STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT

OIL CONSERVATION DIVISION T
IN THE MATTER OF THE PAR 1T 1005
APPLICATION OF MERIDIAN OIL INC. o
FOR COMPULSORY POOLING AND AN CiCenearug e o,
UNORTHODOX GAS WELL LOCATION, SAN
JUAN COUNTY, NEW MEXICO - PROPOSED CASE NO. 11434

SEYMOUR WELL NO. 7A

APPLICATION TO THE OIL CONSERVATION COMMISSION
FOR DE NOVO HEARING ON AND DENIAL OF MERIDIAN’S APPLICATION
AND FOR PARTIAL WITHDRAWAL OF DIVISION ORDER OF
FEBRUARY 22, 1996

Doyle and Margaret Hartman, d/b/a Doyle Hartman, Oil Operator
("Hartman"), by their undersigned attorneys, and pursuant to Rule 1220 of the OCD Rules
and Regulations and NMSA 1978 § 70-2-13 (1995 Repl.), hereby move for a de novo
hearing before the Oil Conservation Commission for the purpose of considering and
denying the application of Meridian Oil Inc. ("Meridian*) for compulsory pooling and an
unorthodox gas well location for its proposed Seymour Well No. 7A in San Juan County,
New Mexico (“No. 7A Well").

Hartman requests that the Commission deny Meridian’s application in its
entirety on grounds that the Division has no authority or jurisdiction to reform the parties’
valid pooling agreement or force pool the interests at issue. NMSA 1978 § 70-2-17(C)
(1995 Repl.). Hartman also requests that the Commission withdraw that part of the Order
of the Division issued February 22, 1996, Order No. R-10545, which found that the
Division has the authority and jurisdiction under NMSA 1978 § 70-2-17(E) (1995 Repl.) to

both (a) modify an existing operating agreement between private parties and (b) force



pool interest owners of a proration unit, for purposes of a proposed second well on that
unit, where the interest owners have already entered into a valid, binding agreement
voluntarily pooling their interests. A copy of the Order is attached as Exhibit A.
As grounds for this Application, Hartman states as follows:
FACT. PPORTIN IS APPLICATION

1. On November 8, 1995, Meridian filed its Application for compulsory
pooling and an unorthodox gas well location. The matter was assigned Case No. 11434.
The application sought an order pooling all mineral interests in the Blanco Mesaverde gas
pool underlying the E/2 of Section 23, T31 N, RS W, NMPM, San Juan County, New
Mexico. Meridian sought the formation of a standard 320-acre spacing and proration unit,
which unit was to be dedicated to Meridian's proposed No. 7A Well to be drilled at an
unorthodox gas well location, to test for production from the Mesaverde formation.

2. Meridian, Hartman and Four-Star Oil and Gas Company (“Four-Star")
are working interest owners in the E/2 of Section 23. Meridian is the designated
operator. Hartman and Four-Star are nonoperating working interest owners.

3. All mineral interests in the Blanco Mesaverde gas pool underlying the
E/2 of Section 23 are already voluntarily pooled. The E/2 of Section 23 is comprised of
two federal leases, one dated May 1, 1948 leased to John C. Dawson (Lease No.
SF078505), and the other dated May 1, 1948 leased to Claude A. Teel (Lease No.
NMO03601). On March 30, 1953, the then owners of leasehold interests in the E/2 of

Section 23 (through whom Meridian, Hartman and Four-Star take their interests in the



tract) entered into a Communitization Agreement as to the E/2 of Section 23. Under the
Communitization Agreement, all interest owners pooled their interests in the two
separately owned tracts insofar as the Mesaverde formation underlying those lands. A
copy of that agreement is attached hereto as Exhibit B.

4, On April 10, 1953, the interest owners in the E/2 of Section 23
entered into an Operating Agreement for the economical and joint operation of the
Communitized tract, which agreement designated Southern Union Gas Company as the
operator. A copy of that agreement is attached hereto as Exhibit C. There are no other
effective communitization or operating agreements governing the Mesaverde interval as
to the E/2 of Section 23.

5. By virtue of the Communitization Agreement and Operating
Agreement, the interest owners in the E/2 of Section 23 unanimously agreed to pool their
interests as to an entire 320-acre standard Mesaverde proration unit. Under the
Communitization Agreement, the parties voluntarily agreed that only one well would be
required for the unit absent unanimous agreement on a second well. The only well
provided for under that Operating Agreement was drilled in 1953 and is known as the
Seymour No. 7 well. The 320-acre proration unit is presently dedicated to the Seymour
No. 7 well, which has produced since it was drilled in 1953.

6. Because of the original unanimous agreement of the parties to require
the drilling of only one well, neither the Operating Agreement nor the Communitization

Agreement provide for the imposition of a penaity for non-consent owners. A second well



is not required to be drilled under the Communitization Agreement unless unanimously
approved by all parties. There is consequently no need for a non-consent penaity
provision in the Operating Agreement.

7. Prior to November 14, 1974, the established well spacing program
for the Mesaverde Formation in San Juan County, including E/2 of Section 23, allowed
only one well per 320-acre proration unit. On November 14, 1974, the Oil Conservation
Commission issued Order No. R-1670-T. That Order provides, in pertinent part, as
follows:

(1) That the Special Rules for the Blanco
Mesaverde and Pool in San Juan and Rio Arriba

Counties, New Mexico, as promulgated by
Order No. R-1670, as amended, is hereby

amended 10 permit the optional drilling of a

second well on each proration unit . . .
(Emphasis added).

A copy of Order No. R-1670-T is attached as Exhibit D.

8. For almost 20 years, during a portion of which time there existed very
favorable gas pricing, Meridian and its predecessors in interest took no action in response
to Order No. R-1670-T. By letters dated January 27 and April 12, 1993, Meridian (a)
admitted to Hartman and Four-Star that the 1953 Operating Agreement did not contain
any required subsequent well provisions, (b) sought agreement of Hartman and Four-Star
for the driling of a second well on the unit (on terms favorable to Meridian), and (c)
proposed an amended Joint Operating Agreement for the driling of an infill Blanco

Mesaverde well in the E/2 of Section 23. A copy of that correspondence is attached as



Exhibit E. Meridian renewed its request by letter dated October 31, 1995.

9. Neither Hartman nor Four-Star have agreed to Meridian's proposal.
The Operating Agreement does not require that an interest owner shall be penalized for
not immediately agreeing to a second well on the unit. The Communitization Agreement
guarantees there will not be a mandatory requirement to drill a second well.

10. Despite the obvious economic concerns on the part of Hartman and
Four-Star pertaining to the immediate drilling of a second well, Meridian has failed to
furnish any economic justification for the immediate drilling of a second well. Given the
current restricted Eastern outiet for San Juan Basin gas and the oversupply of gas into
the California market, the combination of which are responsible for the existing
unfavorable San Juan net-back wellhead gas pricing, the immediate drilling of the
proposed Seymour 7A well would cause, rather than prevent, waste. Such drilling would
result in the development of deliverability that would permit the production of natural gas
from a gas well in excess of the reasonable market demand. Such drilling would result
in economic waste by syphoning off funds from more viable oil and gas prospects. This
would reduce in the short term the total reserves that can be developed and produced.
NMSA 1978 § 70-2-3 (1995 Repl.). There is no reason for the immediate drilling of this well
under current pricing constraints, particularly where, as here, there is no documented risk
of drainage or waste. Moreover, Meridian has requested the impaosition of a risk factor
which would effectively deprive Hartman of its interest in the property given the current

economics of the proposed No. 7A well.



11.  Inresponse to Meridian's November 8 application, both Hartman and
Four-Star moved to dismiss Meridian’s application on the grounds that the OCD lacks
jurisdiction under NMSA 1978 §70-2-17 to force pool interest owners in a proration unit
where those interest owners have already entered into a valid, binding Communitization
Agreement pooling their interests. Under the Communitization Agreement and the
Operating Agreement, the interest owners in the E/2 of Section 23 have already pooled
their interests in the Mesaverde Formation, which is the target formation for the proposed
Seymour 7A well. The Communitization Agreement requires the drilling of only one well,
the No. 7 Well.

12. Hartman does not contend that Meridian is precluded from
immediately drilling the proposed No. 7A well. Instead, Hartman contends that any new
drilling as to the already communitized 320-acre tract must be preformed under the terms
and provisions of the Communitization Agreement and the Operating Agreement. Neither
agreement authorizes the imposition of a risk factor if Meridian fails to obtain unanimous
agreement for such drilling.

13.  Meridian’s application was set for hearing and heard on January 11,
1996. Michael Stogner was the hearing examiner for the OCD. The hearing examiner
took evidence on land and ownership matters only, and heard argument on the motions
to dismiss filed by Hartman and Four-Star. The hearing examjner also heard evidence
on the issue of whether Meridian made a reasonable effort to obtain voluntary joinder of

all working interest owners for further development in the E/2 of Section 23.



14. On February 22, 1996, the Division entered Order No. R-10545,
finding in pertinent part as follows:

Pursuant to Section 70-2-17.E. of said Act [New
Mexico Oil & Gas Act] the Division may modify
the 1953 Operating Agreement to the extent
necessary to prevent waste. The Division
therefore has jurisdiction over this matter.

15.  The Division also found that Meridian had “failed to make reasonable
efforts to adequately obtain voluntary joinder" and dismissed Meridian’s application on
those grounds. Hartman does not contest this portion of the Order.

16.  The Division did not hear evidence, nor did it make any finding of fact,
as to whether the proposed No. 7A well was or was not necessary to prevent waste.

17.  Although Hartman was a party of record in Case No. 11434 and
appeared through counsel and participated in the hearing, and notwithstanding that the
Order of the Division was signed and filed February 22, 1996, notice of an order being
issued was not provided to Hartman or Hartman’s counsel by the Division until March 4,
1996. Even then, a copy of the Order was provided to Hartman’s counsel only after

Hartman’s counsel learned of the issuance of the Order from William F. Carr, counsel for

Four-Star, and called the OCD and requested a copy of the Order.

ARGUMENT AND AUTHORITY

1. The Division Has No Authority to Force Pool Interests Which Are
Already Pool Private Agreement.

18. An administrative agency or body has only such authority as is

granted by the Legislature. Vermijo Club v. French, 43 N.M. 45, 85 P.2d 90 (1938); In re



Proposed Revocation of Food & Drink Purveyor’s Permit, 102 N.M. 63, 691 P.2d 64 (Ct.
App. 1984).

19. The New Mexico legislature has expressly defined and limited the
power of the Division to force pool tracts of land to those circumstances where the owner
or owners have not already agreed to pool their interests. NMSA 1978 § 70-2-17(C)
provides as follows:

When two or more separately owned tracts of
land are embraced within a spacing or proration
unit, . . . the owner or owners thereof may
validly pool their interest and develop their land
as a unit. Where, however, such owner or

owners have not agreed to pool their interests,
and where one such separate owner, or

owners, who has the right to drill has drilled or
proposes to drill a well on said unit to a
common source of supply, the Division, to avoid

the drilling of unnecessary wells or to protect
r ive rights, or nt |

I or f lands or inter r both in th

spacing or proration unit as a unit. (Emphasis

added).
Section 70-2-17(C) governs the issues presented by Meridian’s application and requires
denial-of the application.

20. The OCD lacks jurisdiction to force pool the already pooled interests

in the Mesaverde formation underlying the E/2 of Section 23. Section 70-2-17(C) does
not authorize force pooling where, as here, the interest owners in a tract have already

pooled their interests under the terms of the Communitization Agreement and Operating

Agreement. The Communitization Agreement and Operating Agreement control the



means by which the property is pooled and define the manner in which the parties have
agreed to economically develop the property. There is no statutory authority in the New

Mexico Oil and Gas Act which authorizes the Division to force pool Hartman’s interest

which has already been pooled under a valid, binding agreement.

21.
supersede or reform the private pooling and communitization agreement. Only a court
of competent jurisdiction could hear and adjudicate such a claim. Any modification or

reformation here would benefit only one of the parties to that agreement (Meridian) and

There is no statutory authority which authorizes the Division to

cover only a single proration unit withi l.

22,

The Division’s reliance on NMSA 1978 § 70-2-17(E) is misplaced.

That statute provides as follows:

23.

these facts is legally erroneous and inconsistent with the OCD’s own definitions. Section

Whenever it appears that the owners in any pool

hav r n lan for th ing of
f any allowable fi ivision for
pool, or upon any other plan for the
development or operation of such pool, which
plan, in the judgment of the Division, has the
affect of preventing waste as prohibited by this
Act and is fair to the royalty owners in such
pool, then such plan shall be adopted by the

Division with r h - however, th
Division, upon hearing and after notice, may
subsequently modify any such plan to the extent

vent hibi i

Act. (Emphasis added).

The Division’s interpretation and application of § 70-2-17(E) under

7



70-2-17(E) does not apply to or govern Meridian’s application. Instead, it applies to a
pool-wide development plan, (i.e., a pool-wide plan for the spacing of wells). Section 70-
2-17(E) has no application to pooling agreements by interest owners in one proration unit
which is only a part of an entire pool.

24. The OCD defines pool as follows:

POOL means any underground reservoir

containing a common accumulation of crude

petroleum oil or natural gas or both. Each zone

of a general structure, which zone is completely

separated from any other zone in the structure,

is covered by the word “pool" as used hersin.

“Pool” is synonymous with the *common source

of supply” and with "common reservoir."
“Pool" in this case does not refer to or mean a single proration unit producing from a
pool.

25. Section 70-2-17(E) applies to and authorizes the approval or
modification of a pool plan such as is embodied in Order No. R-1670-T, which applies on
a pool-wide basis to all proration units in the Mesaverde pool. The Division, under these
facts, has no authority to apply Section 70-2-17E to a single proration unit in a pool.
Application of the statute to a single proporation unit in order to negate or reform a
private, valid and binding agreement between the interest owners in a single proration unit
constitutes an action in excess of the Division's jurisdiction and authority. Continental Qil

Co. v. Qil Conservation Commission, 70 N.M. 310, 373 P.2d 809 (1962).

26. Order No. R-1670-T does not authorize the Division to modify an

existing, valid operating agreement between private parties. That Order permits the

10



optional drilling of a second well on a 320-acre proration unit but does not require the
immediate drilling of a second well. it does not even suggest that the drilling a second
well is desirable. Order No. R-1670-T does nothing more than authorize interest owners
to drill a second well on the proration unit if they agree to do so under terms acceptable

to the parties.

2. The Order of February 22 is Inconsistent with Established OCD
Precedent and Gives Meridian Preferential Treatment.

27.  The Division's finding that it has authority to modify the existing

pooling agreements between the interest owners of the E/2 of Section 23 is inconsistent
with and contrary to prior Division orders issued in identical cases. A case directly on
point is NMOCD Order No. R-8013 in Case No. 86086, the Application of Doyle Hartman
for Simultaneous Dedication and Compulsory Pooling related to Hartman’s proposed E.E.
Jack Well No. 5, a Jalmat infill gas well, which application was filed and heard in 1995 at
a time of very favorable gas pricing. A copy of the Division’s Order is attached hereto as
Exhibit F. In that case, Hartman sought compulsory pooling as to a 160-acre unit area
which was already covered by a binding and existing operating agreement between the
working interest owners. The Division denied the application for compulsory pooling as
follows:
Because of a lack of evidence to the contrary,
it appears that the "Agreements” are current
binding operating agreements for the subject
proration unit, having provisions governing
those issues to be addressed in compulsory

pooling cases obviating the need for such a
hearing in this case.

11



28. The OCD issued a ruling contrary to that embodied in the February
22 Order in Case No. 11294, involving an application by Santa Fe Energy Resources to
force pool the interest of Phillips Petroleum Company. There, the Division dismissed the
application based upon the objection of Phillips that the section at issue had already been
voluntarily committed to a spacing unit and could not be made subject to a compulsory
pooling case without violating NMSA 1978 § 70-2-17. A copy of the Order and Objection
are attached as Exhibit G.

29. The Division, in entering its finding that it has jurisdiction to consider
Meridian’s application, has exceeded the authority granted it under NMSA 1978 § 70-2-17,
and has given Meridian preferential treatment inconsistent with and contrary to the
treatment given other abplicants by the Division on this same issue.

30. Resolution of this issue in favor of Hartman and this application for
de novo hearing will resolve the dispute between Hartman and Meridian, obviate the need
for any future Division proceedings, prevent waste, and conserve valuable administrative
resources.

WHEREFORE Hartman respectfully requests that the Commission set this
matter for de novo hearing, and withdraw that portion of the Order of the Division of
February 22, 1996 which finds that the Division has jurisdiction and authority to modify the
Communitization Agreement and Operating Agreement pursuant to NMSA 1978 § 70-2-
17(E). The Commission should enter its Order holding that the Division (a) lacks

jurisdiction and the authority under § 70-2-17(E) to modify a valid, binding agreement

12



between interest owners in a proration unit to voluntarily pool their interests, and (b) lacks
jurisdiction or authority under § 70-2-17(E) to force pool Hartman’s interest in the E/2 of
Section 23 for the purpose of approving the No. 7A Well. Finally, Hartman requests that
the Commission order that no further proceedings be held on any future application
Meridian may file to force pool the interest owners of the E/2 of Section 23 as to the
Mesaverde interval.

Respectfully submitted,

GALLEGOS LAW FIRM, P.C.

o el G

J.E. GAL(\;IGos

MICHAEL J. CONDON
460 St. Michael’s Drive, Bldg. 300
Santa Fe, New Mexico 87505
(505) 983-6686

Attorneys for Hartman

ERTIFICATE ERVICE

I hereby certify that | have caused a true and correct copy of the foregoing
to be hand-delivered on this day of March, 1996 to the following:

Tom Kellahin
117 N. Guadalupe
Santa Fe, NM 87501

William F. Carr
Post Office Box 2208

Santa Fe, NM 87504-2208 W //(

MICHAEL J. co@borq
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RECEIVED 5. Marele. Do
STATE OF NEW MEXICO

ENERGY, MINERALS AND NATURNE RESGRGESPEPARTMENT

OIL CONSEI}VATION DIVISION
“ LEGOS LAV FIRM P.¢.

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

CASE NO. 11434
ORDER NO. R-10545

APPLICATION OF MERIDIAN OIL, INC. FOR COMPULSORY POOLING AND
AN ‘UNURTHODOX GAS WELL LOCATION, SAN JUAN COUNTY, NEW
MEXICO.

ORDER OF THE DIVISION
BY THE DIVISION:

This cause came on for hearing at 8:15 a.m. on January 11, 1996, at Santa Fe,
New Mexico, before Examiner Michael E. Stogner.

NOW, on this 22nd day of February, 1996, the Division Director, having
considered the record and the recommendations of the Examiner, and being fully advised
in the premises,

FINDS THAT:

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

(2)  The applicant, Meridian Qil, Inc. ("Meridian"), seeks an order pooling all
mineral interests in the Blanco-Mesaverde Pool underlying an existing 313.63-acre gas
spacing and proration unit comprising Lots 1, 2, 7, 8, 9, 10, 15, and 16 (the E/2
equivalent) of Section 23, Township 31 North, Range 9 West, NMPM, San Juan County,
New Mexico, for the driiling and completion of its proposed Seymour Weil No. 7-A to
be drilled at an unorthodox infill gas well location 1,615 feet from the South line and

2,200 feet from the East line (Unit J) of said Section 23.

3) Said unit is currently dedicated to Meridian's Seymour Well No. 7 (API
No. 30-045-10597), located at a standard gas well location 1,170 feet from the North line
and 970 feet from the East line (Lot 1/Unit A) of said Section 23.

mYe

EXHIBIT “A"

L—



Case No. 11434
Order No. R-10545
Page2

4) By New Mexico Qil Conservation Commission ("Commission") Order No.
799, dated February 25, 1949, the Blanco-Mesaverde Pool was created, defined, and 320-
acre spacing was established therefor. By Order No. R-128-C, issued on December 16,
1954 the Commission instituted gas prorationing in the Blanco-Mesaverde Pool to be made
effective March 1, 1955. By Order No. R-1670-T, dated November 14, 1974, the rules
governing the Blanco-Mesaverde Pool were amended to permit the optional "infill drilling”
of an additional well on each 320-acre gas spacing and proration unit within the Blanco-
Mesaverde Pool.

(5)  Prior to the hearing Doyle Hartman and Margaret Hartman, doipg business
as Doyle Hartman, Qil Operator ("Hartman"), who own a 12,.500% working interest in
the subject acreage, filed a motion to dismiss this case. By letter dated January 8, 1996
the Division denied Hartinan's requcst and this matter remained on the Division's docket
for the immediate hearing.

(6) At the time of the hearing Hartman and Four Star Oil & Gas Company
("Four Star") again requested that this matter be dismissed on the grounds that the subject
acreage is currently subject to an Operating Agreement and a Communitization Agreement
that have been in effect since 1953 and that Meridian failed to undertake reasonable efforts
to obtain voluntary joinder of their respective interests in drilling the proposed infill well.

