CONTINENTAL OIL COMPANY

PROPOSED CHANCES IN GAS POOL RULES AND REGULATIONS

WELL >PACING AND ACREAGE REQUIREMENTS FOR DRILLING TRACTS.

RULE 1. Any well drilled a distance of one mile or more

outside the boundary £rem %the outer beundary of the ____ Gas

Pool shall be classified as a wildcat well., Any well drilled less

than one mile outside the boundary £rem she euser beuwrndary of the

Gas Pool shall be spaced, drilled, operated and prorated in

accordance with the Regulations in effect in the Gas Pool.

RULE 2. Eaeh well dpilled er reecmpieied within ike
satee Cac Pesl shall be locaited eh & btraebt eensicting ef ned less
tharn & guaritor sceitior of approximately 160 surfaee eeriigusus
aeres subsianiially in skhe form ef a square whieh shail be a regal

subdivisien {guarior soeitien) of the U, S+ Publie Lard Suzrwveys.

RULE 2. (Previous Rule 3) Each well drilled within the

Gas Pool after the effective date of this order shall ne%

be drilled not closer than 660 feet to any boundary line of the
tract nor closer than 330 feet to a quarter-quarter section or sub-
division inner boundary nor closer than 1,320 feet to a well
drilling to or capable of producing from the same pool. Any well

drilled to and producing from the Gas Pool prior to the

effective date of this order at a location conforming with the

spacing requirements effective at the time said well was drilled

shall be considered to be located in conformance with this rule,




RULE 3, (Previous Rule %) The Secretary of the Com-
mission shall have authority to grant exception to the requirments
of Rule,3}Without Notice and Hearing where application has been
filed in due form and the necessity for the unorthodox location is
based on topographical conditions or is occasioned by the recomple-
tion of a well previously drilled to another horizon.

Applicants shall furnish all operators within a 1320 foot
radius of the subject well a copy of the application to the Com-
mission, and applicant shall include with his application a writien
stipulatien shat all speraters withim sueh »adius have been prep-

er:y mnesifiedr a list of names and addresses of all operators with-

in such radius together with a stipulation that proper notice has

been given said operators at the addresses given. The Secretary

of the Commission shall wait at least 10 20 days before approving
any such unorthodox location, and shall approve such unorthodox
location only in the absence of objection of any offset operators.
In the event an operator objects to the unorthodox location the
Commission shall consider the matter only after proper notice and

hearing.

RULE 4, (Previous Rule 5) The provision of Statewide
Rule 104 Paragraph (k), shall not apply to the Gas Pool lo-

cated in Lea County, New Mexico.

GA> PRORATION

RULE 5. (Previous Rule 7) (a) The acreage allocated to

a gas well for proration purposes shall be known as the gas
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proration unit for that well. For the purpose of gas allocation

in the Gas Pool, a standard proration unit shall consist of
between 158 and 162 contiguous surface acres substantially in the
form of a square which shall be a legal subdivision (quarter sectim)
of the U. 5. Public Land Surveys; provided, however, that a pon-
standard gas proration unit ether ihan & 1cogal guarier seedicrn may
be formed after notice and hearing by the Commission, exeeps &s

eusiined in Paragraph £k} or under the provision of Paragraph (b)

of this Rule. ARny atlcecasioR uRis eenitaining 1ess shan 58 aeres
or more than 162 aseres chall be a men-standard unit smd its allow-
able shail be doereased or inereased te that propersiern ef ke
standard uwnit allewable that tho number of acres eonbained therein
bears e 160 aewpes. Any standard preration unii eonsiciing ef be-
d 162 centigusus surface acres chall be censidered as
containing 160 asres for the purpese of gas atloectien,

Any non-standard gas proration unit containing less than

158 or more than 162 acres shall receive an 2llowable decreased or

-

increased to that proportion of fthe zl cvable ¢f a standard gas

[t e

proration unit which the rumber of acres ccntained in ssid non-

standard gas proration unit bears to 160, Any gas proration unit

containing between 158 and 162 acres shall be considered to contain

160 acres fo

the purvnose of comouting allowables.

(b) The Secretary ofé}he Commission shall have authority
to grant an exception to Rulew?ﬁka) without Notice and Hearing
where application has been filed in due form and where the follow-

ing facts exist and the following provisions are ccmplied withg
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1. The nen-standard unii ecnsisis of less msereage 3han
a standard proraticn wRis.

