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MR. NUTTER: The hearing will come to order. Call
Case Number 5287.

MR. DERRYBERRY: Case Number 5287, application of
Mob1l 0il Corporation for compulsory pooling, Eddy County,
New Mexico.

MR. SPERLING: James E. Sperling of Modrall,
Sperling, Roehl, Harris & Sisk, Albuquerque, appearing for
the applicant, Mobil 0il Corporation. We have one witness.

(THEREUPON, the witness was sworn.)

MR. NUTTER: Are there any other appearances in
this case?

MR. JENNINGS: James T. Jennings, Jennings,
Christy & Copple, appearing for Western Reserves and‘R.M.
Moran and'I don't anticipate that we will have any witnesses.

JOHN H. SEEREY

called as a witness, having been first duly sworn, was
examined and testified as follows:

" DIRECT EXAMINATION

BY MR. SPERLING:

Q Please state your name, your position and your

employer and your place of residence?

A, John Seerey, employed as an Associate Engineer

with the Midland area office of Mobil 0il Corporation.

THE NYE REPORTING SERVICE
STATE-WIDE DEPOSITION NOTARIES
225 JOHNSON STREET
SANTA FE, NEW MEXICO 87501
TEL. (505) 992- 0308




CASE 5287

SEEREY-DIRECT Page...B .. ...

Q Have you on any previous occasion testified
before the Commission so that your qualifications es an
expert witness are a matter of record?

A Yes, sir, I have.

MR. SPERLING: Are the witness's qualifications
acceptable?
MR. NUTTER: Yes, they are.

Q (Mr. Sperling continuing.) Please state what Mobil
0il Corporation‘seeks in this application?

A Mobil Oil Corporation requests the Commission to
authorize the pooling of all mineral intérests in the
Pennsylvanian formation underlying the north half of
Section 12, Township 21 South, Range 26 East of the
Burton Flats field area, Eddy County, New Mexico, to form a
three hundred and twenty acre gas spacing and proration unit
to be dedicated to the Federal 12 Com Well No. 1, located
in Unlt A, six hundred and sixty feet from the north line
and six hundred and sixty feet from the east line of said
Section 12. Mobil proposes to be the operator of this
well.

The subject well is located at an unorthodox
location because of topographical conditions and the

Commission approved this location by Administrative Order
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NSL-671 on July Second, 1974,

Q Mr. Seerey, why was it necessary to seek compul-
sory pooling in this matter?

A In the proposed three hundred and twenty acre
prcration unit there is an unsigned mineral interest tract.
This tract is unsigned because the title to the ownership
of the tract is in dispute between the U.S.A. through the
Bureau of Reclamation’and Pecos Irrigation Company. The
title to the subject tract will be determined at a later datq.

Q Has Mobil advised the unsigned mineral interest
owners that they may participate in the drilling of this

well as working interest owners?

A, Mobil attempted to secure voluntary participation
for the upsigned tract but could not do so due to the

disputed title,.

Originally Mobil thought Western Reserves owned
the unsigned tract. However, on June the twentieth of
1974, Western Reserves informed us that they assumed that

Pecos Irrigation Company owned the subject tract.

On June the twentieth, 1974, as shown on Exhibit
One-A, Mobil wrote to Pecos Ierigation Company seeking
approval and participation in the drilling of the subject

well. However, on July the third, 1974, as shown on Exhibit
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One-B, they informed us that the title to the tract was
disputed and they could not participate in the drilling of
the well until the title was cleared.

On June the twenty-seventh, 1974, the Carlsbad
Irrigation District wrote to us and stated that they
claimed the unsigned tract as shown on Exhibit One-C.

Q Is Mobil requesting any further relief so far
as this application is concerned?

A Yes. Mobil requests authorization to collect a
one hundred and sixty-four dollar per month charge for
supervision after the well is complete. Mobil further re-
quests authorization to collect a fifteen hundred dollar
per month charge for supervision wnile the well is drilling.

Q Now, would you please refer to what has been
marked as Exhibit Number Two for identification in this
matter and explain that exhibit?

A. Exhibit Number Two is a map showing the area of
the Burton Flats field. The existing completions of the
Wolfcamp, Strawn, Atoka, and Morrow formations are shown
by the color coded circles. The legend at the bottom of
the map describes the color code used on this map. The
open uncolored circles shown represent the proposed loca-

tions or drilling wells as reported to us.
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The proposed three hundred and twenty acre pro-
ration unit for Mobil's Federal 12 Com Well No. 1 is shown
shaded in red.
Q Now, would you refer to what has been marked as
Exhibit Three and explaln the purpose of that exhibit?
A, Exhibit Three 1s a detail plat of the north half
of Section 12 showing the various leases and tracts that
we propose to pocl to form the three hundred and twenty acre

proration unit for the Federal 12 Com Well No. 1.

The tract shown shaded in green 1is the tract for

wh¥ch Mobil has not secured a lease or voluntary pooling

agreement of the mlneral interests. The tract shown is

]

described as follows: All that part of the west half of
the northwest quarter of Section 12, Township 21 South,
Range 26 East, lying west of the east bank of the Pecos
River in Eddy County, New Mexico.

Q Now, do I understand that your curve, your
regularly curved line I gueés you would say, which is shown
running approximately through the center of Section 12 and
cutting across from the northwest across the northeast
quarter, is that supposed to represent the shoreline of
Lake Avalon?

A Yes, it is.

THE NYE REPORTING SERVICE
) STATE-WIDE OEPOSITION NOTARIES
225 JOHNSON STREEY
SANTA FE, NEW MEXICO 87501
TEL. (805) $32-0388

h__+_;—




CASE 5287

SEEREY-DIRECT

Q So that substantially all of the north half of
Section 12, I take it to be under water, is that right?

A Yes.

Q And the location that you have described is being
the location of Che Federal Com Well No. 1 as shown in the
northeast corner is about in the only dry spot in the north
half?

A Yes, sir. It is located within the 1limits of
the lease in regard to the Bureau of Reclamation lease
stipulation of being beyond the high water mark of the lake.

Q Okay. Now, is the remaining portion of the pro-
ration unit except for the unleased tract shown in green,
leased for participation in the Federal 12 Com Well No. 1%

A The remaining is leased. The other werking
interest éwners have signed the AFE but have not signed
the operating agreement.

Q Okay. Now, there is indicated in the northeast
corner in the vicinily of the well location what I take to
be a raillroad right-of-way and track, 1s that correct?

A Yes, sir.

Q Can you tell us what the significance of the
location of that facility is?

A, A recently completed title opinion on the north-
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east corner of Section 12, that is the tract of the drill
site indicated that the Santa Fe Railway Company may have

a prior claim to the right to lease the mineral within the
railroad right of way and Lake View Station grounds in

the extreme northeast corner of Section 2.

This right may be possible through the provisions
of the act of May the twenty-first, 1930.

The tract referred to in the title opinion éonsists
of six point nine-four acres of railroad right of way and
nine point six-one acres of station grounds for a total of
sixteen point fifty-five acres in the northeast corner of
Section 12.

Mobil secured the Federal 0il and Gas Lease
Number 0555283, on January the sixth, 1965, for one hundred
and sixty acres consisting of the northeast quarter of
Section 12. However, so that there will be no doubt we
have not proceeded to secure an assignment of right to
apply for an oll and gas lease from the Santa Fe Railway.
On acceptance of this assignment by Santa Fe Railway,

Mobil will proceed to secure another oll and gas lease
from the Bureau of Land Management on the railroad tract.
Q Is 1t possible that Mr. James Jennings was the

author of that title opinion?
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A I pbelieve that is quite possitvle.
Q Would you now refer to Exhibit Four please?
A Exhibit Four is a diagrammatic sketch of the

well bore of the Federal Com Well No. 1. This sketch
shows the proposed casing, cement, tubing and total depth
of eleven thousand five hundred feet, The proposed Morrow
perforated interval will be selected later.

Q Now, refer to Exhibit Number Five and explain the
purpose of that exhibit?

A Exhibit Five is a cost estimate, to drill,
complete, equip and put into production a single Morrow
completion for the Federal 12 Comm Well No. 1 as snhown. The
total estimate is three hundred and seventy-three thousand
dollars..

Q What is Exhibit Six?

A, Exhibit Six is a copy of the operating agreement
which Mobil proposed to follow in the administration of
the drilling and operation of the Federal 12 Comm Well No. 1
This has not been signed by the other working interest
owners and certain points in it may still be negotiable.

Q Do I understand, Mr. Seerey, that not only may
there he a dispute insofar as the title of the tract shouwn

in green on Exhibit Three is concerned, but there also may
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some question as to the area which lies within that disputed
ownership, is that correct?

L. To date there has been a guestion as to the
exact acreage contained in the disputed tract. The only
source and the best source available to us seems to be the
viat that the Bureau of Reclamation has called the plat of
the Pecos Irrigation and Improvements Companies Reservoir
Number 2. The one thousand to one thousand inch map is
number 5-500-174 and we belleve that this map as far as we
know is the bvest way and by planimeter thereof on the map
to determine this acreage.

Unfortﬁnately, by the use of planimeter various
people get various acreages. I believe the ultimate figure
used for this north half can and may have already been
arbitrated by the various parties or will be.

Q It is my information that there 1s no real dispute
as to the area lying west of the Pecos River's east bank
insofar as the entire Section 12 is concerned. And this
problem is great only by the allocation of the acreage as
between the north half which is of course the proration
unit and the south half of that section?

A There seems to he a general agreement on the

acreage contained west of the east bank of the Pecos in the
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entire Section 12, yes, sir.

Q Qkay. Were you aware, Mr. Seerey, of the existencd
in the Commission's file of a letter dated August Two, 1974,
from the Bureau of Reclamation addressed to Mr. Porter,
Director of the Commisslon, setting forth the position of
the United States insofar as this area is concerned?

A Yes, sir, I am.

Q Before concluding your testimony, Mr. Seerey,
would you please summarize what Mobil 1s asking?

A Number one, Mobll is requesting the Commission
to authorize the pooling of all mineral interests in the
Pennsylvanian formation underlying the north half of
Section 12, Township 21 South, Range 26 East, Eddy County,
New Mexico, for a three hundred and twenty acre proration
unit to be dedicated to Mobil's Federal 12 Comm Well No. 1.

Number two, Mobll requests authorization to
collect a hundred and sixty-four dollar per month charge
for supervislorn after the well is completed and a fifteen
hundred dollar per month charge for supervision during
the drilling of the well.

Q I take it from that summary that Mobil is not
requesting the assignment of any risk factor in connection

with the drilling of this well, is that correct?
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A That is correct.
Q Do you have anything further?
A, Yes, we believe that the approval of $this reguest

will prevent waste, prevent the drilling of unnecessary
wells, and protect correlative rights by allowing each owner
of the separate tracts the opportunity to produce his just
and equitable share of the gas without waste.
Q Does that conclude your testimony?
A Yes, it does.
MR. SPERLING: I will offer Exhibits One through
Six, Mr. Examiner.
MR. NUTTER: DMobil's Exhibits One through Six
will be admitted into evilidence.
‘(THEREUPON, Applicant's Exhibits Numbers
One through Six were admitted into

evidence.)

CROSS EXAMINATION

BY MR. NUTTER:

Q Mr. Seerey, you mentioned that you are asking
for fifteen hundred dollars a month for overhead charge
while drilling and a hundred and sixty-four dcllars a month
after the well is completed.

Yet Exhibit Six, the operating agreement, the
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accounting procedure attachment to it provides for a charge -
oh, the fifteen-eighty is below the twelve thousand and
you will drill this less than twelve?

A Yes, sir.

Q This is the same thing that is shown in your
Exhibit Six then, fifteen hundred and one hundred and sixty-
four?

A, Yes, sir, the wellbore sketch they estimate a
total depth to be eleven thousand five hundred feet.

MR. NUTTER: Thank you. Are there any further
guestions of Mr, Seerey?

MR. JENNINGS: If it please, Mr. Examiner, I
have a few questions?

'MR. NUTTER: Mr. Jennings?

CROSS EXAMINATION

BY MR. JENNINGS:

Q Mr. Seerey, referring to Exhibit Six, I believe
is the operating agreement, I believe it is Exhibit One
there too, is the unit area?

A, Yes, sir.

Q Then the operating agreement actually - -covers all

rights from the surface down through the Morrow formation,
right?

THE NYE REPORTING SERVICE
STATE-WIDE DEPOSITION NOYARIES
225 JOHNSON STREET
SANTA FE, NEW MEXICO 87501
TEL. (505) 982-0388




e

CASE 5287
SEEREY-CROSS Page.l 5o
A That is correct, yes, sir.
Q And again refer to Exhibit, I believe it is Two,
which is the Burton Flats field, it reflects a number of well
A Yes, sir.
Q Are fthere various producing horizons in that area,

prospective producing horizons?

A. Yes, sir.

Q Are all of those Pennsylvanian? ;
A, No, sir.

Q Is there a possibility of some production above

the Pennsylvanian formation?

A, Yes, there is a possibility.

Q And would Mobill consider it appropriate to amend
1ts pooling in light of your testimony concerning the
location, the only possible well location being in the
northeast quarter, northeast quarter to ask the Commlission
to pool from the surface down to the base of the Morrow
being the same formation as covered by the -- or the same
area as covered by the operating agreement?

MR. SPERLING: We don't have any idea what the
spacing is at this time, do we? |
MR. NUTTER: No.

MR. JENNINGS: There isn't any space for any more
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wells.

MR. SPERLING: I understand about the well location
but that doesn't determine the spacing.

MR. NUTTER: If I might interject, Mr. Jennings,
the Commission has determined previously that it can't pocl
an area larger than the spacing unit that would be assigned.
So, that's the reason we have been limiting these pool
cases to the Pennsylvanian formation or deeper when it's
for three hundred and twenty acres.

For instance, the Wolfcamp formation which is
productive over here on the east side of Exhibit Number Two,
would normally have a one hundred and sixty acre spacing
unless the Commission had approved three-hundred-and-twenty-

[

acre spacing for a Wolfecamp pool.

Say that you would find production in the Delaware‘
when you are drilling this well. Delaware oil is forty
acres. I think that is all that could be pooled right now
as far as the Pennsylvanian is concerned is three hundred
and twenty and we couldn't pool another formation for
greater than the spacing unit for that formation.

MR. JENNINGS: I guess it is of no consequence 1if
the operating agreement covers the whole north.

MR. NUTTER: The operating agreement can cover
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any amount of acres the operators choose. If they get a
Delaware well maybe Bob will get in the of fshore drilling

business and drill that forty over there.

(THEREUPON, a short discussion was

held off the record.)

MR. JENNINGS: We have no further questions.,

MR. NUTTER: If there are no further questions of
the-witness you may be excused. |

(THEREUPON, the witness was excused.)

MR. NUTTER: Do you have anything further, Mr.
‘Sperling?

ME. SPERLING: No, sir.
MR. NUTTER: I think that inasmuch as we have
received this letter from the Department of Interior we
will read‘it into the record. I am not sure that it even
relates to this case but a copy of the docket for this case
was sent to the Department of Interior, Bureau of Reclama-
tion in Amarillo and we recelved this letter addressed to
Mr. Porter and the letter is dated August the second, 1974,
and reads as folliows:

"Enclosed is an area map depicting the acreage
under operation and control of the Carlsbad Irrigation

District, title of which is c¢laimed in whole by the United

THE NYE REPORTING SERVICE
STATE-WIDE DEPOSITION NOTARIES
225 JOKNSON STREET
SANTA FE, NEW MEXICO 87501
TEL. (508) 982- 0388




~

CASE 5287

Paqe18

States. Recent o0il and gas leases indicate that third
parties may be claiming interest of the surface and
minerals before your Commission.

"We would appreciate any information you may have
as to third party claims to property interests in the
Carlsbad Irrigation District.

"Of course we have no objection to your informing
these third parties of the claims of the United States and
should any conflicts beftween the c¢laims the third parties
and the claims of the United States develop we will
expedite our title review of the disputed area.

"Thank you for your cooperation in this matter,
Sincerely yours; J.A. Bradley, Regional Director, of the
Bureau of.Reclamation Southwest Region, Herring Plaza, Box
H-43377, Amarillo, Texas."

MR. JENNINGS: Could we have a copy of that, Mr.
Examiner?

MR. NUTTER: We will prepare a copy of that for

you. That is the only one we have got.

Do you want a c¢opy of it, too, Mr. Sperling?
MR. SPERLING: Please.
MR. NUTTER: Does anyone have anything further

in Case Number 5287%? We will take the case under advisement
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Mobil Oil Corporation | p.0. 801652

MIDLAND, TEXAS 79703

September 9, 1974

Carlsbad Irrigation District
Attn: Francis G. Tracy 74\ KZAAy/
Carlsbad, New Mexico 88220 e \/

Pecos Irrigation Company
P. O. Box 1718
Carlsbad, New Mexico 88220

WELL COST ESTIMATE
MOEIL-FEDERAL 12" COM.
NO. 1, N/2 SECTION 12,
T-21-S, R-26-E, EDDY
COUNTY, NEW MEXICO

Gentlemen:

In compliance with the New Mexico 0il Conservation Commission
Order No. R-4844 dated August 27, 1974, attached please find
two copies of a well cost estimate for the drilling of a Morrow
test 660' FNL and 660' FEL Section 12, described above. As

of this time, we are not certain as to the ownership of
approximately 21 acres in this unit which may be owned by one
of the addressees. Upon determination of the ownership, we
would be pleased to have your approval of the well cost esti-
mate indicating your part1c1patlon in the drilling of the

proposed Morrow test.

