessec herein contained, hereby grants, leases and lets exclusively unto Lessee for the purpose of i pl drilting, and op for and.prods oil and gas,
injecting gas, waters, other fluids, and air into subsurface strata laying pipelines, storing oil, building tanks, roed hone lines, and other and things thereos to produce, save take

care of, treat, process, store and transport said minerals, the following described land in EDDY COUNTY, NEW MEXICO, to-wit:

SHIP 22 SOUTH. NGE 30 EA.
SECTION 24: SW/4 NW/4

Said fand is estimated to comprise 40.00 acres, whethcr it actually comprises more or less.

2. Subject to the other provisions herein coataincd, this lease shall remain in force for a tenn of three (3) years from this datc (called “primary tenn™) and as long thereafter as oil
or gas is produced srom said Jund or trom land with which said land is pooled.

3. The rayzlties to be paid by Lessee are: (a} on oil, and other anldhydmurbms avedallh:w:ll. 3/16" of that produced and seved from said land, same to be delivered

a1 the wells or to the credit of Lossor in the pipeline to which the wells may be d; (b)on gas, head gas of other gaseous substance produced from said tand and used offthe

1 used in the ‘guolmcorolhzrprodwls.(hemukdvaluzalmeweﬂofmﬁ‘ of the gas used, provided that on gas sold on or off the premises, the royaltics shail be 3/16*
of the amount realizod from such sale; (c) and at any time when this lease is not validated by other peovisions hurcof and there is a gas and/or condensate well on said land, or tand pooled therewith,
but gas or condensate is not being so sold or used and such well is shut-in, either before or afier prodoction therefrom, then on or before 90 days after said well is shut in, and thereafier at annual
mtervals, Lessee may pay or tender an advance shut-in royalty equal to $1.00 per net acre of Lessor’s gas acreage then held under this lease by the party making such payment or tender, and so long
as said shut-in royalty is paid or tendered, this lease shall not inate and it shall be i under al) clauses hereaf that gas is being produced from the lcased premises in paying quantities.
Each such payment shal) be paid or tenderad (0 the pasty ar parties who at the time of such payment would be entitled to receive the royalties which would be paid under this lease if the well were in
fact producing. The payment ar tender of royalties or shut-in royalties may be made by check or draft. Any timely paymient or tender of shut-in royalty which is made in a bona fide astempt 10
make proper payment, but which is erroneous in whole or in part as to partics or amounts, shall nevertheless be sufficient to prevent texmination of this lease in the same manner as though a proper
payment had been made if Lessee shall correct such error within 30 days after Jessec has received written notice theveof by certified mail from the party or parties aitied 10 receive payment together
with such written instruments (or certified copies thereof) as are necessary to enable lessoe 10 make proper payment. Theammltreahzedﬁomlhesaieofpsonnroﬂ'lheptemmdmllbeﬂw
pnceesubhshedbyth:wnlcscmmactedmdm:nmﬁmwuwwmpmfusmhtemmmm usare y in the industry. “Price” shall mean the
net amount received by Lessee afler giving effect to applicable regulatory orders and after application of any ap price adj manhemmuxepdmrym Inthe evem
Lnseeeompmsu.mu.pmﬁu.ordehymsmhgas(wlmhammoﬂ‘mekasedwemues)otmpommoﬂ'lheleaudpmmm Lessee in computing royalty hereumder may deduct from
such price a reasonable charge for each of such functions performed.

4. This s a paid-up lease and Lessee shall not be obligated during the primary term hereof 10 commence or continue any operati A
hereunder in order 1o maintain this lease in force during the primary term; however, this provision is not intended to relieve Lessee oﬂheobllymm 10 pay royaltics mmmlplodnmw pursuantto
the provisions or paragraph 3 hercof.

5. Tessee is hereby granted the right and power, from time to tine, to pool or combine this lease, the land covered by it or any part or bonizon thereof with any other land,
mineral estates or parts thereof for the production of oil or gas.  Units pooled hereunder shall not exceed the standard proration unit fixed by law or by the Oil Conservation Division of the Energy
mdMi:mlsDcpmauoﬁh:StnteochwMexlooorbymyoﬂulawMamhomyfonhepoolorammwlnchwdlmdnumuled,plusato!cnnumtenpum( Lesses shall file writien unit
designations in the county in which the premises are located and such units may be designated from time to time andenlm before nr after the completion of wells. Drilling operations on or
production from any part of any such unit shall be considered for all purposes, except the payment of royalty, as d upon or p ion from the tand described in this lease,
There shall be allocated to the land covered by this lease included in any such unit llntporlmcflhemulpmductlonufponledmmrn]afmmwclllmlhelmu after deducting any used in lease or
mutnpmnons.whnehthcnetnllorgasmgemlhelmdcomedhydnslemmcludedmlheumlbelnlolh:lot:lnwnbcro(smfacemnnmemt The production so allocated shall be

d for all di m:puymemordelweryofmylhymbedwennteptodwuonofpoolcdnuncnlsﬁ'omﬂnmnofsmdlmdewmdmbymmclmdmmdummﬂ:e
same manner as though produced from seid land wnder the terms of this lease.  Any pooted unit dasi d by Lessee, as provided herein, may he dissolved by Lessee by recording an appropriate
instrument in the county where the land is situated at any tme after the completion of a dry hole or the cessation of production on said unit.

6. Tfal the expination of the mmarylenn there is no well upon said land capable of producing oil or gas, but Lessee has commenced operations for drilling or reworking
thereon, this lease shall resnain in force so long as are d with no ion of mosc than 60 consecutive days, whether such operation be on the same well or on a different or
additional well or wells, and if they result in the production of oil or gas, so long ﬂwreaﬁerumlovgnsmpmd;mdfmmnldlmd If, after the expiration of the primary term, all wells upon said
Iandshmldbemmupablenfpmdncmcformywxse.dushushnﬂnol inate if Lessee for additional drilling or for reworking within 60 days thereafter. 1f any
drilling, additicnal drilling, or g Op der result in producti lhenlhuleucslnllremnmﬁmfnreesolmgmaoaﬁensmlurmupmd\mdhcmmdﬂ

7. Lessec shall have free use of oil, gas and water from said land, except water from Lessor’s wells and tanks, for all operations hereunder, and the royalty shall be computed after
deducting any so used. Lessee shall have the right at any time during or after the expiration of this lease to remuve all property and fixtures placed by Lessee on said land, including the right to draw
and remove all casing. When required by Lessar, Lessee will bury all pipelines on cultivated lands below ordinary plow depth, and no well shall be driled within two hundred feet (200 1) of any
residence or bam now on said land without Lessor's consent. Lessor shall have the privilepe, at his risk and expense, of using gas from any gas well on said land for stoves and inside lights in the
principal dwelling thereon, out of any surplus gas not needed far operations hereunder.

8. Thenghtsofulherpaﬂylmndzuuybﬂmmadmwmleurmpmandtheptowswnsbemfshdl extend to their heirs, and assigns;
tut no change in the ownership of the land or in the ownership of, or rights to receive, royahties or shut-in royalties, however accomplished shall opevate to enlarge the obligations or diminish the
rights of Lessee: and no such change or division shall be binding upon lessee for any purpose until 30 days after Lessee has been fumished by cestified mail at Lessee’s principal place of business
with acceptable instruments or centified copies thereof constituting the chain of title from the original lessor.  [fany such change in ownership occurs thraugh the death of the owner, Lessee may, ot
its option, pay or tender any royalties or shut-in royalties in the name of the deccased or 10 his estalo or 10 his heirs, executor or administrator wntil such time as Lessec has been furnished with
evidence satisfactory 10 lessee as to the persons entitled to such sums. An assignnent of this leass in whole or in pact shall, to the extent of such assignment , relieve and discharge Lessce of any
obligations hereunder and, if Lessee or assignee of part or parts hereof shall ail or make default in the payment of the proportionate part of royalty or shut-in royalty due from such Lessee or
assignee or fail to comply with any of the provisions of this lease, such defauit shall not affect this lease insofar as it covers a part of said lands upon which Lessee or any assignee thereof shait
peoperly compty or make such payments.

9. Should Lessee be prevented from complying with any express oc implicd covenant of this lease, or from conducting drilling or kil b der, or from
produangollorgns hﬂ:mbymsmnfscnmuyamnbdxlywobwnornueqmmuormalenal.orbyupu'anonoffu‘cenujm.orbymyl?edﬂalormuIawormyotder rule or

of go ity, then while so pr d, Lessec” sduryshallbcnupcnded,mdleaseeshllm belublefor&dmmwnplydurewmh,md&ulwnhﬂlheemdedwhh
and so long as Lessee isp d by any such from conducting drilling of rking from producing oil or gas hereunder; and the time while Lessee is so prevenied shall not be
counted against Lessee, amything in this lease 10 the cantrary notwithstanding.

10. Lessor hereby warrants and agroes 1o defend title to said land and agrees that kessee at its option may discharge any tax, mortgage or other lien upon said land , and in the event
Lessec does 5o it shall be subrogated to such lien with the right 1o enforce same and to apply royaltics and shut-in rayalties payabie hereunder toward satisfying same.  Without impainment of
Lessee’s rights under the wamanty, if this lease covers aless interest in the ol or gas in all or any part of said land than the enire and undivided fec simple estate (whether Lessor’s interest is herein
specified or aot) then the royalties, shut-in rayalty, and other paymemts, if any, accruing from any past as to which this lease covers less than such full interest, shall be paid only in the proportion
which the interest therein, if any, covered by this lease, bears 10 the whole and undivided foe simple estate therein. Should any one or more of the parties named above as Lessars fail to execute this
Jease, it shalt nevertheless be binding upon fie party ar parties executing the same.

