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Linion Texas 3860 Limcoin Suiopt
Petro'eum Denver, Colorado 80295

December 15, 1982 ) BT |

Mr. Joe 0. Ramey

Director

0il Conservation Division

New Mexico Depi. of Energy and M1nerals
P.0. Box 2088

Santa Fe, New Mexico - 87501

RE: New Mexico Conservation Division Case 7509 Order No.
R-7033 Compulsory Pooling

Dear Mr. Ramey:

Pursuanl to the above order No. and the pooling order, please find enclosed
revised cosl estimales for the State Com 31-8 well. The estlimates are for
single Dakota and Mesaverde wells and for a dual Mesaverde/Nakota well.
These estimates although similar o those previously sent represent the
cost savings that are apparent in the present economy.

Pursuant to the order we have also forwarded amended estimates to Mr.
Riggs. The Dakotia Formation has been completed and we are at the
preseni time running compression tést on the Mesaverde Formation prior
{0 FRAC. \

We have nol been able as of this date to put together actua] costs for
the Dakota Formatijon and obviously not for the Mesaverde.

Should you have any questions, please feel free to contact me.

Yours iruly,

(.
T. Kent Wooll
Landman
TKW/rbk

Enclosure

SR AR @u‘lm Company




k] UNION TEXAS PETROLEUM

(] oTHER
WELL COST ESTIMATE GATE
[s?\:gf_ﬁl 12 {u-2} ] 11/9/1982
LEASE NAME WKL HO. Fi€LD OR ARM®A COUNTY STATE
_State Com 31-8 #1 Blanco Mesaverde San Juan New Mexico

GROSS ACRES IN LEASK

COCATION
S“ 1/4, SHW 1/4, Sect.ior 2,‘ T31N-R8Y ’(surn.e:»;cuv NO.
. w/o no. ESY. TOTAL DEPTH AV T rO.{2-7) ]| tExsE NO.
[ naw | [ exeLoratory | [;] DEVELOPMENT 6300" )
OIRECYTIONS TO LOCATION
_____ TANGIBLE EQUIPMENT SOURCE 13 (1.2
Ac(cl?::;" DESCRIPTION é QUANTITY PRICE PR(?-;:())’;:?’ER Dnlg?t‘s’?;—t
8-6/8" 243 K-55 STAC 250 [14.14 3,600 3,600
o 5-1/2 15.5# K-55 LT&C 6300 9.64 60,700
£
2 [ Casing Hardware 3,600 800
(8]
10-589-12 TOTAL CASING 67 ‘900 _4_‘400
Casing Head 1,500 1,500
Wellhead & Tree 10,000
2-3/8" 4,70# J-55 EUE Tbg 6300 - 4,17 26,300
300 Bb1 Tanks 2 4000 8,000
. Production Unit 1 12,500 | 12,500
2 .
g Misc & Contingency 5,700
=
oo
X
’_ .
s
X
-
o
[ '
» g ':»;“ :Ii‘ i N
= — —
< 1 “'*\,: iy
w IR 1 - T3
2 p— L 30 den |
< s T — l.g i
g oo C"‘ vy o "/i -
. g &y 'i?—.frgf‘[g JLSH
)—
1590910 " TOTAL EQUIPMENT OTHER THAN CASING 64,000 1 W
' TOTAL YANGIBLE COSTS 131:900 5,900
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WELL COST ESTIMATE — ccnurinuarion sucer

|
l

WELL NAME

State Com 31-8 #1

" INTANGIBLE COSTS

GRAND TOTAL (GROSS)

c T'VHT -
UNION TEXAS | %

I ) PRODUCER URY HOLE
ACCOUNT DESCRIPTION g auanTITY| PRICE Gose AR
°§= Turnkey Drilling Cost
Juy Footage F1.@ Per Fi
ax> o 5300 10,50 -665200————665200-—
g;z Day Work W/DOP a Days @ g reny Per Day 21.0 |
ag% Day Work WOJ/DP Days @ Per Day 215000 A15000
$0-310-21 TOTAL DRILLING CONTRACTOR SERVICES 87-;*200‘ 00
18- 310-31 8its and Diilling Equipment Rental
e e
SE : Po l gF 1 and Wate 14 '500_‘_”—91"000——
'y 1631932 wer, ruei a ater { P
Ea 134-310+3) Other Materials and Supphes -—-—{—2—,—{?29«» g—,—(}gggg
xg 8 A A =y
TOTAL MATERIALS AND SUPPLIES 21 _£00 14 AN
A A A - Aad" A"
t8-310-38 Orillsite Preparation 19:999 1&:(}@9
18-310-3¢ Equipment Rental 5)999 2 ,999
18-310-38 Logging and DST 14..000 14 ,909
18+310-37 Cemenging Services and Cement 1‘5:999 2’599
® 18-310-38 Fracing Seivices 26 00N
3 18-318-39 Perforating Services k] 6"’00"0 _
S 12-316- 10 Squeezing Services 5.006.
5 18-31G541 “Acidizing Services - g',gng S8 AP
@ 13-310-42 Trucking Sarvices 12 a00
2 : 12,000.. 65000
0 18-310-48 Welding and Roustabout 10 000
s 18-310-37 Customs Clearance Ty
g 18-310- 48 Diving Services
'z' 15+ 31329 Supply Boat Expense
8 12-350-30 Drilling Consultants / Wellsite Geologists
18-310-351 Mobilization
18-3i0-52 Demobitization . :
15-310-43 Other Services 11,000 3,600
L4 kd
TOTAL CONTRACTOR SERVICES 123000 37 000
2s Backfitl Pits—Restore Location
E;E Completion Unit 1() Davs @ 295 Per Day 29 60N
W3 ”
5:.':
Se®
18-310-24 TOTAL COMPLETION & CLEANUP SERVICES 29 500 (-
Field Supervision 22 Days@$200 /Pav 12 drlg 4.400
Houston, Overhead??  Days @ $1(Q( /Day 2 200 1200
[*] -y ¥
58
:a‘z;g 18-310- 16 ; TOTAL OVERHEAD 6,600 3,600
;u: District Expense Days @S /Day
85: Geological Expense Days@$ {Day - .
8
5 , ,
$4-318-43 TOTAL COMPANY LABOR AND EXPENSES () s
) TOTAL COMPANY LABOR, EXPENSE, OVERHEAD 6,600 3,600
rx|  1s-e38-00 TOTAL SALES TAX -0= Q-
" YOTAL INTANGIBLE COSTS
v 270,800 147 .,400
TOTAL TANGIBLE COSTS (From Page 1) : L
131 'QQQ 5.800




K3 UNION TEXAS PETROLEUM

[} oTHER : .
WELL COST ESTIMATE . \ OATE
N [XILE BT TRV : ' 11/9/1982
LEASE NAME WEILL NO. FILLD OR ARLE A COUNTY STATE
State Com_31-8 #1 Basin Dakota San_ huan. New Mexico
LOCATION GROSS ACRES IN LE ASFE.
SW 1/4, SW 1/4, Section 2, T3IN-R8W - SUPPLEMENT 1.
WIO_ RO, EST. TOTAL DEPTH AT MG, 1!-7' 13] LEASE NO.
[ nzw | (J exvronarony | [J) oeveLopment 8300" ‘ : —_]
OIRLCTIONS TO LOCATION
TANGIBLE EQUIPMENT SQURCE 13 (1-2)
AC(C.?::;‘T DESCRIPTION é QUANTITY PRICE Pn:%?)‘{;'sg D,?((;IOT%?'LL
8-5/8" 244 K-55 ST&C 260 434 | 3 600 3,600
o 5-1/2 15.5# K-55 LT&C 8300 9,64 80,000
2
a Casing Hardware ’ 5,000 800
O
1859913 - TOTAL cASmc - 88 .600 4,400 J
Casing Head( ‘ 1,500 1,600
Wellhead & Tree 10,000 ‘
2-3/8" 4.70F J-55 EUE_Tbq 8300 4.17 34,500
7300 Bbl Tanks = 2 4,000 8,000
o Production Unit 1 12,500 12,500
2 : :
g Misc & Contingency 6,600
s o ) .
=3
X
-
[ 4
w
X
[
[e]
[
]
&
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Z
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PR TOTAL EQUIPMENT OTHER THAN casms’
vovaL TANGIBLE £,OSTS ©

VYP-s83-0




WELL NAME y
WELL COST ESTIMAT [~ convinuarion sieer HhHARE State Com 31-8 #1

INTANGIBLE COSTS

T PRODUCER DRY HOLE
ACCOUNT DESCRIFTION g Quantiry| erice ‘C'f’fa', ?,?,':,‘,
.,gs iutnkey Drifling Cost .
54 Footge __g30p  _FLOQ,60  Perft 87,200 | 87,200
ise Day WorkW/OP 4 Days &26() Per Day 21,600 21,000
9 Day Work WO/DP Days @ Per Day ‘
ve-310-21 TOTAL DRILLING CONTRACTOR SERVICES 108,200 108,200 ‘
. 19-110-38 Bits and Drilling Equipment Rentat 1 1000
:_!, 13-313-130 Drilling Mud and Chemicats . 16,000 L 12,000
Eg 12316732 Power, Fuel and Water 15,000 10,000
5; 18-313-33 Other Materials and Suppties ) ) 3,200 2,200
z
“ TOTAL MATERIALS AND SUPPLIES 35,200 24,200
18-310-34 Drillsite Preparation 10 ,000 10,000
18- 210738 Equipment Rental 8,000 2 ,000
sa-312-35  { Logging and DST 15,000 15,000
18-210-37 Cementing Services and Cement 14 ,000 2,500
" 18-31c-38 Fracing Services 55,000 -
3 12-310-39 Perforating Services . 10,000
; 18-319-40 Squeezing Services - H ,000
LI re-nie-n Acidizing Services - 8,500
: 1e-312-2z | Trucking Services 15,000 5,000
0 18-310-42 Welding and Roustabout : 10,000
5 13-210-47 Customs Clearance '
é 12-312~18 Diving Services
lz' 13- 310-49 Supply Boat Expense
8 18-310+33 Drilling Consultants / Wellsite Geologists
18-310 51 Mobitization
13-310-3z ' | Deinobilization ‘ .
1831043 Other Services ’ : ' 15,000 3,500
TOTAL CONTRACTOR SERVICES 165,500 38,000
2a Backfill Pits—f2store Location -
E:z’s CompletionUnit 10 Days® 2250 Per Day 22,500
b3t
3o » o
S T e ae TOTAL COMPLETION & CLEANUP SERVICES 2¢,200 ~0-
Field Supervision 2D Days@®S$ 200pay 15 drl J 5,000 3§O.UU
Houston, Oveshead 25 Days @ $ IOODay ) 2 s 500 I ’500
g2 :
1 I, TOTAL OVERHEAD 7,500 4,500
;’:.E District Expense, Days@$ IDay .‘
8§o Geological Expense - Days @ $ /0ay B .
5° ‘
18-310-43 . TOTAL COMPANY LABOR AND EXPENSES ~J- ~U-
TOTAL COMPANY LABOR, EXPENSE, OVERHEAD' 7,500 4,500
wex]  qe-sss-00 ' TOTAL SALES TAX =V~ =U-
TOTAL INTANGIBLE COSTS ‘ 338,900 174,900
TOTAL TANGIBLE COSTS (From Page 1) 161,800 - 5,900
GRAND TOTAL (GROSS) - 500’700 : 180 ’800
B {o-t2) T -y {22-30)
UNION TEXAS % :

UYe-984-0




[ UNION TEXAS PETROLEUM

‘ (] OTHER e
WELL COST ESTIMATE DATK
[sovmce] v (2] | 11/9/1982
LEASE NAME wELL NO., FIELD ORf AHEA COUNYY SYATE
LOCAHDEACOm_Blzs~#L-~_~_Blanco_uesavende~&,BashLiwkota~_»_Saa_Juan~_~__~___?ssggyaﬁgﬁiggﬁ?—w«
SUPPLEMENT HO,
JMJHM”SQCUMM w/O NO. EST. YOTAL DEPTH ae1t NG, (3-7) :‘_s( LEASE NO.
BEEAEN EXPLORAT(-)-F::LV r_;] DEVELOPMENT 2300° .
OIRECTIONS O LOCATION -
TANGIBLE EQUIPMENT . SOURCE 13 11-2)
AC(C'?::;‘T DESCRIPYTION é QUANTITY PRICE P"“%Egihﬂ DR(:::EHS,?]L&
" - 4 250 _ 122.83 5,700 5,700
o 7 _5/8" 26,44 K-55 LT&C 5050 15.81 79,800 79,800
<
'Z’ 5 172" 15,5# K~55 LT4C 3400 9.64 32,800
Q
. Casing Hardware 6,800 6,300 ‘
Liner Hanger 5,000 |
Te-s0713 ' ‘ TOTAL CASING 130,100 91,806
Casing_Head : 1,800 1,800
Wellhead & Tree 18,000
2;318“ 4,70# J-55 EUE Tbg 14200 4,17 59,200 B
Tank Batteries o 2 4000 8,000
. Production Units ' | {2 T (12,500 | 23,000
g ,
2 Downhole Equipment 15,000
(8]
§ Misc & Contingency ’ 7,500
&
X
5
IS
&
,E
- /D
o]
0
[a] PR,
4
z .
(%]
£ %3
[+e]
>
[~
| o
15-509-70 TOTAL EQUIPMENT OTHER THAN CASING N . 13Z,500. 1,300 i
‘ TOTAL T: NGIBLE COSTS 1 262,600 93, =

uTrgas-0




WELL COST ESTIMATE — continuaTion siser

WELL HNAME

State Com 31-8 #1

INTANGIBLE COSTS

|
ORY HOLL l
|

X PROOUCER
ACCOUNTY DESCRIPTION g QuanTiITY| PRICE f‘?f; f'?s‘:')
g§= L_"!'__urnkey Orifling Cost [
EES.; Footage 2100 FL.& 9 an Pes Ft. 103,800 103,800
144 Day Work W/DP 4 Davs @240} Per Day 21000 | 21.000
03' Day Work WO/DP Days @ Per Day
18-310-21 TOTAL DRILLING CONTRACTOR SERVICES 124 .800 124800
. 19310208 8its and Drilling Equipment Rental fnnn i
:‘;5 18- 31910 Dritling Mud and Chemicals 20:000 --15,000
gg 172 310-02 “ Power, Fuel and Water ; 17 000 },L_QQQ____
;E 1831033 Other Materiais and Supphei 3,800 | 2.700
- TOTAL MATERIALS AND SUPPLIES 41,800 29,700
18-310-32 Drillsite Preparation 10.000 10,000
18-310-38 | Equipment Rental 10,000 2,000
18- 210-33 Logging and DST 15,000 15,000
Te-310-37 Cementing Sérvices and Cement _ 19.000 12,000
@ 18-310-38 Fracing Services 17,000
3 15-210-3 Perforating Services 16 ,000
; 1e-310-40 Squeezing Services 10,000
E 16-319. &1 Acidizing Services 14,000
: 15-310-22 Trucking Services 18,000 310,000
o 1s-350-1¢ | Welding and Roustabout 10,000
E 16-310-47 Customs Clearance
; te-3t0-18 Diving Services
; $6-310-4% Supply Boat Expense
3 16-310-50 | Drilling Consultant: / Wl,ite Geologists -
18-310-5¢ Mobilization
18-310-52 Demobilization
18-310-43 Other Services 20,000 5,000
TOTAL CONTRACTOR SERVICES 219,000 54,000
3e Backfill Pits—Restore Location : o .
525 Completion Unit 20  Days® 2250 " Per Day 45,000
v Ey
4
(ol BTSTY TOTAL COMPLETION & CLEANUP SERVICES 45,000 ~0-
Fietd Supervision 38 oDayses 2000ay 18 drild 1,600 3,600
Houston, Overhead 38 Days@$ 1000Day 3 3 800 1 > 800
o
#0 - . )
§§§ 19-310-48 TOTAL OVERHEAD 11,400 5,400
;5: District Expense Days @ $ /Day
sgz Geological Expense Days@ $ {Oay . 3
$-310-43 TOTAL COMPANY LABOR AND EXPENSES ~0=" - "?O“. .
TOTAL COMPANY LABOR, EXPENSE, OVERHEAD 11,400 5,400
rex] 1363600 TOTAL SALES TAX =0- -0~ ‘
TOTAL INTANGIBLE COSTS g 442 ,0(’0 B 213 ,900
TOTAL TANGIBLE COSTS (From Page 1) 252,600 932686 4
. : GRAND TOTAL (GROSS) N ’ 70_44600 : 337 ’m .
g RO {s-12) L N CERY Y] e e ‘u"‘qp
' UNION TEXAS S ey o A

C UTP-888-0
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IN THE MRTTER OF:

County, New Mexico.

For the 0il Conservation
Division:

For the Applicant:

STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
OIL CONSERVATION DIVISION
STATE LAND OFFICE BLDG.
SANTA FE, NEW MEXICO
22 April 1982

COMMISSION HEARING

Application of Supron Energy Corpor-
ation for a non-standard proration CASE
unit or compulsory pooling, San Juan 7509

BLFORE: Commissioner Ramey and Commissioner Armijo

TRAlbLRI“T O IIEARING

APPEARANCES

W. Perry Pearce, Esqg.

Legal Counsel to the Division
State Land Office Bldg.

Santa Fe, New Mexico 87501

William F. Carr, Esqg.
CAMPBELL, BYRD, & BLACK P. A
Jeffersun Fliace

Santa Fe, New Mex1co 87501
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For Riggs 01l and Gas:

For Amoco Production Co.:

W. Thomas Kellahin, Esqg.
KELLAHIN & KELLAHIN

500 Don Gaspar .
Santa Fe, New Mexico 87501

Gary Paulson, Esq.

Amoco Production Company
Denver Region

Anmoco Building

17th & Broadway

Denver, Colorado 80202
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1 5

2 ‘ | MR. RAMEY: The hearing will come to order].
3 Iive had a request to -- what we planned on this morning was
4 taking the first Case 7535 and then Case 7555, but what I'm

S going to do is call Case 7509 so that we can accept a state-
6 ment from Amoco and then -- and then go to those two cases.

7 So we'll just open Case 7509 for a state-
8 ment and then proceed to the other two cases.

9 MR. PEARCE: Case 7509 is the application
10 of Supron Energy Corporation for a non-standard proration

11 unit or compulsory pooling, San Juan County, New Mexico.

12 MR. PAULSON: Thank you.

13 MR. RAMEY: Give your name and --

14_ MR. PAULSON: Gary Paulsor Jearing in
15 association with Mr. Tom Kellahin,‘Santa Fe,»representing

16 Amoco Production Company.

17 : If it please the Chairman and members
; 13 of the Commission, we appear in Cause 7509, the application ;
:'; e: " [} l. g
i I of Supron Energy for a non-standard proration unit or 1in the '
20 P :
; alternative compulsory pooling. !
é 2 Amoco Production Company does not have ;

,22 an interest in the proration unit is question., We do have "
% 4 2 an interest in the Dakota and Mesaverde Pools in the area

H and we are for that reason concerned about one aspect of thiﬁ‘

25 ;

particular cause.
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Supron's request, as we understand it, in
this cause is'to form a\nonmstandard proration uniit, 160-acre
unit, within the 320~-acre designated unit for the reason that
they're unable to secure voluntéry agreement for the drilling
of the unit well, and for no other teason, as we understand
it.

Our concern is that this would be an im-
proper use of the non-standard unit provision provided under
the rules and regulations of the State of New Mexico.

It's our feelilny that the non-standard
ﬁnit provision is not intended to permit an operator in a
unit to subdivide the unit, if you would, based simply upon
his inability to secure voluntary agreement for the @rilling
of the unit well.. The statute concerning spécing provides
that the DivisiOn may establish a proration unit for each
pool, such being‘anvarea that can economically drain and
develop by one well, and in so doing the Division shall con- .
sider the economic loss caused by the drilling of unneceséary
wells, the protection of cbrrelative rights, including those
of royalty owners, the prevention of waste, the avoidance of
the augmentation of risk arising from the drilliné of an ex-
cessive number of wells.

It's our feeling that if the -- this Com-

mission were to permit Supron Energy Corporation to subdivide




£~
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22

B oP B

interest owner in the other 160, as well as the underlying

this 320-acre unit based simply upon an inability to secure
voluntary participation, that that would in fact adversely

affect correlative rights‘in the unit by depriving the working

royalty interest from participating in the well, and will alsg
encourage the drilling of unnecessary wells and concomitantly
would encourage waste in the unit.

Now, our concern, obviously, is based
upon'tﬁe precedent that would be established by such an actiorn
It's our understanding that this would be a matter of first
impreSsion‘with the Commission, that there is no other instand
where the Commission has permitted a non-standard unit be
formed in this manner, simply because the operator cannot
secure voiuntary'agreement.

Now there is, in fact, an infill dfilling
program in effect as to this acreage, such that'although therf
is a 320-acre unit an additional well is‘permitted, and I
understand that the argument is going Eo be that -- that in;
asmuch as this Commission has already established a develop-
ment plan based upon l60's,_thét tﬁis should then permit
Supron to divide it officiéliy into 160's.

Our argument there would simply be that

the establishment initially of a 329-acre unit vested certain

rights in both working interest and royalﬁy owners within thag
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drilling of unnecessary wells and wastevwithin the zommon

unit and that after those rights are vestgd it's not appro-
priate for the Commission to go back and to ‘deprive the
owners within that unit of the right to participate pursuant
to compulsory pooling or voluntary participation within the
unit. |

If in fact two wells were drilled on a
uhit, a 320-acre unit, and those wells had disparate rates
of production,. in this ‘instance if the additional unit, the
additional 160-~acre unit that would be left after subdivision
were to have a lesser rate of production, fhen there's no
question that the owners who formerly had a vested interést
in that unit had been aeprived of some share of production
from the other well and thus/dave suffered an economic loss.

our feeiing is that compulsory pocling is
the appropriate remedy here. Amoco takes no position with
respect to the terrms of that compulsory pooling. We siﬁply
feet that the -- to the extent Lhat this application, the
request, the formation of a non-standard proration unit, based
simply upon an inability to agree, that we feel éhat's inap-
propriate and would be such that it wqgld'éncourage the
source of supply affected. A

That's all I really have. If you have

any questions I'd be ndppy to attempt to answer them as to ,jJ

o

S R e




10
11
12

14

15
16
17
18
19
20
21
22

B ¥

S W W

our area of concern.

MR. RAMEY: Any questions of Mr. Paulson?

Okay, thank you, Mr, Paulson,

MR. PAULSON: Thank you, Mr. Chairman,

MR. RAMEY: We'll now qall the next case,
(Ther=zupon this hearing was

continued until later in the day

on the same date, 22 April, 1982.)

el
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10

MR. RAMEY: The hearing will come to order
We will recall Case 75009.

We.will call for appearances at this time,

MR. CARR: May it please the Commission,
my name is William F. Carr with the law firm Campbell, Byrd,
and Black, P.A.;>of Santa Fe, appeafing on behalf of the ap-
plicant, Supron Energy'Corporation. |

1 have two witnesses who need to be sworn.

MR. KELLAHIN: Mr. Chairman, X'm Tom |
Kellahin of Santa Fe)_hgw<MexiCO, appearing on‘behalfkof Riggs

O0il and Gas Corporation, and I have one witness to be sworn.
(Witnesses sworn.)

MR. RAMEY: All right, Mr., Carr, you may“
proceed.

MR. CARR: We will call Mr. Bjerke.

GUDBRAND BJERKE
being called as a witness and being duly sworn upon his oath,

testified as follows, to-wit:

DIRECT EXAMINATION

Y

BY MR. CARR:

b

A 2 g
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‘filed ‘on behalf“of Supron Energy Corporaiion in this case?

11
0. Would you state ycur full name and place
of residence?
A My name is Gudbrand Bjerke. I live in

Dallas, and I am employed by Supron Energy Corporation. I was
yesterday when I left. Today I don't know.

0 And would you explain that last statement,
please?

A Supron has been taken over by Allied and
Continental Group, so it could be Union Texas Petroleum or
Florida Exploration from now on.

43 o But it is the same entity and they are --
you are representing the applicant in this case? |

Aand in what capacity have you been em-
ployed by Suproan Energy Corporation?

A, » I'n a‘iandman with Supron.

0. ‘ Have you’previbﬁsly’testified before this
Commission or one of itsrexaminersf

A Yes, sir.

0 Your credentials have been accepted and
made a matter of record?

A. Yes, sir.

0. Are you familiar with the application

7

A. Yes, sir, I am.
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0 Are you familiar ‘with the subject. area and
‘the proposed location and the proposed well?

A Yes, sir.

MR. CARR: Are the witness' qualifications
acceptable?
MR. RAMEY: They are.

0. Mr. Bijerke, will yocu briefly state what
Supron seeks with this application?

A . Supron is seeking to drill a well and
Supron has 200 acres in the-south half of Section 2, Township
21 North, Range 8 West, and we are trying £o‘form a 320-acre
Dakota-Mesaverde unit; |

0 And that again is to be‘éomprised of ﬁhe
south half of --

A It will be the séuéh half of Section 2..

0 Have you also requested an alternative in
this application? In addition to the compulsory écoling?

A , Yeah, we also have unorthodox spacing.

Q. So as an alternative you're requesting a
non-stardard spacing unit?

A Yeah, 160 acres in the southwest quarter
of Section 2.

0 Who are the other interest owners in the

south half of Section 2?
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A The interest owner is ~- Riggs 0il and Gas
Company owns the north half of the southeast and Crown Central
Petroleum, the northwest of the southwest quarter.
The remaining acreage belongs to Supron.
0. Now, what formations are you seeking to
poo; in this application?
A We are seeking to pool the formations from

surface to the base of the Dakota formation,

0. Are your primary objectives are what form-
ations? |

A . This is the Mesaverde 'and the Dakota.

4} Will the proposed well be drilled at a

standard location?
A -Yes, sir.
0 And is a south half spacing unit a standard

spacing unit for Dakota and Mesaverde production in this area?

A Yes, sir.

0 Vhat percegtage of the ownerséip does Suprd
hold in the southrhalf?

A We own763—l/2 percent in the south half.

Q What percentage of the acreage wéuld Surponf

control in a 160-nonstandard unit comprised of the  southwest

quarter?

n

A '~ In the southwest quarter'we will own 75
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percent.
0. Would you piease refer to whaé héé been
marked for identification as Supron Exhibit One, which is a
packet of correspondence and review this for the Commission?
A Exhibit One is correspondence that started
back in July of 1981 where Supron proposed to drill a well in
the south half going to the Dakota Formation, and --
MR. RAMEY: Excuse me, Mr. Bjerke. Mr.
Carr, may we have a copy of these exhibite?
MR. CARR:- Yés, sir, youfre holdihg it in‘
your hand. |
MR. RAMEY: It says‘Riggs 0il and Gas?
MR. CARR: This is all'Exhipit Chne.

MR. RAMEY: Okay, thank you. Sorrj to’
interrupt.

A, And we sent it. Then we have the Riggs
reply of July the 23rd. Riggs decided that hé didn't want --
he wanted more information.

In August I sent a copy of the pooling
agreement, extra copies of thg - copy of the operating agree-
ment, the AFE,‘and a copy of the tific Cpinion.

I got the refusal and a request from Riggs:

01l and Gas Company iii ‘August fui more information.

In September I received executed copies |

o S it s
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2 { of AFE, pooling and operating agreement, from Crown Central,
3 | and then I had some conversations with Riggs 0il and Gas Cor-
4 | poration. They did not want to join in the Dakota formation
5 | but they would consider parti¢cpating in a single completion

6 Mesaverde.

7 So we revised our AFE's and circulated
8 | them again. In Exhibit Number Two -~ am I ahead of you?
9 Exhibit Number Two is our first AFE, as

10 | dated 7-13-81, and that covers a dual Mesaverde and Dakota.
11 o Exhibit Number Three is the revised AFE
iz covering ;hc Mesaverde formation only ana'that one was circu-
13 . latéd the first of February, 1982.

14 0. At the hearing today what formations are
15 | you plénning to - in what formations are you planning to

16 complete the well? | k

17 A The Dakota and the Mesaverde.

i8 , 0 | Now, when you obtained approval from Crown
19 | central, was that for a south half spacing unit?

20 * A, " South half spacing unit.

21 ' o Have you conferred with Crown Central con-

22 | cerning your alternative 160-acre ‘unit?

23 B I'gaVe them a call last week and told them
24 | that we might be -- their interest might be increased from
25 | 12-1/2 percent to 25 percent if we got the 160 southwest spaéf}g
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identify-this for the Commissiéﬁ?

16
for a Mésaverde—Dakota and they told me that that woulé be
okay with them. They'd rather see it that way.

0 Would their interest be proportionately
increased in a 160 --

A That would be -~ it would be doubled. It
would be 25 percent to CrownWCentral ih that case. |

0 Now does Exhibit One contain all of your
written correspondence with Riggs 0il and Gas Corporation?

A Right.

) In addition to this‘é;rrespondencé did

you talk with Mr. Riggs concerning this proposal?

A, Yes, from time to time.

0 And how recently did you last talk with
him?

A The last time I talked with Mrfikiggsl

according to my - telephone lbng'distance, was March the 9th,
1982,

0 Mr. Bjerke, do the AFE's which are marked
Exhibits Two and Three, are these costs in line with what is
being charged by other operators in the area?

A ' Yéé, sir.

0. Would you plzase refer to'what has been

marked for identificaticn as Supron Exhibit Number Four and
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A This is the pooling agreement that was
circulated to Crown Central and to the Riggs 0il and Gas Cor-

poration, and it was approved by Crown Central and returned on

the -~

0. On what date was it returned?

A. It was returned on Septeﬁber-the 29th,
1981.

0. And did Mr. Riggs -~

A. N Mr. Riggs never did return‘it.

o And declined to execute the agreement.

A Right.

0} Would you now refer té’What has been

marked for identification as Exhibit Number Five and identify
that?

| A The Exhibit Number-Five is a model form
operating agreement £hat was alsé sent in the first and that
has been signed by Supvon and by Crown Central but hOt by
Mr. Riggs.

0. Does this joint operating agreement con-
tain estimates for overhead and administrative costs while
drilling and while producing the well?

A Yes, sir, at bas $2500 for drilling rate

and $250 for operating rate. ! !

:Q. _ And these are monthly figures?.




2 A These are monthly fiqgures.

3 Q. Are these in line with what's being charged
4 by other operators in the area?

5 A Yeah, and they're lower than most of the

6 operators in the area.

i 0. Do you recommend that these figures be ]
8 ihCorporatéd by reference into any order which results froﬁ

9 this hearing?

10 A Yes, sir.

11’ O Dq you also request that this operating

12 agreemént be incorporated by reference iﬁto any order which

13 || results from this hearing?

14 A Yes, sir,

15 _ 0 Is Supron Energy Corporation, or its suc-
16 | cessor, confronted with any lease expiration problems?v

17 A Yes, sir. Supron's State lease. V-100, will
18 | expire on May the 1st, 1982.‘

19 0. Do ybu therefor request that the order be

20 lexpedited?

21 B ~ Please. 1
; 22 , 0 Does Supron plan to call an additional
? 23 :ﬂitness‘who will testify concerning the risk involved in dfiili;g'
24 [this well? ’ o - S
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0. ‘ Were Exhibits One through Five prepared
by you or compiled under your supervision and directioh?
IR Yes, the were prepared by me.
MR. CARR: At this time we would offer
Supron Exhibits One through Five.
MR. RAMEY: Supron's Exhibits One through
Five will be admitted.
MR, CARR: I have nothing further of Mr.
Bjerke on direct.
MR, RAMEY:~‘Any questions of Mr. Bjerke?
MR. KELLAHIN: Yes, Mr. Ramey.

MR. RAMEY: Mr. Kellahin.

CROSS EXAMINATION
BY MR. KELLAHIN:

0. Mr. Bjerke, you testified as a petroleum
landman before the 0il Conservation Division on quite é'num—
ber of occasions, have you not, sir?

A Yes, sir.

Q. And you have testified on prior compulsory
poolings as a‘laﬂdman?

A Yes, sir.

Q Are you familiar'With the genera;ntermslana;'

conditions of a compulsory pooling order? Are you not, Sir?

-
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A. Yes, sir.

Q. How long have you been a landman wi;h
Supron, Mr. Bjerke?

A I have been landman fo; about four yearé,

five years. Prior service, though eighteen years.

0 In what capacity?
A, Lease Records Supervisor.
0. How, if I understood --

MR. RAMEY: Excuse me, Tom, what --
ho Lease Record Supecvisor.
MR. RAMEY: Okay.
0. All right, if I understand your Exhibits

here, Mr. Bjerke, the first communication that Supron had with

“

Mr. Riggs and Crown Central was your letter of July 16th, 1981
.A. That is right.
0. And with that letter you enclosed the first

of the two AFE's that are attached as exhibits?

A Yes, sir,

0. And that first AFE is dated July 13th, 19é11;
A That is right. | |

Q. And it was that AFE that proposed a dually

completed Mesaverde-Dakota test?
A, Yes.

0 What were the reasons, as you understood
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“t6 Mr. Riggs and Crown Central.

21
tﬁem, that Supron at that time back in July of '81 was seeking
to put together a south half proration unit for a Mesaverde-
Dakota test?

A That 1 cannot -~ the reason I cannot ex-
plain is because I am not a geologist or an engineer. I can
only testify to the land situation.

0. I undersﬁand. Were you provided with a
geologic or an engineering prospectus from your engineers or
geologists requesping that this looks like an appropriate
proration unit for which you ought to proceed with getting
agreements?

A I was provided with an AFE. They did re-
quest that I prepare necessary operating agreements and poblin
agreement and circulate it to the owners of the other part of
the section, the south half of Section 2,

0 Did your Engineering Department or your
geological people provide you with any reports or eXplanation4
as to wiy they were seeking a llesaverde-Dakota dual well?

A No, sir.

G And so you circulated the July 16th letter

A Yes,

Q And the next correspondence is a;July 23rd

letter back from Mr. Riggs to you, Mr. -Bjerke, is that right?
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A Lh~huh,
0. And in that letter Mr. Riggs has reguested
that you provide him with some geologic justification for

drilling and completion of the Mesaverde-Dakota well, has he

not?

A That's right.

0 Were you ever able to give him that inform-
ation?

B That request was turned over to the En-

gineering Department and Geological Department.
() . T your knowledge was that request ever
responded to by furnishing him that information?

A. Ne, sir.

") In fact subsequently he has made repeated
requests to you to supply that information?

A. Right, and I turned that over to the Ge<>lo-J
gical and the Engineering Department,

0 If Supron is designated the operator of
this proration unit, under your proposed operatinyg agreement
or any of these documents that you have submitted, will Supro#
have the éption to make the election as to who the gas pur- -
chaser is?

A. No, sir. That acreage is not dedicated

to anybody.
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0. Will Mr. Riggs, if you're successful in
pooling his interest, will he still be allowed to determine
who the gas purchaser is for his share of prodnetion from the
well?

A. Most certainly.

0. Do you have any -- I believe ycu've just
told me that this‘acreage is not dedicated to any pipeline
at this point.

A That's right.

0. Do you have plans to make a dedication to
any particular pipeline?

A I do not know what kind of pipeline is
available ir that territory.

Q. Do you.know what the custom and practice

K]

is of Supron with regards tu the dedication of gas to any part

{

icular pipeline in this area?
A. No, sir.
0 You doﬁ't know whether ithey use Southern
Union Gas Company or El Paso or someone else? |
A The Southern Union have got the first right
of refusal. |
0 On“this;property?

A On all the property that we have that's nof

dedicated.
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0 I1f they execute their first right of re-~
fusal, will that be a dedication to the intrastate market
or to the interstate market?

A, That I couldn't tell you.

Q. You don't know? You don't know whether it
will make a difference as to the price paid depening upon who
the pipeline purchaser is?

A No, sir.

0. You do not know? What kind of commitment
can you make to Mr. Riggs with regards toXSupron's position
concerning the qualification of this well for tigut sand de-
signatioﬁ?’

A I cannot make any guarantees on tight sand
because we haven't filed for it, and if it is not purchased
in the area that is willing to pay the tight gas sand, I
don't know anything about that.

Q. | Do ybu és operator intend to pursue the

necessary efforts to qualify this well for a tight sand de-

signation?
A I can't answer that question either.
0 In fact that was one -- in fact all those

are questions that Mr., Riggs has asked you in his July 23rd

letter, was it not?

A, In March the 2nd..
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0 To your knowledge, Mr, Bjerke, were .you

ever able to provide Mr. Riggs with answers to those guestions

A No.
0 Why not?
A Because I didn't know.

0 Yes, sir, but you work for a company that
has people that did know.

A Right, and the questions were turned oVer
to the proper departments for them to answer.

Q Let's turn to Mr. Riggs' letter of January
6th, 1982, Mr. Bjerke. |

A Okay.

T Mr. Riggs says, as you have told us under
direct examihation, ﬁhat Mr. Riqgs did not desire to partici-
pate in a Dakota well, and sets forth éome particularx feasons.
Were you ever able to respénd to him with regards to answers
to any ofbthose questions?

A, No.

Q In light of his concern with regards to tae
fact that theré is no geological-engineering justification for
a Dakota well, Mr. Bjerke, did you not submit to him then a
revised AFE for a single Mesaverde completion?

A Yes, sir.

§ And that revision was February lst of 1822 1

-
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A That is right.
0 So at that point you had abandoned plans

to seek agreement as to the Dakota formation?

A, No~.

Q. That's not reflected on your AFE.

A, That's right, but we tried ~--

0. Yes, sir.

A -~ on the February 5th letter to get -- tb

change our plans and drill a single Mesaverde in ordér‘for Mr,
Riggs to join us in drilling this well.

2 ’ And did Mr. Riggs convey to you some optiong -
ip terms of negotiating a wéy that he might participate or
farm out or éomehow arrange a relationship with you that he
could participatefinphhe"ﬁéli?

A. Yes, siv.

0. And what were the terms and conditions that

he offered to you?

A 12-1/2 percent override with a back in at
payout,

0. , A 50 percenﬁ back’in after payout?

“A Right.