Yours very truly,

John D.  Howarad
Joint Interest Administrator
Midland Producing Area

ERFraziex/bg
Attach.

cc: New Mexico 01l Conservation Commission
Attn: Mr. A. L. Porter, Jr.
P. 0. Box 2088
Santa Fe, New Mexico 87501




L & TRUJILILO
015, CONSERVATION COMMISSION CHAIRMAN
LAND COMMISSIONER
STATE OF NEW MEXICO ALEX J. ARMLIO
P. 0. BOX 2088 - SANTA FE MEMBER
87501
STATE GEOLOGIST
A. L. PORTER, JR.
August 27, 1974 SECRETARY - DIRECTOR
Re: CASE NO. 5287
Mr., James E. Sperling ORDER NO. R-4844
Modrall, Sperling, Roehl, Harris & Sisk
Attorneys at Law Applicant:
Public Service Building Mobil Oil Corporation

Box 2168
Albugquergque, New Mexico 87103

Dear Sir:

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

Very truly yours,

e T (o,

A. L. PORTER, Jr.
Secretary-Director

ALP/irx

Copy of order also sent to:

Hobbs OCC X

Artesia OCC. x

Aztec OCC -

Other Mr, Jim Jennings, Pecos Irrigation Company, Bureau of

Land Management, Santa Fe, U. s. Geological Survey, Artesia,
Carlsbad Irrigation District, Carlsbad.




BEFORE THE OIL CONSERVATION COMMISSION
OF THE STATE OF NEW MEXICO

IN THE MATTER OF THE HEARING
CALLED BY THE OIL CONSERVATION
COMMISSION OF NEW MEXICO FOR
THE PURPOSE OF CONSIDERING:

CASE NO. 5287
Order No. R-4844

APPLICATION OF MOBIIL OIL CORPORATION

FOR COMPULSORY POOLING, EDDY COUNTY,
NEW MEXICO.

ORDER OF THE COMMISSTION

BY THE COMMISSION:

This cause came on for hearing at 9 a.m. on August 7, 1974,
at Santa Fe, New Mexico, before Examiner Daniel S. Nutter.

NOW, on this  27¢n  day of Auqust, 1974, the Commission,
a quorum being present, having considered the testimony, the
record, and the recommendations of the Examiner, and being
fully advised in the pramises,

FINDS:

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

(2) That the applicant, Mobil 04l Corporation, seeks an
order pooling all mineral interests in the Pennsylvanian
formation underlying the N/2 of Section 12, Township 21 South,
Range 26 East, NMPM, Eddy County, New Mexico.

(3) That the applicant has the right to drill and proposes
to drill a well for said unit at an unorthodox location €60 feet
from the North line and 660 feet from the Fast line of said
Section 12,

{4)  That there are interest owners in the proposed prora-
tion unit who have not agreed to pool their interests.

(5) That to avoid the drilling of unnecessary wells, to
protect correlative rights, and to afford to the owner of each
interest in said unlt the opportunity to recover or receive
without unnecessary expense his just and fair share of the gas
in said pool, the subject application should be approved by
pooling all mineral interests, whatever they may be, within said

unit.

(6) That the applicant should be designated the operator
of the subject well and unit,
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(7) That any non-consenting working interest owner should

g be afforded the opportunity to pay his share of estimated well
. costs to the operator in lieu of paying s share of reasonable
! well costs out of production.

{8) That any non-consenting working interest owner that
does not pay his share of estimated well costs should have
withheld from production his share of the reasonable well costs.

(9) That any non-consenting interest owner should be

[l afforded the opportunity to object to the actual well costs but

that actual well costs should be adopted as the reasonable well
costs in the ahsence of such objection.

(10) That following determination of reasonable well costs,
any non-consenting working interest owner that has paid his
share of estimated costs should pay to the operator any amount

‘that reasonable well costs exceed estimated well costs and

should receive from the operator any amount that paid estimated
wall costs exceed reasonable well costs.

(11) That $1500 per month should be fixed as a reasonable
charge for supervision (combined fixed rates) while drilling,
and that $164.00 per month should be fixed as a reasonable
charge for supervision while producing; that the operator should
be authorized to withhould from production the proportionate
share of such supervision charge attributable to each non-
consanting working interest, and in addition thereto, the
cperator should be authorized to withhold from production
the proportionate share of actual expenditures required for
operating the subject well, not in excess of what are reasonable,
attributable to each non-consenting working interest.

(12) That all proceeds from production from the subject
well which are not disbursed for any reason should be placed
in eacrow to be paid to the true owner thereof upon demand and
proof of ownership.

(13) That upon the failure of the operator of said pooled
unit to commence drilling of the well to which said unit is
dedicated on or before November 30, 1974, the order pooling
said unit should become null and void and of no effect whatso-
ever,

IT IS THEREFORE ORDERED:

(1) That all mineral interests, whatever they may be,
in the Pennsylvanian formation underlying the N/2 of Section
12, Township 21 South, Range 26 Last, NMPM, Eddy County, New
Mexico, are hereby pooled to form a standard 320-acre gas
spacing and proration unit to be dedicated to a well to be
drilled at an unorthodox location for sald unit 660 feet from
the North line and 660 faet from the Fast line of said Section
12,
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i PROVIDED HOWEVER, that the operator of sald unit shall
" commence the driliing of said well on or before the 30th day
. of November, 1974, and shall thereafter continue the drilling
of said well with due diligence to a depth sufficient to test
the Pennsylvanian formation;

PROVIDED FURTHER, that in the event said operator does
i not commence the drilling of said well on or before the 30th
" day of November, 1974, Order (1) of this order shall he null
and void and of no effect whatsoever;

PROVIDED FURTHER, that should said well not be drilled to
completion, or abandonment, within 120 days after commuencement
thereof, said operator shall appear before the Commission and
show cause why Order (1) of this order should not be rescinded.

(2) That Mobil 01l Corporation is hereby designated the
operator of the subject well and unit,

: {3) That after the effective date of this order and
within 30 days prlor to commencing said well, the operator
il shall furnish the Commission and each known working interest
owner in the subject unit an itemized schedule of estimated
well costs,

(4) That within 30 days from the date the schedule of
estimated well costs is furnished to him, any non-consenting
working interest owner shall have the right to pay his share
of estimated well costs to the operator in lieu of paying his
share of reasonable well costs out of production, and that any
such owner who pays his sharae of estimated well costs as pro-
vided above shall remain liable for operating costs.

{5) That the operator shall furnish the Commisgsion and

i each known working interest owner an itemized schedule of

il actual well costs within 90 days following completion of the
well; that if no objection to thz actual well costs is received
by the Commission and the Commission has not objected within 45
days following receipt of said schedule, the actual well costs
shall be the reasonable well costs; provided however, that if
there is an objection to actual well costs within said 45-day
period the Commission will determine reasonable well costs
after public notice and hearing.

(6) That within 60 days following determination of reason-
able well costs, any non-consenting worxking interest owner that
has paild his share of estimated costs in advance as provided
above shall pay to the operator his pro rata share of the amount
that reasonable well costs exceed estimated well costs and shall
recelve from the operator his pro rata share of the amount that
estimated well costs exceed reasonable well costs.

(7) That the operator is hereby authorized to withhold
from production the pro rata share of reasonable well costs
attributable to each non-consenting working interest owner
who has not paid his share of estimated well costs within
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30 days from the date the schedule of estimated well costs is
furnished to him. .

{8) That the operator shall distribute said costs and
charges withheld from production teo the parties who advanced
the well costs.

{(9) That $1500.00 per month is hereby fixed as a reason-
able charge for supervision (combined fixed rates) while

: drilling, and that $164.00 per month is hereby fixed as a

reasonable charge for supervision while producing; that the

i operatoxr is hereby authorized to withhold from production the

proportionate share of such supervision charge attributable

to cach non-consenting working interest, and in addition thereto,
the operator is hereby authorized to withhold from production
the proportionate share of actual expendituras required for

i operating such well, not in excess of what are reasonable,

attributable to each non-consenting working interest.

(10) That any unsevered mineral interest shall be considered
a seven—~eighths (7/8) working interest and a one-eighth (1/8)
royalty interest for the purpose of allocating costs and charges
under the terms of this order.

(11) That any well costs ox charges which are to be paid
out of production shall be withheld only from the working
interests share of production, and no costy or charges shall
be withheld from production attributable to royalty interests.

(12) That all proceeds from production from the subject
well which are not disbursed for any reason shall be placed in
escrow in Eddy County, New Mexico, to be paid to the true owner
thereof upon demand and proof of ownership; that the operator
shall notify the Commission of the name and address of said
escrow agent within 90 days from the date of this order.

(13) That jurisdiction of this causge 1is retained for the
entry of such further orders as the Commission may deem necessary.

DONE at Santa Fe, Naw Mexico, on the day and year herein-
above designated.

STATE OF NEW MEXICO
OTL CONSERVATION COMMISSION

I. R. TRUJILLO, Chairman

?

cretarxy
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United States Department of the Interior
BUREAU OF RECLAMATION

SOUTHWEST REGION
HERRING PLAZA BOX H-4377 Wﬂ@,ﬁv}]ﬁg

IN REPLY AMARILLO, TEXAS 79101
|
{ AUG -5 1974

REFER TO: 425
OIL CONSERVATION Cops
AUG 9 1974 Sante e s

}

773.

Mr. A. L. Porter, Director

New Mexico 0il Conservation Commission
Post Office Box 2088

Santa Fe, New Mexico 87501

Dear Mr. Porter:

Enclosed is an area map depicting the acreage under operation
and control of the Carlsbad Irrigation District, title to which
is claimed in whole by the United States.

Recent oil and gas leases indicate that third parties may be
claiming interests of the surface and minerals before your
commisgion. We shall appreciate any information you may have
as to third-party claims to property interests on the Carlsbad
Irrigation Project. Of course, we have no objection to your
informing these third parties of claims of the United States.

Should any conflict between the claims of third parties and the
claims of the United States develop, we will expedite our title
review of the disputed area.

Thank you for your cooperation in this metter.

Sincerely yours,

S
J Bradley

Regional Director

Enclosure

Let's Clean Up Atnerica For Our 200th Birthday




ccC:

Mr. Francis G. Tracy, Manager

Carlsbad Irrigation District

303 West Fox Street

Carlsbad, New Mexico 88220
(w/c enclosure)

State Director

Bureau of Land Management

Post Office Box 1449

Santa Fe, New Mexico 87501
(w/c enclosure)

District Manager

Bureau of Land Management

Post Office Box 1397

Roswell, New Mexico 88201
(w/c enclosure)

Mr. James A, Knauf

District Engineer

U.S. Geological Survey

Post Office Drawer U

Artesia, New Mexico 88210
(w/c enclosure)

Mr. Gayle E. Manges-

Field Solicitor

Post Office Box 1042

Santa Fe, New Mexico 87501
(w/c enclosure)

Field Solicitor, Amarillo, Texas

(w/c enclosure)
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Nocket No. 22-74

Dockets Nos. 24-74 and 25-74 are tentatively set for hearing on August 21 and
September 4. Applications for hearing must be filed at least 22 days in advance

ot hearing date.

DOCKET: EXAMINER HEARING - WEDNESDAY - AUGUST 7, 1974

9 A.M. - OIL CONSERVATION COMMISSION CONFERENCE ROOM,
STATE LAND OFFICE BUILDING, SANTA FE, NEW MEXICO

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

CASE 4749: (Reopened) (Continued from the July 10, 1974, Examiner Hearing)

In the matter of Case No. 4749 being reopened pursuant to the provisions
of Order No. R~4338~A, which order continued specilal rules for the
Humble City-Strawn Pool, Lea County, New Mexico. All interested

parties may appear and show cause why sald pool should not be

developed on 40-acre spacing.

CASE 4946: (Reopened) (Continued from the July 10, 1974, Examiner Hearing)

In the matter of Case No. 4946 being reopened pursuant to the provisions
of Order No. R-4581, which order established temporary rules for the
Croaby~Fusselman Assoclated Pool, Lea County, New Mexico. All
interested parties may appear and show cause why said rules should

not be rescinded.

CASE 5282: . (Continued from the July 24, 1974, Examiner Hearing)

Application of Union Texas Petroleum Corporation for downhole commingling,
Lea County, New Mexico. Applicant, in the above-styled cause, seeks
approval for the downhole commingling of Jalmat and Langlie-Mattix
production in certain of its wells in the Langlie-Jal Unit Area,

currently being waterflooded unider authority of Commission Order No.

R--4051,

CASE 5287:

order pooling all mineral interests in the Pennsylvanlan fo:inei i

- ‘ underlying the N/2 of Section 12, Township 21 South, Range 2&»245(}

. adjacent to the Burton Flats-Morrow Gas Pool, Fddy County, Now Mexico,
to form a standard 320-acre unit to be dedicated to applicant's Faderal
12 Com Well No. 1 to be drilled at a previously approved unorthodox
location 660 feet from the North and East lines of gald Scetion 12.
Also to be considered will be the cost of drilling and completing said
well and the allocation of such costs, as well as actual operating costs
and charges for gupervision. Also to be considered i1s the designation
of applicant as operator of the well and a charge for risk involved in
drilling said well.
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CASE 5288:

CASE 5033:

-2

Application of Merrion & Bayless for downhole commingling, San Juan
County, New Mexlco. Applicant, in the above-styled cause, seeks
approval for the downhole commingling of hydrocarbon production from
the top of the Gallup formation at 5434 feet to the base of the Dakota
formation at 6570 feet in its Keeling Federal Well No. 1 located in
Unit B of Section 20, Township 25 North, Range 8 West, Dufers Point-~
Dakota Pool, San Juan County, New Mexico.

(Reopened)

CASE 5289

CASE 5290:

CASE 5291:

CASE_5292:

In the matter of Case No. 5033 being reopened pursuant to the provisions
of Order No. R-4539-A, which order established a specilal gas-oil ratio
limitation of 5000 to 1 for the Bell Lake-Bone Spring Pool, Lea County,
New Mexico. All interested parties may appear and show cause why said
pool should not be produced under the standard 2000 to 1 gas-oil ratio

limic.

In the matter of the hearing called by the 01l Conservation Commission

on 1ts own motion to permit LeRoy Sumruld, American Employers Insurance
Co., and all other interested parties to appear and show cause why the
LeRoy Sumruld South Roberts SWD Well No. 2 located in Unit M of Section 14,
Township 9 South, Range 32 East, Lea County, New Mexico, should not be
plugged and abandoned in accordance with a Commission-approved plugging

program.

In the matter of the hearing called by the 011 Conservation Commission
on 1ts own motion to permit Western 0il Producers, Inc., U.S. Fidelity
& Guaranty Co., and all other interested parties to appear and show
cause why the Western 01l Producers State A Well No. 1 located in

Unit L of Section 34, Township 13 South, Range 33 East, Lea County,
New Mexico, should not be plugged and abandoned in accordance with a

Commigssion-approved plugging program.

In the matter of the hearing called by the 01l Conservation Commission
on its own motion to permit Wil-Mc 0il Corporation, Trinity Universal
Insurance Co., and all other interested parties to appear and show cause
why the Wil-Mc 011 Corporation New Mexico State Well No. 2 located in
Unit K of Section 11, Township 10 South, Range 32 East, Lea County,

New Mexico, should not be plugged and abandoned in accordance with a
Commission-approved plugging program,

In the matter of the hearing called by the 011 Conservation Commission

on its own motion to perinit EL Paso Natural Gas Company, Unlted &tatea
Fidelity and Guaranty Co., and all other Interested pariles to apificar
and show cause why each of the following wells should not be plugged

and abandoned in accordance with a Commission-approved plugging program:

EPNG Ludwick Well No. 11, located in Unit B,
Section 19, Township 30 North, Range 10 West,
San Juan County, New Mexico;
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(Cape_ 5292 continued from Page 2)

EPNG Rincon Unit Well No. 127, located in Uni: A,
Section 28, Township 27 North, Range 6 West,
Rio Arriba County, New Mexico; and

EPNG Warren A Well No. 2, located in Unit A,
Section 23, Township 28 North, Range 9 West,
San Juan County, New Mexico.

CASE 5293: Southeastern nomenclature case calling for the creation and extension
of certain pools in Chavee, Eddy and Lea Counties, New Mexico.