1. Lessee, ifs or his successors, heirs and assigns, shall have the right st any time 10 surrender this lease, in whole av in part, to Lessor or his heirs, successors and assigns
by delivering or mailing a release thereof to the Lessor, or by placing a release thereof of record in the county in which said land is situated, thereupon Lessee shall be relicved from all obligations,
expeessed or implied, of this agreement as to acreage so surrendercd, and thereafier the shut-in royalty payable hereunder shall be reduced i the proportion thal the acreage covered hereby is
reduced by said relcase or releases

T VERNE DWYER
OIL & GAS INVESTMENTS
500 W WALL STE 310

AZC’ { Z MIDLAND TX 79701
GEORGIA EndSTEN X EORG LOU LONDON - T/ T/

BERGSTENJOEALING IN HER SOLE AND SEPARATE . .
PROPERTY PRINTED NAME: EFE0R &1 L. Brwgsien/
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The foregoing was ack dged before me this day of , 2003, by
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Notary Public, State of New Mexico
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OIL & GAS LEASE

THIS AGREEMENT made this 2° day of October, 2003, between WILLIAM JEFF GLENN AND LORA NELL GLENN, AS TRUSTEES OF THE WILLIAM JEFF
GLENN AND LORA NELL SMITH GLENN REVOCABLE TRUST DATED FEBRUARY 13, 1992, of 375 Ridge Road, Silver City, NM 88061, hercin called
“Lessor” (whether onc of wore) and T, YERNE DWYER, 500 Wess Wall, Suite 310, Midland, Texas 79707 , “Lessec™

L Lessor, in consideration of TEN AND OTHER DOLLARS in hand paid, receipt of which i s hereby uluwwledaed md ofthe myﬂnesherunprwndedmdoflhewaf
the Lessee herein contained, horcby grants, leases and lets exclusively usto Lessee for the purpose of i drilling, and for and producing oil and gas,
injecting gas, waters, other fluids, and air into subsurface strata laying pipclines, sioring vil, bailding tanks, roadways, lelcphona lme:. and other structures and thmgslbaeonmm»e. saveo take
care of, treat, process, store and transport $2id minerals, the followmg dscribed land in EDDY COUNTY, NEW MEXICQ, to-wit:

T 1P U R S

SECTION 24: SW/4NW/4

Said tand is estimated to comprise 40.00 acres, whether it actually comprises mor or less.

2. Subject to the other provisions herein contained, this lcase shall remain in force for atenn of three (3) years from this date (calied “primary term™) and as long thereafier as oil
or gas is produced from said land or from land with which said land is pooled.

3. The royalties to be paid by  £ssee are: (a) on oil, mdo(hcrliquidhydnxad»nssavedmdwweﬁ 3/06™ of that produced and saved from said lsnd, same to be delivered
at the wells or (0 the credit of Lessor in the pipeline to which the wells may be 3. (b) on gas, includs inghead gas or other gascous substance produced from said land and used off the
premises or used in the manufactre of gasoline or other products, the market value at the well otlllG‘ of the mused.prov\deddmonmsoldnnmoﬂ'ﬂwmmm the royalties shali be 3/16*
of the amount realized from such sale; (c) and at any time when this lease is not validated by othes provisions hercof and there is a gas and/or condensate well on said land, or land pooled therewith,
but gas or condensate is not being so sold o used and such well is shut-in, either before or afier production thescfrom, then on or before 90 days after said well is shut in, and thereafier at annual
intervals, Lessce may pay or tender an advance shut-in royalty equal to $1.00 per net acre of Lessor’s gas ucreage then held under this lease by the party making such payment or tender, and so long
as said shut-in royalty is paid or tendered, this Jease shall not inate and it shali be idered under all clauses hereof that pas is being produced from the leased premises in paying quantities.
Each such payment shali be paid or tendered ta the party or parties who al the time of such payment would be entitled 1o receive the royalties which would be paid undes this leasc if the well were in
fact producing. The payment or tender of royalties or shut-in royaltics may be made by check or draft. Anynmelypaymemnrlendercfshmmruynﬁywhchlsmdema bona fide attempt 1o
make proper payment, but which is erroneous in whole or in part as 1o parties or amounts, shall heless be suffi 10 prevent ion of this lease in the same manner as though a proper
payment bad been made if Lessee shall comvect such emror within 30 days after lesses has received written notice thereof by certified mail from the party or parsics entitled to receive payment together
with such written instruments (or cevtified copies thervof) as are necessary fo enable lesses to make proper psyment.  The amount realized from the sale of gus on oc off tie premises shall be the
pnccembhshedbyﬁepsuleswnmedmmedmomgoodfulhbyumnndgup«rehnuforsuchtennandundamchcomiﬁonsasnwnomuyintheind\m “Price” shall mean the
net amount received by Lessee sfier giving effect to applicable regulatory orders and after application of any applicable price adj specified in such contract of regulatory orders. In the event
Lessec compresses, treats, purifies, or dehydrates sncbm(wlmhuonoroﬁlheklsedpmnses)ormsponsgasoﬂ'lhelwsed prosises, Lessee in oomputing royalty herewunder may deduxt from
such price a reasonable charge for each of such functions performed.

4. Thixis a paid-up kasc and Lessoe shall not be obligated during the primary tenin hereof to commence or continue any operations of wh h or 1o make
hereunder in order 1o maintain this lease in force during the primary term, however, this provision is not intended 1o relieve Lessee of the obligation to pay royalties on actual production puraznt to
the provisious or paragraph 3 hereof.

s Lessee is hereby granted the right and power, from time 10 time, to pool or combine this lease, the land covered by il or any part or hovizon thereof with any other land,
mineral estates or parts thereof for the production of il or gas. Units pooled beveunder shall not exceed the standard proration unit fixed by law ur by the Oil Conservation Division of the Energy

and Minerals Department of the State of New Mexico or by any other lawful authority for the pool or area in which said land is situated, plus a tol to ten percers. 1 hall file written unit
designations in the county in which the premises are located and such units may be designated fiom time to time mdclﬂmbefom«aﬁenbemphmn of wells. Drilling operstions on or
production from any part of any such unit shall be considered for all purposes, except the payment of royalty, as d upoa or production from the land described in this lease.

ThcreshallbeIlloutedmlheIxndcoveredbymsleasemcludedmmymchunnmnponumofthemulpmdmoncfpoolednnnuulsfmnwellsmﬂuuml after deducting any used in lease or
unit operations, which the net oil or gas acreage in the land covered by this lease included in the unit bears to the total aumber of surface acres in the unit. The productioa so allocated shall be
considered for all purposcs, including the payment or delivery of royalty, 10 be the entire production of pookcd minerals from the postion of seid land covered hereby and included in said unit in the
same manner as though produced fram said land under the terms of this lease.  Any pooled unit desi by Lessee, as provided herein, may be dissolved by Lessee by recording an appropriate
instnument in the county whese the land is situated at any time after the completion of a dry hole or the cossation of production on sais) unit.

6. [fat the expiration of the primary term there is no well upon said land capable of producing oil or gas, but Lessee has commenced opetations for drilling or reworking
thereon, this lease shall remain in force so long as operations are p d with ion of more than 60 consecunive days, whether such operatios be on the same well or on a differcent or
additional well or wells, and|t‘theyncsullmlh:producnonofmlo«gu,solm thereafier as oil or gas is produced from said land. 1f, after the expiration of the primary term, all wells upon said
Ilndsllmddbemmuupwkofwodmngﬁxmyum,ﬂmlcmshallml mate if Lessee ions for additionat drilling or for ing within 60 days thereafier. Ifany
drilling, additional drilling, or king der result in producti mendmlelseslullumunmﬁxﬂﬁx'cesolnnslhcreaﬁerumlorwupmdmodhmm

7. Lessce shall have free use of o, gas and waier from said land, except waier from Lessor's wells and tanks, for al} operations hereunder, and the royalty shall be computed afier
deducting any soused. Lessee shall have the right at any tiroe during or afier the expiration of this leass to remove alt property and fixtures placed by Lessee on said land, inchuding the right to draw
and remove all casing. When required by Lossor, Lessee will bury all pipelines ob cultivated lands below ordinary plow depth, and no well shall be drilled within two hundred feet (200 ft.) of any
residence or barn now on said fand without Lessor’s consent. Lessor shall have the privilepe, at his isk and expense, of using gas from any gas well on said land for stoves and inside lights in the
principal dwelling thereon, ous of any surplus gas not needed for operations hereunder.