0 And a 12.5 percent overriding royalty for

which he would assume his existing overriding royalty burden?

B Yes, sir,
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2 Q. Okay. All fight. And what, if any, re-
f’ 3 sponse did you make to that proposal?
4 A I called Mr. Riggs and told him that that
5 was not acceptablé to us; that we could -- he could either
6 join, farm out, or be force pooled.
7 0. In what way was it not acceptable? Was the
8 overriding royalty interest too high? |
9 A, Toc high, --
3} 10 0 What did you offer him?
r: 11 A, -~ with 50 percent back in, in connection’
| 12 with a 50 percent back in.
13 We offered him 1/8th override, no back in.
14 Q 1/S£h override is 12.5 percent.
15 A. That's right.
16 ) Overfide;.'So the difference is you wouldn'|t
17 | give him ﬁhe back in. |
18 A. That's right.
19 0. All right. Doesn't Supron ask for farm
i 20 ‘outs of their acréage for a back in under certain conditions
i. 21 | and terms?
; 22 A, Not in the San Juan B?sin.
v
% 23 o Is it not the custom and practice with
X .
§ 5 24 dealiig between_opérators and working interest owners in the
é'-Wf 25; SanuJuanFBasin to tcrade on‘the basis of a back iﬁ?

P R - T S Tt
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A ‘ “ Not Supron., We do not have any back ins
with any other farm out tha; we have made in the San Juan
Basin.

Q Is not the custom and practice within the
industry, excluding Supron, toAallow knohlédgeable operators
in the San Juan Basin to farm out on a basis of a 50 percent

back in after payout?

A. Not -~

0 You don't know, or --

A. Not in the San Juan Basin.,

0 qu don't think that's the custom and

practice in the San Juan Basin?

A, No, not by Supron.

Q. Yes, sir, but by anyoﬁe'else?
A They have to answer for - themselves. I

can't answer for them.

0. What's the reasuon for seeking a non-standar
lGO—acré proration unit, Mr. Bjefke?

A, For the simple reason that if we -- if we
can't get it force pooled, fine, and if we could get the 160
aCres, then it will be used, the 160 acres to renegotiate
some future other deals with Riggs 0il and Gas.

o So the §tateméht{£%is mofning by Amoco's

attorney from Denver that the reason for the non—standard'pfo—
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raticn unit is that it would be a way to exclude Mr. Riggs

from participating in the production from this well, that's

true, then, isn't it?

A ‘ No.
Q. ‘ Why not?
A We want to drill this well in order to hold

0. i What kind of lease is it?
A This is a State lease.
Q. Have you applied to Ray Graham of the Land

Commissioner's office for permission to exktend beyond the

primary term if you commence drilling operations before the

end .~-

A. Yes,

Q. == of the primary term?

A ‘ >Yes, sir, we --

0 And has that request been approved?

A It has been approved.

0 So you're not up against the deadline, are
you? |

A Most certainly up agains the deadline, have

to get started.
Q Ydu'll have to help me, Mr. Bjerke, I still}-

can't understand the reason you would seek 160-acre‘non-standafd

-
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proration unit when you have the option of the compulsory

3 pooling provisione.

4 A, : What that implied I cannot answer. ‘That

5 decision was made for me,

6 : Q. Ts it your understanding that that decision
7 is based only upon an exclusion of Mr. Riggs from partiéipaticn
8 in the 160-acre proration unit?

9 A Né. I£'s my understanding that Crown

10 Central, and us,we can get to an agreement, operating agree-

11 ment and everything, without any problems. t
12 0 Certainly -- excuse me, go ahead.
3] A With Mr. Riggs we have not been able to.

14 There's thrée parties now and we haven't been able to get to-
15 gether with Mr. Riggs. |
16 | . Q If you get 160-acre proraﬁioﬁ unit it will
17 | increase, as you told us, the share of Supron in the well as
18 | well as Crown Centfal. |

19 A ‘ That is right. ‘ i
20 e Let me ask yéﬁ your understanding of -~ of

21 the pooling order, how iﬁ;works, Mr. Bjerke.

22 If the Commission enters a pooling order

B

that pools formatioﬁs‘ftbm the'surfaéé;down»to the base of thg

®

Dakota and let's assume only the Mesaverde is productive, B

&

ihat's the one you produce from.

[
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when it appears to be your intention to drill to a deeper

31
A Yes, sir.
Q Would you want‘that order to hold any othex
formations but the producing formation?
A We want the order to -~ from surface to
the base of the Dakota. This is what they're asking.
0 ~ Under the hypothetical that would aséume

only the Mesaverde is productive and you would still want to
"hold’any othe: formations that weren't producers?

A ‘ In case the Dakota is producing vie want
all formations from the surface to the base of the Dakota.

0 I'm having trbuble understanding th you

would submit a revised AFE for the Mesaverde only, Mr. Bjerke,

depth.

A It was not -- we submitted a reviseaﬁAFE
for the Mesaverde ohly,in order to appease Riggs Oil and Gas
Company and see if we could get Riggs 0il and Gas to join us
in drilling this well.

He had objection to the Dakota fofmation,
so we said let's drop the Dakota and just go.to the Meéqverde,
single completion,. |

0 Your approvals from erwn‘Cehtral show an

approval of the AFE that shows the Mesaverde test? That's the

November 18th, 'S8l letter?

2T AN il
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0.

program despite the fact that your company is being sold?

A,

I don't know, in a
1982,

0
Farmingt-n?

A

Q

A,

0.
San Juan Basin?

A,

ventures in -- in drilling. I think right now we have got a

communitization agreement in the mill with Dugan Properties.

questions,

BY MR. CARR:

0

Yeah, we have some -- we've had some joint

32
Right.

Is this well still currently on your drilli]

Yes, it's ready to go.
We will start drilling, we have a rig comin

day or two or three, but prior to May 1,
Are you familiar with Mr. Tom Dugan in

No, sir.
You don't know who he ig?

I've heard of him but i don't know him.,

You haven't done business with him in the

MR. KELLAHIN: I don't have any further

MR. RAMEY: Any other questions? Mr. Carr? )

REDIRECT EXAMINATION

~

ng

9,

' Mr. Bjerke, there are a number of various 7|
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proposals that have been discussed here today. A revised
AFL only gning to the Mesaverde is one.

A, Right.

Q Including only a 160-acre spacing unit.
Why have you proposed all of these methods, different approacH

A " We have got a lease that is expiring May
the 1lst, 1982, and we want to do something to perpetuate that
lease‘if it's a producing status.

0 _ Have all these proposals been pursued in
attempﬁing a voluntary agreementc with Mr., Riggs?

A Yes, sir.

Q. If Mr. Riggs was opposed to”laving a well
drilled to the Dbakota, evenkif it was pooled, he wouldn't
look at any costs if you were only on a 160-acre unit, would
he?

A Thét‘s right.

0 And to date you have been unable to reach
Voluntary agreement, is that correct?

A That is right,.

‘"MR. CARR: I have nothing further.

es?

MR. RAMEY: 'Any other qUestions,of Mr.

Bjerke?

He may be excused.

A, Thank“you.
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MR. CARR: I'd call Mr. Motto.

RUDY MOTTO
being called as a witness and being duly sworn upon his oath,

testified as follows, to-wit:
DIRECT EXAMINATION

0. Will you state your name and place of res-
idence? -
A. My name is Rudy Motto, Post Office Box

254, Bloomfield, New Mexico.

0 By whom are you employed?
A I'm empluyed by Supron_Energy Corporation.
' Q In what caracity? |
A. As the Area Superintendent in the northwes%‘

New Mexico district.
0. Have you_previously‘testified before this
Commission or one of its examiners and had your credentials

as an engineer accepted and made a matter of recordz

A, I have,

o Are you familiar with the subject spacing
unit?

A I am.

T ST RN PRt X L NS
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2 Q. Are you familiar with the application filed
3 on behalf of Supron?

4 A, I am.

5 Q Are you familiar with the proposed well%

6 A ‘ I am.

7 MR. CARR: Are the witness' qualifications

8 acceptable?

9 - MR. RAMEY: They are.

10 0 Have you prepared certain exhibits for in-
11 troduction in this case? |
12 A, I have.
13 0 WoulaEQGc please refer to what has been
14 | marked for identification as Supron Exhibit Numbér Six, ident-|
15 ify this and explain what it shows. ~
16 A, Exhibit Number Six is a New Mexico 0il Con-i
17 | servation Commission Form C-101, Revised 1-1-65. I prepared
18 | this form myself, and the exhibit is asking for permission to
19 drill a gas well, multiple zon2, to the Dakota and Mesave;de
20 | zones, in the northwest of the souﬁhwest quarter of Section 2,
21 | Township 31 North, Range 8 West, San Juan County.

g 22 0 When you filed this did you attach a Form

C-102?

8

b
»

I didqd.

25 Q | And what acreage was proposed to be dedica?fd .

7
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to this well?

A, The south half of Section 2.

0 Will you now refer to what has been marked
for identification as Exhibit Number Seven, identify this, and
explain what it shows?

A Exhibit Number Seven is a plat showing the
proposed proration unit, Supron's aCreage, the proposed loca-
tion, and the offset Mesaverde wells in the areé of our pro-
posed wellsite.

0. Now you have not spotted the wells, is that
corfect? .

n. No, sir, we have just gone in and shown

the cuniiiaiive pioduciion ithiough 1980 of all the wells that

we can find in each section around this proposed well, and alsp

the 1980 yéarly production ;mmediately above the cumulative
production.

VQ So if we go to Section 3, immediately to
the west of the proposed unit, and we go!to fhe northeast
quarter, we have 48/130, I believe.
| A ’ That's right.

Q- That means that there is a Mesaverde well
in that quarter section and those are the cumulative pfodudtidp

figures?

n. ' That's right, yearly and cumulative.

G o e G et - s




10
11
12

13 .

14
15

16

17

13

19
20
21
22

S~

37
0. Okay, now the area shaded in vellow rec-
presents Supron's leasehold interest in the proposed unit,

is that correct?

A That is correct.

0. * What does this exhibit tell you about the
formation?

A It indicates to me that it's in -- our

acreage is in the area that is a high risk area to drill a
well in and, as you can see on the exhibit, the farther south
and west you go the higher the density of the drilling, and
in most cases after you get away from our acreage a\way.
there's four wells drilled in each section; élso to tﬁg north
and west the density decreases; north and east it decreases
close to our acreage, with density higher ih-about»a six-nile
area away from our acreage; and to the south east the density
is very, very thin.

Q. llow would you characterize the'qhaiity of
the wells in the area?

A I would -- I would say that they are of
questionable guality in the immediate area of our aéreage.

Q. From this information can you make any.
generalization as to the characteristics of the producing
formation as you move toward the noréh and east?

A I would say it is a very high risk area.

e Wt em sy mend L v e,
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0 Do yoﬁ believe it isvpossible that a well
drilled at the proposed location would he dry ih the Mesaverde
formation?

A There is that possibility. The risk is
high. | |

0. Now will you refer to whét has been marked
for identification as Supron Exhibit Number Eight, identify
this, and explain what it shows?

A. Exhibit Number Eight is the same acreage
as shown on Exhibit Number Seven. It shows the density of
the locations of the wells drilled by gquarter section to the
Dakota formation.

Shown immediately around our acreage there
are no wellé drilled. To the south and west there is some
wells drilled of questionable producing ability, and then to
the northeast there are no w2lls immediately adjacent to our
well; Approximatéiy five miles to the northeast there are
some wells that are quéstionable, have questionable producing
ability and some that probably are pretty good wells.
| Q How would you characterize the Dakota in
this area?

A, I would characterize it ds a high risk
venture; |

0 And why is Supron proposing to dually com-
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plete the well?

A, We're proposing to dually complete the
well because we think that you can drill both formatione for
approximately 30 percent less cost than you could afford to
drill both wells separately.

0 Are you prepared to make a recommendation-
to the Commission as to ﬁhe risk factor which should be as~
sessed against any operator or any interest owner who does
not voluntarily join in the drilling of this well?

A, Yes, sirx, we think we should ~- should be

allowed the maximum risk factor allowed by the Commission.

o So you're requesting a 200 percent penalty?
A That's correct.
Q Has infill drilling been approved for the

Mesaverde and Dakota formations?
A It has.
0. And are you familiar with the 0il Commis-
sion's order approving infill drilling?
| A. I amn,
0 I believe Mr. Bjerke has testified tH;t
the application shows that Supron is also proposing, as an
alternative in this case, the creation of a 160-acre non-

standard spacing unit to be comprised of the southwest guarten

of Section 2, is that correct?
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2 A, That's correct.

3 0 Do you believe that a well drilled at this

4 ) locatiqn would effectively- drain that spacing unit?

5 a. 160~acre spacing, yes.

6 Q. Are you aware if any l6C-acre spacing or

] proration units have been approved by this Commission in eithqr
8 the Mesaverde or Dakota formations?

9 . A Yes, sir, I'm avare of twc 160 non-standard

10 proration units in the Mesaverde; ong of them being in San
11 Juan County and one in Rio Arriba County; and in the Dakota
12 I'm aware of one well that is in Rio Arriba County to the
13 | Dakota, 160'non—Standérd.
14 0 If a 160~acre non-éﬁandard spacirg unit
15 was approved, would that approval prevent the drilling of
‘16 additional wells in Section 2 to fully develop that section?
17 A . No, sir. ‘
18 Q Does Supron request to be designated the
19 | operator of the proposed well?
20 A. Yes, sir.
21 0 In your opinion will granting this appli-

22 | cation be in the best interest of conservation, tlie prevention

R ——

g

‘of waste, and the protection of correlative rights?

N

a. Yes, sir. , -

5

HQ In yéur opinion would approval of'either"J<‘
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2 of the alternatives impair the correlative rights of any in-
3 terest ownef in the immediate area?
4 A No, sir.
5 Q. Were Exhibits Six through Eight prepared
6 by you or under your directibn and superviéion?
7 A. Yes, sir.
‘s Q And can you testify as to the accuracy
9 of these exhibits?
10 A Yes, sir.
g'f 11 MR. CARR: At this time, M Ramoy, wo
12 would offer Supron Exhibits Six through Light.
13 . MR. RAMEY: Supron Exhibits 8ix through
f4 | Eight will be admitted.
15 | HR. CARR: 1 have nothing ,‘I?urthor on direct
16 of Mr; Motto.
17 MR. RAMEY: Any quostions of Mr, Motto?
18 |
19 CROSS EXAMINATION
20 | BY MR. KELLAHIN:
21 Q Mr. Motto, you've made raeference to the
22 | existance of two Mesavarde non-standard proratlon units.
23 | could you tell us the order numbers, if you have those, and -
o 24: who the operator i‘s?
e 2 . ¥ We have Order Nu;tber 1672 in the Mesaverdet.
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MR. CARR: Aren't those -~-
A Oh, I'm sorry.
MR. CARR: Those are the orders approving
infill drilling, 1€72.
A Right. Okay, I do not kncw the order num-
bers that approved these. I can give --
MR. CARR: I can provide them, if you'd
like.
0 Well, my guestion, Mr. Motto, is you said

that there were two non-standard proration units>approved'in

the Mesaverde.

n. That's right.

0. Do you know who the operator is?

A Supron Energy Corporation.

Q Supron has obtained thoSe.

A | Yes, that's right.

0 Were thos e the subject of a contested 0il

Commission heéring?

A I can't answer that honestly.

0. And_the Dakota non—standafd proration unit,
is that also a Supron operated --

A | HNo, sir, that's bugan Productipn Company,'
and I can -- let's sze if I can give you the order number‘oni

that. Case Number 5508. I don't see the order number here.
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2 Q. Do you have a transcript on that hearing,
3 Mr., Motto?

4 ¥ Yes, sif.

5 0 Is that a protested hearing? Does it show
6 any opposition to it?

7 A. NHo, sir, 1 don't seé any.

8 0 How many hDakota wells dc you figure there

9 are in the San Juan Basin, Mr. Motto?
10 A I can't answer that question honestly I
11 think in the area of 3000, possibly.

120 | 0 ' So there is one uncontested non-siandard

13 | preoration unit that yoﬁ're aware of out of some 3000 Dakota
14 wells?
15 A. ' That's an estimate. I do not know the

16 exact number.

17 0 And how many Mesaverde wells are there in

18 | the San Juan Basin?

19 A And again I'd guess, and it would probably
20 be in the vicnity of 5—to-8050, in that area.
; 21 0. Do you have any -- I believe you're a pet-

22 | roleum engineer, are you not, sir?

23 A Yes, sir. f

}‘;
AU Q _ And you're an Area Superintendent for ?
25 Supron?
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A I'm the Area Superintendent.

0. What does that mean, Mr. Motto? What is
your --

A I'm responsible for the application, pipe

design for the drilling, the drilling and completing of the
wells, and the productiOn of approximately 550 wells in north-
west New Mexico.

0. These are San Juan Basin wells that --

A Yes, plus about 50 wells in Colorado imme-
diately north.-of the state line.

o | Are y%&§g§3$e'of any enginéering or geolo-
gical justification fo?ﬂthe c;eation of a 160-acre non-standar
proration unit, Mr. Motto?

A, Geological or engineering. I'm not sure
what you're asking me. ::Strictly that?

) o Yes, sir, I want to know if you've got a
reason to create a non-standard proration unit?

A. Yes. We think that this well could possibl
be an economicai well and it also gives us the opportunity to
survey all bf'the zones<between‘the Dakota and the Mesaverde
and the surface-while we're drilling this well.

[} You can accompliéﬁjthat obféétiVe Witﬁbut

the aid of 160-acre non-standard proration unit, can you not?

A We can accomplish it either way, yes, if

v
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we can drill it.

0. 50 that wen't make a difference, then?

A, No, but we do have to drill it immediately
because our lease is about to expire.

0 Let me ask you about Exhibits Seven and

Eight, Mr. Motto.

A. Uh-huh.

Q. _ When were those exhibits prepared?

A They were prepared starting in, I believe,-
February.

. Of this year?

‘A‘ o feé.- -

Q. Were these prepared by some member of your
staff? | . |

A ‘ They were prepared at my instructions by

an engineer in our home office in Dallas.
0. onu've had an opportunity to review both
of those exhibits and satisfy yourself that they're correct?
A. I am, and this can be confirmed -- the
figures can be confirmed by‘the annual report, New Mexico 0Oil
and Gas Engineering Committee, dated 1980. Thé%'s where the
figures are from.

0. Have you attempted to update this informa-
. > :

tidn”béyoﬁdxthe annual report of 1980?

N b 1 e e S s
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A, No, sir,>becausé I'm almost blind from just
doing this,.
0. So your opinion, based upon the risk in-
Qélved in drilling a Mesaverde and Dakota test, is based upon
the information you've derived from an examination of the

anhual report put out by the Commission for 19302

A That's the 0il and Gas Engineering Commit-
tee's --

0 Let's turn to Exhibit Eight; if ycu don't
mind.

a  °° Right.

Q. . Why would Supron as a prudent operator, Mr.

Motto, want to-try a Dakota tesﬁ-here?

A, We think the economics of>érilling -just to
the Mesaverde would not allow us ever to drill to the Dakota
unless we did that while we were drilling to the Mesaverde.
The cost saving to dually complete and drill to the Dakota
while we're drilling thefMesaverde'Well there is -- makes it~%n
makes it feasible and prudéntwtb Qs to do ‘that.

0. The economic difference between the AFE's,‘
between the Mesaverde test and the Dékofa-Mesaverde dUaly‘is~
about $100,000, isn't it \

hz e Yes, sir.

‘0. .. Dry hole cost?
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2 A, I believe. I haven't seen the AFE's but

3 I would guess that would be about right,

4 0. ) Well, where is thé nearest producing Dakota]

5 well?

6 A, The nearest producing Dakota well is -~ let]

7 me count sections here, it's probably in 31, 7 in the‘northeast
8 corner of Section 21, or in Section 28 in the southeast corner

9 of -~ of 28 of 31, 8.

10 Q The indicated Supron acreage in Section 2 —- =
11 A Uh-huh.

3 12 0. -- is that the only acreage that you haﬁe‘

3‘, 13. in -- " ‘
14 A That is -- i B é

; 15 , ‘1Q -- this area? | j
16 A That's a Sf;ﬁévlease. ‘It's a 200 acre ;
17 lease and expires next week. ’ : Z ~§
18 Q So if you are successful in a Dakota or : %
19 | even a Mesaverde}test,nyou‘don't have: any other area -- acreade i

20 in the area from which to make a step out and further develop :
A | 2 | - |
22 , A, Yes, sir, we have the opportunity to infill

23 drill in the east half df that section providing‘wefhave a

N

320~acre proration unit. ' - 5

%
g e e et 1,

Also -- also =
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48,000 Mcf, is that right?

0 Except fox

cr

hat south half, then, you
don't have any othef acreage position.
A, That's right, uh-huh.
Oh, I might point out, too, that up in
Section, let's see, I've got to count again, 26 of 32, 8, thern
is a Dakota well in the northeast corner of that section,

which may be closer than the other two that I testified to.

0. What is the 1980 production on that w2117

A Yes, unh-huh.

Q What is £heAnumber? A

A. Two. |

0 Two?

A> Uh-huh, 2-million.

Q . Two million Mcf?

A, - Yes, Mcf, uh-huh.

0. ) Lét's lo§k aé»é#giﬁitvNumber Sé5éﬁ,‘Mf.
Motto.

A Uh-huh, okay.

0. The cloSést offset Mesaverdekwell to the

proposed location looks like the well immediately to the west.
I guess that's Section 5 up in the northeast gquarter,
A That would be Section 3.

Q Section .3. It shows 1980 préduction of
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A Yes, uh~huh,

0 And‘in fact, that other number back there
»wasn't 2-million Mcf. It was 2000 Mcf.

A Yes, yes, excuse me, I'm sorry.

0 How would this well in the northeast quartd

whether that's two yéars’or ten years or twenty years, so I'm

49

of Section 3, in your opinion, you know, what kind of well is
that?

A Well, it's a questionablé economic well,
I think, but the thing that I can't tell you about, I can see
one year's productioh.

Now the figure under that, I don't know

at a loss to answer your question honestliy.

0

A

Q.
whethér ié's-——

A

0.

A,

0.

when these wells were first put on production?

A

0

It would be important to knov what --

Time frame. , &

X

-= .the date of first pfoduction was,

Yes, that's the only way I cotld answer ~-
-- 1965 or 1980.

-- your question, uh-huh.

And you haven;t made a study to determine

No, sir.

All right.
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A The economic factor, 1 think, involved in
this is the four well drilling in each section thinning to
a lesser density as we go towards our acreage.
MR. KELLAHIN: I have nothing further,
thank you.

MR. RAMEY: ‘Any other questions? Mr. Ca:rﬂ

REDIRECT EXAMINATION
BY MR. CARR:

V) Mr. Motto, did you attempt to locate all
Mesaverde and Dakota wells that were producing on 160~-acre
9on~spacing-units -~ non-standard spacing units in;the aréa?

A In this particular area, gh—huh;

Or no, I did not. I ~- I only know per-
sonally of two Mesaverde wclls on n6n~standard'aﬁd one‘Dakéta.
That's the only three.

Q- There miéht be others that you wouldn't

A That's right.
MR. CARR: I have nothing futfher.
MR. RAMEY: Any other questions? The wit-~
ness’may be excused. M
A, Thank you.

5} -7

MR. RAMEY: Anything further, Mr. Carr?-
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'MR. CARR: Nothing further on direct.
MR. RAMEY: Mr. Kellahin. |
MR. KELLAHIN: Mr. Chairman, we'd call

Elliott Riggs.

ELLIOTT A. RIGGS
beinyg called as a witness and being duly sworn upor his oath,

testified as follows, to-wit:

DIRECT EXAMINATION

BY MR. KELLAHIN:

Q0 Mr. Riggs, would you please state for the
record your name and address?

A My name is Elliott Riggs. I live in

Farmington, New Mexico, P. 0. Box 711, 87401.

0 What is your occupation, Mr. Riggs?

A> I'm a petroleum geologist, independent
operator.

) What is your relationship with\Riggs 0il

and Gas Company?

A I created the company and I am President

of it.

0 And you operate out of Farmington, New

~

Mexico?
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A Yes; sir.

0. Mr. Rigys, what is your educational back-
gfound?

A I have a Bachelor of Science in geology
from the University of Wisconsin,

0. When did you obtain Qour Bachelor of SciencF
degree?

A ‘ 1951. I have a Master's in geology from
Wisconsin, also.

| Q. Whéen did you obtain your Mastef'svdegree,

Mr. Riygs?

A, 1953, and then I got drafted.

0 You served in the Armed Forces in Korea
for a period of(time?

A Four years.

0. Other than your &aster's degree have you
obtaiﬁed any other degrees, Mr. Riggs?

A After the war I returned to collegé and
did some qradua#e work.

0 In what particular field of study did you
do graduate work, Mr. Riggs?

A "éeblogy.r

0. Were you able to successfuily démplete_
your graduate study forfthe degree? -
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2

A Yes, I did. I acquired another Master's

{

degree and a PhD in —--

0 Whgn did you acquire your PhD, Mr. Riggs?
A About 1960,

0. Is that also in geology?

A Yes, sir.

0 Would you describe.for us what has been

your employment experience as a geologist?
A During college I worked for Ohio 0il Cori-
pany summers.

I ceme to the Four Corners after the boom
with Texaco; worked my way up to Exploitation Geoiogist; got
promoted to Division Staff Geologist; resigned, and went into
biisiness for myself in 1966,

0 Is that when you became invﬁlved with Riggs
0il and Gas Company, 19662

A Riggs 0il and Gas was created about 1968
to buy out a bankrupt entity that owned some poor, small wells
in the San Juan Basin.

Q Would you describe the type of company
you have in terms’ /f what your activity is in the San Juan
Basin?

A, Well, I operate se'€.al different entities:

in the San-Juan Basin that were created for different reasons,

7
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but Riggs 01l and Gas was créated to buy»éut a bankrupt, and
has since acguired some interesté, small marginal interests,
that they continue to operate. It's grown very slowly but has
prospered over the years.

0. Do you have working interest ownership in
the wells in the San Juan Basin?

A, Yes, sir, I do.

0. Could ybu approximate for us how big in
size your company is in terms of wells?

A Well, if you're talking about my'pefsbnal'
interest, I probably have an interest in somewheres between

100 and 150 wells, maybe 50 or 100 of them in the San Juan

Basin.

0 Have you ever been force pooled before, Mr.
Riggs? {3 )

A | No, sir.

Qo Have you ever had dealings with Supfon be-
fore?

A Not businesswise. Well, yes, I have.
‘Well, pardon my hesitancy. I can't hardly separate -- they

change names, Southern Union, Supron; I've done business over

the years with zome of the entities that have some apparent

common relationship.

v Would you describe what your acreage posi-
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tion is with regards to Section 2?
A. Riggs 0il and Gas owns 200 acres of HBP
acreage in Section 2, and that --
0. When did you acquire that interest?
A That interest was acquired in about 1970,

What have beén your hopes and expectations
for your acreage position in Section 2?

A At the time it was acqguired it was consi-
dered marginal acreage. It was HBP. I hoped -~ I made the
investment hoping that at some time we could drill a well in
there,

Q When did you first become aware that Supron
held an acreage position in Section 2?

A. I was aware ‘of the State sale in April of
'77, I believe, vhére they were successful biddets on that
tractr

0. khen did you first discuss with them the
possibility of drilling wells in Section 2 for both of your
common interests? ’

A. I believe the first contact I had was whén’
I got a letter from Mr. Bjerke, probably July of last year.

If you need the exact date, I'd have to look in the file.
0 Tbat's fine. Let me show you Mr. Bjerke's.

exhibits, Mr. Riggs.
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I believe the exhibits are arranged in

such a fashion the newest correspondence is on the top.

A Okay.
0. And the oldest is on the botton.
A I believe this is the letter I received

July 16th, 1981.

0 And that was the letter in which Supron
proposed to you a dual Mesaverde-Dakota test?

A, Yes, sir.

0 And what, if any, response did you make to
that, Mr. Riggs? |
Zis A It's my recollection —— well, ﬁere it is
right}ﬁere. Within the week I responded to Mr. Bjerke asking
him some questions with regard to the proposed drillsite.

) Did you seek further information from
Supron with regards to what their plans were and how they
had reached théir plans and what you would do with your pro-
perty?

A At the time I was very busy and I - with

some programs that we had, and I dii1, I asked them some ques-

‘tions. Number one, I wanted to know the -- their justifica-
‘ E ,') E _“ B .
- tion for drilling the Mesaverde-Dakota well, geology and en-

gineeringwise.

Q . Have you ever received any’of that justifi

it
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cation, Mr. Riggs?

A, Not with regard to geology or engineering.

0 What, if any, proposals did you make to
them with regards to their proposal, in terms of what you'd
be willing to do in order to voluntarily parﬁicipate?

A Well, that came guite a bit later. It was
last fall or last summer when Mr. Bjerke and I talked on the
phone a number of times. We did discuss the number of optiong
that were available, which -- sale, farm out, forced pooling,
joinder, and it was only in January or February that -- that
they actually made me an offer for a -- on a farm out basis.
If you need the exact date I'd have to refer to the --

) No, sir. Generally, Mr. Riggs, what was
offered to you by Supron on a”farm out basis?

A. They offéred me a 12-1/2 percent overriding
royalty interest, absorbing -- my absorbing the existing overj’
rides; no back in after payout.

0 And what, if any; response did you make to
them?

A. I'said,wno, that was not acceptable to me.
I didn't think it was an industry standard.

Q. And what counterébroposal did you make to

Supron concerning a farmout?

A I réSponded to ‘them in writing, saying that

L,
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I would coﬁsider farming it out to them on a 12-1/2 percent
override; my absorbing existing overrides; convertible at our
option to 50 percent back in after payout, proportionately
reduced, obviously.

MR. KELLAHIN: Mr. Chairman, at this time
we tender Mr. Riggs as an'e#pert petroleum qeolbgist.

MR. RAMEY: He is so qualified.

0 Mr. Riggs, in your opinion, based upon your
experience in this area, was the proposed farmout arrangement
you offered to Supron cOnéiStent with‘indqstry standards?

A It is my belief that was ~- it is an in-
dustry standard at the present time.
| 0 | How do you reach that conclusion, Mr. Riggsp

A, Wéll, I'don't~have a large acreage interestl}
Whatever deals small independents make, it's based on't;ade,
normally with'pe0p1e, tﬁe 0ld established compahies that have
interests, and that just seems to be the trading medium today.

| If you want me to recite some examples, I
can do that. I got a farmout the other day, propoéal from
Amoco on a wildcat, and they propose a 40 percent back in aftef
payout on a wildcat prospect.

Q Mr{'Rigg3; I show you what I've marked as

: ; : and
Riggs Exhibit One, which is a package of correspondence,

ask if you'd identify that fer me, please?




N L
eyt

o R QX B

10
11

12
13

14
15

16
17

18
19

21
22

S R 8

‘my competitors but I have a high degree of admiration for him,

59
A This top letter is a letter to me from
Dug-n Production Corporation, offering to take a farmout on
my acreage under;the terms I've just recited, partigipate in
the Supron well.
0. What has been your experience with Mr. Dugan,
Mr. Riggs?

A Well,my experience with Dugan, nhe's one of

If there's ever a guy that pulled himself up by the bootstrapg
and took marginal production and made money at it and made a
science out of it, he's the one that did it. He's én excal~
lent engfheer and an excellent operétor.

0. In youf opinion is Mr. Dugan a knowledgeabqe
oil and gas operator in the San Juan Bagin?

A, Extremely so.

o And what is the substance of his letter of
April 20th, 1982, to you, sir?

A, Hé offers to take over that acreage and
drill with Supron on the basis df which I offefed'it to
Supron.

0. Okay. Let's turﬁ to the next piece of
dorrespondence in the package of exhibits, Mr. Riggs, and

have you identify that for me, please.

A This is a lettexr from the président of
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Kirabark 0il and Gas Company, who operafce a number of wells
in the San Juan Basin, and I posed a question to Mr, Arbuckle
at one time, I didn’t tell him where the tract was but I
gave him the bare bones parameters and asked him what a fair
and equitable trade might be, and‘his response is that, in
ny opinion a fair and equitable farmout arrangement would be
1/8th override qonvertible to a 50 percent working interest
back in after payout.
) The parameters of the hypothetical you pro-
posed to Mr. Arbuckle are attached»undér your March 10th, '82
letterx toiMr. Arbuckle?
A, Yes, that's correct.
0. All right, sir, and then turning to the
next correspondenCe, it's a letter from Mr. Curtis Little?
A. Yes. I -~ I went to see Curtis after Mr.
Bjerke turned me down, and I said -~ Curtis Little has made
a large number of trades in the San Juan Bésin the last couple
of years, and I asked him, I said, “Curtis, I'm not really
interested in delving into your.business here, but I kind of
have a need to know what kind of trades you've been making;"
and he just sat down and enumerated them, some of them for me,
and I believe the flavor’is -- you can look at them in detail,

but the flavor is generally in what we've been ‘discussing herel

@ What kind of drilling budaet does Riggs 0il
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and Gas Company have on an annual basis to either drill its
own wells or to contribute its share of cost towards other
wells?

A About $40,000 a year.
Q. Aand how many wells do you actually grill in

a given year?

A. l'i don't -~

0 \ Undér’the name. of Ridgs:Oil and Gas Company;
A Very few; one every couplé of years.,

0. ' As a matter of fact, your principal busines

;he San Juan Basin, where you: commit your working interest'to
wells‘in some fashion, usuaily a farmout agreement?

A. As well as other places.

0. ‘»And you've not been unsuccessful in those
efforts untfi you haye reached this impasse with Supron con-
cerniﬁg this case, is that not true?

A, I've suffered my share of setbacks over the
years,

Q . But you've notxbeen compﬁlsory pooied by
any other operator?

£

A ’ No.

s

-r

Q Mr. Riggs, I'm going to show you what we'

marked as’ your Exhibit Number qu.
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Mr. Riggs, let ne di{ect your attention to
what I have marked as youvr Exhibit Number Two, which is‘your
Mesaverde production map. Is that an exhibit that you preparefl?
A Yes, sir,.
0 Would you identify generally what that ex-
hibit displays?
A, It's a base map in the general area of
Section 2 of 31 North, 8 West, which is the section under dis-
cussion, and it extends two or three miles in all directions

and has spotted on it all the wells within the outlines of thal

Q. Let me direct your attention to how you
have identified the Mesaverde wells in the area.

A - The Mesaverde wells are colored in green
and have the little figure "M" next to the well symbol.
'\?f“ And hdw have you identified any Dakota
wellsvin the area?

A, The Dakota wells are identified with a blue
outer ring and have a "D" near the well symbol.

Q Lét's direct your attention to Seétion 13,
to the’ Dakota well in that section, and have ycu tell us a

little bit about that well.

A | k That was a well drilled in 1960 by. E1 Paso

Natural Gas Company. It's the number, what is it, San Juan




2 32-8 Well, Well No. 35, drilled 8156 to test the Dakota.

3 spudded in the 8th month, plugged in the 9th month, 1960;

4 cored continuously about the upper feet of the Dakota.

5 Q. That's one of the wells on_the cross sec-

6 tion. Let's turn to the crossAsection that's Exhibit Numbef

7 Three, Mr. Riggs,

8 All right, sir, tell us about that well

9 in the Dakota. -

10 B, | All right, that was -- back in the iate

1 fifties and early sixties El Paso had a exploratory program

12 to test the Dakota and this was one of them. They're one of

13 the éarly companies to acquire lots of data on the Dakota;

14 primarily through coring, and were one of the'leaders»in dé—
; 15 veloping the Dakota production in the Bésin._ This was one of
:f 16 their projects and they cored the upper 100 feet, approximately, §
j; 17 and not all of the Core Lab core analysis is enuméréted on s f
5 18‘ the righthand side of the log, but I picked out'what~I thought '%
i 19 was representative, fairly representétive. Yoﬁ'cgh see the ;
é 20 water saturations are fairly high, plus the major sands were t+- %
%z 2 contained vertical fractures; for the most part it was labelefl ;

i 2 nonproductive by ‘Core Lab, Apparently El Paso agreed with ;

i 23 that analysis and they plugged and abandoned the well. ‘f

R

0 Let's go up your cross section to Section

&

36 ‘and have you tell7ﬂé about that Dakota test.
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A That's just northeast of Section 2.  That
Qell was drilled in 1969 by Aztec 0Oil and Gas, which is now
Southland Royalty, and they ran pipe to ~- it went to 8480
feet. They ran pipe all the way to TD, perforated and fraced
it. You can see all the different sand zones they -- they
completed in. The drilling report shoﬁed that the Dakota made
water, no gas. The Dakota was abaonded by placing a bridge
plug at 6258 feet. The well now produces out of the Mesaverdd
the Dakota interval being abandoned.

Q‘} In your opinion, Mr, Riggs, would it gé
pruden£ for an operator to drill a well as proposed in the
south half of Section 2 to test the Dakota?

A | In my opinion it is not prudent,expenditurq
of funds. |

Q. Are you opposed to the compulsory pogling
by Supron that would compel the drilling of a Dakota tesé?

A I also think it's a ﬁistake to dually com-
plete wells, particularly where you've got one troublesome
zone or one marginal zone.

I'm not opposed to the forced pooling of
the Dakota but I can see no merit in spending exploratory
dollars on the Dakota when you've got no placé tdugo.

0 ~ Would the Dakota test in the south half

of 2 adversely affect your correlative rights, Mr. Riggs?
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A Not in the Dakota because I predict they'rd
qgoing to éct a dry hole.
Q If you participated aﬁd joined them in the

Dakota test, contributed funds to that well, would that have
an adverse éffect upon yoﬁ?

A ‘ Yeah, because I don't think it's a prudent
expenditure of exploratory dollars.

Under the acreage circumstances that exist
here, if you had 1000 acres, under some circumstances you |
might -- might merit a Dakoté test.

0 Are you opposed to the approval df_lGOnécre'

nonstandard proration unit?

k. For the Mesaverde, yes.
0 Why?
A We drilled a Mesaverde well in the south-

west quarter and get a weak well, it will probably pfevent
the southeast quarter from being drilled under present econ-

omic conditions. -

Q Are you in a position that you can volun-
tarily pay your proportionate share of the Josts of a Mesa-

verde-Dakota test?