(7)  Meridian was allowed to present testimony on land and ownership matters
in this case, which indicates that:

(a) the E/2 equivalent of said Section 23 consists of two
separate Federal oil and gas leases, each dated May 1, 1948,
with:

® tract 1 comprising the NE/4 equivalent of said
Section 23 issued to John C. Dawson; and,

- (i)  tract 2 comprising the SE/4 equivalent of said
Section 23 issued to Claude A. Teel; -

()  on March 30, 1953 a communitization agreement was made

- _for the E/2 equivalent of said Section 23 between Southern

Union Gas Company, Meridian's predecessor in interest and

as operator of the Seymour Well No. 7, and Skelly Oil
Company, Four Star's predecessor in interest;

(c) on April 10, 1953, the working interest owners in the E/2
equivalent of said Section 23 entered into an operating
agreement which:



Case No. 11434
Order No. R-10545
Page 3

® provided for the drilling of the Seymour Well No. 7
in Unit "A" of said Sec;ion 23;

(if)  designated Southern Union Gas Company operator
of the unit;

(iii) governs operations in the Mesaverde formation in
the E/2 equivalent of said Section 23; and,

(iv)  binds the successors and assigns of the original
parties; and,

(@) on November 10, 1953 Southern Union Gas Company
spudded the Seymour Well No. 7 and completed it as a
producing Mesaverde gas well to which the E/2 equivalent
of said Section 23 was dedicated. )
(8) By letters dated January 27 and April 12, 1993 Meridian advised ail

working interest owners within this 320-acre unit that the 1953 Operating Agreement did

not contain any subsequent well provisions and therefore proposed a new Joint Operating

Agreement for the drilling of an "infill" Blanco-Mesaverde well in the SE/4 equivalent of

said Section 23. :

) Meridian by letter dated October 31, 1995 renewed its request for a
voluntary agreement of the working interests for the drilling of the proposed infill well.
Eight days later by letter dated November 8, 1995 Meridian filed with the Division its
application to force pool this acreage for the Seymour Well No. 7-A.

(10)  Itis both Four Star's and Hartman's position that pursuant to Section 70-2-
17.C of the New Mexico Oil & Gas Act of N.M.S.A. 1978 the owners of Mesaverde rights
in the E/2 equivalent of said Section 23 have a voluntary agreement in place and that the
Division may not force pool this acreage.

EINDING: Pursuant to Section 70-2-17.E. of said Act the Division may modify
the 1953 Operating Agreement to the extent necessary to prevent waste. The Division
therefore has jurisdiction over this matter.

(11)  Meridian, however, failed to make reasonable efforts to adequately obtain
voluntary joinder of all working interests for further development of this acreage prior to
filing its application, see Finding Paragraph (9), above; therefore, this case should be

dismissed at this time.



Case No. 11434
Order No. R-10545
Page 4

IT IS THEREFORE ORDERED THAT:
Case No. 11434 is hereby dismissed.
DONE at Santa Fe, New Mexico, on the day and year hereinabove designated.

STATE OF NEW MEXICO
OIL CONSERYATI N DIVISION

WILLIAM J. &EMAY
Director .

SEAL
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1. The lands covered by this sgreement (hereinafter referred to as “com-

mmitized grea®) eve descrived es follows:

Townghip 31 Horth, Range O Wewt, H.M.P.H,
Han Juan County, Hovw Mexico

Soction 231. EY

containing 320 acres, wore or leas,

and this agreement ghall extend to end mniaae only the  Mesaverde
formation wnderlying seid lands and the dry gas end sssocisted 1iquid hySroe
carbons (bereinafter referred to es “commmnitized substances”) producible from
_such formation. ) :

2. Attacked hereto, nnd made a part of this sgreement for &1 yﬁrposes, i
Exhibit A deaignating the operator of the commmitized ares apd showing the
' acresge, peroentage and ownership of oil exd gus interests in a1l lands within
_ %be conmmitized sres, apd the suthorizetion, if eny, for communitizing or poole
ing eny petented or fee lands within the cowmmitized area,

3. A1l matters of operation shell be governed by the Operator under gnd
pursvgnt to the terns and provisions of this agreement. A successor operator
way be degignated by the -cwnera of the working interest in the compumitized area
suA four (%) executed copies of & designation of successor operstor shall be .
£1led with the 041 end (as Supervisor. . .

k. Operator shell furnish the Secretary of the Tntericr, or hds suthore
1zed representative, vith & log emd history of any well drflled on the commm-
3.1‘.13&1 sres, wonthly reports of operations, statewents of gas males end roysities
snd such other reports es are deemed pecessary to compute monthly the royulty
due the United States, aa specified in the sppliceble o4l and gas operu:ung‘
regulationa. Operator, in operetions hereunder, shall not d1soriminate sgainst
any employee or applic.an.t for ewploymeut because of race, creed, color or tationsl
origin-end an 4dentdesl provision ehall be incorporeted in dll subeontracts,.

5. The comm‘itized.area £hall be .de‘veloped. and ;aperated. as an entirety
with the understanding and egreement between the parties hereto that ell

‘.
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commmmitized subotances produccd therefrom sholl be ellocated emoug the lease-
holds couprising said erce in the proportion thet the ecreage interest of each
Jesnehold bears to the entire acresge imbtereat conmitted to this egreement,

6. The royaltieg paysble on communitized substonces allocated to the 4n-
dividual leades comprising the communitized area and the remtals provided for in
gald leases chall be determined end paid on the basls prescribed in each of the
4ndividual leages. Payment of rentals under the terms of leases subject to this
agreement shall not be affected by this agreement except as provided for under
the terwms mud provisions of seid leases or as may berein be otherwise provided. .
Except as herein modified and changefl, the d:1.1 and gas leases subject to this
agreement ghall remafn in full force and effect ss orfginally msd.z and Lasued,

T. ".Ehez_‘e ehall be no obli'gation ou the lessees to offset eny dry gas well
or wells completed 4n the ceme Tormation as covered by this sgreement on separate
couponent tracts fnto whigh the commmitized eres {8 now or may h.ere;a.f’cer be 44~
vided, mor chall any lessee be required to meagure seperately commmitized gub-
stances by reason of the dive:fae ownership theraof, but the leasess hereto shall
not be relessed from their cbligation to protect sald comwnitized eres from
drainsge of commmitized substances by & well or wells which may be drilled
cffsetting said srem. ' .

8. The commencement, completion, continued operation or production of &
well or wells for commmitirzed substances on the commmitized erea shall be cone
gtrued and considered as the commencement, completion, contimued cperstion. or
Profnction cn each snd all of the lands vithin snd comprising seid commnitized
area, and operations or production pursusnt to this agreewent shall be deemed
40 be operstions or prod;zction ag to each lease committed heareto.

- 9. Production of commmitized substences snd disposal thereof shall be in
conformity with allacation, allotments snd quotes made oy fixed by eny duly
auwthorized person or regulatory body under epplicable Federal or State statutes,
This egreement ghall ?e_mibéec’c to all epplicable Federsl and State laws or
mcut;ve oxders, ruled end regulations, and no party h:erejbo shall guffer a
foiteiture or be liabla in damages for failure to ‘compl;y with any of the pro-
visions of {his sgreement i1f such complimnce is prevented by, or if guch fatlure
results from, couxp;liance with any such laws, orders, rules or regulations.

w3



310. This agreement ghall be effective as of the date hereof. upon execution
by the neceasary parties, notwithstanding the date of execution, and wpon epprovel
bty the Becretary of the Iotexdor, or his duly authorized repregentative, and phall

remnin in force and effect for a period of two (2) yesrs and so long thereafter

as commmitized substences ere produced from the commmitived ares in paying
quantities; provided, that prior to production in paying quantities from the
commmitized srea spl upon fulfillment of all requirements of the Secretary of
the Tanterior, or hie duly authorized represettative, with respect to any dry hole
or ebendoned well, this sgreement may be terminated et suy time by mmbual egree-

went of the perties hereto, ‘

. 11l. It ia sgreed between the parties hereto that the Secretary of the
Interior, or his dnly suthorized representative, chall have the right of super-
vision over all operations vi.thin the commmitized area to the seme extent and
degres es provided in the ofl snd gas Leases under viich the United Etetes of
America 48 lesgor and dn the applicable oil end gas regulations of the Depertuent

T of the Interior.

[ R R

2. The covenanis herein ghall be coustrued to be covenants running with
the land with recpect to the' commrmitized interests of the parties hereto and
thelr successors in interest until this sgreement terminates, and any grant,

transter or comveyance of eny such lad ar interest subject bereto, vhwther
‘voluntsry or not,.shall be snd bereby f2 conditioned upon the assuxption ef all
cbhligations hereunder by the grantee, trensferree or other aux:cess& in interest, °
and ag to Federal land 'shall be subject to approval by the Secxetary of the'
Interior.

13. This sgreement ehall be binding upon the parties hereto and shall
exterd to and be binding upon their rewpactive heirs, executors, edninistrators,
m:ccessors end assigns.

1k, This agreement may be executed in any number of cc;untez'paz'bs, no
one of which needs to be executed by all :p@rtien, or way be ratified or cone
seuted to by seperste instrument, in writing, specifically referring hereto,

and shall be bindiug wpon all parties who have executed such a counterpart,

Lo
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ratification or ccngent heretc with the assme force and effect as if all partics
had signed the same document.

IN WITKESS WOERE(QF, the porties hereto heve executed this egreement es of the
day end year first above written and have set opposite their respactive names the

date of exascution.

ATTEST: f SOUTHERR UNTON GAS COME,
TH Oty . n;g c..@y

. { Semtuyz

A President

-
*

« Dasrgon

Danuon, his wvife

] ﬂ Voo, o Dee L

cmude A. Teel
A—&—e/

dAge— M
- Ma # &ste Tael, hig wife
- . th‘"é- .*i'm

ATTEST: OTL COPAIY -~ B

-

‘\Ey & \|(/4-— L'-' P Costams

/. .-\:,-Preaident

H
L
]
4
H] - .
Rutter, his vife
. . . .
. Re H. Efnest
1
t
- Erpetit, his vife
ATTEST? ALBUQUERQUE ASSOCIATED OIL COMPANY

LR et b L vriunky
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STATE OF 7@(6’5 _ § .
comry oF __Harprs
On this 93 ad day of \7;3 s 19 53 s before me

personally appeared Joun C. Taveon and .(oay//e / Dowson, hie vifae ,

mown to me to be the persou(s) who executed the.sbove and foregoing in-
strument end acknovliedged to me that INSY  executed the came ag thelr
free act and deed.

IN WITHESS WEEREQF, I have set wmy hand end seal of office on this

__c_f"idwof Towe )95 . . o

My Commission Expires: otary Public 1fx aud for
wum..mm-m . }/5 rres . County, _’Z:_.._exas
My Commission Explees June 1, 1955 !
STATE of  TEXAS" ;
ES
COUNTY oF  DALLAS

On thia ZP} day of Dyl , 19 93 ., before
/ LY " . .
we appeared Z A M ) , to me personally knawu, who,
being by ue duly eworn, di8 ssy that be is the Vics  presfdent of
SOUTTIERR URIOR GAS COUPANY end that.the gesl

‘affixed to the foregoing instrunent is the corporate seal of said corporation
snd that said instrument was signed end sesled in behalf of said corporstion
by euthority of its Boerd of Directors, end seid Z 4 ﬁ Z B
acknovleldged said inastrument to be the free wct deed of said eorpmti..on.
IR WITRESS WHERECQF, X have set my band and sesl of office on this _Lg

sy of Gewl 198 .

/’

-

My Coumission Expires:
June 1, 1953




STATE OF ° ;
6S
COURTY OF ) ‘
on this 2/ day of %m(_/p , 19 53 , before me
personslly sppeared Cinuda A, Teel end /177/.«@' 2uL¢ Tesl, hia wife ,

¥nown to me to be the person(s) who executed the.sbove snd foregoing in.
strument and scknoviedged to me that 10y  executed the eame as thais

free act and deed.
IN WITHESS WHEREOF, I have set oy hand and seel of office on this

;,Q_Z_dayoféau/( , 1953 .

My Commission Expires: ary Public in end for
M =4 /fJZ ﬂM COux;ty, ﬁ e y P
Jg ¢ .
ETATE Q¥ ﬂ?fﬂ -/ﬁﬂz '/
coumy k.. A, .. } o
Ontl;is,.’/_z_‘g_/_:__dayof /?Zh- , 1953 ., betore
we sppeared ,",'.f 53/) t//;t ‘-4//-{34 /{ '7, ‘o mwe pergoually knmrn, who,

being by we duly uvorn, 4id say that he is thq!{ 2o Presideut of
: BXEILY 011, COMPANY . and that.the gsesl

53

affixed to the foregoing instrument is the oorporéte seal of sald corporation
and that said fnstrument was signed snd sesled 4n behalf of seid corporation
/ AN/
by suthority of its Bosrd of Directors, end sedd %y ~N( 4., AZ., /
- - T 1 v

scknovledged sadd instrument to be the free act and deed of satd corporation..
IN WITHESS VEERECF, I have set my hand and seal of office on this T.. £/

/;:’7.0
day of At s 2993
- / 7 /.-"— St
* o - ',-l S o
4/' t"..f{‘ - (-.{0/ 4/;:7 /”:?’lj o, _.ff//
My Comaission Expives: - N9/ary bifc in and for //

L srioy 7 2 4 ' Z
Ky Cammlrtion Expirg Jananiy 21, 1047 - ‘ )



THE STATE OF NEW LEXICO 2
COUNTY OF BERNALILLO

' Oa this ifth day of % ,
before me pericoAlly uppoare an e mtobltbl

By
person wbo execauted the foregoing mcmmeut m behalf of G, A, MoAdamg,
and acimowledged that she exsouted the sams as 2 froe act end deed of
said 0, A, MeAdeme.

M WITNESS WEEREOF, I havs heraunto seb my hand and affixed xy
aerl on this, the dsy and yoar first zbove written.

"
Y

My ccmusieu expirveat

oou-hdu Anploss Beplomber 2T, 1335 Notary o B
Nt County, New Ksxioco.

THS GIATE OF NEW MEXICO ;
COUNTY OF BERNALILIO ) : .

© onthis _27th dlr g 1953.
before me parfonally ppeared USorg

40 pe known to be the persn dazcribed in and rho omcuud t.he .toregoing

Snstrunent, and seknowladged to ma that she executed the saxe &s her fres
aot and deed.

IN WITNESS WHEREQK, Itnn herawnto set whudwd effixed my seal
o thin, the day and yoar first sbove writtan,

Uy comnission expirent @‘ﬁo %

My Comaimlon Xeploss Septumber 27, 1328 9 or
Qounty, Naw Mexico.

A}
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STATE OF

—r s
2]
1483

CQUNTY QF
On this day of et » 1953 , vefore me
pergonally appeared Co Ao MeAdoms an( e oA ( o HeAdoeg, his wife |

_ kpovn to me to be the persou(s) who executed n{e above and foregoing in-

strument end acknowledged to we that they executed the ssme as _ thelr
free act and deed,
IN WITNESS WHEREOF, I have sel ny hand and seal of office on this
day of »19_ 5% .

J Kotary Pubiic in and for

My Coumission Expirea: County,
ETATE OF
85
CoUNTY OF
On this . day of y 19 53 s before me
personally oppeared A+ W, Rulter ol futter, his vife P

knovn to me t0 be the persou(s) who executed the above end foregoing in-
strunent end ecknovledged to me that thaY  exectted the same ag IO

Iree eact snd deed.
I WITRESS WEEREQKF, I bave cet my hand end sesl of office on thie
day of , 1993

Notary Publfc in end for

-~

My Commission Expires: County,




STATE OF E
85
COURTY OF
On this day of , 19 53 , befare me
personelly eppesred @, I, Brhest and Ernsst, his wife )

Xnown to we to ba the person(s) who executed the above snd foregoing iu-
strument and acknovliedged to me that W7  executed the same as their
free act and deed.
IN WITNESS WHEREOF, I have set my hand and seal of office on this
asy of , 19 53 .

My Comtission’Expires: - Xotary Pubiie in and for

Couxnty,

4 . BS
counry W-M : .
on this £9 % ey of (Z;&Mp , 19 5% . , befare
ue eppeared &4&,4_11.‘ @M«JJU » to me personally kmown, vho,
being by we duly awvornm, did se.y that he 1a the ) President of

ALBQUEDQUE ASIOSIATED OLL COITANY and that the seal

affixed to the foregoling instrument is the corporate gesl of sajid corporstion
and that sald instrameut vas signed eavd sesled in behalf of sxid corporation

by suthority of its Board of Dixectors, snd safd _MM

acknovledged euld instrument to te the free act and deed of eafd corporation.
IN WITNESS WEEREQF, I have set wy hand and seal of offlce on this 27

day of (:;g.vo : ,19 53

Ny Comission Expiress A m Cir"mmﬁéc in ?ﬁ
/73~ 2.49 -J% ’ M County, Mé?%«




Exhivit A to Communitization Agreement = -
- datéd Marceh' 30, 1953, embracing: B} of Section 23,
Towvnship 3 North, Range 9 West, N.M,P,M., Ben Jusn County, New Mexico

Operstor of Communitized Area: Southern Union Gas Comparny,
DESCRIPTION OF LEASES COMNITIED

Iessor: Uunited States of America

legeee of Record: John C, Dawson

Serial No. of lease: GBanta Xe 078505 .

\
Date of lease: May 1, 1648

Description of lands Committed:.  Township 31 Horth, Range 9 West, N.M.P.M.
Bection 23: N&y

Number of Acres: 160 )
Working Interest and Percentsgst John C. Devson 8kt

¢

0.R.R.I. and Percestage: C. A. MeAdang 3/% or 1%
A, ¥, Rutter 1/k of 1%

R. H. Ernest 1/% of 1%

Albuquerque Associated Ol Co. 1-3/4%

Tract Fo. 2
Ica'.sort United Statee of Anmerica
lassee of Becord: Clawle A. Teel
Berinl Fo. of lease: .1114-03601
Dste of Iease: May i, 1948

Description of Lauds C;mitted: Township 31 North, Range 9 West, K.M.P.M,
Section 23t 8Ef

Number of Acres: 160

Working Interest and Perceptage: Skelly Oil Company 813 ¢

0.R.R.I. and Percentage:  Claude A. Teel 14
(This interest 1s subdect to CFR 192.83)

Albuguerque Associated 011 Co. 5%
Recapitulation ’

No. of Acres i Pel;centnge of Interest
Tract Number Committed In Cormunitized Area

1 160 0
= P
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OPERATING AGHEEMENT

)\./ \
suthorized to &0 business {n the Stste of Xav Kaxico, snd hm.nc 11:: ;md.ptl

office 4n Dallas, Texas (hereinafter called "goutbern Unton™ or “Operator"),
_SKELLY OIL COMPANT

Yow
" <
o
g [ 'zhh -
A NS
(hereinafier called ™Nou-operetor®, vhether cne or ware), - = o
VITXESSZTH TEAT: 5 = .
e
VERREAS, wnder date of

2w
Mareh 30, 1953 ¢ & cortain comBulitive.
t4om (er pooling) sgreemazt was mads and entered inmto providing for the cosmm-

itizatien, poaling end consolidstion of certein ofl xud guq leases therein
1

deescribed 80 a5 to form & &rilling unit (hereinafter referred to as “unit®),
exhracing the following degeribed land 11 San Juan County,
Fev Xex{eas

hi! Nerth e 9 West, X.M.P.H.

Section 23: Tk

to vhich sgreement reference 4s here made for all purposes; sud
o WHEREAS, the perties bereto desire to yrovide for the ecomomical and joint

cperation of said wait for the production of gas snd sssocisted 1iquid hydro.
carbonds producible from _ pesaverds formation

subject to ezl 4n accordance vith the terms end provigions of this agreement:
XV, THRREFORE, in ccusideration of the premises and ¢f the wxtwal covenazts
and prozives herein contsined, the partiss hareto agree as follovs:
' 1.

SEERATOR
Section 1.

Southern Union Gas Company {s herevy degsignated as Operator of

»y

...........

EXHIBIT "c"



Pt
IR
i

‘the avove degcribed unit wnd, subject to the terms end conditions of this agree-

-G Rl

2ent, alall bhave Zull comtral of exd shall conduct and manage ell cperaticns an

seil wnit for the joint account of tne parties hereto. Southera Union Zay ree
sigs e Jperator st any tinms by giving potice to eagh Kon-operator in writisg
sixty (60) days in sdvence of the effective date of suzh resigoaticu and, in
such evezt, the vorking iztcrest ovners of said unit shall fmmedistely select s
ZUCCENS0T. .

Section 2, Iz the eveni Southerm Untem shal: s=l) or othervise dispose of
all of its {nterest in sxii wnit, the rigut of cperation herein conferrsd ghall
oot T with the transfar or assigmuent of suck interest or inwe to Yhe benefis
of Bostiern Unionts assiznee, btut Non-operator anld Soutbern Uniom's aseignee

"shall fvmeddately select & mev Gperstor.