(a) Create a new pool in Eddy County, New Mexico, classified as an
oil pool for Delaware production and designated the South Carlsbad-
Delaware Pool. Further, to assign approximately 22,270 barrels of °*
01l discovery allowable to the discovery well, the Hannifin & Cook
Merland Well No. 1, located in Unit J of Section 24, Towunship 22 South,
Range 26 East, NMPM. Said well was completed February 26, 1974. The
top of the perforations is at 4454 feet. Said pool would comprise:

TOWNSHIP 22 SOUTH, RANGE 26 EAST, NMPM
Section 24: SE/f4

(b) FExtend the Antelope Ridge-Morrow Gas Pool in Lea County, New
Mexico, to 1nclude therein:

TOWNSHIP 24 SOUTH, RANGE 34 EAST, NMPM
Sectlon 9: N/2

(c) Extend the Blinebry 01l and Gas Pool in Lea County, New Mexico,
to include therein:

TOWNSHIP 22 SOUTH, RANGE 37 EAST, NMPM
Section 6: SE/4

(d) FExtend the East Morton-Wolfcamp Pool in Lea County, New Mexico,
to include therein:

TOWNSHIP 15 SOUTH, RANGE 35 FAST, NMPM
Section 3: NW/4

(e) Extend the Ranger Lake-Bough Pool in Lea County, New Mexico, to
include therein:

TOWNSHIP 12 SOUTH, RANGE 34 EAST, NMPM
Section 26: SW/4
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(f) Extend the West Sawyer-San Andres Pcol in Lea County, New Mexico,
to include therein:

TOWNSHIP 9 SOUTH, RANGE 37 EAST, NMPM
Section 32: SE/4

(g) FExtend the Tres Papalotes-Pennaylvanian Pool in Lea County,
New Mexico, to include therein:

TOWNSHIP 15 SOUTH, RANGE 34 EAST, NMPM
Section 5: SE/4

(h) Extend the Vest Ranch-Queen Pool in Chaves County, New Mexico,
to include therein:

TOWNSHIP 14 SOUTH, RANGE 30 EAST, NMPM
Section 16: SE/4
Section 21: NE/4

Docket No. 18-74
DOCKET: COMMISSION HEARING ~ TUESDAY - AUGUST 13, 1974

OIL CONSERVATION COMMISSION - 9 A.M. -~ MORGAN HALL, STATE LAND OFFICE
BUILDING, SANTA FE, NEW MEXICO

ALLOWABLE: (1) Consideration of the allowable production of gas from seventeen
prorated pools in Lea, Eddy, Roosevelt, and Chaves Counties,

New Mexico, for September, 1974;

(2) Consideration of the allowable production of gas from five
prorated pools In San Juan, Rio Arriba, and Sandoval Counties,

New Mexico, for September, 1974,

CASE 5264: Application of El Paso Hatural Gas Company for the amendment of Order
No. R-1670, Blanco Mesaverde Pool, San Juan and Rio Arriba Counties,
New Mexico. Applicant, in the above-styled cause, seeks the amendment
of the pool rules promulgated by Order No. R~1670, as amended, for
the Blanco Mesaverde Pool in San Juan and Rio Arriba Counties, New
Mexico, to authorize the Secretary-Director of the Commission to
approve the drilling of a second well on an existing prorationm
unit without notice and hearing, provided that the second well
would be drilled in the quarter section of the unit which does not
contain a well, and provided further that in calculating the allowable
for a proration unit containing two wells, the deliverability of both
wells would be combined for determining the unit's "AD Factor", and
the unit allowable could be produced from either or both wells. For
purposes of balancing underproduction or overproduction, both wells
on a proration unit would be considered ay one well; for determining
whether a unit would be classified marginal or non-margirial, the
production from both wells would be compared with the unit's allowable;
and for reporting production, the total unit production for the month
would be reported as well as the individual well production.
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Fecos lrrigation Comgany
P. O. Box 1718
Carlshad, New Mexico (56220

Attention Mr. Don G. lMcCormick

PROGFUOLED DEVELOFMBNY WaLL
MCHI1L~FREDLBRAL "12" oM. H1
6()0 ' F:.T{.i 17\.\!.‘:5') (}\KIO : FEIA
SECTION 12, T-21-8, R-26-E
LoDY CCURTY, LIEW MERICO

Gent lemens

Plecase refer to the attached leitter of June 7, 1974, in which an
AFI was trausmitted vo the working Incerest Cwners in the proposiad
develcpnent well., ©ir. B, €. Beveridge with Western Reserves Qil
Company now advises that your company owng an interest in the
proposed cowmrunitized area,

For approval to particivate in the prorosed location, please
return one signed copy ©f the APE at your earlicst convenience,

In order to complete the rroparation of the Operating Acreaasent
and Comaunitizat.on Agveewent, blecase suvkialt copies of yourx

lease covering the land in the proposed unit area at your earliest
convenience.

Yours very truly,

John D. koward

,./é;/' Joint Interest Administxatos
9(/ Midland Producing Arca :

4 ,

ERPraziexr/kg

Attachuent

BEFORE EXAMINER NUTTER
OlL CONSERVATION COMMISSION

/__exvieit NO.ZELZA
cAst NO. A 287 J
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CON G. MECORMICK PECOS IRRIGATION COMBPANY TELERmNES

PRESIDENT BUJAC SUILGING e s-3i44
MARY G MNEA T B- X7

VICE BRESICENT P.O. 30X 1718 L
€£.C PAINE CARLSDBAD, NEW MBENICO BT 2

SECRETARY-TREASURER

3 July 1974

Mr. John D. Howard
: Joint Interest Administrator
f Mobil 0Oil Corvoration
"’ P. O. Box 663

Midland, Texas 79701

Re: PROPOSED DEVELOPMENT WELL
MOBIL-FEDERAL "12" COM. #1
; 660' FNL AND 660' FEL
| g SECTION 12, T-21-S, R-26-E
| ~ EDDY COUNTY, NEW MEXICO

Dear Mr. Boward:

| On 21 June 1974, I wrote you stating that Pecos Irrigation
' Company owned in fee the 0il, gas and other minerals under
the following lands, to-wit:

All that part of the WLNWY% . Section 12,
Township 21 South, Range 26 East, lying
West of the East bank of the Pecos River,
containing 19,21 acres more ar.less, all
in Eddy County, New Mexico.

Also on 24 June 1974, I sent you the approved AFE.

T¢ has now been brought to our attention that our title to
this land is in dispute. The U.S.A., through the Bureau of
Reclamation and the Carlsbad Irrigation District is contending
that it has title to this tract of land.

- ﬁ /’%herefore, we want it specifically understood that we cannot

participate in the drilling of this well until this dispute is 3
\\resolved udowill.nai_he Jiable for any..pertion.of.tbe . dxilling

expenses unless our title is determined to be_perfect

I had a phone conversation with your Mr. Morris and he stated
that this would be all rlght and that you are going to force
pool the acreage that was in dispute and let the title be
determined at a later time.

rerhin ik vt

E BEFORE EXAMINER NUTTER
OIL CONSERVATION COMminLIILN

gxHBIT NO. # |-\

CASE NO.___572 &’“l
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My . John D. Howard 3 July 1974

We regret this turn of events. I hope it does not causc you
any undue convenience.

Very truly yours,

i PECOS IRRIGATION COMPANY

Don G. McCormick
President

DGM:cy

; cc: Mobil 0il Corporation
! P. O. Box 663

Midland, Texas 79701 b///
o Attention: Mr. Morris
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CARLSBAD IRRIGATION DISTRICT

CO.OPERATING WITH U. S. RECLAMATION SERVICE

DOARD OF DIRECTORS 25.000 ACRES UNDER CULTIVATION

R, U. BOYO, 231n1CT No, )

NAY HOWARD, DI3TRICT ¥3. B CARLSBAD, NEW MEXICO .
ENEA GRANDI, DisTsicT NO. 3

DRAPLR BRANTLEY, DisT2icT Ko &

J. R. CRAFT.DISTRICT NO. § Ju ne 27 s 1974

N

Mr. L. A, Davis

Area Operations Engineer
Mobil Oil Corporation

P. O. Box 633 .

Midland, Texas 79701

Federal 12 Com, Well #1
Undesignated (Morrow) Pool
Eddy County, New Mexico

Dear Mr, Davis:

This will acknowledge receipt of your copy of a letter
b - from you to Mr. Jim Knauf dated June 24, 1974 concerning the
above captioned well, This letter advised that "Mobil has
recently learned that Pecos Irrigation Company owns a lease
in the WsWs Section 12."

'Y do not know what you mean by "a lease!', but have check-
ed the Eddy County records and find that on January 31, 1974,
the Pecos Irrigation Company paid ten years back taxes ending
with the tax year 1973 in an effort, I suppose, to attempt to
claim some interest in this land.

This is to advise that the Carlsbad Project is entitled
to all royalty payments made on the land claimed by the Pecos
Irrigation Company as a credit against our obligation to the
) United States Government, This is further to advise that I
; cannot take any action which might jeopardize the claim of
! the Carlsbad Project to these royalties, consequently I am
: é referring this request for a permit to the Carlsbad Irrigation
’ i District's Board of Directors with the advice that they em-
' ploy counsel to investigate this matter.

BEFORE EXAMINER MUTTER

OIL CONSERVATION COMMISSION
_exHiBiT NO, 1 -C
CASENO.___ 526"




Mr, L. A. Davis Mobil Oil June 27, 1974 =, 2

Our next Board mecting will be held on Tuesday, Julwy o,
1974 at 2:00 P, M, Should a representative of dohil Gii Corpor-
ation wish to be present at that time, I am sure our Buoard will
welcome him, however, should Mobil accept *this invitation, please
advise in order that we may have our attorncy present at that
meeting.

Sincerely,

Carlsbad Irrigation Distrjict

v

' -~ \
A U P .
Francis G. ¥fracy, Manager
/ ; .

FGT:kw .
CC: Jim Knauf
James A. Bradley

RS2




7 ZA
‘Western Reserves R.M. Moran Mobit
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WiLL COST ESTIMATE

FEDERAL 12 COM WELL NO.
BURTON FLATS-MORROW..GAS. PCOL
_ EDDY COUMTY, NEW MEXICQ "

—

SINGLE COMPLETION-MORROM

DRILLING COST- INTANGIBLE ‘ 'ESTIMATE
Driiling
Footage Cost $10/ft to 10,000 ft : $100,000
Day Work Cost 30,000
Other Drilling Cost ' 6,000
Total Drilling $136,000
Other
Location and Roads : $ 6,000
Logging and Testing 19,000
Water ‘ 5,000
Mud and Chemicals 35,000
Cement and Cementing Services - 22,000
Trucking and Water Transportation 1,000
Perforating, Acidizing and Frac. 10,000
Bits 12,000
Equipment Rental 6,000
Miscellaneous : 10,000

Total Other  $126,000

TOTAL WELL COST-INTANGIBLE $262,000

BEFORE EXAMINER NUTTER
Ol CONSERVATION C.. /2 [S5ION
. EXHIBIT NO, #5577

CASE NO. 52877




WELL EQUIPMENT-TANGIBLE

Casing

350 ft of 13-3/8"
2500 ft of 9-5/8"
9200 ft of 5-1/2"

Tubing
11,400 ft of 2-3/8"

-

Casing Head
Christmas Tree and Connections

Other Equipment

ESIIHIE

P e p——

$ 3,000
25,000
28,000

14,000

2,600
- 6,000
5,000

Total Well Equipment-Tangible $ 83,000

RELATED LEASE EQUIPMENT

TOTAL DRILLING VWELL COST $345,000

Wing Valve Controller and Pilots $ 900
Line Heater and 1000 psig Separator : 7,400
125 psig Vertical Separator 2,200
210 bb1 Welded Steel Tank 2,100
Wellsite Labor - Installation 7,000
Trucking 300
Contingencies 3,100
Pipe, Valves, Fittings, Meter Run ) 5,000

Total Related Equip. Cost  $ 28,000

—

TOTAL WELL COST  $373,000




A.APL. FORM 610

MODEL FORM OPERATING AGREEMENT —1956
Non-Federal Lands
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OPERATING AGREEMENT

THIS AGREEMENT, entered into this__28th _ day of June
‘MOBI1L, OIL CORPORATION .
hereafter designated as “Operator”, and the signatory parties other than Operator.

WITNESSETH, THAT:
WHEREAS, the parties to this a'greement are owners of oil and gas leases covering and, if so indicated,

unleased mineral interests in the tracts of land described in Exhibit “A’, and all parties have reached an

, 19 74, between

agreement to explore and develop these leases and interests for oil and gas to the extent and as hereinafter

provided;
NOW, THEREFORE, it is agreed as follows:
1. DEFINITIONS
As used in this agreement, the following words and terms shall have the meanings here ascribed to
them.
(1) The words “party” and “parties’” shall always mean a party, or parties, to this agreement.
(2) The parties to this agreement shall always be referred to as “it” or “they”, whether the parties be cor-

porate hodies, partnerships, associations, or persons real. ‘

(3) The term “oil and gas” shall include oil, gas, casinghead gas, gas condensate, and all other liquid or gase-
ous hydrocarbons, unless an intent to limit the inclusiveness of this term is specifically stated.

(4) The term “oil and gas interests” shall mean unleased fee and mineral interests in tracts of land lying
within the Unit Area which are owned by parties to this agreement.

{5) The term “Unit Area” shall refer to and include all of the lands, oil and gas leusehold interests and oil
and gas interests intended to be developed and operated for oil and gas purposes under this agreement.
Such lands, oil and gas leasehold interests and oil and gas interests are described in Exhibit “A”.

(6) The term “drilling unit” shall mean the area fixed for the drilling of one well by order or rule of any
state or federal body having authority. If a drilling unit is not fixed by any such rule or ordex, a drilling
unit shall be the drilling unit as established by the pattern of drilling in the Unit Area or as fixed by ex- .

press agreement of the parties.
(7) All exhibits attached to this agreement are made a part of the contract as fully as though copied in full

in the contract.
(8) The words “equipment” and “materials” as used here are synonymous and shall mean and include all

oil field supplies and personal property acquired for use in the Unit Area,
2. TITLE EXAMINATION, LLOSS OF LEASES AND OIL AND GAS INTERESTS

A, Title Examination:

Title to the drillsite lease or leases shall be examined by
Operator's attorneys. The cost of title examination, including abstracts,
attorney fees and other expenses, shall be charged to the joint account,
but no such expenditures shall be made for or charged to the joint
account without the prior written consent of the parties to be charged
therefor. Acceptance and approval of an AFE for the drilling of a well
shall be considered such consent as to the examination of the drillsite
tract. Copies of all opinions and curative material obtained will be
furnished each party to the agreement upon ‘request. No charge shall be
made for any examination by Operator's staff attorneys.

-] —
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No well other than the first test shall be drilled in the Unit Area until after (1) the title to the lease
covering the lands upon which such well is to be located has been examined by Operator’s attorney, and (2)

—-”
wCTRC parties have not approved

the title has been approved by the examining attorney and the title has been accepted by all of the parties
who are to participate in the drilling of the well.

B. Failure of Title:
Should any oil and gas lease, or interest therein, be lost through failure of title, this agreement shall,

nevertheless, continue in force as to all remaining leases and interests, and

(i) The party whose lease or interest is affected by the title failure shall bear alone the entire loss and it
shall not be entitled to recover from Operator or the other parties any development or operating costs
which it may have theretofore paid, but there sha!l be no monetary liability on its part to the other par-
ties hereto by reason of such title failure; and

(2) There shall be no retroactive adjustment of expenses incurred or revenues received from the operation
of the interest which has been lost, but the interests of the parties shall be revised on an acreage basis,
as of the time it is determined finally that title failure has occurred, so that the interest of the party
whose lease or interest is affected by the title failure will thereafter be reduced in the Unit Area by the
amount of the interest lost; and ‘

(3) If the proportionate interests of the other parties hereto in any producing well theretofore drilled on
the Unit Area is increased by reason of the title failure, the party whose title has failed shall receive
the preceeds attributable to the increase in such interests (less operating costs attributable thereto)
until it has been reimbursed for unrecovered costs paid by it in connection with such well; and

(4) Should any person not a party to this agreement, who irs determined to be the ownexr nf any interest in
the title which has failed, pay in any manner any part of the cost of operation, development, or equip-
ment, or equipment previously paid under this agreement, such amount shall be propcrtionately paid to
the party or parties hereto who in the first instance paid the costs which are so refunded; and

(5) Any lizbility to account to a third party for prior production of o0il and gas which arises by reason of
title failure shall be borne by the party or parties whose title failed in the same proportions in which
they shared in such prior production.

€. Loss of Leases for Causes Other Than Title Fallure:

It any lease or interest subject to this agrcement be lost through failure to develop or because express
or implied covenants have not been performed, or if any lease be permitted to expire at the end of its primary
term and not be renewed or extended, or if any lease or interest therein is lost due to the fact that the produc-
tion therefrom is shut in by reason of lack of market, the loss shall not be cansidered a failure of title and all
such losses shall be joint losses and shall be borne by all parties in proportion to their interests and there shall
be no readjustment of interests in the Unit Area,

3. UNLEASED OIL AND GAS INTERESTS

It any party owns an unleased oil and gas interest in the Unit Area, that interest shall be treated for the
purpose of this agreement as.ﬂf it were a leased interest under the form of oll and gas lease attached as “Exhi-
bit “B" and for the primary term therein stated. As to such interests, the owner shall receive royalty or produc-
tion as prescribed in the form of oll and gas lease attached hereto as Exhibit "B"., Such party shall, however,
be subject to all of the provisions of this agreement relating to lessees, to the extent that it owns the lessee

interest, )
4. INTERESTS OF PARTIES

Exhibit “A” lists all of the parties, and their respective percentage or fractional interesls under this
agreement. Unless changed by other provislons, all costs and liabilitics incurred in operations under this con-
tract shall be borne and pald, and all equipment and material ucquircd in opcrations on the Unit Area shall be
owned, by the pattics as their Interests are given in Exhibit “"A". Al production of oil and gas from the Unit
Area, subject to the payment of lessor’s royalties, shall also be owned by the parties in the same manner,

—
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I the interest of any party in any oil and gas lease covered by this agreement is subject to an overriding
royalty, production payment, or other charge over and above the usual one-cigthh (1) royally, such party shall
assume and alone bear all such excess obligations and shall account for them to the owners thercof out of its

share of the working interest production of the Unit Area.
5. OPERATOR OF UNIT
MOBIL OIL CORPORATION shall be the Operator of

the Unit Area, and shail conduct and direct and have full control of all operations on the Unit Area as per-

mitted and required by, and within the limits of, this agreement. It shall conduct all such operations in a good

‘and workmanlike manner, but it shall have no liability as Operator to the other parties for losses sustained,
or liabilities incurred, except such as may result from gross negligence or from breach of the provisions of

this agreement.
6. EMPLOYEES

The number of employees and their selection, and the hours of labor and the compensation for services
performed, shall be determined by Operator. All employees shall be the employees of Operator.
7. TEST WELL
On or before the____lst day of December 19__74, Operator shall commence the drill-

ing of a well for oil and gas in the following location:

560' FNL & 660' FEL of Section 12, T-21-S, R-26-E, Eddy
County, New Mexico,

and shall thereafter continue the drilling of the well with due diligence to a depth sufficient to
test the Lower Morrow formation or to 11,500', whichever is the lesser

depth,

unless granite or other practically impenetrable substance is encountered at a lesser depthor unless all parties .
agree to complete the well at a lesser depth.