A At this point in time we'd have to borroﬁ'

the money, Riggs 0il and Gas would have to borrow the money.

But that could be done.
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0 ; Let me direct your attention to the Mesa-
verde information, Mr. Riggs.  Let me direct your attention
to the nértheast quarter of Section 10 and have you identify
that well.

A It's a well drilled in 19 -~ it's a well
drilled and completed in 1981 by Northwest Pipeline as part
of their 32-8 Unit operation. It's the No. 42 Well, completed
in the Mesaverde. First six months on production, through

December of this past year, it made 79-million cubic feet of

gas.
Q. What's your opinion with regards to that
well?
A, Looks like a good well.
0 Have you had an opportunity to review Mr.

Motto s Exhibit Number Seven?
A No, it's never been officially submitted
to me. I've seen it floating around, léoking over shoulders.ﬁ
0 Let me show you a copy of that exhibit,

then, Mr. Riggs. Has Mr. Motton included that well in his

A Northeast of 107
Q Yes, sir.
A. No, it's not on there.

Q Let me direct your attention to the well.

s 3 Ao o e s o e
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in the northecast quarter of Section 3 and have you describe
for ma your opinion of that well.

A, That's the Northwest Pipeline 39, San Juan
Unit 32-8. It Qas drilled and completed in 1979, AOF’'d for
almost 3-million cubic feet. It's a‘little bit difficult to
tell when it was put on production, but we could go back and
look at the annual reports; you can see first production therd.
It's obviously been on the line, maybe two years, and last
year it made-48-million cubic feet of gas. That's a fairly

decent well at 103 gas prices, 48,000 and -~ there's no oil

up here but they did a few BTU adjustments and taxes, so last |

calendar year that well probably grossed in ﬁhe‘neighborhOOd
of $140,000. 1It's a commercial well, if it maintains its
productivity. |
0 Mr. Riggs, would you describe for us_what
are your principal objecti&ns to the application of Supron?
what are your objections to the compulsory pooling, Mr. Riggs?
A I think I made them a'fair offer, an in=

dustry standard offer, one of which . -in any of my'Other com-

0 In order to treat you fairly in terms of
the compulsory pooling, Mr. Riggs, do you have any recommenda-
tion to the Commission how to handle that matter?

A ' Are we taiking with regard to risk?




. W N

e @

10
1
12

13

14
15
16
17
18
19

21
22

& B

-

68

0 " Yes, sir, 1 think so.

A , There's alwéys risk in drilling operations
but as far as the geology of the drillsite goes, I consider
it a low risk location. The risk under‘the drilling opera-
tions is either higher or lower depending on skill and exper-
tise of people involved. \

0. If'you shoﬁld go nonconsent as a working
interest owner in this proration unit, Mr. Riggs, do you have
a reccmmendation to the Commission with regards to a penalty
factor to be assessed against you?

A I think it should be low, primarily becausg
I thought I made a fair trade offer to them. That's been re-
jected. You want a number?

Q. Yes, sir, if you éan place that in a per-
éentage for me.

»Aé": : Five percent.

kQ Do you have any other concérns with regard#
to the operation or proposed operation by Supron of this'pro-
ration unit? o |

A, I have some questions that I would -- if
I were to participate that I would bring up, yes, sir.

0. And what are those Questions anq concerné?

T A o 'If it involved ~- you know my feeling with

regard to the Dakota well, Dakota location. In order to be
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successful on the Dakota they've got -+ Supron has to do what
nobody else has been able to do in the area.

-With regard to the Mesaverde, now, I gues- '
‘tion whether -- I don'tknow whether we want to pick nits here
or not, but I question ~- I guestion the 5-1/2 casing, for
example. I think 4-1/2 would do.

I also bring up the question as to whether
everybody's considered -- isn't this in an area in which we
really need to consider gas or air drilling as opposed to mud
dArilling? The AFE calls for $30,000 a month.

0. Baseé upon your experience, Mr. Riggs,
+ould you recommend the use of mud in drilling this well?

A, I don't think so. I think it's an area
where mud drilling is hazardous.

Q What, if any, concern deo you have ahout..
this well qualifying for4a tight sand designation?

A, I have major concerns. This is the only
acreage we have in the area. It is impossible to buy acreage

in the middle of the San Juan Basin. It's necessary that Rigg

\,

0il and Gas maximize its return from this acreage and it‘didﬁ*
concern me at the .time when I talked to Mr. Bjerke coriginally
that Supron was not aware of -- of what the status of the

tight sand application was in the area.

As it turns out, it does not cover Section |

-3
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2, 1t stops at the township linec a mile off to the east. But

those things.

The difference in price between 103 price
and tight sand gas price is almoét double; current price is
$5.18, $5.18 plus BTU, pius taxes, and the recason Congress
created the NGPA of 1978 and the tight gas sand category was
to take Care of sitnations such as this.

0. In your opinion, Mr. Riggs, would it pro-

a provision in the pooling ordef requiring the operator to
conduct the necessarxy tests prior to stimulation in order to
presérve the necessary data for an applicatioh‘of thét soft?
2. Yes, I do. I think it’s’in their.best .
interests, in my best interests, and being State aéreage, it'ﬁ
in the best interests of the State of New Mexico.
0. What, if any, concerns do you have, Mr.;

Riggs, with regards to the formations that Supron proposes

A If I'a force pooled, I really don't think
it's fair and equitable to capture all my rights from the

surface to the base of the Dakota. I would'acquiesce and

agree to force pooling of formations that are completed in.
; o )
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Take for example, wu've not even discussed
the shallower gas zones here today, and therce is shallower
gas zones in the arca, but if I'm force ponled and they -- ang
they get from the surface to the base of the Dakota, I don't
even have the chance to consider a Pictured Cliffs Fruitland
or a Fruitland Coal well or any other shallow zone that may ox
may not be productive.

Q. In your opinion, Mr. Riggs, will it appro-
priately protect your correlative rights if a pooling order
was drafted in such a fashion as the only formation to be
pooled is the one in which Supron completes the well?

A I think that's fair and equiiablé.

If you take a farmout from E1 Paso Naturai
Gas Company, that'’s all you get from them. You earn only
what is completed in.

0 In fact that type of érovisiun would not
be uﬁusual in the industry in the San Juan Basin, would it?

A I don't believe it would be unusual. Wé
havefmgny horizontal splits 6f ownership, so say somebody
else owned the Pictured Cliffs rights here, that situation
would exist.

0 Mr. Riggs, do you have anything else that

ycu would like to address with regards to your opposition to
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" in fact sent me a contract to sign.
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A I do have some concerns about the =-- abéut
the dedication of"this;gas acreage. There are not very many
places in the Basin where we have undedicated gas reserves.
This is one of them, both Supron's and mine.

And I do view with concern Supron's inabi-
lity to, number one, tell me who they're going to sell the
gas to if they're to be the operator, which market it's going
to go into, and all the questions that go along with that.

Now some of the other companies fhat have
drilling operations, rroduction operations, also have pipeline
operations; they can make money eVéf?ﬁ?ﬁéb of-thc way.

Small independen;s>i6§;‘fitle_tﬁyghgir
product at the wellhead or at the meté;ﬁouse.

Now, I iﬁdéﬁéhdently inyéstigated the ques-
tion. If you want the details I ¢an refer to my notes; how-

ever I have a contact with El Paso Natural Gas Companry and as
tight sand gas price if we qualified, and they sent me a -~

Northwest Pipeline says the same thing. I
don't know whether their position has changed in the interim
or not, but I have also received a gas contract from NorthwesH

Pipeline to sign, and they said they woﬁld pay tight gas sand

price if it's qualified.
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And the gathering system in the area is
Northwest Pipeline's system, In fact it crosses the northwest
corner of Section 2.

And once this acreage is dedicated, it is
almost impossible to»ever undo it, and I've been part and
parcel of some Southern Union Gas contracts that expired after
twenty years, and boy, they won't turn you loose, so it is a
major concern when you drill one of these wells where that gas
is 'going to go and -- and if you sit in my chair very often,
you'd better believe you'd better stay out of thé New Mexico
.intrastate market.

Q. In your opinion, Mr. Riggs, what Qéuld‘be'
the best market conditions that would protect your sconomic
interest in this property as well as the royalty interests of
the State of New Mexico?

A In my opinion at this time it should be
dgdicated to cne of the major intefstate gas pipelines.

0. ' And what is the economic difference as‘ydu
understand it between the two markets?

A About twice the price if you can qualify
for a tight gas price.

Now, no purchaser has to pay tight gas sand

price. 1If this gas gets dedicated to Southern Union or Gas

Company of New Mexico, there's -- we have no assurance that
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theyf1ll pay that, and they don't have to pay it.

0 Would it satisfy your concern,-Mr. Riggs,
if there was a provision in the pooling order that set forth
some requirement that Supron would not take action that would
otherwise commit or jeopardize your ability to dedicate your
share of production to the interstate market?

A Yes. I think it would be fair and equitebl
if we executed our own gas centract, In fact, it might make
thé well pay out faster.

0 All right, sir, were Exhibits One, which
is the correspondence, and Two(which is the prbduction map,
gnd Three, which was the cross section, were those prepared
under youi direction and supervision?

A Yes, the two cross -- what was the other
one?

0. The cross section and the production map
were preparéd by you, were they not?

A -Yés.

Q And the correspondence was compiled bY.ygu
in rélation to these other operators? |

A Yes,

MR. KELLAHIN: We move the introduction

of Exhibits One, TWo} and Three. -

e

MR. CARR: We object to the admission of
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Exhibit Number One. It amounts to testimony by a nhumber of
individuals who are not here to subject themselves to cross
examination. We have testimony from Mr, Curtis Little in the
form of a letter. We do not know with whom he was dealing;
whether these were individual deals; whether they were part of
a package deal; whether —-- any of the terms surrounding this.
They were obviously solicited for tho purpose of the hearing,
and although t*%at doesn't ;ﬁ;each them, we do believe that if
individuals are testifying as to the kinds of deals that they
wonuld be willing to enter, that they should come forward and
submit themselves to cross examination.

We don't quarrel with\Mr. Riggs being an
exéeriencedoperator in the area and being able to testify
that in his experience‘ﬁhat hé's offered is reasonable.

But we do object to the form of these
letters.

MR. RAMEY: Let me ask Mr. Riggs a questiof
if I might. |

MR. KELLAHIN: Yes, sir.

MR. RAMEY: The letter of April 20 from
Dugan;“is that an offer to --

A . : I'm sorry, I didn't hear your questibn.

MR. RAMEY: The letter of April 20th, 1982}

from Tom Dugan -- ”
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2 A : Yes.

3 MR. RAMEY: Is that an offer to farm invi- |
4 tation from you for this very acreage?

5 A Let me describe the circumstances that led
6 up to that letter.

7 Several days ago I went to see Tom and 1

8 told him I had to come down here to a forced pooling hearing
A9 aand I said, "Tom, I want to show you something. I want your
10 opinion." So I laid out these maps and I said, "Aam I so far
11 off base here? Is my proéosal to Supron out of line?"

12 And his response was, "Gee, I don't know

13 . Vhy they turned that deal down, I'll take it right now."
i4 : ~ And he called in his attorney and wrote

15 that letter,.

16 Now I didn't tell him whethef I was‘going
17 to accept this offer or not.

18 ’ o " MR. CARR: Mr. Ramey, we think)it's appro-
19 priate if thaﬁ‘s Mr. Dugan's decision, that hé be here. Mf;
20 | Riggs could have accepted the offer and they could have pre-
2 sented that as an accomplished fact.

22 MR. RAMEY: Well, I think I'll accept the
23 exhibits and consider them for what they're worth.

24 - COMMISSIONER ARMIJO: Does my opinion have|
25‘ anything to do here? As‘farvés I'm concerned, I think you
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are correct. I hate to butt in but we could have a hundred
or two hundred of these letters as far as that's concerned,
and T don't think fhey'd be relevant as far as the case is
concernaed,

That's just my opinion.
MR. KELLAHIN: We tender Mr. Riggs for

cross examination,

CROSS EXAMINATION
BY MR. CARR:
0. Mr. Riggs.,
A ers, sir, had I known those were going to
be objectionable, I wouldn't have brought them.

MR. RAMEY: You want to take them back?

A I thought they ‘had some bearing on the case

I'm sorry, go éheéd.
| Q Is it fair to say that you have not been
able to reach an agreement with Supron for a voluntary pooiing

of this acreage?

A I thought I made them a heck of an offer.

0. But you've not been able to reach an agree-
ment?

A. No, neither have they.

Q 1'd like to take a look for a minute with

Fii e
Y
Y
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you at your IExhibit -- T believe it's Exhibit Number Tﬁo, your]
plat of the arca with the trace on it.

Is it correct that you are opposed to being
pooled to the Dakota and thereby having to share in costs in-
curred in drilling to the Dakota?

A, Yes, that's correct.

0 And bu2d on the data you've presented on
the Dakota, as I understood your testimony, it was at best a
very poor prosQQEt.

A In my opinion it's ¢ very poor prospect.

0 If a well was drilled to and completed as

a successful commercial well in the Dakota at this location,

your acreage, all of your acreage in Section 2 would be greatly

benefittéd, is that correct?

‘A, That is correct. However,‘iﬁ it's a dry
hole, vou've damaged i%. There's two sidé3 to that coin.
There was nothing there to begin with.

A You have proven that it is worthless in

the Dakota and right now there's an element of doubt, but

CQ So you think it's possible that they could

get the well there?

Q If it's a dry hole exactly how is it damagef

A Except they've got to do whét nobody else

v e

RS g AN




& W

o e a3

10
11
12

13

14
15
16
17
18
19

21

79
has been able to do.

Q And yet they're prcposing to drill the well
to that depth.

A. That's right.

Q. If there was a 160-acre nonstandard spacing
unit approved, comprising the southwest quarter of Sectioﬁ 2,
you would not be célled upon: to share any of the costs of
drilling to the Dakota, is that richt?

A Norxmally we talk about Mesaverde proration
units and bDakota proration uuits, and they're not always coin-|
cident. Sometimes they -

| 0 I'm talking about pooling a nonstandard
unit from the surface to the‘base of the Dakota éonsisting of
just the southwest quarter of 2.

A Okay. State the question again now.

0. In ﬁhat situation you do not have éhy
acreage é.nership in that spacing unit, do you?

A.':; That's right.

) And you would not be asked to take any
of the costs of the well.

A | That is correct.

0 And you wouldn't share ih any of tﬁe pro-
ceeds.

A, ' That's do;rect.
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2 0 And you would either benefit or be harmed
3 by the information that was derived from that well.

4 \ A, That's correct.

5. , 0 Now if we look at your -- the same éxhibits

6 in regard to the Mesaverde, I believe you testified that in tHe
7 northeast of Section 10 there was what appeared to be a fairly
3 good Mesaverde well.

9 A It would appear to be so.

10 Q. The same is true cf the well in the north-
11 east of 3.

12 A That's correct.

13; _ 0 Did you testify’as to the well in the --
14 the Mesaverdg well in the southwest quarter of 36, wbich is

18 to the northeast of the proposed location?

16 A, I believe all I said was it had been a
17 | Dakota penetration and the Dakota had been abardoned and now

18 it's just a Mesaverde producer. You can see the production

19 | numbers there.
20 0 . And in your opinion is that a .good Mesa-

21 verde well?

o e b g i Al

22 A. It is not a good Mesaverde well.

23 Q0. Is it fair to characterize this situation”

R it

24 as we move from the soutihwest to the northeast we are moving

25 generally to a poorer area in the Mesaverde formation?
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A ~ Based on what you can see here,'éhat is
perhaps correct, with the exception that the probosed drill-
site offsets one of the betﬁer wells in the area,

0 But that in and of itself would‘not prove
up the acreage in the southwest of 2, wonld it?

A, It enhances ‘it.

0. Likewise the well in the southwes*t of 36
detracts from it, is that correct?

A The well in the southwest of 36 is a miie,
mile and a quarter away. The well in the northeast §£ 10 is
an offset.drillsite.

0. About half a mile a&ay.

A. Quarter; half., Half. 1It's as close as
youv can get to that well. Supron drillsite is as close as
you can get to the best well inMéhe immediate area.

0. : The proposed location is on the noxtheast
flark of what is the established producihg area in the Mesa-
verde, is that not correct?

A, In a general sense.

0. well. You would like for Supron, I believd
to assure you that they would obtain_a 107 price for the gas
from the well. Is that one of your requests? |

A, My original request was what was the statuﬁ

of any application, if any, and in the absence of that, as

3
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bperator, what were they going to do to protect everybhody's
interest in that seétion with regard to the possibility of
applying for.that.

0 And did they -- were you asking them only
to apply?

A Part and parcel of it as operator is to
test the well after it's been perforated and before it's
artificially stimulated to make sure that that procedure igﬁy

properly documented.

Q. And then?
A Then the application can go forward.
0 You were not asking them to guarantee that

they would obtain the 107 price for the well?
A Ch, no, just =-- no, yoﬁ can't. That's
just like --

0} Would you have any cbjection to an order

that resulted from this hearing providing that the formations

would remain pooled. Any_formations in which there was a
potential commercial show of dilyérrgas?

A I would object td that.

Q. So if there were shows in three or four
zones and it was required:'to move up the hole at a later
date and recomplete in éﬁother zZzone, you would be opposed

to letting them acquire rights in that formation?
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A Weli, you're going to have to define what
kind of shows you're talking about because this country is
full of shows.

0. Well, something that looks like it is a
zone capable of commercial production, a third zone that aften
one is of the Mesaverde and assumed Dakota.

i Let them complete in that and they can have
it.

Q. But they would have to complete in it at
the time the well was drilled. )

A Or drill another well.

If that circumstance comes about, you've
locked up forever my Pictured Cliffs rights. I could never
make a trade on a Pictured Cliffs location in the.southeast

quarter., It would be locked up forever. It's as if I lost

it. It's awsolutely gone from my control.

Q. That would be only if we had a south half
dedication?

A, Uh~huh.

Q ‘And this acreage.

MR, RAMEY: But Pictured Cliffs only 160

acres.

A But the forced pooling application is going

to take care of everything from the surface to the base bf
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the Dakota for the south half of the section, and if somebody
proposed a Pictured Cliffs‘ldcation in the scutheast ¢uarter
my rights are gone.

Q. Your problem would be alleviated, would it
not, with the creation of a 160~acre non-standard unit com-
prised of the southwest quarter-from *he surface tc the base
of the Dakota?

A, It would take care of that but the more
-important problem are the Mesaverde rights becéuse that's -~
the gas zone is the thickest, that's where the la?gest reservepg
are,

Q And you'd be free to drill a well éver in
the southeast quarter to the Mesaverde, would you not?

A But the southeast quarter is not offset

to the best well in the area.

0. It would be a high risk venture?

A Higher rick.

0 A 10 percent riské

A. 7-1/2.

Qi ' If this well -- if this section, excuse

me, Section 2 was fully developed being the maximum number

of wells authorized in the Dakota and Mesaverde formations,

how niany wells col. 'be drilled in each of those formations?

A. Tell me whether they are dual completions




2 or single, single wells.

3 0 Let's just talk about the Mesaverde alone.
4 A, Mesaverde. If it's developed to its maxi-
5 mum‘today, you get one well‘originally on each 320 and then

6 you get an infill and there would be four.

7 0 Do those infill wells have to br drilled

8 in the other guarter section from the original?

9 A. It's my understanding they -- they go in

10 the undrilled 160.

1n Q. $o the effective well density for the area
12 is 160-acre spacing, is that. correct?
13 | A If you go through the intill program,

14 that's my understanding.

15 MR. CARR: I have no further questions.

16 A Can I make a short comment?

17 o MR. CARR: No. If Mr. Kellahin would like
18 to have you make one, he may ask you.

20 MR. RAMEY: Any further questions of this

21 witness? If not, the witness may be excused,

|
- |
19 A No? He says shut up, okay.
22 MR. CARR: And I would like to recall -~

g

do you have any other witnesses?

U | MR. KELLAHIN: Subject to you. Go ahead.

% ~ MR. CARR: All right. e .
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MR. RAMEY: Who are you going to recall,

Mr. Carr?
MR. CARR: I'm going to --
MR.,RAMEY: Or did you have anything furthg
Mr. Kellahin?
MR. KELLAHIN: No, sir.

MR. CARR: I1'd like to recall Mr. Motto

for a couple of very brief rebuttal questions.

RUDY MOTTO
path, testified as follows, to-wit:

REDIRECT EXAMINATION
BY MR. CARR:
0 Mr. Motto, #?g ycu the individual that
designed the drilling program fof the proposed well?

A. I am.

r,

Q Are you the person that selected the size. qf.

the pipe to be used in going to the Dakota?

A I am.
Q Why did you select 5-1/2 inch?
A That's the only size pipe under this de-

sign that you could get to the end of both formations on.
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0 } Are you the individual who is proposing
to drill this well with mud? |
A This well is designéd for surface casing
to be drilled to 250 feet with a mud base circulated system;
then drilled out with a 7-5/8ths -- or 9-7/8ths inch-bit with
mud to 3820 feet. That is below the Pictured Cliffs. That
goes into the Lewis Shale, which is above the Mesaverde form-
ation. | |
It's also designed to drill out from under
or out from under that 7-5/8ths with 6-3/4 bit to 8230 feet

with gas.

We did not design it to drill with air be-

cause if you get o0il in that, there's a very good chance that
you'll burn yodr drill pipe off downhole.
| 0. In your opinion is the proposed completion
for the well prudent ana sound from an engineering poin£ éf
view?
A, I believe it is prudent and sound.
MR. CARR: I:haveInOthing furthé}.;

MR. RAMEY: Mr. Kellahin?

RECROSS EXAMINATION
BY Mk. KELLAHIN:

Q Mr. Motto, ~-
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‘A Yes, sir.
o} You wouldn't have any objection, would you,
sir, to taking the necessary flow tests in the unstimulated
condition of the well in order to preserve the data necessary

to file applications to qualify this well for tight sand de-

signation?
A No, sir, we would not.
MR. KELLAHIN: Nothing further.
MR. RAMEY: @ The witness may be excused.
A Thank you.

MR. RAMEY: Anything further, Mr. Carx?
MR. CARR: T have a closiiig statement.

MR. RAMEY: I think Mr. Kellahin can go

MR. XELLAHIN: I think there are two
serious difficulties with the compulsory pooling application
of Sﬁpron, Mr. Chairman. One is that it's undiéputed that
Mr. Riggs offered to Supron what is a standard industry trade
in terms of a farm out and that Supron has refused to do that

The adverse impact on Mr. Rigys is that
having refused what is a standard farmout he is then subject
to be compulsory §ooled. The penaity hanging over his head

in terms of the statutory maximum 200 percent risk. factor is

awesome. It is compounded because we can see from the geolo-|
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i : 2 gy -- not from the ¢eology, but from the production history

3 from these offset wells that Mr. Riggs testified tc that there

4 is an excellent opportunity for a Mesaverde completion.

5 The impact of the order, however, is that

6 if he should go nonconsent they will have an opportunity to

7 recover from Mesaverde production at very little risk the

8 cost they have expended in excess of $100,000 to go ahead and

9 speculate on the Dakota, which it's acknowledged is a tre-
.8 mendous risk. Band so they get to explore, in effect, by

11 using Mr. Riggs' interest in.this acreage.

12 I think that's an unfair use of the

13 | pooling provisions and it's got to be dréfted in such a way

14 that Mr. Riggs' correlative rights can be protected. I

15 think it's onerous for ah’operatdr to come before the Com-

16 mi* Sion and stand behind the pooling order in the face of whaﬁ

17 has been offered as a fair opportunity to take a farmout, and

18 simply say we'll pool you.

19 They hold up this straw man of a 160-acre

20 nonstandard proration unit and I think it‘s ridiculous. ft

21 rakes no sense at all to further jeopardize Mr. Riggs with

22" the existancé of 160-acre non-standard proration unit, ﬁﬁich 4
B we've seen is not the cushomary{practice in this industry

2

for the San Juan Basin.

15 ., It's logical to assume that it's much

-

bl
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better to share invproduction from two wells as opposed to
taking risks on one well.

I think in order to fairly treat Mr. Riggs
you've got to do some things that arc different from the stand-~
ard pooling ordef, in order to adequately protect him. I
think it's importent that the order specifically articulates
that the operator will take no action that would jeopardize
Mr. Riggs ability to market his share of production in the
interstate market. The economic incentive to placing it in
the interstate market, as Mr. Riggs has testified, is over-
whelming, double the price.

It's consented to by Supron that there is
no objection to a provision in the order that will require
them to preserve the necessary‘data énd to conduct the neces- -
sary tests to allow this wéli to be petitioned for tight sand
designation, an obvious need in order to protect the corre-
1atiye rights of not only Mr. Ribbs but thé royalty interests
Pf the State of New Mexico.

I think however, that the way you can best
protect . the correlative rights of Mr. Riggs is that in light
pf the circurstances and facts of this cése, that a penalty
factor is not unreasonable if its set at zero or five percent
or something in that neighborhood. I think that is only fair.

In light of Mr. Rigys willingness to work
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some reasonable method of --cof a veluntary agreccment, he
should not be jeopardized by a substantial penalty in this
well,

MR. RAMEY: Thank you, Mr. Kellahin.
Mr. Carr?

‘MR. CARR: May it please the éommission,
Supron appears befdre you today seeking an order pooling the
south half of a section, or in the alternative, creation of
a 160-zcre non-standard spacing unit.

All the preconditions for a pooling order

~are present. The parties cannot agree. One party has the

right to drill and proposed tc driii, is ready to drill, and
comes before you asking for the order and the statute pro-
vides you shall pool the land. We subﬁit we're entitled to
that order.

The question then becomes what sort of a-
risk penalty should be assessed. Now‘Mr. Kellahin would try
and cast this beforeyou as if Supron were coming in and
dealing in a heaVy—haﬁded fashion with a poor independent,
Whétéé‘anxindependent has been acﬁive in the business foi
vears and participates in a number of wells and is know-
ledgeable in the area and has been involved in the area;

I don't know who you compare their econ-

omic positions but I submit that's nbt-reaily a guestion for




92

I think what you need to look at is was

a good faith effort made to obtain voluntary joinder. What
did Supron do? They propose to drill a well, he didn't like
it. They propose to go to the Mesaverde, he didn't liké it,
lie doesn’t want to go to the Dakota. Okay, we'll just drill
our acreage and you can get benefit from the data and not shérp
in the cost. Nothing is acceptable. They don't have volun-
tary agreement. And in fact an offer has been made to Supton.
It may be reasonable and it may not be reasonable but that
doesn't bear on‘the question.of risk. The risk is I'm putting
money te drill in the ground to drill this well and I assume
a risk that somebody who is not‘puttingrthe money in the groqu,
stands to benefit from.

And we‘submit to yoﬁ that Whéh,you‘re
drilling a Mesaverde-Dakota well in this area and the Mesa-
verde is a third of the way between‘a fairly good, recently
drilled Mesaverde weil, with-not an established production
history, and a poor Mesaverde well; that fou have a high risk
situation, espééially when you have a Dakétaréoné which ié
*definitely, by everyone's testimony, a kigh risk situation,
iand I think you have to look atdtha risks;, not the hegotia;
tiops, I think th;t all we'fe saying is we've negotiated‘in

good faith and we're willing to take the risk and drill the
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"pool the south half and that you impose the appropriate risk
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welL
We, frankly, would prefer to go on 160
acres. We'll take all the risks. We'll drill to the Dakota,
but if that isn't acceptable, we have met every condition and
are entitled to a compulsory pooling order.

Now in this order Mr. Kellahin would sug-

nature. I would just suggest that that's probably not wise

for this Commissicn to do. Representations have been made

here by representatives of Supron that they will.preseive. .

L g
4 Lt

;. IrTcdn assure you they w

alli data to pursue the‘;bf“g*'m
do everything that they caﬁ ﬁo fairly market the product. but
I don't think that is something that is proper to bring this‘
Commission into, and we therefor would request that the order
not contain unique provisidns along the lines proposed by
Mr. Keliahin.

We therefor request that you grant the
application creating a 166—a¢re non-standard spacing unit for
all formations froﬁ-fhe surface to the base‘Qf thé Dakota.

In the alternative we request that you

penalty, which we believe the evidence clearly shows is 200

percent and not something absurd like five.pérceptf

MR. RAMEY: Thank you, Mr. Carr. Does
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anyone e¢lse have anything to offer in this case?

If not, we'll take the case under advise-

ment and the hearing is adjourned.

{Hearing concluded.)
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STATE OF NEW MEXICO

" ENERGY AnD MINERALS DEPARTMENT

OIL CONSERVATION DIVISION

BRGUUC,‘EEF,KM'NG . POST DFFCE BOX 2088
BTATE LAND OFFICE BUILOING
BANTA FE. NEW MEXICO 87501
LAR&&S;IOE August 11, 1982 - 15051 827-2434
Mr. William F, Carr Re: - CASE NO. 7509
Campbell, B8yrd & Black ORDER NO. R-7033

Attorneys at Law
Post Office Box 2208 .
Santa Fe, New Mexico Applicant:

Supron Energy Corporation

Dear Sir:

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

Gours very
L

»

JDR/fd

‘Copy of o Jer also sent to:

Hobbs OCC X
Artesia OCC 2
Aztec OCC ~

Other Tom Kellahin, Gary Pawulson




STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
OII, CONSERVATION CCMMISSION

IN THE MATTER OF THE HEARING
CALLED BY THE OII. CONSERVATION
COMMISSION OF NEW MEXICO FOR
THE PURPOSE OI' CONSIDERING:

CASE NO. 7509
Order No. R-=7033

APPLLCATION OF SUPRON ENERGY
CORPORATION FOR COMPULSORY POOLING,
SAN JUAN COUNTY, NEW MEXICO.

ORDER OF THE COMMISSION

BY THE COMMISSION: - A ~ . ‘3

This cause came on for hearlng at 9 a.m. on April 22, 1982
at Santa Fe, New Mexico, before the 0il Conservation Comm1ss;on
of New Mexico, herelnafte“ referred to as the "Commission." g B

NOW, on this 6th day of August, 1982, the Commission,;
having considered the testimony, the record, and the exhibits,
and being fully advised in the premises, T

FINDS:

(1) That due public notice haVing been given ase required%
by law, the Commission has jurisdiction of this cause and the |

subject matter therxeof.

(2) That the applicant, Supron Energy Corporatxon, °neks§
an order pooling all mineral interests down through the’ Dakota'!
formation underlying the S/2 of Section 2, Township 31 North, é
Range 8 West, NMPM, San Juan County, New Mexlco, to be dedlcated
to a well to be drilled at a standard 1ocat10n in the SW/4 of |
said section, . f

{(3) That the applicant owns an oil and gas lease on the !
S/2 S/2 and NE/4 SW/4 of said Section 2, anG that Crown Central
Petroleum who owns the NW/4 SW/4 has agreed to join so that the
applicant thereby controls 75 percent of the working interest ih
the proposed spacing and proration unit and has the rlght to |
drill thereon, which it proposes to do.

{4) That Riggs Oil & Gas Corporation is the owner of -the
N/2 SE/4 ‘of said Section 2, and appeared at the hearing in o
opposition to Supron's proposal to pool the S/2 of Section:: anE~
drill an 8,250-foot well to test the Dakota formation underz(~”P32?'
said lands. :
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I
(5) That the Mesaverde and Dakota formations in this area 1
require the dedication of 320 acres to each well and that other |
formations in the area require the dedication of only 160 acres |
to each wall,

{(6) That if the applicant drills a well at a standard
location in the SW/4 of said section and achieves production in
any zone other than the Mesaverde or Dakota formations, the
~ opponent to this applicaticn, Riggs, will have no interest in
that production,

(7) That both parties agree, and the geological evidence
tends to confirm, that the Mesaverde formation underlying the
proposed spacing and proration unit is a good prospect for
obtaining commercial production.

(8) That the geological evidence concerning the Dakota
prospect i< somewhat less conclusive, but the ‘evidence appears
to preponderate towards the view that prospects for commercial
production from the Dakota formation are much more uncertain
than such prospects for the Mesaverde and that Riggs is
justified in not desiring to participate in going to the Dakota.

(9) That to avoid the drilling of unnecessary wells, to
protect correlative rights, and to afford tc the owner of each
interest in said unit the opportunity to . recover or receive,
without unnecessary expense, his just and fair share of the gas
underlying the subject lands, the subject application should be
approved by poollng all mineral interests, whatever they may be,
within said unit, and Supron should be designated operator of
the subject well and unit, provided however, that Riggs: should
.-be given the opportunjity to partlclpate in the drilling of thle
subject well on a split-risk basis, i.e., (1) to part1c1pate in
drilling and completion costs to the Mesaverde formation without
penalty or to go non-consent to the Mesaverde and participate in
the Mesaverde subject to a certain charge for the risk involved
in drilling to said formation, and (2), to participate in the
additional drilling and comnpletion costs from the Mesaverde to
the Dakota without penalty or to. go non-consent from the
Mesaverde to the Dakota and participate in the Dakota subject tq
a separate and different charge for the risk involved in the
additional drilling.

(10) That it is the intent of thlS ‘order to break the .
drilling of the subject: well down into two separate and |
: distinctive phases: (1) from the surface of the ground througﬁ
ot the Mesaverde pay; and (2) from the base of the Mesaverde pay
through the Dakota pay; to provide alternative selections to thg
poolee, Riggs; and to provide cost accounting for a single

-

‘- ’ 1
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Mesaverde completion vs. a single Dakota completion or a
Mesaverde-Dakota dual completion, :

(11) To the above ends, all charges and costs which would
be directly attributable to a single Mnsaverde completion should
be charaed to the Mesaverde zone and subject to the Mesaverde
risk factor provided herein, if applicable, and paid out of
Mesaverde production only; all charges and costs which would be
directly attributable to the drilling of a single Dakota
completion from the base of the Mesaverde pay throuagh the Dakota
pay as well as any extra up-~hole charges and costs resulting
from drilling the well to the Dakota above and beyond what would
normally be spent drilling to the Mesaverde only (such as extra.
hole size, extra casing and cementing, rig charges, etc¢.) should
be charged to the Dakota zone and subject to the Dakota risk
factor provided herein, if applicable, and paid out of Dakota
production only; all common charges to a”Mesaverde-Dakota dual
(including the separation packer, dual Christmas tree, etc.)
shall be split between the two zones and each portion made
subject to the risk factor for that zone and paid out of
production from that zone.

(12) That after the effective date of this crder and within
60 days prior to commencing the subject well, Supron should
furnish the Division and Riggs itemized schedules of estimated
well costs as follows:

A. A cost estimate for a normal éinglekMesaverde,test
well to the anticipated Mesaverde completion depth
(6'300 - feet) .

B. A cost estimate for a normal single Dakota
test-well to fhe anticipated Dakota completion
depth (8,250 - feet).

C. A cost estiﬁate for a Mesaverde-Dakota dual
completion at the above depths.

(13) That the cost estimate prescribed in Findingﬁﬁo. (12)

completion costs with a suitably sized drilling rig and normal
mud, logg‘ng, and testing charges and casing and cementing costq
for a single Mesaverde completion without anticipation of
drilling beyond the expected Mesaverde completion depth.

- (14) That the cost estimate prescribed in Finding No.. (12)
B above should include only normal drilling, testing, and
completion costs with a suitably 'sized drilling rig and normal
mud, logging, and testing charges and casing and cementing costd.

{
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for.a single Dakota completion without anticipdtion of an upper
pay (Mesaverde) hbeing present or requiring testing,

{15) That the cost estimate prescribed in Finding No. (12)
C above should include normal drilling, testing, and completion
costs with a suitably sized drilling rig and normal mud,
logging, and testing charges and casing and cementing costs for
a Mesaverde-Dakota dual completion.

(16) That within 30 days from the date the above-described
schedules of estimated well costs are furnished to it, Riggs
should make its election as to whether to participate in the
subject well.

(17) That if it elects to participate, Riggs should have
the opportunity of ch0051ng its mode of par%lclpaulon, i.e.,
whether to participate in drllllng to and completing in the
Mesaverde only, or to participate in drilling and completing in
both the Mesaverde and Dakota.

{18) That if it elects to participate, Riggs should be
afforded the oppo-'tunity of paying its share of estimated well
llcosts for the mode selected in lieu of paying its share of
reasonable well costs out of production,

(19) That should Riggs elect not to pay its share of
estimated well costs from the surface down through the Mesaverde
pay, it should have its share of reasonable well costs for said
formation withheld from production from the Mesaverde formation
plus a reasonable percentage of such costs as a charge for the
risk involved in the drilling of said well to the Mesaverde.

(20) That - considering - - the geological and engineering
evidence. presented at the hearing, 150 percent of reasonable
well costs is an adequate and appropriate charge for the risk
involved in drilling said well to the Mesaverde formation.

. ‘ )
(21) That should Riggs elect to pay its share of estimated’
well costs from the surface to the Mesaverde, but elect not to
pay its share of estimated well costs from the base of the
Mesaverde pay down thirough the Dakota pay, it should have its
share of well costs for drilling from the Mesaverde to the
Dakota withheld from production from the Dakota formation plus a
reasonable percentage thereof as a charge for the risk involved
in the drilling of said well from the Mesaverde to ‘the Dakota.

(22) That considering the geologlcal and engxneerlng
evidence presented at the hearing, 200 percent of reasonable
well costs from the Mesaverde to the Dakota is an adequate and

3

{
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appropriate charge for the risk involved in drilling said well
from the Mesaverde to the Dakota.

(23) That should Riggs elect to participate in either of
the above-described modes of participation, its payment of its
share of estimated well costs for that mode shculd be made to
Supron in accordance with some customary and mutually agreeable
system for billing and payment which is commion to the industry;
that should Riggs so elect to participate and pay its share of
estimated well costs for the mode selected, it should remain
liable for operating costs but should not be liable for risk
charges for that mode of participation. Reasonable drilling and
completion costs advanced by Supron beyond the mode selected and
prepaid by Riggs should be subject to the risk factors described
above and withheld from production from the appropriate
formation together with operating costs.