Section 3. The mmdber < exployees, the selestdiar of such exployeee, tha
hours of lahar and the coupensation for sarvices to be pall any and o1l exployees,
ir connestion with operations hereundar, shali he d=terminsd By Operator. All
expicvees end contractans used in operatians hecewnder shall be employees and
contractors of Operator end shall mever be canusidered the employees or con-
tractors of Iloneopergtor.

. n'
PERCENTAGE OF INTEFEST
I% 45 sgreed that for purposes of this mgreement the interest of eack party
hezreto ixn seld mnit 15 ea followe:
RAME INTEREST

————

S e e SOUTEERN UNION GAS COMPANY 50%

SKELLY OIL COMPAKY 50%



or.
DRILLING CGFERATIONS

Section 1. Subject to &1l qther applicadle provisions of this sgreement,

Operator, on or before sixty (60) days.from approya) of the above described

Sorpyunitization aereepent by the Usited States Geologicnl Suryey ,
sfall acmmence, or ceuss tG be commmnced, operations for the drilling of ¢ wil

for ths joint mccomnt of the yerties berets, st the following loeation:

Tovnahip 31 Forth, Range O West, N.M.P.M.
Sectien 23: Neiwed

azd cause sxid well to ba diligently drilled witbout uwnnecessary delsy and {n
« good vorkmanlike gauoer to & sufficient depth to test the _ Maeayarag
formation, uniess the parties hereto mutually sgree to discomtinue drilling op-
ersticns at & lessar depth. It {s wderstood and sgreed that ths commsncemsat
date £or seid well shall be extendzd for a ressciable period vhen necessary to
perfect title to the lands committed to the wmit. ' '

| Seevion-Br—Upon-reguret—ef-Opcretor;—cach-Non-operetor—shali-furnish-and

Bection $. Pricr to commencement of drilling cperstions, &s provided &x
Section 1 herwof, Operstor shall furuish sech XYoR-operstor ax estimate of the
costs sxpected to be incurred in drilling and equipping seid vell, |

Section b. All costs a2d expenses ineurred im counsction with the drilling,

) caupleting, testing, equipping, end 1f & 4ry bhole, the plugging and ebandoning,

of said well shall Be borme by the Jarties bereto in the proportions sat oxt
under Article II bereo?. )
.
LOSS OR FATLURE OF TIWIE

In the event of the loss ar fallure of the title, m vhole or in part, of

-3
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any party hereto to axy lesse, or to ey interest therein, the interwst of l\u:,h
party in and ta the production obtainsd from the wnit sball be reduced in pro-
portion to suck logs or failwe of titls as of the dste such loss or failure of
title 18 finally detarmined; provided, that such revision of cwnership imtarest
shall not be retrosctive as to operating costs and sIpenses ucu}-uq.._ar w o
revenuss or prqclu;ign oh.tc_.inod‘ prior to such date; sxd r?uvtdnd., turthfr, that
esch party bareto vhose title has been Lost or has falled, as aforessid, shall
uum:ymmum other partiss hereto hirmless trmmdmuttwud
a1l loss, cost, dumage aud expense vhich may result from, or arise becsuss 'ez,
the dalivery to such party of yroduction obtaised bereunisr or the payzest of
procesds derived from the sale of aay such production, prior t0 the dats loss or
failure of title ¢ finally determined.

v.
TERM CF_AGRFEKENT

_., This sgreemnt shall remein in full goree..c.m.l’c:rccg, wmless_sooner termine
sted by the mutual sgreemant of the partiss hersto, ss long as the commitisstion
(or pooling) sgreement harcinabove dsscribved shall remain {n force and effect.

vI.
CO3TS AND EITENGCES

Section 1. Unless Operator slsets ¢ requite Noneopsrstor to advance ite
share of the costs and expangen, as bereinaftar providsd, Operator shall fm{tially
sdvance and pey All costs and expsnses for the drilling of the vell provided for
wmder Article TII herwof as well as operstion expenses of said mit and shall
charge ssch Koueoperstor vith 1ta pro rats pert fhuof on tha basis of its pro.
portionzte ioterest in the unit as sot ovt wnder Article II herec?.

Bection 2. All such costs, expenses, credits and relsted matters, snd tha
mthod of handling the accounting with respset thareto, shall be in anccordance
wvith ths provisicns of the Accounting Procedure, atiachald hareto as Exhivit "A"
snd mado & part bereof for all purposes. '

Bection 3. In tha svent that Operator elects to require any ¥on-opsrater

4.



to advance ite proportipmte share of the 'above menticned costs and expcisus,
Operator shall submit an itemized estimate of -cuch costs and expenses for the
succeeding calsnder ponth to such !ron-operstor, sbov:fng therein the proportionate
yart of the estimatod costs and erpenscs cha:rgen}:lc to such Non-cperator. Within
fifteen (15) days after receipt of said setimate, such Non-operator shall pay
to the Operstor its propartionate share of the estimte@ costa and expenses. If
payment of the estimated costs snd expenses is not msde vhen due, ths unpaid .
balence thereof shall besr interest st the rate of ¢ix per cent (6%) per annm
from the dus date until peid. AdJustnents betveen sstimated and actual costs
and expences shall bte made by Operstor at the elose of each calendar mopth end
the account of the respective perties edjusted accordingly.

Section 4. Operstor lhlJl uske no single expenditure in excess of One
Thousasd Dollars ($1,000.00) witbout first obtaining the consent thereto of esch
Non'—o'pe?ttor. The approval of the drilling of the well yrovided for bereinabove,
hpveve.x", shall inclwyde a.u. expenditures for the drilling? completing, testing
and equirping of such vell, incluling the pecessary lines and separstors.

vII.
DISPOSAL OF FRODUCTION

Each Non-operator shall ovn ite proportionate ehare of all gas, casinghssd
ges end otber hydrocarbon substances produced and seved from the wnit, end shall
be entitled to take 8l) or any part tbereof 4a kind, but if any Non-operstor
takes a)l or sny part of its yroportiomate part of such production 4n kiud, 1t
shall bear asy extra expense lucurred by Operttor in meking cuch delivery in
xind. In cams of sales of production, each Honeoperstor sball colleet direct
from the purchaser or purchseers of such preduction for its proportionste part
thereof.

VIII,
INSURANCE
Section 1. Operator, or Operstor's conmtractors or subcostrsctors, sball

carry for the benefit of the joint sccount insurasce to cover drilling cperstions

~5-
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on the unit s followvaig

XI¥D POLICY FORM MINIMUM LIMITS OF LIABILIY
——— e ————
Vorkuen's Statutory Statulory
Compensation
Contracter's Comprebensive (including coversge B.I. ($ 50,000 each person
Pubiic Liability under &1l sections of policy) $£100,000 esch accident

$100,000 sggregate
P.D. ($ 10,000 each mccidernt
$ 50,000 sgzregate

HKotor Veh4cle Conprebensive (including non- B.1. 50,000 sach perscn
ownership lisbility und hired 100,000 each accident
automotile coverage) P.D. 10,000 each accident

Section 2. With respect to producing operastions conducted bereunder ou the
wnit ty the Qperstor for the Joint account of the parties hereto, Operator shall
waintain in effect at all times vhile operaticns are so conducted hereunder the

folloving {nsurance eoveragé:

XD FOLICT FORM WINIMUY LDMITS OF LIABILITY
Workments Statutory Statutory
Campensation
Contrscterts Comprenensive (including coversge B.I. 1:2.00,000 eqck person
JPatlic Lisv{lity under sll sections of policy) $300,000 each accident
$300,000 sggregate
P.De 1?—00.@ each acelident

Motor Vehicle Camprehengive (including mon. B.I. (100,000 each persca
ovuership 1iability eand hired 300,000 each accident
automobile coverage) P.D. ($ 10,000 esch accidant

Operater will, upon request, furnish to Noneoperstor certificate(s) evidencing
such {ngurance. ’

nl
ABANDORMERT OF WELL

No vell on the unit vhich is capsble of produsing ges end/or condensate
from tbe formations covered by this agreement shall be gbandoned without the
watua' consent of the parties hereto., If amy of the parties desire to sbundcn
such well, such party or perties shall 8o notify the cther party or parties in
writing snd the latter shall have ten (10) days after receipt of suck motice
in vhicsh to elact vbether to agree to esuth abandonment. If all parties hevets
egree to euch gbandomment, such wwell shall bte sbandaned and plugged by Operator
at the expense of the Joint sccount, and as much as pogsible of the casing and

_K.
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other prysicel equipmant in end on uxid well ghall be salvaged for the benafit
of the joint ascount, If eny party or x?rtiea 4o not agree 1o seid sbandomment,
such party or parties Myuchucthn:ntcrcst(a) of tha party or partles de-
giring to abandcn seld vell in the physicel equipment therein and tharecn; and,
withsn tventy-five (25) days efter the receipt of notice by the perty or parties
uct elosting to sbandon, the party or parties dsgiring to sbandon shall execute
and $eliver to the other party or parties en aseigmest, vithout varranty of
tiile, of its or their interest in sadd vell and physfcal equirreat, aad {2 the
workeng {ntarest and gas leasehold estate, inscfer as it covers the formaticn(s)
ecoversd vy this cgreemsnt, In satd wit, In exchange for said assigmment, the
pu=chasing party or parties shall pay to the assigning party or rarties ths sal.
vage value of the latterts interest in the salvable casing and other physieal
equizmert in end on satd well, such valus 10 be datermined in accordance with
“he provisions of the Accounting Procadwre, attached heretc as Exhibit "A",

X.
SAXES
The Operator shall rendar, for ed valoren tex JTPoses, the entire lesse-

hold rights and interests covered by this agreemesnt and all plysical property
_located thareon or used ir conmection therewith, ar suck pa=t therecf as may be
sutJect to ad vilorem taxsticu under existing lawvs of ths State of New Maxieo,
cr viich may be mase sublect 0 taxaticn wnder futwre lavs, and shall ey for
the banefit of the jJoint acoount all sush sd velcren taxss at the time end ¢n
the mannes required by lav which may be sssessed upon of egaingt all o any
porsion of such leasehold rights and interosts and the physicel property located
thereon or used in connection therevith. Operator shall bBill each Komeoperstor
for {ts proportionate share of such tax payments provided by ths Accounting
Sroo uve, atisched hereto as Exhibit "A®, )

1.
QPTION 70 PURCHASE

Sectimn 1. In the event that anmy party hareto receives e bana fide offer

-7-
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vhich 4t 1s willing to sacept for the puxchase of its {nterest in the wiit, or
any part thersaf, from & person, firm or corporation resdy, shle and villing to
pirehase guch intereet or part thareof, the party hereta ecoiving such offer
shall fmudiataly give written notice therect to each of tbe otber parties here-
%0, including in such notice the name and addreas of such affercr, ths price
offered and 11 cther pertinent terms and conditicns of the offer, The other e
pertiss hereto, fora period of seven (7) days after the receipt of the nstios, .
ghxll bave the prior and preferred right and option to purchase ths lease or
lesses, or part thereof, covered by the offer, &% the yrice and accerding to
4he tarms and ocnditions specified therefn,

Section 2. I the other pariiss bereto fall to exercise thelr right and
cption by giving vritten motice of accaptance within seven (7) days after Tee
es{pt of the above menticned notice, the perty vhich received the cffer shall

sccept it and complete the sale to tha afferor in eccordance with its offer
vittin sixty (60) days after the expirstion of said seven (7) day period;
provided, that 1f the party vhich veceived the offer falls to sccept 4t or to
ccuplete the sale within sald period of sixty (60) days, the rTeferred right
and option of tha other parties hereto under this Article XI shall te cone
_nidan& ss rvevived, and the party vhich received the offer shall not couplete

such sale to the offercr wnless and watil ths offer again haa been presented
to the othar parties hersto, g hereinshove yrovided, snd the other parties
ngain bave failed to elect ¢0 purohase on the terms and eanditions of the
offer. All offers, except as hereinafter specifically excepted, st any time
mafe t0 axy party hereto for the purchase of its {nterest in the pooled wnit,
or & part thereaf, shall de subject o &ll the terms and conditicns of this
Article XI. |

Section 3. Tt is expressly agresd that the foregoing provisicus of thig
Article XTI shsll not apply to & tranafer by a corporate party hereto made inmt

ecmmection with e merger, comselidation or racrganization involving such party
and its pavent subaidiery or an affiliated company, nor the tranafer by any
party to & vholly owned subaidfary or to eny cther person, firn o sorparaticn

having en i4antity of interest or an optica agreczent covering exy of ths land

-5
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and leezeg subject to this agreement,
xIx,

RELATION OF PARTIES
The rights, dutles, obligsticns ani 1isbilities of the perties hereto shall

be several and not Joint or collective, it being ths express purpose and {ntan.
ticn of the parties hereto that their ownership In saild wnit shall be as temants
in odmmons snd nothing harein containad ahall ever be construed ax creating &
parinership of axy kind, joint venture, an associstion or s tTust o as imposing
xpan any cos or sore of the parties hereto any partnership duty, ouRgation or
14ab41¢ty, Each party hareto shall be individuallrresponsible ocnly for its
obligations, as set out In thic agrecment.

I,
ACCESS TO FREMISES, LOGS AND REPORTS

COperstor shall keep sceuxate loge of the well Arilled on sadd wuit, which
logs shall be aveilable st &l reseonatle times for inspection by any None
operator. Upon request by any Noa-operater, Operator shall furnish to such
Nor~operstor & copy of seid logs, ssxples of cores and cuttings of formaticns
: sncowrtersd, and monthly prograss repcrts relative 4o the davelopment and oper-
| ation of sald mit, together With any other informmtion vhich may be Teascnably
tequested pertaining to such well, Zach Nomeoperstor shxll bave access to sald
it and t0 nll books and records perteining to cperstions hereunisr for tha
porpose of ingpection st a1l reagonable times,

XIv.
SURKERDER, mmm,mmmonmarm
X0 lesas or lasses subject o this sgresvent shall be surrendered, lat to
«pire, sbeniimed oy released, in vhole o = paxt,. unlass the parties mxtnally
eonsent thereto in writing, In the event that less than &1l the partles beveto

sho2Z elect ¢o smrrender, let expire, sbandon or relesse all or axy part of ¢
lesae or leases stbject to this agreemsnt and ths other party or parties do not

consent or egx'ee, the party g0 electing shall actify the other party or partics
not less than sixty (60) days irn advance of such surrender, expirstion, abandon.



mont or Tolease and, 1T roquestod 0 L0 QU LY seu pRe byl 00 OaGuilig, Lies
2ately shall aseign vithout warranty to tha latter perty or parties all of 1its
rights, titls and fntersst in and to sald lease or lesses, the well or wells
located thereon, and the eaging end other physical equipmont in or cm safd well
or vells. If the party o parties not so eiecting fail(s) to Toquest such essign-
pent vithin such sixty (60) day period, the party so electing aball have the
right to sarendar, let explrs, sbandon or relemse said lease or leases, or any

part therecf. Tn the event suck assigmmant is 60 vequested, the party or perties
%o vhmi such essigament s pads, upon tle delivery thereof, shall pay to the
sesigning party the salvige vslue of its {nterest in all the axlvable eu:as‘
and cther physical equipment in or en the unit, sald velue to de datermined in
sccordance with the provisions of the Accounting Procedure, attathed hereto as
Exhibit "A", Aftex the delivery of any such adsigmment, the party making the
assicooent shall be Telessed from and ddschavyged of a1l the duties and cbligm.
ticons thereafter accruing or arising herounder, in oormmaction with the operstion
and develommant of the wnit, vith respect to the essignad lexse or lezaes,

XV,
LAWS AND REGULATIONS

AR S s

Tkis agreement shsll be mblect to &ll valid and applicadle Gtate xnd
Fedaral leva, rules, Tegulations snd orders, and the operatifons conducted here-
under skall be performd 4n sccordance vith said laws, rales, regulations end
crdars, In ths event this sgreemant or any provisicn hereof is, or the opere~
tions m&mw.ﬂ found to be, inconsistent with or contrery to axy
such lgv, Yuls, regulation or ordsr, the latier shall be daemed to conizol and
thix agreczent shall be regardad as mddiffed accordingly, and as so wodified,
shall continme n full force and effect, '

Xvi.
o Section 1. In the evens that amy party heveto is vendered wnable, vholly
or {2 purt, by forse majsure to caxrTy ocut its obhligations wmder this egrsement,
other than the cbligetion ¢ paks payments cf emounts dus hereunder, upon such

.
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party's giving notice and reasopably full particulars of euch foroe majeurs in
writing or by telegraph to the other pattles hereto within & rewscnable time
after tha coctrrence of the cause relfsd upon, the obligaticos of the party
giving said notice, so far as thay wre ,.rfceted by such force majeure, ghall be
suspended dmring the conticuance of any {nability so caused, but for no leager
yeriod; and the ceuse of the force majsure as far a8 possible shall be Temedled
with a1l ressonshle dispatch,

Secticn 2. The terz “force majeure® ag employed berein ghall mean an not
of God, striks, lockout or other industrial distwrbance, sct of the publis ensey,
war, blooksle, rict, Lightuing, fire, storm, f1c0, explosion, govermsutel rea
straint and emy other csuse, vhether of the kind herein enumsrsted or ctharvise,
not reasonably within the control of the party claiming suspenaion,

Secticn 3. The settlemant of strikes, lockouts end other labor A1fficulty
shall be antirsly within the discretion of ths party having the difficulty, The
above Teguirement that any force majoure shall be remedied with oll reasonsble
&spateh shall not pequire the settlemant of strikes, lookouts or other labar
d4e04culty by acceding to ths demands of oppoments thersin whazn such sowrse s
{nsirigsble {n the Afgoretion of the party having the L{fficuity,

IViI.
FOTIES
Ezoept s bavein otharvise exgmesnly provided, all notices, l;CMI ol
other coxrmmicstions required or permitted hereunder shall te umum'
Yeen properly given or delivered vhen delivered parscsally or vhan seat by
registerad mail or telegraph, with all postage or charges fully prepatd, and
add~essed to ths parties hareto, respectively, as followss
To Fon-operators Skelly 01l Company

A, T

=1le



To Operstors ;‘th&m Ges Company
Pellas 1, Texts
The date of service by mil shall be the dxte on vhich such written zotice or
other commmication 1y dapceited {n the United Gtates post cffice, sdiregssd as
sbove provided. Each perty bereto shail have the right to change its sitress
for all purposes of this Article XYIT by motifying the other parties hareto

therect in writing.

IYIII.
' ROYALZY, OVERRIDING ROYALTIES, PRODOCTION PAYMRETS, EIC,

Section 1. The provisicns of this agrevment sre based ou the assaption
that the ﬂspeétin lesses or opersting rights owvned by the parties hsreto and
mds subject hereto provida for a royalty of 1/8th ef the valus of gaa and
sssocfated liquid bydrocsrbons produced, sgved and sold. In the cﬁnt say lease
or lesses subject hereto provids for & royulty on such products inm excess.of the
current markst value at ths well of 1/8th of that produced, saved and gold, thare
shall be churged agajust the futsrevt of the party owning guch lesse, lesges or
cpersting rights, the smount of such royxities in excess of the ssdd 1/8th. The
mwu«mmwtomuummmmwm

not be affected by any such charge or by the exigtence of soy such excess royulty.
Section 2. All overriding royultiss, producticn paymeuts, carried working

interests end nat prafyt Mmumpmmtn {nterest ia the uwnit

Ls subject sball be Borme end peid by such party in sccordance with the provisions

of the assigeaent or other instrmment crestisg cr pertaining to such cbligsticu(s).

X,
EXTECT (P AGREEMERT
The terms, covenants and conditicns of this agrecmant shall be binding upsa
and shall dnure to the Banafit of the parties bereto and their respective siscets-
ers and gseigus; and said terms, covenaats and conditioms shall be covemasts
runzing withk the land and leseehold estites covered hereby snd with esoh trans.
Ter or gasigmment of said land or lesseholl estatas.

«l2e
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OFERATOR*S LIEN

Operstor shall bave en express contract 1fen, vhich s hereby granted, upon
the {nterest of each Kou-operator in ssid unit, in the 01, gas or other winerals
Frodused from wuch wait and in the meterisls apd equipment lossted thereen, to
secure the paymant by each Non-operstor of its proporticnste part of the costs
snd expenses incurred or pald by Operator hereuniar, and interest, if any, accrued
cn guch part, Sunh lien may be enforeced and foreclosed es any other contract
1fen, Mereover, (perator may to the full extent of any indabtednsss owed by 1t

to any wuch Foneoperateosr, offset much debt xgainst euns oving to Operstor hare-
under by such Non.operator.

IF WITIESS WEERECE, the parties tereto have executed this sgresmant es of
the day and yuwer first shove written, '

SQUTEEREK UITICH GAS CQMPAX
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e'wmor,?‘(ﬁ“ )
gss

COUNTY OF A! E!Z ol . .