Operator shall make reasonable tests of all formations encountered during drilling which give indica-
tion of containing oil and gas in quantities sufficient t2 test, unless this agreement shall be limited in its ap-
plication to a specific formation or formations, in which e.vent Operator shall be required to test only the
formation or formations to which this agreement may apply.

If in Operator’s judgment the well will not produce oil or gas in paying quantities, and it wishes to
plug and abandon the test as a dry hole, it shall first secure the consent of all parties to the plugging, and the

well shall then be plugged and abandoned as promptly as possible.

o 8. COSTS AND EXPENSES
Except as herein otherwise specifically provided, Operator shall promptly pay and discharge all costs
and expenses incurred in the development and operation of the Unit Area pursuant to this agreement and shall
charge each of the parties hereto with their respective proportionate shares upon the cost and expense basis
provided in the Accounting Procedure attached hereto and marked Exhibit “C”, If any provision of Ex-
hibit “C” should be inconsistent with any provision contained in the body of this agreement, the provisions in

the body of this agreement shall prevail.

Operator, at its election, shall have the right from time to time to demand and redeive frorn the other
parties payment in advance of their respective shares of the estimated amount of the costs to be incurred in
operations hereunder during the next succeeding month, which right may be exercised only by submission to
each such party of an itemized statement of such estimated costs, together with -an invoice for its share there-
of. Each such statement and invoice for the payment in advance of estimated costs shall be submitted on or
before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of
such estimate within fifteen (15) days after such estimate and invoice is received. If any partly fails to pay its
: share of said estimate within said time, the amount due shall bear Interest at the rate of ;egercent (}O)Aper
i annum until paid. Proper adjusiment shall be made monthly between advances and actuul cost, to the end

that each party shall bear and pay its proportionate share of actual costs incurred, and no more,

—3

Revised 1967

6/26/74




A.A.P.L. FORM 610

9. OPERATOR'S LIEN

Operator is given a first and preferred llen on the interest of each party covered by this contract, and
in each party’s interest in oll and gas produced and the proceeds thereof, and upon cach party's interest in ma-
terial and cquipment, to secure the payment of all sums due from each such parly to Operator.

In the event any party fails to pay any amount owirg by it to Operator ps its share of such costs and
expense or such advance estimate within the time limited for payment thereof, Operator, without prejudice to
other existing remedies, is authorized, at its clection, to collect from the purchaser or purchasers of oil or gas,
the proceeds accruing to the working interest or interests In the Unit Area of the delinquent party up to the
amount owing by such party, and each purchuse‘r of oll or gas Is authorized to rely upon Operator's statement
as to the amount owing by such party.

In the event of the neglect or failure of any non-operating party to promptly pay its proportionate part
of the cost and expense of development and operation when due, the other non-operating parties and Operator,
within thirty (30) days after the rendition of statements therefor by Operator, shall proportionately contribute
to the payment of such delinquent indebtedness and the non-operating parties so contributing shall be entitled
to the same lien rights as are granted to Operator in this section, Upon the payment by such delinquent or
defaulting party to Operator of any amount or amounts on such delinquent indebtedness, or upon any recovery
on behalf of the non-operating parties under the lien conferred above, the amount or amounts so paid or re-
covered shall be distributed and paid by Operator to the other non-operating pérties and Operator propor-

tionately in accordance with the contributions theretofore made by them.

10. TERM OF AGREEMENT .

This agreement shall remain in full force and effect for as long as any of the oil and gas leases subjected
to this agreement remain or are continued in force as to any part of the Unit Area, whether by-production, ex-
tension, renewal or otherwise; provided, however, that in the event the first well drilled hereunder results in
a dry hole and no other well is producing oil or gas in paying quantities from the Unit Area, then at the end
of ninety (90) days after abandonment of the first test welli,. this agreement shall terminate unless one or
more of the parties are then engaged in drilling a well or wélls pursuant to Section 12 hereof, or all parties
have agreed to drill an additional well or wells under this agreement, in which event this agreemen* shall con-
tinue in force until such well or wells shall have been drilled and completed. If production results there-
from this agreement shall continue in force thereafter as if said first test well had been productive'in paying
quantities, but if production in paying quantities does not result therefrom this agreement shall terminate
at the end of ninetly (99) days after abandonment of such well or wells, It is agreed, however, that the term-

ination of this agreement shall not relleve any party hereto from any liability which has accrued or attached
prior to the date of such termination. This agreement shall terminate 90 days after
cessation of production on the Unit Ar
11, LIM]TATION ON EXPFNDITURES

Without the consent of all parties: (a) No well chall be drilled on the Unit Area except any well ex-
pressly provided for in this agreement and except any well drilled pursuant to the provisions of Section 12
of this agreement, it being understood that the consent to the drilling ¢f a well shall include consent to atl
necessary expenditures in the drilling, testing, completing, and equipping of the well, including necessary
tankage: (b) No well shall be reworked, plugged back or deepened except a well reworked, plugged back or
deepened pursuant to the provisions of Section 12 of this agreement, it being understood that the consent to
the reworking, plugging back or deepening of a well shall include consent to all necessary expenditures in
conducting such operations and completing and equipping of said well to produce, including necessary tank-
age; (c) Operator shall not undertake any single project reasonably estimated to require an expenditure in
excess of___Ten Thousand Dollavs ($_10, 000.00 )

except In connection with a well the drilling, reworking, deep_éning, (;r plugging back of which has been pre-
viously authorized by or pursuant to this agreement; provided, however, that in case-ot explosion, fire, flood,
or other sudden emergency, whether of the same or different nature, Operator may take such steps and incur
such expenses as in its opinion are required to deal with the emergency and to safeguard life and property,
but Opcrator shall, as promptly as possible, report the emergency to the other parties. Quevatoi-uhailytpan
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12. OPERATIONS DY LESS THAN ALL PARTIES

It all the parties cannot mutually agree upon the drilling of any well on the Unit Area other than the

test well provided for in Section 7, or upoen the reworking, deepening or plugging back of a dry hole drilled
at the joint expense of all parties or a well jointly owned by all the parties and not then producing in paying
quantities on the Unit Area, any party or parties wishing to drill, rework, deepen or plug back such a well

may give the other parties written notice of the proposed operation, specifving the work to be performed,

the location, proposed depth, objective formation and the estimated cost of the operation. The parties receiv-
ing such a notice shall have thirty (30) days (except as to reworking, plugging back or drilling decper, where
a drilling rig is on location, the period shall be limited to forty-eight (48) hours exclusive of Saturday or Sun-
day) after receipt of the notice within which to notify the parties wishing to do the work whether they eiect
to participate in the cost of the proposed operation. Failure of a party receiving such a nétice to so reply to

it within the period above fixed shall constitute an election by that party not to participate in the cost of the

proposed operation.

If any party receiving sﬁch a notice elects not to participate in the proposed operation (such party or
parties being hereafter referred to as “Non-Consenting Party’), then in order to be entitled to the benefits
of this section, the party or parties giving the notice and such other parties as shall elect to participate in the
operation (all such parties being hereafter referred to as the “Consenting Parlies”) shall, within thirty (30)
days after the expiration of the notice period of thirty (30) days (or as promplly as possible after the expir-
ation of the 48-hour period where the drilling rig is on location, as the case may be) actually commence work

on the proposed operation and complete it with due diligence.

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the

broportions that their respective interests as shown in Exhibit “A" bear to the total interests of all Consenting

Parties. Consenting Parties shall keep the leasehold estates involved in such operations free and clear of all

liens and encumbrances of every kind created by or arising from the operations of the Consenting Parties. If

such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well at their sole

cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this

section results in a producer of ¢il and/or gas in paying quantities, the Consenting Parties shall complete and

equip the well to produce at their sole cost and risk, and the well shall then be {urned over to Gperator and

, shall be operated by it at the expence and for the account of the Consenting Parties. Upon commencement of

; operations for ’Vthe drilling, reworking, deepening or plugging \back of any such well by Consenting Parties
f: in accordance with the provisions of this section, each Non-Consenting Party shall be deemed to have relin- -

quished to Consenting Farties, and the Consenting Parties shall own and be entitled to receive, in proportion

to their respective interests, all of such Non-Consenting Party’s interest in the well, its leasehold operating

rights, and share of production therefrom until the proceeds or market value thereof (after deducting pro-

duction taxes, royalty, overriding royalty and other interests payable out of or measured by the production

from such well accruing with respect to such interest until it reverts) shall equal the total of the following:

(A) 100% of each such Non-Consenting Party’s share of the cost of any newly acquired surface equipment

beyond the wellhcad connections (including, but not limited to, stock tanks, separators, treaters,

pumping equipment and piping), plus 100% of each such Non-Consenting Parly’s share of the cost of
operation of the well commencing with first production and continting until each such Non-Consenting
Party's relinquished interest shall revert to it under cther provisions of this section, it being agreed that
each Non-Consenting Party's share of such costs and equipment will be that interest which would have

been chargeable to cach Non-Consenting Party had it partivipated in the well from the beginning of

the operation; and

(B) 300%of that portion of the cosis and expenses of drilling, reworking, deepening or plugging back,
testing and completing, after deducting any cash contributions received under Section 25, and 300%

of that portion of the cost of newly acquired equipment in the well (to and including the wellhead
connections), which would have been chargeable to such Non-Consenting Party if it had participated

therein.

—f—
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In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall
be permitted to use, free of cost, all casing, tubing and other equipment in the well, but the ownership of all
such equipment shall remain unchanged; and upon abandonment of a well after such reworking, plugging
back or deeper drilling, the Consenting Parties shall account for all such equipment to the owners thereof,

with each party receiving its proportionate part in kind or in value,

Within sixty (60) days after the completion of any operation urder this section, the party conducting
the operations for the Consenting Parties shall furnish each Non-Consenting Parly with an inventory of
the equipment in and connected to the well, and an itemized statement of the cost of drilling, deepening,
plugging back, testing, completing, and equipping the well for production; or, at its option, the operating
party, in lieu of an itemized statement of such costs of operation, may submit a detailed statement of monthly
billings. Each month thereafter, during the time the Consenting Parties are being reimbursed as provided
above, the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all
costs and liabilities incurred in the operation of the well, together with a statement of the quantity of oil
and gas produced from it and the amount of proceeds realized from the sale of the well’s working interest
production during the preceding month. Any amount realized from the sale or other disposition of equip-
riient newly acquired in connection with any such operation which would have been owned by a Non-Con-
senting Party had it participated therein shall be credited against the total unreturned costs of the work done
and of the equipment purchased, in determining when the interest of such Non-Consenting Party shall revert

to it as above provided; if there is a credit balance it shall be paid to such Non-Consenting Party.

It and when the Consenting Parties recover from a Non-Consenting Party’s relinquished interest the
amounts provided for above, the relinquished intcrests of such Non-Consenting Party shall automatically
revert to it and from and after such reversion such Non-Consenting Party shall own the same interest in such
well, the operating righta and working interest therein, the material and equipment in or pertaining thereto,
and the production therefrom as such Non-Consenting Party would have owned had it participated in the
drilling, reworking, deepening or plugging back of said well. Thereafter, such Non-Consenting Party shall be
charged with and shall pay its proportionate part of the further costs of the operation of said well in accord-
ance with the terms of this agreement and the accounting procedure schedule, Exhibit “C”, attached hereto.

Notwithstanding the provisions of this Section\12, it is agreed that without the mutual consent of all
parties, no wells shall be completed in or preduced from a source of supply from which a well located else-

where on the Unit Area is producing, unless such well conforms to the then-existing well spacing pattern

for such source of supply.

The provisions of this section shall have no application whatsoever to the drilling of the initial test
well on the Unit Area, but shall apply to the reworking, deepening, or plugging back of the initial test well
after it has been drilled to the depth specified in Section 7, if it is, or thereafter shall prove to be, a dry
hole or non-commercial well, and to aill other wells drilled, reworked, deepened, or plugged back, or pro-
posed to be drilled, reworked, deepened, or plugged back, upon the Unit Area subsequent to the drilling of
the initial test well.

'13. RIGHT TO TAKE PRODUCTION IN KIND

have the right to ‘
Each party shall/take in kind or separately dispose of its proportionate share of all oil and gas pro-

duced from the Unit Area, exclusive of production which may be used in development and producing oper-
ations and in preparing and treating oil for marketing purposes and preduction unavoidably lost. Each party
shall pay or deliver, or cause to be paid or dehvered, all royalties, overriding royalhes or other payments
due on its s f?lih oud ton axguh 11h lld t;l rugar tes:—‘? of whet l bllt t}x }' rg'
e S eo IO ion/ and shall ho e otlie ies free m any liability therefor.
' gy 1 ik goselong e Sarde s e S i
extra expendxture mcurred in the taking in kind or separate disposition by any party of its proportionate

share of the production shall be borne by such party.

Each party shall execute all division orders and contracls of sale pertaining to its interest in produc-
tion from the Unit Area, and shall be entitled to recelve payment direct from the purchaser or purchasers
thereot for its share of all production,

— —
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In the event any party shall fail to make the arrangements necessary to take in kind or separately
dispose of its proportionafe share of the oil and gas produced from the Unit Area, Operator shall have the

right, subject to revocation at will by the party owning it, but not the obligation, to purchase such oil and

' gas or sell it to others for the time being, at not less than the market price prevailing in the area, which

shall in no event be less than the price which Operator receives for its portion of the oil and gas produced
from the Unit Area. Any such purchase or sale by Operator shall be subject always to the right of the
owner of the production to exercise at' any time its right to take in kind, or separately dispose of, its share of
&ll oil and gas not preyiously delivered to a purchaser. Notwithstanding the foregoing, Operator shall not
make a sale into interstate commerce of any other party’s share of gas production without first giving such

other party sixty (60) days notice of such intended sale,

14. ACCESS TO UNIT AREA

Each party shall have access to the Unit Area at all reasonable times, at its sole risk, to inspect or
observe operations, and shall have access at reasonable times to information pertaining to the development
or operation thereof, including Operator’s books and records relating thereto. Operator shall, upon request,
furnish each of the other parties with copiec nf all drilling reports, well logs, tank tables, daily gauge and
run tickets and reports of stock on hand at the first of each month, and shall make available samples of any

cores or cuttings taken from any well drilled on the Unit Area.

15. DRILLING CONTRACTS

All wells drilled on the Unit Area shall be drilled on a competitive contract basis at the usual rates
prevailing in the area. Operator, if it so desires, may employ its own tools and equipment in the drilling
of wells, but its charges therefor shall not exceed the prevailing rates in the field, and the rate of such
charges shall be agreed upon by the parties in writing before drilling operations are commenced, and such
work shall be performed by Operator under the same terms and conditions as shall be customary and usual

in the field in contracts of independent contractors who are doing work of a similar nature.

16. ABANDONMENT OF WELLS

No well, other than any well which has been drilled or reworked pursuant to Section 12 hereof for
which the Consenting Parties have not been fully reimbursed as therein provided, which’ has been com-
pleted as a producer shall be plugged and abandoned without the consent of ull parties; provided, however,
if all parties do not agree to the abandonment‘of any well, those wishing to continue its operation shall tender
to each of the other parties its proportionate share of the value of the well's salvable material and equip-
ment, determined in accordance with the provisions of Exhibit “C”, less the estimated cost of salvaging and
the estimated cost of plugging and abandoning. Each abandoning party shall then assign to the non-
abandoning parties, without warranty, express or implied, as to title or as to quantity, quality, or fitness for use
of the equipment and material, all of its interest in the well and its equipment, together with its interest in
the leasehold estate as to, but only as to, the interval or intervals of the formation or formations then open
to production. The assignments so limited shall encompass the “drilling unit” upon which the well is located.
The payments by, and the assignments to, the assignegs shall be in a ratio based upon the relationship of
their respective percentages of participation in the Unit Area to the aggregate of the percentages of partici-
pation in the Unit Area of all assignees. There shall be no readjustment of interest in the remaining portion

of the Unit Area.