(24) That within 90 days following completion of the well,
the operator should furnish the 0il Conservation Division and
Riggs an itemized schedule of actual well costs for drilling and
completion of the well, broken down into two segments: from thg
surface through the Mesaverde pay, and from the base of the
Mesaverde pay through the Dakota pay; that if no objection to
such “actual well costs is received by the Division, and the
Division has not objected to such actual well costs within 45
days following receipt of said schedule, the actual costs should
be considered reasonable costs; provided however, that if there
is an objection to actual well costs within said 45-day period,
the Division should determine reasonable well costs after Dub11€
notice and hearing. .

LTS

. (25) That within 60 days following determination of
reasonable well costs, should Riggs have paid its share of
estimated well costs for either of the-above-described modes of
participation, it should pay to Supron any amount that its sharq
of reasonable well costs for that mode exceed paid estimated
well costs and should receive from Supron any amount that paid

W

estimated well costs exceed reasonable well costs for that mode}

(26) That $2500.00 per month while drllllnq and $250,00 pef
- month while producing should be fixed as reasonable charges £o:
supervision (combined fixed rates); that-the operator should b4

authorized to withhold from production the proportionate share|

~of such supervision charges attributable to each non-consentin
working interest, and in addition thereto, the operator shoul
be authorized to withhold from production the pfoportlonate

share of actual expenditures required for operating the subjec »

well, not in excess of what are reasonable, attributable to eas
non-consenting working interest. :




L PR TSI R Y S TER SR I TR IS T TR LN BT RIS S P R PR

-5 -
Case No. 7509
Order o, R=7033

(27} That all proceeds from production from the subject
well which are not disbursed for any reason should be placed in
escrow in San Juan County, New Mexico, to be paid to the true
owner thereof upon demand and proof of ownership.

(28) That upon the failure of the operator of said pooled
unit to commence drilling of the well to which said unit is
dedicated on or before November 1, 1982, the order pooling said
unit should become null and void and of no effect whatsoever.

IT IS THEREFORE ORDERED:

(l) That all mineral interests, whatever they may be in
the Mesaverde and Dakota formations underlylng the S/2 of
Section 2, Township 31 North, Range 8 Wes HMPM, San Juan
County, New Mexico, are hereby pooled to form a. standard
320-acre gas spacing and proration unit to be dedicated to a
well to be drilled at a standard location thereon.

PROVIDED HOWEVER, that the operator of said unit shall
commence the drilling of said well on or before the first day of
November, 1982, and shall thereafter continue the drilling of
said well with due diligence to a depth sufficient to test the
Dakota formation; .

PROVIDED FURTHER, that in the event said operator does not
commence the drilling of said well on or before the first day of
November, 1982, Order (1) of this order shall be null and void
and of no effect whatsoever, unless said operator obtains a time

extension from the Division for good cause shown.

PROVIDED FURTHER, that should said well not be drilled to
completion, or abandonment, within 90 days after commencement
thereof, said operator shall appear before the Division Director
and show cause why Order (1) of this order -should not be
rescinded. ;

(2) That Supron Energy Corporation is hereby de31gnated
the operator of the subject well and unit.

(3) That after the effective date of this order and w1thLM'\u~

60 days prlor to commencing said well, the ‘operator shall
furnish the Division and each known working interest owner in
the subject unit itemized schedules of estimated well costs as
- follows:

A. A cost estimate for a normal single Mesaverde test .

well to the agt1c1pated Mesaverde completlon
depth (6,300 - feet).
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B. A cost estimate for a normal single Dakota
test well to ;he anticipated Dakota completion
depth (6,250 - feet).

C. A cost estimate for a Mesaverde-Dakota dual
completion at the above depths.

(4) That the cost estimate prescribed in Orxrder No. (3) A
above shall include only normal drilling, testing, and
completion costs with a suitably sized drilllng rig and normal
mud, logging, and testing charges and casing and cementing costs
for a single Mesaverde completion without anticipation of
drilling beyond iLhe expected Mesaverde completion depth.

{5) That the cost estimate prescribed in Order No. (3) B
above shall include only normal drilling, testing, and
completion costs with a suitably sized drilling rig and normal
mud, logging, and testing charges and casinyg and cementing cost$
for a single Dakota completion without anticipation of an upper]
pay (Mesaverde) being present or requiring testing.

‘ (6) That the cost estimate prescribed in Order No. (3) C
above shall include normal drilling, testing, and completion
costs with a suitably sized drilling rig and normal mud,
logging, and testing charges and casing and cementing costs for
a Mesaverde-Dakota dual completion.

{7) That within 30 days from the date the above-described
schedules of estimated well costs are furnished to it, Riggs
shall make its election as to whether to participate in the
subject well. ’

‘ (8) That if it elects to participate, Riggs shall have the
opportunity of chcosing its mode of participation, i.e., whethef
to participate in drilling to and completing in the Mesaverde
only, or to participate in drilling to and completing in both
the Mesaverde and Dakota.

(9) That if it elects to participate, Riggs shall be
afforded the opportunity of paylng its share of estimated well
costs for the mode selected in lieu of paying its share of
reasonable well costs out of productlon.

e et . b el el

(10) That should nggs elect not to pay its share of
estimated well costs from the surface down through the Mesaver
pay, it shall have its share of reasonable well costs for sai
formation w1uhhe1d from production from the Mesaverde formatio
plus 150 percent thereof as a charge for the risk 1nvc1ved in‘
the drilling of said well to the Mesaverde.k, v
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(11) That should Riggs elect to pay its share of estimated
well costs from the surface to the Mesaverde, but elect not to
pay its share of estimated well costs from the base of the
Mewsaverde pay down through the Dakota pay, it shall have its
share of well ,costs for drilling from the Mesaverde to the
Dakota withheld from production from the Dakota formation plus
200 percent thereof as a charge for the risk involved in the
drilling of said well from the Mesaverde to the Dakota.

(12) That should Riggs elect to participate in either of
the above-described modes of participation, its payment of its
share of estimated well costs for that mode shall be made to

Supron in accordance with some customary and mutually agreeable

system for billing and payment which is common to the industry;
that should Riggs so elect to participate and pay its share of
estimated well costs for the mode selected, it shall remain
liable for operating costs but shall not be liable for risk
charges for that mode of participation. Reasonable drilling and
completion costs advanced by Supron beyond the mode. selected and
prepaid by Rigg> shall be subject to the risk factors described
above and withheld from production from the appropriate
formation together witn operating costs.

(13} That within 90 days following completion of the well,
the operator shall furnish the Division and Riggs an itemized
schedule of actual well costs for drilling and completion of the
well, broken down into two segments: from the surface through
the Mesaverde pay adjusted downward for any extra up-hole
(‘arges and costs per Finding No. (11), and from the base of the
Musaverde pay through the Dakota pay including any extra up-hole
charges and costs per Flndlng No. (11); that if no objection to
- such actual well costs is received by the Division and the -
Division has not objected to such actual well costs within 45
days following receipt of said schedule, the actual costs shall
be considered reasonable costs; provided however, that if there

is an objection to actual well costs for either or both segmentsﬁ

within said 45-day period, the Division shall dstermine
reasonable well costs for each segment after public notice and
hearing.

(14) That within 60 days. followlng determlnatlon of
reasonable well costs, should Riggs have paid its share of
estimated well costs for either of the above-described modes of
part1c1patzon, it shall pay to Supron any amount that its share
of reasouable well costs for that mode exceed pald estlmated
well costs and shall receive from Supron any amount that pald
estimated well costs exceed reasonable well costs for that ‘mode,

(15) That Supron is hereby authorized to- withhold the
following costs and charges from’ productlon.

L
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(A) The pro rata share of reasonable well
costs attributable to Riggs if Riggs has
not paid its.share of estimated well
costs in accordance with the provisions

-, for pre-payment as set forth in this
order.

(B) As a charge for the risk involved in the
drilling of the well, the percentage
specified elsewhere herein of the pro rata
share of reasonable well costs attributable
to Riggs if Riggs has nct paid its share of
estimated well costs ip accordance with’
the provisions for pre-payment as set forth
in this order.

(16) That $2500.00 per month while drilling and $250.00 per
“month while producing are hereby fixed as reasonable charges for
supervision (combined fixed rates); that the operator is hexeby
authorized to withhold from production the proportionate share
of such supervision charges attributable to each non-consenting
working interpest, and in addition thereto, the operator is
hereby authorized to withhold from production the proportionate
share of actual expenditures required for operating such well,
not in excess of what are reasonable, attributable to each
non-consenting working interest.

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

(18) That any well costs or charges which ~re to be paid
out of production shall ke withheld only from the working
interest's share of production, and no costs or charges shall be
withheld from production attributable to royalty interests.

(19} That all proceeds from production from the  subject
well which are not disbursed for any reason shall immediately bq
placed in escrow in San Juan County, New Mexico, to be paid to
the true owner thereof upon demand and proof of ownership; that
the operator shall notify the Division of the name and address
of said escrow agent within 30 days from the date of first
deposit with said escrow agent.

(20) -That jurisdiction of this cause is ;gtainéd for the
entry  of such further -orders as the Commission may deem
necessary. -’ L ' . . L

s
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DONE at Santa Fe,
hereinabove designated.

S EAL

o . .Mw» i BTt b cp e rpa]
: 26

4 '

New Mexico, on the day and year

STATE OF NEW MEXICO
OIL CONSERVATION COMMISSION

EMERY C. ARNOLD, Chairman
O

/”(/.’(/%%
EX'J RM
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CAMPBELL, BYRD & BLACK. r.a

LAWYERS
JACH M. CaMPBELL JEFFERGON PLACE
HAFIL (3, AYROD SUITE |« i NORTH GUADALUPE
BRUCE D. BLACK
POGT OFFICE BOX 220

MICHAELL B, CAMEBELL FOS icL BOX Z2EOB

VOILLIAT F. CARR SANTA FE. NEW MEXICO 87501
BRADFORD C. BERGE TELEPHONE: (SO5] 9688-4421

WitLiAaM G, WARDLE
TELECOMER (50%) 983-%0413

April 29, 1982

Mr. Joe D. Ramey ’ HAND DELIVERED

Director

0il Conservation Division "‘

New Mexico Department of. i *D _gﬁ Ry/
Energy & Minerals

Post 0Office Box 2088 APR 30 1982

Santa Fe, New Mexico 87501

- OIL_CONSERVATION
Re: Case 7509: Application of Supron Energxy ’ gé¥ﬂ§§%h

for Compulsory Pooling or in the Alternatlve the
Creation of a Non~-Standard Spacing or Proration Unit,
San Juan County, New Mexico

Dear Mr. Ramey:

This letter is in response to the letter of April 29, 1982
from W. Thomas Kellahin on behalf of Riggs 0il and Gas
Company and the letter attached thereto from Elliott Riggs
to Supron Energy Corporation. As you will note, Mr. Riggs'
lettex of April 27 states that he executed certain documents
on that date which voluntarily ‘2ommit his interests in the
S/2 of Section 2, Township 31, North, Range 8 West, San Juan
County, New Mex1co ro a well to be drllled by Supron to test
the Mesaverde formation. Supron made an offer to Mr. Riggs
for a well to the Mesaverde as part of its efforts to obtain
voluntary joinder in this progect on February 5, 1982. This
offer was declined and resulted in the Comm1351on hearing on
May 22 in the above-referenced case. Having gone to hearing
seeking an order pooling Riggs' interest in the S8/2 of said
Section 2 for the Dakota as well as.the Mesaverde formation,
Supron is of the opinion that there was no proposal for a well
to the Mesaverde formation alone to which Mr. Riggs could
commit his interest on April 27, 1982.

Supron and Riggs have not reached an agreement for the deve-
lopment of the S/2 of Section 2. Supron requests that the

0il Conservation Commission proceed to enter its order basea
on the evidence offered in Case 7509, Should an agreement

be reached by the parties for ‘the development of this spacing
unit, Supron Energy Corporation, as the applicant in this

case, will advise the Comnission and at that time would requesL

AR B b e L R
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that its application be dismissed. We believe this action
by Mr. Riggs is only further evidence of the problems Supron
has encountered during the past ter months in attempting to
drill a well in the S/2 of Section 2 to 'test the Mesaverde
and the Dakota formations.

As you are aware, on April 26, 1982 Mr. Kellahin filed

proposed findinge in this case. Should you desire, Supron
Energy Corporation will supply a proposed order for the
Commission's consideration. We believe, however, that a
standard order pooling the Mesaverde and Dakota formations

and imposing a 200 percent risk penalty would be the appropriate
order to result from the May 22 hearing. Should the Commission
feel that pooling both formations will result in some hardship
to Mr. Riggs, we believe our alternative proposal for a 160
acre non-standard spacing unit would solve this problem and
enable the interest owners in the SW/4 of Section 2 to drill

a well to test ‘heé Mesavarde and Dakota formations. Mr. Riggs
would then be free to develop his acreage as he sees fit.

Veyy truly_you*s,

of

William F. Carr >

WFC:jh

cc: Mr. Ed Dunn, .
Chris S. Récord, Esquirl'®
Mr. John R. Womack '
- Mv, Rudy Motto
Mr. Gaby Bjerke
W. Thomas Kellahin, Esq.




KELLAHIN and KELLAHIN
Attorneys at Law
500 Don Gaspar Avenue
VV lhomal Kellahin Post Office Box 1769

Santa Fe, New Moexico 87501 Telephone 982-4285
Klren Aubrey Area Code %03

Jason Kellahin

April 29, 1982

Mr. Joe D. Ramey HAND DELIVERED

0il Conservation Div131on
P. O. Box 2088
Santa Fe, New Mexico 87501

Re: NMOCD Case 7509
Supron v. Rigos

Dear Mr. Ramey:

"I am enclosing for your information a copy of Mr. Riggs'
letter dated April 27, 1982, in which he has voluntarily
committed his 1nte1est to the drilling of a Mesa Verde test
by Supron.

We believe that this voluntary joinder by Mr., Riggs
is sufficient to require the dismissal of Supron's appllcatlon
for a compulsory pooling order in the referenced case.

WTK:rb

Enclosure

cc: William F. Carr, Esq.
Elliott Riggs.
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Riggs Oil & Gas Corporation

) I"xrmlngton, Ncw Mexico 87401
Office: 505/325.0881

April 27, 1982

Supron Energy Corporation
Mr. G. Bjerke

Building V, 5th Floor

10300 N. Central Expressway

Dallas, Texas 75231 :
Re: Supron #31-8 State Comm

Sec 2-T3IN-R8H
San Juan County, New Mexico

Dear Mr.‘Bjerke:

I am this date signing the Supron rev1sed AFE, dated 2/1/82 for a Mesa
Verde well in the SW% of Sec 2-T31IN-REW.

I believe the AFE contains a couple of items that are in error. The casing
program should probably be a short string of 9-5/8" to 200-300' with 7"
being -set to approximately 4,000' or into the top of the Lewis shale, and

a 4-1/2" liner from about 3,800' to TD. I believe if you check with

Rudy Motto in Farmington you will find that this is the standard casing
program for a gas drilled Mesa Verde well.

I am returntng three signed copzes of the pooling agreement I am also
returning the two extra signature pages for the operating agreement, however
you should note that under Article VI, Paragraph 2, that the reference to
drilling.a vwell to a depth c¢f 8,300' suff1c1ent to test both the Mesa Verde
and Dakota; that. this should be changed to 6,300' or a sufficient depth to
test the Mesa Verde formation. .

You will also note that the communitization Agreement has been changed on
page 2 to reflect a Mesa Verde single completion.

In accordance with previous agreements and statements it is understood that
Supron will conduct the necessary testing in order to provide data necessary
for a tight gas sand application'in Sec 2, and as previously indicated by
you, Supron will undertake a tight gas sand application for Sec 2.

Riggs 0il & GaS‘Corporatio:fretafns the option to dedicate its own gas
reserves and sign a contract for these reserves since at the present time
Supron cannot state with exactness who the gas purchaser will be.

1f you have any questions, please feel free to give me a call.

r 63y mn@q’\ | N e

E1liott A. R
President

Enclosure

. €C: T. Kellahin ~ o
DN /

J. Morgan
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Supron Energy Corporation

s REVISED

REC FI579 AFE NO B1-11y
AUTHORITY FOR EXPENDITURE WELL NO
LEASE State 31-8 . WELL 1 ___ FIELD __Blanco
COUNTY San Juan FORMATION __ Mesa Verde ESTIMATED TD __6300'
STATE New Mexico WEL.L TYPE: DEVELOPMENTAL XXX EXPLORATORY )
LOCATION 805" FSL & 790' YWL, Section 2, Townshlp 31 North, Range 8 West.
sus PRODUCING WELL
, ACCT. suB TOTAL ORY HOLE
Well Cost-Intangible ~ 333 B
LOCATION, ROAD, & DIRTWORK 101- 2 15,000 15,000 15,000
DRILLING CONTRACTOR CHARGES: ]
FOOTAGE OR MI-RU-RD-MO $16/ft. 103-4 100,800
DAYWORK (INCLUDES BITS) 105 6,000
TURNKEY 106 106,800 106,800
FUEL, POWER, & WATER 107 8,000 8,000
DRILLING EQUIPMENT-RENTAL - PURCHAaE 108-11 2,000 2,000
MUD & CHEMICALS 2 30,000 40,000 30,000
EVALUATION:
MUD LOGG{NG 8 CORING 201
TESTING 202
OPEN HOLE LOGGING 203 15,000 15,000 15,000
CEMENTING SERYICES 8 SUPPLIES 30l 15,000 15,000 10,000
SUPERVISION & AUTOMOTIVE 302 4,000 4,000 4,000
WELL SERVICE RIG-COMPLETION 40 10,000
COMPLETION EQUIPMENT-RENTAL -PURCHASE 402 1,000
COMPLETION COSTS:
LCGGING & PERFORATING_ ‘ 403-5 8,000 o
STIMULATION T 406-7 35000 5'4 000 e v SEE
INSTALLATION COST OF WELL Eouumem _____ ..408 2oonG. b v 7 f' T
HAULING _ S 501 ~2.000 u 000 1,000
_ OVERKEAD. 502 2,000 2,000 2,000
MISCELLANEOUS __ Completion Gas 503-4 8,000 a,ooo -———
10% Contingepc: 26 400 26,400 19,400
SUB TOTAL 290,200 290,200 213,200
Well Cost Tangible ~304 :
CASING:.
CONDUGCTOR 101 R
SURFACE 300' - 8-5/8" 102 4.200 4,200
INTERMEDIATE 103 ‘
PRODUCTION ___ 6300 - 52V 104 57,900
TUBING 6300' - 2-3/8" 201 26,300 88,400
SUB-SURFACE EQUIPMENT 30l-4
WELLHEAD EQUIPMENT: ;
CASINGHEAD & SPOOL _ 401-2 3,000
TUBINGHEAD 8 X-MAS TREE 403 5,000
ARTIFICIAL LIFT EQUIPMENT 501-4
SURFACE PRODUCTION EQUIPMENT 601-3 8,000
CATHODIC PROTECTION 701
HpS WARNING SYSTEM 702
OTHER 703 16,000 1,000
SUB TOTAL 104 . 400 104,400 5,200
ESTIMATED TOTAL COST $394,600,00 $394 ,600,00 $218,400.00
Working Interest o
SUPRON ENERGY CORPORATION 62.5 9, $246,625,00 $136,500.00
Riggs 0il & Gas Corp. 25.89 % 98,650.00 54 ,600,00
Crown Central Petroleum Corp. 12,5 % 49,325.00 27,300.00
: : REVISED AFE
Special Instructions
i : v a W mated co of drillin
_ - Mesa Verde formaticn only, '
Operator SUPRON ENERGY CORPORATION
P cea ¥
DATE _ 2 g aovn. DATE
APPROVED < 4, ol ‘ . COMF
s . = "'x' P "‘ "'Ir =~
e . 2\ i £ A'W : E §
APPE?VSE.D Muennink, Executive Vice Pres . ,&, ‘,’,'ﬂ W‘!/Mmyﬁ
- 9] "

8
it




« REVIOLD

SE G FI3 7D Supron Energy Corporation AFE NO | 91-114
" AUTHORITY FOR EXPENDITURE VELL 1O
LEASE State 31-8 WELL 1 FIELD Blanco
COUNTY San Juan FORMATION Mesa Verde ESTIMATED TD 630G’
STATE New Mexico WELL TYPE: DEVELOPMENTAL XXX . EXPLORATORY

LOCATION 905' FSL & 790' FWL, Section 2, Township 31 North, Range 8 West.

suB PRODUCING WELL
ACCT. __SuB TOTAL DRY HOLE ]
Waell Cost-Intangible ~ 303
LOCATION, ROAD, 8 DIRTWORK {ot-2 15,000 , 15,000 .15,000
DRILLING CONTRACTOR CHARGES:
FOOTAGE OR MI-RU-RD-MO0 $16/ft. 103-4 100,800
DAYWORK {INCLUDES BITS) 105 6,000
TURNKEY 106 106,800 106,800 .
FUEL, POWER, & WATER 107 8,000 8,000
ORILLING EQUIPMENT-RENTAL - PURCHASE 108-1} 2,000 2,000
MUD & CHEMICALS i2 30,000 40,000 30,000
EVALUATION:
MUD LOGGING & CORING 201
TESTING ‘ 202
OPEN HOLE LOGGING = 203 15,000 15,000 15,000
CEMENTING SERVICES & SUPPLIES .30l 15,000 ‘ 15,000 10,000
SUPERVISION & AUTOMOTIVE 302 4,000 4,000 4,000
WELL SERVICE RIG-COMPLETION , 401 10,000
COMPLETION EQUIPMENT -RENTAL - PURCHASE 402 1,000
COMPLETION COSTS:
LOGGING & PERFORATING ' -1 403-5 8,000 .
STIMULATION 406-7 35,000 54 .000
INSTALLATION COST OF WELL EQUIPMENT 408 2 000
HAULING 50| 2,000 4,000 1,000
OVERHEAD 502 2,000 2,600 2,000
MISCELLANEOUS Completion Gas 503-4 8,000 8,000 ———
_10% Contingency 26,400 26,1400 19,400
SUB TOTAL 290,200 290,200 213,200
Well Cost-Tangible -304 :
CASING:
CONDUCTOR 101
. SURFACE 300' - 8-5/8" 102 4,200 4,200
INTERMEDIATE 103
PRODUCTION __ 6300' - 53" 104 57,9C0 o
TUBING 6300' - 2-3/8" 201 26,300 88,400
SUB-SURFACE EQUIPMENT. __1__30I-4 -
WELLHEAD EQUIPMENT: :
CASINGREAD & SPOOL 401-2 3,000
TUBINGHEAD 8 X-MAS TREE 403 5,000
ARTIFICIAL LIFT EQUIPMENT 501- 4
SURFACE PRODUCTION EQUIPMENT 60i-3 8,000
CATHODIC PROTECTION 701
HpS WARNING SYSTEM 702 ] .
OTHER 703 , 16,000 1,000
SUB TOTAL 104,400 104,400 5,200
ESTIMATED TOTAL COST __$394,600.00 _$394,600.00 $218,.4%00.00
Working Interest
SUPRON ENERGY CORPORATION - : _62.5 ), $246,625.00 $136,500.00]
ngzS_Qll_QGae Corp. ' - 25.0 % 88,650.00 54,600.000
Crown Central Petroleum Corp. . , 12.5 % 49,325.00 27,300.00
‘REVISED AFE -
Special Instructions '
This AFE has been revised to show estlmated cost of drlllin to
heaa_\Lenda_f.ana:uszn_o_nLv. —
Operator  SUPRON ENERGY CORPORATION
) T
PARTNER APPROVAL
COM ;" , . "
e AY m.t!ﬂu‘_.__.
' APPROVE;‘:——‘&T\ N ~- 92
L. S. Muennink, Execgy,,ve ”/”/W m




KELLAHIN and KELLAHIN
Attorneys at Law

Jason Kellahin 500 Don Gaspar Avenue
. ; Post Office Box 1769
V. Thomas Kellahin .
- H Tetephone 982-428%
)
! Santa Fe, New Mexico 87501 |
Karen Aubrey Aren Cade 308

April 26, 1982

Mr. Joe D. Ramey ;
OIL CONSERVATION DIVISION
P. 0. Box 2088

Santa Fe, New Mexico 87501 ~ IIAND DELIVERED
Re:  Case 7509 | iRl 2‘5‘~v,;‘(?\'£i7'i'f}}m)
Supron Energy Corporation i w” ;:j
| | Jh APR 27 1982 |
Dear Mr. Ramey: .. o

. On behalf of Riggs Oil & Gas Company, please '{ind
enclosed our proposed findings which we request ba includad
in any pooling order that is entered in tho above-roforrod
case.

WTK:rb
- Enclosure
cc: William F. Carr, Esq.
Elliott Riggs




KELLAHIN and KELLAHIN
Atorineyr at Law

Jaton Kellahin 50: [t)o?)fﬁGa”l)S" Al;’;;“‘

W. Thomas Kellahin 03 ce Dox

S Santa Fe, New Mexico 87501 Telephone 982-4285

Karen Aubrey Area Code $0$ »

April 26, 1982

Mr. Joe D. Ramey

OIL CONSERVATION DIVISION

P. O. Box 2088

Santa Fe, New Mexico 87501 HAND DELIVERED

Re:  Case 7509 o SR ‘{Fﬁi?'i"lﬁ

Supron Energy Corporation

"ii i
M APR 27 1982
Lo

Dear Mr Ramey :

On behalf cf Riggs 0il & Gas Company, please 'find
enclosed our proposed findings which we request be included
in any pooling order that is entered in the above referred
case. ‘ ‘

W1K:rb

Enclosure

cc: William F. Carr, Esq.
Elliott Riggs




(4) That Riggs 0il & Gas Company has not agreed to
pool its interests in the subject well.

(5) That Applicant, first proposed to Riggs 0il & Gas
Company -a dual Mesa Verde-Dakota test based on estimated well
costs of $537,000.

(6) Theréafter,‘Applicant proposed a single Mesa Verde
test based on an estimated well cost of $395,000, or $142,000
less than the Mesa Verde-Dakota Dual complatioh.

(7) Based upon Applicant's ecstimated well costs for
- a Mesa Verde completion, Applicant seeks a 2007 risk factor penalty
against Riggs 0il & Gas interest which would'amount to $197,500.

(8) That the risk of drilling, and completing a Mesa
Verde Well is very low.

(9) ‘“hat the risk in drilling a Dakota well is highly
speculative and constitutes a risk that a reasonably prudent
operator would not' undertake.

(10) That a risk factor penalty as requested by
Applicant would allow Applicant to recover from Riggs Oil & Gas
Company's share of production from the Mesa Verde formation
sufficient funds to repay Applicant'fot‘tﬁe risk of a Dakota test
and-thergfor would not equitably apportion the risk and would
viclate the correlative rights of Riggs 0il & . Gas Company.

(11) That Riggs 0il & Gas Company, proposed a farmout agreement
to Applicant whereby Riggs 0il & Gas‘Company would receive a
12.5% Overriding Royalty convertable, at its dption, to a 50%
working interest after‘payout.' '

(12) That said prdposal by Riggs was consistent with

industry standards in the area.




(13) That Applicant without 3ustification refused the
proposéd farmout and now seeks a compulsory pooling order
against Riggs 0Oil & Gas Company.

(14) 1In order to grant the Applicant's requested pooling
order without adversely affecting the correlative rights of
Riggs 0il & Gas Company the following is required:

(a) That the Applicant be granted a pooling order
from the surface to the base of the Mesa Verde Formation
for the formation of a 320 acre proration and spacing unit
for gas production, provided that said order shall apply
only to those formations in which the Applicant obtains
production upon completion of the subject well.

(b} That the Applicant's requést to pool any
formations below the base of the Mesa Verde formation should
be denied and in lieu thereof its request for the formation
of a 160 acre non-standard gas proration aﬁd spacing unit
should be granted only for the Dakota formation, being the
SW/4 of said Section 2.

(c¢) That the Applicant be required to apportion all
well costs chargeable against the Riggs 0il & Gas Company
interest to the reasonable costs of drilling to the base
of the Mesa Verde Formation.

(d) That Applicant be granted a risk factor’ of 5%
assessable against the Riggs 0il & Gas Company interest only
for those costs involved in the drilling of a single )

completion Mesa Verde VWell.

(e) - That Applicant be required to conduct all tests

and employ all drilling, completion, and stimulation téstsn
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Riggs Oil & Gas Corporation -
| Farmingz:{,oﬁgjxhﬁ:ico 87401 - !
L0 owe o
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e o L

March 2, 1982

BEFORE THE
OlL CONSERVATION COMMISSION

Supron Energy Corporation Fo. Now Mexico
Attention: Hr. G. Bjerke Santa Fe, New

Building V,” 5th Floor - | Case No.7]SD]_ Exhibit No. _}

10300 North Central Expressway ) g
Dallas, Texas 75231 Submitted by "B:‘itz
Heuring Date : ! 22 R

Re::
Sec 2-T31N-R8W
San Juan County, New Mexico

Dear Gaby:

Sorry I wasn't able to get back with you last Friday or the first couple of
days this week. 1 had a deep Pennsylvanian well down to log in addition to
muddy roads and access problems, we had casing and cementing problems.

With regards to our conversation several days ago, concerning the Supron
well in Sec 2-T3IN-R8W, I believe we could be interested in farming out our
Meca Verde rights in the 80 acré>"in the S4 of Sec 2, to be dedicated to
subject well, Your offer however was not satisfactory., We are aware of
recent Supron farmout deals in the San Juan Basin where you apparently
required a back-in-after-payout.

We would be willing to make a trade, which is consistent with recent
industry practice in the San Juan Basin on inside and offset development
wells, according to the following general terms:

1. Supron to-earn Mesa Verde rights upon conpletion on our 80 acres.

2. 12%% ORR to Riggs 0i1 & Gas, Riggs 0il & Gas absorbing any
existing ORR's. , ‘

3. ORR convertible, at our option, upon payout (definition to be

~ agreed upon) to % back-in-after-payout. _

4. Supron agrees to apply for "tight gas sand" classification
for all of Section 2-T31N-R8H upon extension of mutually
acceptable definitive agreement. Currently "tight gas sand"
price is $5.18/MCF + BTU adj and taxes.

5. Riggs 0i1 & Gas to dedicate and execute a gas contract upon

- its gas reserves effective upon first production with a

purchaser that is currently ‘willing to pay “tight gas sand"

price when Supron qualifies Section 2~T31N-R8W.




Mr. G. Bjerke
March 2, 1982
Page 2

If you have any questions p 7 feel frpe to call me at my office.

Yours very truly,

EAR/11r




'Febfui_ryvs. ]982 -

Riggs 011 & Gas C.onpany
Post Office Box 711 -
Farmington, Nex Mexico 87401
Attention: Eﬂiott Riggs
Crown Central Petroleus Corporation
4747 Bellafre Boulevard
Bellaire, Texas 7740) .
Attention: J. L. Coovert

Re:

Eentlemen:

L

State 31-8 #1 .
San Juan County, New Hexico

Enclosed you will find two (2) revised copies of our AFE on
the above for a single completion Mesa Verde well,

If this meets with your zpproval please execute and return

one (1) copy for our files.

You have previously been furnfshed Pooling Agreements and
Operating Agreements that should also be signed and returned.

" Your ismediate attention will be appreciated.

Yours véry truly,
SUPRON ENERGY CORPORATION

Gaby Bjerke
Landman -

&B:tlw

-gnclosms

303
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Riggs Oil & Gas Corperation
Farmingts);,oﬁ?xjxhz:):ico 87401

_ Office: 505/325.9881
January 6, 1982

Supron Energy Corporation
Attention: Mr. G. Bjerke i
Building V, 5th Floor :
10300 North Central Expressway
Dallas, Texas 75231

i

Ve

PRPEENEIWESL

Re: Supron #31-8 State Com
Section 2-T31N-R8K
San Juan County, New Mexice

Dear Mr. Bjerke:

As per our telephone conversation this date, please be advised that we do
not wish to join Supron in the drilling of a Dakota well at this location,
for the following reasons:

1) Supron has provided us with no geologic or engineering
economic information that indicates a commercial well
will result. ,

2) There is no offset Dakota production.

3) Most of the nearby Dakota welis, which are several miles
distant have been plugged and abandoned. Further, it
would appear that drilling a Dakota well at this location
would not be prudent since Supron and Riggs 0i1 & Gas have
no further drill sites available to us if production were
encountered.

In addition, our experience with dual wells is, that two poor producing sides
yield nothing in the future but additional mechanical problem and expense.

To work on one side you must kill the other. Not only do you lose the
expense of the workover but the production from a non-troublesome side.

We reserve the rfght to consider joining, or not to join, any proposed Mesa
Verde or Pictured Cliff single zone completion well that you may propose.

We understand your problem with an expiring lease and it is not our intention
to delay your proposed well. However, we reemphasize, we do not consider a
$500,000 Wildcat well to the Dakota to be a prudent expenditure of funds at
this drill site. -

If you have any question ee to call.

Yours veny truty, L7

//‘W//" g — 4
: P A AN o




CROWN CENTRAL PETROLEUM CORPORATION
CROWN PRODUCERS + REFINERS + MARKETERS OF PETROLEUM PRODUCTS AND PETROCHEMICALS

GENERAL OFFICES + ONE NORTH CHARLES » BALTIMORE, MARYLAND 21203

SO L. ™. SUITE 1002, WILCO BUILDING

e, ST ", MIDLAND, TEXAS 79701

November 18, 1981 TELEPHOMNE: 915.683-6251

Supron Energy Corporation RN
Bldg. V, Fifth Floor

10300 North Central Expressway

Dallas, Texas 75231

Please find enclased Supron's approved AFE No. 81-114 on behalf of
Crown Central to drill and complete the State Com 31-8, Blanco Mesa

Verde Field, San Juan County, New Mexico.

CROWN CENTRAL PETROLEUM CORPORATION

7
giG%rict Production Manager

TEY:wt
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November 13, 1981

011 Conssrvation Divisfon
1000 Rio Brazos Raad

Astec, New Maxico 87410
Attention: Mr, Prank (Chaves

Dear Sirt

R N

It is reguested that Supron Energy Corporation be granted an

N axtengion to the dealdline for drilling the State Con 31-8
located 905 feet from the South line and 790 feet from the
Wegt line of Section 2, Township 31 Forth, Range 8§ West, ,
(Unit letter M), N.M.P,M, «f San Iuan County, New Hexico,

The rsason for this reguest is' due to our being unable to
obta.tn paxtner approval to pracecd as of this date,

@ ~ ' . Sincerely youn,

SUP, O)V EHERGY CORPORATION o
. ERN] 's'QﬂGd BY Py

R“d)‘ 0. Motto

" Rudy D, Notto
Area Superintendent

RDH{: bt

cec: Mr. Haskeil Fleetwood
\<ir, Gubrand Bjerke
File
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CROWN CENMTRAL P-ETROLEUM’ CORPORATION

PRODUCERS « REFINERS » MARKETERS OF PETROLEUM PRODUCTS AND PETROCHEMICALS
= 4747 BELLAIRE BOULEVARD - BELLAIRE, TEXAS 77401 ‘
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LAND DEPT.

September 29, 1931

Supron Energy Corporation
Bldg. V, Fifth Floor

10300 North Central Expressway
Dallas, Texas 75231

Re: State Com #31-8
San Juan County, New Mexico

Gentlemen:

Please -find enclosed all duly executed copies of the above
- referenced area.

If I can be of further a551stance to you please do not
hesitate to call.

..}‘

Sincerely,

o ///zwmzf/

J. L. Coovert
District Landman

JLC: pw
Enclosures
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M@t 19, 1981 4‘ . /))9;7

R S TIRTINS LI
T A R
CRIAL ) Gl e

\c:wn Central Petrolewx Cmrmtion PR S T e “
1002 Wilco Buillding
Midland, Texas 79701

BEE: State Com. #31-8
San Juan County, Eew Nexico

Centlemen:

Baclosed you will find documents for yonr approval for drmihg of the adbove
veferenced well., We would llke to drill this well as soon as porsible, there-
fore your immediste attention will be greatly appreciated.

The following items are enclosed!

,1.
2,

3.
4.

BJ:msb

One copy of Pooling Agreement and three extra copies of siénature
pages, please excute and return three copies.

One copy of Operating Agreement, with two aiguat.ure pagea, please
sign and roturn signature pages.

Two coples of our AFE, please sign and return ona CoOpy.

Copy of Title Cpinion ig for your file.
Yours very truly,

SUPRON ENERGY CORPORATION-:

G. Bjerke
Landman




: = £ (e
&f Riggs Ol & Gas Corporation
A P. 0. Box 711

Farmington, New Mexico 87401
Oftice: 505/325 9881

. (e Tt
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July 23, 1981 LL? !’; & Y r i
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Supron Energy Corporation
Building V, Fifth Floor !‘/\p nee
10300 North Central Expressway R L
Dallas, Texas 75231

w—
4
%
l

'an

Attention: Mr. G. Bjerke

Re: Proposed Supron #31-8 State Com, Sec 2, T31N, R8W,
San Juan County, New Mexico

Dear Mr. Bjerke:

I am in receipt of your letter dated July 16, 1981 wherein you propose
communitization of the S/2 of Sec 2 of sub1ect township, to drill a
Mesa Verde-Dakota dual well to the approximate depth of 8300'. With
regards to your proposal would you please provide me with the following
information:
- “<1) Copy of your proposed AFE
\' - @) Copy of your geologic prognosis justifying dr1111ng and
-comp1et1 g 'of a Mesa Verde-Dakota well
Q\@é /Sz"‘ ny of your proposed operat1ng agreemen}_ﬁ,
\ \ Is the gas Trom the Riggs 071 & Gas 1gase to be
\\ "dedicated to the inter or the intra state market?
If this is to be an intra state dedication, is it necessary
for Riggs 0i1 & Gas to dedicate their reserves to that
market?
o 6) Has suitable tight gas sand designation for this section
been made?
;i v:- 7) ls the prospective purchaser of these gac reserves willing
T to pay the tight gas sand price?

If you have any other information that mlght be helpful to us in arriving
at a decision as to whether to join you in the drilling of this well,
please feel free to send it. If youv have any questions you may contact
me in Farmington.