Ou thds _s4f /4 day of ﬂ?{,,,,' / , 19.5 3, befarc ze
sppeared Q. ,@,_,;J . , to ma personally knowu, vho,
being by me gy svorn 444 say that he s the _?Z,g_l.‘_ ?L‘efit'l:nt of

b . ‘and that the l;ll affixed to

the foregoing inmstrument is the corporste sedl of sald corparetion and that
seid instrument waé sigoed aud sealed {n behalf of seid corporsticn by

authority of its Board of Directars, snd said 9 /4 :
scknoviedged satd {mstrument to be the free sct’and daed of eald corporaticu.
IX WITNESS VEEKEQF, I heve set xy hand'snd seal of office ou this

. th oay ot (ard J19_5 3.

; 12 s
couny ar .

8.2 /¢l tay of R 9,{:% ,Mweumd
m&'”“ ozally knava, who, by s auly

swvorn, 444 say that bs 45 the/ Lo - Tresilant of

and that the seal affixed to the foregoing
waut 4s th ‘corporats sesl of sald corperation and that seid instrument ves
aigned and sealed 4n bebals said corporaticn ‘b; mtﬁuty of 4ita Bosrd of
o s w27 o L i i
strunent 0 be the free act and dsed of said eorporaticn.

VEERECP, T have sef my hand and sesd'of office on thies? /Z-

VST .
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- ~  EXHIBIT =A~ -

Attsched to and made a part of __Opergting Agreement bBetween Supron

) orporation datad
of §. Te3}-H, R-3-W,

XM P.M.. San Jusn County, New Merico

ACCOUNTING PROCEDURE
JOINT OPERATIONS

L GENTERAL PROVISIONS

L Definitens

*Joint Property” shell mesn the real and personsl property gubject to the agreement to which this Accoun
Procedure is attgched. tne

“Joint Oparations” ghall mean all operstions necessary of proper for the developmen protection
maintenance of the Joint Propecty. prmeat, operatian, and

“Joint Account” shall mesn the account showing the charges paid and credits received in the conduct of the Joint
Operstions and which afe to be shared by the Parties. .

“Opesator” shall mean the party dexignated to conduet the Joint Operations.

“Non-Operators™ shall mean the pardes to this agreement other than the Operator.

“Parties” shall mean Operator and Noa-Operators.

*Tirst Level Supervisors™ shisll mean those employees whose primary functdon in Joint Operstions {s the direet
ﬁmﬁa‘t’u othar employees and/or contrect hberdkuﬁycmplcyodeutmnl:t!’rcmhaﬁdd'omt-
“Pechnical Employees™ shall mean those employees having special and specific engineeting, geclogical or other
peofessional skills, snd whose primeary funetion in Joint Operations is the handling of specific condi.
Hions and problens: for the benefit of tha Joint Property. ¢ operrdng
mwmnmmmmmwwqmuommm
“Material® shall mesn personal property, equipment or supplies scquired or held for use on the Joint Property.
“Controlisbie Materisl” shall mean Material which at the time is vo classified in the Matettal Classification Magual
as most recently recommended by the Counefl of Petroleum Accountants Societies of North Americs,

2. Statement sad Bifliags

Operstor shall bill Non-Opetutors on or before the iast day of each month far chdr‘pummzhmum

3. Advences axd Payments by Nes-Operaters

Unless otherwise for in the agreement, the Opetator may requite the Non-Operstors to sdvanee th
share: of astimated cush eutlay fot the sucereding month's eperation. Opmtuwmmnﬁumbnuf‘
ta reflect advances teceived from the Non<Operators.

Each Noa-Operater shall pay Its proporticn ef slf bils within fitteen (15) days after receipt, If payment is not

made within such time, the unpaid balance shal] bear interest monthly at the tate of twalve pereent (12

sanum or the maximum contzact rate permitted by the appliesble usury nhthemt?hma(th?}cm
[*

A. Non-Operator, upon notice in writing to Opezator and all other Non-Operators, shall have the right to audit Ope.
rator’s accounts and records relating to the Joint Account for any calendar year within the twentysfour (24) month

follawing the end of such calendsr year; provided, however, the making of an sudit shall not extend tha
time for the taking of written exception to and the sdjustmnents of accounts as provided for {n Parsgraph { of this
Sectica 1. Where there arc twa or more Non-Opaerators, the Non-Operators shal] make every reasonahle effory 1o

' conduct Joint or simultanecus audits in 1 manner which will result {n & minimum of inconvenience 10 the Opers.

tar, Operator shall bear no portion of the Non-Operators’ audit cost incurred under this paragraph unless agreed
to by the Opcrator.

Approval by Non<Oparaters

Whare an approvel or other agreement of the Parties er Non-Operators is expressly required under other sec.
tions of this Accounting Procedurs snd if the agresment to which this Accounting Procedure is attached coatains
ne contrary provisions in regard thereto. Opamtar shall notify all Non-Opetators of the Operator's proposal, and
the sgreement or approval of a majority in Interest of the Non-Operators shall be contralling on all Non-Opera-
tots.

-—1—

YA eTa@m Tu WM CARAT IO o oA tou oy fan COETATARY ST PY acey cariv YT



11/14/98  12:48  TROLEERATs1e HARTHAN OIL Qo17/028

-

- -

- - - {1
. DIRECT CHAKGES
Operator shall charge the Joint Accoust with the following items:,

L Raatal und Reysltis -

Lesso rentals and roysities paid by Operstor for the Jaint Operations.

o . & Laber

A
(umuﬁmuommwmmmmu:wummumwm
(2) Salaries of Tirt Level Superviscrs in the field
(1) Salaries and wages of Technical Employees directly employed on the Joint Property if such charges ate

exciuded from the Overhead rates .

B. Operstor’s cest of holiday, vacation. sickness and disabllity benefils and other customary allowances paid to
employess whose stitries and wages ata chargesble te the Joint Account under Patagraph 24 of this Section
IL Such costs under this Paragraph 2B may be charged on & “when and ss paid basis™ or by “percentage ss-
sexment” on the snount of salaries and wages chargeabls ta the Jolnt Account under Paragraph 2A of this
Section I 1¢ percentyge asseszment is used, the rate shall be based on the Operstor’s cost experience.

€. Expenditures or eontributions made putsuant 1o sssesxments {mposed by gavernmental guthority
:gugmuomuﬁmm.buum:szememmauua:(uu::‘nmsz

D, Pemmdmwwbmuhrksndngumcb:rxuﬂcﬁﬁc:omzmmgg
Parugraph 2A of this Section I1

3. Empleyes Bensfits .
Opargtar’s current costs of sstablished plans for employees’ group Hfe insursnce, hospitalization, pantion, e«
mmekpurd:ue.M&mmmmm«amthMQbhuOmnﬂugg
oost chargeshble to the Jalnt Account under Paragraphs 2A and 2B of this Section II shall be Qperatsr’s setual
oost not 40 exceed twenty per eent (20%).

4 Msteriel
’ Material purchased or furnished by Operator for use on the Joint Property as provided under Section IV. Only
- such Material shall be purchated for or transferred to the Joint Property as may be required for immadiate use
. aod iz ressousbly practical and consistent with efficlent and economical operstions. The accumulation of sute
plus stocks shall be avoided.
‘5. Teamapertation
Transportation of employees and Material necessary for the Joint Operations but subject to the following limits.

:

A I Materis] i moved to the Joint Property from the Operstor’s warchouss or ether properties, no charge shall
LT h-udcDhlﬂtAthaﬂmmmuMhMmM&m&u&ﬂ?mﬂ?m
"% mqmm;arﬂmu«(ﬁuwﬂ%ﬁhmuﬁﬂhmmﬂlynﬂhﬂgmm

C. In the application of Subparagraphs A and B sbove, there shall be no equalization of actus] gross trucking cost

. of $200 oc Jews excluding charges. .

S SBuvies
The cost of contract utilitles provided by autside sources, except sarvices excluded dy
Paragraph § of Section I and Paragraph L. §i of Section [{L The cost of professional consultant services atd coa~
tract services of y engaged on the Joint Property it such charges sre excluded from the

technicsl
Ovethesd ratet. The cost of professionel consultant services or contract services of technical personnel net di.
ml;.agu«lonm.bm?upwshmmbcehlrgdtc!behmmtmmuptcvbuslyumoduby
the : .

7. Equipment and Facilities Furnished by Operater

A. Opergtor shall charge the Joint Account for uze of Operator owned equipment and facilities at rates com-
mensirate with ¢osts of swnerthip and operation. Such rates shall Include costs of maintenance, repairs, other
. epersting expense, insurance, taxes, deprecistion, snd interest on Investment not to exceed eight per cent (85)
per sanum. Such rates shall not exceed sverage commercial rates qurrently prevailing in the tmmediate stea
* of the Joint Propesty.

B_ In Meu of charges in Paragraph 7A above, Operator may elect to use aversge commaeteixl rates prevaling in
the immediate area of the Joint Property less 205, For automotive equipment, Operstor may elect 10 use rates

published by the Petroleum Motor Transport Adsseclation.

8. Damages and Lesses to Joint Preperty

All costs or expentes necessary for the repair or replscement of Jeint Property made nacesrsry because of dam-
ages of losses fncurred by fire, flood. storm. theft, accident, or other cause, except those resulting from Operstor's
gross negligence or willful smisconduct. Operator shall furnish Non-Operator written notice of damages or loszes
incurred as goon as practicable after s teport thereo{ has been received by Operator.

8. Legul Expense
Expense of handling, investigating and settiing Utigatian or claims, discharging of liens, payment of fudgments
and amounts paid for scttlement of claims incurred tn or resulting {from eperations under the agreement or
necessary to protect or recover the Joint Property. except that no charge for services of Operstor's legal siaff
or fees or expense of outside attorneys shall be made unless previously agreed to by the Partles. All other legal
expense is considered to be covared by the averhead provisions of Section 11 unless otherwisc, agreed to by the
Parties, except ag provided [n Section I, Paragraph 3.
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18. Texes

All taxes of every kind and nature assessed or levied upon or {n connection with the Jolnt Property, the epeta-
mnw“u.pmmmmmdwhkhmhnmlebymeOnnmtlwm&uﬁto?ﬂu

Ket pramiums paid for insurance required t© be catried for the Joint Operations for the protection of the Par-
u'hmmmmm-umauduﬁah.tmthOpnmw.aumtmchr‘;.
men’s Compensation and/or Employers Liabllity under the respective suate’s laws, Operator may, at its alection,
include the risk wnder its self-insurance program and ia that event, Operator shall include a charge st Opetator's

Azy other not caversd or dealt with in fhe foregoing provislons of this Section I, or In Sectisa
S and which is by the Operator in the pecessary and proper conduct of the Jolat Operadons, m‘

T . OVERHEAD

R L Overhesd - Drilling aad Predueing Operstions :
Ui L As esmpensation for administrative, supervision, office services and wurehousia
drilling and producing operations on either: “ § eosts, Qpesior shall eharge
¢ X ) Fized Rate Basis, Parsgraph 1A, or
( ) Percentage Basis, Paragraph 18, -

'1?" ummw'uwm:hm.Nd:dlmm:l.hueinueuotmudwumetxlm
L and salaries or wages plus applical burdens and expentes o persoanel. exce MMW
wwmmnmmmmumneummumemwm

matters of taxation, traffic, accounting of satters before ot invelving gavernmental agencies shall be considered
s included in the Overhead rates provided for in the above selected Pacragraph of this Section 111 unless such
st and expanse ate agreed to by the Parties as a direct charge o the Jolat Account.

ciw IL The malaties, wages and Personsl Expenses af Tochnical Employees and/or the cost of professionsl cansultant
sarviost uud contrect Services of technical personnel directly employed on the Joint Property shall ( ) shall
. pot { J be covered by the Overhead rates.

A. Overhesd « Fixed Rate Basis
1 tor shall charge the Join th i :
(1) Opers! e tmu ¢ following rates per well per month

Dritting Well Bate §
Produciag Well Rate § . 2""2"

(2) Applicatian ef Overhesd - Fixed Rate Basis shall be ss follows:

(s) Drilling Well Rate

mcuzuummmmmumnmuumnnummw
the umdﬂagumﬂmmhmuatwmuhw.w&num.nm
B¢ made during suspenszisn of drilling eperations for fifteen (15) or more consesutive days.
(4] Charges for offshore driliing wells chall begin on the date when drilling or completion equipment
s o imand e = 3 e i = e e
or released, whithever occurs except that no char, be mx -
Mdﬁlﬁn‘mﬁmmmus)ummumnk;:
.t (3] Charges for walls undergoing any type of workover ¢t fecompletion for & petiod ot five (3) esa-
secutive days o more shall be made at the drilling well rate. Such charges shall be applied for
the period from date workover operstions, with rig, commence through date of rig release, except
e that na charge shall be made during suspension of operations for fifteen (15) or more contecutive
(b) Froducing Well Rates .
{1] An active well gither produced or injected Into for any portion of the month shall be concidered
28 8 sne~weli charge for the entire month.

- (2] Tech yctive completion in & multi-completed well in which production is not commingled down
hole ahall be conzidered as & one-well charge providing esch completion 1s considered a separste
wall by the governing regulitory authority. .

{3) An inactive gas well shut in because of overproduction or fallure of purchaser to take the produc.
tion shall be considered at a one-~well charge providing the gas wall s directly connected ta a per.
manent sales outlet.

- [4] A one-well charge may be made {or the month in which plugging snd abandonment operations
BN are completed on any well

($] All ather {nactive wells (including but not limited ta inactive wells covered by unit allowatle,

Jease allowable, transferred allowable, ete.) shall not qualify for an overhesd charge.

(3) The well rates shall be adjusted as of the first day of Aprit sech year following the effective date of the
sgreement to which thit Accounting Procedure iy attached. The adjustment shall be computed by multi-
plying the rate currently in use by the peccencage increase or decrease in the average weckly carnings of
Crude Petroleum and Gas Production Workers for the Jast calendar year pared to the calendar ycar
preceding as shown by the {ndex of aversge weekly carnings of Crude Petroleum and Gas Fields Produc-
tion Workers as published by the United States Department of Labor, Bureau of Labor Statistics, or the
equivalent Canadian Index as published by Statistics Canada, as applicable. The sdjusted rates shall be
the rates currently in use, plus or minus the computed adjustment.

—_3—
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B. Overhead - Percontage Basis
(1) Oparstor shall charge the Joint Acosunt at the following rates:
4

() Developmant .-
emrrsimee POTOREL (%) of tha cont of Development of the Joint Property exclusive of costs
provided under Parugraph § of Section IT and sll salvege credita ve o

{b) Opecating
e PECOINt (%) Of the cost of Opernting the Joint Property exclusive of provided
udc?mmhl“l«mmmmnnmmmuuhjmmbmg“m
for secondary recovery and all taxes and sssesamants which are jevied, scsetsed and puid upon the min-
oxal interest fo gnd to the Joint Property. .

a)gu;mao:‘@m-mmmmuum .

purpose of determining charges on s pereentage basi er Paragraph 1B of this Section -
connection with drilling, redrilling, i e

i
E
;s
!
:
:
i

hmn%w&m&udmam&ﬂdhmnwhnmdmmdduﬁndmu,mu.
pansion of fixed assets, and any other project cleariy discernible as a fixed asset required for the developtent and
tion of the Joint Property, Operator shall efther negetiate a rate priae to the beginning of construction, or shall
m- oint Aecount for Overhend based on the following rates for any. Major Censtruction project in excess
S 23,000 ___:
% of total costs if such coats are more than $.R5,000 ____but less than $._100.000 _; plus
——2 __% of total casts In excess of $_100.000 __ but less than $1,000,000; plus
€. el % of total costs in excess of $1,000,000.
Total eost shall mean the gross coxt of any sne project, For the purpose of this paragraph, the compenent parts
anunﬂ-uejmmnmtbemu&umulymmgmozddmumdmvfg;annhgudufud.
3. Amendment of Rates

‘The Ovezhesd rates provided for in this Section ITT may be amended from time to time oaly by mutual agreement
between the Parties herets If, in pructice, the rates &2¢ found to be insufficient or excesxive.

e

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

is responsible for Joint Account Material and shall make proper and timely eh and eredits
il ety oo Sl Fropey” Gpuyos Sl i Ul Sl o s Sl 1 Pir v
ever, a1 ] my e Non tWor. shall make
X & «ither through sale ta Operater or Noa-Opetator, division fn
t be under no obligation to purchase, interest of Nos-Opera.
of surplus Cantrolisble Material not purchased by the Opers-

5
§
§

B
H
g
gg
4

i
7
§g

E

Materis! purchesed shall be charged at the price paid by Opetstor after deduction of all digesunts received. In cege
teturned to vender for any other reason, credit shall be pasted to the Joint
Agcount when adjustment has been received by the Oparator.
2 Tranifers gud Dispositions
Materisl furnished to the Joint Propecty and Materidl transferred from the Joint Property or disposed of by the
Operutor, uniess stherwise a¢read to by the Parties, shill be priced on the fallowing bases exclusive of cash dls.
counts:
A New Material (Conditlen A) .

(1) Tubular goods, except line pipe, shall be priced at the current naw price in effect on date of movement on a
marximum catload or barge load welght basis, regardiess of quantity transferred, equalized to the Jowest
publicthed price f.0.h. railway receiving point or recognized barge terminal nezrest the Joint Property
where such Material is normally availsble.

(2) Line Pipe
(s) Mavement of less than 30,000 pounds shall be priced at the current new price, in effect at daty of

mm':.n-:kl-hud by a rellable supply store nearest the Joint Property where such Mataria! is nor.
mally avalls .

(b) Movement of 30000 pounds or more shall be priced under provisions of tubular goods pricing in Pura.
graph 2A (1) of this Section IV.

(3) Other Material shall be priced at the cutrent new price, in effect at date of mavemens, aslisted by & reliadle
supply stove or f.o.b. railway recsiving point nesrest the Jaint Property where such Materinl Is sormally
avallable.

B. Good Used Materis] (Condition B)
Material In sound and szerviceable condition and suitable for reuse without reconditioning:
(1) Material moved to the Joint Propecty
(8) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A af this Section IV,
(2) Matetial moved from the Joint Propesty

(2) At seventy-five percent (757 ) of current new price, as determined by Paregraph 2A of this Section IV,
{f Material was originally charged 1o the Joint Account & new Material, or

|
!
|

—_—
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(b) at ~tive percent (€5 ef t paw datenmined aragre, Sectlo
)W.‘&wddmu(idzl)ly d\?r‘(?:h mm&nlumm&hﬁn?u&guwwt
cent (15%) of eurrent new price. .
The cost of reconditioning, {f any, shall be sbeorbed by the transterring property.
C. Other Used Material (Condition C and D)
(1) Conditien C

(2) Condition D

~ All other Material, including funk, shall be priced st & value commeasurate with itx use or at prevailing
prices. Materisl no longer suitable for {ts original purpose but ussble for same other purpose, ahall be
priced on a basis eomparable with that of ftems normally used for such ether purpose. Operttor may dis-
pote of Condition D Material under procedures normally ytillred by the Operator without prisr appraval
. of Non-Operstors. -
D. Obsolete Materisl

Materisl which i servicesble and usable for its ddad!ncdmm»wﬁonmdmm«umen&urm
is not equivalent to that which would fustify a price 83 provided above may be specially priced as agreed w by
the Pa:;lu. !u‘: price should resuit {n the Joint Aecount being charged with the walue of the service rene

L Pricing Conditions . ,
(1) Losding sad unloading costs may be charged 1o the Joint Account at the rate of fifteen cents (15¢) per
. hundred welght on all tubulsr goods moverments, {n Keu of Joading and unlosding costs sustained, when
sctual hauling cost of such tubular goods are equalized under provitions of Patagraph § of Section IL
(3) Matarial favelving erection costs shall be charged at applicable percentage f the current knocked-down
prioe of new Material

3. Premaigm Prices

‘Whenever Matetial & not readily obtaingble at published or listed prices because of nationsl emergencies, strikes

ot other unusual causes ever which the Operator has 2o control, the Operstor may charge the Jaint Account for the
- required Materia] at the Operstor’s actual coet fncutred in providing such Material. in meking it suitsble for use,
ndhmvluuum:o{m&opm:pmﬁdcduchhmmi:muhoduxon-Openmouhempond

o ﬁfr;uOP:l \vlgh dusm‘::mm::ot !xurg‘pen '!mkhl::xd . -
na ot tea ce ter, o =l o of his share
of such Material suitsble for use and acceptabie to Operstor. past

& Warraaty of Material Furniched by Operator

Operator does not warrant the Material furnished. In case of defective Material, eredit shall not be passed o the
Jaint Aceount until adjustment has been received by Operator from the manufacturers of their agents.