8. The rights of either party hereunder may be assigned in whole ot in part and the provisions hereof shall extend to their heirs, danini: and assigns,
but no change in the ownership of the land or in the ownership of, or rights to receive, royaltics or shut-in royalties, however accomplished shall operate 1o enlarge the obligations or diminish the
rights of Tessee: 2nd no such change or division shal) be binding upon lessec for any purpose witil 30 days after Lessee has been furmished by certified mail at Lessee's principal place of business
with acceptable instruments or certified copies thereof constituting the chain of title from the original lessor. I any such change in ownership accurs through e death of the ownes, Leases may, &
its option, pay or tender any royalties or shut-in royalties in the name of the deceased or 1o his estate or to his heirs, executor or administrator unti) such time as Lessee has been furnished with
evidence satisfactory 1o legsee as to the persons entitled fo such sums.  An assignment of this lease in whole or in part shall, (o the extent of such assignment, relieve and disclarge Lessee of any
obligations hereunder and, if Lessee or assignee of pari or parts hereof shall fail or make default in the payment of the proportionate past of royalty or shut-in royalty due §rom such Lessee or
assignee or fail to comply with any of the provisions of this case, such default shall not affcct this Yease insofar as it cuvers a part of said lands upon which Lessee or any assignee thercof shall
properly comply or make such payments,

9. Should Lessee be prevented from complying with any express or implied covenant of this lease, or from conducting drilling or ki ions h der, or from
prodncmg oil or gas hereunder by reasan of scarcity or malnlny to obiain or use equipsicat or mateial, o by operation of force majeure, of by any Federal 0|‘ state law or any order rule or

of gor thority, then whilo so p Lecseesdwyshl!lbesuspmdcd,mdlesmM)nmbchab!efahzhnwcomplydzrewub,md"nskucdﬂlbemﬂedmm
undsolonguLelseelspnvenlcdbymyswhuuuﬁnmomdumngdnllmgormwmkmu i Grom produsing oil or gas and the time while Lessee is 50 prevented shall not be
counted against Lessee, anything in this lease 1o the contrary notwithstanding.

10, 1.¢s50¢ herelry warrants aud agrees 1o d=fend title 10 said land and agrecs thai lessee at its option may discharge any tax, mortgage or othes lien upon said land , and in the event
Lessce does 5o it shall be subrogated 10 such lien with the right to enforce same and to apply royalties and shut-in royalties payable der soward satisfynng same.  Without impairment of
Lessec’s rights under the warranty, if this IeuzeovmaIessmtemlmﬂwmlarusluaﬂormypanofmdlmdt}mﬂle:nnremdmdmded fee simple ostate {whether Lessor’s interest is hevein
specified or not) then the royalties, shut-in royalty, and other payments, if any, accruing from any part as to which this lease covers fess than such full interest, shall be paid ooly in the proportion
which the interest therein, if any, covered by this lease, bears to the whole and undivided foe simple estate therein. Should any one or more of the parties named above as Lessors fail to exocute this
lease, it shall nevertiieless be binding upon the party or partics executing the same.

11, Lessec, its or his successors, heirs and assigns, shall have the right at any time 10 surrcnder this lease, in whole o in part, 1o Lessor or his heirs, successors and assigns
by detivering or mailing s relcase thercof 10 the Lessor, or by placing a release thereol of record in the county in which said land is situated; thereupon Lessce shall be relieved from all obligations,
expressed or implied, of this agreement as 10 acreage so swmendered, and thereafier the shut-in royalty payable hereundzr shall be reduced in the praportion that the acreage covered hereby is
reduced by said releaso or releases.

THE WILLIAM JEFF GLENN AND LORA NELL SMITH GLENN REVOCABLE TRUST DATED FEBRUARY 13, 1992

BY: WILLIAM JE JTRUSTEE “BY: LORA NELL GLENN, TRUSTEE -
. T Veard b
TxiD.No: D2 - 44T 242 46 1-80-9922 JJ\)‘,)J\)(1 14
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INDIVIDUAL ACKNOWLEDGMENT (New Mexico Short Form)

STATE OF NEW 1ICO §
§
COUNTY OF Xz nr” §
The foregoing instrument was acknowledged before me this
GLENN AND LORA NELL GLENN, in the capacity herein stated.

g tx/:lay of M/} , 2003, by WILLIAM JEFF

i

y
i

My C . Z e A2t
\“..‘-,.;c.( s, Notary Public, State of New Mexico
o s, )
& BAR - -
.\G‘ ¢f) e ®o i ] Printed Name . el ) o
Il o “ -
s '-l\."
i:
£ 3
1
, Ao
AR
“n,

RECEPTION NQ: 0314331 STATE OF
NEW MEXICO, COUNTY OF .EDDY
RECORDED 11-/1772003 1G:13 AM
BOOX 0530 PAGE 0728 g.7%nend
JEAN BLENDEN, COUNTY CLERK
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Produces’ s 88<Prodicer’ s Reviséd 1994} New Mexico b 429, Paidup

OIL & GAS LEASE

THIS AGREEMENT made this 20* day of Octoberr, 2003, between KENNETH MARK SMITH A/K/A KENNETH M. SMITH, AND WIFE, PATSY LOU SMITH, of 267
Smith Rench Road, Hobbs, NM 88240, herein called “Lessor” (whether one or more) and 7. VERNE DWYER, 500 West Wall, Sulte 310, Midland, Texas 79701 , “Lessec”:

Lasor.mconsldemmofTENA.NDOTHERDOLLARSn\hmdvud.reoﬂptofwhlchlshmbynclmawledgpd,u\dnldmmyllnuhampromdedmdoﬁl\emnsof
mel.cneehemnemlnned.?ﬂehymmsleusamdlﬂsuclmwelyunloumefnﬂhp\npmeof pecting, drilling, and ng for and producing oil and gas,
injecting yas, waters, other fluids, and air into subsurface strata laying pipelines, storing oil, building tanks, roads leph Im,mdmhu- mdnnnpmnmmpodwc save take
care of, trea, process, store and transport said minesals, the following described land in EDDY COUNTY, NEW MEXICO, to-wit:

HIP 22 SO N EAST
SECTION 24: SW/4 NW/4
Said land is estimated to comprise 40.00 acres, whether it actually comprises more or less.

2. Subject to the other provisions herein contained, this Jease shall remain in force for a term of three (3) years from this date (called “‘primary term™) and as long thereafier as oif
ar gas is produced from said land or from land with which said land is pooled

3. The royalties 1o be paid by Lessee are: (a) on of, lnduﬂmllquldhydmcnrbonssavedntlwwdl 3/16* of that produced and saved from said land, same 10 be delivered
at the wells or 10 the credit of Lessor in the pipeline to which the wells may be (b) on gas, includi ghoad gas or other gascous substance produced from said land and used off
the premises or used in the fo ofpmhtworoﬂmmmsdnmtﬂvdumdnwcﬂoﬁllﬁ" of the gas used, provided that on gas sald oa or off the premises, the royaltics shail be

3116" of the amount realized from such sale; (c) and at any time when this lease is not validated by ather provisions hereof and there is a gas and/or condensate well on said land, or tand pooled
therewith, but gas or condensate is not being so sold or used and such well is shut-in, either before or after production therefrom, then on of before 90 days after said well is shut in, and thoreafter st
annual intervals, Lessee may pay or tender an advance shul-in royalty equal to $1.00 per net acre of Lessar’s gas acreage then held under this lease by dhe party making such paymeat or tender, and
30 long as said shut-in royelty is paid or tendered, this leasc shall not i and it shall be i under all clauses hereof that gas is being produced from the leased premises in paying
quantitics. Each such payment shall be paid or tendered 1o the party or parties who at the time of such paymen) would be entigled 10 receive the royalties which would be paid under this lease if the
well were in fact producing. The payment or tender of royalties or shut-in royalties may be made by check or draft. Anymndypaymunormderofshmmlvyxkywhndmnubmnmﬁde
attempt (o make proper payment, but which is erroneous in whole or in part as to partics or amounts, shall rtheless be sufficient to pr of this lease in the same manner as though
2 proper payment had been made if Lessee shall corvect such error within 30 days after lessee has received written notice thereof by certificd mail from the party or partics entitied to receive
paymemlouﬂhﬁmmswhmmmm(accmﬁedmpleslhueonummywuublzIesaeemm:kcpmperplymml The amount realized from the sake of gas ob or off the
premises shall be the price ished by the gas -'-"nnompodfmhbywseemdgupmehuerﬁwswhlemmdundcrmehcondmmsuatecmlmmymlhemm
“Price” shall mean the net amount rooeived by Lessee after giving effect 10 applicable regulsiory orders and afior application of any applicable price adj ified in such contract or
regulatory arders, In the event Lessce compresses, treats, purifics, ofdehydmcsswhgu(vmeﬂoeronmoﬁmmdpmm)mmsmmwoﬁmelemdpmnus,wwemcommng
royalty hereunder may deduct from such price a reasonable charge for each of such functions performed.

4. This is a paid-up lease and Lessee shall not be obligated during the primary tenm hereof to commence o continue any operations of wh h, ar to make any
ym:nlslm:undennurdarmmwnlhnslense|nﬁxcedmnglhammytcmbowevu,thnsmvnsm|:notmwndedtord-eveLaseeaftheobhphmmpaymyﬂnesmmnlmmm
pursuant to the provisions or paragraph 3 hereof.