1‘iqtt*'A. Ri

_cc:  Jack M. Morgan, Attorney




, R ]
July 16, 1981 . B “\, -
Rigsc o141 & Gu Corperation e ) Crown central Pctrolm corporawn
Box 711 T - 1002 Wileo Building - R

Famington, eruexl.eo 87&01 o S ludland. '!bm 79701

e 3 " Ret Proposed State Com 31-8" - -
R ... . Smm Jm comty, chuhdeo

Gent.lmx

Supron Energy Corporation hereby proposes the druling of & vcn h thc
“Av . 82 of Sectiom 2. Township 31 North Ragge 8 West, San Juan County, New -
oh . Maxieo, to a dapth of 8300' or to a depth sufficient to test the lhkou
Formation, vhichevet is lasser. This well will also test tha Mesa Vu-ck

fomti.on ; ’
At the prasent tim, the §/2 of the Ssction 1is subject.to ownership u
follows: )
Crowvn Central - NW/4 »SWM 40 A 12.5‘7."
Riggs 011 & Gag 4/2 SE/4 80 & ) 25,02
Supron S/2 s/2, NE/4 SW/4 200 A 62.5%

RN
Supron, subject to partmer approval, plana to communitize the £/2 of
Section 2 as to both Hesa Verde and Dakota Formatioms for drilling of the
above test wells. 1t will aleo be necessary to enter into an operating
agrecoent,

The estinmated cost 6 drill and complete a dual Mesa Verde and Dakota gas
well is $537,300., (Cost of a dry hole estimatad at $337,600).

If any discrepandias appcar as to ownership in proposed operations or if
you should desire further information gegarding same, please contact the

undarsigned.
Your sarly atteation will be most appreciated.
Very ¢ruly youss,

Ch:gg
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ot rasre e Supron Energy Corporation AFE NO 81114
AUTHORITY FOR EXPENDITUF{

...\‘

’ WELL NO
LEASE _ State Comm 31-8 WELL s FIELD PBlanco lese Verde - Basin Dakota
COUNTY San Juan FORMATION Mesa Verde - Dakota ESTIMATED TD 8300!
STATE _ New Mexico __WELL TYPE: DEVELOPMENTAL EXPLORATORY _

LOCATION___905' TSL & 790' FHL, Section 2, Towpship 31 North. Range 8 West

sue PRODUCING WELL
ACCT. SuB TOTAL ORY HOLE
Well Cost-Intangible = 303 :
LOCATION, ROAD, 8 DIRTWORK L 101-2 15 000 15,000 15 000
DRILLING CONTRACTOR CHARGES: :

FOOTAGE OR MI-RU-RD-MO _$16 / foot 103-4 132 .800

DAYWORK (INCLUDES BITS) 105 2.000

TURNKEY 106 133,800 138,800
FUEL, POWER, 8 WATER 107 6,000 . 6.000
DRILLING EQUIPMENT-RENTAL - PURCHASE 108-11 2.000 | 2.000
MUD & CHEMICALS , JF 15,000 23,000 15,000
EVALUATION: »

MUD LOGGING & CORING 20l /

TESTING . 202 ]

OPEN HOLE LOGGING 203 20,000 20,000 20.000
CEMENTING SERVICES 8 SUPPLIES 30! 20.000 20,000 14000
SUPERVISION & AUTOMOTIVE 302 4. 000 4000 1 000
WELL SERVICE RIG-COMPLETION 401 16,000
COMPLETION FQUIPMENT-RENTAL -PURCHASE 402 3 000
COMPLETION COSTS:

LOGGING 8 PERFORATING 403-5 10,000

STIMULATION 406-7 50.000 79.000
INSTALLATION COST OF WELL EQUIPMENT 408 3,000 )

‘HAULING 50| 3,000 6.000 : 3,000
OVERHKEAD 502 2,000 2,000 2,000
MISCELLANEOUS Drill & ComoJenon Gas| 503-4 25,000 " 25,000 15,000
10% Contingencies 33.200 32.200 23,500
» | SUB TOTAL 366 .0G0 366.000 258.300
Well Cost-Tangible -304 . '
CASING:

-CONDUCTOR 101

SURFACE _ 250' - 10-3/L" 102 4,300 4.300

INTERMEDIATE _3800' - 7-5/8" : 103 54,000 ' 54.000

PRODUCTION _liper 4700' - 52 104 41,000
TUBING 14.000' - 2-2/1€" 201 38,000 137.300
SUB-SURFACE EQUIPMENT 301-4 8,000
WELLHEAD EQUIPMENT: .

. CASINGHEAD & SPOOL : 401-2 2.000

TUBINGHEAD & X-MAS TREE , 403 8.000
ARTIFICIAL LIFT EOUIPMENT 50!-4
SURFACE PRODUCTION EQUIPMENT 601-3 16.000
CATHODIC PROTECTION 7014
K,S WARNING SYSTEM 702
OTHER 703 : 34,000 4,000

SUB TOTAL 404 200 124,300 8¢ 200
ESTIMATED TOTAL COST $ 527 20¢.00 | € 527 200.00] € 317.600.00
Working Interest » E
SUPRON ENERGY CORPORATION 62.5 %s 335,812.50 § 198,500.00
Riggs 0il & Bas Corp. 25.0 % 134,325.00 78.400.00
Crown _Central Petroleum Corp. 2.5 % 67.162.50 38,700. 00
Special Instructions : < : b
' ' Dakotz gas well. 'e O A N A
- " Toat cgJEP\M'ﬂGN CORMISSION— -1
ﬁphLLL s Nuw Maxico
e | Case No.7gdg_ it No. Z |
~ Operator  cUPRON LKERGY CORPORATION Submistad by’ ‘
‘ He
P vy " » - towe i Y
DATE 7-13&:{ JA. hee PARTNER APPROVAL' B DATE
APPROVED s COMPANY ’

HeovEld J.eer\.o \ 7 BY - » " A

et [ § Tt NG o B . - o sy




—iECr i ( Supron Energy Corporation e N ey
AUTHORITY FOR EXPENDITURE . WELL.NO
LEASE State 31-8 WELL 1 FIELD - Blanco )
COUNTY San Juan FORMATION Mesa Verde ESTIMATED TD 63001
STATE New Mexico WELL TYPE: DEVELOPMENTAL XXX EXPLORATORY
LOCATION 905' FSL & 790! FHL, Section 2, Township 31 North, Range 8 West,
SUB PRODUCING WELL
| \ ACCT. sup TOTAL ~ DRY HoLE
Well Cost-intangible ~ 303
LOCATION, ROAD, & DIRTWORK {ot-2 15,000 15,000 .15,000
DRILLING CONTRACTOR CHARGES: ’
FOOTAGE OR MI-RU-RD-MO $16/ft. 103-4 100,800
DAYWORK (INCLUDES BITS) 105 6,000 | ;
TURNKEY 106 106,800 106,800
FUEL, POWER, 8 WATER 107 8,000 8,000
. DRILLING EQUIPMENT - RENTAL - PURCHASE 108-1) 2,000 | 2,000
. MUD & CHEMICALS 12 30,000 40,000 30,000
EVALUATION:
MUD LOGGING & CORING 20!
TESTING 202
OPEN HOLE LOGGING 203 15,000 15,000 15,000
CEMENTING SERVICES & SUPPLIES 30! 15,000 15,000 10,000
SUPERVISION & AUTOMOTIVE 302 4,000 4,000 4,000
WELL SERVICE RIG-COMPLETION 401 10,000
COMPLETION EQUIPMENT -RENTAL -PURCHASE 402 1,000
_.COMPLETION COSTS:
© LOGGING & PERFORATING 403-5 8,000
STIMULATION 406-7 35,000 54,000
INSTALLATION COST OF WELL EQUIPMENT 408 2,000
HAULING 501 2,000 4,000 1,000
OVERHEAD 502 2.000 2,000 2,000
MISCELLANEOUS __ Completion Gas 503-4 8,000 8,000 -
10% Contingency 26,400 26,400 19,400
SUB TOTAL 290,200 290,200 213,200
Well Cost-Tangible -304
CASING:
CONDUCTOR 10l
: SURFACE 300' - 3-5/8" 102 4,200 4,200
INTERMEDIATE 103
PRODUCTION ___6300' - 53" 104 "57.800
TUBING 5300' - 2-3/8" 20! 26,300 88,400
- SUB-SURFACE EQUIPMENT 301-4 ’
WELLHEAD EQUIPMENT: :
CASINGHEAD & SPOOL 401-2 3,000
TUBINGHEAD & X-MAS TREE 403 5,000
ARTIFICIAL LIFT EQUIPMENT 50)-4
SURFACE PRODUCTION EQUIPMENT 601-3| 8,000
CATHODIC PROTECTION ___ 70l
HpS WARNING SYSTEM 702
OTHER 703 16,000 1,000
' SUB TOTAL_ 104,400 104,400 5,200
ESTIMATED TOTAL COST $394,600.00 $391,600.00 $218.400.0
Working Interest V - ,
SUPRON ENERGY CORPORATION 62.5 $2u6,625,00 $136,500,00
Riggs 01l & Gas Corp. - 25.0 88,650,00 S4,600.0
Crown Central Petroleum Corp. 2.5 49,325,00 27.300.00]
~ Special instructions
This AFE has been revised ve
_Mesa Verde formatiop only,
: S . : Case No.IISHT__ srdo. D
Operator  SUPRON ENERGY CORPORATION o
Hearing Uate i
J.L. Lee~3% < PARTNER APPROVAL " DATE %i
. COMPANY o i
S : Y o . 1
APPRoven-——-——-—“‘ ’ L @ :
2. S. Muennink, Ex ecutive V;ce Pres:.dent




" CERTIYICATE OF APPROVAL
BY COMMISS.ONER OF PUBLIC LANDS, STATE OF NEW MEXICO

SUPRON EhERG} CORPORATION {31-8 STATE COM

SAN JUAN COURTY, REW MEXICO

There having been presented to tne undersigned Commissioner of Public Lands of
the State of New Mexico for examination, the attached Agreement for the development
and operation of acreege which is described within the attached Agreement, dated
August 6, 1981, which has been executed or is to be executed by parties owning and
holding oil and gas leases and royalty interests in and under the property described,
and upon examination of said Agreement, the Commissioner finds:

(a) That such agreement wjll tend to promote the conservation
of o0il and gas and the dbetter vtilization of recervoir
energy in said area.-

(b} That under the proposed zgreewent the State of New Mexico
will receive its fsir share of the recoverable c¢il or gas
in place under its lands in the area

(¢) That each beneficiary Institution of the State of New
Mexico will receive its fair and 'equitable share of the
recoverable o0il and gas under its lands within the area.

(d) That such agreement is in other respects for the best
interests of the state, with respect tc state lands.

NOW, THEREFORE, by virtue of the authority conferred upon me under Sections
19-10-45, 19-10-47 and 19-10-53, New Mexico Statutes Annotated 1578 Zompilation,
I, the undersigned, Commissioner of Public Lands of the State of New Mexicc, for the
. purpese of more properly conserving the oil and gas resources of the State, do here~
by consent to and approve the said Agreement, and eny lezses embrascing lends of the
State of New Mexico within the area shall be and the same are hereby amended tc con- )
form with the termwms thereof, and shall remain in full force and effect accoréing )
to the terms and and conditions of szid Agreement. This epprovzl is subject to
2ll of the provisions of the aforesaid statutes, and limits the terms of this agree-
ment to one Year and so long as there is production.

IN WITNESS WHEREOF, this Certificéte of Approvsl is executed, with seal
a2ffixed, this day of , 1881,

Commiscioner of Public Lands
of the State of New Mexico

BEFO - YHE Lo
“olL CONSERVATION COMMISStO P TG
Som Fe, New Maxico -

Cose No.ﬂjﬁ__Exhibll NO- .‘:L-————

| Submitted aY E
Hearing Date 2 '
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COMMUNITIZATION (POOLING) AGREEMENT

THIS AGREEMENT entered into es of the 6th day of August, 1981, by and
between the parties subscribing, ratifying or consentipg hereto, such parties
being hereinafter referred to as 'parties hereto',

WITNESSETH:

WHEREAS, the Comwmissioner of Public.lands of the Stare of New Mexico is
authorized to consent to and approve develbpment agreements pooling & state o0il
and gas lease, or any portion thereof, with other lands, whether or not owned by
the State éf New Me.xico, when separate tracts undexr such state lease cannot be
independently developed and operated in conformity with an established well-spacing

program for the field or arez and such pooling is c¢c:iermined to be in the public

interest; and :

WHEREAS, the parties hereto own working, royalty cor other leasehold interests,
or operating rights under the o0il and gas . .es and lands subject to this agree-

went which cannot be independently developed and 0péra:ed in conformity with the

well-spacing program established for the field or area in which said lands.ar.

i = 2T

located; §E§%fj?j?;jj1f*

’“::wutkégs, the parties Kereto desive to pool their respective mineral interests
in lands 3ubject to this apreement fo; the purpose of developing and producing dry
gas and associated liguid hydrocarbons in accordance with the terms and conditions
of this agreement: . . |

NOW, THERETORE, in consideration of the premises and the mutual advantages

to the parties hereto, it is mutually covenanted and agreed by and between the

parties hereto as follows:

1.  The lands covered by this agreement (hereinafter referred to as "pooled

aréé”)hare‘described as {ollows:

Township 31 North, Rauge o ¥est, N.M.P.M.

San Juan County, New Mexico

Section 2: S 1/2




& e
and this agreement shall extend to and include :he Mesaverde/Dakota Dual formations
underlying said lands and the dry gas and associated liquid hydrocarbons (héreinafter
referred to as ''pooled substances”) pr;ducible from such formations.

2. Attached hereto, and made & part of this agreement for all purposes, is
thibit VA" designéting the operator of the pooled area and shewing the acreage,
percentage and ownership of oil and gas irterests in 21l lands within the pooled

area, and the authorization, if any, for pooling any patented or fee lands within

the pooled area.

tion shall be governed by the Operator under and
pursuant to the terms and provisions of this agreement.

4. Operator shall furnish the Oil Conservation Division with a log and
history of any well drilled on the pooled area, monthly reports of operations,
statements of gas sales and royalties and sucﬁ other reports as are deemed neces~
sary to compute monthly the royvalty due thé State of New laxico, as specifier in
the applicable oil and gas leases.

5. The ponled area shall be developed and operated as an entirety with
Athé understanding and agreement between the parties herego that all pooled sudb-

~stances produced therefrom shall be allocated among the l.aseholds coﬁprising said

L e
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entire acreage interest committed to this agreemant.

6. The rovalties péyable on pooled substances allocateg¢ to the individual
leases comprising the pooled area and the rentals provided for in said leases shall
be determined and paid on the basié prescribed in each of the individual leases.
Payment of rentals under the terms of leases subject to this zgreement shall not
be affected by this agresment except as provided for under the terms and provisions

- of said leases or as may herein be otherwvise provided. Except as hereirn modified
and changed, the o0il and gas leases subject to this agreement shall remain in full
force and effect as originally made and issued.

7. ‘fheie shzil be no obligation on the lessees to offset any‘dry gas well
or nellslcompleted in the same formation as covered by this agreement on separste
component tracts into which the”pooled'area‘is‘now or may hereafter be divided,

ed substances by’teqson

nor shall any lessee be required to measure separately pool

of the diverse ouﬁership theféof, but the lessees hereto shall not be released




from their obligation to protect said pooled area from drainage of pooled sub-

stances by a well or wells which may be drilled offsetting said areas.

8. The commencement, completion, continued operation or actual oxr con-

(a4
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structive production of a well or wells for pooled substances on the pooled ares
shall be construed and considered as the commencement, completion, continued
operation or actual or construc;ive production on each and al.l of the lands within
and comprising said pooled area except for royalty payment purposes and operations
or actual or constructive production puréuant to this aéreement shall be deemed to
be operations or actual or constructive production as to each lease committ=d hereto.
9. Production of pooled substances and disposal thereof shall be in con-

formity with allocation, allotments and quotas made or fixed by any duly suthorized
person or regulatory body under applicable State or Federal statutes. This agree-

vment shall be ;ubject to all applicable Stete and Federal laws or executive orders,
rules and regulations, and no party hereto‘shall suffer a forfeiture or dbe liable
in damages for féilure to comply with any of the proGi*ions of this agreement"if

such compliance ‘is prevented by, or if such failure results from, compliance with

any such laws, orders, rules or regulations.

by the necessary parties, notwithstahding the date of executions, and upon approval

by the Commissioner of Public Lands, or his duly authorized representative, and

shall remain in force and effect for a period of two (2) years and so long thereafter
as pooled substances are actually or constructively produced from the pooled area

in paying quantities, provided, that prior to production in paying quantities from

"the pooled area and upon fulfillment of all requirements of the State of New Mexico,

with respect to any dry hole or abandoned well, this agreement may be terminated

at any time by mutual zgreement of the parties hereto. Should production in paying

quanﬁities of dry gas or dry gas and liquid hydrocarbons extracted therefrom be

obtained while this agreement is in force and effect and thereafter cease from any

cause after the expiration of said perisd of two years but no longer than the shortest

tern of any lease within the communitized area, whichever is shorter, this agreewent

BN R .
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shall nofl,érminate'if’the parties hereto commence additional drilling or reworking

operations within 60 days after the cessation of such production and shall remain

in full force and effect so long a2s such operations are éfosecuted in good faith
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with no cessation of wore than 20 consecutive days, and if such operations result

in the production of dry gas oi dry gas and 1iquid hydrocarbons extracted there-
from in paying quantities, so long thereafter as dry gas or dry ges and liquid
.hydrocarbons extraéted therefrom is actually or constructively produced in paying
quantities from said communitized area; provided, however, written notice of ian~-
tention to commence such operatiéns shall be filed with the State of New Mexico
within 30 days after the cessation of such production and the report of the status
of such operations shall be made to the State of New Mexico every 30‘days, and
the cessation of such operations for more than 20 consecutive days shall be con-
sidered as an abandonment of such operations and this agreement shall thereupon
terminéte.

11, The covenants herein shall be construed to be convenants running with
the land with respect to the pooled interests of the parties hereto 2nd their

successors in interest until this agreement terminates, and any grant, transfer

ce of any suc 7§t ‘subjert -hcreto, whether voluntary or

’ahéihereby'issébﬂditioned upon the assumption of all obligations
"hereunder by the grantee, transferee or cther successor in interest,

12, This agreement shall be binding upon the parties hereto and shall ex~-
tend to and be binding upon their respective heirs, executors, adainistrators,
successors and assigns.

13. This agreement may be executed in any number of counterparts, no one
of which nééds to be executed‘by all parties, or way be ratified or consented to
by separafe instrument, in writing, specifically referring hereto, agd shall be
binding upon all parties who have executed such a counterpart, ratification or
consent hereto with the same force and effect as if all parties had signed the
same document.

IN WITNESS WHEREQF, the parties hereto have executed this agreement as of

the day and year first above written and have set opposite their respective name .

. the day of execution. - : ' 1
' _ ﬁﬁi
, SUPRON ENERGY CORPORATION &

ATTEST:

ttorney-in-Fact

o RIGGS OIL AXD GAS CORPORATION
ATTEST: - : S

By:

Doz
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CROWN CENTRAL PETROLEUM CORPORATIPN
ATTEST:

By: = L ,.«r/M

.M. KOBOISH
VICE - PRESIDENT,

:g =S
COUNTY OF DALLAS '

On this [f%if\ day of August, 1981, tefore me appeared ROBERT H. PRETUS, to me
personally known, who, being by me duly sworn, did say that he its the Attorney~-in-
Fact of SUPRON ENERGY CORPORATION and that the seal zffixed to the foregoing instru-
ment is the corporate secal of said corporation and that scaid instrument was signed
and sealed in behalf of said corporation by authority of -its Board of Directors,
and said ROBERT H. PRETUS acknowledged said instrument to be the free act and deed

of said corporation.

STATE OF TEXAS §
§
§

IN WITNESS WHEREOF, I have set my hand and seal of office on this /6/- day of

August, 1981. ]
Tru 3 Azl

Notary Public in and for
Dallas County, Texzas

My Commission Expires:

Seot. 06,1994 *

STATE OF

§
$
COUNTY OF §

Cn this day of : , 1981, before me appeared
, to me personally known, who, being by me duly sworn, did say
that he is the of RIGGS OIL AND GAS CORPORATION and
that the seal affixed to the foregoing instrument is the coxporate seal of said corpo-
ration and that said instrument was signed and sealed in behalf of said corporation
by authority of its Board of Directors, and said acknowledged
said instrument to be the free act and deed of said corporation.

IN VITNESS WHEREOF, I have set my hand and seal of office on this day
of , 1981.

Notary Pudlic in ané for
County,

My Commission Expires:

STATE OF _\ Joxad. §
. §
COUNTY OF _ Aakkid §

On this 925 day of , 198}, before me -appeared _
, to me personally known, who, being by me duly sworn, did say

thaé he_.is the of CROWN CENTRAL PETROLEUM CORPORA-"

.TION and that the seal affixed to the foregoing instrument is the corporate seal of
‘said corporation and that said instrument was signed and sealed in behalf of said

corporation by authority of its Board of Directors, and said
acknowledged said instrument to be the free act and deed of said corporacion

IN WITNESS NHEREOF I have set my hand and seal of office cn this _ 25 day
of NoplmBth, ., 1981 :

. - Notary Public in and for

L _é&.ua_ County, _\Zexad’
My Commission Expires: S ' . o
MARIE BOBALIK

Notsry Publiz, Harris Counl,, ‘X8
My Commission txpires ;
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Exhibit “A" to Communitizaricn Agreement
dated August 6,

S/2 of Section 2, Township 31 North

Range 8 West, N.M.P.M.,

1981, embracing

San Juan County, New Mexico

Operator of Communitized Area:

Supron Energy Corporation

DESCRIPTION OF LEASES COMMITTED

Lessor:
Lessee of Record:
Date of Lease:

Description of Land Committed:

Nuipher of Acres:

Working Interest and Percentage:
O.R.R.I.\and”Percentage:
Lessor:

Lessee of Record:

Date of LeaSe;

Desctiption of Land Committed:

Number of Acres:

Working Irterest and Percentage:
0.R.R.1. and Percentage:
Lessor:

Lessee of Record:

Date of Lease:

Descriprion of Land Committed:

Number of Acres:
Working'lntérest‘and Pexcentage:

..G. B. 'Suppes"

. Tract No. 1

State of New Mexico Lease V-100
Supron Energy Corporation
May 1, 1977

Township 31 North, Range 8 West, N.M,P.M,

Section 2: §/2 SE/4, NE/4 SW/4, S/2 sSW/4
200

Supron Energy Corporation B83.333% W.1

None

Tract No, '2

State of New Nexico‘Lease E-1195

Crown’ Central Pet oleum Corpcratxon

' February 10 1947

Township 3] North, Range 8 West, N.M.P.M.

Section 2: NW/4 SW/4

40

Crown Central Petroleum Corporation 87 1/2% %.1.

None

Tract No. 3

‘Bruce Harris and Lois Harrls,
his wife, 8/b/a Harris 0il Co.

Otis E. N1d1ffer

" Tract Kumber

1
2
3

State of New Mexico Lease E-3707

' Riggs 0il and Gas Corporation

July 6, 1950

Township 3] North, Range 8 West, N.M.P.M.

Section 2: N/2 SE/4

80

Riggs 0il and Gas Corporation 86.0% W.I.

.005 O.R.I.
.005 O.R.1.
.005 O.R.1I.
RECAPITULATION
> LT T
No. Of Acres Percentage of Interest
Committed in Compunitized Area =
200 . ' 62 1/2% -
40 L 12 1/2%
80 . 25X

»
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AAPL FORM 610-1977

/-~ /“

MODEL FORM OPERATING AGREEMENT

OPERATING AGREEMENT

DATED

August 4 , 19 81,

OPERATOR ___ Supron Energy Cérporation

CONTKACT AREA____SJ_Z___O_L_SQQ_L;_QILZ, rowngmp 31 North, Range 8 West,

N.M.P.M.
COUNTY ORXPSWRIZH OF San Juan STATE OF New Mexico
COPYRIGHT 1977 —  ALL RIGHTS RESERVED

AMERICAN ASSOCIATION OF PETROLEUM - LANDMEN
APPROVED FORM.  A.AP.L. NO. 610 - 1977 REVISED
MAY BE ORDERED CIRECTLY FROM THE PUBLISHER _
KRAFTEILT PRODUCTS, BOX 800, TULSA 7410)

! e mE—

BEFORE THE
OIL CONSERVATION COMMISSION
Santa Fe, New Mexico - :

7 | CaseNo.75bq _Exhibit No. &
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OPERATING AGREEMENT
THIS AGREEMENT, entered into by and between Supron Energy Corporation

, hereinafter designated and
referred to as “‘Operator”, and the signatory party or parties other than 'Operator, sometimes hereinafier

“referred to individually herein as “Non-Opetator”, and coilectively as “Non-Operztors”,

WITNESSETH:

WHEREAS, the parties 1o this agreement are owners of oil and gas leases and/or oil and gas in-
terests in the land identified in Exhibit “A”, and the parties hereto have reached an agreement to explore
and develop these leases and/or oil eand gas inlerests for the production of oi] and gas te the extent and

as hereinafter provided:
NOW, THEREFORE, it is agreed as follows:

ARTICLE L
DEFINITIONS

As used in this agreement, the following words and terms shall have the meanings here ascribed
to them: ' -

A. The term “o0il and gas” shalli mean oil, gas, casinghead gas, gas condenszle, and all other liquid
or gaseous hydrocarbons and other marketable substances produced therewith, unless an intent to
1imit the inclusiveness of this term is specifically stated.

B. The terms “oil and gas lease”. ‘lease” and “leasehold” shall mean the 0il and gas leases cov-
ering tracts of land lying within the Contract Area which are owned by the parties 1o this agreement.

C. The term “oi) ‘and gas interests” shall mean unleased fee and mineral interests in tracts of
land lving within the Contract Area which are owned by parties to this agreement.

D. The term “Contract Ares” shall mean all of the lands, 0i]l and gas Jeasehold interests and oil
and gas interests intended to be developed and operzted for oi] and gas purposes under this agreement.
Such 1ands. 0il and gas leasehold interests and oil and gas intérests are described in Exhibit “A47.

E. The term *drilling unit” shall mean the area fixed for thé drilling of one weil by order or rule
of any state or federz) body» having authority. If a drilling unit is not fixed by any such rule or order,
a Grilling unit shall be the drilling unit as esiablished by the pattern ¢f drilling in the Contract Area
or as fixed by express agreement of the Drilling Parties.

F. The term “drillsite™ shall mean the oil and gas lease or interest on which a proposed well is to
be located. ‘

- G. The terms “Drilling Party” and “Consenting Party” shall mean a party who agrees to join in
and pay its share of 'the cost of any operation conducteé under the provisions of this agreement.

"H. The terms “Non-Drilling Party” and “Non-Consenting Party” shall mezn a party who elects
not to participate in & proposed operation.

Unless the coniex} otherwise clearly indicates, words used in the singular include the plural, the
plural incjudes the singular. znd the neuler gender includes the masculine and the feminine.

ARTICLE II.
EXHIBITS

The following emhlblts as indicateé below and attached hereto, are mcorporated in and made a

part hereof: :
(R A. Exhibit “A”, shall include the following mformanon

(1) Idennﬁcatxon of lands subject to agreement,

(2} Restncuons if any, as to depths or formations,

(3) Percentages or fractional interests of parties to this agreement

{4) Oil and gas leases and/or oil and gas interests subject to this agreement,

(5) Addresses of parties for notice purposes. ' :
COEBXLIRRR X B EERRANKBENS. .
[R C. Exhibit “C”, Accounting Procedure.
2 D. Exhibit "D” >Insurance.
= E. Exnibit “E”, Gas Balancing Agreement

If any provision of any_exhibii] ¢ except. Exhibit - “E”, is inconsistent with any provision contamed
in 1he body of this agreement the provmons in the body of this agreemeni shall prevaii.
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ARTICLE 111,
INTERESTS OF PARTIES

ot L - el > y

T Oy

If any party owns an unleased oil and gas interest in the Contra Toinat interest shall be
ireated for the purpose of this agreement and during th reof as if it were a leased interest
under the form of oil and gas lease atta ‘nibit “B’. As to such interest. the owner shall re-
ceive royalty on producti Teribed in the form of 0i) and gas lease attached hereto zs Exhibit
“B. Such , however, be subject to all of the provisions of this agreement relating (o lessees,

swIP R PRTC IR ) PR SR Acdadaad da e oo et it

B. Interest of Parties in Costs and Productijon:

Exhibit “A” listc all of the parties and their respecltive percentzge or fractionzl-interests unger this
agreement. Unless changed by other provisions, all costs and liabilities incurred in operationsz under
this agreement shall e borne and pazid, and al) equipment and material acquired in operations on the
Contract Area shall be owned by the parties as their interests are shown in Exhibit “A”. Al produc-
tion of 0il and gas from the Contract Arez, subject to the pavment of lessor’s rovalties which will be
borne by the Joint Account, shzall also be owned by the parties in the same manner during the term
hereof: provided, however, this shall r:ot be deemed an assignment or cross-assignment of interests cov-

ered hereby.

ARTICLE IV.
TITLES

A. Title Examination:

Title examination shall be made on the drillsite of any pfoposed well prior to commencement of
drilling opereations or. if the Drilling Parties so reques!, title examination shzll be made on the leases
and ‘or oil and gas inierests included. or planned to be included. in the drilling unit around such well
The opinion will include the ownrerchin of the working interest, rminerals. royalty, overriding royalty
and production paymebts under the zpplicable leases. At the time & well is proposed. each party con-
tributing Jeases and or oil and gas interesis o the drillsite, or to be included jn such drilling unit. shall
furnish to Operator zall abstracts (including Federal Lease Status Reports). 1itle opinions. title. papers
ang curstive material in its possession free cf charge. All such information not in the possession of or
made available to Operator by the parties, but necessary for the examination of title. sHall be obtained
by QOperator. Operatld. shall cause title 10 be examined by attornevs on its staff or by outside attorneys.
Copies of al) title opinions shal: be furnished io each party hereto. The cost incurred by Operator in

this title program shall be borne as Iollo'we

et Fo e o) b N AP DY) - o PP VPR o
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preliminary, supplemental. shut-in gas rovalty opinions axnt—gGiwieror TTOE (ille opxmom) <hall be a

part of the admirisiralise—evernoot 2T Broviaed in Exhibit “C.”" and shzll not be a direct charge, whether

ARSI i - A S S A A Y C RS AR o M a2 i

XX QOption No. 2: Costs incurrec by Operator in procuring abstracts and fees paid outside attorneys
for title examination (including preliminary. supplemental, shut-in gas roya]ty opinions and division
order title opinions) shall be borne by the Drilling Parties in the prcportion that the interest of each |
Drilling Party bears to the total interest of all Drilling Parties as snch interests appear in Exhibit “A".
Operator shall make no charge for. services rendered by its staff attorneys or other personnel in the

‘performance of the above functions.

Each “party shall be responsible for securing curative matter and pooling amefiliments or agreements
required in connection with leases or oil and gas interests contributed by such party. The Operator shall be
responsible for the preparation and recording of Pooling Designations or Declarations as well hs the
conduct of heanng< before Governmental Agencies for the securing of spacing or pooling o.ders This
shall not prevent any party from appearing on its oxn behalf at any such hearmg 3

No well shal) be drilled on the Contract Area until after (1) the utle to-the drillsite or drilling umt
has been examined as above provlded and (2) the title has been approvgd by the examining atwrnev or

. title has been accepted by zll of the parties who are tc participate in the dnlhng of the well. -, “x

Eh i
——

B. Loss of Title: ] . ’ ' ”\ :':
1. Failure of Tiue: Should any oil and gas interest or lease, or interest therein, be lost,.;hrouxh
fzilure of title, which loss results in a reduction of interest from that shown on E;hxb:t ‘iA” this 2 agree

mem nevertheless, ‘€53l} comxnue in force as to all remaining oil and gat leases and .interests’ and ~— _
{a) The party whose qil and gas lease or interest it affected by the title failure shall bear alone

. the entire loss and il shall not be entitled to recover from Operator or the other parties any-development .

-2.
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or operating costs which it may have theretofore paid, but there shall be no monetary liability on its
part 1o the other parties hereto for g@rilling, development, operating or other similar costs by resson of
such 1ile failure; and

{b) There shall be no retroactive adjustment of expenses incurred or revenues received from the
operation of the interest which has been Jost, but the interests of the parties shall be revised on an acre-
age basis, as of the time it is determined finally ihat title failure has occurred, so that the interest of
the parly whose lease or interest is affected by the title failure will thereafter be reduced in the Contract
Area by the amount of the interest lost; ang

(c) If the proporticnste inferest of the other parties hereto in any producing well theretofore drilied
on the Contract Area is increased by reascn of the title failure, the party whose title hss failed shall
receive the proceeds attributable to the increase in such interests (Jess coste and burdens attributable
thereto) until i1 has been reimbursed for unrecovered costs paid by it in connection with such wel);
and .
(d} Should any person not a party 1o this agreement, who is determined to be the owner of any in-
terest in the title which has failed, pay in any manner any part of the cost of operation, development,
or equipment, such amount shall be p2id 1o the party or parties who bore the costs which are s0 refund-
ed: and

{e) Any liability 1o account 1o a third party for prior production of o0il and gas which arises by
reason of title failure shall be borne by the party or parties in the same proportions in which they shared
in such prior production; and

(f) No charge shali be made o the juint account for legal expenses, fees or salariss, in connection
with the defense of the interest claimed by any party hereto, it being the intention of the parties
hereto that each shall defend title 10 its interest and bear all expenses in connection therewith,

2. Loss by Non-Pavment or Erronecus Pavment of Amount Due: I, through mistake or oversight,
any rental, shut-in well payment, minimum royally or royalty pavment, is not paid or is erroneously
paid, and as a result a lease or interest therein terminales, there shall be no monetary liability against
the party who failed 10 make such pavment. Unless the party who failed to make the required pavment
secures a new Jease covering the same interest within nineiy (90) days from the discovery of the fail-
ure 10 make proper payment.-which acquisition will not be subject to Article VIILB.. the interests of
the parties shall be revised on an acrezge basis, effective as of the ddaie of termination of the Jease in-
volved, and the party who failed to make proper pavment will-no longer bé credited with an interest in
the Contract Area on account of ownership of the lease or interest which has terminzted. In the event
the party who failed to make the reguired payment shall not have been fully reimbursed, at the time of
the loss, {rom the procéeds of ine sale of oi) and gas atiribuiable to the lost “interest, calculated on an
acreage basis, for the developpment and operating costs theretofore paid on account of such interest, it
shall be reimbursed for unrecovered actual cosis theretofore paid by it {(but not for its share of the
cost of any dry hole previously drilled or wells previousiy abandoned) from so much of the following
as is necessary (o effect reimbursement:

"(8) Proceeds of oil and gas. less operating expenses. theretofore accrued to the credit of the lost
interest. cn an acreage basis. up 10 the amount of unrecovered costs;

{b) Proceeds, less operating expenses. thereafier accrued ‘aitributable to the lost inferest on an
acreage basis, of that portion of 0il and gas. thereafter produced and merketed (excluding production
from any welle thereafter drilled) which. in the absence of such lease 1erminztion. would be attributable
to the lost interest on an acreage basis, up 1o the amount of unrecovered costs, the proceeds of said
poriion of the oil and gas to be contributed by the other pariies in proportion to their respective in-
teresis: and

{c¢) Any» monijes, up 1o the amount of unrecovered costs, that may be paid by any party who is, or
becomes. the owner of theé interest lost, for the pnvalege of participating in the Contract Area or be-
coming a party to this agreement, : a

3. Other Losses: All losses incurred, other than those set forih in Articles JV.B.l. and IV.B.2.
above, shall not be considered failure of title but shall be joint losses and shall bé borne by all' parties
in proportion t¢ their interesis. There shall be no readjustment of interests in the remaining portion of

the Contract Area.

"ARTICLE V. : v
OPERATOR . ' :
A. DESIGNATION AND RESPONSIBIIJTIES ‘OF OPERATOR: ) jg
Supron Energy Corporatnon L, shall 'be the

Operator of the Contract Area. and shali conduct and direct and have full control of al} operatwns on
the Contract Area as permxtted and requxred by, and within the limits of, this agre-emem pia s)nll ocon-
duct-all such operations in a good and workmanhke manner, but jt shall have ro habxhtv as Operaior

- 10.the other. parties for losses sustained or liabilities incurred, except such as may result irom gross

nwghgence or willful xmsconducl ) LT

p
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B. Resignation or Removal of Operator and Selection of Successor:

1. Resignation o1 Removal of Operator: Operator may resign at any time by giving written notice
ihereof to Non-Cnerators, If Operator terminates its legal existence, no longer owns an interest in the
Coniratl Ares, or is no longer capable of serving as Operator, it shall cease 1o be Operator without any
action by Non-Operator, except the selection of a successor. Operator may be removed if it fai’s or
larﬂxﬁgf« 10 carr§t out iis dut:es hereunder, og ecomes insolvent, bankrupt or is pmced in receivership,

Yy vote in m erest.d on—ODer,atorsL R

b
Cepirtarpe PP PP S AP At P P OO O P Ty

~

svreremensiegaperetey. Such resignation or removal shall not become effective until 7:00 o'clock AM.

on the first day of the calendar month following the expiration of ninety (80) days after the giving of
notice of resignation by Operator or action by the Non-Operators to remove Operator, unless a successor
QOperator has been selected and assumes the duties of Operator at an earlier date. Operator, after effect-
ive date of resignation or removal, shall be bound by the terms hereof as a Non-QOperator. A change of
a corporale name or structure of Operator or transfer of Operatlor's interest to any single subsidiary,
‘parent or successor corporation shall not be the basis jor removal of Operator.