£ ) ¥, INVENTORIZS
The Operator sigll maintain detsiled recards sf Controllable Materiul,

1. Periodie Inventeriss, Netics and Represesistiea

At tessonable intervals, Iaventories shall be taken by Operator of the Joint Account Controllable Materisl
Written notice af intention to take inventory shall be given by Operator at leawt thirty (30) days before sny inven
tory ls to begin g0 that Non-Operators may be represented when any inventory is taken. Faflute of Noa-Operaters
0 be represented at an inventory shall biad Non-Operatars to sccept the inventory taken by Operater.

2. Raconciliation and Adjustment of laventeries

Reconelliation of a physical inventory with the Joint Account shall be made, and & list of overages and shoftages
) shall be furnished to the Noa-Operators within six months following the taking of the inventory. Inventory ad.
ta shell be made by Operator with the Joint Account for overages and shortages, but Operator shall be

held accountable only for shortages dus to lack of reasanable diligence. .

3. Special Inventories
Special Iaventories may be taken whenever there is any sale or change of interest in the Joint Property. It shall
be the duty of the patty selling w notify sll other Parties as quickly as possible after the transfer of interest takes
placs. In such eases, both the seller and the purchaser shall be governed by such inveatory.

4. Expense of Conducting Petriedle Inventeries
The expense of conducting periedic Inventories shall not be charged to the Jolnt Account unless agreed to by the
Parties.

fme m AR Sl vt Ay v e
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AMENDMENT OF OPERATING AGREEMENT

= This Amendment is made and entered into as of December 1, 1987 by and
- between Unicon Producing Company, Oparater and Atlaastic Richfield Company and
. Northwest Pipeline Corporation, Non-Operators.

WHEREAS, that certain Operating Agreement originally between Southern
Union Gas Company and Skelly 011 Company dated April 10, 1953, covering the
E/2 of Section 23-31N-9W, NMPM, San Juan County, New Mexico, contains no Gas
Balancing Agresmant.

WHEREAS, 1t is the desire of the present parties to said Operating
o Agreemant to amend the Operating Agreement so as to provide for a Gis Balanc-
JE {ng Agreement.

NOW, THEREFORE, fn consideration of One Dollar and other good and valu-
able consideration each paid te the other, the receipt and “sufficiency of
which is hereby acknowledged by all the partfes, Operater and Non-Operators
hereby amend said Operating Agreement dated April 10, 1953, as follaws: -

The @as Balancing Agreement attached to this Amendment shall
be attached to and made a part of that certain Operating
Agreement between Southern Unfon Gas Company and Skelly 011
Company, dated April 10, 1953, as Exhibit “E".

- ';' Th: parties hereto have executed this Amendment as of the date first above
written.

This Amendment may be executed in any number of counterparts, each of which
should be considered an original for all purposes.

UNICON PRODUCING COMPANY

S VA

L. Charles Schelz 7

Dfrector - U. S. Land Operations
Unfon Texas Exploration Corporation,
Hanaging Partner

. HON-OPERATORS
: i AT%C?LD COMP
i By: : ;4% & IR

NOBJHWEST 0

Approved ge

LRV =N

0067 .doc
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GAS BALANCING AGREEMENT

Attached to and made s part of that certsin Operating Agrecment
dated _ APRIL 10, 1953 « batveen

SOUTHERN UNIGN GAS COMEANY, OPERATOR, AND
SKELLY OIL COMPANY, AS NON-OPERATOR
{Covering the E/2 of Section 23-31N-9W, San Juan County, New Mexico)

The parties to the Operating Agreement to vwvhich thie Gzs Balaneing
Agreegent is attached own the working or oparating interests in the gas rights
underlying the Contract Ares covered by such Agreement and are entitled to
share in the percentages as statsd in the Oparating Agreement.

In sccordance with the rerms of the Opersting Agreswent, each party shail
take 1ts share of gas produced from the Contract Ares and sarkst or otherwise
dispose of same. In the event a party hersto does not zake in kind or market
its share of gas or tas contracted to sell its share of gas produced from the
Contraer Arez o a putchaser vhich, at aoy time while this Agreenent is 4n
effect, fails to take the share of gas sttridutable to the interest of such
party, the tarws of this Ges Balancing Agreasent shall automatirslly becoms
affective,

The Operator bhaa che duty to control gas production and the
responsiblility of adsiniestering the provisiens of <¢chis Cas Balancizg
Agreemant. The Operator ehall csuse deliveries ta e made to the gas
purchasers &t such rates as aay be required to give effect to the fateut that
the gas productien accounts of &ll parties are to be drought (nte balaace
pursuant ta the provisions hereof.

1.

During any perfod or periods vhen any party hereto does not taks, has mo
matket for, or the matket of a party is mot sufficient to tska that party's
£full share of the gas produced from any well located oan the Contract Area, or
such party’s purchaser is uasble to cake its share of gas preduced from suy
such well located on the Contract Ares, (such a psrty being herain referved to
as an “underpreduced party”) the other party or parties shall be entitled, bdut
not “ required, to produce from said well on the Contract Ares (and take of
deliver to a purchaser), sach month, sll or a part of that portica of the
allovable ges producticn assigned to such Well by the regulatory ltody haviag
furisdiction; provided, however, that, with respect to gsa produced from &
vell classified as 3 gas well by the appliceble tegulatory body (“gas well
gss”), no party msy, vithout the axpress vritten approval of the underproduced
party, tske or market gas well gas in quancities in exceas of 1502 of sach
party’'s share of the gas sllovable aasigned by the regulatory body having
Jurisdiction to such well or 150X of euch pacty's share of the then curremt
deliverability of the well fncluding asssacisted productfion equipment flowiag
st the then currant pipeline pressure, vhichever £s Che lesser quantity of gxs
vall gas. Those pacrties which are capable of taking aead/or marketing
quantities of gas allocable to as underproduced party, {n che absence of any
other sgreenent between thes, shall each take & shate of the gas attributed to
the uaderproduced party or perties In tha direct proportion that theic
respective {aterests bear to the total {nterest of all partiles takiag gss who
ste &lso consldared cverproducad. All parties hereto shall share {n snd owm
the l{quid hydrocarbons recovared from euch gas by pricary sepsration
equipaent In sccordance with their respective interests and subject to the
terms of the above-~described Operating Agreement, whether or not such parties
are sctually taking and/or marketing gas at such time.

Ch/GBA.L
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2.

Each party ungble to msrker {ts share of the gas produced or unable to
teke its full ghare of the gas produced shall be considered underproduced and
shall be credited with gas in scorage equal to its share of the gas produced
undar this Agreament, less that porticn of the ges actually marketed or taken
by such party, ges used in oparations, veated, ot lost. Lsch party takiag gas
6hall furnish or cause to be furnished to tha Oparator a monthly written
ctatament of gas volumes taken znd tha {dentity of its ges purchaset, If any.
- Operator shtall aot ba required to sdjust its gas accounting statements

N reflecting & d{fferent gas puctchaser until the firet day of the wonth
. folloving the month {n which such notice was pravided to the Opezator. The
Operator will msintain appropriste sccounting on & moathly snd cusulative

basis of tha quantities of gas each perty is eantitled to receive and the

quantities of gas taken snd/or sarkated by each of the partfes to thefr

respective gas purchasets., For tha so0le purpose of implementing the terme of

this Agreemeat and adjusting gas imbalances vhich may occur, each party

disposing of gss from the Contract Area ia any month, to tha extent required,

. shall furnish or cause to be furnished to the Operator by the lsst day of each
calender month succaeding the producing calendar month a statsment showing the

’ total volume of ges marketed by euch party or taken iz kiad for fta own
account duriug the producing calendar mouth and the idencicy of its’ gas
Do purchaser, {f any. Within n{cety {(90) days afrer the end of each producing
: cslendsr month, the Operater shall furnish eech party a statament shoving the
status of the overproducad and underproduced accounts of a&ll parties. To
determine rvespective volumes of gas taken by cepsrate gas pipelines conuected
to the well, wmeasurement of gas for over sad under production shall bde
acconplished by use of sales meters, and lease measurement shall be in
S accordance with AGA requiremsents. With vespect to gas purchased from or
& trensported for mors than one party by or through ous pipelins connacted Co
tha wvell, each party s¢alling to eor tramaporting through such one pipeline

PR

shall fucrnish or cause ita gas purchaser or trsasporter to furaish to Operator
monthly voluma statements showing che split of ownership through its sales or

: pipeline inlet mater during the preceding calendar menth. All gas volumes
L. under this psragraph will bs {dentified by the sppropriate cateagory wumder the
-~ NGPA ot any other lav or regulstion in effect tncluding deregulated gus, an
L appropriate. Tach party to this Agreement agrees that it will not utilize suny
R inforustion obtained hereunder for any purpose other than implemeating the
L terns of this Ces Balancing Agreamasnt.

3.

Any underproduced party shall endeasor to bring its taking of gas -faote
balance, Aftar writtsn notice to the Opetator, any party may at aay time
begin taking or delivering to Lts purchaser fts full share of the gas produced
froa said Coatract Arez (less any used in operations, vented, or lost). To
allew for the recovery of gas in storsge and to balance the gas account of tha
parties in aceordances with their respactive interests, & party vith gas in
stotage shall bLe entitled to take or delivar to a purchaser {ts full share of
. gas produced from said Countract Ares (leas sny used in operations, vented, or
- lost) plus an emount up to an addicionsl fifty psrcent (501) of the monthly
- quantity of gas attributable to the overproduced party or psrties. If more
- than one underproduced party is entitled to take additfonal gas, they ehall
Lo divide cthe additional gas in proportion to their respective underproduced
sccounts. Tha first gas wmade up shall be assumed to be the firet gas
underproduced.

CD/GBA.1

L e e GO eAQaT YR L



e 11/14/88  12:5¢ _ 09136323618 BARTMAN OIL s DE HOKE Qo24s025

— ——

4.

Nothing herein shall be construed to deny aay party the right, from tige
to time, to produce and take or deliver to fits purchaser up to 100% of the
entire well stream to meet the deliverability ceats required by its purchaser,
provided cthat such tests are reasonable in light of overall industry
standards. [Fach parcty shell, at sll times, uss {Cs beat efforts to regulate

e {ts takes snd deliveries from said Coatract Area sa chat said Contract Area

E will not be shut-in for overproducing the allowable sssigued thareto by the
tegulatory body having jurisdiction. Additionally, each party shall
commynicate, &8s neceseary, Che conteats of this agreement to its respective
ges purchaser sud shall momitor 1ts deliveries cto its gas purchaser so as to
ensure Co the greatest extent practicable that its gas purchsser does not take
g3s 1in excess of the quantities provided for herein. .

S,

At 11 times vhile gas 1is produced from the Coatract Ares, each party
shall pay or cause £6 he paid all royaley due and payable on 1its share of gas
production as {f each party ware taking or delivering to « purchaser fts share
of production. ZEach party sgrees to hold each other party harmless from any
and all claims for voyalty payments asserted by its royslty owuers. The terx
. "royelty owner” shell dinclude owvuers of rxoyalty, overriding royaltles,
cE production payments,-and siailar interests.

6.

i Each party producing and taking or delivering gas to its purchaser shall
o pay, or csuge to be pald, all production and severance taxees due on all
: voluges of ges actually takea or sold by such party.

B , 7.

Y If, at the persanent tetmination of production of gaa from a well located
P : on the Conttact Ares, sn fwbalance ex{scs bLetueen Che parties, & monetary
REN ssttlesent of the izbalence between the parties relative to euch wvell shall be
vade wvithin s reasonable leagth of time afCer productiocn permsnently ceases.
The amount of the monetsry settlawent v{]ll be limited to Che proceeds actually
received by the overproduced party or parties at the time of overproductien,
les¢ ' production and severance tixes pald on such overproduction. If the
overproduced party or parties did aot sell {ts gas, such gas will be valued in
the same manner used for royslty and severance tax purposes when produced.
w That portfon of the monies collected by the overproduced party or parties
T vhich {s subject to refund by orders of cthe FEERC may be withheld by tha
: overproduced party or parties uatil such prices are fully appraoved by the
FERC, unless the underproduced party or parties furnish a corporate
underzaking agreeing to hold the overproduced psrty ot parties harmlass from
financial loes dus to refund orders by the FERC,

In order to administer this provision, Operator ¢hsll request each
ovaerproduced party to furnish Operator a wonthly statesent of revenue and
volume for sach sonth during which the overproduction occurred. Within e
teescaable time after the permsnent teratlnation of production of gas frea &
well loecaced on the Contract Area, Operator shall involce each overproduced
party for i{ts proportionate shere of eaid overproduction based ¢n seld
statenents sod shall distribute the amounts collected froa the overproduced
parties to asch undarpraduced party proportionate to the rvelative volumes of
undarproduction attributadle co each such underproduced party tasad oa tha
veighted average price received by esch overproduced party during the pertod
that the underproduction occurred. Esch party shall retain all producer's
records of volumes taken or ecld snd revenues or values accruing thereto for
the full term of this Gas Balancing Agreement. Operator asgrees that it will
not ucili{ze any Information obtained hereunder for any purpose other than
implementing the terms of this Gas Balancing Agreement.

CD/CBA.L
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R This Agreement shall remain in force and effect as long as the Operaczing

Agreement, to which 4t 4s attached, remsains in force and effect, and
theresfter uotil the gas balance accounts between cthe parties are setrled in
full., ‘and shall fnure €o the besefit of and be binding upos the parties
herato, their hairs, successors, legal represancatives and assigas.

9.

Nothing herein shasll chenge or affect esch party's obligations to pay {ts
proportionate share of all costs snd liabilicies incurred {n operations on the
Contract Ares as its shate thereof i{s sat forth {n the Opereting Agreesent to
vhich this Agreemant is atteched.

l°v

: The provisfons of this Agreemeat ahall be epplied to exch wvell and to
S aach producing formstios in each vell separstely es 1f each well aod each

: producing formatfen in each such well was g separata well and covered by
B separate buc identiecal agreements.

.

CD/GBA.1
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OMMISSION
BEFORE THE OIL CONSERVATION C
OF THE STATE OF NEW MEXICO

IN THE MATTER OF THE BEARING
CALLED BY THE OIL CONSERVATION
COMMISSYION OF NEW MEXICO FOR
THE PURPOSE OF CONSIDERING:

CASE NO., 5264
Order No. R~1670-T

APPLICATION OF EYX, PASO NATURAY, GAS
COMPANY FOR THE AMENDMENT OF ORDER
NO. R~1670, BLANCO MESAVERDE POOL.,
SAN JUAN AND RIO ARRIBA COUNTIES,
NEW MEXICO.

ORDER OF THE COMMISSION

BY THE COMMISSION:

This cause came on for hearing at 9 a.m. on August 13 and
August 14, 1974, at Santa Pe, Naew Mexico, before the 0il
Conservation Comission of New Mexico, hereinafter referyred
to as the “Commission.® .

NOW, on this l4th day of November, 1974, the Commission,
a quorum being présent, having considered the testimony pre-
sented and the exhibits received at said hearing, 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 Blanco Masaverde Pool, located in San
Juan and Rio Arriba Counties, New Mexico, was created by
Commission Order No. 799, dated February 25, 1949.

(3) <That the Blanco Mesavexde Pool is governed by
special rules and regulations, promulgatad by the Commission
in Order No. R-1670, as amended, which provide for 320-acre
proration units and well locations in the ME/4 and SW/4 of
each governmental section, and for the assignnent of allowable
to each proration unit in the pool based on the amcunt of
acreage in the unit and the deliverability of the unit well.

EXHIBIT *p™

01/08/96 11:32 TX/RX NO.2133 P.0p2 K
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Case No. 5264
Ordexr No. R-1670-T

(4) That the applicant, El Paso Natural Gas Company,
seeks an order amending said Order No. R-1670 to permit the
optional drilling of an additional well on each 320~acre
proration unit in the Blanco Mesaverde Pool; to determine
the deliverability of each proration unit upon which an
additional well is drilled by adding the deliverabilities of the
two wells; to permit the production of the allowable assigned
to a proration unit containing two wells from both wells in
any proportion; to consider both wells on a proration unit as
one well for purposes of bilancing underproduction or over-
production; to report the production of each well on the unit
as well as the tatal unit production: ané to compare the unit
production against the unit allowable for determining whether

- - & unit should be olassified marginal.or non-~marginal.

(S) That the Blanco Mesaverde Pool has been developed
for approximately 20 years on 320-acre proration units.

(6) That to change the unit size now in said pocl would
disturb the equities under many of the existing proration
units. . .

(7) That the proration unit size in the Blanco Mesaverde
Pool should continue to be 320 acres.

(8) That Section 65-3~10, New Mexico Statutes Annotatad,
1953 Compilation, empowers the Commission to pravent waste
of hydrocarbons and to protect the correlative rights of
the ownare of each interest in said hydrocarbons. ’

(9} That Sectiaon 65-3-5, New‘MExico Statutes Annotated,
1953 Compilation, confers jurisdiction on the Commigsion. over
all matters relating to the conversion of oil and gas.

(10) That “waste" is defined by Section 65~3-3, New
Mexico Statutes Annotated, 1953 Compilation.

(11) That the evidence reveals that the Blanco Mesaverde
Pool is not a homogeneous, uniform reservoir.

(12) That the producing formation of the Blanco Mesaverde
Pool is compxised of variocus overlapping, interconnecting,
and lenticular sands of relatively low permeability, many of
which are not being efficiently drained by existing wells in
the poaol but which could be more aefficiently and economically
drained and developed by the drilling of additional wells
pursuant to the rule changes proposed by the applicant.

(12) That infill drilling will substantially increase
recoverable resexves from the Blanco Mesaverde Pool.

01/08/96 11:32 TX/RX NO.2133 P.G03
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(14) That infill drilling will result in greater ulti@ate
racovery of the reserves undexr the various proration units in

the pool.

(15) That infill drilling in the Blanco Mesavexde Pool
will result in more efficient use of reservolir enexgy and
will tend to ensure greater ultimate recovery of gas fron
the pool, thereby preventing waste.

(16) That. if infill drilling is implemented in the Blanco
Mesaverde Pool, each operator will be afforded the opportunity
to produce, without waste, his just and equitable share of the
gas from the Pool, and his correlative xrights, as defined by
Section 65-3-29, New Mexico Statutes Annotated, 1953 Compila-
tion, therefore, will not be impaired. . .

{(17) That both wells on a proration unit should be
produced so long as it is economically feasible to do so.

(18) That the application should be approved.

IT IS THEREFORE ORDERED:

(1)} That the Special Rules for the Blanco Mesaverde Pool
in San Juan and Rio Arriba Counties, New Mexico, as promul-
gated by Otder No. R-1670, as amended, are hercby amended
to permit the optional drilling of a second well on each pro-
ration unit:; to provide that the deliverability of a proration
unit containing two wells shall be the sum of the deliverabili-
ties of each of the wells: to provide that the unit allowable
may be produced from both of the wells in any proportion; to
consider both wells on the proration unit as one wall for
purposes of balancing undarproduction or overproduction; to
provide for the reporting of production from each well
individually and to reguire the reporting of total produc—
tion from the unit: and tg;;:ggare‘the wnit production against
the unit allowable. in determining whether a unit should be
clasaified marginal or non-marginal. .

(2) <That Rule 2 of the Special Rules for the Blanco
Mesaverde Pool, ds promulgated by Order Ne. R-1670, as amended,
is hereby amended to read in its entirety as follows:

"RULE 2 (A). The initial well drilled or a proration
unit shall be located 990 feet from the outer
‘boundary of either the Northeast or Southwest
quarter of the section, subject to a variation

of 200 feet for topographic conditions. PFurthex
tolerance shall be allowed by the Commission only
in cases of extremely rough terrain where compliance
would necessarily increase drilling costs.

N1 /0R/Q6 11-79 TYX/RX NO. 2133 P.004
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"RULE 2 éB). The second well drilled on a‘proration
unit s be located in the guarter section of

the unit not containing a well, and shall be
located with respect to the unit boundaries as
described in Rule 2 (A) abovae.

*The plats (Form C-102) accompanying the Application
for Permit to Drill (OCC Forxrm C-1l0)l or Federal
Form 9-331-C) for the second well on a proration
unit shall have outlined thereon the boundaries
of the unit and shall show the location of the
first well on the unit as well as the proposed
new W&u. - *

"RULE 2 (C). In the event a second:well is drilled
on any proration unit, both wells shall he produced
for so long as it is economically feasibla to do
so."

(3) That the Special Rules for tha Blanco Masaverde
Poel as promulgated by Order No. R-1670, as amended, are
herebg amended by the addition of the following Special
Rule 93

RULE 9 (A). The product obtained by multiplying
each praration unit's acreage factor by the
calculated deliverability (expressed as MCF.per
day) for the well{e) on the unit shall be known

as the AD Factor for the unit. The acreage factor
shall be determined to the second decimal place
by dividing the acreage within the proration unit
by 320, subject to the acreage tolerances provided
in Rule § (A). The AD Factor shall ke computed to
the nearest whole numher.

RULE 9 (B). The monthly allowable to be assigned
to e warginal proration unit shall be egual to
its latest available monthly production.