5. Lessee is hereby granted the right and power, from time to time, 1o pool or combine this lease, the land covered by it or any past or harizon thereof with any other land,
mineral estates or pants thercof for the production of oil of gas. Units pooled hereunder shail not exceed the standard prorasion unit fixed by law or by the Oil Conservation Division of the Eneruy
andemsDcpam-mormSmofNewMexmnrbyanyotherhwﬁdnﬂwmyﬂardupooloruumwhchsadhnd:ssuwd,plmnoknwzhmpsmml Lessee shall file written
unit designations in the county in which the premises are located and such units may be designated from time 10 time and either bcfnu wanenhe completion of wells. Drilling operations on or
groduction from any part of any such unit shall be considercd for all purposes, except the payment of royalty, as d upon or production from the land described in this lease
There shall be allocated to the land covered by this lease included in any such unit that portian of the total production af pooled minerals from wells in the unit, after deducting any used in lease o
um'lopcnuons,which!honaotlorpsacruueinlhel.lndeovuedbyﬂlulcaumdudndmﬂumnbearnothewdnmu‘berofswfwemsmduwﬁl The production so allocated shall be

idered for all p i lbep-vmemu'd:llve'yofroymywbcthemmeprodlwnonofpooledmmemlsftomlhepomonofsmdlandeovmdbuebyanﬂmdudedmwdummthc
nmenmwasﬂmghpmduoedﬁomwdlmdmdumemmolﬂnslem Any pouled unit designated by Lessee, s provided heaein, niay b dissvlved by Lesaee by ding an
instrumemt in the county where the land is siruated at any time afier the completion of a dry hole or the cessation of production on said unit.

6. Ifut the expiration of the primary teem thuns 1o well upon said fand capable of producing oil or gas, but Lessee has comnenced operations for drilling or reworking
thereon, this leass shall romain in force so long as op d with ion of more than 60 consecwive days, whether such operation be on the same well o on a differeal or
sdditional well or wells, ndlflbeyresultmlhemmmofmlmmmlong ll\eruﬁcusoﬂotpsupmdwedfmmsmdlam lﬁlﬁuo\emnrmannrdwmmuyxm;llwellsupmmd
lmd:hmﬂdbecnmemcawblenfpmchmmgfmmycmse this jease shall not inate if Lessee for additional drilling or for g within 60 days fier. Ifany
drilling, additional drilling, or rking op huamd:rmuhmpmdmmmmmsleaushﬂmmmﬁmfotcesolonglhetuﬁuuollornsupmdmedhumld:r

7. Lessee shall have free use of oil, gas and water from said land, except water from Lessor®s wells and tanks, for all operations hereunder, and the royalty shall be computed atter
deducting any so used. Lessoe shalf have the right at any time during or aftes the expiration of this lease to cemove all propesty and fixtures placed by Lessee on said land, including the right ro
draw and remove all casing. When required by Lessor, Lessee will bury all pipelines an cultivated lands below ordinary plow depth, and no well shal) be drilled within two bundred feet (200 f.) of
any residence or bam now on seid land without Lessor’s consent.  Lessor shall have the privilege, a1 his risk and expense, of using gas from any gas well on said land for stoves and inside lights in
the principal dwelling thereon, out of any surplus gas not needed for operations hercunder.

8. The rights of either party herounder may be assigned in whole or in part and the provisions hcreof shall extend (o dieir beirs, i d assigns;
but uo change in the ownership of the land or in the ownesship of,, or rights o receive, royalties or shut-in royalties, hnweverawonmhsheddnﬂopememenlnrgalheobhgamordnmﬂuhe
rights of Lessee: and no such change or division shall be binding upon lessee for any purpose until 30 days aftor Lessee has been fumished by certificd mail at Lessee’s principal place of business
wm:wcepubluuswmemorcemﬁedmpaschuwfmwnmngﬂwchmofmlefmm&umwm Ifany such change in ownership oocurs through the death of the owner, Lessee may, a
its option, pay or tendor any royahties or shut-in royaltics in the name of the deceased or to his estate or to his heirs, exxmnroudmmmumlmhumusuueehxbemﬁnmhgdmﬂl
evidence satisfactory to lessee as 1o the persons entitled to such sums. A assignmem of this lease in whole or in part shall, 1o the extent of such assi discharge Lessee of any
obligations hereunder and, if Lessee or assignee of part or parts hereof shall fail or make default in the payment oflhapropommmpmdmyallyorshm-mmyaltymﬁmnwdlbecseem
assignee or fail to comply with any of the provisions of this leasc, such default shall not affect this lease insofar as it covers a part of said lands upon which Lessee or any assignee thereof shall

properly comply or make such payments.
9. Should Fessee be prevented from complying with any express or implied covenant of this lease, or from conducting drilling o of from
yroducmgollorgls here:mhtbyrmonofmm,nyornubnhtyloolnmormceqmpmgmunmml,arbyopemmoffmwmm,arbyauyl:mlorsulehwormyorda rule or
of gt thority, then while so prevented, Lessee's duty shall be suspended, and lessee shall not be liable for failure t ith; and this | hall be extended while

andsolnngasl.nsee:sprevemndbymymdmmseﬁwncmdnwlmgdnlhngarrewmkuuopaammﬁmnpmdncmgmlupshmandﬂwnmeuhkluwcuwwemdshﬂmbe
counted against Lessee, amything in this lease to the contrary notwithslanding,

0. Lessor hereby warrants and agrecs to defend title to said land and agrees that lessee at its option may discharge any tax, mortgage o other lien upon siud land . and in the event
Lessce does 5o it shall be subrogated 1o such lien with the right to enforce same and to apply royaltics and shut-in royahies payable hereunder towerd satisfying same. Without impairment of
Lessee's rights under the warvanty, xfthulenseeovmnleummmthemluysmallonnypnnofsmdhndlhmlh:mﬂcandmﬂwdedfeenmplem(whahulma’nmmnhaun
specified or not) then the royalties, shut-in royalty, and other payments, if any, accruing from amy part as to which this lease covers less than such full interess, shall be paid only in the proportion
which the interesi thereia, if any, covered by this lease, bears to the whole and undivided fee simple estate therein. Should any ane or more of the parties named above as Lessars fail to execute
this bease, it shall asvertheless be biading upon the party or partics executing the same.

1. bessee,usorhnuwcamhuﬁm!nssnyu,shallhmeﬂlenﬂatnmy(mwmnderﬂnslmu,mwholeotmpamtuuswrnxhnsheus successors and assigns
by delivering or mailing a release thersof to the Lessor, o by placing a release thereof of tecord in the county in which said lend s situated; thereupon Lessee shall be relieved from all obligations,
expressed or implied, of this agreement as 10 acteage 0 surendered, and thereafter the shut-in royalty paysble hereunder shail be reduced in the proportion that the acreage covered hereby is
reduced by said release or releases.

447[
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INDIVIDUAL ACKNOWLEDGMENT (New Mexico Short Form)

STATE OF NEW MEXICO §
§
COUNTY OF §
.
The foregoing i was acknowledged before me this L dnyof__MQﬂLm_h_e__&_,ZOO},byKENNEmMARK
SMITH.

My Commission Ewm_i’_tm‘_

Notary Public, State of New Mexico _SJ PESLA
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INDIVIDUAL ACKNOWLEDGMENT (Nev Mekléo S¥crt Form)

by

STATE OF NEW MEXICO §

§
coumvor_LAA_-‘_- H
- ,h-rb !!n!g!h!g
The foregoing instrument was acknowledged before me this day of . 2003, by PATSY LOU

SMITH.

My Commission Expies_G = 7= 208 b

ic, State of New Wiexico
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Producer’ s 88-(Producer’ s Renised 1994) New Mexice . 342P, Paid-up

OIL & GAS LEASE

THIS AGREEMENT made this 2* day of October, 2003, between WALLIAM C. SMITH A/K/A WILLIAM CREED SMITH, AND WIFE, NANCY SMITH, of P.O. Box
727, Lovington, NM 88260, hercin called “Lessor™ (whether one or more) and T. VERNE DWYER, $00 West Wall, Svite 310, Midlaad, Texas 79701 , “Lessec™

1 Lessor, in cotsideralion of TEN AND OTHER DOLLARS in hand paid, rmnptofwhh.huhaeby achnwledwd,mdoﬁhcmylmes in provids ‘aMn"ﬂu_,,. f
the Lessee herein contained, hereby prants, leases and lets exclusively unto Lessee for the purpose of i 2 ing, drilling, and ing for atd producing oil and gas,
injecting gas, waters, other Muids, and air into subsurface strata laying pipelines, storing oil, building tanks, roadv lcphone tines, and other and things thereon to produde, save take

care of, treat, process, store and transport said minerals, the following described tend in EDDY COUNTY, NEW MEXICO, to-wit:
1P 2! UTH, NGE 30 EAST
SECTION 24: SW/4 NW/4

Said land is estimated to compise 40.00 acres, whether it actually comprises moce of less.

2. Subject to the other provisions horein coniained, this kease shall remain in force Cor a term of three (3) yenrs from this date (callad “prunary tenm™) and as long thereafter as oil
or gas is produced from said land or from land with which said land is posiei.