2. Selection of Successor Operator: Upon the resignation or removal of Operator, & successor Op-
erator shall be selected by the Parties. The successor Operator shall be selected from the paities owning
an interest in the Coniract Area st the time such successor Operator is selected. If the Operator that

moyed {ails to vote or votes only I&o <u ceed itself. the <uccessor Operator snal) be selected by the
forlty vote _;L prest of erators. s

C. Employees:

The number of emplovees used by Operainr in conducting operations hereunder, their selection,
and the hours of labor and the compensation for services performed, shall be determined by Operator,
anc a}l such emplovees shall be the emplovees of Operator.

D. Drilling Tontracts:

All wells drilled on the Contract Arez shall be drilled on a competitive contract basis a1 the usual ‘
rates prevailing in the arez. 1{ it so desires. Operator may employ its own tools and equipment in the ‘ j
drilling of wells, but iis chargez therefor shell not exceed the prevailing rates in the arez and the rate |
of such charges thall be agreed upon by the parties in writing before drilling operations are com-

- menced, and such work shsll be performed by Operator under the same terms and conditions as are

customary and usua) in the arez in contracis of mdependen. contractors who are doing work of a sim-

ilar nature.

ARTICLE VL
DRILLING AND DEVELOPMENT
subject to rig available, applicable permit
A. Initial Well: acquisitions and inc¢lement weather conditions,

On or before the__ 318t dav of___D2cember .19 81f0pe”1or shal) commence the drill-

ing of a well for oil and gas at the following location: At a legal location in the S/2 of
Section 2, Township 31 North, Range 8 West, N.M.P. M., San Juan County New

Mexico.

and_shall thereafier continue the dr:llmg of the viell with due diligence to a subsurface depth
In 366 tPeet: or a depth sufficient to test hoth the Mesaverde and Dakota forma-

tions, whichever is the lesser depth,

unless granite or other practically impenetrable substance or condition in the hole which renders
further drilling impractical. s encountered &t a lesser depth, or unless all parties agree to complete or

abandon the well at 2 lesser depth. R . L .
. .3 . T ]

¥

Operator shall make reasonable tests of all formations encountered durmg drilling whzch gwe in-
dication of containing 0il and- gas in quantities, sufficienm to test. unless this agreement>shall be. Yimited
in its applicstion 1o a specific formation or formations, in Which event Operato' shall be reqmred to
test onlv the formastion or formations to which this agreement may apply. S

T
-

Sl Operators )udgmem the W e]] will not. prnduce o1l or ga< in pa\-mg quanuues a‘d it wxches ,,'
..nd shail

plug and abandon same as prowced in: Anxc!e VLE.. hezeof
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‘ équ)pmem beyond the wellhead connections (mcludmg bul not, limited 10, stock tanks, sepa.rators,j"

B. Subsequent Operations:

}. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area
other than the well provided for in Article VLA or to rework, deepen or plug back 2 dry hole drilled
at the joint expense of all parties or a well Jomtl_\' owned by all the parties and not then producing
in paying quantities, the party desiring to drill, rework, deepen or plug back such a well shall give the
other parties written notice of the proposed operation, specifying the work to be performed, the loca-
tion. proposed depth. objective formation and the estimated cost of the operation. The parties receiv-
ing such a potice shall have thirty (30) days after receipt of the notice within which to notify the
parties wishing to do the work whether they elect to participate in the cost of the proposed operation.
1f a drilling rig is on Jocation, notice of proposal to rework, plug back or drill deeper may he given
by telephone and the response period shall be limited to forty-eight (48) hours, exclusive of Saturday,
Sunday or legal holidavs. Failure of a party receiving such notice to reply within the period above fixed
shall constitute an election by that party not to participate in the.cost of the proposed operat:on Any
notice or response given by telephone shall be promptly confirmed in writing. -

2. Operations bv Less than Al)l Parties: If any party receiving such notice as provided in Article
VI.B.1. or VLE.1l. elects not to participate in the proposed operation, then, in order to be entitled to
the benefits of this article, the party or parties giving the notice and such other parties as shall elect
to participate in the operation shall, within sixty (60) dayvs after the expiration of the notice period of -
thirty (30) davs (or as promptly as possible after the expiration of the foriv-elght (48) hour period
where the drilling rig is on location, as the case may be) actually commencé® eork on the proposed
coperation and complete it with due diligence. Operator shall perform all work fur the account of the
Consenting Parties: provided, however, if no drilling rig or other equipment is on-location, and if Op-
erator is 2 Non-Consenting Party, the Consenting Parties shall either: (a) recuest Operator to perform
the work required by such proposed operation for the account of the Consenting Parties, or (b) desig-
nate one (1) of the Consenting Parties as Operator to perform such wérk. Consenting Parties, when
conducting operations on the Contract Area pursuant to this Article VI.B.2,, shall comply with all terms

and concitions of this agreement.

" If )ess than all parties approve anyv proposed operation, the proposing party. immediately after the
expiration of the applicable notice periog. shall advise the Consenting Parties’ of (a) the total interest
of the parties approving such operation. and (b) its recommendation as to whether-the Consenting Par-
iies shouid proceed with the operation a¢ proposed. Each Consenting Party, within forty-eight (48) k
hours  (exclusive of 3aturday. Sunday or legal holiéa_\-s) after veceipt of such notice. shall advise the
proposing party cf ils desire to {a) limit participation 1d'such~party’s interes! as shown on Exhibit “A”, |
or {b) carry its proportionatz part of Non-Consenting Parties’ interesi. The proposing party, at its
election, may withdraw such proposal if there is insufficient participation, and shall promptly notify
all parties of such decision.

The entire cost and risk of conducting such operations snall be borne by the Consenting Parties in
the proportions ihey have electe¢ to bear same under the terms of the p'ecemrg paragraph. Consenting
Pariies shzll keep the leasehold estates involved in such operztions free and clear of zll liens and
encumbrances of every kind created by or arising from the operations of the Consenting Parties. If such
an operation results in a dry hole, the Consenting Parties shall plug and abandon the well at their sole
cost. risk and expense. If any well drilled. reworked. deepened or plugged back under the provisions
of this Article resulis in & producer of oil ané-or gas in‘pa_\-'ing quantities, the Consenting Parties shall
complete and equip the well to produce at their sole cost and risk, and the well shall then be turned.
over 1o Operator and shall be operated by it at the expense and for the account of the Consenting Parties.
Upon commencement of operations for the drilling, reworking, deepening or p]ugglng back of any such
well by Consenting Parties in sccordance with the provisions of this Article, each. Non- Consenting Party
shall be deemed 1o have relinquished to Consenting Parties, and the Consenting Parties shall own and -
be entitled to receive, in proportion to their respective interests, all of such l\'on-Consentmg Party's
interast in the well and share of production therefrom until the proceeds .of the sale of such share,
calculated at the well, or market value thereof if such share is not sold (after deductmg prbduction
taxes, royvalty, overrldmg rovalty and other interests existing on the effective date hereot pavable out of
or measured b\ the production from such well accruing with- respect to such intérest until it reveris)

shall egual the total of the following: . .

-

(a) 100 of each such Non- Consentmg Party's share of the cost of any newly acquired surfaue

trealers, pumping equipment and piping), plus .100% of each such No-\-Consentmg Party's Sham of the
cost of operation of the well commencing with first producuon and continuing until each sueh Non-
Consenting Party's relinguished interest shall revert to it under other provisidns of this"Article. {iibeing
agreed that each Non-Consenting Party’s share of such costs and equipment will “be that’ mterst “which
would have: been chargeable to each Non-Consenting Party had it participated in the we"l.l from the be-

ginning of the operation? and . _ ‘ .:\._;‘ —_

— POA: ¢ M.....

(b)_B.QQ/o -0f that portion ‘of the costs and e\pensev: of drxlhng reworkmg deepemnz. or” piuggmg
back. testing’ and completing. after deducting any cash contrxbut:qne received under A.!‘.‘!Ck..YIH Lo _gmg_

.
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300 % of that portion of the cost of newly acquired equipment in the well (to and including the well-
head connections), which would have been chargeable to such Non-Consenting Party if it had partici-

"pated therein.

Gas production attributable to any Non - Consenting Party's relinquished interest upon such Party's
election, shall be sold to its purchaser, if available, under the terms of its existing gas sales con-
tract. Such Non - Consenting Party shall direct its purchaser to remit the proceeds receivable from
such sale direct to the Consenting Parties until the amounts provided for in this Article are recov-
ered from the Non - Consenting Party's relinquished interest. If such Non - Consenting Party has not
contracted for sale of jts gas at the time such gas is available for delivery. or has not made the elec-
tion as provided above, the Consenting Porties shall own and be entitled 1o receive and sell such Non-
Consenting Party's share of gas as hereinabove provided during the recoupment period.

During the period of time Consenting Parties are entitled to receive Non-Consenting Party's share
of production, or the proceeds therefrom, Consenling Parties shall be responsible -for-the payment of
all production, severance, gathering and other taxes, and all royalty, overriding royalty and other
burdens applicable to Non-Consenting Party’s share of production.

In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall
be permitted to use, free of enst, all casing, tubing anc other equipment in the well, but the ownership of
all such equipment shall remain unchanged: and upon abandonment of a well after such reworking,
plugging back or deeper drilling, the Consenting Parties shall account for all such equipment to the
owners thereof, with each party receiving its proportionale part in kind or in value, Jess cost of

salvage.

Within sixty (60) days after the completion of any operation under thic Article, the pariy con-
ducting the operations for the Conseniing Parties shall furnish each Non-Consenfing Party with an in-
ventory of the equipment in and connected to the well, and an itemized statement of the cost of drilling,
deepening. plugging back, testing, completing, and equipping the well for production; or, at its option,
the operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed
statement of monthly billings. Each month thereafter, during the time the Consenting Parties are being
reimbursed as provided above, the Party conducting the operations for the Consenting Parties shall furn-
ish the Non-Consenting Parties with an itemized statement.cf all costs and liabilities incurred in the
operation of the well. together with & statement of the quantity of oil ‘and gas produced from it and the
amount of proceeds realized from the sale of the well's working interest proguction during the preceding
month. In detérmining the quantity of oil and gas produced during any month, Consenting Parties
shzall use industry accepted methods such as, bu! not limited to, metering or periodic well tests. Any
amount realized from the sale or other disposition of equipment newly. acquired -in connection with any
snch operation which would have been owned by 2 Non-Consenting Party had it participatéd therein
chall be credited against the total unreturned costs of the work done ancd of the equipment purchased,
in determining when the interest of such Non-Consenting Party shall revert to it as above provided;
znd if there is a credit balance, it shall be paid to such Non-Consenting party.

. 1f and when the Consenting Parties recover from a Non-Consenting Party's relinquished’\interest"
the amounts provided for above, the relinquished interests of such Non-Consenting Party shall auto-
matically revert 16-it, and, from angd after such reversion, such Non-Consenting Party shall own the same
interest in such well. the material and equipment in or pertaining thereto. and the production there-
from as such Non-Consenting Party .would have been entitled io had it participated ir the drilling,
rewor}ung, deepening or plugging back of said well. Thereafter, such Non-Consenting Party shall be 1
charged with and shall pay its proportionate part of the further costs of the operation of said well in
accordance with the terms of this agreement and the Accounting Procedure, attached hereto.

Notwithstanding the provisions of this Article VIB.2,, it is agreed that without the mutual consent
of all parties, no wells shall be completed in or produced from a source of supply from which a\w‘e’ll
located elsewhere on the Contract Area is producing, unless such well conforms to the then-existing

well spacing pattern for such source ol supply.

s
=

“The provisions of this Article shall have no application whatsoever to the:drilling of the:initial
well described in Article VLA. except (a) \\hen Option 2, Article VIID.}., has. been selected,” or "(b)
to the reworking, deepening and pluggmg back of such' initia} well, if such well is ‘or therearter_-shall :
prove 1o be a dry hole or non-commercial well afier having been drilled to the deptl: specifxed i Article

V9IA.

'C ‘Right to Take Produchon in Kmd

" Bach party shall havn the nght to take in kind or. *eparatelv dxsmse of its propomonau,_,shm o!
«ll oil and gas produced from the Contract Area, exclusive of preduction whnch may be u§ed in -de=
velopment and producmg operations and i preparmg and ‘treating: oil “for markezmg purpots and.
production unavoidably lost. Any. extra’ expendnure incurred in“the takmg in kind’ or separate dxspo-
any party of its proportionate share of the production shall be bome by..suc!L_pun'.__An___

sition by &
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partly taking its share of production in kind shall be required to pay for only its proportionate share

]

2 of such part of Operator's surface facilities which it uses,

3

4 Each party shal) execule such division erders and contracis a5 may be necessary for the saje of its
5 interes! in production from the Coritract Area, and, except as provided in Article VII1.B., shall be entitled
‘6 to receive payment direct from the purchaser thereof for its share of all production.

7

8 In the event any party shall fail {0 make the arrangements necessary to take in kind or separately
9 dispose of jts proportionaie share of the ojl and gas produced from the Contract Area, Operator shall have
10 the right, subject to the revocation at will by the party owning it, but not the obligation, to purchase such
1) oil and gas or sell it to others 3t any time and from time to time, jor the account of the non-taking
12 party at the best price obtainable in the area for such production. Any such purchase or sale by Op-
13 erator shall be subject always 10 the right of the owner of the production to exercise at any time its
14 right 1o take in kind, or separately dispose of, its share of all 0il and gas not previously delivered to a
15 purchaser. Any purchase or sale by Operator of any other pariy's share of oil and gas shall be only for
16 such reasonable periods of time as are consistent with the minimum needs of the industry under the
17 particular circumstances. butl in no event 75r a period in excess of one (1) vear. Notwithstanding the
18 foregoing. Operator shall not make a sale, including one into interstate commerce, of any other party's
19 share of gas production without first giving such other party thirty (30) days notice of such intended
20  sale.

21

22 In the event one or more parties' separate disposition of its share of the gas causes split-stream de-
23 liveries 10 separate pipelines and /or deliveries which on a day-to-day basis for any reason are not
24 exactly equal o a party's respective proportionate share of total gas sales to be allocated to it, the
25 Dbalancing or accounting between the cespective accounts of the parties shall be in accordance with
26 any Gas Bzlancing Agreeinent between the parties hereto. whether such Agreement is attached as
27  Exhibit “E", or is a2 separate Agreemént. S
28 3 o
29 D. Access to Contract Avea and Information:

30

31 Each party shall have access to the Contract Area at 2ll reasonable times. at its sole risk to inspect
32 or observe operations. and sha)l have actess at reasonable limes to information pertaining to the de-
33 velopment or operation thereo!, including Operator’s books and records relating thereto. Operator, upon

34  requesi. shall furnish each of the other parties with copies of all forms or reports filed with povern-
35 mental agencies. daily drilling reports. well logs. tank tables, dailv gauge and run tickets and reports
36 of stock on hand at the first of each month. and shall make availzble samples of any cores or cuttings
T taken from any well drilled on the Contract Arez. The cost of gathering and furnishing information to
38 Non-Operator, other than that specified above, shall be charged 10 the Non-Operator that requests the

3¢ - information.

- 40
41 E. Abandonment of Wells:
42 , l
43 _1. Abandonment_of Drv Holes: Except for any well drilled pursuant to Article VIB.2.. any well |
44  which has been drilled under the terms of this agreement and is proposed to be completed as a dry hole ‘

45 shall not be plugged and abandoned without the consent of all parties. Should Operator, after diligent
46  effort. be unable to contact any party. or should any party fail to reply within forty-eight {48) hours
47 (exclusive of Saturday. Sunday or legal holidavs) after receipt of notice of the proposal to plug and
48 abandon such well, such party shall be deemed to have consented to the proposed abandonment. Al
49 such wells shall be plugged and abandoned in accordance with applicable regulations and at the cost,
50 risk and expense of the parties who participated in the cost of dri)ling of such well. Any party who ob-
51  jects to the plugging and abandoning such well shall have the right to take over. the well and conduct
52 further operations in search of oil and/or gas subject to the provisions of Article VLB,

2. Abzpdonment of Wells that have Produced: Except for any well which has been drilled‘or re-

55  worked pursuant to Article VI.B.2. hereof for which the Consenting Parties have not been fullv reim-
56 bursed as therein provided, any well which has been completed as a producer shall not be plugged and
57 abandoned without the consent of all parties. if all parties consent to such abandonment, the weli shall
56 be plugged and abandoned in sccordance: with appiitsble regulations and at the cost, risk and expense
59 nf all the parties hereto. 1f, within thirty (30) days after receipt of notice of the proposed abandonment
80 of such well, all parties do not agree 10 the abandonmem ‘of any well, those wishing to conunué}ts op-"
6!  eralion shail tender to each of the other parties its proporuonale share of the value of the well'’s' i‘alvable
62 material and equipment, determined in accordance with the provisions of Exhibit “C", less the esumated
cost . of sahagmg and the estimated cost of p]uggmg and abandoning. Each abandomng pa = shall
64 assign- to the noxn-abandoning parties. without warranty. express or xmphed as 1o title or,as mgﬁmtiw
65 quaht\' or fitness for use of the equxpmem and malerzal all of its mlereet in the well’ and re’latedequip- , ’ f
66 ~ment. together with ils interest'in the leaseheld estate as 10. but only as to. the interval or mteru:ls of the : -
formation or jormations then open to; production.- 1 the interest of the abandomng parh“is or mdudes i

67
68  an oi) and gas interest. Such party shall execute and deliver 10 the nonoabandomng pany.m
69 oil and gas lease. limited 10 the mter\a! or intervals of the formation or !ormauom then open to produc-

tion. for a term of one vear and so long thereafter as’oil and ‘or gas is produced from the-intervel Qu,nte;
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vals of the formation or formations covered thereby, dtittimltsiimitubibmtiimibin de rétratotliotlotinbotmEndiiloit
#B'. The assignments or leases so limited shall encompass the “drilling unit” upon which the well is
Jocated. The payments by, and the assignments or leases 1o, the assignees shall be in a ratio based upon
the relationship of their respective percentages of participation in the Contract Area to the aggregate of
the percentages of participation in the Contract Area of all assignees. There shall be no readjustment
of interest in the remaining portion of the Contract Area.

Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the op-
eration of or prouuction from the well in the interval or intervals then open other than the royalties
retained in any Jease made under the terms of this Article. Upon request, Operator shall continue to
operate the assigned well for the account of the non-abandoning parties at the rates and charges con-
templated by this agreement, plus any additional cost and charges which may arise as the result of
the separate ovnership of the assigned well.

~ ARTICLE VIL L
EXPENDITURES AND UIABILITY OF PARTIES

A. Liability of Parties:

The liability of the parties shall be several, not joint or collective. Each party shall be responsible
only for its obligations, and shall be ligble only for its preportionate share of the costs of developing
and operating the Contract Area. Accordingly, the liens granted among the parties in Article VILB. are
given to secure only the debts of each severally. It is not the intention of the parties to create, nor sha!l
this agreement be construed as creating. a mining or other partnership or association, or to render the

parties liable as partners.
B. Liens and Payment Defarlts:

Each Non-Operator grants to Operator a lien upon iis oil and gas rights in the Contract Area', and a
security interest in iis share of 0il and.or gas when extracted and its interesi in al} equipment, to secure
pavment of its share of expense, together with interest thereon at the rate provided in the Accounting
Procedure attached hereto as Exhibit “C”. To the extent that Operator has a security interest under the
Uniform Cemmercial Code of the State, Operator shall be entitled to exercise the rights and remedies
of 2 secured party under the Code. The bringing of a suit and the obtaining of judgment by Operator
for the secured indebledness shall not be deemed an election of remedies or otherwise affect the lien
rights or security interest as security for the payment thereof. In addition, upon default by anv Non-
Operator in the pavment of its share of expense, Operator shall have the:right, withou! preiudice to
other rights or remedies, to collect from the purchaser the proceeds from the sz2le of such Non-Operalor's
share of oil and ‘or gas until the amount owed by such Non-Operator, plus interest has bs-~ paid. Each
purchaser shall be entitled to rely upon Operator’s written stalement concerningithe amount of any de-
fauli. Operaior grants a like lier and security interest to the Non-Operators o tecure pavment of Op-
erztor’s proportionate share of expeanse. . ’ -

If any party fails or is unable {o pay its share of expense within sixty (60) days after rendition of
2 statement therefor bty Operator, the non-defaulting parties. including Operator. shall. upon reguest by
Operzator, pay the unpaid amount in  the proportion that the interest of each such party bears to the in- °
terest of all such parties. Each party so paying its share of the unpaid amount shall, to obtain reimburse-
ment thereof. be subrogated to the security rights described in the foregoing paragraph.

C. Payments and Accounting:

Except’as herein otherwise specifically provided, Operator shall promptly pay and discharge expenses
incurred in the development and operation of the Contract Area pursuant to this agreement and shall
charge each of the parties hereto with their respective proportionate shares upon the expense basis pro-
vided in the Accounting Procedure attached hereto as Exhibit “C”. Operator shall keep an accurate
record of the joint account hereunder, showing expenses inrfurred and charges and credits made and
received. o

Operator, ai its election, shall have the nght from time to time to demand and receive from the
other parties pa\'ment in advance of their respective shares of the estimated amount of the expense to

be incurred in operations hereunder during the next succeeding month, which nght may be exercxsed only

by submxssxon 10 each such party of an itemized’ statemem of such estimated expense, together with

an invaice’ for its share thereof. Each such statement and invoice for ‘the pavment in advance-o‘ esti-
maied expense shall be submitted on or before the 20th “‘ax of ‘the next precedmg month!. Eué‘h party
shall pay to Operator its proportxonate share .of such estxmale within fifieen ( 15) days afxer such es-
timate and invoice is received.“If any party fails to pay its share of said estimate w:thin sazd txme. the
amount due shall bear interest as provided in Exhibit “C" unti) paxd Proper. adyustmem shall be
made monthiy between advances and actua) expense to “the end that each party shall beaz:and.pa) its
propornonate share of actual expenses incurréd, and no more,




D. Limitation of Expenditures:

1. Drill or Deepen: Without the consent of all parties, no well sha}l be drilled or deepened, ex-
‘cept any well drilled or deepened pursuant to the provisions of Article VI.B.2. of this Agreement, it being

understood that the consent to the drilling or deepening shall include:
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&) Option No. 2: All necessary expéndilures for the drilling or deepening and testing of the well. When
such well has reached its authorized depth, and all tests have been completed, Operator shall give im-
mediate notice to the Non-Operators who have the right to participate in the completion costs. The parties
receiving such notice shall have forty-eight (48) hours (exclusive of Saturday, Sunday and legal holi-
days) in which 10 elect to participate in the setting of casing and the completion attempt. Such election,
when made, shall include consent to all necessary expenditures for the completing and equipping of such
well, including necessary tankage and/or surface facilities. Failure of any party receiving such notice
to reply within the period above fixed shall ccnstitufe an electior by that party notl to participate in
the cost of the completion atterapt. If one or more, but less than all of the parties. elect to set pipe and
to attempt a completion, the provisions of Article VI.B.2. hereof (the phrase ‘reworking, deepening or
plugging back” as contained in Article V1.B.2. shall be deerned to include ‘“‘completing”) shall apply to
the operations thereafter conducted by less than all parties.

2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged
back except a well reworked or pluggec back pursuant to the provisions of Article VLB.2. of this agree-
ment. it being understood that the consent to the reworking or plugging back of a well shall include
consent to all necessary expenditures in conducting such operations and completing and equipbing of
said well. including necessary tankage and/or surface facilities.

3. Other Operations: Operator shzll not undertake any single project reasonably estimated to require
an expenditure in excess of Fifteen Thousand and 00/100 ---- Dollars ($__15,000.00 )
except i connection with a well, the drilling, reworking. deepening. completing, recompleting, or plug-
ging back of which has been previously authorized by or pursuant to this agreement: proi'ided, how-
ever, that. in case of explosion. fire. flood or other sudden emergency. whether of the same or different
nature, Operator may take such steps and incur such expenses as in its opinion are required to deal with
the emergency {¢ safeguard life and proper!,\" but Operator, as promptly as possible, shall:report the emer-
gency 10 the other parties. 1If Operator prepares “Authority for Expenditures” for its own use,
Operator, upon reguest. shall furnish copies of its “Authority for Expenditures™” for any single project
costing in excess of _1en Thousand and 00/100 Dollars ($__10,000,00 ).

E. Royaltijes, 0verridinv Royvalties and Other Payments:

sor's
Each party shall pay or deliver, or cause to be paid or delivered, all /rova)tles B i ammas s a1 ST S

due on its share of production and shali hold the other parties free
from any liabilitv therefor. If the interest of “any party in any oil and gas lease covered by this agree-
ment is subject 10 any sewmdd, Overriding rovalty, production payment, or other charge over and above
the aforesaid rovalty. such party shall assume and alone bear all such obligations and shall account
for or cause 10 be accounted for, such interest to the owners thereof.

No party shall ever be responsible, on anV price basis higher than the pric¢ received by such pariy,
to any other party’s lessor or royalty owner; and if any such other party's lessor or royalty owner should
demand and receive set:lements on a3 higher price basis, the party con{ributing such lease shall bear the
royalty burden insofar as such higher price is concerned.

F. Rentals, Shut-in Well Payments anéd Minimum Ro_\"alties: :

Rentals, shut-in well payments ‘and minimum royalties which may be required under the {erms of
an\' lease shall be paid by the party or parties who subjected such lease to this agreement at its of their
expense. In the event two or more parties own and have contributed interests in the same leasé ‘to this
agreement, such parties may designate one of such parties 10 make said payments for and on behalf of all
such parues Any party may request, and shall be entitled to receive, proper evidence of all such Lpay-
ments. -In the event of fajlure to make proper payment of any rental, shut-in well pavmem or nﬁnimum
rovalty through mistake or oversight where such payment is required to continue the lease u}: !oree
any loss which results from such non-payment shall be borne in accordance with thé provlslons otArt:cle,l

IV.B.Z. R

Operator shall notifv Non-Operator of the ant:cxpa*ed comp)etxon of a shut-in’ sas we]l or the.shut-
ting in or aturn 1o production of a producing gas well, at least five (5) dayve (excluding Saturda?) ‘Sun-
da\ and holidays). or % the earliest opportunity permitted by ‘circumstances. prior to takxngsuch achon.__
but assumes no" liability for failure to do so. In the event of failure by Operator 10 50 notify Non-,
Operator. the loss of any lease contributed hereto by Non- Operalor for failure to make_timely payments
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of any shut-in well pavment shall be borne joinily by the parties hereto under the provisions of Article
IV.B.3. -

G. Taxes:

Beginning with the first calendar year after the effective date hereof, Operator shall render for ad
valorem taxation all property subject to this agreement which by law should be rendered for such
taxes, and it shall pay all such taxes assessed thereon before they become delinquent. Prior to the ren-
dition date, each Non-Operator shall furnish Operator information as to burdens (to include, but not be
limited to, royalties, overriding royalties and production payments} on leases and oil and gas interests con-
tributed by such Non-Operator. 1f the assessed valuation of any leasehold estate is reduced by reason of its
being subject to outstanding excess . uyvalties, overriding royalties or production payments, the reduction in
ad valorem taxes resulting therefrom shall inure to the benefit of the owner or owners of such leasehold
estate, and Operator shall adjust the charge to such owner or owners so as {o reflect the benefit of such
reduction. Operator shall bill other parties for their proportionate share of all tax payments in the man-

ner provided in Exhibit “C”.

If Operator considers any tax assessment improper, Operator may, at its discretion, protest within
the time and manner prescribed by law, and prosecute the protest to a final determination, unless all
parties agree to abandon the protest prior 1o final determination. During the pendercy of administrative
or judicial procé "mgs Operator may elect to pay. under protest, all such taxes and any interest and
penalty. When any such protested assessment shall have been finally determined, Operator shall pay
the tax for the joint account, together with any interest and penalty accrued, and the total cost shall then
be assessed against the parties, and e paid by them, as provided in Exhibit “C”.

Each party shall pay or cause to be paid all production. severance, gathering and other taxes im-
posed upon or vrith respec! to the production or handling of such party’s share of oil and/or gas pro-

duced under the terms of this agreement.

H. Insurance:

At.zl] times while operations are conducted hereunder, Operator shall comply with the Workmen’s
Compensation Law of the State where the operations are being conducted: provided. however. that Op-
e‘ator may be s self-insurer for liability under said compensation iaws in which event the only charge

a! shall be made to the joint account shall be an amount eomva]em t¢ the premium which would have
been paid had such insurance been obtained. Operater sha]l also carry or provide insurance for the
benefit of the joint account of the parties as outlined in £xhibit “D". attached to and made 2 part hereof.
Operator shall reguire all contractors engaged in work or: or for the Contract Area to comply with the
Workmen’s Compensation Law of the State where the operztions are bemg conguctea and to maintain

such other msu‘ancp as Operator may reguire.

In the event Automobile Public Liability Insurance is specified in said Exhibit “D*. or subsequeﬁtly
receives the approval of the parties. no direct charge shall be made by Operator for premiums paid for
such insurance for Operator's fully owned automotive equipment.

ARTICLE VIIIL.
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

The leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall
not be surrendered in whole or in part unless all parties consent thereto.

Howev'er, should any party desire to surrender its interest in any Jease or in any portion thereof, and
other parties do not agree or consent thereto, the party desiring to surrender shall assign, without express

" or implied warranty of title, 21l of its interest ir such lease, or portion thereof, and any well, material and

equ;pmem which may be located thereon and any righis in production thereafter secured, to the’ par’ges
not des:rmg to surrender it. If the interest of the assigning party includes an oil ‘and gas interest, the as-
signing party shall execute and deliver to the party or parties not desiring to surrender an oil @and gas

"lease covering such oil and gas interest for a term of one year and so long thereaﬁer as oil and/or gas

is produced from the land covered thereby Sl il

Upon such assignment, the assigning party shall be relieved from al] obhgat:om thereafter accruing.

but not theretofore accrued. with respect to the-acreage ass:gned and the operation of any well-thereon
and the assigning party shall have no further interest in the lease assigned and its equxpment and pro-
duction other than the royalties retained in any lease made under the terms of this Article, The parties )
assignee shall pay to the party assignor the reasonable salvage value of the latter’s mterest m any wells
and eguipment on the assigned acreageé. The-value. of all material shall be determmed in, aocordance
with the provisions of Exhibit “C". Jess ihe estimated cost of salvaging and the estimated eost of p'lug___

ging and abandoning. 1f the assignment is in lavor of more than une party, the assigned mterest sball
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be shared by the parties assignee in the proportiéns that the interest of each bears to the interest of all
parties assignee, :

Any assignment or surrender made under this provision shall not reduce or change the assignor’s
surrendering parties’ interest, as it was immediately before the zssignment, in the balance of the Contrac!
Area; and the acreage assigned or surrendered, and subsequent operations thereon, shall not thereafter
be subject 1o the terms and provisions of this agreement.

B. Renewal or Extension ¢f Leases:

If any party secures a renewal of any oil and gas lease subject to thiS Agreement, all other parties
thal) be notified promptly, and shall have the right for 2 period of thirty (30) days following receipt
of such notice in which to elect to participate in the ownership of the renewal Jlease, insofar as such
lease affects lands within the Contract Area, by paying to the party who acguired it their severa) proper
proportionate shares of the acquisition cost allocated to that part of such lease within the Contract Area,
which shal) be in proportion to the interests held at that time by the parties in the Contract Area.

1f some, but less than zll, of the parties elect to participate in the purchase of a renewal lease, it
shall be owned by the parties who elect {0 participate therein, in a ratio based upon the relationship of
their respective percentage of participation in the Contract Arez 1o the aggregate of the percentsges
of participation in the Contract Area of all parties participating in the purchase of such renewal lease.
Anyv renewa) lease in which less than all parties elect to participate shall not be subject to this agreernent,

Each party who participates in the purchase of a renewal lease shzll be given an assignment of its
proportionate interest therein by the acguiring party.

~“s'’he provisions of this Article shall apply to renewal leases whether they are for the entire interest
covered by the expiring lease or cover only a portion of its arez or an interest therein. Any renewal lease
taken before the expiration of its predecessor lease, or taken or contracted for within six (6) months after
the expiration of the existing lease shall be subject to this provision; but any lease tzken or contracted
for more than six (6) months after the expiration of an existing iease shzll not be deemed a renewal
lease and shall not be subject to the previsions of this agreement.

The provisions in this Article shal]l apply also and in like manner to extensions of oil and gas
leases.

C. Acreage or Cash Contributions:

While this agreement is in force, if any party contracts for a contribution of cash foward the dfil]ing
of z well or any other operation-on the Contract Arez. such contribution shall be paié {o the party who
conducied the drilling or other operation and shall be applied by it against the cost of such drilling or
other operztion. If the contribution be in the form of acreage. the party to whom the contribution is
made shail promptiy tender an zssignment of the acresge, without warranty of title, to the Drilling
Parties in the proportions said Drilling Parties shared the cost of drilling the well, If all parties hereto
are Drilling Parties and accept such tender, such acreage shall beconie 2z pari of the Contract Area and
be governed by the provisions of this agreement. If less than all parties hereto are Drilling Parties and
accept such tender, such acreage shzall not become a part of the Contract Area. Each party shaill prompt-
Iy notify all other parties of all acreage or money contributions it may obtain in support of any well or
any ‘other operation on the Contract Area.

If any party contracts for any consjderation relating to disposition of such party’s share of substances
produced hereunder, such consxderaﬂon shall not be deemed a contribution as contemplated in this

Article VIII.C.

D. Subsequent]y Created Interest:

NotWi!h‘é‘tahding' the provisions of Article VIILE. eneedibidei, if any pa:ty hereto shall, su‘.'.igé‘quent
to execution of this agreement, create an overriding royalty, production payment, or net proceeds-inter~
est, w hxch such interests are hereinafler referred to as “subsequentiy created interest”, such subsequent]v

crezted interest shall be specmcall\ made subject to all of the terms and provisions of this agreement a3
follows: : o - o , e,

L

1. I non-consent operations are conducted pursuant to any provision of this agreement and the
pan\ conducnng such operanom become= ent:tled to receive the productzon atmbutab]e to lhe mterm
o! such subsequemlv created mterest The part\ creat.ng same shall bear and pav all sﬁéﬁsubsequentlv
created interests and shall mdemn:f\ and hold the other parties heseto free and harmless_ Irom a.ny -and

-all lxabxhtv resultmg therefrorn _— "i-“"-'-": - ——

-




. A.APYL. FORM 610 - M@DEL FORM OPERATING AGREEmMENT - 1977
1 2. 1f the owner of the interest from which the subsequently crested interest js derived (1) fails to
2 pay, when due, its share of expenses chargeable hereunder, or (2) elects 1o abandon a well under pro-
3  visions of Article VL.E. hereof, or (3) elects 10 surrender a Jease under provisions of Article VIILA,
4 hereof. the subsequently created interest shall be chargeable with the pro rata portion of all expenses
5 hereunder in the same manner as if such interest were a working interest. For purpnses of collecting
6 such chargeable expenses, the party or parties who recejve assignments as a result of (2) or (3) above
7 shall have the right (o enforce all provisions of Article VII.3. hereof against such subtseguently created
8 interest,
9
10 E. Assignment of Interest:
1
12 Every sale, encumbrance, transfer or other disposition made by any party of
’ ‘138 any interest in the Contract Area shall bec made expressly subject to this agreement,
24 and shall be made without prejudice to the rights of the other parties. I1f, by
15 +eason of sale, transfer or other disposition mad> by any party-of-all or a portion -
16 of its interest in the Contract Area so that the anterest of the parties including
17 Assignees be held in different proportions, this agreement shall be construed and
18 applied as though it were 1 separate agreement covering each entire portion of
19 the Contract Area in which the interest of the parties is held in different pro-
20 portions from the proportionate interest of the parties in the remain1ng portion of
21 the Contract Area.
22
23 .
24 Iz, at any time the interes: of any party is divided among and owned by four or inore co-owners,
25 Operator. gt its discretion, may reguire such co-owners to appoint a single trustee or agent with full
26 authority {o receive notices. approve expenditures, receive billings for andé approve 2nd pay such party’s
27  share of the joint expenses. and to deal generally with., and with power 1o bind. the co-owners of such
28  party’s interests within the scope of the operations embraced in this agreement: however, all such
29  co-owners shzl) have the right 1o enter into and execute all contracts or agreements for the disposition

30  of their respective shares of the oil anc¢ gas produced from the Contract Arez and they shall have the
31  right to receive, separately. payment of the sale proceeds hereof.

32 :

32 F. Waiver of Right to Partition:

34 ‘ :

35 "If permitted by the laws of the state or states in which the property covered hereby is located. each

36 perty hereic owning an undivided interest iy the Contract Area waives any and all nghts it may have
37 to partition ancd have set aside (0 it in severalty ite undivided interest therein.

\“' V
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Shoulé any pariy desire (o sell all or any pari of its intlerests under this agreemeni» 67 its rights and

41

42 interests ijn the Contract Area. it shall promptly give written notice to the o ke parties. with full infor-
43 mation concerning its proposeé sale. which shall include the name gza-fccress of the prospective pur-
4¢  chaser (who must be ready. willing and able to purchase). t urchase price. 2nd all other terms of
45  the oifer. The other parties shall then have an optlignet prior right. for z period of ten (10) davs after
46  receipt of the notice. to purchase on the same s and conditions the interest which the other party
47 proposes to sell: and, if this opiional s+eBR1 is exercised. the parchasing pariies shall share the pur-

48 chased interest in the proporij at the interest of each bears to the iotal interest of ail purchasing
49  parties. However, there il be no preferential right to purchase in those cases where any party wishes
50 to mortgage its imtErests, or to dispose of its interests by merger, reorganization, consolidation, or sale
stan'lal]v all of its assets to a subsidiary or parent company or to a subsidiary of a parent

51  of all

52 - s (i e A b HOTH R PR o Ao e gririt o A — -

53 . : _ - '

.54 ARTICLE IX.