2. The aereage assignred se the nen-standard unit lies
whelly within a legail quarber section and eoritains a well eapabie
of produeing gas inte a gac transporistion facility en the dake of
this srder.

3. The operator receives writicn eensens in the form ef
waivers frem all operaters in the adjoining 160 aere proratien
uRits =

1. The pon-standard gas proration unit consists of con-

tiguous guarter-quarter sections and/or lots.

2. The non-standard gas proration unit lies wholly with-

in a single governmental section.

3. TIhe entire non-standard gas proration unit may
reasonably be presumed to be productive of gas.

4. The length or width of the non-standard gas proration

unit does not exceed 5280 feet.

5. The applicant presents written consent in the form

of waivers from (1) all operators owning interests in the guarter

sections in which any part of the non-standard gas proration unit

is situated and which acreage is not included in said non-standard

gas proration unit, and (2) all operators owning interests within

!

00 feet of the well to which such gas proration unit is proposed

to be allocated,

6. In lieu of paragraph 5 of this rule, the applicant

may furnish proof of the fact that said offset operators were
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notified of his intent to form such non-standard gas proration

unit, The Secretary of the Commission may approve the application

if after a period of 30 days following said notice, no operator

has made objection to formation of such non-standard gas proration

unit,

RULE 6., (a) The Commission after notice and hearing,
shall consider the nominations of gas purchasers from the Gas
Pool and other relevant data and shall fix the allowable production
of the Gas Pool, and shall allocate production among the
gas wells in the Gas Pool upon a reasonable basis with due
regard to correlative rights.

(b) The allowable assigned to any well capable of pro-

ducing its normal gas allowable in the Gas Pool shall be

the same proportion of the fotal remaining allowable allocated to

said pool after deducting allowables of marginal wells that the

pumber of acres contained in the gas proration unit for that well

bears to the acreage contained in all gas proration units assigned

to non-marginal wells in the Gas Pool,

RULE 7. (Previous Rule 8) At least 30 days prior to the
beginning of each gas proration period the Commission shall hold a
hearing after due notice has been given. The Commission shall
cause to be submitted by each gas purchaser its "Preliminary Nomi-
nations" of the amount of gas which each in good faith actually
desires to purchase within the ensuing proration period, by months,

from the Gas Pool. The Commission shall consider the
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"Preliminary Nominations" of purchasers, actual production, and
such other factors as may be deemed applicable in determining the
amount of gas that may be produced without waste within the ensuing
proration period. '"Preliminary Nominations" shall be submitted on

a form prescribed by the Commission.

RULE 8. (Previous Rule Q) Eseh menthy the Commissien
shall cause %o be submiitied by caeh gas purehaser its UsSuppliementaz
Neominationsl! ef the amount of gas whiech each in geed Faith aetually
desires to purehase withim the encuing preratien menth frem ithe

Gas Resl. In the event a gas purchaser's market shall have

increased or decreased, he may file with the Commission prior to

the 10th day of the month a supplemental nomination, showing the

amount of gas he actually in good faith desires to purchase during

the ensuing proration month from the Gas Pool. The Commis-

sion shall hold a public hearing between thé 15th and 20th days of
each month to determine the reasonable market demand for gas for
the ensuing proration month, and shall issue a proration schedule
setting out the amount of gas which each well may produce during
the ensuing proration month., Included in the monthly proration
schedule shall be a tabulation of allowable and production for the
second preceding month together with an adjusted allowable computa-
tion for the second preceding month., ©Said adjusted allowable shall
be computed by comparing the actual allowable assigned with the
actual production. In the event the allowable assigned is greater

than the actual production, the allowables assigned the top
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allowable units shall be reduced preoportionately, and in the

event that allowable assigned is less than the production then the
allowables assigned the top allowable units shall be increased pro-
portionately, '"Supplemental Nominations" shall be submitted on a
form prescribed by the Commission,