3. The royalties 10 be paid by Lessee are: {a) on oil, and othier liquid hydmurbms saved ut the well 3/16™ of that produced and saved fiom said iand, same to be delivered
at the wells or to the credit of Lessor in the pipeline 1o which the wells may be d; (b)on gas, includi head gas or other gaseous substance produced Grom said land and used off the
pretnises or used iu the i f gasoline or other products, the market value at the well of 3/16™ of the as used, provided that oa gas sold vn or off the premises, the royalties shall be 3/16™
of the amount realized from such sale; (c} and at any time when this leasc is not validated by other provisions hereof and there is a gas and/or condensate well o said fand, or land pooled therewith,
but gas or condensae is not being 50 sold or used and such well is shut-in, either before or after production therefrom, then on or before 90 days after said well is shut in, and thereafter at armual
ervals, Lessee may pay of tender an advance shut-in royalty equal 1o $1.00 por net acre of Lessor’s gas acteage thea held undes this lease by the pasty muking such payment of tendes, and 50 long
as said shut-in royally is paid or tendered, this lease shall not inate and it shall be idered under ell clauses hercof that gas is being produced fram the leased premises in paying quantitics.
Esch such payment shall be paid or tendered to the party or parties who at the time of such payment would be eatitled to receive the royaltics which would be paid under this kease if the well were in
fact producing. The payment or tender of royalties or shut-in royalties may be made by check or draft. Any timely payment or tender of shut-in royalty which is made in a bona fide atrempt to
make proper payment, but which is esroneous in whole or in part as to parties or amounts, shall nevestheless be sulficient to preveat tenmination of this lease in the same manner as though a proper
payment had been made if Lessee shall comrect such ervor within 30 days afier legsce has received written notice thereof by certified mail from the party or parties entitled to receive paymeat together
mxhsud\wnnenlmmnts(ormﬁedcopmmawl)asausaryloenahlclessulomd«epmperpaymm The amount realized from the sale of gas on ot off the premises shall be the

blished by the gas salcs d '—-‘mxomgoodﬁnhbymmmdpspnchmrfmmmmmdmdersmhmmumumcus(ovamth:mdusuy “Price” shail mean the
uetvmmrewvedbyl fier giving effect 10 appli fatory orders and after appli specified in such coatract or regulatocy orders. in the evem
Lessee compresses, treats, purifies, ord:hydmessadnm(wtdwmna’oﬂ'theIemdmues)ormspmsmoﬁmcIen:edpmuus,ummwwummyallyhermﬂumydedmlﬁun
such price a reasonable charge for each of such functions perfonned.

4. Thisis n paid-up lease and Lessoe shall not be obligated during the primary term hereof 10 commence or continue any i h ket
hereunder in ordes to maintain this lease in force dwring the primary term; however, mspwvmmmnummdedmre\wveLessndﬂmowmmmpaywylhmmma\mmm
the provisions or paragraph 3 hersof.

5. Lessee is horeby granted the right and power, from time to tume, to pool or combine this lease, the land covered by it or any part o horizon thereof with any other land,
mineral estates or parts thereof for the production of gil oc gas.  Units pooied hereunder shall not exceed the standard proration unit fixed by law or by the Qil Conservation Division of the Energy

and Minerals Department of the State of New Mexico or by any other lawful authority for the pool or area in which said land is situated, pius a tol toten percent. 1 hall file written unit
designations in the county in which the premises are located and such units may be designated from time to fime and cither before or after the completion of wells.  Drilling operations on or
production from any part of any such unit shall be considered for all purposes, except the payment of royalty, as operati upon o¢ production from the land described in this lease.

There shall be allocated to the land covered by this lease included in any such unit that portion of the total production of pooled minerals from wells in the unit, after deducting any used in lease or
umit operations, which the net oil or pas acreage in the land covered by this lease included in 1he unit bears to the total number of surface acres in the unit. The production so allocated shall be

idered for all purp including the payment or delivery of royalty, to be the entire production of pooled minerals from the portion of said Iand covered hereby and included in said unit in the
same manner 85 though produced from said lard under the terms of this lease.  Any pooled unit designated by Lessee, ns provided herein, may be dissotved by Lessee by recording an appropriate
instrument i the cowiy where the land is situated at any time after the completiou of a dry holc ar the cessation of production on said unif.

6. Ifatthe expiration of the primary term thcrels no well wonsmdlandeupableofproducmollumhnwwe has commenced operations for drilling or reworking

thereon, this leasc shall remain in force so lony as operati d with of more than 60 lays, whether such ion be on the samc well or on a different or
additional well or wells, mdnflheyrewhmmepmdnmmormlugps,wlong lhmﬂuuoﬂorguupmdwcdﬁ\mmdlmd 1f, afier the expiration of the primary term, all wells upon said
hndshoddbeeomeumnpableofwodumngfmmycmse.“mblseshllno( inate if Lessec for additionat drilling or for reworking within 60 days thereafier. If any
drilling, additional drilling, or king der resubt in production, thea this lease shall remain in full force so long thereafier as oil or gas is produced hereunder.

7. Lessee shall have frec use of il, gas and water from said land, except water from Lessor™s wells and tanks, for all operations hereunder, and the royalty shall be computed after
deducting any soused. Lessee shall have the right at any time duxing or afier the expiration of this lease to remove all property and fixtures placed by Lessee on said land, including the right to deaw
and remove all casing.  When required by Lessor, Lessee will bury all pipelines on cultivated lands below ordinary plow depth, and no weil shall be drifled within two hundred feet (200 ) of any
residence or barm now on said land without Lessor’s conseni.  Lessor shall have the privilege, at his risk and expense, of using gas from any gas well on said land for stoves and inside lights in the
principal dwelling theseon, out of any surplus gas not needed for operations hereunder

8. The rights of cither party heseunder may be assipned in whole or in part and the provisions beveof shall extend to theirheirs, und assigns,
but no change in the ownership of the tand or in the ownership of, of rights to reccive, royalties or shut-in royalties, however accomplished :halloperﬁ:wmlnpu\eobhymm&mmshlhe
rights of Lessee: aud 0o such change or division shall be binding upan lessee for any puspose until 30 days afier Lessee has been fumished by certified mail at Lessee’s peincipal pince of business
with acceptable instruments or centified copies thereof constituting the chain of title from the original lessor. If any such change hip occurs through the death of the owner, Lessee may, at
mopuon,paymtmdamymynlmonhmmmymmmtbenameofﬂledeoeuedonohucﬂmotwhlshem,exemkruadmumumrmdmmeuusuhubemﬁmdwdwnh

evidence satisfactory to lessec as to the persons eutitled to such sums.  An assignment of this lease in whole or in part shall, to the extent of such assignment , relieve and discharge Lessee of any
obligations hereunder and, if Lessce or assignee of part or parts hereof shall fail or make defaukt in the payment of the proportionate part of royalty or shut-in royalty due from such Lessee or
assignee or (ail to comply with any of the provisions of this lease, such default shall not affect this leuse insofar as it covers a part of said lands upon which Lessee or any assignee thereof shall
properly comply o make such payments.

9. Should Lessee be prevented from complying with any express or implicd covenans of this lease, or from conducting drilling or ing operations | der, or from
pmducmgollorgu hcmmdetbyre-mnofmcllyormabduyloobtamoruseequlwnmormntcm\lorbyopmmnofforumueure,o(byunyhdemlorsmwlaworanyudzr ule or
hority, then while so p: ed, Lessee’s duly shall be suspended, and tessee shall not be liable for failure to comply therewith; and this Jease shall be extended while
wwlongasl.emeensprmnledbyanymhcmﬁun ducting drilling or ing operati from producing oil or gas and the time while Lessee is so prevented shall not be

counted against Lessee, anything in this lease to the contrary notwithstanding.

10. Lessor hereby warrants and agrees to defend title 1o said land and agrees that lessee at its oplion may discharge any tax, mortgage ot other lien upan said land , and in the event
Lessee does su il shuit be subrogated v such Jien with the right 10 enfarce sane anc (o 3pply royaliies and shut-in royaltics payable haeunder wuward satisfying same.  Without impainnent of
Lessec’s rights under the warranty, if this lease covers a less imerest in the oil or gas in all or any part of said lund than the estire and undivided fee simple estate (whether Lessor’s imterest is herein
specified or not) then the royalties, shut-in royalty, and other payments, if any, accruing from any part as to which this lcase covers less than such full interest, shall be paid only in the proportion
which the interest thesein, if any, covered by this lease, bears to the whole and undivided fee simple estate therein. Should any one o more of the parties namned above as Lessors fail 1o execute this
lease, it shall nevertheless be binding upan the party or parties executing the same.

1. Lessee, its or his successors, heirs and assigns, shall have the right a1 any time to swrender this lease, in whole or in part, 10 Lessor or his heirs, successors mnd assigns
by delivering or mailing a relcase thereof to the Lessor, or by placing a release thereof of record in the county in which siid land is situaled; thereupon Lessee shall be relieved from alt obligations,
expressed or implicd, of this agreement as (0 acreage so surrendered, and thereafier the shut-in royalty payable hereunder shall be reduced in the proportion that the acreage covered hereby is
reduced by said reloase of releases.

WILLIAMC, S
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INDIVIDUAL ACKNOWLEDGMENT (New Mexico Short Form)

STATE OF NEW MEXICO §
§
COUNTY OF _1pa §
The foregoing i was ledged before me this __14th day of _OCTOBER 2003, by WILLIAM C.
SMITH. .
“||llll."’
R
My Cm@“fw Expires. -1~,---2005
R \\0 ARL
c>o<:)
Pl (G
s
&
~ ;’ \' ﬁ"‘
+ Y-
’l"’Axxxll“'
INDIVIDUAL ACKNOWLEDGMENT (New Mexico Short Form)
STATE OF NEW MEXICO §
§
COUNTY OF LEA §
The foregoing i was acknowledged beforemeis_14th  dayof OCTOBER ,2003, by NANCY SMITH.