RULE 9 (C). The pool allowable remaining each month
arfter deducting the total allowable assigned to
marginal proration units shall be allocated among
the non-marginal units entitled to an allowable

in the following manner:

r

l. 8eventy~five percant (75%) of the pool
allowable remaining to be allocated to
. mon-marginal units shall be allocated
among such units in the proportion that
each uvnit's “AD Factor" bears to the total
"AD Factor" for all non-marginal units in
the pool..

N A0 o0 11 .19 TV /DY NN 9111 D NNng
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2. Twenty-five percent (25%) of the pool
allowable remaining to be allocated to
non-marginal units shall be allocated
among such units in the proportion that
each unit's acreage factor bears to the
total acreage factor for all pon-marginal

units in the pool.

RULE 9 (D). The current deliverability tests, taken
in accaordance with- the ‘Gas Well Testing Procedures-
San Juan Basin, New Mexico," shall be used in
calculating allowables for the proration units

in the pool for the l2-month period beginning

April 1 of the following year.

RULE 9 {E). When calculating the allowable for "

a prorxation unit containing two wells, in accordance
with Rule 9 of these rules, the deliverability of
both wells shall be added in calculating the AD
Factor and the unit asllowable nay be produced

from both wells.

(4) That said Special Rules for the Blanco Mesaverde Pool

are hereby amended by the addition of the following Special
Rule 10 (C):

RULE 10 (C). The calculated deliverability at the
Vdeliverability pressure" shall be determined in
accordance with the provisions of the current
YGas Well Testing Rules and Procedures -~ San Juan
Basin, New Mexico.*®

No well shall be eligible for reclassification to
“Exewpt Marginal®™ status unless it is located on
a marginal proration unit. .

(5) That said éﬁecial Rules for the Blanco Mesaverde

Pool are hereby amended by the addition of the following
Special Rule 12: .

RULE 12. K6 The full production of gas from each
well, including drilling gas, shall be charged
against the proration unit’s allowable regardless
of the disposition of the gas; provided, however,
that gas used in maintaining the producing ability
of the well shall not be charged against the

- allowable.’

(6) That said Special Rules for the Blanco Mesaverde

Pool are hereby amended by the addition of the following
Spacial Rule 14:
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ROULE 14 (A). Underproduction: AaAny non-marginal
proration unit which has an underproduced status
as of the end of a gas proration period shall be
allowed to carry such underproduction forward into
the next gas proration period and may produce such
underproduction in addition to the allowable
assigned during such succeeding period. Any
allowable carried forward into a gas proration
period and remaining unproduced at the end of
such gas proration period shall be cancelled.

RULE 14 (B). Produstion during any one month of
& gas proration periad in excess of the allowable
assignaed to a proration unit for such.month shall
be applied against the underproduction carried
into such period in determining the amount of -
allowable, if any, €0 be cancelled.

(7) That sald Special Rules for the Blanco Mesaverde
Pool are herebhy amended by the addition ¢of the following
Spacial Rule 15:

RULE 15 (A). Overproduction: 2aAny proration unit
which has an overproducaed status as of the end of
a gas proration period shall carry such overproduc-
tion forward into the next gas proration period.
Said ovexrproduction shall be made up during.the
succeeding gas proration pariod. Any unit which
has not made up the overproduction carried into a
gas proration pariod by tha end of said period
shall not be produced until such overproduction

is made up. :

RULE 15 (B). 1If, during any month, it is discovered
that a proration unit is overproduced in an amount
exceeding six times :its average monthly allowahle

for the preceding twelve months (or, in tha cese of
a newly connected well, six times its average monthly
allowable for the months available), it shall not

be produced that month nor each succeeding month
until it is overproduced in an amount six times

or less its average monthly allowable, as determined
hereinahove.

RULE 15 (C). Allowable assigned to a proration unit
during any ore.month of a gas proration period in
excess of the production for the same month shall

be applied against the overproduction chargeable

to such unit in determining the amount of over-
production which must be made up pursuant to the
provisions of Rules 15 (A) or 15 (B) above.

01/08/96 11:32 TX/RX NO.2133 P.007
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RULE 15 (D). The Secretary-Director of the
Commission shall have authority to permit a well
which is subject to shut-in, pursuant to Rules

15 (A) or 15 (B) above, to produce up to 500 MCF
of gas pexr month upon proper showing to the
Secretary-Director that complete shut-in would
cause undue hardship, provided however, such
permission shall be rescinded for any well
produced in excess of the monthly rate authorized
by the Secretary-Director.

RULE 15 (E). The Commission may allow overproduc=-
tion to be made up at a lesser rate than permitted
- ynder Rules 15 (a),-15 (B), or 15 (D) above upon
a showing at public hearing that the same ig..
necesgary to avoid material damage to the well.

RULE 15 (F). Aany allowable accruing to a proration
unit at the end of & gas proration period due to
the cancellation of underage in the pool and the
redistribution thereof shall be applied against
the unit's overproduction. .

RULE 15 (G). The Secretary-Director of the Commis-
sion sha ave authority to grant a pool-—wide .
moratorium of up to three months on the shutting
in of gas wells in & pool during periods of high-
demand enmergency upon proper showing that such
emergency exists, and that a significant number
of the wells in the pool are subject to shut~in
pursuant to the provisions of Riles 15 (A) or

15 (B) &bove. No moratorium beayond the afore-
mentioned three months shall be granted except
after notice and hearing.

(8) That said Epecial Rules for the Blanco Mesaverde
Pool ara hereby amended by the addition of the following
Section E:

E. CLASSIFICATION OF UNITS

RULE 16 (A). The proration period (as defined in
Rule 13) shall be divided into four classification
periods of three months each, commencing on April 1,
July 1, October 1, and January l. After the
production data is available for -the last month

.0f each classification period, any unit which had
an underproduced status at the beginmming of the
proration period shall be classified marginal

if jits highest single month's production during

the classification period is less than its average

01/08/96 11:32 TX/RX NO.2133 P.008
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nonthly allowable during said classification
period; provided however, that the -operator of
any unit so c¢lassified, or othexr interested
party, shall have 15 days after receipt of
notification of marginal classification in
which to submit satisfactory evidence to the
Commission that the unit is not of marginal
character and should not be so classified.

RULE 16 (B). The Secretary-Director may reclassify
a marginal or non-marginal proration unit at any
time the unit's production data, deliverability
data, or other evidence as to the unit's producing
ability justifies such reclassification.

RULE 17. A proration unit which is classified as .
marginal shall not be permitted teo accumulate
underproduction, and any undexrproduction

accrued to the unit prior to its classification

as marginal shall be cancelled.

RULE 18. If, at the end of a proration period,
a marginal proration unit has produced more than
the total allowable for the period, assigned to
a non-marginal unit qf like deliversbility and
acreage, the marginal unit shall be reclassified
non-marginal and its allowable and net status
adjusted accoxrdingly. (If the unit has been
classified as marginal for one proration period
only, or a portion of one proration period only,
any underproduction cancelled as the result of
such classification shall be reinstated upon
reclassification back to non-marginal status.
All uncompensated-for overproduction accruing +o
the unit while marginal shall be chargeable upon
reclassification to non~marginal.)

ROLE 19. A proration unit containing a well which
has been reworked or recompleted shall be ¢lassified
non-narginal as of the date of reconnection ¢f the
well to a pipeline until such time as production
data, deliverability data, or other evidence as

to the unit's producing ability indicates that the
unit should be classified marginal.

RULE 20. All proration units not classified marginal
shalil be classified non-~marginal.

(9) That said Special Rules for the Blanco Mesaverde

Pool are hereby amended by the addition of the following
Special Rule 21 (A):

01/08/96 11:32 TX/RX NO.2133 P.009
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RULE 21 (A). The monthly gas production from each
well shall be matered separately and the gas produc-
tion therefrom shall be reported to the Commission
on Form C-1ll5 in accordance with Rule 1115 of the
Commission's Rules and Regulations, so as to

reach the Commission on or before the 24th Qay

of the month next succeeding the month in which

the gas reported was produced. The aperator shall
show on such repart what disposition has been made
of the gas produced. The sum of the production from
both wells on tha proration unit shall also be
reported for multiple-well units.

(10) That said Special Rules for the Blanco Mesaverde

Pool are hereby amended by the addition of the following

Special Rule 23:

- .S

RULE 23. Failure to comply with the provisions

of this order or the rules contained herein shall

result in the c¢ancellation of allowable assigned

to the affected proration unit. No further allowable
shall be assigned to the affected unit wnmtil all
rules and regulations are complied with. The
Secretary-Director shall notify the operator of

the unit and the purchaser, in writing, of the

date of allowable cancellation and the reason
therefor.

(11) That jurisdiction of this cause is ratained for

the entry of such furthexr orxders as the Commission may deem
necessary. .

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

hereinabove designatad.

STATE OF NEW MEXICO
OIL CONSE ION COMMISSION
*

‘ v. ' ~==2i4r---h*-—“/

I. ‘R. TROJILLO, Chairman

ALEX J. ARMIJO, Menmber

4'{

) P .
A. L. PORTER, Jr., Mftbar & Secretary

S E AL

ar/
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HORIZONTAL LIMITS OF THE BLINEBRY OIL AND GAS PCOL
LEA COUNTY, NEW MEXICO

TOWNSHIP 20 SOUTH, RANGE 38 FAST, NMPM
Sec. 32: SE/4 Sec. 35: S§/2
Sec. 33: NE/& & S/2 Sec. 36: W/2
Sec. 34: NW/4 & 8/2 .

TOWNSHIP 21 SOUTH, RANGE 36 EAST, NMFM
Sac. 24: E/J2 . Sec. 36: N/2 & sW/&

Sec. 25: NE/& & §/2

TOWNSHIP 21 SOUTH, RANGE 37 EAST, NMPM
Sec. 1l: lLots 4, 5,9 Sec. 18: SE/4

T through 16, Secs. 19 through 30:
- and 8/2 A1l
Secs. 2 through 4: All Sec. 31: N/2
Sec. 8: NWE/4 - Sec. 32: E/2

Secs. 9 through 17: Sacs. 33 through 36:

All All -

TOWNSHIP 22 SOUTH, RANGE 36 EAST, NMPM
Sec. 1: EJ2 Sec. 12: NE/4
TOWNSHIP 22 SOUTH, RANGE 37 EAST, NMPM
Secs. 1 through 4: All Sec. 16: N/2 & SE/4

.Sec. S: N/2 - Secs. 22 through 25: All
Sec. 6: N/2 Sec. 26: NE/4 ME/4& and
Sec. 8: N/2-& SE/4 NE/% SE/4
Secs. 9 through 15: Sec. 35: NE/4

’ Al)l Sec. 36: R/2 & SE/4

TOWNSHIP 22 SOUTH, RANGE S8 EAST, NMPM
Sec. 6: NW/& & §/72 Sec. 20: NW/4 & S/2

Sec. 7: W/2 Secs. 29 through 32: All
Sac. 18: W/2 Sec. 33: W/4
Sec. 19: A1l -- -

TOWNSHIP 23 SOUTH, RANGE 38 EAST, NMPM
Sec., S5: ¥W/4 Sec. 6: N/2

ni1/ngrs7Qn 1119 TV /DV ainv a1 nn



MERIDIAN OIL

January 27, 1993

Doyle Hartman Williams Production Company
P.O. Box 10426 P.O. Box 58900
Midland, TX 79702 Salt Lake City, Ut 84158-0900

Texaco Exploration & Producing Inc.
P.O. Box 46555
Denver, CO 80201-6555

RE: Seymour #7A Well
Mesaverde Formation
425° ¥SL, 790’ FEL
Section 23-31N-9W
San Juan Co., New Mexico

Gentlemen:

Meridian Oil Inc. proposes that the referenced Mesaverde well be drilled as an infill well to the Seymour #7
well. The Seymour #7 well is operated under an Operating Agreement dated April 10, 1953 which does not
contain any subsequent well provisions. In this regard we have enclosed a new Joint Operating Agreement
(JOA) in which we propose to include the operations of the proposed well in addition to the Seymour #7 well.
Also enclosed for your consideration is our Authority for Expenditure (AFE) in the amount of $569,600. I have
also enclosed a 9 section land plat showing the proposed well location. This property is already communitized
under agreement #CA 14-08-001-917 dated March 30, 1953.

If you agree with our proposal, please execute the JOA and return two executed signature pages with

acknowledgements, as well as an executed AFE and a copy of this letter to the attention of the undersigned.
Please don’t hesitate to call if you have any questions.

Very truly,

/o /)%lﬁwku
Alan Alexander
Senior Land Advisor

AA:kaw
NM-9435
The undersigned agrees to participate in the drilling of the Seymour #7A

well and pay our proportionate share of actual well costs this
day of , 1993.

BY:

TITLE:

COMPANY:

Mendian Cil inc.. 3535 East 30th St.. P O. Box 4289, Farmington. New Mexico 87499-4289. Telephone 505-326-3700
EXHIBIT "E"



MERIDIAN OIL INC.
Famington Region
Post Office Box 4289
Farmington, New Mexico 87499
(505) 326-9700

AUTHORITY FOR EXPENDITURE

AFE No: Date: 11/11/82
Lease/Well Name: Seymour #7A DP No.:

Field Prospect: Blanco Mesaverde Region: Fammington
Location: SE/4 Sec. 23, T31N, ROSW County: San Juan State: New Mexico
AFE Type: Drill (61) Original X Supplement Addendum AP! Well Type

Operator; Meridian Qil Inc.

Obijective Formation: Blanco/MV Authorized Total Depth(Feet): _5300'
Project Descdption: Drill, complete, and equip a Mesaverde infill well.
Estimated Start Date: 1st Qtr 1993 Prepared By: J. D. Faiconi
Estimated Completion Date: 1st Qtr 1983
GROSS COST DATA
Drilling Warkover/ Construction/
Dry Hole Suspended Completion Facility Total
Days: 10 8 4 20

- This AFE: $225.100 $207.,700 $136,800 $569.600

Prior AFE's:

Totai Costs: $ $225,100 $207,700 $136,800 $569.600

JOINT INTEREST OWNERS

Working Interest
Company; Percent Dry Hole $ Completed $
MERIDIAN OIL INC: 37.500000% $213,600
Others: 62.500000% $356.000
AFE TOTAL: 100.00000% $ $569,600

MERIDIAN OIL APPROVAL

\ / - 2
Recommended: .5 d iy {_ Dpate: Recommended: /4 - / Date: _~/Zs/%L
Recommended: _\/Q@_‘%_ Date: zézéz.Appmved: Mw Date: /7 /3./9%

Title: VP Regional O rations

PARTNER APPROVAL

Company Name:

Authorized By: Date:

Title:




MERIDIAN OIL - DRILLING WELL COST ESTIMATE

Well Name: Seymour #7A By: E. R. Bauer 0/28/92
Location: SE/4-23-31-09 Approved By:,ZSEZF3;2£;]
Cty, State: San Juan County, NM AFE Type: 01 Development
Field: Blanco Mesaverde Proposed TD: 5900
Formation: Mesaverde Inter. TD: 3550 ¢
Total Days: 10
ACCT AFE NOMENCLATURE SUSPENDED
248 INTANGIBLE DRILLING COST
-02 Environmental Studies---——----—scmmmm 1,500
-03 Location and Roads Construction--------—-—seceeme--- 15,000
-05 Move In, Move Qut-—--——--m e 0
-06 Contractor Fees - Footage-- 5900 fte § 10.50 62,000
-Q07 Contractor Fees - Daywork-- 2 days@ 3 4200 8,400
-09 Drilling Fluids---—-~———-———mmmm e
-10 Gas and Air Drilling--—-—-——----—-——eme e 7,400
-16 Water-————-——cc e e
-17 BitS—me—m e -
-18 Primary Cementing--- 2 stage cement--—=------owea——-- 20,000

* Standard Cementing Program
-20 Mud Logging--—-~—=-emcmm e e

-21 Wireline Logging---- Int.TD-TD: DIL/LDT/TEMP-----—- 15,000
*surface-Int TD: CNL/GR
-22 Coring and Analysis---=-—=—c—~e——mcmem e 0

-24 BOP and Wellhead Rentals---—---——cccmmcmmmcm e
-25 Drill and Workstring Rentals-----=-—--—-—-—ooc-v-

-28 Other Rentals---=-———— 2,000
-29 Trucking and Transportation---—-————c——comemewu- 2,500
-33 Tubular Inspection----—-———ccmm 6,800
-37 Swabbing and Coiled Tubing---------—cmomcueuu- 0
-43 Consultants----—-—--—-c-—mr 0
-45 Roustabout and Contract Labor-------—--ceeeemee—u- 1,000
-46 MiscellaneouS—===——c e 2,000
-72 Company Supervision and Overheadé ————————————————— 7,500
TOTAL INTANGIBLE DRILLING COST 151,100
-80 Casing (COPAS Price) 65,200

200 £t 9 5/8" - 36.0# HC80 LTC $22.85 /ft

3550 ft 7" -~ 20.0# K55 LTC @ $12.34 /ft

2500 ft 4 1/2"-10.5# K55 STC $6.72 /ft
-84 Casing/Liner Equipment-—--———m-om oo 4,300
-86 Wellhead Equipment --—--c————mmmmm 4,500
TOTAL TANGIBLE DRILLING CQOST 74,000

TOTAL DRILLING COST ESTIMATE 225,100



Well Name:

Location:
Well Type:
AFE Type:

Account
Number

03
04
05
07

09
10
11
12
16
17
18
19
21
23
24
25
27
28
29
30
33
34
36
37
a8
39
40
43
45
48
72

80
81
82
84
85
86

Meridian Qil, Inc.
Completion/Workover Cost Estimate

Seymour #7A Prepared By: JBK
SE/4 Section 23, 31N-9W Date: 11/10/82
Mesaverde Infill Approved By:
Development Drilling - 01 Date: J P
Intangible Costs W
Estimated
Estimated Days: 6 Cost
Construction and Maintenance 3,000
Surface Restoration 2,000
Move-in, Move-out 7,500
Daywork and Completion Rig ($4,100/day) 24,600
Drilling Fluid Systems
Liquids
Gas and Air Drilling 6,600
Processing and Maintenace Equipment
Fluids and Chemicals / Special
Fresh Water 7200 bbls @ about $1.80/bbi 13,000
Bits (bits, scraper) 1,000
Primary Cement
Remedial Cement
Open Hole Logging Services
Fuel/Electricity 500
BOP Rental/Testing Surface
Drill/Workstring Rentals-Subsurface 500
Tank Rentals and Transportation 12 x400 bbl tanks 7,200
Other Rental 2,500
Transportation 1,000
Disposal Service (Offsite)
Tubular Inspection
Cased Hole Services (Logs/Perforating) 10,000
Production Testing
Swabbing and/or Coiled Tubing 0 days at $750/day 0
Stimulation 7.500
Fracturing 75,000
Casing Crews and Laydown
Consultants ($750/day) 4,500
Contract Labor
Packer Rental (2 RBP's) 1,800
Company Supervision and Overhead
Contingency (5%) 8,400
Total intangibles 176,600
Tangible Costs
Casing
Tubing and Tiebacks (2-3/8" 4.7# J-55 EUE) 5600 ft @ $4.25/ft 23,800
Packers, Bridge Plugs and Screens
Casing/Liner Equipment
Tubing Equipment 800
Welihead - Equipment and Tree 6,500
Total Tangibles 31,100

Total Completion Cost

207,700



Meridian Qil, Inc.
Facilities Cost Estimate

Name: Seymour #7A Preparer: Jay Knaebel
Loc.: SE/4 Section 23, 31N-9W Date: 11/10/92
Type: Mesaverde Infill Approved:
AFE: Development Drilling - 01 Date:
Tangible Facility Costs
Est. Act.
Acct # Cost Cost

2 Contract Labor 12,000

8 Location, Roads and Canais

27 Separators Fired 13,000

28 Gas Sweetening Equipment

29 Pumping Unit 25,000

31 Prime Mover 12,000

32 Tanks and Pits (fiberglass pits and 2x300 bbl tanks) 9,000

33 Metering Equipment and Telemetry 7,500

34 Flow lines 3,000

36 Buildings

39 Piping Valves and Fittings 6,000

44 Eng/Lab/Tech Services

47 Compressor Rental

48 Equipment Rental

49 Cathodic Protection 7,000

50 Right of Way, Survey, Archy 1,000

51 Minor Pipelines 6,000

53 Surface Pumps

54 Electrical Accessories and Utility Hookup

55 Misc. Facility Expense 1,000

57 Pulling Unit Costs 1,800

73 Freight/Transportation 2,000

81 Tubing

82 Rods (7/8" rods) 5600 feet 5,400

83 Downhole Pumps 2,500

85 Other Subsurface Artificial Lift Equipment 1,000

86 Artificial Lift Wellhead Equipment 2,000

96 Dehydration Unit 13,000

Contingency Cost (5%) 6.600

Total Facilities

$136,800
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March 19, 1993

NM-744529, NM-750381 (TPI)
SAN JUAN COUNTY, NEW MEXICO
E/2-SECTION 23-31N-9W

OPERATING AGREEMENT - SEYMOUR #7A

AN
V17

Meridian Oil Inc.
P.O. Box 4289
Farmington, New Mexico 87499-4289

Attention: Mr. Alan Alexander \/

Gentlemen:

Upon review of Meridian’s proposed Operating Agreement for the captioned well, Texaco
respectfully requests the following revisions to said agreement:

(1)
(2)
€))
(4

(5)
- (6)

Article ITI.D. - Do not delete lines 37-39

Article VI A, - Insert depth of proposed well

Exhibit "A" - Include oil and gas leases subject to O/A

COPAS-Articte IT1. 1.iii. - "shall" be covered by overhead rates should be inserted instead of
"shall not"

Exhibit "D", Page 3 - Delete paragraph regarding the furnishing of Certificates of Insurance
Exhibit "E" - Meridian's form is being reviewed (requested changes may follow)

Thank you for your consideration of the above revisions. Should you have any questions regarding
same, please advise.