55 . INTERNAL RE\’ENUE 'CODE ELECTION

56

57 This agreement is not intended to create, and shall noi be construed to create relo*wnshap of part-

5¢ nership or an association for profit between or among the parties hereto. Notwithstanding any }aro-_‘
" 59 risions herein that the rights and liabilities hereunder are several and not joint or collective, or that this

60 agreement and operations hereunder shall not consutute a partnership, if, for Federal income tax'pur-

- 61 poses, this agreement. and the operatlons hexeunde. are regarded as a partnership. each party’hereby
62 . affected elects to be excluded from the apphcatxon of all of the provisions of Subchapber “K" Chapter
63 1, Subtitle..”A", of the Internal Revenue Code of 1954 as permmed and authorized by Sectxon- 161 of
64 ihe Code and'the regulanom promutgated lhereunder Operator is authorized and directed to mcme on
65 behalf of each pariy hereby affected such ev:dence of this election as may be reqmrod bv the Seaelars
66 of the Treasury of the United States or the Federal Internal Revenue Service. mcludmg speci? uzn}, but’
67  not by way of limitation, all of the returns, sta\emem< and the data required by I-‘ederal Regula-
68  tions 1.76}. Should there be any req\.uremem that each parl\ hereb\ ‘affecied give further: evmence«cL
69  this elecnon each such party shall e.ecute such documents and furmsh such other evidence as may be
70 - required by the Federal Internal Re\'enue Service or as may be necessar) 1o evidence this elect:on...ﬂn._

12-
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such party shall give any notices or take any othe} action inconsistent with the election made hereby.
11 any present or future income tax laws ¢f the state or states in which the Contract Area ic Jocasted
any future income tax laws of the United States contain provisions similar to those in Subchapter “X”,
Chapter 1, Subtitle “A”, of the Internal Revenue Code of 1954, under which an election similar 1o thst
provided by Section 761 of the Code is permitied, each party hereby affected shall make such election as
may be permitted or reguired by such laws. ‘In making the foregoing election, each such party states that
the income derived by such party from Operations hereunder can be adeguately determined without the

compuiation of partnership taxable income.

ARTICLE X.
CLAIMS AND LAWSUITS

Operator may settie any single damage claim or suitl arising from operations hereunder if the ex-
penditure does not exceed ___Ten Thousand and QC/100 ——mevmecomc e e Dolars
(§___10,000.00 ) ang if the payment is in complete settlement of such claim or-suit.” If the amount
required for settlement exceeds the above amount, the parties hereto shal} assume and take over the
further handling of the claim cor suit, unless such suthorily is delegated to Operator. All} costs and ex-
pense of handling, settling, cr otherwise discharging such claim or suit shall be at the joint expense
of the parties. If a claim is made against any party or if any party is sued on account of any matter
arising from operations hereunder over which such individual has no coniro} because of the rights given
Operator by this agreement, the party shall immediately notify Cperator, and the claim or suit shall
be treated as any other claim or suit involving operations hereunder.

ARTICLE XI.
FORCE MAJEURE

If any party js rendered unsble, wholly or in part, by force majeure 1o carry out its obligations
under this agreement, other then the obligation to make money payments, that party shall give to 3ll

other parties prompt written ntiice of the fov’ce majeure with reasonabl\ fuli pariirulars concerning it;

thereupon, the obligations of the party giving the notice, so far as they are affected by the force majeure,
shall be suspended during. but nc longer than, the continuance of the force majeure. The affected psrty
shall use 2]l reasonable diligence to remove the force majeure situation as quickly as practicable.

The requirement that any forée majeure shaill ‘z;e remediéc‘ with all reasonable dispa(ch shall not
require the settlement of strikes. dockouts. or ‘other labor gdifficulty by the party involved, conirary to jts
wishes; how all such difficulties shall be handled shall be entirely within the discretion of the party

concerned.

. The term “force majeure”. as here emploved. shall mean an act of God, strike, lockout, or other
industrial disturbance. act of the public enemy, war, bleckzde, public riot, lightning, fire, storm, flood,
explosion, governmental action, governmental Gelay. restraint or inaction. unsvailability ¢f equipment,
anc any other cause, whether of the kind specifically enumerated above or otherwise, which is not
reasoniably within the control of the party claiming suspension.

ARTICLE XIL
NOTICES

Al notices authorized or reguired between the parties, and required by any of the provlsxons of
this agreement. unless otherwise specifically provided, shall be given in writing by United States mail
or Western Union telegram, postage or charges prepaid, or by teletype, and addressed to the party to
whom the notice is given at the addresses listed on Exhibit “A”. The originating notice giver under any
nrovmon hereof shall be deemed given only when received by the party to whom such notice is dxrected
2nd the time for such party to give any notice in response ihereto shall run from the date the originat- .
ing notice is received. The second or any responsive notice shall be deemed given when deposited in
the United States mail 9r with the Western Union Telegraph Company, with postage or charges prepaig,
or when sent by teletype. Each party shall have the right to 2hange its address at any tlme and from

time to time, by giving written notice hereof 1o all other parties. g
ARTICLE XHI - -
TERM OF AGREEMENT ; Q“

Thxc agreemem shall remain in ful) [orce and ett‘ect as to the ‘oil and gas Jeases and/or eil ana gasin-
terests subjecied hereto for the peiiod of time selected below: provided, however, no party hereto shall
ever be construed as ha\ ing any right, title or interest in or to any lease, or oil and gasmte:est con-

tributed by any other -party beyond the term of this agreement. 1% N

‘:_"

‘,.-.,. /

.
£
ol

~ m..A,, il gttt i“l'l_I PR Ilﬂli-[,!w .

tinuec in force as to any part of the Lontracs,

Ao

x ~




Tie,

A.APL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1977

PR
~Y

g

0O =3I O " B WD) e

WO D L D BN N R B BRI RO R B e b e e b
DUD W SDETORA W D@00 TR R e ©

38

B0 Qption No. 2: In the event the well described in Article VLA, or any subsequent well dri)led
under any provision of this agreement, results in production of oi) and/or gas in paying quantities, this
agreement shal) continue in force so jong as any such well or wells produce, or are capable of produc-
tion, and for an additional period cf 90 ___days from cessation of all production; provided, however,
3f, prior to the expiration of such additional period, one or more of the parties hereto are engaged in
drilling or reworking a well or wells hereunder, this agreement shall continue in force until such op-
erations have been completed and if production resilis therefrom, this agreement shall continue in
force as provided herein. In the event the well described in Article VLA, or any subsequent well
drilled hereunder, results in a dry hole, and no other well is producing, or capable of producing oil
and/or gas from the Contract Zrea, this agreement shall terminate unless drilling or reworking opera-

tions are commenced within___90 __days from the date of abandonment of said well.

It is agreed, however, that the termination of this agreement shall not relieve any party hereto from
.any liability which has accrued or attached prior to the date of such termination.

ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

This agreement shall be subject to the conservation laws ~f the state in which the commitied
acreage is located, to the valid rules, regulations, and orders of any duly constituted regulatory body of
said state; angd 10 2]l other applicable federal, state, and local laws, ordinances, rules, regulations, and

orders.

B. Governing Law:

The essentjal validity of this agreement and all matters pertaining thereto, including, but not lim-
)ted 10. matters of performance, non-performance, breach, remedies, procedures, rights, duties and in-
terpretation or construction, shall be governed and determined by the jaw of the state in which the
Contract Arez is Jocated. 1f the Contract Area is in two or more siates, ihe Jaw of the state where most
of the Jand in the Contract Area is located shall govern.

~ ARTICLE XV.
OTHER PROVISIONS

A. :Equzl Emplovment Opportunity:

During rhe performance of this agreement, the Operator shall be bound by and
comply with all terms and provisions of Section 202 of Executive Order 112:6 of
September 24, 1965, all of which are incorporated herein by reference to the same
regulations and relevant orders adopted pursuant to such Executive Order.

Operator assures Non-Operator that it does not and will not maintain or provicde
for its employees any segregated facilities at any of its establishments, and that
it does not and will not permit its emplioyees to perform their services at any

loecation, under its control, where segregated facilities are maintained. For this

purpose, it is understood that the phrase "segregated facilities" includes facil-
ities which are in fact segregated on a basis of race, color, religion, or national
origin, because of habit, local custom or otherwise. It is further understood and
agreed that maintaining or providing segregated facilities for its employees or
permitting its employees to perform their services at any location under its contrel
where segregated facilities are maintained is a violation of the equal opportunity
clause required by Executive Order 11246 of September 24, 1965. Operator further

understands and agrees that & breach of the assurance herein contained subjects it

to the provisions or the Order at 41 CFR Chapter 60 cf the Secretary of Labor dated
May 21, 1968, and the ‘provisions of the equal opportunity clause enumerated in con-
tracts between the United States of America and Non-Operator. ,“

-
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'B.  Non-Consent Completion Operations:

. In the event that all parties electing to undertake completion operations are
not in agreement with respect to. the particular zones or formatiens in which such
completion operations are to be undertaken, the provisions of this Article shall
apply and the provisions of Article VII.D.1l, Option 2, shall be applicable sepa-
rately to each zone or formation in which a completion attempt is made and comple~
tion operations pursuant to such provisions will be made first in the deepest
zone in which any one or more parties elect to undertake completionr operations and
next in the next such deepest zone or formation and on in that order until cocm-
pletion operations have been conducted in all zones or formations in which one or
more parties elect to conduct completion operations. If the well is not coupleted’
as a producer of oil or gas, the well shall be plugged and abandoned by and at the
cost of consenting parties last conducting completion operations but all material
salvaged upon such abandonment shall be credited to the parties who paid for the
same. In the event that the well be completed by one or more consenting parties
utilizing equipment paid for in whole or in part by othexr parties, then the con-
senting parties completing the well shall pay to the parties initially paying for
such equipment the salvage value of the equipment so utilized and the amount of the -
payment will be considered part of the costs of completion. Costs of any unsuc~
.cessful completion by one or more parties in any zone or formation shall not be
recovered from production attributable to the interest of any party not partici-
pating in costs of the unsuccessful completion and produced from other zones cr

formations.
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" A.APL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1977

ARTICLE XVI.
MISCELLANEOUS

This agreemeni shall be binding upon and shall inure t tc the benefit of the parties hereto and to their

respective heirs, devisees, Jegal representatives, successors and assigns.

This instrument may be executed in any number of counterparts each of which shall be considered
an original for all purposes.

81{1 WITNES®S WHEREOF, this agreement shall be effective as of __4th _ day of___August |
18 °-—_.

OPERATOR ‘ /@

SUPRON ENERGY CORPORATION

NON-OPERATORS
RIGGS OIL AND GAS CORPORATION

By:

CROWN CENTRAL PETROLEUM CORPORATION

By:




EXHIBIT A"

Attached to and made a part of an Operating Agreement
dated August 4, 1981, by and between Supron Energy
Corporation, as Operator, and Riggs 0il and Gas Cor-
poration and Crown Central Petroleum Corporation, as
Non-Operators.

The Contract Area shall consist of the 5/2 of Section 2, Township 31 North,
Range 8 West, N.M.P.M., San Juan County, New Mexico,

‘“The interests of the parties in the Contract Area are as follows:

Supron Energy Corporation 62.5%
Riggs 0il and Gas Corporation 25%
Crown Central Petroleum Corporation 12.57%

The 0il and Gas Leases subject to this agreement are as follows: T

A, State of New Mexico 01l and Gas Lease V-100 dated May 1, 1977, by
and between the Stat_ of New Mexico, as Lessor, and Supron Energy
Corporation, as Lessee, insofar as the same covers the S/2SE/4,
NE/4SW/4 and S/2SW/4 of Section 2, Township 31 North, Range 8 West,
N.M.P.M., San Juan County, New Mexico;

B. State of New Mexico Oil and Gas Lease E-1195 dated February 10, 1947,
by and between the State of New Mexico, as Lessor, and Wayne Moore,
as Lessec, insofar as the same covers the NW/4SW/4 of Section 2,
Township 31 North, Range § West, N.M.F.H., San Juan County, New Mexico;
and -

C. State of New Mexico 0il ané Gas Lease E-3707 dated July 6, 1950, by and
between the State of New Mexico, as Lessor, and Charles B. Gonsales,
as Lessee, insofar as the same covers the N/2SE/4 of Section 2, Town-
ship 31 North, Range 8 West, N.M.P.¥., San’ Juan County, New Mexico.

The address of the parties for purposes of notice are as follows:

Supron Energy Corporation
Building V, Fifth Floor
10300 K. Central Expressway
Dallas, Texas 75231

Riggs 0il and Gas Corporation
Post Office Box 711
Farmington, New Mexico 87401

Crown Central Petroleum Corporation
1002 Wilco Building
Midland,  Texas 79701
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EXHIBIT  *“c*

tlon, as Non—Operators .

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

Definitions

“Joint Property” shall mean the real and personal property subject to the agreement to -which this Accounting
Procedure is attached.

“Joint Operations" shall mean all operations necessary or proper for the development, operation, protection and
maintenance of the Joini Property.

“Joint Account’ shall mean the account showmg the charges paid and credits received in the conduct of the Joint
Operations and which are to be shared by the Parties.

“Operator” shall mean the party designated to conduct the Joint Operations.

“Non-Operators” shall mean the parties to this agreement other than the Operator.

“Parties” shall mean Operator and Non-Operators,

“First Level Supervisors” shall mean those employees wnose primary functxon in Joint Operations is the direct
supervision of other employees and/or contract labor directly employed ¢ the Joint Property in a field operat-
ing capacity. )
“Technical Employees” shall mean those employees having specxal and specific engineering, geological or other
professional skills, and whose primary function in Joint Operations is the handling of specific operating condi-

tions and problems for the benefit of the Joint Property.
“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator’s employvees.

“Material” shall mesn personal property, eguipment or supplies acquiired or held for use on th‘e);?.ibin}t Property.

«Controllavle Material” shall mean Material which at the time is so classified in the Materia) Classification Manual
as most recently recommended by the Council of Petroleum Accountan;s Societies of North America.

Statement and Billings

Operator shall bill Non-Operators on or before the last day of each month for their. propornonate ‘share of the
Joint Account for the preceding month. Such bills will be accompamed by statements which identify the author-
ity for expenditure, lease or facility. and all cherges and credits, summarized by appropriate classifications of in- -
vestment and expense excepl that iiems of Coniroilable Material and unusual charges and credits shall be sep-

arately identified and fully described in detail.

Advances and Payments by Non-Operators.

Unless otherwise provided for in the agreement, the Operato* may require the Non-Operaiors 10 adva nce their
share of estimated cash outlay for the succeeding month’s operation. Operator shall adjust each monthly billing
to reflect advances received from the Non-Operators.

Each Non-Operator shali pay its proportion of all bills within fifteen (15) days after receipt. If payment is not
made within such time, the unpaid balance shall bear interest monthly at the rate of twelve percent (129 ) per
annum or the maximum contract rate permitted by the applicable usury laws in the state in which the Joint
Proper:y is located, whichever is the lesser, plus attorney’s fees, court costs, and other costs in connection with

the colleciion of unpaid amounts.

Adjustments

‘Payment of any such bills shall not prejudice the right of any Non—Operator to protest or questlon the correcl-

ness ‘thereof; provided, however, all bills and statements rendered to Non-Operators by -Operator during any
calendar year shall conciusxve}y be presumed o be true and correct after twenty-four (24) months following
the end of ‘any such calendar year, unless within the said twenty-four” (24) month period & Non-Operalor takes
written exception thereto and makes claim on Operator for adjustment. No adjustraent favorable to Operator shall
be made unless it is made within the same prescribed period. The provisions of this paragraph shall not prevent
adjustments resulting from a physical mventory of Controllable Material as provided for in Section V

Audits

A. Non —Operator upon notice in wmmg to Operator and all other Non-Operators chall havé the rxght 10 audit’ Ope-
rator’s accounts and records relating 10 the Joint' Account for any calendar year within the: ‘twenty-four (24) month
period following the end of such calendar vear; provided, however, the making of ap audit shall not extend the
time for the taking of wntten exception to and the adjustments of accounts as prov med for in Paragraph 4 of this
Section 1. Wheré there are two or more Non-Operators, the Non- Operator< shall make ‘every reasonable effort to
conduct joint- or simultaneous audits'in a manner which will result in a minimum of inconvenience to the Opera-

for. Operator shall bear no poriion of the Non-Operators’ audit cost incurred under this paragraph unless azreed

to by the Operator
Approval by Non-Open!ors

 Where an approval or other agreement of the Parties or Non-Opetator< is eapressl\Vreqmred ’under other sec-

tions of this Accounting Procedure and if the agreement 16 which this Accounting Procedure is attached contains .
no contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operato"s proposal, and
the agreement or approval of a majority in interest of the Non-Operators shall be controlling on all Non-Opera-

tors.

)
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5. Transportation : ;

6.

1.

g.

‘9. Legal Expense

II. DIRECT CHARGES

Operator sha!l charge the Joint Account with the following items:

Rentals and Royalties

Lease rentals and royalties paid by Operator for the Joint Operations.

Lihor

A. (1) Salaries and wages of Operator's field employees directly employed on the Joint-Property in the conduct

of Joint Operations. ;

(2) Salaries of First Leve) Supervisors in the field.

(3) Salaries and v.'a‘ges‘pﬂfﬂ;"efcihnica! Employees directly employed on the Joint Property if such charges are
excluded fr~m. the Uve; .7 rates.

B. Operator's cost of holiday, vacation, sickness and disablliiy benefits and other customary sllowances paid to
employees whose salaries and wages are chargeable 1o the Joint Account ‘under Paragraph 2A of this Section
1. Such costs under this Paragraph 2B may be charged on a “when and as paid basis” or by “percentage as-
sessment" on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this
Section II. 1f percentage assessment is used, 1the -rate shall be based on the Operator's cost experience,

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are
applicable to Operator's costs chargeable to the Joint Account under Paragraphs 2A and 2B of this Sec-
tion I1. ) '

D. Personal Expenses of those emplovees whose salaries and wages are chargeable to the Joint Account under
Paragraph 2A of this Section Il

‘Employee Benefits

Operator's current costs of established plans for employees’ group life insurance, hospitalization, pension, re-
tiveiient, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s labor

- ‘cost chargeable 10 the Joint Account under Paragraphs 2A and 2B of this Section II shall be Operator’s actual
cost not 10 exceed twenty REXRRXNEYRXM three percent, or the percentage most recently recommende

S SR |

d

ounc]il of Petroleum Accountants Societies of North America as the same may be changed froo

e C
. Materia

ime to time. L .
Material purchased or furnished by Operator for use on the Joint Property as provided under Section IV. Only
such Maleria) shall be purchased for or transferred to the Joint Property as may be required for immediate use

and is reasonablv practical and consistent with efficient and economical operations. The accumulation of sur-

plus stocks shall be avoided.
| ‘|

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

tions; ; .

A. If Material is moved to the Joint Propérty from the Operator's warehouse or cther properties, no charge shall

be made -to the Joint Account for a distance greaisr than the distance from the nearest reliable supply store,
recognized barge terminal, or-railway receiving point where like material is normally aveailable, unless agreed

to by the Parties. P, _
B. If surplus Matierial is moved to Operator's warehouse or other siorage point, no charge shall be made {o the
Joint Account for a distance greater than the distance {o the nearest reliable supply store. recognized barge
terminzal. or railway 12ceiving point unless agreed 16 by the Parties. No charge shall be made to the Joint Ac-
count for moving Mzlerial 10 other properties belonging to Operzlor, unless agreed to by the Parties,
1n the application of Subparagraphs A and B zbove, there shali be no equalization of actual gross trucking cost

C.
of €200 or less excluding accessorial charges.

-Services ‘ ' .
The cost of contract services, equipment and utilities provided by outside sources, except services excluded by
Paragraph 9 of Section 1l ancé Paragraph 1. ii of Section 1II. The cost of professional consultant services and con-
tract services of technicz] personne) directly engzged on the Joint Property if such charges are exciuded from the
Ovérheaé rates. The cost of profeésional consuliant services or contract services of technical personnel not di-
rectly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed to by

the Parties.

Equipment and Facilities Furnished by Operator o

A. Operator shall charge the Joint Account for use of Operator owned equipment and_ facilities at rates com-
mensurate with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, ather
operating expense,-insurance, taxes, depreciation, and interest on invesiment not to exceed eight per cent (8%)
per annum. Such rates shall not exceed average commercial rates currently prevailing in the imimediate area
of the Joint Property. - R o

B.. In lieu of charges in Paragraph 7TA above, Operator may elect 1o use average commercial rates prevailing in
the immediate area of the Joint Properiy less 20¢¢.” For automotive equipment, Operator may elect 10 use rates
published by the Petroleum Motor Transport Association. S

Damages and Losses to Joint Property ) . ‘, ) _
All costs or expenses necessary for the repair or replacement of Joint Property made ng’é-essér_,\' because of dam-
ages or losses incurred by fire, flood. storm, theft, accident, or other cause, except those resulting from Operator's
gross negligence or willful misconduct. Operator shail furnish Non-Operator written notice of damages or losses
incurred as soon as practicable after a report thereof has been received by Operator. : )

. . L ” 7 . ' : . v ." ’ K o - . 9
‘Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgments

and amounts paid for setilement of claims incurred in or resulting !’rom.'operations under the agreement or
necessary to protect or recover the Joint Property, except that no charge’for services of Operator's legal staff

or fées or expense of autside-attorneys_shall be made unless previously. agreed tc by the Parties. All other Jegal
erwise agreed to by the”

expense is considered 10 be covered by the overhead provisions of Section IIl unless oth
Parties, except as provided in Section 1, Paragraph 3. -
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Taxes

All taxes of every kind and nature asscssed or levied upon or in connection with the Joint Property, the opera-
tion thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the
Parties,

Insurance

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of ihe Par-
ties. In the event Joint Operations are conducted in a ctate in which Operator may act as self-insurer for Work-
men's Compensation and/or Employers Lijability under the respective state’s laws, Operator may, at its election,
include the risk under its self-insurance program and in that event, Operator shall include a charge at Operator’s

cost not to exceed manual rates.

Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section I, or in Seétion 111,
and which is incurred by the Operator in the necessary and proper cenduct of the Joint Operations.

III. OVERHEAD

Overhead - Drilling and Producing Operations

i. As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge

drilling and producing operations on either:
( X ) Fixed Rate Basis, Paragraph lA, or
( ) Percentage Basis, Paragraph 1B.

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices
and salaries or wages plus applicable burdens and expenses of all personnel, except those dxrectly chargeable
under Paragraph 2A, Section I1. The cost and expense of services from outside sources in connection with
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered
as included in the Overhead rates provided for in the above selected Paragraph-of this Section II1 unlecs ‘such
cost and expense are agreed to by the Parties as 2 direct charge to the Joint Account.

ii. The salaries, wages and Personzl Expenses of Technical Employees and/or the cost of professional consultant
services and contract services of technical persornel directly employed on the Joint Property shall () shall

rot (X) be covereéd by the Overhead rates.

A. Overhead - Fixed Rate Basis
{1) Operator shall charge the Joint Account at the following raies per well per month:
Drilling Well Rate § 2,500
Producing Well Rate § 250

(2) Application of“Overhead - Fixed Ra‘e Basis shall be as follows:

(a) Drilling Wul Rate
[i] Charges for onshore drilling wells shall begin on the date the well is spuadeo and terminate on
the date the drilling or completion rig is released. whichever is }ate{ except that no charge shall
be made during suspension of Grilling operations for fifteen (15) or .(ore consecutive davs

{2) Charges for offshore crmmg wells shzll begin on the date when dnnmg or completion eqmpment
arrives on location and terminate on the date the drilling or completion eguipment moves off loca-
tion or rig is released, whichever occurs first, except that no charge shall be made during suspen-
sion of drilling operations for fifteen (15) or more consecutive dayvs

[3] Charges for wells undergoing any iype of workover or recompletion for a period of five (5) con-

secutive days or more shall be made at the drilling well rate. Such charges shall be applied for .

the period from date workover operations, with rig. commence through date of rig release, except
that no charge shall be made during suspension of operations for fifteen (15) or more consecut:ve

days.

{b) Producing Well Rates

[1] An acuve wel! either produced or injected into for any portion of the 'nomh shall be -.ons:dered

~_as a one~well charge for the entire month.

[2} Each aciive completion in a multi-completed well in which productxon is not cormmngled down
hole shall be ¢onsidered as a one-well charge providing each completion is considered a separate
well by the governing regulatory authority.

[3} An inactive gas well shut in because of overproduction or failure of purchaser to take the produc-
tion shall be considered as a one-well charge providing the gas well is dxrec:ly connected to a per-

. manent sales outlet,
(4] A-one-well charge may be made for the month in which plugging and abandonment operanons
~ are completed on any well,
(5] All other inactive wells (including but not limited to- inactive wa]ls covered by unit allowable.
lease allowable, transferred aliowable, etc.) shall not quahfy for & overhead charge

(3) The well rates shall be ad)usted as of the first day of April each year following the effective date of the"

agreement to which this Accountmg Procedure is-attached. The adjustment shzll be computed by multi-
plyving the rate currently in use by the percentage increase or, decrease in: the average weekly earnings of
Crude Petroleum and Gas Production Workers for the last ca]enuar vear compared {0 ihe calendar vear
preceding as shown by the index ‘of average weekly earnings’of Crude Petroleum and Gas Fle}ds Produc-
tion Workers as published by the bmted States Department of Labor, Burezu of Labor. Slausncs. or ‘the

equivalent Canadian index as pubhshed by
the rates currently in use, plus or mmus the computed adJustmem

Statistics Canada,’ as ‘applicable. The adJusted rates. shall be’

Ay
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B. Overhead - Percentage Basis
{1) Operator shall charge the Joint Account at the following rates:

(a) Development .
oo _Percent (%) of the cost of Development of the Joint Property exclusive of costs
provided under Paragraph 9 of Section 11 and all salvage credits,

{b) Operating

e _Percent { %) of the cost of Operating the Joint Property exclusive of costs provided
under Paragraphs 1 and 9 of Section IT, all salvage credits, the value of injected substances purchased
for secondary recovery and all taxes ana assessments which are levied, assessed and paid upon the min-
eral interest in and to the Joint Property.

(2) Application of Overhezd - Percentage Basis shall be as follows: .
For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section 11I, de-
velopment shall inciude all costs in connection with drilling, redrilling, deepening or any remedial opera-
tions on any or all wells involving the use of arilling crew and equipment; alsc, preliminary expenditures
necessary in preparation for drilling and expenditures incurred i abandoning when the well is not com-
pleted as a producer, and original cost of construction or installation of fixed assets, the expansion of fixed
assets and any other project clearly discernible as a fixed asset, except Major Construction as ces.ned in

Paragraph 2 of this Section JII. All other costs shall be considered as Operating.

2. Overhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the ex-
pansion r” fixed assets, and any other project clearly discernible as a fixed assel required for the development ang
operatic.i of the Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shali
charge the Joint* Account for Overhead based on the following rates for any Major Construction project in excess

of §

A, % G of total costs if such costs are more than § * but less than § * ; plus
B. __* o of total costs in excess of $ * but léss than $1,000,000; plus .
C. % ¢ of total costs in excess of $1,000,000. '

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

To be negotiated
Amendmen% oflRates

The Overhead rates provided for in this Section II1 may be amended from tinie to time only by mutual agreement
between the Parties hereto if, in praciice, the rates are found to be insufficient or excessive.

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

Operator is responsible for Joint Acccunt Material and shall ‘make proper and tisnely charges and credits fér zll ma-
terial movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; how-

ever, at Operalor's option, such’Material may be supplied by the Non-Operator. Operalor shall make timely disposition.

of idle and -or surplus Material, such disposal being made either through sale to Operator or Non-Operator, division in
kind, or sale to outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Opera-
tors in surplus condition A or B Material. The disposal of surplus Controllable Material not purchased by the Opera-

tor shall be agreed to by the Parties.

1.

Purchases

Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. In case
of Materiz] founc to be defective or retarned to vendor for any other rezson, credit shall be passed to the Joint
Account whern adjustment has been received by the Operator.

Transfers and Dispositions

Mazterial furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the
Operator, unless otherwise agreed to by the Parties, shall be priced on the following bases exclusive of cash dis-
counts: .

A. New Material (Condition A)
(1) Tubular goods, except line pipe, shall be priced at the current new price in effe_‘ct on date of movement on a
maximum carload or barge load weight basis, regardless of quantity transferred, egualized to the lowest
published price f.o.b. railway receiving point or recognized barge terminal nearest the Joint Property

where such Material'is normally avai}ablg.
(2) Line Pipe

(2) Movement of less than 30,000 pounds shall be priced at the gcurrent new price, in effect at date ‘of
mivement, as listed by a reliable supply store nearest the Joint Property where such Material‘is nor-

mally available, ,

{b) Movement of 30,000 pounds or more shall be priced under provisions of tubular goods pricing in Para-

-graph 2A (1) of this Section IV. »
Other Material shall be priced at the current new price, in effect 2t date of movement, as listed by a reliable
supply ‘store or f.0.b. railway receiving point nearest the Joint Property where such Material is nuormally
- available. .

B. Good Used Material (Conditicn' B) 3
Material in sound and serviceable condition and suitable for reuse without reconditioning:

(3)

(1) Material moved 1o’ the Joint Property
(a) Al seventy-five perceﬁt (75% ) of cu
- 7(2) Material moved from the Joint. Property . T
(a) A1 seveniy-five percent {75% ) of current new price, as de

rrent new price, as determined by Paragraph 2A of this Section TV,

-if Materia) was originally charged to the Joint-Account as new Material, or _ o

iy

terminec by Paragraph 2A of t'his"Se'ctior;"I‘V,

[

. ‘¥ 




labins g e W A b

e mirndtedn

The

(b) at sixly-ﬁvé percent (6597 ) of current new price, as determined by Paragraph 2A of this Section
IV, if Material was originally charged to the Joint Account as good used Material a1 seventy-five per-

cemt (759 ) of current new price.
The cost of reconditioning, if any, shall be absorbed by the transferring property

C. Other Used Materia) (Condition C and D)

(1) Condition C
Material which is not in sound and serviceable condition and not suitable for its original function until
afier recondijtioning shall be priced at fifty percent (50¢z) of curren! new price as determined by Para-
graph 2A of this Section IV. The cost of recondmomng shall be charged to the receiving property, pro-
vided Condition C value plus cost of reconditioning does not exceed Condition B value.

(2) Condition D
All other Material, including junk, shall be priced at a 1lue commensurate with its use or at prevailing
prices. Material no Jonger suitable for its original purpose but usable for some other purpose, shall be
priced on a basis comparable vith that of jtems normally used for such other purpose. Operator may dis-
pose of Condition D Material under procedures normally uvtilized by the Operator w:thout prior approval
of Non-Operators. -

D. Obsolete Material .
Materia! which is serviceable and usable for its original function but condition and/or value of suci Material
is not equivalent to that which would justify a price as provided ahove may be specially priced as agreed 1o by
the Parties. Such price should resuit in the Joint Account being charged with the value of the service ren-

dered by such Material.
E. Pricing Conditions
{1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (16¢) per

hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, when
actual hauling cost of such tubular goods are equalized undgr provisions of Paragraph 5 of Section II.

(2) Material involving erection costs shall be charged at applicable pércentage of the current knocked-down
price of new Material,

ENE

Premium Prices

Whenever Material is not readily obtainable at published cr listed prices because of national emergencies, strikes
or other unusual causes over which the Operator has no control, the Operstor may charge the Joint Account for the
reguired Ma-orial at the Operator's actua] cost incurred in providing such Material. in making it suitable for use,
and in moving it to the Joint Property: provided notice in writing is furnished 10 Non-Operators of the proposed
charge prior to billing Non-Operators for such Material. Each Non-Operator shall have the right, by so eiecting and
notifying Cperator within ten days after receiving notice fr¢n Operator, to furnish in kind sll or part of his share
of such Materizi suitable for use and acceptable to Operator.

Warranty of Materitl Furnished by Operator
Operator does not. warrant the Material furnished. In case of defective Materizal, credit shall not be pessed 1o the
Joint Account unti] adjustment has been received by Operator from the manufaciurers or their agents.

A V. INVENTORIES
Operator shall maintain detailed records of Controllable Maierial.

Periodic Inventories, Notice and Representation )
A* reasonable intervals, Inventories shall be taken by Operator of the Joint Account Controllable Material.
Written notice of inténtion to take inventory shall be given by Operator at Jeasi thiriy {30) cays before any inven-

tory is to begin so that Non-Operators may be Tepresented when any’inventory is taken. Failure of Non-Operators

to be represented at an inventory shall bind Non-Operators {o accept the inventory taken by Operator.

Reconciliation and Adjustment of Inventories y
Reconciliation of 2 physical inventory with the Joint Account shall be macde, and a list of overages and shortages
shall be.furnished 1o the Non-Operators within six months following tne 1aking of the inventory. Inventor\ ag-
justments shall be made by Operator with the Joint Account for overages and shortages, but Operator shall be
held accountable only for shortages due to lack of reasonable diligence.

Special In‘ven;orles

Special Inventories may be taken whenever there is any sale or change of interest in the Joint Property. It shall
be the duty of the party selling to notify all other Parties as quickly as possible after the transfer of interest takes
pizce. In such cases, both the seller and the purchaser shall be governed by such inventory.

EXpebse of Conducting Periodic Inventories v C
The expense of conducting periodic Inventories shaIl not be charged to the Joint Account unless agreed to by the

Parties. : : )




EXHIBIT 'D"

Attached to and made a part of an Operating Agieement
dated August 4, 1981, by and between Supron Energy
Corporation, as Operator, and Riggs Oil and Gas
Corporation and Crown Central Petroleum Corporation,
as Non-Operators.

With respect to all operations conducted hereunder on the Contract Area by the
Operator fcr the joint account of the parties hereto, Operator shall maintain in
effect the following insurance coverage:

Kind Pulicy Form Minimup Limits of Liability
Workmen's Statutory - Statutory
Conmpensation
Employer's $100,000 each accident
Liability
Comprehensive Comprehensive B.I1.(%100,000 each pexson)
($300,000 each accident)
($300,000 aggregate)
P.D.($100,000 each accident)
($100,000 aggregate)
Motor Vehicle Comprehensive (including B.I1.($100,000 each person)
non-ownership liability " ($300,000 eaclh accidejt)
and hired automcbile P.D.($100,000 each accident)
coverage)

Upon request, Operator shall furnish Non-Operator with a2 certificate evidencing
such insurance coverage. .

Losses not covered by insurance required by this agreement to be carried for the
benefit and at the expense of the parties hereto shall be charged to the joint
account.

-1f all parties hereto or any of them shall insure their respective risks beyoni
the specific limits of insurance required hereundexr to be carried by the parties,
the benefits of such insurance shall inure to the parties procuring and maintain-

ing the same, respectively, without reimbursement one from the other and without
entering intv any accounting hereunder. : :

o
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EXRIBIT "E"
GAS STORAGE AND BALANCING AGREEMENT

Attached to and made a part of an Operating Agree~
ment dated August 4, 1981, by and between Supron
Energy Corporestion, as Operator, and Riggs 011 and
Gas Corporation and Crown Central Petroleum Cor-
poration, as Non-Operators.

The parties to the Operating Agreement to which this agreement is attached own the
working interest in gas rights underlying the Contract Area covered by such agreement
in accordance with the percentages of interest as set forth in Exhibit "A" to the

Operating Agreement.

In accordance with terms of the Operating Agreement, each party shall have the right

to take its share of gas produced from the Contract Arez and separately market the
same. In the event any of the parties hereto is not at anytime taking or marketing
its share of gas or has contracted tc sell its share of gas produced from the Contract
Area to a purchaser which does net at all times take the full share of gas attributable
to the interest of such party, the terms of this agreement shall automatically become

effective.

During the period or periods when any party hereto has no market for its share of

gas produced from the Contract Area, or its purchaser does not take its full share

of gas produced from the Contract Area, the other parties shall be entitleé to produce
each month 100% of the applicable produ:tion assigned to the Contract Area by ghe
state regulatory body having jurisdiction and shall be entitled to take and deliver
‘te its or their purchaser all of such gas production. All parties hereto shall share
in and own the liquid hydrocarbons recovered from such gas by lease eguipment in
accordance with their respective interests and subject to the Operating Agreement

to which this agreement is attached, but the party or parties taking such gas shall
own all the gas delivered to its or their purchaser.

On a cumulative basis, each party not taking or marketing its full share of the gas
produced from the Contract Arez shall be credited with gas im storage equal to its
full share of the gas produced from the Contract Area less its share of gas used in
~lease operations, vented or lost, and less that portion such party took or delivered
to its purchaser. The Operaztor of the Contract Area will maintain an account of

the gas balance between the parties and will furnish zll parties hereto with monthly
statements showing the total quantity of gas produced, the amount used in lease
operations, vented or lost, the total quantity of liquid hydrocarbons recovered
therefrom, and the monthly cumulative over and under account of each party in gas

produced from the Contract Ares.

At all times while gas is produced from the Contract Area, each party taking or
warketing gas shall furnish to the Operator monthly reports of the volumes of gas
delivered to its purchaser during the preceding month; and each such party shall

pay to the Operator a percentage of the proceeds of such sale equal to the aggregate
percentage of royalty and overridirg royalty burdening the lease or leases contri-
buted by such party to the Contract Area; and Operator will, in turn, make settle-
ment for all royalties and overriding royalties which aré payable on gas produced
from the Contract Area. In the event that the total royalties and overriding
royalties so paid to the Operator in such manner shall be insufficient to discharge
royalty and overriding royalty obligations on gas produced and marketed from the
Contract Area, then any such deficiency will be proportionately bornme by such parties
taking or marketing gas. Any party or parties contridbuting separate leases to the
Contract Area shall furnish the Operator with division order title opinions on which
Operator shail be entitled to rely in making distribution of royalty and overriding

royalty on prcduction from the Contract Area.

After notice to the Operator, any party at anytime may begin taking or dellvering
to its purchaser its full share of gas-produced from the Contract Area which it -has
in storage less such party's share of gas used in operations, vented or lost. Im. -

7




addition to such share, each party, including the Operator, until it has recovered
its gas in storage and balanced the gas account as to its interest, shall be entitled
to take or deliver to its purchaser the share of gas determined by multiplying 507
of the interest in current gas production of the party or parties without gas in
storage by a fraction, the numerator of which is the interest in the Contract Area
of such party with gas in storagc and the dencminator of which {s the total per-
centage interest in such drilling, spacing or proratios unit of 211 the parties with

gas_in storage currently taking or delivering to a purchaser.