“‘llill

TION NO: 03143
R
RECORDED

BOOK 0520 PAGE 0726 B./774tamd
JEAN BLENDEN, COUNTY CLERK




| ULorLot :

District |

1625 N. French Dr., Hobbs, NM 88240

District H

Page 1 of 2

State of New Mexico Form C-:

Energy, Minerals and Natural Resources

1301 W. Grand Ave., Artesia, NM 88210

District 111

1000 Rio Brazos Rd., Aztec, NM 87410

District IV

1220 S. St Francis Dr., Santa Fe, NM 87505

Qil Conservation Division
1220 S. St Francis Dr.
Santa Fe, NM 87505

_APPLICATION FOR PERMIT TO DRILL

Operator Name and Address

| DEVON ENERGY PRODUCTION COMPANY, LP
{20 N. Broadway
i| Oklahoma City, OK 73102

OGRID Number

6137

API Number
30 015 33248

Property Code

3470 :

Property Name

Apache 24 Fee

_Surface Location

Well No.
006

Section

Township

24

) Ll |

228

Range
30E

Lotldn
E

Feet From

1980

Proposed Pools

|QUAHADA RIDGE;DELAWARE, SOUTHEAST 50443 _

N/S Line
N

660

Feet From

E/WLine |
w i

Work Type ;
New Well |

Well Type
OIL

Lease Type

Private

Ground Level Elevation

3366

Multiple

;

Proposed Depth

Formation

i Contractor : Spud Date
! 02/01/2004

7900 Delaware

~ Proposed Casing and Cement Program

[ Casing Size [

_Casing Welght/ﬁm [ Setting Depth _55 Sacks of Cement

[ Estimated TOC

H
13375 | es | 600
i

f

!
i
|

8.625 I T m | 3800 1000
s 0 . 1300

_Casing/Cement Program: Additional Comments

13 3/8 cmt Iead w/3SOsx Class C & tail w/250 sx Class C, circ to surface 8 5/8 cmt lead w/é'dO §x Class C & tall w/200 $X
/|Class C, circ to surface, 5 1/2 cmt lead w/430 sx Class C & tail w/300 sx Class C & Lead w/450sx Class C & tail w/175sx

/Class C thru DV tool @4000, circ to surface No Hydrogen sulfide or other hazardous gases or fluids have been
[encountered, reported or are known to exist at this depth in this area |

_Proposed Blowout Prevention Program

Working Pressure ] ~ Test Pressure o Ma-ﬂgf_acturer

.

_Double Ram

3000 3000

_ Annular

EXHIBIT

B

—~—
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‘Ilcomplete to the best of my knowledge and belief.

|Electronically Signed By: Karen Cottom

I hereby certify that the information given above is true an

|[Electronically Approved By: Bryan Arrant

/| [Title: Geologist

[Title: Operations Technician

"\ [Approval Date: 02/19/2004[E

[Date: 12/17/2003 [Phone: 405-228-7512

Conditions of Approval:
There are conditions. See Attached.




10}'12‘/2004 11:28 FAX
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DEVON ENERGY

006/021

PR ~—
FORM APFROVED
o 1999 o, OMB No. 1004-0136
UNITED STATES xplres November 30. 2000
DEPARTMENT OF THE INTERIOR Ry
. Lease Serial No,
BUREAU OF LAND MANAGEMENT NMNMB9054
APPLICATION FOR PERMIT TO DRILL OR REENTER 6. If Indian, Allottee or Tribe Name
1s. Typsof Work: [§ DRILL O REENTER 7. If Unit or CA Agreement, Name and No.
8. Lease Name and Well No. K
Ib. Typeof Well: @ Oil Well (JGasWell ([ Other @ Single Zone (] Muktiple Zone | APACHE 24 FEDERAL7
2. Namc of Operaror Contact: LINDA GUTHRIE 9. AP1 Well No,
DEVON ENERGY PRODUCTION CO LP E-Maf: Inda.guthrie@dvn.com
3a. Address 3b. Phone No. (include area code) 10. Field end Pool, or Exploratory

20 NORTH BROADWAY, STE 1500

Ph: 406.228.8209
OKLAHOMA CITY, OK 73102

Fx: 405.552.1319

QUEHADA RIDGE SOUTHEAST DEL

4, Location of Well  (Repor ! location ¢learly and in accordance with any State requirements. )

11, Sec.. T., R., M, or Blk. and Survey or Arca

Atsurface 'SWNW 1470FNL @50FWL - gff&“s?nﬁs R30E Mer NMP
Atproposed prod. zone NENW 598FNL 2059FWL. |, '
14. Digtance in miles and dircction from nearest town or post office® 12. County or Parigh 13. State
APPROX 46 MILES WEST OF JAL NM EDDY NM
15. Distance feom proposed location ta naarast prorpeny or 16. No. of Acres in Lease 17. Spacing Unir dedicated 1o this well
Jease line, fl. (Also to neurest drig. unit Ime, if ony)
440,00 40.00
8. Dizance from propoaed location to nearest well, drilling, | 19. Proposed Depth 20. BLM/BIA Bond No. on file
completed, applied for, on Lhis lease, Rt
B115MD
7850 TVD

21. Elevations (Show whether DF, KB, RT, GL, ete.

3354 GL 06/15/2004

22. Approximate date work will atart

23, Estimated durartion
15 DAYS

24. Attachments

The following. complered in acs ordance with the requirements of Onshore Qi and Gas Order No. 1, shell be attached o this form:

1. Well plat certified by a regisiered surveyor, 4, Bond 1o cover the operations unless covered by an existing bond on file (sce
2. A Dnlling Plan. Item 20 abave).
3. A Surface Use Plan (if the Incation ir on National Forest System Lands, the 5. Opemtor certification
SUPO shall be (iled with the npproprinie Forest Service OMce). 6. Such other site specific informatien and/or plans a3 may be required by the
uuthorized officer.
25. Signature Name (Printed/Typed) Date
(Electronic Submission) LINDA GUTHRIE 05/11/2004
Title
REGULATORY SPECIALIST
Approved by (Signarure) Name (Printed/Typed) Date
Tidle Office

Application approval docs not warrant or cetiify the upplicant holds legal or equilable (itle to those rightz in the subjcct lcase which would entitle the applicant to conduct

operations thereon,
Conditiona of approval, if any, are attached.

Tite 18 U.S.C. Section 1001 and Title 43 U.S.C. Section 1212, make it 8 crime for any persan knowingly and willfully to meke to any department or agency of the United
States any false, fictitious or friudulent statements or represenmationa as to eny matter within its jurisdiction,

Additional Operator Remarks (see next page)

Electronic Submission #30552 verified by the BLM Well Informatlon System
For DEVON ENERGY PRODUCTION CO LP, sent to tha Carisba

* OPERATOR-SUBMITTED ** OPERATOR-SUBMITTED ** OPERATOR-SUBMITTED ™

10/12/2004 TUE 10:23 [TX/RX NO 6679] 4006
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- —— ——

Additional Operator Remarks:

Devon Energy proposes to drill a dircctional Delaware well to 7850 TD for commercial quantities of oil
and gos. If the well is deemed non commercial, the well bore will be plugged and abandoned per Federal
regulations. Devon Encrgy Production Company, LP will drill the well per the Master Drilling and
Surfyce Use Program s.bmitted for the Quahada Ridgg, SE Ficld.

Dircctions: From the junction of Co. Rd. 802 and State Hwy 128, go north on 802 (WIFP Road) for approx.
5.0 miles o leage road; then west on least road for approx 2.5 miles to a point on the proposed
location.

No new access road is proposed for this location.

1071272004 TUE 10:23 [TX/RX NO B673] @oov
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10/15’_.'/2004 11:28 FAX DEVON ENERGY 7AT
APD Form . . ;ﬁ:‘ - foe Page 1 of 3
) oL —FEE-
i Yoo Form C-101

Rigricyl . orm

1625 N. French Dr., Hobbs, NM 88240 State of New Mexico Permit 1519

Distgetll Energy, Minerals and Natural Resources

1301 W. Grand Ave,, Artesia, NM 88210 i . C .

Diseriet 111 Qil Conservation Division

1000 Ri¢ Brazozs Rd., Aziec. NM 87410 1220 S. St Francis Dr.

Dt IV

Santa Fe, NM 87505

1220 S, St Francis Dr., Sunl.s Fe, NM
87505

APPLICATION FOR PERMIT TO DRILL

#
Operartar Name and Address OGRI?S\;mber
DEVYON ENERGY PRODUCTION COMPANY, LP
20 N. Broadway API Number
Oklahoma City, OK 73102 .