Yours very truly,

TEXACO EXPLORATION AND PRODUCTION INC.

Chuck Snure
West Region Landman

CAS:bw
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MERIDIAN QIL.

April 12, 1993

Doyle Hartman Williams Production Company
P.O. Box 10426 P.0O. Box 58900
Midland, TX 79702 Salt Lake City, UT 84158-0500

Texaco Exploration & Producing Inc.
P.O. Box 46555
Denver, CO 80201-6555

RE: Seymour #7A Well
Mesaverde Formation
425" FSL, 790' FEL
Section 23-T31N-R9W
San Juan County, New Mexico

Gentlemen:

Under cover dated January 27, 1993, Meridian Oil Inc. forwarded for your execution a Letter
Agreement, Joint Operating Agreement (JOA), and an Authority for Expenditure (AFE) covering
the captioned well. As of this date, according to our records, Meridian has not received (except
for Texaco's partial comments on the JOA) the executed Letter Agreement, two signature pages

to the JOA, and AFE. If you agree with our proposal, please execute and return same as soon as
possible.

If you have any questions in this regard or need any additional information, please contact the
undersigned.

Very truly yours,

W At

Alan Alexander
Sentor Land Advisor

AAl
ID:aaapr/3
NM-9435 &

Meridian Oil Inc., 3535 East 30th St., P.O. Box 4289, Farmington. New Mexico 87499-4289, Telephone 505-326-3700



MERIDIAN OIL

September 2, 1993

Texaco Inc.

Attn: Chuck Snure

P.O. Box 2100

Denver, CO 80201-2100

Williams Production Company
Attn: Mr. Vern Hansen

P.O. Box 58900

Salt Lake City, UT 84158-0900

RE:  Seymour #7A Well
Mesaverde Formation
425'FSL, 790' FEL
Section 23-T3 IN-RSW
San Juan County, New Mexico

Gentlemen:

Under cover dated April 12, 1993, Mendian Oil Inc. forwarded for your execution a Letter
Agreement, Joint Operating Agreement (JOA), and an Authority for Expenditure (AFE) on the
captioned well. As of this date, according to our records, Meridian has not received your
approval or executed documents. If you agree with our proposal, please execute same and return
as soon as possible.

If you have any questions in this regard, please contact the undersigned.

Very truly yours,

Mo Mtgpectee

Alan Alexander
Senior Land Advisor

AA:l
NM-9435

Mendian Qil Inc . 3535 East 30th St.. P C. Box 4288. Farmington. New Mexico 87499-4283. Telephane 505-326-3700



MERIDIAN OIL

September 2, 1993

FEDERAL EXPRESS

Mr. Allen Smith

3811 Turtle Creek Blvd.
Suite 730

Dallas, TX 75219

RE: Seymour #7A Well
Mesaverde Formation
425'FSL, 790' FEL
Section 23-T31N-ROW
San Juan County, New Mexico

Dear Mr. Smith:

Under cover dated April 12, 1993, Meridian Oil Inc. forwarded a Letter Agreement, Joint
Operating Agreement (JOA), and an Authority for Expenditure (AFE) on the captioned well to
Doyle Hartman in Midland. As of this date, according to our records, Meridian has not received
your approval or executed documents. Carolyn Sebastian of Mr. Hartman's office has requested
that Meridian forward same for your handling. If you agree with our proposal, please execute and
return a Letter Agreement, two signature pages to the JOA and an AFE.

If you have any questions in this regard, please contact the undersigned at (505) 326-9757.

Very truly yours,

Mo St

Alan Alexander
- Senior Land Advisor

AAQ
Enclosure
NM-9435

Merdian Ol Inc.. 3535 East 30th St..P O. Box 4289, Farmington. New Mexico 874334289 Telephane 505<326-9700
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September 30, 1993

Meridian Ol Inc. ]
Attn: Mr. Alan Alexander ‘/
P. O. Box 4289

Farmington, NM 87499-4289

Re:  Seymour #7A
Proposed Mesaverde Completion
San Juan County, NM

Dear Mr. Alexander:

Tl;e subject well does not meet Texaco's minimum economics.
If you have any questions, please do not hesitate to contact us.
Very truly yours,

R. H. Koemner

By: 57/ %/1
S. R. Meck
Account Manager

(303) 793-4468

SRM:msk

cc: C. A. Snure - Denver

Mzﬁ .

-

le S
-

4

gen - 34325

Lirpergay 7 A

Tt e N

~-¢;~$‘~.'f'.“5=':‘.-:-,£}:rq' Q poney
R i %?ﬂ "5:’3‘




MERIDIAN OIL

4 Subsidiary or BURLINGTON RESOURCES

Certified, Return Receipt Requested October 31, 1995
Four Star Qil & Gas Company Williams Production Company
Attn: Mr. Chuck Snure Attn: Mr. Vern Hansen
P.O. Box 46555 One Williams Center
Denver, CO 80201 P.O. Box 3102

Tulsa, OK 74101
Mr. Doyle Hartman
P. O. Box 10426
Midland, TX 79702

RE: SEYMOUR #7A WELL
(MESAVERDE NEW DRILL)
SE/4 SE/4 SECTION 23, T31N, ROW
SAN JUAN COUNTY, NEW MEXICO

Gentlemen:

By letter dated January 27, 1993, a proposal for a Mesaverde new drill was sent to you. To date, according to our
records, Williams Production Company is the only owner that has approved the drilling of said well. This well has
not yet been drilled and we would like to proceed with the drilling of this well in late December, 1995 or the first
quarter of 1996.

Enclosed for your execution is an updated Joint Operating Agreement (JOA) and Authority for Expenditure (AFE)
for the captioned well. The JOA will supersede the previous JOA that was forwarded to you for your approval and
execution with the January 27, 1993, letter. Meridian, again, respectfully requests that Four Star Oil & Gas
Company and Doyle Hartman elect to either participate or go non-consent (per Article XV.C of the JOA) in the
well. We are asking that Williams re-execute the JOA in as much as a significant delay has occurred in the
drilling of this well. If we do not receive an election to participate or non-consent, we will begin force pooling
proceedings in December, 1995.

Also enclosed, for your information and files, is a nine-section land plat. If the JOA and AFE meets with your
approval. please return one (1) copy of this letter, AFE and signature page of JOA to me as soon as possible.

If you have any questions in this regard, please don't hesitate to call the undersigned at (505) 326-9757.

Very truly yours,
Alan Alexander
Senior Land Advisor
AASc)
XC: NM-9435
Tom Kellahin
The undersigned hereby approves this day of 1995,
the drilling of the Seymour #7A well.
NAME:
TITLE:
COMPANY:

P.O. Box 4289, Farmington, New Mexico 87499-4289, Telephone 505-326-9700, Fax 505-326-9833
3535 East 30th St., 87402-8891
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MERIDIAN OIL INC.
Farmington Region
Post Office Box 4288
Farmington, New Mexico, 87499
(505) 326-8700

AUTHORITY FOR EXPENDITURE

AFE No.: Property Number: 071252300 Date: 8/18/95
Lease/Well Name: Seymour 7A DP Number: 25791A
Field Prospect: Blanco Mesaverde Operator: Meridian Oil Inc. Region: Farmington
Location: Unit P, SE/4, SE/4, 23-031N-009W County: San Juan State: NM

AFE Type: Type 01-Cap. New Drill Original: __ X Supplement: ___ Addendum: ___ AP! Well Type:

Objective Formation: Mesaverde Authorized Total Depth (Feet):

Project Description: Mesaverde New Dirill

Estimated Start Date: 1st Qtr 1996

Prepared By: N. Keeler

Estimated Completion Date: 1st Qtr 1996

GROSS WELL DATA
Drilling Waoarkover/ Construction
Dry Hole Suspenaed Compiletion Facility Total
Days: 9 7 Q 16
This AFE: $214.819 $247,034 $63.000 $524.853
Prior AFE's: $0
TOTAL COSTS: $0 $214,819 $247,034 $0 $524.853

JOINT INTEREST OWNERS

Working Interest

Company: Percent Dry Hole $ Compieted $
Meridian Qil Inc. 37.50% Q $196.820
Trust: 0.00% 0 $0
Others: 62.50% 0 $328,033
AFE TOTAL: 100.00% $0 $524,853
MERIDIAN,OIL INC. APPROVAL / .
Approved: 7 Approved: AN AN’
Title} roduction Engineer Date: Titlg: G%ologist 7 Date: Y/zr
Approved: M- k,.__-—— Approved: ‘ PPN
Title: Regervoir Engineer Date: {/78/9< Title: Ldnd c_~ Date: ¥)eg k
PARTNER APPROVAL
Company Name: Date:

Authorized By: Title:




Weil Name:; Seymour #7TA Prepared 8y: F.A. Seidelg

MERIDIAN OIL - DRILLING WELL COST ESTIMATE

Location: 2331N-9W Date: 8/@5/

Cty, State: San Juan, NM Approved By: ot
8fanco MV AFE Type: 01

Fieid:

Formation: MV Total Days: 9

Proposed TD: 5630 ' Area Team: 4/§ Inter. TD: 3228 '
Comments:

$38.16

PRLG-ZAY IRTANGIBLE DRICLING CUST

NBRSEAALRLAEBELBRBRABBEBYRRREN

3

SREN

Location/Roads - Pre-Construction
Location/Roads - Construction & Maintenance.............c.ceev.e
Location/Roads - Surface & Restoration

Move in/Move out

Contractor Fees - Footage.............coeesnee 5630 t@ $ 12 perft.
Contractor Fees ~ Daywork..........c.cceceuees ——="T days@$ TSZU  perday

Fire & Safety Equip.
Orilling Fluid Systems - Liquids.

Gas & Air Drilling g days@$ 1550 avg per day
" Drilling Fluid Systems - Processing EQUID.......ccccemcserennees -

Speciality Fiuids & Chemicals
Salt/Brine Water.
Onstte Fluid Disposal Services
Fresh Water
Bits

Primary Cementing
Remedial Cementing
Mud Logging

Wireline Logging - Open Hole 2 Logging Runs at inter and TD

Coring & Analyss.
FueUElectricity.
BOP & Wellhead Rentals (Surfaca)
Dril/Work String Rentals.
Fishing Tool Rentais .
Tank Rentals.
Other Rentals
Transportation
Offsite Disposal Services.
Drill Stem Tests,
Directional Services.
Tubular Inspection & Repair.
Cased Hole Services.
Production Testing
Swabbing, Coiled Tubing, & Snubbing
Stimulation.
Fracturing
Casing Crews & Laydown
Gravel Pack/Sand Control
Consuitants.
Engineering/Lab/Technical Contract Services............cceuccvenene
Roustabout Labor
Misceilaneous.
Communication Systems
Packer Rental
Pumping Charges - Other
Environmental Comptiance (Assessment)
Environmental Compliance (Remediation)
Company Supervision & Overhead
TOTAL INTANGIBLE DRILLING COST

TANGIBLE DRILLING COST
Casing (COPAS Price)

250 FT 9S/8° 360# K55 § 31568 /tt

3228 FT 7 - 20# K55 $ $9.01 /m

2552 FT 412" 105#% KS5 § $490 /t

FT " n

Tubing (COPAS Price)
FT

.............................

*

n
t
n

FT

FT -»
Packers, Screens, & Bridge Plugs
Casing/Liner Equipment
Tubing Equipment
Wellhead Equip & Xmas Tree.

TOTAL TANGIBLE DRILLING COST

TOTAL DRILLING COST ESTIMATE
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Meridian Ol Inc.
Completion Estimate

Weil Name: Seymour #7A Prepared By: TIM
Location: SE/4 Section 23, TIIN-RIW Date: 8/11195
AFE Type: ev rittin Agproved By: F27N
Formation: Mesaverqe Oate: e ’ ( ( géi
intangibie Costs
Estimated Days: 7 Total
Account Mesaverde Estimated
Number Cost Cost
249
02 _ocation, Roads or Canals 0
o3 Construction and Maintenance 1,650 1.650
o4 Surface Restoration 1,500 1,500
oS Move-in, Move-out 8,000 8,000
06 Feas of Contractor - Footage [}]
o7 Feas of Contractor - Daywork 29,400 29.400
08 Fire and Safety Equip. 0
09 Orilling Fluid System - Liquids 0
10 Gas and Ar Drilling 10,750 10.750
1 Pr g and Mai Equipment 1]
12 Specialty Fluids and Chemcais 5,500 5.500
14 Sat/Brne Water Q
15 Onsite Disposal Sve. 0
16 Frash Water 8,800 8.800
17 Bits 1.200 1.200
18 Primary Cement & SvC's 0
19 Remediai Cementng 0
20 Mud Logging 0
21 Wireline Logging-Open Hola 0
2 Coring and Analysis 0
23 FueVElectricity 2.520 2.520
24 BOP & Wellhesd Rentais(Surtace) Q
25 Drill Work String Rentais (Surfacs) 500 500
26 Fishing Tool Rentals 0
27 Tank Rentals 3.150 3,150
28 Other Rentat 2.000 2,000
29 Transoonation 500 500
30 Offsite Oisposat Service Q
31 Drift Stem Tests 0
2 Directional Sve. [{]
3 Tubular inspection 0
34 Cased Hole Services 8,000 8.000
36 Production Testing [4)
k14 Swabbing & Coiled Tubing []
38 Stimutation 2,000 2,000
39 Fractuning 115.000 115,000
40 Casing Crews and Laydown 0
41 Gravei Pacx/Sand Control 0
42 BOP Testing 0
43 Consuitants 3,150 3.150
44 Technical Contract Svc, ]
4S Roustabout Labor 250 250
48 Miscailaneous 0
43 Communication Systems 0
49 Packer Rental 5.000 5.000
S0 Pumping Chargas 0
60 Oper. Owned Equip/Faciiities 0
62 Env. Compliance-Assesament Q
a3 Env. Compliance (Remediation) 0
&5 Company Vehicles 0
63 Direct Labor 0
69 Benefits Q
70 Payrol Taxes and insurance 0
be] Overhead (Contingency 5%) 11,764 11.764
T4 Employee Expensae Q
L] Empioyes Meals )
Total intangibles 220,634 0 220,634
Tangible Costs
80 Casing 0
a1 Tubing ang Tiebacks 18,600 18.600
82 Packers and Brdge Plugs 0
84 Casing/Liner Equipment 0
as Tubing Equipment 1,100 1.100
86 Waeilheada Equipment & Tree 6,700 6,700
Total Tangibles 26,400 Q 26,400
Total Compietion Cost 247,034 [1] 247,034




Meridian Qil Inc.
Facilities Estimate

Well Name: SEYMOUR 7A Prepared By: G. L. OSBORNE jp{a
{ocation: SW/4 SEC. 23, R31N. ToSw Date: 8/15/95
AFE Type: NEWDRILL Approved By:
Formation: MESA VERDE Date:
Tangible Costs
Estimated Days: Total
Account Facilities Estimated
Number Cost Cost Cost
247
02 Labor-Contract, Roustabout, Consuitants 8,000 8,000
03 Company Vehicles 0
08 Location, Roads & Canais 0
12 Qverhead 0
17 Damages, Property Losses 0
20 Equip. Coating and Insulation 0
26 SWO Filtering g
27 Separators 18,000 18,000
Evaporator 0
29 Pumping Units 0
31 Prime Mover 0
32 Tanks 8,500 8,500
Kk Metering Equipment 0
34 Flow Line 4]
36 Building 0
39 Flowlines, Piping, Valves & Fittings 7.500 7.500
43 Safety 0
44 Technical Contract Sve. 0
47 Rental Compressors & Maintenance 0
48 Rentai Equipment 0
49 Cathodic Protection 12,000 12,000
50 Right Of Way 0
51 Minor Pipelines 0
53 Surface Pumps (chemical) 0
54 Electrical Accessories 0
55 Miscellaneous-Facility Expense 1,000 1,000
57 Pulling Unit Costs 0
60 Oper. Owned Equip/Facilities 0
62 Env. Compliance-Assessment 0
63 Env. Compliance (Remediation) 0
68 Direct Labor 0
69 Benefits 0
70 Payroil Taxes and Insurance 0
72 Overhead (Contingency 5%) 3,000 3,000
81 Tubing 0
82 Rods 0
83 Downhole Pumps 0
84 Alternative Artificial Lift Equip. Q
86 Convent Adtificial Lift Weilhead Equip. 5,000 5,000
88 Communication Systems 0
g5 Employee Meals 0
96 Gas Dehydrator 0
Total Facility Cost 0 63,000 63,000
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November 21,1995

Meridian Qil, Inc.
P.O. Box 4289
Farmington, New Mexico 87499-4289

Attention: Mr. Alan Alexander

NM744 NM 1
£/2-Section 23-31N-9W

San Juan County, New Mexico
Proposed Seymour #7A Well

Dear Alan,

Four Star Oil and Gas Company is in receipt of Meridian's application for compuisory pooling
dated November 8, 1995 (received November 13, 1995} covering the captioned well.
Additionally, Four Star Oil and Gas Company is in receipt of Meridian's proposal dated
October 31, 1995 (received November 6, 1995) for the drilling of said well.

As you are aware, Meridian originally proposed this well on January 27, 1993. Texaco
responded on March 19, 1993 with requested changes to the proposed Operating Agreement
as presented by Meridian. Meridian, following up with their letter of April 12, 1993, asked for a
response from all parties and only mentioned the fact that Texaco had requested changes to
the Operating Agreement. The requesied changes to the Operating Agreement were never
addressed. Once again, on September 2, 1993, Meridian requested a response from all parties.
Texaco responded on September 30. 1993 indicating that at that time, this well did not meet
Texaco's economic requirements. Please note that our files do not indicate Meridian
attempted to discuss a farmout. frade or sale pursuant to Texaco's decision not to participate
in the drilling of said weil.

Four Star Oil and Gas Company {successor in inferest o Texacoj has recently received
Meridian's “new" proposal dated October 31, 1995. Once again, it should be noted that none
of the changes to the Operating Agreement criginally requested by Texaco in 1993 have been
addressed.

Although Four Star Qit and Gas Company appreciates the fact that Meridian wishes to drill this
well in a timely manner, you should be aware that Four Star Oil and Gas Company is currently
evaluating this new proposal and that Four Star Qil and Gas Company intends to respond in a
timely manner. However, the fact that Meridian has chosen to initiate compulsory pooling



Meridian Qil, Inc.
November 21, 1995
Page Two

proceedings immediately after sending out their new proposal without attempting to contact
all parties (except for the proposal dated October 31, 1995}, only works to undemine the
cooperation needed for all parties involved. In fact, it appears that pursuant to that certain
Operating Agreement dated April 10, 1953 goveming all operations on this property {E/2 of
Section 23-31N-9W, San Juan County, New Mexico as to the Mesaverde formation), Meridian is
preciuded from force pooling any party subject to said agreement. Unless amended,
modified or terminated by the mutual consent of all parties and as long as the
Communitization Agreement covering this property remains in force and effect, the 1953
Operating Agreement shall continue to govemn all operations on this property. '

Four Star Oil and Gas Company does not recognize Meridian's application for compulsory
pooling as being valid. Please feel free to fumish Four Star Oll and Gas Company with
documentation in support of your position should you not be in agreement with the
aforementioned facts.