After the assignment, the assignors shall have no further responsibility, liability, or interest in the
operation of or production from the well in the interval or intervals then open. Upon request of the assignees,
Operator shall continue to operate the assigned well for the account of the non-abandoning parties at the
rates and charges contemplated by this agreement, plus any additional cost and charges which may arise as

the' result of the separate ownership of the assigned well,

—_—
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17. DELAY RENTALS AND SHUT-IN WELL PAYMENTS

Delay rentals and shut-in well payments which may be required under the terms of any lease shall be
pald by the party who has subjected such lease to this agreement, at its own expense. Proof of cach payment
shall be given to Operator at least ten (10) days prior to the rental or shut-in well payment date. Operator
shall furnish similar proof to all other parties concerning payments it makes in connecticn with ils leases. Any
party may request, and shall be entitled to receive, proper evidence of all such payments. If, through mistake
or oversight, any delay rental or shut-in well payment is not paid or is erroneously paid, and as a result a lease
or interest thercin terminates, there shall be no monetary liability against the party who failed to make such
payment. Unless the party who failed to pay a rental or shut-in well payment secures a new lease covering the
same interest within ninety (90) days from the discovery of the failure to make proper payment, the interests
of the parties shall be revised on an acreage basis effective as of the date of termination of the lease involved,
and the party who failed to make proper payment will no longer be credited with an interest in the Unit Area
on account of the ownership of the lease which has terminated. In the event the party who failed ‘o pay the
rental or the shut-in well payment shall not have been fully reimbursed, at the time of the loss, from the pro-
ceeds of the sale of oil and gas attributable to the lost interest, calculated on an acreage basis, for the develop-
ment and operating costs theretofore paid on account of such interest, it shall be reimbursed for unrecovered
actual costs theretofore paid by it (but not for its share of the cost of any dry hole previously drillcd or wells
previously abandoned) from so much of the following as is necessary to effect reimbursement:

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

(2) proceeds, less operating expenses thereafter incurred attributable to the lost interest on an acreage
basis, of that portion of oil and gas thereafter produced and marketed (excluding production from any
wells thereafter drilled) which wculd, in the absence of such lease termination, be attributable to the
lost interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of said portion of
the oil and gas to be contributed by the other parties in proportion to their respective ihterests; and

(3) any moneys, up to the amount of unrecovered costs, that may be paid by any party who is, or becomes,
the owner of the interest lost, for the privilege of participating in the Unit Area or becoming a party to
this contract.

Operator shall attempt to notify all parties when a gas well is shut-in or returned to production, but

assumes no liability whatsoever for failure to do so.

S BREFERENFA I GHI-TO-PUREHASE
EO-PHREHASE

any party desire to sell all or any part of its interests under this contract, or it

19. SELECTION OF NEW OPERATOR

Should a sale be made by Operator of its rights and intercsts, the other parties shall have the right
within sixty (60) days after the date of such sale, by majority vote in interest, to select a new Operator, If
a new Opecrator is not so selected, the transferee of the present Operator shall assume the duties of and act as
Operator. In cither case, the retiring Operator shall continue to scrve as Operator, and discharge its dutics
in that capacity under this agreement, until its successor Operator is selected and begins to function, but the
present Operator shall not be obligatod to continue the performance of its duties for more than 120 days after

the sale of its vights and interests has been completed.

.

—f —

“Individual Loss"
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20. MAINTENANCE OF UNIT OWNERSHIDI

For the purpose of maintaining uniformity of ownership in the oil and gas leasehold interests covered by

this contract, and notwithstanding any other provisions to the contrary, no party shall sell, encumber, transfer

or make other disposition of its interest in the leases embraced within the Unit Area and in wells, equipment

and production unless such disposition covers either:
(1) the entire interest of the party in all leases and equipment and production; or

(2) an equal undivided interest in all leases and equipment and production in the Unit Area.

Every such sale, encumbrance, transfer or other disposition made by any party shall be made expressly

subject to this agreement, and shall be made without prejudice to the rights of the other parties.

It at any time the interest of any party is divided among and owned by four or more co-owners, Opera-
tor may, at its discretion, require such co-owners to appoint a single trustee or agent with full authority to re-
ceive notices, approve expenditlures, receive billings for and approve and pay such party’s share of the joint
expenses, and to deal generally with, and with power to bind, the co-owners of such party’s interests within
the scope of the operations embraced inr this contract; however, all such co-owners shall enter into and execute
all contracts or agreements for the disposition of their respective shares of the oil and gas produced from the

Unit Area and they shall have the right to receive, separately, payment of the sale proceeds thereof.

21. RESIGNATION OF OPERATOR

Operator may resign from -its duties and obligation= as Operator at any time upon written notice of not
less than ninety (90) days given to all other parties. In this case, all parties to this contract shall select by
majority vote in interest, not in numbers, 2 new Operator who shall assume the responsibilities_ and duties, and
have the rights, prescribed for Operator by this agreement. The retiring Operator shall deliver to its successor

all records and information necéssary to the discharge by the new Operator of its duties and obligations.
22, LIABILITY OF PARTIES

The liability of the parties shall be several, not joint or collective. Each party shall be responsible
only for its obligations, and shall be liable only for its proportionate share of the costs of developing and
operating the Unit Area. Accordingly, the lien granted by each party to Operator in Section 9 is given to se-
cure only the debts of each severally. It is not the intention of the parties to create, nor shall this agreement

be construed as creating, a mining or other partnership or association, or to render them liable as partners.

23. RENEWAL OR EXTENSION OF LEASES )
If any party secures a renewal of any oil and gas lease subject to this contract, each and all of the other
parties shall be notified promptly, and shall have the right to participate in the ownership of the renewal lease
by paying to the party who acquired it their several proper proportionate shares of the acquisition cost, which

shall be in proportion to the interests held at that time by the parties in the Unit Area.

If some, but less than all, of the parties elect to particfpate in the purchase of a renewal lease, it shall
be owned by the parties who elect to participate therein, in a ratio based upon the relationship of their respec-
tive percentage of participation in the unit area to the aggregate of the percentages of participation in the unit
area of all parties participating in the purchase of such renewal lease. Any renewal lease in which less than

all the parties elect to participate shall not be subject to this agreement.

Each party who participates in the purchase of a renewal lease shall be given an assignment of its pro-
portionate interest therein by the acquiring party.
The provisions of this section shall apply to renewal leases whether they are for the entire interest

covered by the cxpirving lease or cover only a portion of its area or an interest therein. Any rencwal lease

taken before the expiration of its predecessor lease, or taken or contracted for within six (6) months after
the expiration of the existing lease shall be subject to this provision; but any lease taken or contracted for
more than six (6) months after the expiration of an existing lease shall not be deemed a renewal lease and
shall not be subject to the provisions of this section.

The provisions in this scction shall apply also and in like manner to extensions of oil and gas leases.
The provisions of this Paragraph 23 shall only apply to leases, or
portions of leases, located within the Unit Area,
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24, SURRENDER OF LEASES

The leases covered by this agreement, in so far as they embrace acreage in the Unit Area, shall not be

surrendered in whole or in part uniess all parties consent.

However, should any party desire to surrender its interest in any lease or in any portion theresf, and
other parties not agree or consent, the party desiring to surrender shall assign, without express or implied
warranty of title, all of its interest in such lease, or portion thereof, and any well, material and equipment
which may be located thereon and any rights in production thereafter secured, to the parties not desiring to
surrender it. Upon such assignment, the assigning party shall be relieved from all obligations thereafter ac-
cruing, but not theretofore accrued, with respect to the acreage assigned and the operation of any weil there-
on, and the assigning party shall have no further interest in the lease assigned and its equipment and producticn.
The parties assignee shall pay to the party assignor the reasonable salvage value of the latter's interest in any
wells and equipment on the assigned acreage, determined in accordance with the provisions of Exhibit "C”,
less the estimated cost of salvaging and the estimated cost of plugging and abandoning. If the assignment is in
favor of more than one party, the assigned interest shall be shared by the parties assignee in the proportions

that the interest of each bears to the interest of all parties assignee.

Any assignment or surrender made under this provision shali not reduce or change the assignors’ or sur-
rendering parties’ interest, as it was immediately before the assignment, in the balance of the Unit Area; and
the acreage assigned or surrendered, and subsequent operations thereon, shall aot thereafter be subject to the

terms and provisions of this agreement.

25. ACREAGE OR CASH CONTRIBUTIONS

It any party receives while this agreement is in force a coniribution of cash toward the drilling of a
well or any other operation on the Unit Area, such coatribution shall be paid to the party who conducted the
drilling or other operation and shall pe applied by it against tixe cost of such drilling or other operation. If
the contribution be in the form of acreage, the party to whom the contribution is made shall promptly execute
an assignment of the acreage, without warranty of title, to all parties to this agreement in proportion to their
interests in the Unit Area at that time, and such acreage shall become a part of the Unit Area and be governed
by all the provisions of this contract. Each party shall promptly notify all other parties of all acreage or
money contributions it may obtain in support of any well or any other operation on the Unit Area.

26. PROVISION CONCERNING TAXATION

Each of the parties hereto elects, under the authority of Section 761(a) of the Internal Revenue Code of
1854, to be excluded from the application of all of the provisions of Subchapter K of Chapter 1 of Subtitle A of
the Internal Revenue Code of 1954, If the income tax laws of the state or states in which the property covered
hereby is located contain, or may hereafter contain, provisions similar to those contained in the Subchapter of
the Interhal Revenue Code of 1954 above referred to under which a similar election 1s permitted, each of the
partles agrees that such election shall be exercised. Each party authorizes and directs the Operator tu execute
such an election or elections on its behalf and to file the election with the proper governmental office or
asgency. If requested by the Operator so to do, each party agrees to execute and join in such an election.

Ovperator shall render for ad valorem taxation all property subject to this agreerﬁent which by law
gshould be rendered for such taxes, and it shall pay all such taxes assessed thereon before they become delin-

quent, Operator shall bill all other parties for their propsriioaata share of all tax payments in the manner

provided in Exhibit “C*,

It any tax ascessment is considered unreasonable by Operator, it may at its discretion protest such valua-
tlon within the time and manner prescribed by law, and prosecute the protest to a final determination, unless
all parties agree to abandon the protest prior to final determination. When any such protested valuation shall
have been finally determined, Operator shall pay the assessment for the joint account, together with interest and
penalty accrued, and the total cost shall then be assessed against the parties, and be paid by them, as provided

in Exhibit “C",
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27. INSURANCFE

At all times while operations are conducted hereunder, Operator shall comply with
the Workmen's Compensation Law of the State of New Mexico. Operator shall require all
contractors engaged in work on or for the Unit Area to comply with the Workmen's Com-
pensation Law of the State of New Mexico and to maintain such other insurance as Operator

may require. B

Operator shall not be obligated to provide any other iunsurance for the Joint
Account of the parties hereto. Any party may, at its own expense, acquire such insur-
ance as it deems proper to protect itself against any claims, losses, damages, or
destruction arising out of operation of the Unit Area.

28. CLAIMS AND LAWSUITS

If any party to this contract is sued on an alleged cause of action arising cut of operations on the Unit

e

Area, or on an alleged cause of action involving title to any lease or oil and gas interest subjected to this con-

' tract, it shall give prompt v/ritten notice of the suit to the Operator and all other parties.

e

The defense of lawsuits shal! be under the general direction of a committee of lawyers representing the

parties, with Operator's attorney as Chairman. Suits may be settled during litigation only with the joint con-

sent of all parties. No charge shall be made for services perfdrmed by the staff attorneys for any of the
parties, but otherwise all expenses incurred in the defense of suits, together with the amount paid to discharge
any final judgment, shall be considered costs of operation and shall be charged to and paid by all parties in
proportion to their then interests in the Unit Area. Attorneys, other than staff attorneys for the parties, shall
be employed in lawsuits involving Unit Area operations only with the consent of all parties; if outside counsel
is employed, their fees and expenses shall be considered Unit Area expense and shall be paid by Operator and
charged to all of the parties in proportion to their then interests in the Unit Area. The provisions of this
paragraph shall not be applied in any instance where the loss which may result from the suit is treated as an
individual loss rather than a joint loss under prior provisions of this agreement, and all such suits shall be
handled by and be the sole responsibility of the party or parties concerned.

Damage claims caused by and arising out of operations on the Unit Area, conducted for the joint ac-
count of all parties, shall be handled by Operator and its attorneys, the settlement of claims of this kind shall
be within the discretion of Operator so long as the amount paid 1n settlement ot any one claim does not exceed
one thousand ($i000.00) dollars and, if settled, the sums paid in settlement shall be charged as expense to

and be paid by all parties in proportion to their then interests in the Unit Area.

29. FORCE MAJEURE

It any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under
this agreement, other than the obligation to make money payments, that party shall give to all other parties
prompt written notice of the force majeure with reasonably full particilars concerning it; thereupon, the
obligations of the party giving the notice, so far as they are affected by the force majeure, shall be suspended
during, but no longer than, the continuance of the force majeure. The affected party shall use all possible
diligence to remove the force majeure as quickly as possible.

The requirement that any force majeure shall be remedied with all reasonable dispatch shall not require
the settlement of strikes, lockouts, or other labor difficulty by the party involved, contrary to its wishes; how
all such ditficulties shall be handled shalt be entirely within the discretion of the party concerned.

The term ‘“force majeure” as here employed shall mean an act of Gog, strike, lockout, or other industrial
disturbance, act of the public enemy, war, blockade, publie riot, lightning, fire, storm, flood, explosion, gov-
ernmental restraint, unavailability of equipment, and any other cause, whether of the kind specifically enum-
erated above or otherwise, which is not reasonably within the control of the party claiming suspension.

30. NOTICES

All notlces authorized or required between the parties, and required by any of the provisions of this
agreement, shall, unless otherwise specifically provided, be given in writing by United States mait or Western
Unlon Telegram, poslage or charges prepald, and addressed to the party to whom the notice is given at the

-] —
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addresses Hsted on Exhibit “"AY. The originating notice to be piven under any provision hereof shall be deemed
given only when received by the party to whom such noatice is direeted and the time for such party to give any
nolice in response thereto shall run from the date the originating notice is reccived. The second or any re-
sponsive notice shalt be deemed given when deposited in the United States mail or with the Western Union
Telegraph Company, with postage or charges prepaid. Each party shall have the right to change its address

at any time, and from time to time, by giving written notice thercof to all other parties.
31. OTHER CONDITIONS, IF ANY, ARL:

A. Notwithstanding anything herein to the contrary, if any working
interest owner shall, subsequent to execution of this agreement, create
an overriding royalty, production payment, net proceeds interest, carried
interest, or any other interest out of its working interest (herein
called "subsequently created interest"), such subsequently created
interest shall be specifically made subject to all of the terms and
provisions of this agreement. If the working interest owner from which
such subsequently created interest is created (a) fails to pay, when
due, its share of costs and expenses chargeable hereunder, and its share
of production accruing hereunder is insufficient to cover such costs and
: expenses, or (b) elects to go non-consent under Section Twelve, or (c)

% elects to abandon a well under Section Sixteen hereof, elects to surrender
a lease under Section Twenty-Four hereof, or otherwise withdraws from

this agreement, the subsequently created interest shall be chargeable

with a pro-rata portion of all costs and expenses hereunder in the same
manner as if such subsequently created interests were a working interest,
and Operator shall have the right to enforce against such subsequently
created interests the lien and all other rights granted in Section Nine
hereof for the purpose of collecting costs and expenses chargeablie to

subsequently created interests.

: . B. In the performance of this contract, Operator shall not engage
: in any gonduct or practice which violates any applicable law. order or
o - regulation prohibiting discrimination against any person by reason of

race, religion, color, sex, national origin or age; and Operator further
agrees to comply fully with the non-discrimination provisions of Section
?02 of Executive Order No. 11246 (30 F.R. 12319), which are hereby
included in this contract as fully as if copied herein. Operator shall
also abide by the requirements of Executive Order #11598 Occupational
S§fety and Health Act and by Executive Order #11640 Veterans Hire Regula-
tion which orders are inserted herein by reference.

o i g s e o

C. This agreement shall be subject to the conservation laws of the
State of New Mexico; to the valid rules, regulations, and orders of the
0il Conservation Commission of New Mexico; and to all other applicable
federal, state, and municipal laws, rules, regulations and orders.

) D. Gas well production shall be governed by Exhibit “D", Gas
Balancing Agreement attached hereto.

E. In spite of any provision to the contrary appearing in Section
1) hereof, consent to the drilling of a well shall not be deemed as
consent to the setting of casing and completion attempt. After any
well drilled pursuant to this agreement has reached its authorized depth,
Operator shall give immediate notice to Non-Operators. The parties
receiving such notice shall have forty-eight (48) hours (exclusive of
Saturday or Sunday or legal holidays) in which to elect whether or not
they desire to set casing and to participate in a completion attempt.
Failure of a party receiving such notice so to reply within the period
above fixed shall constitute an election by that party not to participate
in the cost of a completion attempt. If all of the parties elect to plug
and abandon the well, Operator shall plug and abandon same at the expense
of all of the parties., If one or more, but less than all, of the parties
elect to sct pipe and to attempt a completion, the provisions of Section
12 shall apply to the operation thereafter conducted by less than all
parties. 'The provisions of this paragraph shall not be available to any

party who shall have clected to be a non-consenting party in drilling
the well, —12
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This ugreement may be signed in counterpart, and shall be binding upon the purties and upon their heirs,

successors, representatives and assigns.
- _ APPROVED
MOBIL OIL CORPORATION ELALAE %/3
) NS
ENGR. |2} :
GeE|
By . LAND | 2oy
oy CHTEE R /7707
torney in @act Dy ;
OPERATCR ;
WESTERN RESERVES OIL COMPANY
ATTEST: T
| By
R. M. MORAN :
ATTEST:
N by
ATTEST:
]
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REW MEXICO SINGLE ACKNOWLEDGMENT

STATE OF 1
X
COUNTY OF 1

The foregolng instrument was acknowlsdged before me this day of

, 1970, by .

Notary Public

* k % Kk K

NEW MEXICO CORPORATION ACKNOWLEDGMENT
STATE OF ¢ 124"/“ e/ ) §
: X
COUNTY OF &@&M ¥

The foregoing instrument was acknowledged before me this 4524‘ day of

, 197 by ____ E S WightJr , . Altomey-in-Fact
Mobil Qil Corporation ., a_ Mew 10K corporation,
on behalf of said corporation.