L
Property Code Property Name “Well No.
APACHE 24 FEE ’ 007A .
Surface Location
-'————__“——__T
UL or Lot Section Township Ranga Feet From N/S Line Fest From E/W Line County
E 24 228 30E 1460 N 1150 w Eddy

Proposed Pools

WILDCAT;DEVONIAN (GAS) 96061

Work Type Well Type Cable/Rotary Leasze Type Ground Level Elevation
New Well G Private 3355

as
Multiple ~fP'r_voposed Depth 7 Formation Conwracror Spud Date
15500 I ” Devonian | 11/15/2004
Proposed Casing and Cement Program
Type Hole Size_|[_Casing Size Casing Weightt__ || SemngDepth || Sacks of Cement || Estimated TOC
[ Surf 20 I 16| 65.4 625 700 _ 0

[ro 95 | 7ems |57 o | |0 ]
[Tt s 5 T v [ tsw o ]

Casing/Cement Program: Additional Comments
I

16 - Cmt lead w/450 sx Class C & tail w/ 250 sx Class C, circ to surf, 10 3/4 - cmt lead w/ 1700 sx Class C & tail w/ 300

sx Class C, circ to surface, 7 5/8- ecmt lead w/ 800 sx Cl C, tail w/ 400 sx Cl C, lead w/600 sx Cl C & tail w/200 sx thru DV

tool at 4000, 5 1/2 liner cmt w/ 350 sx Cl C. Hydrogen Suifide gas may be present in the Devonian. H2S Contingency plan

will be on location. 0-625 mud wt 8.4 - $.8 vis 29-36 NC filtrate fresh water 625-3800 mud wt 8.5-10.0 vis 29-32 NC
filtrate Brine 3800~12050 mud wt 9.0 - 12.5 vis 34-38 10 cc, mud up at 10,000 12050-15,500 mud wt 8.4, vis

ﬁ

i

{

|

:

——

Proposed Blowout Prevention Program
e VomPews | Tewhwn ] Semaoee
[ Dowleran |

http://www.emnrd.state.nm.us/ocdpermitting/C101Form.aspx?PermitID=1519&PermitVer... 9/16/2004

10/12/2004 TUE 10:23 [TX/RX NO 6673] [goo8
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APD Form ® @ » Page 3 of 3

'™

p— e ——— — 1 B e e et i ctme—oy.
I hereby certify that the information given above is true ancﬂ | OIL CONSERVATION DIVISION I

complete to the best of my knowledge and belief, Electronically Approved By:

Electronically Signed By: _Linda Guthrie Tite: ]
Title: Regulatory Specialist [Approval Date: |Expiration Date: |

Date: 09/16/2004 Phone: 405-228-8209 Conditions of Approval:
o Conditions
A e —

http://www.emnrd.state.nm.us/ocdpermitting/C101Form.aspx?PermitID=1519&PermitVer... 9/16/2004

10/12/2004 TUE 10:23 [TH/RX NO 6879) @019
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STATE OF NEW MEXICO
ENT OF ENERGY, MINERALS AND NATURAL RESOURCES
OIL CONSERVATION DIVISION

DETART

=

|
:

APPLICATION OF DEVON ENERGY PRODUCTION COMPANY, L.P. FOR AN
ORDER AUTHORIZING THE DRILLING OF A WELL IN THE POTASH AREA,
EDDY COt N1Y, NEW MEXICO.

CASE NO,

A V1T OF ETH

Smith, being first duly sworn upon my oath, state as follows:

1. I am ovel the age of twenty-onc years and have personal knowledge of the facts

Affidavit. The facis contained in this Affidavit are true and accurate.

2. I am the pwner of the surface and the minerals located at the SW/4 NW/4 in

Section 24, lo

3. I signed ko oi) and gas leass on October 20, 2003, which allowa Devon Enetgy

Production Con any, L.P. (*Devot”) to develop the oil and gas under said land.

4. As this is{the only lease for minerals, | remain the owner of any potash minerals

in the SW/4 NWY4 of Section 24,

s. I undcrsttind that Devon proposes to drill wells known as the Apache 24 Fee

Well No. 6, No.[[7 and No. 7A on the SW/4 NW/4 of Section 24,

6. It is iny if

tention as ownear of the surface and minerals in said srea, to have the

oil and gas min iFals developed first and in preference to any potash reserves undetlying

EXHIBIT

4
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W0‘17 tizad/euvs 13 1) PAYX

my land and I

Fee Wells No.

DEVON ENERGY @003/005

herefore support Devon's application for the drilling of the Apache 24

b, 7, and 7A.

7. The at :

DATED this

STATE OF Jﬂ!l —_— )

COUNTY OF

hed Exhibit A is a true and correct copy of my agreement with Devon.

rdayof Mol , 2004,

) ss,

ks'NéE'm §MITH; - 5
lea )

d and sworn to before me thisaand day of NO v , 2004

i K

Notary Public

e g e et g ™
igsion BRJWML SEAL
% Linda K. Mahoney

?ard
My Gunmission Bapires:




IMC Potash Carlsbad Inc.
Q mc Do roash

1361 Potash Mines Road

Carlsbad, New Mexico 88221-0071
April 12, 2004 505.887.2871  \ Gl
Karen Cottom K,é‘ n -
Engineering Technician F I
Devon Energy Production Company, L.P. (/( ‘
20 North Broadway C' ﬂ( \HM
Oklahoma City, Oklahoma 73102-8260 /L(/z kL A[( 4

Dear Ms. Cottom:

IMC Potash Carlsbad Inc. objects to the location of Devon Energy’s Application to Drill
the Apache 24 Fee #6, 1980° FNL, 660’ FWL, Unit E Section 24, Township 22 South,
Range 30 East, NMPM. This location is in an area clearly designated as measured ore by
the BLM, and is in IMC’s LMR containing valuable potash ore. IMC’s 5 year mine plan
shows we expect to mine within % mile of this location in 2007.

Drilling the well applied for by Devon definitely constitutes a hazard to proposed mining
in this area.

IMC Potash Carlsbad Inc. objects the drilling of a well at this location.

Sincerely,

n Morehouse
Superintendent,
Mine Engineering and Construction

cc: Don Purvis Charlie High
Joe Lara Craig Cranston

Tim Gum Joe Mraz

EXHIBIT

D




IMC Potash Carlsbad Inc.
Q mc IMC ot Gt o

1361 Potash Mines Road
Carlsbad, New Mexico 88221-0071
August 30, 2004 505.887.2871

Linda Guthrie

Devon Energy Production Company, L.P.
20 North Broadway

Oklahoma City, Oklahoma 73102-8260

Dear Ms. Guthrie:

IMC Potash Carlsbad Inc. objects to the location of Devon Energy’s Application to Drill
the Apache 24 Fee #7, 1460° FNL, 1150’ FWL, Unit E, Section 24, Township 22 South,
Range 30 East, NMPM. This location is in an area clearly designated as measured ore by
the BLM, and is in IMC’s LMR containing vatuable potash ore. IMC’s 5 year mine plan
shows we expect to mine within approximately ¥4 mile of this location in 2007. Although
this Unit E is privately held, there is no point within this tract that is outside the ¥ mile
buffer required by R-111-A and any well within the tract would constitute a hazard to the
mining of federally owned potash reserves currently under lease to IMC. '

Drilling the well applied for by Devon definitely constitutes a hazard to proposed mining
in this area. It will expose the men and women working underground to greatly increased
hazards and therefore should not be allowed.

IMC Potash Carisbad Inc. hereby objects to the drilling of a well at this location.

Sincerely,

Daft Morehouse
Mine Engineering Superintendent

cc:  Don Purvis Charlie High
Joe Lara Craig Cranston
Joe Mraz
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NEW MEXICO ENERGY, MINERALS and
NATURAL RESOURCES DEPARTMENT

BILL RICHARDSON Mark E. Fesmire, P.E.

Governor Director
Joanna Prukop Oil Conservation Division

Cabinet Secretary

September 20, 2004

Devon Energy Production Company, L.P.

20 North Broadway

Oklahoma City, OK 73102

Attn: Lind Guthrie or To Whom It May Concemn

RE: Devon Energy Production Company, L.P.
Apache 24 Fee # 6, located in Unit E (1980’ FNL & 660° FWL) of
Section 24, Township 22 South, Range 30 East, Eddy County, New Mexico
API # 30-015-33248

Dear Ms. Guthrie or To Whom It may Concern,

In regards to the above referenced well, the New Mexico Oil Conservation Division (NMOCD) rescinds
said application to drill (APD) per the letter of objection from IMC which Devon Energy received dated
April 12, 2004.

[ apologize for the lateness of this letter of notification.

Please call if you have any questions regarding this matter,

Respectfully yours,

Bryan G. Arrant
PES

CC: Tim Gum, District Supervisor-Artesia
Dan Morehouse, Mine Engineering Superintendent for IMC
Well File

EXHIBIT

E

Qil Conservation Division * 1301 W Grand Ave * Artesia, New Mexico 88210
Phone: (505) 748-1283 * Fax (505) 748-9720 * http://www.emnrd state.nm.us
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Guthrie| Linda
— I L S R R e SR .
From: OCD Ontine System Administrator [ocdonline@state.nm.us]
Sent: - Monday, September 20, 2004 11:49 AM
To: Guthrie, Linda
Subiject: OCD Pemit Rejection

OCD has REJECTED ithe following permit:

Permit Type: APD
ULSTR: E-24-225~-30E
Well Name: APACHE 24 FEE #007A

Please view the ccmments for this permit at OCD Online:
http://www.emnrd, state.nm.us/ocdPermitting/ViewAPD, aspx?PermitID=1519&Version=0CD

Confidentiality Notice: This e-mail,including all attachments is fox the sole use of the
intended recipient (s) and may contain confidential and privileged infoxmation. Any
unauthoxrized reviuw,use,disclosurae or distribution is prohibited unless specifically
provided under the New Mexico Inspection of Public Records Act. If you are not the
intended recipient, please contact the sender and destroy all copies of this message. ==
This email has been scanned by the MessageLabs Email Security Systemn.

10/12/2004 TUE 10:23 [TX/RX NO 6679] @018



STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

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

CASE NO. 10490
ORDER NO. R-9990

APPLICATION OF NORANDA MINERALS, INC. REQUESTING THE DIVISION TO
RESCIND OR DENY AN APPLICATION TO DRILL A CERTAIN WELL IN THE
OIL/POTASH AREA, LEA COUNTY, NEW MEXICO

ORDER OF THE DIVISION
BY THE DIVISION:

This cause came on for hearing at 8:15 a.m. on September 3 and 4, 1992 and at
8:00 a.m. on O-tober 26, 1992 at Santa Fe, New Mexico, before Examiner Michael E.