The Commission shall include in the proration schedule
the gas wells in the Gas Pool delivering to a gas transporta-
tion facility, or lease gathering system, and shall include in
the proration schedule of the Gas Pool any well which it
finds is being unreasonably discriminated against through denial
of access To a gas transportation facility, which is reasonably
capable of handling the type of gas produced by such well. The
total allowable to be allocated to the pool each month shall be
equal to the sum of the supplemental nominations together with any
adjustment which the Commission deems advisable. The allocation
to a pool remaining after subtracting the capacities of marginal
units shall be divided and allocated ratably among the non-marginal
units in the proportion that the acreage contained in each unit

bears to the total acreage allotted to such non-marginal units,

BALANCING OF PRODUCTION

RULE 9, (Previous Rule 10) Underproduction: The dates
7:00 A.M,, January 1 and 7:00 A.M., July 1, shall be known as
balancing dates and the periods of time bounded by these dates
shall be known as gas proration periods. The amount of current

gas allowable remaining unproduced at the end of each proration
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period shall be carried forward to and may be produced during the
next succeeding proration period in addition to the normal gas
allowable for such succeeding period; but whatever amount thereof
is not made up within the first succeeding proration period shall
be cancelled. If, at the end of the first succeeding proration
period, a greater amount of allowable remains unproduced than was
carried forward as underproduction, the amount carried forward to
the second succeeding period shall be the total underproduction
less the amount carried forward to the first succeeding period.
If it appears that such continued underproduction has
resulted from inability of the well to produce its allowable, it
may be classified as a marginal well and its allowable reduced to

the well's ability to produce.

RULE 10, (Previous Rule 11) Overproduction: A well
which has produced a greater amount of gas than was allowed during
a given proration period shall have its allowable for the first
succeeding proration period reduced by the amount of such over pro-
duction and such overproduction shall be made up within the first
succeeding proration period. If, at the end of the first succeed-

ing proration period, the well is still overproduced, and has not

been in balance since the end of the preceding proration period,

then it shall be shut in and its current monthly allowable charged
against said overproduction until the well is in balance. If, at
any time, a well is overproduced an amount equaling six times 1its
current monthly allowable, it shall be shut in until it is in

balance,



The Commission may allow overproduction to be made up at
a lesser rate than would be the case if the well were completely
shut in upon a showing at public hearing after due notice that com-
plete shut in of the well would result in material damage to the

well.

GRANTING OF ALLOWABLELS

RULE 11, (Previous Rule 12) No gas well shall be given
an allowable until Form C-104% and Form C-110 have been filed to-
gether with a plat showing acreage attributed to said well and the

locations of all wells on the lease.,

RULE 12, (Previous Rule 13) Allowables to newly completed
gas wells shall commence on the date of connection to a gas trans-~
portation facility, as determined from an affidavit furnished to
the Commission (Box 2045, Hobbs, New Mexico) by the purchaser, or
the date of filing of Form C-104% and Form C-110 and the plat des-

cribed above, whichever date is the later,

REPORTING OF PRODUCTION

RULE 13, (Previous Rule 14) The monthly gas production
from each gas well shall be metered separately and the gas produc-
tion therefrom shall be submitted reported to the Commission so as
to reach the Commission on or before the twentieth day of the month
next succeeding the month in which the gas was produced. The

operator shall show on such report what disposition has been made



of the gas produced. The full production of gas from each well
shall be charged against the well's allowable regardless of what
disposition has been made of the gas; provided, however, that gas
used on the lease for consumption in lease houses, treaters, com-
bustion engines and other similar lease equipment shall not be

charged against the well's allowable.

DEFINITIONS

RULE 14, (Previous Rule 15) A gas weil shall mear a weli
produeing gas eF Raitural gas from-a eomMeR seuPee of gas supply frem
& gas peel determined by the GCommissien., A gas well shall mean a
well producing with a gas~oil ratio in excess of 100,000 cubic feet

gi‘gas per barrel of oil.,

RULE 15. A well producing from the Pool and not

s an 0il well.

RULE 16, The term "“gas purchaser" as used in these
rules, shall mean any "taker'" of gas either at the wellhead or at
any point on the lease where connection is made for gas transporta-
tion or utilization. It shall be the responsibility of said "taker"

to submit a nomination.

RULE 17. No gas, either dry gas or casinghead gas., pro-

duced from the Pool shall be flared or vented unless spe-

cifically authorized by order of the Commission after notice and

hearing.
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RULE 18, 0il wells producing from the Pool shall

be allowed to produce a veolume of gas each day not exceeding the

daily normal unit oil allowable multiplied by 6,000, provided,

TGS AT S —————Y  wom—

excess of the normal unit allowable as ordered by the Commission

under the provisions of Rule 505.
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