My commisslon explfey W
- June 1, 1978 l
. 'Notary Public .

. WANDA PHILLIPS, Notary Public——-
In and for Midland County, Texas

* * % * %

NEW MEXICO CORPORATION ACKNOWLEDGMENT

STATE OF X
i
COUNTY OF X
The forepoing instrument was acknowledged before me this day of
» 1970, by ,
of , @ corporation,

on behalf of said corporation.

Notary Public




EXHIBIT "A"

Attached to and made a part of Operating Agreement
dated Jure 28, 1974, between Mobil 0il Corxrporation,
as Operator, and Western Reserves Oil Company, et al,
as Non-QOperators. . .

A. UNIT AREA

: North Half (N/2) Section 12, T-21-S, R-26-E, Eddy County,
| New Mexico, as to all depths below the surface of the
ground.

P B. PERCENTAGE INTEREST OF PARTIES UNDER THIS AGREEMENT

Mobil 0Oil Corporation 50.0000%
P. O. Box 633
Midland, Texas 79701

Western Reserves 0il Company 30.8125%
P. 0. Box 993
Midland, Texas 79701

R. M. Moran 12.5000%
P. 0. Box 1919
Hobbs, New Mexico 88240

qndetermined 6.6875%

100.0000%
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OIL_G GAS LEASE
EXHIBIT "B"

Printed ond for sale by Holl-Poorbeugh Prers, Inc., Roswell, N. }A.

19 e, belween

THIS AGREEMENT made thls day of
ATTACHED TO AND MADE A PART OF OPERATING AGREEMENT DATED JUNE 28, 1974, BY_

AND BETWEEN MOBIL OIL CORPORATION AND WESTERN RESERVES OIL COMPANY, ET AL,

AS NON-OPERATORS. o |
o’ T o ] TTETmmem T T et Otfien Addreaa)

Rareln called lesanr (whether nne or more) and — —— e e e bem e e m—— e o rammeen — i amm s RROR D
1. lassor, in conslleratlon of TEN AND OTHER BOLLARS fn hend pakd, receipt of which ia hers wekanwledeed, and of the royaltien herein providod and

of the agreementa nl (he leasse herein contained, herchy wranta, leases and fets exclualvely unto lease for the purpose of investixating, exploring. proapectine,
Iaying pipe lines, storing oil, huilding

Arlliing, and uperating for and produclng oll and was, injecting sas, waters, other fluida, and air into auhaarface sirats,
and olher struclurcs and things thereon to produce, save, take care of, treal, process, atore and tranaporl sald minerals, the

tanks, roadivays, telephane lines,

County, New Mexico, to-wit:

following daczibed land in

~

acres, whether it actually

Foe the purpose of calculating the rental payments hereinafter provided for, sald land is estimated to comprise

comprises more or less,
2. Subject to the other provisions herein contained, this lease shall remain in force for & tesm of ten (10} years from this date icalled “primary term’’), and

o8 long theretfter an oil or gas, is produced from said land or land with which ssid land s pooled.

5. The royalties to be paid by leasee are: ta) on oil, and on other liquid hydrocarbons saved at the well, one-cighth of that produced snd saved from said land,
same to be delivered st the wells or to the credit of lessor in the pipe line to which the wells may be connected: th) on ges, including casinghead gas and all gax.
sous substances, produced from said 1snd and sold or used off the premires or in the manufacture of wasoline or other product therefrom, the market value at
the mouth of the well of one-cighth of the was 3o sold or used, provided that on xas sold at the wells the royalty shall be une-cighth of The amount realized from
such sale: (¢) and at any time when this leare in not validated by other provisions hereof and there iv a was und/or condensate well un said land, or land pooled
therewlih, but gas and/or condensate is nol Leing so suld or used and such well is ahut in, cither before or after production therefrom, then on or hefore 90 days
after sald well is shut in. and thereafter st annual intervals, lessee may pay or tender an advance annual shut-in royalty cqusl to the amount of delay rentale
provided for in this lexac for the acreage then held under this lcase by the party -making such payment or tender, and 8o long an said ahut.in royafty is paid or
tendered this lease ahall not terminate and it will be connidered under all clauses hereof that gas in being produced from the leased premives in paying quantities.
Kaeh such payment shall be paid or tendered to the parly or parties who at the time of such payment would be entitled to receive the royalties which would be

Id under this lease if the well were in fact producing, or be paid or tendered to the croedit of such party or parties §n the depository bank and in the manner

g:nlnll’m provided for the payment of rentals.
4. 1t operations for drilling sare not commaenced on ssid land or on land pooled therewith on or befure one (1) year from this date, this lease shall terminate

a8 to both parties, unlens on ar before one (1) year from this date lessce shall pay or tender to the leasor & rental of § .. . which
shall cover the privilexe of deferrlng commencement of such operations for & periul of twelve (12) montha, [n like manner end upnn lke paymentx or tendem,
annually, the cummencement of sald operationa may be further deferred for succeasive periods of twelve (12) munthe each during the primary term. Payment

FEITRp———— | 1€ ] §

.; tender may be made to the lesaor or 1o the credit of the lessor n the

. which bnnk, ur any auceensor thercof, ahall
Haubldate, or be suecoeded by nuother hank,

P i —— Ci e
continue to be the sgent for the leasor and lessor's heirs and asslgns. If auch bank (or any successor hank) ahatl fai),
o (or sny reason shall fall or refune to scceptl rental, lessee shall not be held In default intil thirty (301 days ufter lesaor shall deliver (o fewsss n revordab!c

instrument making provision fur another mcceptable method of payment or tender, and any depository eharge s & linhility of the lessor. The paymeat or tendee

rentsl may be made by check or deaft of lesace, matled or delivered to ssid bank or lemsor, ar any lessur it more than one, on or hefore the rental paying

date. Any timely payment or tender of rental or xhut-in royalty which is made in & bona [ide attempt tu make proper payment, bLul which is erruonecus in

whole or In part ss to partics, amounts. or depoaitories shall nevertheleas be sufficient to prevent termination of this lease in the xame maaner as though a

proper payment had been made; provided, however, lessee shall corrcet such error within thirty (30) days after lessee has received writlen notice thereof by

certifled mail from lessor together with such instruments se are necessary to enable lessee to make proper payment.

B. Lesscc fs hereby granted the right gnd power, from time to time, to pool or combine this lcase, the land covered by i or any purt or hurizon thereof
with any other Iand, Jease, leancs, mineral estates or parts thereof fur the production of oil or gas. Units pooled hereunder shall not ¢xceed the standard pro-
ratlos unit fixed by 'aw ¢r by the New Mexico Oil Conscervation Commission or by other lawful authority for the poul or area in which said Tund is situated, plus
s tolerance of 104, Lessce shall file written unit designations in the county in which the premises are located and such units niey he designated from time to
time snd either Lefore or after the completion of wells. Drilting operations” on or production from any part of any such unil shall be considered fur all pur.
poses, except the payment of royally, as operalions conducted wpon or productiun from the land described in this lease. There ahall Le allocated (o the land
covered by this lease included in any such unit that portion of the total production of pooled mincrals from wells in the unit, after deducting any used in lfoase
©f unit operations, which the number of surface acres in the Innd covered by this leare included in the unit bears to the total number of surface acres in the
unit. The production so sllocated shall be conaidered for all purposes, including the payment or delivery of royally, to be the catire prealuction uf pouivil mincrals
from the portion of sald land coverct hereby snd included in said unit in the samc manner as though produced from asid land under the terms of this lcase.
Any pooled unit designated by lessce, as provided Lercin, may be disaolved by leanee by recording an appropriate instrument in the County where the Tand ix «it-
uated at any time safter the completion of a dry hole or the censution of production nn naid unit. Levsee in further granted the right and powes to commit thix
lense as to all or mny portion of the above deseribed lands or horizons thercof tu any unit agreement for the purpose of consvrving the naturnl vanonurces of any
ull or uss pool, fiekl or mrea covere! therchy: provided, auch unit sgreement containe usual and customary proviniuns for the allocation of oil_and wea protucal
from the unit srca and such unit axreement emhracen {anda of either the Unlted States or State of New Mexico or both, and the furm of unit agreement han
been approved by sither the United Ntatea Geolugleal Survey or Commissloner of Pubtic Lands or both and the New Mexien Oif Comcrvation Commisaiion, nnd
upon such commitmant the provisivas of thia leare shall be conformed o the unit agreement.

8. 11 prior to the dlscovery of ol} or xas hereunder, lesate should drili and abandon & dry hole or hulea hereunder, or il mfter dincovery. of oil or gax the
praduction therso! should cease for any caussr, this ieasc shall not terminate if lessce commences reworking ur additlonal drilling operationa within 60 days
therealtsr and dilicently prosecutes the aame, or (if [t be within the primary term) commences or reaumin the payment or temler of rentala or commences
aperations for drilling ur reworklng or ar before the rental paylng date next ensuing after the explrativn uf three montha fram date of shandoament of amid
dry hole or holes or the cossation of prouction, §f at the expiration of the primary term ofl or gas in not beiag producel but tessce i then engared in operations
for drilling or reworking of any well, thia Irase ahall remain in furce 00 long such vperaticny are diligently prosecuted with no cemaation of snore than 64
consscutive days, If during the drilling or reworking of any well under this parageaph, lewses loses or Junkn the hole or well and after diligenl offoets In gl
falth {s unable to cumplete nald operatluna then within 80 days after the abandonment of eald operations lesaee may commence another well and deill (he sume
with due diligence. If any deiiling, sdilitlonal driliing, or reworking aperations hereunder result In production, thea this teane shall remaln in full furee av Jonx

thervalier aa oll or gas I8 pruduced hereunder.

1. Levses shall have Iree use of nil, wes und water {rom asid land, exeept water from lesaor's wells and lanka, for all operationa hercunder, amil the royalty
whs)l be computed sfter deducting any 20 used. [wwaee shall have the right at any time durine or after the exphration of thin lease to remove all properly and
fixtures placed by lessce on sald land, including the right to draw and remove all casing, When required by leasor, feasee will bury all pipe lines on eultivated
lands delow ordinary plow depth, and no well shall be drilled within two hundred (eet 1200 [t.} of any residence or barn now on aatl Jand without lesaor's cone
aent. Lessor shall have the privilege. at his zitk and expense, of using Kss from any gas well on said land for stoven and inside Illghta in the principal dwelling
thereon, out of any surplus xas not newled for operationn hereunder.

8. The ctights of efther party hereunder may be assigned {n whole or In part and the provisions hereof shall ¢xtend Lo the heira, exrcutars, administrators,
of or .cight lo receive rentals, royalties or payments, however

successors and aseigns: but no change or division {n the nwnership of the land, or in the ownershi
sceomplished shall operate to enlarge the obdligativns or diminish the rights of lessee: and no such ¢hangd or diviaion ahall be bindink upon lessce for any pur.
pose untl! 30 days ufter lessse has becn (urnished by certified mail st lessee’s princips) place of business with acceptable invtruments or certi‘ied copies
thezeof conetituting the chain ol title from the original lessor. If any such change in ownership occurs throuxh the déath of the owner, fessee may pay or
tender auy reatals, roysities or payments to the credit of the decessed or his cotate in the depository bank until such time as lessee has been fuirnithed with
evidence satisfactory to lessee ae o the persone entitled to such aums. In the event of an asslgnment of thia lease aa to a segregated portion of said land. the
rentals poyable hereunder shall be spportioned as between the several leasehold owners ratably according tu the surlace area of each, and default in renlal
payment by one shall not affect the rights of other leasehold owners hereunder. An sssignment of this lease, in whole ur In part, ahall, to the extent of such
assignment, relleve and dlacharge lessee of any obligations hereunder, snd, il lessee or assignee of part or parts hereof shall fail or make default in the payment
of the proportionste part of the rentsls Que from such lessee or sssignes or fall to comply with any other prevition of the lease, such default shall nut affect this
in a0 far as it covers 8 part of sald lands upon which lesses or any assignee thereol shall 20 comply or make such payments, Rentals as used in thia
paragraph shall aleo include shut-in roysity.
9. Should lessee be prevented from complylng with any express or Impllied covenant of this lease, or from condueting drliling or reworking uperationa heres
onder, or from produclag oil or gas hereunder by reason of scarcity or inability to obtain or use equipment or material, or by operstion of furce majeure, or

any Federal or etate law or any order, rule or regulation of yovernmental authorily, then white so prevented, lessee’s dutly shall be auspended, and lownee
lessee Is prevented by any such cause from condueting

§,

o‘lll not be liable for feilure to comply therewith: and thls lease ehall be extend~d while and so long &

drilling or veworking operaticns on or from producing oil or gas hereunder: and the time while lessee fs o0 prevented ahall not be counted agalnet lesacs,
anything In this lesse to the contrary notwlthstanding.

10. Lestor hereby warrants and syrees to defend the title to #aid 1and, end agreed that lessoe, at ita optlon, may discharge any tax, mortgage, or olher
Iken upon sald land, and In the event lesace does a0, it shall be subrogated to auch lien seith the righl to enforce same and apply rentdla snd royalties sceruing
horeunder toward sstlafying same. Withoul impairment of lesave's rights under the warranty, If this lesse covera o less Interest in the ofl or gaa In all ur an
part of asld Iand than the entire and undivided fee simple ecotate (whether lessor's interest (o herein apecified or noty then the royaities, shut.in royalty, m\lr,{
and other payments, if any. accruing from any g-rt Ad to which thls lease covers less than such full interest, shall be paid only in the proportion which the
Interest therein, if any, covered by thia lease, bears to the whole and undivided fee simple estale therein. Should any one or mure of the parties named shuve an
esors fail to execute this lease, IL ohall neverthelesa be binding upon the party or parties exevullng the same.

11, Lessee, f/his successors, heirs and assigns. shall have the right at any time Lo aurzender this lease, In whole or in part, to tessor or hia helrs, sucees.
sors, and seslgns by dellvering or malling a release thereof (o the ledsor, or by placing o release Lhereof of recurd in the county In which safd land s situated:
thereupon lesses shall be relleved from all obligations, expresssd or Im Ved, of this sgreement as to seresge so surrendered, and thereafter the rentals and
shut-in royalty paysble hereunder shall be reduced {n the proportion that the acreage covered hereby W teduced by said relense or relenaen,

Exesuted the day snd sear tiret above written,

B-1 L 6/26/74
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: Attached to and made a part of ..OPerating Agreement dated .
! June 28, 1974, between Mobil 0Oil Corporation, as
Operator, and Western Reserves 0Oil Company, et al.
as Non-Operators,

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

1. Definitions
“Joint Account” shall mean the account showing the charges and credits accruing because of the Joint Operations
and which are to be shared by the Parties.
“Joint Property” shall mean the real and personal property subject fo the agreement to which this Accounting
Procedure is attached.
“Joint Opecations” shall mean all onerations necessary or proper for the development, operation, protection and
maintenance of the Joint Property.
“Operator” shall mean the party designated to conduct the Joint Operations. :
“Non-Operalors” shall mean the parties to this agreement other than the Operator. ’

} “Parties” shall mean Operator and Non-Operators. {
“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.
“Controllable Material” shall be defined as set forth under the subparagraph selected below:

A. KX Material which at the time is so classified in the Material Classification Manual as most recently rec-
ommended by the Council of Petroleum Acccuntants Societies of North America.

B. [ 1 Material which is ordinarily so classified and controlled by Operator in the conduct of its operations.
: List shall be furnished Non-Operators upon request.

2. Statements and Billings X
Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of costs
and expenses for the preceding month. Such bills will be accompanied by statements reflecting the total charges
and credits as set forth under the subparagraph selected below:

A. [ ] Statement in detail of all charges and credits to the Joint Account. !

B. [ ] Statement of all charges and credits to the Joint Account, summarized by approprlate classifications
indicative of the nature thereof.

C. KX Statement of all charges and credits to the Joint Account, summarized by appropriate classification
indicative of the nature thereof, except that items of Controllable Material and unrusual charges and
credits shall be detailed.

: 3. Advances and Payments by Nou-Operators

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

Each Non-Operator shall pay its proportion of all bills within fifteen (15) days after receipt. If payment is not
made within such time, the unpaid balance shall bear interest monthly at the rate of ten per cant (10%) per annum
or the maximum contract rate permitted by the applicable usury laws in the state in which the Joint Property is
located, whichever is the lesser.

4. Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correctness
thereof; provided however, all bills and statements rendered to Non-Operators by Operator during any calendar
year shall conclusively be presumed to be true and correct after twenty-four (24) months following the end of
any such calendar year, unless within the said twenty-four (24) month period a Non-Operator takes written
exception thereto and makes claim on Operator for adjustment. No adJustment favorable to Operator shall be
made unless it is made within the same prescribed period. The provisions of  this paragrnph shall not prevent
adjustments resuliing from a physical inventory of the Joint Property as provided for in Section VII,

5. Audits

A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shatl have the right to audit
Operator’s accounts and records reclating to the accounting hereunder for any calendar year within the twenty-four
! (24) month period following the end of such calendar year; provided however, the making of an audit shall not
extend the time for the taking of written exception to and the adjustments of accounts as provided for in Paragraph
4 of this Scction I. Where there are two or more Non-Operators, the Non-Operators shall make cevery rcasonable
effort to conduct joint or simultancous audits in a manner which will result in a minimum of inconvenience to the
Operator. Opecrator shall bear no portion of the Non-Operators' audit cost incurred under this paragraph unless
agreed to by the Operator.