Stogner.

NOW, on this 18th day of October, 1993, the Division Director, having
considered the testimony, the record and the recommendations of the Examiner, and
being fully advised in the premises,

FINDS THAT:

(1)  Due public notice having been given as required by law and in accordance
with New Mexico Oil Conservation Division/Commission Order No. R-111-P, the
Division has jurisdiction of this cause and the subject matter th:reof.

(2) On April 1, 1992, Yates Petroleum Corporation ("Yates") filed an
"Application for Permit to Drill" its Snyder "AKY" Well No. 1 at a standard oil well
location 2310 f:et from the South line and 990 feet from the West line (Unit L) of
Section 1, Township 20 South, Range 32 East, NMPM, to test the Delaware formation,
Lea County, New Mexico.

(3)  On or about April 15, 1992, Noranda Minerals, Inc. (Noranda) filed with
the Division an objection to said Yates’ "Application for Permit to Drill" the Snyder
"AKY" Well No. 1.




Case No. 10490
Order No. R-9990
Page 2

(4) Noranda, the applicant in this matter, under those portions of the "New
Mexico Oil and Gas Act", Sections 70-2-1 through 70-2-36, NMSA (1978) pertaining to
"potash”, seeks an order of the Division rescinding or denying the approval by the
Division of the aforementioned "Application for Permit to Drill" which would authorize
Yates to drill its Snyder "AKY" Well No. 1 at a standard oil well location 2310 feet from
the South line and 990 feet from the West line (Unit L) of Section 1, Township 20
South, Range 32 East, NMPM, to test the Delaware formation, Lea County, New

Mexico.

(5) Snyder Ranches, Inc. ("Snyder Ranches") is the current fee owner of beth
the oil and gas minerals and potash minerals underlying the SW/4 NE/4, the S/2 NW/4,
the NW/4 SW/4 and the SE/4 of said Section 1 (the "Snyder Ranches fee acreage").
Previously, Snyder Ranches sold the surface but retained the mineral estate for the
Snyder Ranches fee acreage. Snyder Ranches appeared at the hearing in oppaosition to
Noranda and in support of Yates.

(6) Yates as the current lessee of a valid oil and gas lease from Snyder
Ranches for the Snyder Ranches fee acreage in said Section 1 and proposed operator
of the Snyder "AKY" Well No. 1, appeared at the hearing and presented evidence in
opposition to Noranda.

(7)  Noranda is the current lessee of a valid potash lease with the State
of New Mexico for all of Section 2, Township 20 South, Range 32 East, NMPM and for
all of Section 36, Township 19 South, Range 32 East, NMPM. Noranda is also the
current lessee of a valid federal potash lease with the United States Bureau of Land
Management for the balance of said Section 1, all of Section 11 and the N/2 and SW/4
of Section 12, Township 20 South, Range 32 East, NMPM, all of Section 35, Township
19 South, Range 32 East, NMPM, all of Section 31, Township 19 South, Range 33 East,
NMPM, and all of Sections 6 and 7, Township 20 South, Range 33 East, NMPM, all in
Lea County, New Mexico.

(8) The proposed Yates well is within the designated oil/potash area as
described in the New Mexico Oil Conservation Division/Commission Order No. R-111-P
("Order R-111-P").

(9)  Order R-111-P provides that for wells on State Lands or on Federal Lands,
the Division shall inquire of the New Mexico State Land Office ("SLO") or the United
States Bureau of Land Management ("BLM"), as the case may be, as to whether the
lands involved are within an area designated a Life of Mine Reserve ("LMR").
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Case No. 10490
Order No. R-9990
Page 3

(10)  According to Order R-111-P, an LMR determination by either the SLO
or the BLM is within the exclusive authority of those agencies and such a determination
by them is binding upon the Division.

(11) However, Order R-111-P makes no provision for an LMR determination
when the proposed well is located on fee lands, nor does Order R-111-P authorize a
potash lessee to designate an LMR over lands not leased to that potash lessee.

(12) While this particular matter is yet unresolved, it is a moot issue in this
particular instance in that the proposed well location is within the half-mile buffer zone
of a declared and recognized LMR filed by Noranda and designated by both the BLM
and SLO.

(13) Sub-part G(e)3 of the Rules and Regulations Governing said oil/potash
area, Order R-111-P, provides that;

application to drill in the LMR area,
including buffer zones, may be approved only
by mutual agreement of lessor and lessees of
both potash and oil and gas interests".

(14) Snyder Ranches, as the owner of the unleased potash underlying its
acreage, has consented to Yates drilling the Snyder "AKY" Well No. 1 and desires to
have its oil and gas minerals developed first and in preference to any potash reserves
underlying its fee property.

(15) Yates has followed the provisions of Order R-111-P, sub-part G(e)2, which
requires it to provide notice of its intent to drill to all potash lessees within one mile of
the proposed well location.

(16)  The subject Noranda Minerals, Inc. application should therefore be denied
and the Yates Petroleum Corporation’s "Application for Permit to Drill" the Snyder
"AKY" Well No. 1 at a standard oil well location 2310 feet from the South line and 990
feet from the West line (Unit L) of Section 1, Township 20 South, Range 32 East,
NMPM, to test the Delaware formation, Lea County, New Mexico, remain in full force
and effect.



Case No. 10490
Order No. R-9990

Page 4

(17) At the time of the hearing Yates presented two casing and cementing plans
for the subject well as shown in Exhibits 12 and 12A. The proposal submitted in Exhibit
12A calls for four strings of casing all to be cemented back to surface:

20 inch to 1150 feet;

13-3/8 inch to 3100 feet;
8-5/8 inch to 4500 feet; and,
5-1/2 inch to 8000 feet.

This proposed casing and cementing program meet the criteria for weils drilled and
completed to the Delaware formation in the oil/potash area, as provided in sub-part D
of Order R-111-P.

(18) Exhibit No. 12A in this case should be incorporated by reference into this
order.

(19) Subsequent to the hearing both Yates and Noranda requested
postponement of a decision in this matter because of a possible financial transaction
between Noranda and Horizon Potash Corporation of Carlsbad, New Mexico ("Horizon")
and the concurrent negotiations for a mutual agreement of understanding between
Yates, Noranda, and Horizon. Such an agreement and transaction could have resulted

in a dismissal of this application.

(20) In late April, 1993 the Division was notified that such discussions and
possible transaction had terminated and that these proceedings were to resume. Also,
at that time both Yates and Noranda submitted the required post hearing findings and
memoranda requested by the Division at the conclusion of the hearings. Such
information was not received from the third party in this case, Snyder Ranches, until
May 26, 1993.

(21) By correspondence dated April 22, 1993, the applicant, Noranda requested
this matter be reopened to consider surface ownership of the subject fee acreage as
described in Finding Paragraph No. (5), above, and to allow the submission of an Exhibit
designated "No. 38", which is a "Subsidence Waiver Agreement” between Kenneth Smith,
Inc. and Noranda.

(22)  As provided in sub-part H of Order R-111-P, a representative of Noranda
or a representative of any potash lessee within one mile of the Snyder "AKY" Well No.
1 may be present during drilling, cementing, casing, and plugging of said well to observe
conformation with all requirements of Order R-111-P and of this order.

3
)

Py )
e
. -



Case No. 10490
Order No. R-9990
Page 5

(23) Many of the same technical issues such as waste, safety, and the
methodology of determining LMR’s brought out in this case paralleled those of said
Commission Cases 10446 and 10447. The fundamental difference still remains however
that all parties owning potash and oil and gas interest underlying a particular lease
reached an agreement on the extraction of their minerals. Further, the Division’s

potash/oil and gas rules provided the opportunity for those lessors owning potash leases
within a mile of the proposed well to present evidence and air its concerns and gives
them the opportunity to witness the critical operations over the life of the subject well.

IT IS THEREFORE ORDERED THAT:

(1)  The application of Noranda Minerals Inc. ("Noranda") to rescind or deny
approval of an "Application for Permit to Drill" authorizing Yates Petroleum
Corporation ("Yates") to drill its Snyder "AKY" Well No. 1 at a standard oil well
location 2310 feet from the South line and 990 feet from the West line (Unit L) of
Section 1, Township 20 South, Range 32 East, NMPM, to test the Delaware formation,
Lea County, New Mexico, is hereby denied.

IT IS FURTHER ORDERED THAT:

(2)  The Yates Petroleum Corporation "Application for Permit to Drill" said
well is hereby in full force and effect.

(3)  The Division shall take administrative notice of Noranda’s correspondence
to the Division dated April 22, 1993 and Yates’ response; however, such Motion to
Reopen and Supplement the Record in this case is hereby denied.

(4)  All provisions of Commission Order R-111-P applicable to the casing,
actual drilling, cementing and plugging of a deep well within the "Designated Potash
Area" shall be strictly adhered to.

FURTHER

(5)  Yates shall cause its Snyder "AKY" Well No. 1 to be cased and cemented
in the manner described in Finding Paragraph No. (17), above. Additionally Yates’
Exhibit No. 12A presented at the time of the hearing shall be incorporated by reference
into this Order.
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(6)  Jurisdiction of this cause is retained for the entry of such further orders
as the Division may deem necessary.

STATE OF NEW MEXICO
OIL CONSERVA DIVISION

WILLIAM J. Le
Director

SEAL