Yours very truly,

(bt Hvtee—

Chuck Snure
Rocky Mountain Business Unit

CAS:bw

cc: William J. LeMay. Director
Qil Conservation Division
2040 8. Pacheco
Santa Fe, New Mexico 87505

W. Thomas Kellahin

Kellahin and Kellahin

P.O. Box 2265

Santa Fe, New Mexico 87504-2265

Williams Production Company
P.O. Box 58900
Sait Lake City, Utah 84158-0900

Doyle Hartman
3811 Turtle Creek Blvd., Suite 730
Dallas. Texas 75219



MERIDIAN OIL,

A Subsidiary of BURIINGTON RESOURCES

December 1, 1995

Four Star Oil & Gas Company
Attn: Chuck Snure

P. O.. Box 46555

Denver, CO 80201

RE: Seymour #7A Well
SE SE Sec. 23, T31IN, R9W
San Juan County, New Mexico

Dear Chuck:

In your letter dated November 21,1995, you addressed two main issues concerning the drilling of
the referenced well. The first issue relates to our original proposal to dnll the Seymour #7A well
under a new joint operating agreement submitted to the working interest owners under cover
letter dated January 27, 1993. As you were aware, Meridian was at that time considering your
suggested changes to the Operating Agreement. In your letter dated March 19, 1993, which
suggested certain changes (numbered 1 thru 6), you also indicated you were considering other
changes (refer to item number 6) and you would advise Meridian as to same at a later date. Since
both Meridian and Williams Production Company had executed the agreement with no changes
and Mr. Hartman would not respond in any fashion, we were waiting on both Texaco and
Hartman before responding to any changes. In your letter dated September 30, 1995, you
informed Meridian that our project did not meet Texaco’s economic guidelines and I assumed that
meant Texaco did not wish to join in the drilling of this infill well. Since Texaco was not going to
join in this well (i.e. not execute the JOA) the requested changes by Texaco became moot.

The second point raised in your letter concerned the April 10, 1953, joint operating agreement.
This agreement covered the drilling and operation of the Seymour #7 well. Meridian supports
Four Star’s position that the 1953 agreement originally did cover all operations for a single well
on the dedicated spacing unit. This fact changed on November 14, 1974 (refer to NMOCD Order
R-1670-T) when the State of New Mexico changed the spacing rules for the Blanco Mesaverde
Pool by allowing the drilling of infill wells. Since the spacing unit is no longer solely dedicated to
the Seymour #7 well and the 1953 agreement never contemplated nor allows the drilling of an
infill well, a new agreement is necessary. Meridian proposed to amend this agreement by offering
a new joint operating agreement. You will notice that the joint operating agreement forwarded
under cover letter dated October 31, 1995, does allow for an owner to non-consent the initial well
(Seymour #7A) and if Four Star would like to non-consent or join in this well under the
agreement, we would once again be willing to consider changes to the proposed agreement.
Meridian would in fact encourage Four Star’s execution (joinder or non-consent) of the
agreement since that is preferable to an election under a force pooling order. Although not our
normal procedure, if Four Star is interested in selling or farming out its interest we would
consider such a proposal.

P.O. Bax 4289. Farmungton. New Mexico 87493-4289, Telephone 505-326-3700, Fax 505-326-9833
3535 East 30th St., 87402-2891



Four Star Oil & Gas Co.
Atm: Chuck Snure

Dec. 1, 1995

Page 2

If you have any further questions concerning the drilling of this well, please don’t hesitate to
contact the undersigned at (505) 326-9760.
Very truly yours,

o Aot

RS X AT

Senior Land Advisor

NM-9435

XC: Tom Kellahin



wiLLIAMS PRODUCTION company Jl)

OWE OF THE WILLIAMS COMPANIES, INC.

PROD-0-014-96

JANUARY 11, 1996

Meridian Oil Inc.

ATTN: Alan Alexander
P.O. Box 4289

Farmington, NM 87499-4289

Re:  Seymour #7A Well
SE/4SE/4 Sec. 23, T31N, R9W
San Juan County, New Mexico

Dear Mr. Alexander,

To Follow up our telephone conversation, Williams Production Company agrees with Meridian that
the April 10, 1953 operating sgreement for the Seymour #7 well does not cover subsequent drilling
operations and a new Joiut Operating Agreement is needed for the drilling of the Seymour #7A well,
Williams Also agrees that if all Working Interest Owners will not execute a new Joint Operating
Agreement for the drilling of the Seymour #7A well then Meridian should force pool the non-joining
parties.

Sincerely,
.

Vem Hansen

Senior Landman

cc: Darre'll Gillen

file: Seymour#7A

One Williams Center ¢ R O. Box 3102 ¢ Tulsa, Oklahoma 74101
(918) 588-4592
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. "y STATE OF NEW MEXICO . -\
EN. Y AND MINERALS DEPARTMEN. _
O, CONSERVATION DIVISION

4
IN THE MATTER OF THE HEEARING
CALLED BY THE OIL CONSERVATION
DIVISION FOR THE' PURPOSE OF
CONSIDERING: )

CASE NO. 8606
Order Ho. R-8013

APPLICATION OF DOYLE HARTMAN FOR
SIMULTANEOUS DEDICATION AND
COMPULSORY POOLING, LEA COUNTY,
NEW MEXICO.

ORDER OF. THE DIVISION

BY THE DIVISION:

subject matter thereof.

This cause came 6n for hearing at 8 a.m. on July 2,
1985, at Santa Fe, New Mexico, before Examiner Gilbert P.
Quintana. .

NOW., on this__ 20th day of August, 1985, the Division
Director, having considered the testimony, the record, and
the recommendations of the Examiner, and being fully advised
in the premises,

FINDS THAT:

(1) Due public notice havxng been given as required
by law, the Division has jurisdiction of thls cause and the

-

(2) The applicant, Doyle Hartman, seeks an order
pooling all mineral interests from the surface to the base
of the Jalmat Gas Pool underlying the NW/4 of Section 8,
Township 24 South, Range 37 East, NMPM, Lea County, New
Mexico, forxming a previously approved l60-acre non-standard
spacing and proration unit in the Jalmat Gas Pool,

(3) The applicant proposes to simultaneously dedicate
gaid gas proration unit to his existing E. E. Jack Well No.
1 located 1980 feet from the North line and 660 feet from
the Wast line (Unit E) of said Section § and his proposed
E. E. Jack Well No. 5 to be drilled at a standard location
within said unit.

(4) Marilyn A. Tarlton, interest owner in the subject
proration unit and trustee of the surviving trustor's trust

of the Lortscher Family Trust, dated Novemt
has not agreed.to the drilling of said E4~E Tk e {}No. 5.

08
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(5) vadence was presented showing that an operating
agreement entitled, "Operating Agreement", dated January
16, 1951, covering the subject unit area, was entered jinto
by anc between Howard Hogan, operator, and -Charles T.
Scott, Hareold S. Russell, Herbert J. Schritz, and F. D.
Lortscher, non-operators.

(6) Said operating agreement was modified December
15, 1954, by an agreement entitled, "Modification of
Operating Agreement" and was entered into by and between
R. Olsen, operator, and the same non-operators in Finding
No. (S5) above;

(7) The applicant, Doyle Hartman, controls 66.667
percent of the subkject proration unit, including the titles
of Howard Hogan, R. Olsen, Herbert J. Schmitz, and Charles
T. Scott, Jr.

(8) Marilyn A. Tarlton controls the title of F. D.
Lortscher, which 1s 20 percent of the subject proration
unit.

(9) Ms. Tarlton contends that the applicant, other
interest owners, and herself are gaverned by the operating
agresments in Findings Nos. (5) and (6) above, hereafter
referred to as the "Agreements."

(10) The "Agreenments" have prov*sxcns for the drilling
of additional wells on the subject proration unit, including
provisions for non-consent.drilling risk penalt es, drilling
supervision charges, and production superv151on charges.

(11) . The applicant failed to provide evidence to refute
that the' "Agreements® are not binding and do not govern the
operation of the subject proration unit.

(12) Because of a lack of evidence to the contrary, it
appears that the "Agreements" are current binding operating
agreenments for the subject proration unlt, having prcvisions
governing those issues to be addressed in compulsory pcoling

cases obviating the need for such a hearing in this case.

(13) The compulsory pooling portion of this applicaticn
should be denied.

(14) The simultaneous dedication portion of this.appli—

cation should be approved, provided the proposed new well
is drilled under the provisions of the “"Agreements."

0130508
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IT IS THEREFORE ORDERED THAT:

(1) The portion of the application of Doyle Hartman
seeking an order:pooling all mineral interests from the
surface to the base of the Jalmat Gas Pool underlying the
NW/4 of Section 8, Township 24 South, Range 37 East, NMPH,
Lea County, New Mexico, is hereby denied.

(2) The previously approved l60-acre non-standard
gas proration -unit, comprising the NW/4 of said Section 8,
shall be simultaneously dedicated to the proposed E. E. Jack
Well No. 5 and the applicant's E. E. Jack Well No. 1l located
in Unit E of ‘'said Section 8 provided the E. E. Jack Well WNo.
5 is drilled under the terms of the "Agreements.¥

(3) Jurisdiction of this cause is retained for the
entry of such further orders as the Division may deem
necessary.

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

— STATE OF NEW MEXICO
OIL-CYNSERVATION DIVISION
Ve .

. . A
R. L. STAMETS
Director )

£a/

0130510 .



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

IN THE MATTER OF THE APPLICATION CASE NO. 11294
OF SANTA FE ENERGY RESOURCES, INC.

FOR COMPULSORY POOLING,

LEA COUNTY, NEW MEXICO

MOTION TO DISMI
Comes now PHILLIPS PETROLEUM COMPANY ("Phillips"), by

its attorneys, Kellahin and Kellahin, enters its appearance in this case as an
interested party in opposition to the Applicant and moves the Division to
dismiss this case because the Applicant, Santa Fe Energy Resources, Inc.,
has violated Section 70-2-17(C) NMSA (1978) by instituting an application
for compulsory pooling for a spacing unit one-half of which is already
committed to another spacing unit and by filing said application prior to
proposing the well;

And in Support States:

(1) On February 3, 1995, Santa Fe Energy Resources, Inc.

("Santa Fe") requested a term assignment of Phillips

Petroleum Company’s ("Phillips") interest in 480 acres in

parts of Sections 21 and 27, T21S, R33E, NMPM, Lea

County, New Mexico.

(2) On March 28, 1995, Phillips responded it was not
interested in assigning its 480-acre interest to Santa Fe.

EXHIBIT "G“



Phillips Petroleum Company
Motion to Dismiss Case 11294
Page 2

(3) On April 28, 1995, Santa Fe proposed the voluntary
formation of a five (5) section exploratory unit including
Phillips’ 480-acres with the initial unit well to be drilled on
Phillips’ acreage in the SW/4 of Section 27. See Exhibit "A".

(4) However, at no time prior to May 9, 1993, did Santa Fe
propose the formation of a single 320-acre gas spacing unit
consisting of the W/2 Section 27 for a well other than as part
of the five section exploratory unit or as part of a 480-acre
assignment or farmout deal.

(5) On Tuesday, May 9, 1995, counsel for Santa Fe filed a
Compulsory Pooling Application with the Division seeking to
pool the W/2 of Section 27 as a 320-acre Morrow formation
gas spacing unit in which Santa Fe controls 25% (the
N/2NW/4) and Phillips controls the remaining 75% See
Exhibit "B" attached.

(6) On Thursday, May 11, 1995, Santa Fe sent a letter to
Phillips which is referenced "Abe Exploratory Unit" and in
which Santa Fe again proposed the voluntary five section
exploration unit or the inclusion of Phillips’ interest as part of
a multiple well program.

(7) On that same day, May 11, 1995, Santa Fe also sent
notice to Phillips that Santa Fe had filed with the Division a
compulsory pooling application for the W/2 of Section 27,
T21S, R33E, NMPM, Lea County, New Mexico.

(8) The W/2 spacing unit for Section 27, for which Santa Fe
seeks to have the Division issue a compulsory pooling order,
is not available for pooling because the SW/4 of Section 27
has already been consolidated on a 100 % voluntarily basis and
dedicated to a S/2 spacing unit for the drilling of Phillips’
Phillips State Well No. 1 in Unit (N). See Exhibit "C"
attached.



Phillips Petroleum Company
Motion to Dismiss Case 11294
Page 3

WHEREFORE Phillips Petroleum Company requests that the
Division Hearing Examiner grant this motion and dismiss Qil Conservation

Division Case 11294 because:

(a) The New Mexico "Statutory Unitization Act" (Section 70-
7-1 through 70-7-21 NMSA (1978) is available only for
secondary recovery and pressure maintenance projects and
cannot be used for exploratory units;

(b) Section 70-2-17 NMSA (1978) is applicable only for those
instances in which a spacing unit is available and the parties
in that spacing unit cannot agree to pool their interests;

(c) In this case, the S/2 of Section 27 is already committed
on a voluntarily basis for a well and therefore SW/4 cannot
be made the subject of a W/2 compulsory pool case without
violating the provisions of Section 70-2-17 NMSA (1978);

(d) Santa Fe filed its Compulsory Pooling Application prior
to properly proposing the subject well as part of a single
spacing unit; and

(e) Contrary to the custom and practice before the Division
and in violation of Section 70-2-17 (c) NMSA (1978), Santa
Fe has instituted compulsory action against Phillips seeking to
form a spacing unit which cannot be approved by compuisory

olin
W. Thom'as Kellahin | Reese B. Copeland, Esq.
Kellahin & Kellahin Phillips Petroleum Company
P. O. Box 2265 4001 Penbrook, Suite 216

Santa Fe, New Mexico 87504 Odessa, Texas 79762-5972
(505) 982-4285



Phillips Petroleum Company
Motion to Dismiss Casc 11294

Page 4
YERIFICATION
State of Texas )
)ss.
County of Midland )

Comes now James S. Welin, being first duly swarn, upon his cath
deposes and states: That he is the Petroleum Land Manager for Phillips
Petroleum Company, Odessa, Texas. that he has read the foregoing
pleadings and know the contents thercof, and that the same is true and
correct of this own knowledge, informaton and belicf.

James S. Welin

SUBSCRIBED AND SWORN to before me by James S. Welin, who
personally appeared before me this 2{%ay of May, 1995.

b, M lalazn
Notary Public

My Commission Expires: Qg%._li‘gj_(,

ARDA N, WATSON ii
Seal @ MY COMRION VRS
Aaguet 18, 1908

CERTIFICATE OF SERVICE




Exhibit "A"
Santa Fe Energy Resources, Inc.
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"CAMPBELL, CARR & BERGE,

CanvyeERS

MICHACL 8. CAMNaCL,
WiLLiAM #7 Camm
BRAOFCOD C. 8CAGE

MICHALL m, PELIICWEAT
TAMYA M, TAUSILL.O
TaMMIS (. FOX

JACK M cCamAgCLL
CF CIUNRTL

HAND-DELIVERED

William J. LeMay, Dircctor
Oil Conservation Division

New Mexico Department of Energy,

Minerals and Natural Resources

2040 South Pacheco Strest
Santa Fe, New Mexico 87505

May 9, 1995

JEFEEHRON SLaCT
SUITC 1 - (1O MNORTM GUADALURC

AQST CFMiICL BOX 22048

SANTA FE. NEW MEXICO 87%04-2208

TRI APHMONE: (SOS] 988442

TCLECOM™CA: (SO 9‘?~‘g)-j
B LT |
w s |

H

OIL CONSERVATION DIVISION

/974

Re: Application of Santa Fe Energy Resources. Inc., for Compulsory Pooling,
Lea County, New Mexico :

Dear Mr. LeMay:

Enclosed in triplicate is the Application of Santa Fe Eacrgy Resourccs, Inc., in the above-
referenced case as well as a copy of a legal advertisement. Santa Fe Energy Resources, Inc.
respectfully requests thar this marter be piaced on the dacket for the June 1, 1995 Examiner

hearings.

Very truly vours,

L Ll

TANYA M. TRUJILLO

Enclosurcs
cc: Jim Bruce
Danita R. Walker

EXHIBIT
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] AMENDED REPORT

APPLICATION FOR PERMIT TO DRILL, RE-ENTER, DEEPEN, PLUGBACK, OR ADD A ZONE

1Oporatos name sad Addrosa ¢ OGRID Numoec
{11ips Petroleum Company 017643
01 Penbrook Street 3 APt Number
essa, TX 797962 300
¢ Proparty Cods 3 Propecty Name * Well Number
PHILLIPS-STATE 1.
! Surface Location
orlotno. | Section | Township | Range | Lot Ma Foot Gom te | Nocth/Soukh Line | Feet romthe | East/Wex Line Couay
N 27 218 33E 880* SQUTH 1980’ WEST LEA
! Proposed Bottom Hole Locadion If Different From Surface
»0f Jot Do, Section Township Rangs Lot kdn Fost from the Norb/South Line | Foat from the Bast/Wet line Councy
9 Proposed Pool { ¥ Proposea ool J
LEGE ATNKA-MORROW
1 Work Type Code 2 Well Type Code B Cable/Rotary Whsate Type Codo 13 Ground Lavel Flovasion
N 2] R s 3707
16 Multiple 17 Proposed Dept 2 Rormations ¥ Conrscwoe X Spud Daia
NG 15000° HORROY ADVISFE LATFR 10-1-98
! proposed Casing and Cement Program
Hole Size Casing Siza Casing weigit/foct Seting Dopth Sacks of Comom Extimated TOC
17-1/2% 13=-3/8" 484 1800° 1720 SX SUREACE
12-1/4" 9-5/8" ang 2400° 860 _SY SURFACE
fe1/2% ” Y b 264 12000Q° A80 <X 4700
5-7 /8¢ 4-1/2¢ 13 54 11700 -15000° 160 SX 114000

Duscribe the propased program. I this application it to DEEPEN or PLUG BACK givo the data on the pretent productive zons ¢nd proposed new productive zooe.
scxibe tha blowout prevention program, if agy. Use sdditionsl sheets if oocessary

SE MUD ADDITIVES AS NEEDED FOR CONTROL.
JP - SEE ATTACHED SCHEMA

gﬂ\aﬁ

o=

o el emation give thave i s ua cormplets 9 he best OIL CONSERVATION DIVISION
e 5% %@é— Appror o
* name: L, M. sm Tide:
__nmmmu_smm Appom] D Eapinion Dete:
Phoas: Coaditions of Approval:
5/13195 915/368-1488 Anscted [] _
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STRICT I

1. Drawer 00, Artasia, NX 868210

'STRICT 11

Rie Hreses Rd., Astec. NM 87410

{STRICT IV

- SO% 2088, IANTA FT, XWX 87504 ~-2088

Statc of Now MeEXICO  —

w,mummw

Revread Februsey (0, 1994
lnsersetea oo dack

Submit W Appropriata Dumrmetr Office
dtatg Lense - ¢ Capres

Fee lLaaee =~ 3 Cogiex

OIL CONSERVATION DIVISION
P.0. Box 2088
Santa Fe., New Mexico 87504-2088

X AMENDED REPORT

WELL LOCATION AND ACREAGE DEDICATION PLAT

AP{ Number Pool Cade Paool Name
RN1210 T1EGGE ATOKA = MORROW
Preperty Code Property Name l Weil Number
PHILLIPS STATE ' 3
QCRID Ne. Operater Name fleration
017643 PHILLIPS PETROLEUM COMPANY ] 3625
Surface Location
UL or let Ne. Section | Township Bange lae ldn Feet frem the North/South line Feat from the | Eagt/Vest line | Caunty
N 27 2t s| 33 € ' eeQ SOUTH tege | owEsT | LZa
Bottom Hole Location [f Different From Surface
UL er lot Ne. Secudon | Towneship Range Lot ida feet from the | North/South line Fest from the Last/Vest line County
Dedicated Actwe | Joiat or (afill Coneclidatian Code Order No.

320 AC

NO ALLOWABLE WILL BE ASSIGNED TO THIS COMPLETION UNTIL ALL INTERESTS HAVE BEEN CONSOLIDATED
OR A NON-STANDARD UNIT HAS BEEN APPROVED BY THE DIVISION

OPERATOR CERTIFICATION

1 heredy cortify e SAe snfermason
CoOnlawed Aavewh U (rus and compiste (8
Yot of My knewisdde ond beilaf.

ot sl

Signature

L. M. _Sanders
Printed Name

REGULATION SPECIALIST

Title

MAY 18,

Date

19435

SURYEYOR CERTIFICATION

1 Revedy eareipy that the well lecarien seun
m vos plal wes patied frem Nald nates of
wlusi vy Wass by " 7 wRder My
suPpeTVIeen, ond (Aal A mme o3 lrwe Ind
corvect (o (A b2t of My deilerf.

MAY 32, 1995
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STATE OF NEW MEXICO
ENERGY, MINERALS, AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

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

CASE NO. 11294
Order No. R-10383

APPLICATION OF SANTA FE ENCkGY
RESOURCES INC. FOR COMPULSORY
POOLING, LEA COUNTY, NEW MEXICO.

ER D 1

YT I

This cause came on for hearing at 8:15 a.m. on June 1, 1995, at Santa Fe, New
Mexico, before Examiner David R. Catanach.

NOW, on this 2nd day of June, 1995, the Division Director, having considered the
record and the recommendations of the Examiner, and being fully advised in the premises,

FINDS THAT:

The applicant's request for dismissal should be granted.

IT IS THEREFORE ORDERED THAT:

Case No. 11294 is hereby dismissed.

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

STATE OF NEW MEXICO
OIL CONSERVATION DIVISION

WILLIAM J. LEMAY
Director