€. Approval by Non-Operators %
Where an approval or other agreement of Non-Operators is expressly required under Paragraphs 5A, 5B, 6A and
8 of Scction II, Section III, Scction V, Section VI, and Paragraph 4 of Section VII, of this Accounting l’l occ(lulo and
it the ag,lecrnent 1o which this Ac«.ounlmg Pxoceduno is attached contains no contravy provisions in regard thereto,
the Operator shall notify all Non-Operators and the agreement or approval of a majorily in interest of the Non-
Operatore shall be controlling on all Non-Opcrators.
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II. DIRECT CHARGES
Operator shall charge the Joint Account with the following items:

* 1. Rentals and Royaltics
Lease rentals and royalties paid by Operator for the Joint Operations,
2. Labor
A, (1) Salaries and wages of Operator’s employees directly employed on the Joint Property in the conduct of
! Joint Operations.
(2) Salaries of first-level supervisors in the field if such charges are excluded from overhead rates in Option
A of Section III .
(3) Salaries and wages of technical employees temporarily assigned to and directly employed on the Joint

Property if such charges are excluded from overhead rates in Option B of Section III,

(4) Salaries and wages of technical employees either temporarily or permanently assigned to and directly
: employed in the opcration of the Joint Property if such charges are excluded from overhead rates in
; Option C of Section IIL

B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to
the employees whose salaries and wages are chargeable to the Joint Account under Paragraph ZA of this
Section 1I and Paragraph 1A of Section III; except that in the case of those employees only a pro rata portion
of whose salaries and wages are chargeable to the Joint Account under Paragraph 1A of Section I, not more
than the same pro rata portion of the benefits and allowances herein provided for shall be charged to tie Joint
Account. Cost under this Paragraph 2B may be charged on a “when. and as paid basis” or by “percentage
assessment” on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this
Section IT and Paragraph 1A of Section IIIL. If percentage assessment.is used, the rate shall be based on the
Operator’s cost experience.

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are
applicable to Operator’s labor cost of salaries and wages chargeable to the Joint Account under Paragraphs
2A and 2B of this Section II and Paragraph 1A of Section III.

D. Reasonable personal expenses of those employees whose salaries and wages are chargeable to the Joint Ac-
count under Paragraph 2A of this Section II and for which expenses the employees are reimbursed under
Operator’s usual practice.

3. Employee Benefits

Operator’s current cost of established plans for employees’ group life insurance, hospitalization, pension, retire-

ment, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labor cost

chargeable to the Joint Account under Paragraphs 2A and 2B of this Section II and Paragraph 1A of Section III

shall be chargeable as indicated in the subparagraph selected below:

] A. [ ] Operator’s actual cost.
} B. [X] Operator’s actual cost not to exceed fifteen per cent (15%).

4. Material

Material purchased or furnished by Operator for use on the Joint Property as provided under Section IV. So far

as it is reasonably practical and consistent with efficient and economical operation, only such Material shall be

purchased for or transferred to the Joint Property as may be required for immediate use; and the accumulation of
surplus stocks shall be avoided. ;
5. Transportation

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

tions:

A. If Materiat is moved to the Joint Property from the Cperator’s warehouse or other properties, no charge shall
be made to the Joint Account for a distance greater than the distance from the nearest reliable supply store,
recognized barge terminal, or railway receiving point where like material is normally available, unless
agreed to by Operator and Non-Operators.

B. If surplus Material is moved to Operator’s warehouse or other storage point, no charge shall be made to the
Joint Account for a distance greater than the distance to the nearest reliable supply store, recognized barge
terminal, or railway receiving point unless agreed to by Operators and Non-Operators. No charge shall be made
to the Joint Account for moving Materizal to other properties belonging to Operator, unless agreed to by Operator
and Non-Operators.

€. In the application of Subparagraphs A and B above, there shall be no equalization of actual gross trucking
costs of $100 or less.

8. Services

A. The cost of contract services and utilities procured from outside sources other than services covered by Para-
graph 8 of this Section II and Paragraph 1B of Section III. The cost of professional consultant services shall
not be charged to the Joint Account unless agreed to by Operator and Non-Operators.

B. Use and service of equipment and facilities furnished by Operator as provided in Paragraph 5 of Section IV.

7. Damages and Losses to Joint Property
All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damages
or losses incurred by fire. flood, storm, theft, accident; or other cause, except to the extent that the damage or loss
could have been avoided through the exercise of rcasonable diligence on the part of Operator. Operator shatl
furnish Non-Operators written notice of damages or losses incurred as soon as practicable after a report thereof
has been received by Operator,

8. Legal Expense ;
All costs and expenses of handling, investigating, and settling litigation or claims arising by reason of the Joint
Operations or neccessary to protect or recover the Joint Property, including, but not limited to, altorney's fees,
court costs, cost of investigation or procuring evidence and amounts paid in settlement br satisfaction of any such
Iitigation or claims; provided, (a) no charge shall be made for the scervices of Operator's legal staff or other reg-
ularly employed personnel (such services being considered to be Administrative Overhead under Section 1II),
unless agreed to by Operator and Non-Operators, and (b) no charge shall be made for the fees and expenses of
outside attorneys unless the employment of such attorneys is agreed to by Operator and Nun-Operators. ‘

#®. Taxes
All taxes of every kind and nature assessed or levied upon or in conncction with the Joint Property, the operation
thereof, or the produchon therefrom, and which taxes have been paid by the Opcerator for the benefit of the

Parties.
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C. Operator's Warchouse Operating and Meintenance Expense
{ ] Included in district expense
[ ) No charge either direct or indirect
[ ] ¥ercentage basis (describe fully)

2. Combincd Rates - Well Basis
Operator shall charge the Joint Account for the services covered by Paragraph 1 of this Section III on the basis

indicated below: |
RATE_PER WELL PER MONTH l

DRILLING WELL RATE PRODUCING WELL RATE .
(Use Total Depth) A1 1 trell (Use Current Producing Depth) h

Well Depth Each Wall ~All-—Wells Next Five Al Wells Over Ten
___0'-8,000" " $1,420 = 2 Y A — -
8,001'-12,000' $1,500 ___$le4a e ~ i
! Below 12,000 $1,580 $186 e B i

3. -Combined Rates - Percentage Basis
Operator shall charge the Joint Account for the services covered by Paragraph 1 of this Section III on the basis

indicated below:
PERCENTAGE BASIS

A. Development:
......................... Percent ( %) of the cost of development of the Joint Property exclusive of costs pro-

vided under Paragraph 8 of Section II and all salvage credits.

B. Operating:

e nne Percent ( 9% ) of the cost of operating the Joint Property exclusive of costs provided
under Paragraphs 1 and 8 of Section II, all salvage credits, the value of injected substances purchased for
secondary recovery and all taxes and assessments which are levied, assessed and paid upon the mineral
interest in and to the Joint Property.

4. Application of Administrative Overhead or Combined Rates -~ Well Basis

The following limitations, instructions and charges shall apply in the application of the rates as provided under

. either Paragraph 1B (1) or Paragraph 2 of this Section III.

: 7 A. Charges for dnllmg wells shall begin on the date each well is spudded and terminate on the date the dr.llmg or

completion rig is released, whichever is later, except that no charge shall be made during the suspension of

. drilling operations for fifteen (15) or more consecutwe days.

B. The status of wells shall be as follows:
(1) Producing gas wells, injection wells for recovery operations, water supply wells utitized for waterflood-

;. ing operations and salt water disposal wells shall be considered the same as producing oil wells.

(2) Wells permanently shut down but on' which plugging operations are deferred shall be dropped from the
well schedule at the time the shutdown is effected. Any well being plugged or produced during any
portion of the month shall be considered as a producing well for the entire month.

(3) Wells being plugged back, drilled deeper, converted to a source or input well, or which are undergoing
any type of workover that requires the use of a drilling rig or workover rig capable of drilling shall
be considered the same as drilling wells.

{(4) Temporarily shut-down wells, which are not produced or worked upon for a period of a full calendar
month, shall not be included in the well schedule, provided however, wells shut in by governmental
regulatory body shall be included in the well schedule only in the event the allowable production is
transferred to some other well or wells on the Joint Property. In the event of a unit allowable, shut-in
wells shall be counted in determining the charge hereunder Yor suich month if said wells contribute allow-
able production that is actually produced during such month fron: one or more unit wells as a result of
allowable transfer, inclusion in the unit allowable or other circumstances, but the total cshut-in well count
shall be limited to the minimum number of shut-in wells necessary to provide the contributed allowable
actually produced during the month.

(5) Gas wells shall be included in the well schedule if directly connected to a permanent sales outlet even
though temporarily shut in due to overpvroduction or failure of purchaser to take the allowed production.

(6) Wells completed in multiple horizons, shall be considered as a producing well for each separately pro-

. ducing horizon, providing each completion is considered a separate well by governmental or other state-

- wide regulatory authority.

C. The well rates for.producing wells shall be applied to the individual leases; provided that, whenever leases
covered by this agreement are operated as a unitized project, the well rates shall be applied to the total
number of producing wells, irrespective of individual leases.

D. The well rates shall be adjusted as of the first day of April each year following the effective date of the
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying
the rate currently in use by the percentage increase or decrease in the average weekly carnings of Crude
Petroleum and Gas Production Workers for the last calendar year compared to the preceding calendar year
as shown by “The Index of Average Weekly Earnings of Crude Petroleum and Guas Production Workers”
as published by the United States Départment of Labor, Burcau of Labor Statistics, or the equivalent Caunadian
Index as published by the Dominion Burecau of Statistics, as applicable. The adjusted rates shall be the
rates currently in use, plus or minus the computed adjustment. ' ;

5. Application of Administrative Overhead or Combined Rates - Percentage Basls
¥or the purpose of determining charges on a Percentage Basis under Paragraph 1B (2) or Paragraph 3 of lhis

Section III, Development shall include all costs in connection with drilling, redrilling, deepening or any remedial

operations on any or all wells involving the use of drilling crew and cquipment; also, preliminary expenditures

necessary in preparation for drilling and expenditures incurred in abandoning when well is not completed as a

preducer; and original cost of construction or installation of fixed assets, the expansion of fixed assets and any

other projecct clearly discernible as a fixed assei, execept Major Construction as detmed in Paragraph 6 of this

Section III. All other costs shall be considered as Opcn ating. ;

€. Major Construction Overhead
For the construction of compressor plants, water stations, secondary recovery systems, drilling and production

platforms, salt water disposal facilitics, and other such projects, as distinguished from the morve usual drilling ;

—
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and producing operations, Operator in addition to the Administrative Overhead or Combined Rates provided for in

Paragraph 1, 2 or 3 of this Secton III shall either negotiate a rate prior to beginning of construction or shall charge

the Joint Account with an addilional overhcad charge as follows:

A. Total cost less than $25,000, no charge.

B. Total cost more than $25,000, but less than $100,000, ... ... 3o % of total cost. )
' €. Total cost of $100,000 or more, ... ..3........... % of the first $100,000 plus oo B % of 2l over $100,000

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

7. Ame=ndiient of Rates
The specific rates provided for in this Section III may be amended from time to time by mutual agreement between
the Parties hereto if, in practice, the rates are found toc be insufficient or excessive.

IV. BASIS OF CHARGES TO JOINT ACCOUNT :

Subject to the further provisions of this Section IV, Operator will procure all Material and services for the Joint
Property. At the Operator's option, Non-Operators may supply Material or services for the Joint Property.

1. Purchases
Material purchased and service procured shall be charged at the price paid by Operator after deduction of all

discounts actually received.
2, Material furnished from Operator’s Warehouse or Other Properties
A. New Material (Condition “A”)

(1) Tubular goods, except line pipe, shall be priced on a maximum carload and/or barge load weight basis
regardless of quantity transferred and equalized to the lowest prevailing price f.0.b. railway receiving
point or recognized barge terminal nearest the Joint Property where such Material is normally avail-
able effective at date of transfer.

(2) Line pipe shall be priced at the current replacement cost effective at date of transfer from a reliable
supply store nearest the Joint Property where such Material is normally available if the movement is
less than 30,000 pounds. If the movement is 30,000 pounds or more, it shall be priced on the same
basis as casing and tubing under Subparagraph (1) of this paragraph.

{(3) When the Operator has equalized actual hauling costs as provided for in Paragraph 5 of Section II,
Operator is permitted to include ien cents (10¢) per hundred-weight on all tubular goods furmshed
from his stocks in lieu of loading and unloading costs sustained.

(4) Other Material shall be priced at the current replacement cost of the same kind of Material, effective
at date of movement and f.o.b. the supply store or railway receiving point nearest the Joint Property
where Maieriai of the samc kind is normally available.

{(5) The Joint Account shall not be credited with cash discounts applicable to prices provided for in this
Paragraph 2 of Section IV.

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

(1) Material in sound and serviceable condition and suitable for reuse without reconditioning, shall be :
classified as Condition “B” and priced at seventy-five per cent (75%) of the current price of new
Material. )

(2) Material which is not suitable for its original function until after reconditioning shall be furnished to
the Joint Account under one of the two methods defined below:

(a) Classified as Condition “B” and priced at seventy-five per cent (75%) of the current price of new

- Material. The cost of reconditioning shall be absorbed by the Operator of the transferring property.

(b) Classified as Condition “C” and priced at fifty per cent (50%) of current price of new Material.
"The cost of reconditioning also shall be charged to the receiving property, provided Condition
“C” value, plus cost of reconditioning, does not exceed Condition “B"” value,

(3) Obsolete Material or Matericl which cannot be classified as Condition “B” or Condition “C” shall be
priced at a velue commensurate with its use. Material no longer suitable for its original purpose but
usable for some other purpose, shall be priced on a basis comparable with that of items normally used
for such other purpose.

{4) Material involving <erection costs shall be charged at applicable percentage of the current knocked-down
price of new Material.

3. Premium Prices .
Whenever Material is not readily obtainable at prices specified in Paragraphs 1 and 2 of this Section IV because
of national emergencies, strikes or other unusual causes over which the Operator has no control, the Operator
may charge the Joint Account for the required Material at the Operator’s actual cost incurred in procuring such
Material, in making it suitable for use, :nd in moving it to the Joint Property, provided, that notice in writing
is furnished to Non-Opecrators of the proposed charge prior to billing Non-Operators for such Material. Each
Non-Operator shall have the right, by so electing and notifying Operator within 10 days after receiving notice
from Operator, to furnish in kind all or part of his share of such Material suitable for use and acceptable to

Operator.

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

5. Equipment and Facilities Furnished by Operator
A. Operator shall charge the Joint Account for use of equipment and facilities at rates commensurate with
cost of ownership and operation. Such rates shall include cost of maintenance, repairs, other operating
expense, insurance, taxes, depreciation, and interest on investment not to exceed six per cent (6¢:) per
annum, provided such rates shall not exceed those currently prevailing in the immediate area within which
the Joint Property is located. In ticu of rates based on costs of ownership and operation of equipment, other
than automotive, Opecrator may elect to use commercial rates prevailing in the area of the Joint Property
less 2095; for automotive equipment, rates as published by the Petroleum Motor Transport Associalion
may be used. Rates for laboratory services shall not exceed those currently prevailing if performed by

i
t
{

—b— 6/26/74




outside scrvice laboratories. Rates for trucks, tractors and well service units may include wages and ex-
penses of operator.
B. Whenever requested, Operator shall informm Non-Operators in advance of the rates it proposes to charge.
C. Rates shall be revised and adjusted from time to time when found to be cither excessive or insufficient.

V. DISPOSAL OF MATERIAL |
: E

The Operator may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus
Condition “A” or “B"” Material. The disposition of surplus Controllable Material, not purchased by Operator, shall
be agreed to by Operator and Non-Operators, provided Opcrator shall dispose of normal accumulations of junk and
scrap Material either by transfer or sale from Joint Property.
1. Material Purchased by the Operator or Non-Opcrators.
Material purchased by either the Operator or Non-Operators shall be credited by the Operator to the Joint Account
for the month in which the Material is removed by the purchaser. :
2. Dlvision in Kind ‘
Division of Material in kind, if made between QOperator and Non-Operators, shall be in proporticn to the respective
interests in such Material. The Parties will thereupon be charged individually with the value of the Material
received or receivable. Proper credits shall be made by the Operator to the Joint Account.
3. Sales to Outsiders

Sales to outsiders of Material from the Joint Property shall be credited by Operator to the Joint Account at the
net amount collected by Overator from vendee. Any claim by vendee related to such sale shall be charged back

to the Joint Account if and when paid by Operator.

VI. BASIS OF PRICING MATERIAL TRANSFERRED FROM JOINT ACCOUNT i

Material purchased by either Operator or Non-Operators or divided in kind, unless agreed to by Operator and Non-
Qperators shall be priced on the following basis: :
1. New Price Defined : :
- New price as used in this Section VI shall be the price specified for new Material in Section IV.
2. New Material
New Material (Condition “A"), being new Maierial procured for the Joint Property but never used, at one
hundred per cent {1009%) of current new price (plus sales tax if any).
3. Good Used Material
Good used Material (Condition “B”), being used Material in sound and serviceable conditicn, suitable for reuse

without reconditioning:
A. At seventy-five per cent (75%) of current new price if Material was charged to Joint Account as new, or

B. At sixty-five per cent (65%) of current new price if Material was originally charged to the Joint Account
as secondhand at seventy-five per cent (75%) of new price.
4. Other Used Material )
Used Material (Condition “C”), at fifty per cent (50%) of current new price, being used Material which:
A. Is not in sound and serviceable condition but suitable for reuse after reconditioning, or
B. Is serviceable for nriginal functxon but not suitable for reconditioning.
§. Bad-Order Material
Material (Condition “D”), no longer suitable for its original purpose without excessive repair cost but usable for
some other purpose at a price comparable with that of items normally used for such other purpose.
@. Junk Material
Junk Material (Condition “E’), being obsolete and scrap Materlal at prevailing prices.
7. Temporarily Used Material
When the use of Material is temporary and its service to the Joint Proverty does not justify the reduction in
price as provided for in Paragraph 3B of this Section VI, such Material shall be priced on a basis that will leave
~ a net charge to the Joint Account consistent with the value of the service rendered.

VII. INVENTORIES

The Operator shall maintain detailed records of Controllable Material.

1. Periodic Inventories, Notice and Representation
At reasonable intervals, inventories shall be taken by Operator of the Joint Account Controllable Material.
j Written notice of intention to take inventory shall be given by Operator at least thirty (30) days before any
i inventory is to begin so that Non-Operators may be represented when any inventory is taken. Failure of
{ Non-Operators to be represented at an inventory shall bind Non-Operators to accept the inventory taken by
Operator.
2, Reconciliation and Adjustment of Inventories
Reconciliation of inventory with the Joint Account shall be made, and a list of overages and shortages shall be
furnished to the Non-Operators. Inventory adjustments shall be made by Operator with the Joint Account for
overages and shortages, but Operator shall be held accountable to Non-Operators only for shortages due to lack
of reasonable diligence.
; 3. Special Inventorics
' Special Inventories may be taken whenever there is any sale or change of interest in the Joini Property. It shall
! be the duty of the party sclling to notify all other Parties as quickly as possible after the transfer of interest
takes place. In such cases, both the seller and the purchaser shall be governed by such inventovy.

4. Expense of Conducting Periodic Inventories
The expense of conducting periodic inventorics shall not be charged to the .Joint Account unless agreed to by

Operator and Non-Operators,
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-In accordance with the terms of the Operating Agrecment,

pxarstr Up¢
CAS LALANCINCG AGREEMENT
FOR GAS Will, PRODUCTION

Attachicd to and made a part of the Operatlng Agrecment
between Mobijil OJI (‘mpmnri(m_J as Operator, and

‘Operators, -

The parties to the Obérating Agrecment to which this Gas Balancing Agreement is

attachqd ovn the working interpst in the gas rights underlying the Joint Prcperty

covered by such agreement and are entitled to share in the percentages as stated in

the Operating Agrcement.

each party thereto has

the right to take its share of gas produced from the Unit Area and market the same,
In the event any of the parties hereto does not market its share of gas or has con-
tracted to sell its share of gas produced from the Joint Property to a purchaser

which, at any time while this agreement is in effect fails to take the share of gas

attributable to the interest of such party, the terms of this storage agreement shall

automatically become effective,

1,
During any period or-periéds when the market of a party is not sufficient to take
that party's full share of the gas produced from the Joint Property, or.its purchaser
is unable to take its share of gas produced from the Joint Property, the other party or
parties shall be entitled to produce from said Joint Property (and take or deliyer to
a purchaser), each month, all or a part of that portion of the allowable gés production
assigned tc such Joint Properfy by the regulatory body having juriséiction. That party
shgll be éntitled to take and deliver to its or their purchaser all of such gas pro-
ductio#, provided; however, that no party shall be entifled to take or deliver to a
purchaser gas prodyction in excess of 300% (percent) of its share of the allowable
gas production assigned thereto by the regulatory body having jurisdiction, unless

that party has gas in storage. All parties hereto shall share in and own the 1liquid

hydrocarbons recovered from such gas by primary separation equipment in accordance

with thelr respective interests and subject to the terms of the above described

Operating Agreement.
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2.
Each party unable to markct its share of the gas produced, and taking less than its
full share of the gas produced shall be credited with gas in storage equal to its
share of the gas produced under this agreement, less such party's share of the gas
" taken, gas used in Joint Property operations, vented, or lost., Each party taking
gas shall furnish the Joint Property operator a monthly statement of gas taken, The
operator of the Joint Property will maintain a running account of the gas balance
between the parties hereto and will furnish each party monthly statemeats showiﬁg the
total quantity of gas produced, the amount thereof used in Joint Property operations,
vented or lost, and the total quantity of gas delivered to markets., Measurement of
gas for over and under production shall be accomplished by use of sales meters, and

lease measurement shall be in accordance with AGA requirements.

3.
After written notice to the operator, any party may at any time begin faking or
_delivering to its purchaser its full share of the gas produced from said‘Joint Property
(less any used in Joint operations, vented, oé,lost). To allow for the recovery of
gas 1in storage and to balance the gas account of the parties in accordance wirh their
respective inéerests, a partyAwith gas in storage shall be entitled to take or deliver
to a purchaser its full share of gas produced from said Joint property (less any used
in Joint operatioﬁs, vented or lost) plus an amount determined by multiplying twenty-
five~percént (25%) of the interest of the party or parties witﬁout gas iIn storagé by
a fraction, the numerator of which is th;%iggérest in the Joint Property of such party

with gas In storage and the denominator of which is the total percentage interest in

~ the Joint Property of all parties with gas in storag:.

Nothing herein shall be construed to deﬁf any party the right, from time to time to
produce and take or deliver to its purchaser its full share of the allowable gas pro-
duction’ to meet the deliverability test required by its purchaser. Each party, shail
af all times, use its best efforts to regulate its takes and deliveries from said
Joint Property so that said Joint Property will not be shut-in for over producing the

allowable assigned thereto by the regulatory body having jurisdictionm,
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S
buring the term of this agreement, while pas is being produced from the Joint Preperty,
each party shall pay.or deliver, or cause to be paild or delivered all royaities,
overriding royaltics or other payments due on its sharc of production regardless of

whether or not it is taking aud sclling such share, and shall hold the other parties

free from any liability thercfor.

6.

Fach party producing and taking or delivering gas to its purchaser shall pay, or

cause to be paid, all production taxes due on such gas,

7.

When gas sales from a gas well permanently cease, Unit Operator shall make a f£iral

determination of the volumes of the last accrued over and underproduction, if any,

as of the date cf such cessation of sales and the identity of the party or parties
who are over or underproduced. A cash balancing adjustment shall be ﬁade ty the

: overproﬁuced party, or parties, to the underproduced party, or parties, foF the over-
produced volumes which have been taken and sold; the orice to be paid for such adjust-
ment shall be the actual price received for the last accured overproduction by the over-
produced party, or parties, less appropriate deductione for taxes and/or royalties paid

on such production by the overproduced party.

8.
This agreement shall remain in force and effect as long as the operating agreement,
to which 1t 1s attached, and shall inure to the benefit of and be binding upon the

parties hereto, thelr successors, legal representative and assigns.

9.
Nocaing herein shall change or affect each party's obligations to pay its propor-
tionate share of all costs and liabilities incurred in Joint operations, as its

! share thereof is set forth in the above-described Operating Agreement.

A

10,

The provisions of this agrecement shall be applied to cach well and/or ecach formation
separately as 1f cach well and/or formation was a scparate well and covered by

separate but jdentical agreements,
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£.0. BOX 633
. MIDLAND; TEXAS 7970

" Mobil Qil Corporation

July 8, 1974 Cf'
to S2F7
New Mexico 0il Conservation Commission (3)
P,0, Box 2088
Santa Fe, New Mexico 87501

Attn: Mr. A, L. Porter, Jr.

Re; Compulsory Pooling Application
Mobil 011 Corporation's
Federal 12 Com, Well #1
Undesignated (Morrow) Pool
Eddy County, New Mexico

Gentlemen:

Mobil 0il Corporation respectfully requests an examiner hearing on the earliest
possible date to conslder testimony for the purpose of issuing an order pooling
all mineral interest in the Pennsylvanian formation underlying the N 1/2 of

Sec., 12, T~21~8, R~26-E, Eddy County, New Mexico. It is necessary for Mobil to
request this hearing because of disputed mineral ownership of a tract of land
that lies in the north half of Sec. 12 and should be included in the acreage to
be dedicated to the subject well. This land is described as a tract of land con=
taining from 17,75 to 21.40 acres lying west of the east bank of the Pecos River
in the W 1/2 W 1/2 N 1/2 Seec. /12, T-21-S, R-26-E,; Eddy County, New Mexico., Well
#1 is located in Unit “A", 660' FNL and 660' FEL of said Sec. 12, Administrative
Order NSL-671, dated July 2, 1974, authorized the drilling of this well at an

unorthodox location,

Mobil will request to be designated operator of the well and unit, and will
request authorization to collect certain charges for supervision both during the
drilling of this proposed well and after it is completed., Also, Mobil will
request a charge for risk involved in drilling this well,

All proceeds from production due this tract and not disbursed will be placed into
an escrow account until such time as the ownership questlon can be resolved.

Should additional information concerning this matter be desired, please advise.

Your} ery truly,

\M DOCKET MAILED
237

L., A, Davis Date

ADBond/mrb )
o Bl cc: James E, Sperling-Albuquerque, N.M, + ¢LUnited States Geological Survey =~
fhuacalgtv,,ePecos Irrigation Company=-Carlsbad,N.M, Artesia, N,M,
Box ! Bureau of Land Management~Santa Fe, N.MA ¥~Carlsbad Irrigation District -
Ce Bureau of Reclamation=~Amarillo, Tx. Carlsbad, N,M,
Bureau of Land -Management-Roswell, N.M, New Mexico 011 Conservation Comm, -
Artesia, N,M,

oot FwidiFe & T
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BEFORE THE OIL CONSERVATION COMMISSION
OF THE STATE OF NEW MEXICO

IN THE MATTER OF THE HEARING
CALLED BY THE OIlr CONSERVATION
COMMISSION OF NEW MEXICO FOR
THE PURPOSE OF CONSIDERING:

CASE NO. 5287
WV er No. R-#Zflg

FOR COMPULSORY POOLING,
NEW MEXICO.

R OF THE COMMISSION

BY THE COMMISSIO /

This cause came on for hearing at 9 a.m. on August 7 , 1974
at Santa Fe, New Mexico, before Examinerx Daniel S. Nutter 7 N

NUW, on this day of August » 1974, the Commission,
a quorum being present, having conslidered the testimony, the record,
and the recommendations of the Examiner, and being fully advised
in the premises,

FINDS:

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

(2) That the applicant, Mobil 0il1 Corporation ’

seeks an order pooling all mineral interests _jp the

underlying the N/2

Pennsylvanian

of Section 12 , Township 21 South , Range 26 East

NMPM’&Z:%; ::2 ' :;Z ::;Z ::2 ~y Eddy County, New

Mexico.
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Case No. 3
Order No. R- !
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(3) That the ,applicant has the right to drill and proposes
for 6aid unj

to drill a we}%‘: ' w1100 LED L2 4
Flom The PBast line p Seetun /2 .

(4) That there are interest owners in the proposed proration :

unit who have not agreed to pool their interests.
j (5) That to avoid the drilling of unnecessary wells, to
protect correlative rights, and to afford to the owner of each

interest in said unit the opportunity to recover or receive

LA e e e

without unnecessary expense his just and fair share of the gas

in said pool, the subject application should be approved by ;
pooling all mineral interests, whatever the/may be, within said
unit. ;

(6) That the applicant should be designated the operator

b of the subject well and unit.

(7) That any non—consenting working interest owner should

be afforded the opportunity to pay his share of estimated well

LV o b

costs to the operator in lieu of paying his share of reasonable

well costs out of production.

{8) That any non-consenting working interest owner that
does not pay his share of estimated well costs should have

withheld from production his share of the reasonable well costs.

ereQf redshn ayqg :
: i
lind of e vy . :

4
E (9) That any non-consenting interest owner should be

| afforded the opportunity to object to the actual well costs but

that actual well costs should be adopted as the reasonable well

costs in the absence of such objection. ;
(10) That following determination of reasonable well costs,

any non-consenting working interest owner that has paid his

| share of estimated costs should pay to the operator any amount

that reasonable well costs exceed estimated well costs and

? should receive from the operator any amcunt that paid estimated
|

¢t well costs exceed reasonable well coats.
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g g 4ol ThatY64 POV mankte Shoue be,
reasonchole ddd'(_ Gr Supecviston i

.
2

(11) That#Vb?&j per month should be fixed as a reason- §
24 T -\
able charge for supervis:.ag(combined fixed rates)A that the

operator should be authorized to withhold from production the

proportionate share of such supervision charge attributable to

each non-consenting working interest, and in addition thereto,

the operator should be authorized to withhold from production

the proportionate share of actual expenditures required for

b vl L4 4 T et

operating the subject well, not in excess of what are reasonable,

attributable to each non-consenting working interest.

R gk e

(12) That all proceeds from production from the subject

[P

well which are not disbursed for any reason should be placed

in escrow to be paid to the true owner thereof upon demand and

as .
i@udhuﬁ#

-

e & Al o A B e

proot of ownership.

W

! (13) That upon the failure of the operator of said pooled {

unit to commence drilling of the well to which said unit is ;
3o ’?

dedicated on or before 4{@5&4“2 “ (222 + the order

pooling said unit should become null and void and of no effect

whatsoever.

IT IS THEREFORE ORDERED:

A e A S A | e s il 7 o om 4 e,

EON P R

(1) That all mineral interests, whatever they may be,

in the Pennsylvanian formation underlying the N/2

B IR NR .

of Section 12 , Township 21 South Range 26 East , NMPM,

v aem W

) ; ' , Eddy County, New Mexico,

| are hereby pooled to form a standard 320- acre gas spacing
for saidsen '
and proration unit to be dediqhted to a well to be drilled

e T 2487 10 catfrina 660 feet from the M;M(o&a'c Grd

PROVIDED HOWEVER, that the operator of said unit shall

R YU RN

L e L e ————

i 20
f commence the drilling of said well on or before the Jggagg: day
i

of Jﬁﬁuauxﬁdfb’ , 1973, and shall thereafter continue the

drilling of said well with due diligence to a depth sufficient to |

test the Pennsylvanian formation;

PROVIDEZ FURTHEL, that in the event said operator does not
3o
commence the drilling of said well on or before the‘dgﬂg,day
of Al o 1978, Order (1) of this order shall be null and

volid and of no effect whatsoever;

v emnma mes ok
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PROVIDED FURTHER, that should said well not be drilled to

completion, or abandonment, within 120 days after commencenent
thereof, said operator shall appear before the Commission and :

show cause why Order (1) of this order should not be rescinded.

(2) That  Mobil 0il Corporation is hereby designated,

?

the operator of the subject well and unit. ;
W i th i
(3) That after the effective date of this order and -at-least:
s
N H

30 days prior to commencing said well, the operator shall furnish

:
the Commission and each known working interest owner in the subject

unit an itemized schedule of estimated well costs.

(4) That within 30 days from the date the schedule of

SNy EEn ] el e ———-

estimated well costs is furnished to him, any non-consenting
working interest owner shall have the right to pay his share S
of estimated well costs to the operator in lieu of paying his z
share of reasonable well costs out of production, and that any
such owner who pays his share of estimated well costs as pro-
vided above shall remain liable for operating costs,lowmmleeshd :
(5) That the operatcr shall furnish the Commission and each !
known working interest owner an itemized schedule of actual well i
cests within 90 days following completion of the well; that if
no objection to the actual well costs is received by the Com-
mission and the Commission has not objected within 45 days
following receipt of said schedule, the actual well costs shall
be the reasonable well costs; provided however, that if there }
is an objection to actual well costs within said 45-day period }
the Commission will determine reasonable well costs after publicv é
notice and hearing. ;
(6) That within 60 days following determination of reason-
able well costs, any non-consenting working interest owner that

has paid his share of estimated costs in advance as previded




~5-~
Case No.
Order No.
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above shall pay to the operator his pro rata share of the amount

that reasonable well costs exceed estimated well costs and shall

receive from the operator his pro rata share of the amount that ;

estimated well costs exceed reasonable well costs.

That the operator is hereby authorized to withhold ;
g~ gl g rom productiondgf, f

(7)

(8)

charges withheld from production to the parties who advanced

the well

(9)

=% ®pro rata share of reasonable well costs

attributable to each non-consenting working
interest owner who has not paid his share of

estimated well costs within 30 days from the

A TR A e AP T8 A1 N A PR P 0T 15 T P e

date the schedule of estimated well costs is

furnished to him.
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That the operator shall distribute said costs and

costs.

That~§£522ﬁ per month is hereby fixed as a reasonablsé

A
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charge for supervisior} (combined fixed rates)A that the operator

e

is hereby authorized to withhold from production the proportionate}

share of such supervision charge attributable to each non-~ - ;

{

consenting working interest, and in addition thereto, the operator?

is hereby authorized to withhold from production the proportionatef

share of actual expenditures required for operating such well, g

not in excess of what are reasonable, attributable to each non-

consenting working interest.
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' royalty interest for the purpose of allocating costs and charges

U
SN,

~G- q
Case No.
Order No. R~

(10) That any unsevered mineral interest shall be considered

a seven-eighths (7/8) working interest and a one-eighth (1/8)

under the terms of this order.
(11) That,any well costs or charges which are to be paid
out of production shall be withheld only from the working
interests share of production, and no costs or charges shall
be withheld from production attributable to royalty interests.
(12) That all proceeds from production from the subject
well which are not disbursed for any reason shall be placed in
escrow in Eddy County, New Mexico, to be paid to the true owner
thereof ﬁpon demand’ and proof of ownership; that the operator

shall notify the Commission of the name and address of said ;

escrow agent within 90 days from the date of this order.

(13) That jurisdiction of this cause is retained for the

;. entry of such further orders as the Commission may deem necessary.

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

designated.
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