The provisions of this agreement shall be separately applicable to each reservoir to
the end that production from one reservoir in a gas well may not be utilized for the
purpose of balancing underproduction from another reservoir,

Each party producing and taking or delivering gas to its purchaser shall pay any and
all production taxes due on snch g2s.

Nothing herein shall be construed to deny any party the right, from time to time, to
produce and take or deliver to its purchaser its full share of the applicable gas
production to meet deliverability tests required by its purchaser.

Should preduction of gas from the Contract Area be permanently discontinuzd and
before the gas account is balanced, settlement will be made between the underproduced
and the overproduced parties. In making such settlement, the underproduced party or
parties will be paid a sum of money by the overproduced party .or parties attributable
to the overproduction vhich said overproduced party received less applicable royalty
and taxes theretofore paid at the applicable price for the latest delivery of a |
volume of gas equal to that for which settlement is made. For gas sold in intra- |
state commerce, the price shall be the price received for the sale of the gas. For
gas sold in interstate commerce, the price shall be the rate collected, from time to
time, which is not subject to contingent refund obligation as ordered or provided by
the Federzl Energy Regulatory Cemmission plus any additional amounc collected which

is not ultimately required by the Federal Energy Regulatory Commission to be refunded,
such additional collected amount to be accounted for at such time as final determi-
naiion is made with réspect thereto.

Nothing herein shall change each party's obligation to pay its proportionate share
of 211 costs and liabilities incurred in connection with operations on the Contract
Area in accocrdance with terms and provisions of the applicablie Operating Agreement.
However, to the extent that the applicsble Operating Agreement contzins any terms

" and provisions inconsistent with terms and provisions or this agreement, the appli-
cable Operating Agreement shzll be deewed to be amended to the extent necessary to
conform with terms and provisions hereof,




r NO. OF COF'LS RECEIVED
i A ]
(_GisTRIBUTION | NEW MEXICO OIL CONSERVATION COMMISSION T
SANTA FE b ‘ ’ hevised (-0
FiLE ] .‘;—'A_-:"l;ik""{b ; ). © C-‘! ; « "%0 T
U.5.G.5. T ) srare I)ﬂ ver [
TLAND OFFICE e GG Gas e i T
,AJ_~“ Vv-100

OPERATDD‘:‘_M__W‘“«“”‘ s
APPLICATION FOR PERMIT TO DRILL, DEEPEN, OR PLUG BACK \\\\\\X\\\\ ‘

7. Unit Agicexient Name

3. Type of Work

b, Type oi Weill DRILL [E OEEPER {j PLUG BACK D €. Fasm or l case Name -
se [ @ (3 ovutn syose [ v I8 | seate Comm 31-8
2. Name of Cperator 9 well No. ’
SUPRON ENERGY CORPORATION _ Y S
3. Address of Operator ’ 10, }‘lo]d and Fool, cr Wildrat
P.O. Box 808, Farmington, New Xexico 87401 o - Blanco MV / Basin Dakot

R \
it \ NTNEEIIIN)
N

Y 19. Froposed Depth 19A. Fermation 20, Rotary or C.T.
N 8320 Dakota/Mesaverd Rotary
1. Cievettons (Show whether OE, RT, ecc.) 21A. ¥ind & Status Piug. Rond | 21B. Drilling Centraclor 22, Approx. Date Work will start
6604 Gr. Current $50,000 Brinkerhoff July 15, 1981
23, Blanket ‘ b
FPROPOSED CASING AND CEMENT PROGRAM
S1ZE OF HOLE SIZE OF CASING | WEIGHT PER FOOT | SETTING DEPTH |SACKS OF CEMENT EST. TOP
12-1/4" 10-3/4" 32.75 750 £t, | 175 "~ Icirculated _
9-7/8" 7-5/8" 26.40 3820 ft. 350 1800 ft.
6-3/4" 5-1/2" 15.50 8230 ft. 500 3820 ft,

{7y
We desire to drill 124" surface hole to approx. 250 ft. using natural mud as the circulating
medium. Run new 10-3/4%, 32.75§ casing to T.D. and cement. Cement to be circulated to the
surface. Pressure test the casing. Drill 9-7/8" hole to approx. 3820 ft. using a permaloid,
non-dispersed starch base mud as the circulating medium. Log the well. Run new 7-5/8",
26.40# casing to approx. 3820 ft. and cement w/approx. 250 sx of 50-50 POZ followed by approx.
100 sx of 50-50 PO.. Pressure test the casing. Drill 6-3/4" hole using gas as the circulatir
medium. to approx. 8230 ft. and log the well. Run new 5%7, 15.50# casing to ?.D. Cement with
apprx. 500 sx of 50-50 POZ cement. Pressure test the pipe. Perforate and fracture the
Dakota zone, Set a bridge plug above the Dakota perforations. Perforate.-and fracture the
Mesaverde zone. Clean the Mesaverde zo.ie up, Pull the bridge plug. Clean the Dakota zone
up. Run a production packer on 2-1/16" I1.J. tubing and lard between the Mesaverde and Dakota
perforations. Run the second string of 2-1/16" I.J. tubirng and land in the Mesaverde per-
forations. Nipple down the wellhead. Test the production packer for Jeakage and run an

I.P. test on the lLakota zone. Test the Mesaverde zone. Connect to a gatherzng systenm.

The gas from this well has been dedicated to a transporter. ‘
IN ABOVE SPACE DE“SCR!BE FROFOSED PROGRAM: IF FAOKFISAL 15 YO DLEPEN OR APLUG BACK, GIVE TLATA ON PRE? (AT 'ROOUCIIV( 10NE AND FROPOSEKD wEW PRODUC-
TIVE 2ONE. GV‘II’. BLOWOLTY PREVtN‘CK PADGRAM, IF ANY.,

Thereby cerltP t DX[ info jon aph¥e 15 true wund complete to the best of my knowiedge and belief,

i
Signe 39

.. Title__Area Superintendent Date May 14, 1981

(This space for State lise)

DATE

APPROVED 8Y e : TITLE

CONDITIONS OF APPROVAL, If ANY:
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Santa Fe, New M :1ico

Case No. _Qﬂi__Exhlbit No. 7
Submitted by, Rty M Mo J
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SUPRON ENERGY CORPORATION

State Comm 31-8 #1

Offset Dakota Production

— Proposed Proration Unit

D Supron Acreage

Proposed Location

50 - 1980 Production (MMCF)
- Cumm Prod thru 1980 (MMCF)
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709. BLOOMFIELD RD. o

ugcm prOdUCTIOn corp.

il

April 20, 1982

Elliott Riggs
P.O. Box 711
Farmington, NM 87401

Re: T-31-N, R-8-%, NMPM
Sec. 2: NJ2 SE/4
80 acres, more or less

San Juan Countv, New Mexico

Dear FElliott;

Please consider this my offer to farm-in the above referenced i4nds
from- the surface of the earth to the base of the Mesa Verde formation.
You would ‘retain a 123% inclusive overriding royalty interest on
production which mtmest would be convertible, at your option, to a

proportionate part of a 50%

I would appreciate your early response to this proposal.

Sincerely,

Thomes A. Dugan, P
Dugan Production Co

nw

E}(‘hv('b{ f ‘

(Gase 7509

-

P. 0. BOX 208 o

FARMINGTON,

'NEW MEXICO 87401

L 4

working interest on payout of the test well.

PHONE: 505-325-182) . -
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BOP e —

KIMBARK OIL & GAS COMPANY

April 15, 1982

Mr. Elliott A. Riggs
PO Box 711
Farmington, New Mexico 87401

Dear Mr. Riggs:

- As you know, Kimbark Operating Co. owns an interest in a number
of San Juan Basin wells and operates a couple of dozen wells.
Using the general parameters you have set out in your March 10
letter, it would be my opinion that a faiyr and equitable farmout
arrangement would be a 1/8 ORR, convertible on an option, to a
50% WI back-in after payout.

Very Truly Yours,

KIMBARK OIL £ GAS COMPANY
oot fpeiLi pla

W. K. Arbuckle

President

wka:jl

1580 LNCOLN SIREET - SUTE 00  DENVER, COLORADO 80203 - (303 839-5504




OFFICE: $05/325.9881
RES: 505/325-8194

ELLIOTT A. RIGGS

Petioleum Geuologist

P.O. BOX 71
FARMINGTON, INEW MEIXICO 8740

March 10, 1982

Mr. W. K. Arbuckle, President
Kimbark 0il1 & Gas Company

1580 Lincoln Street, Suite 700
Denver, Colorado 80203

PDear Arbuckle:
You are an experienced individual with substantial knowledge and interests
in the San Juan Basin. 1 would ask you, from your knowledge and recent
experience, what reascnable farmout terms might be placed on San Juan Basin
gas productive acreage given the f0110wing general parameters.

1) High lease WI percentage, HBP acreage, 200 acres.

2) Undedicated gas reserves.

3) EPNG and NWPL willing to pay "tight gas sand" price,
when qualified.

4) Gathering system in same section.

5) Offset Mesa Verde production to northeast, ‘north,
northwest, west, and southwest of tract.

Thanking you ir advance for your response.

liott A. Rig




CURTIS J. LITTLE
PETROLEUM GEOLOGIST
IELEPHONE (53053 327 61746
POST OFFICE BOX 2407

PETROLEUM PLAZA SUITE 150
FARMINGTON, NEW MEXICO 817401

March 19, 1982

Mr. Elliott Riggs
Petroleum Plaza Building
Farmington, New Mexico 87401

Re: Your March 10 Request on lFarmout Parameters

Dear Mr. Riggs:

In the past year 1 have ccnsummated the following farmout agreements
with the following terms:

T26N-R7W...Pictured Cliffs. 6 wells. 1/:3 37 3/8ths ORR

‘with option to convert to a 50% Wl at payout. v
T26N-R7W...Pictured Cliffs. 4 wells. 1/8 ORR, back-in for 50%.
T26N-R7W...Pictured Cliffs. 4 wells. 20% ORR, back-in for 50%.
T25N-R6W...Chacra/Pictured Cliffs dual. 80% NRI until payout.

: Option to convert to 50% WI.

T27N-R10W. .Pictured Cliffs. 4 wells. 75% NRI until payout.
_, ‘ Option to convert to 50% Wi.
T3ON-R10W..Dakota. 2 welis. 75% NRI until payout. Option

to convert to 50%. ‘ L
T25N-R3W...Mesaverde/Gallup/Dakota. 4 wells. 70% NRI until
- payout. Option tc convert to 50% WI.
T25N-R7W and :
T25N-R6W...Dakota. 6 wells. 1/16 ORR, back-in for 50% at

payout.

Please advise if you need any additional information.

Very truly yours, .

URTIS J.
CJL/sfl




Curtis J. Little

Petroleum Geologist

P. 0. Box 2487

Farmington, Mew Mexico 87401

CFFICE: 505/325-9881
RES.: 505/325-8194

ELLIOTT A. RIGGS

Petroteunm Geclogist

£.0. BOX 711
FARMINGTON, NEW PAEXICO 87401

March 10, 19872

Dear Curtis:

You are an experienced individual with substantial knowledge and interests
in the San Juan Basin. 1 would ask you, from your knowledge and recent
experience, what reasonable farmout terms might be placed on San Juan

Basin gas productive acreage given the following general parameters, .
1) MHigh lease WI percentage, HBP acreage, 200 acres.
2) Undedicqtéd gas reserves.
3) EPNG and NWPL willing to ﬁéy “tight gas sand" price,
when qualified.
4) Gathering system in same section.
5) Offset Mesa Verde production to northeast, north, northwest,

Thanking

west, and southwest of tract.

you in advance for your response. .




ROY H. OUBITZKY & ASSOCIATES
1360 LINCOLN ETHEZY. SUITE 1200
" DENVER, COLORADO 80203
303-832-89406

March 12, 1982

Mr; Elliott A. Riggs
P.0. Box 711
Farmington, N.M. 87401

Re: Your letter of 3/10/82
Dear Mr, Riggs:

I would judge a fair farmout proposal to be a 6~1/4 to 12-1/2% overriding
royalty interest convertible to a 507 .orking interest back-in after pay-
out,

Yours very trﬁly,

| ROY H. DUBITZKY & ASSOCIATES.
. / ’ 7

A / 4
EA e
o

Roy'H; Dub%f%ky :
General Patnter /

&4

RHD/nw




OFFICE: 505/325-9881
HES.: 505/325.8194 l

ELLIOTT A. RIGGS

Patroleur Geologist l

P.0. BOX 711
FARMINGTON, NEW MEX{CO 87401

March 10, 1987

Roy H. Dubitzky & Associates.
1580 Lincoln Street, Suite 1200
Denver, Colorado 80203

Dear Roy:

You are an experienced individual with substantial knowledge and interests
in the San Juan Basin. I would ask you, from your knowledge and recent
experience, what reasonable farmout terms might be placed on San Juan
Basin gas productive acreage given the following general parameters.

1) High Tease WI percentage, HBP acreage, 200 acres.

2) Undedicated gas reserves.

3) EPNG and NWPL willing to pay "tight gas sand" price,
when qualified.

4) Gathering system in same section.

5) Offset Mesa Verde production»to ncrtheast, north, northwest,
west, and southwest of tract.

Thanking you in advance for your response.




GFFICE: 505/325.9881
RES.: 505/325.8194

ELLIOTT A. RIGGS

Petroleum Goolc;:isl

£.0. BOX 711
FARMINGTON, NEW MEXICO 87401

March 10, 1982

Roy H, Dubitzky & Associates
1580 Lincoln Street, Suite 1200
Denver, Coloradoc 80203

Dear Roy:

You are an experienced individual with"substantial knowledge and interests
-in the San Jduan Basin. I would ask you, from your knowledge and recent
experience, what reasonable farmout terms might be placed on San Juan
Basin gas productive acreage given the following general parameters.

1) High lease WI percentage, HBP acreage, 200 acres.

2) Undedicated gas reserves.

3) EPNG and NWPL willing to pay '"tight gas sand" price,
when qualified.

4) Gathering system in same section.

5) O0ffset Mesa Verde production to .northeast, north, northwest,
west, and southwest of tract.

Thanking you in advance for your response.
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STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
OIL CONSERVATION DIVISION
STATE LAKRD OFFICE BLDG.
SANTA FE, NEW MEXICO
16 March 1982

EXAMINER HEARING

IN THE MATTER OF: .

Application of Supron Energy Corpor-~

ation for a non~standard proration CASE
unit or compulsory pooling, San Juan 7509
County, New Mexico.

BEFORE: RICHARD T,. STAMETS
PTRANSCRIPT OF (IEARING
APPEARANCTES

For the 0il Conservation W. Porxy Pearce, Esq.
Division: ~ Legal Counsel to the Division
State Land Office Bldg.
Santa Fe, New Mexico 87501

- For the Applicant:
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MR, STAMETS:  Call next Case 7509,
MR. PEARCE: Application of Supron
Energy Corporation for a non-standard proration unit or com=-
pulSory pooling, San Juan>County, New Mexico.
MR, STAMETS: Case 7509 is continued
and will be readvértised o an as yet unscheduled 0il Conser-

vation Commission hearing,

(Hearing concluded.)
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Docket No, 8-82

Dockets Nos. 9-82 and 10-82 are tentatively set for Haréh 31, and April 14, 1982, Applications for hearing must
be filed at least 22 days in advance of hearing date,

DOCKET: EXAMINER HEARING -~ TUESDAY -~ MARCH 16, 1982

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

The following cases will be heard before Richaxd L. Stamets, Exeminer, or Daniel S, Nutter, Alternate Examinor:

ALYOWABLE :

CASE 7502:

CASE 7503:

CASE 7504:

CASE 7505:

CASE 75063

CASE 7507:

CASE 7508:

CASE 7459:

CASE 7457:

(1} Consideration of the allcwable production of gas for April, 1982, from fiftcen
prorated pools in Lea, Eddy, and Chaves Counties, New Mexico.

{2) Consideration of the allowable production of gas for April, 1982, from four
prorated pools in San Juan, Rio Axriba, and Sandoval Counties, New Mexico.

Application of Sun Oil Company for an unorthodox gas well location and non-standard gas proration
unit, Lea County, New Mexico. Applicant, in the above-styled cause, seeks approval for the uncrthodox
location of a well to be drilled 760 feet from the South linc and 960 feet from the East line of
Section 6, Township 24 South, Range 37 East, Jalmat Gas Pool, and a l60-acre non-standard proration

unit comprising the SE/4 of said Section 6.

Application of Sun 0Oil Company for an uncrthodox gas well location and non-standard gas proration unie,
Lea County, New Mexico. Applicant, in the above-styled cause, sgeks approval for the unorthodox location
of a well to be drilled 1980 feet from the North line and 140G feet from the Eiast line of Section 22,
Townghip 22 South, Range 36 East, Jalmat Gas Pool, and a 120-acre non-standard proration unit comprising

the W/2 NB/4 and SE/4 NE/4 of suid Section 22.

Application of Cities Service Company for the extension of vertical limits of the Langlie Mattix Pool,
Lea County, New Mexico. BApplicant, in the above-styled cause, seeks the contraction of the vertical
limits of the Jalmat Pool and the upward extension of the vertical limites of the Langlie Mattix Pool
to a subsurface depth of 3416 feet underlying the NW/4 of Section 19, Township 24 South, Range 37 East.

Application of BCQ, Inc, for downhole commingling, Rio Arriba County, New Mexico,
Appli¢ant, in the above-styled cause, seeks approval for the downhole commingling of Lybcook-canup
and Basin-Dakota production in the wellhores of wells drilled and to be drilled in Sectior 2, 3, 4, 9

E2LLNTLES

and 10, Towrship 23 Noxth, Range 7 West,

Application of Getty Oil Company for salt water disposal, Lea County, New Mexico.

Applicant, in the ahove-styled cause, seeks authority to dispose of salt water into the Abo formation -
in the perforated intorval from 8900 feet to 9300 feet in its State "P" Well No. L, located in Unit P,
Section 32, Township 16 South, Range 37 East, Lovington~Abo Pool.

14 Service, Inc. for an oil treating plant permit, lea County, New Mexico.
Applicant, in the abcve-styled cause, seeks authority for the conttruction and operaticon of an o:l. .
treating plant for the purpose of treating and reclairming sediment oil at a site in the NW/4 NE/4 o
Section 29, Township 18 South, Range 38 East.

Application of Sonny's Oilfie

Application of P & O Oilfield Services, Inc. for an ofl treating plant permit, Lea County, New Mexico.
Applicant, in the above-styled cause, seeks authority for the construction and operation of an oil
treating plant for the purpose of treatmq and reclaiming szdiment oil at a site in the SW/4 NE/4

of Section 10, Township 25 South, Range 36 East.

(Continued from February 17, 1982, Examiner Hearing)

A_ppliéation of Red Mountain Associates for the Amendment of Order No. R~5538, McKinley Couiuty, New Mexico.
Applicant, in the above-styled cause, seeks the smendment of Order No. R-6538, which authorized applicant
to conduct waterflood operations in the Chaco Wash-Mesa Verde Gil Pool. Applicant seeks approval for

the f{njection of water through various other wells than those originally approved, seeks deletion of

the requirement for packers in injection wells, and seeks an increase in the previcusly authorized 68-
pound limitation on injection pressure.

{Continued from Pebruary 17, 1985, Examiner Hearing)
(This Case will be continued to april 28, 1982)

Application of'E. T, Ross for nine non-standard gas proration units, Harding County, New Mexico.
Applicant, in the above-styled cause, seeks approval for nine 40-acre non-standard qas proration
units. in the Bravo Dome Carbon Dioxide Area. In Township 19 North, Range 30 Easv: Section 12,
the NW/4 N/4 and NE/4 NW/4; Section 14, the NW/4 NE/4, SW/4 NE/4, and SE/4 NE/4. In Township 20
North, Range 30 East: Section i1, the NE/4 $W/4, SW/4 SE/4, SE/4 SW/4, and NW/4 SE/A,
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(ASE 7509:

CASE 7510:

CASE 7511 :

CASE 7496:

CASE 7512:

CASE 7476:

CASE 7513:

CASE 7514:

Application of Supron Energy Corporation for a non-standard prorstion unit or compulsory poaling,

an Juan County, New Mexico. Applicant, in the above-styled cause, seeks approval of a 160-acre
nen—standard proration unit for the Dakota and Mesaverde formatjons conprising the SW/4 of Section

2, Township 21 North, Range 8 West, or in the alternative, an order pooling all mineral interests

from the surface down through the Dekota forration underlying the S/2 of said Section 2, to be
dedicated to a well to be drilled at a standard location thereon. Also to be considered will be

the cost of drilling and completing said wall and the allocation of the cost thereof as well as actual

-vperating costs and charges for supervision, designation of applicant as operator of the well, and

a charge for risk involved in drilling said well.

Application of Union Oi1 Company of California for <ompulsory poaling, Lea County, New Mexico.
ppplicant, in the above-styled cause, seeks an order pooling all mineral intexests in the Wolfcamp

and Penn formations underlying the N/2 of Section 10, Township 22 South, Renge 32 East, to be dedicated
to a well to be drilled at a standard location thereon. Also to be considered will be the cost of
drilling and completing said well and the allocation of the cost thereof as well as actual operating
costs and charges for supervision, designation of applicant as operator of the well, and a charge for
risk involved in drilling said well.

(This Case wili be continued to March 31, 1982)

hpplication of Buffton 0il & Gas Inc. for compulsory pooling, Lea County, New Hexico.

Applicent, in the above-styled cause, seekxs an order pooling all mineral interests in the Wolfcamp
through Devonian formations underlyiny the wW/2 of Section 35, Township 16 South, Range 35 East, to

be dediizizd to a well to ke drilled at a standard location tbereon. Also to be considered will be

the cost of drilling and completing said well and the allocation of the cost thereof as well as actual
operating costs and chargyes for supervision, designation of applicant as operator of the well, and a
charge for risk involved in drilling said well, .

(Continued from March 3, 1982, Exaniner Hearing)

Application of Viking Petroleum, Inc. for an unorthodox location, Chaves County, New Mexico.
aoplicant, in the above-styled cause, seexks approval for the unorthodox location of an Abo gas well
to be drilled 62 feat from the South line and 1984 feet from the East line of Section 29, Township
5 South, Range 24 East, the SE/4 of said Section to be dedicated to the.well.

Application of Viking Petroleum, Inc. for an unorthodox location, Lea County, New Mexico.

Applicant, in the above-styled cause, seeks approval for the unorthodox location of a well located

in Unit K of Section 31, Township }3 South, Range 34 East, Nonombre-Penn Pool, said well being a
recompleted Morrow test and located in the S£/4 of the quarter section whereas the pool rules require
woells to be located in the NE/4 or sW/4 of the cuarter section.

{Continued from March 3, 1982, Examiner Hearing)

ppplicaticn of Jack J. Grynberqg for compulsory pooling, Chaves County, Hew Mexicc.

Applicant, in the above-styled cause, seeks an order pooling all mineral interests down tinrough

and including the Abo formarion, underlying two 160-acre gas spacing units, being the NE/4 and

SE/4, respectively, of Sectfion 12, Township 5 South, Range 24 East, each to be dedicated to a well
to be drilled at a standard location thereon. Also to be considered will be the cost of drilling
~nd completing said wells and the allccation of the cost thereof as well as actual operating costs
and charges for supervision, designation of applicant as operator of the wells and a charqge for risk
involved in drilling said wells.

Application of Mesa Petroleum Company for compulsory pooling, Chaves County, New Mexico.

Applicant, in the above~-styled cause, seeks an order pooling all mineral interosts in the Abo-
formation underlying the SE/4 of Section 12, Township S South, Range 24 East, to be dedicated to a
well to be drilled at a standard location thereon. Also to be considered will be the cost of drilling
and cowpleting said well and the allocation of the cost thereof as well as actual operating costs and
charges for supervision, designation of applicant as operator of t'te wnll, and a charge for risk

fnvolved in drilling said well,

Application of Santa Fe Exploration Co. for compulsory pooling, or in the alternative a non-standard
proration unit, Eddy County, New Mexico. Applic:nt, in the above-styled cause, seeks an order pooling
all mineral interests in the Permo-Penn, Strawn, Atoka and Morrow formations underlying the W/2 of
Section 2, Township 20 South, Range 25 East to be dedicated to a well to be drilled at a standard

‘location thereon, Also to be considered will be the cost of drilling and comp!-*ing said well and

the allocation of the cost thereof as well as acitual operating costs and charges for supervision,
desigriation of applicant as operator of the well, and a 200 mercent charge for risk involved in drilling
s1id well. 1In the event said 200 percent risk factor is not approved, cpplicant seeks a non-standard
vnit excluding the lands of owners not participating in the well.
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CASE 7518

CASE 7445:

CASE 7492:

CASE 7500:

Application of Four Corners Gas Producers Association for designation of a tight formation,

San Juan County, Kew Mexico. Applicant, in the above-styled cause, seeks ihe designation of the
Dakota formation underlying all or portions of Townships 26 and 27 North, Ranges 12, and 13 West,
Township 29 North, Ranges 13 through 15 West, and Township 30 North, Ranges 14 and 15 West, contain-
irg 164,120 acres, more cr less, as a tight formation pursuant to Section 107 of the Natural Gas

Policy Act and 18 CFR Scction 271, 701-705.

"{Continued from February 17, 1982, Examiner Hearing)

{ This Case wi’l be continued to April 23, 1982)

Application of Harvey E. Yates Company for an NGPA determination, Eddy County, New Mexico.
Applicant, in thesbove-styled cause, seeks a new onshore reservoir determination in the San Andres
forsation for its Fulton Collier Well Xo. 1 in Unit G of Section 1, Township 18 South, Range 28 East.

{Continued and Readvertised)

Application of Harvey E. Yates Company for a tight formation, Chaves County, New Mexico.

Applicant, in the above-styled cause, seeks the designation of the Atoka-Morrow formation underlying
all or portions of Townships 7, 8, and 9 South, Ranges 28, 29, 30 and 31 East, containing 161,280
acres, more or less, as a tight formation pursuant to Section 107 of the Naturai Gas Policy Act and

18 CFR Section 271. 701-705.
{Continued from March 3, 1982, Examiner Hearing)

Application of Read & Stevens, Inc. for an exception to the maximum allowable base price provisions
of the New Mexico Natural Gas Pricing Act, Eddy County, New Mexico. Applicant, in the above-styled
cause, seeks an order of the Division prescribing the price allowed for production enhancement gas
under Section 107 of the Natural Gas Policy Act as the maximum allowable base price if production

enhancewent work which qualifies under the NGPA is performed on its Hackberry Hills Unit Well No. 4
located in Section 22, Township 22 South, Range 26 East, Eddy County, New Mexico,

i

4 kS
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AMPBELL BYRD & BLACK P.A. N ’
. LAWYERS oL Coi\fg"n‘“ T s
»' < NI T u_‘{f'
ISION
. SANTA 3p “IYISION
; SACE . mAsvBRELL . Jﬁrrsnsowﬂ{rA«ftf
PIARL D, BAYROD SUITE 1 - 11O NORTH GUADALUPE
BRUCE D BLACK
MICHAEL 8. CAMPBELL PoeY ()l'f'!(;". BOX 2208
VL LIANM F CARR SANTA FE, NEW MEXICO 87501

BRADFORD C. BERGE
TELEPHONE: (S0O5) 98- 442
Wi 1AM G, WARDLE " N
TECLECORIER: (SOS) 96/3-6013
March 9, 1982 —ﬂ

Mr. Joe D. Ramey

Division Director

0il Conservation Division '
New Mexico Department of Energy & Mmerals
Post Office Box 2088

Santa Fe, New Mexico 87501

Re: Case 750%: Application of Supron Energy Corporation
for a Nonstandard Proration Unit or Compulsory Pooling,
San Juan County, New Mexico

Dear Mr. Ramey:

As you are aware, the above referenced case is scheduled for
hearing on March 16, 1982. We were advised on March 8th that
due to an error in the legal advertisement the case would have
to be readvertised for the 0il Conservatlon hearing scheduled
for March 31, 1982.

Supron's lease in the southwest quarter of section 2 will expire
on May 1, 1982. We are concerned that the application for com-
pulsory poolmg of the south half of this sention will be
opposed and, to avoid unnecessary time delays, request that

this matter be set for hearing before the full 0il Conservation
Commission at the earliest possible date.

Your attention to this request is appreciéted.

Veyy truly vours,

William F. Carr

WFC: jh
cc: Mr. Jerry Lee
Mr. Wllllam S. Jameson




KELLAHIN and KELLAHIN
Attorneys at Law

Jason Kellahin 500 Don Gaspar Aventie

W. Thomas Kellahin Post Office Box 1769 Telsphone 982-4285
7 Karen Aubrey Santa Fe, New Mexico 87501 Area Code 508
| ‘ NI ey
i | ) March 10, 1982 ’ : :;‘ \\/“”;:7
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Mr. Joe D. Ramey .
0il Conservation Division T
Post Office Box 2088 :

Santa Fe, New Mexico 87501

Re: 0il Conservation DNDivision ‘ |
Case 7509

Dear Mr. Ramey:

, Please enter our appearance in the above referenced
case on behalf of Mr. Elliott A. Riggs against Supron Energy
Corporation.

Very ﬁruly yours,

b

WTK/cts

ce: Mr. Elliott A. Riggs
Mr. William F. Carr




CAMPBELL. BYRD & BLACK. pr.A.

LAWYERS

JACK M. CAMPBELL JEFFERSON PLACE
HARL O. BYRD © SUITE + - 110 NORTH GUADALUPE

_ BRUCE D. BLACK

MICHAEL B, CAMFERELL

POST OFFICE BOX 2208

WILLIAM F CARR SANTA FE, NEW MEXICO 8750}
BRADFOROD C. BEAGE : TELEPHONE: (505 088-4421
WILIIAM G. WARDLE

TELECOPRPIER: (505) 9836043

March 4, 1982 !B}l.'.‘,{lr ‘*:,.;;75-,;]
_ L’..M SAR D o Ty [
Mr. Joe D. Ramey ; BT LA

Directorx , OlL LGire v ol ) ——
0il Conservation Division c SAi 4 £ ‘
New Mexico Department of - (“( o 724907

Energy and Minerals
Post Office Box 2088
Santa Fe, New Mexico 87501

Re: Application of Supron Energy Corporation for
Compulsory Pooling or in the Alternative, a
-—-Non-Standard Gas Spacing or Proration Unit,
San Juan County, New Mexico

Dear Mr. Ramey:

Enclose¢d in triplicate is the application of Supron Energy
Corporation in the above-referenced matter.

The applicant requests that this matter be included on the
docket for the examiner hearing scheduled to be held on

March 16, 1982.

Veyy truly yours

Willjiam F. Carr

WFC:1r
Enclosures.

cc: Mr. Jerry Lee

A




] n\lu’:m s ','H"‘;]('"

! Coesn
e PR
B “ V) i < 7 BT s H
. - i
OIL CONSERVATION DIVISIOI\{““!]B";“”"““"" IR "1"LE:)J
()“— L(}J\‘Q‘—‘\v«-‘it, ¢ i R

NEW MEXICO DEPARTMENT OF ENERGY AND MINERAHSA f

'IN THE MATTER OF THE APPLICATION
IOF SUPRON ENERGY CORPORATION FOR | e
COMPULSORY POOLING OR IN THE

/ALTERNATIVE A NONSTANDARD GAS CASE 72507 o

SP2CING OR PRORATION UNIT, :

'SAN JUAN COUNTY, NEW MEXICO
IH

§

APPLICATION

Comes now, SUPRON ENERGY CORPORATION, by and through its

‘undersigned attorneys and, as provided by Section 70-2-17, New

Mexico Statutes Annotated, 1978 Compilation; hereby makes applica--
tion for an order pooling all of the mineral interests from the
surface througﬁ the base of -the Dakota formation in and under the

S/2 of Section 2, Township 31 North, Range 8 West, N.M;P.H;, San

! er i e

Juan County, New Meéxico, and in support thereof would show the

IDivision:

l. Applicant is the owner of 62.5% of the working interest
in and under the S/2 of said Section 2, ard appiicant has

i the right to drill thereon.

2. Applicant proposes to dedicate the above-referenced

pooled unit to its State Com 31-8 Well No. 1 to be drilled

i at an orthodox location 905 feet from the South line and 790

feet from the West line of said Section 2.

3. Applicant has sought and obtained either voluntary
5 agreement for pooling or farmout from all other worKing
interest owners in the S/2 of said Section 2 except Riggs

Oil and Gas Corporation, the owner of a 25% working

“interest.

-~




4. Said pooling ofAintereSt and well completion will avoid '

the drilling of unnecessary wells, will prevent waste and

will protect correlative rights,

5. In oruer to permit the applicant to obtain its just and%
fair share of the o0il and gas underlying the subject~lands,§
the mineral interest should be pooled, and applicant should%
be designated the operator of the well to be drilled. E

i
6f In the alternative, applicant seeks an order establish-f
ing a 160 acre non-standard gas spacing or proration unit iﬁ

. the Dakota and Mesaverde- formations to be comnrised of the

[N I l

SW/4 of said Section 2 to be dedicated to it: State Com.

B S

31-8 Well No. 1.

7. Granting this application and the drilling of the
proposed well will be in the best interest of conservation,
- the “prevention of waste and the protectinn of cottelative

rights.

WHEREFORE, applicant prays that this éppiication‘be set for
hearing before the Division's duly appointed examiner on’Mérch 16,?
1982, and that after notice and heafing as requireg by law, the
:Division enter its order either (1) pooling thewla;ds, including
Hprovisions designating\the applicant as operator of the well,
providing for appliéant to recover its costs of5dfilling, equippind
;and completing”the well, its costs of supervision while drilling,
v%and after completion, including overhead charges,*énd assessing a
Z;risk factor fdp~the'risk assumed by the applicant in drilling,

| completing and‘ééhipping the well or, (2) est;blishing a non-stan-
’dard gas spaciﬁg or proration gﬁiﬁ in the Dakota and Mesaverde
‘formations comprised of the SW/4 of said Section 2 and, (3) makinQ»

'such other and further provisions as may be proper'infthe‘prgmises,'




Respectfully submitted,

|  CAMPBELL, BYRD & BLACK, P.A.
I By .Aluluugc€z?<:£§ki/\;
2 William F. Carr

Post Office Box 2208

Santa Fe, New Mexico 87501

Attorneys for Applicant

v
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STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT

OIL CONSERVATION DIVISION

IN THE MATTER OF THE HEARING

CALLED BY THE OIT, CONSERVATION
CoM M ssmph OF Ao wme xico
-BI¥ISTON FOR THE PURPOSE OF

CONSIDERING:

1507
| CASE NO.-#dd%

Order No. R- 033

| SUPRW ENERG S/
APPLICATION OF AMOCO-PROBUCSTION

CoRPEATLOY
M FOR COMPULSORY POOLING,

o I,

COUNTY, NEW MEXICO.

C.ommry5s /o) —
ORDER OF THE -BIVISTION et

Commiss/on
BY THE '‘BDIVISION:

’ /Ik// 22
This cause came“on for hearing at 9 a.m. on h—31, 1982,

e O/ Chnservatson C}mxm Sss0m
at Santa Fe, New Mexico, “before v
0§ Ve /7extco /é@/emo/,cfw rpFe//pc/ How Hhe Co/;;m/as/m,

Cor21 12715516
«D—Eﬁ:%

NOW, on this _day of Jvly, 1982, the
Directow, hav1ng considered the testimony, the record, and the:
X h . . .
recommaendations 2% E , and being fully advised in the
premises,
FINDS:

(1) That due public notice having been given as required

Q 77 5500, ,
by law, the atg%séﬁn~has jurisdiction ‘of this cause and the

subject matter thereof:




/a /0/\ éney 45 C() /0/..&/«\

Y (2)  That the applicant, eo- Pfedu ton-LCompang, seeks an
A//’\
orde/r{{poolxng all mineral interests %'tﬁél:woi-éeémp Lhrough e
oA /e

nian. formationg underlying the $/2, of Section 2, Township d
5% S Jidan

A/?/ éb}éﬁé’%g—’v‘
{3!/901{1{45 Range ?A Ealq NMPM, _f. ‘iopg_ TRideo

2 - kea County, New

Mexico, to be dedicated to a well to be drilled at a standard
we Xl Sl/-)/‘*l bg' su\,\‘&gﬂx«(\m

location ,\M, 660-—feet—from--the-South -line—a@ 1980 feet from
the East. line of-g&id-Sectinn. 3=

J /I/( (3) That the appllcant owns an oil and gas ’ ease on the
o SE%'/of s

7y / C/OL//D Cem Lrnd /V(/n/eam who owas
id Secticn }, an d i

5> 5/2

7 Mo %W
W/t hoo wgree S0 [l e
4776 /V ”/ 7 > yeﬁeejnt .wcfarklng Lntetést T -,SH[A-»of -said--Seetton-3,

/ ’C thereby control&ug» 75 percent of the working interest in the

proposed spacing and proration unit and having the right to

drill thereon, which it proposes to do.

/ﬁ( 5 /%G /ar 9/0»'\
(4) That. Deg—-chem;cal__[t:s/h is the owner of a-58-pekeent

I 22

undiuided—werkmg—rﬁteregtgﬁr the, of said Section 2, and
5‘!/!’045 k
appeared at the hearlng in opposition to Aéeelrs- proposal to

2- 3 250
pool the S§/2 of Section @ and drill as m-foot well to test

the_‘m formation underlying said lands.

Dofo fq

§) (51
(/;):JW\«\(A}% 0 _ =gweadl Ve gt ce XL Rad
”’ ZlOw " wald ool XlaX ol — 4-

Y‘—me Y. .\,,/;_,- \M,:Q.M,L

\/\05( N\ W\.LA&,\) e—dlo g,.,ﬁ,bo\y\a\'a_ Wv‘&‘&ﬂ”\f -

/‘aa.,wt-: ‘\o

"Q,u..¢9\\~.) 13! — ‘ .

i" T 2 e Tl £

A \—\-:.lx %’“J\A_, Q\\LMC\- oA “'S a W e\ 4*- u.cwa&
\e u&c\ev-\- v w! o § s;.\su — ol eoes prolu.dw\
WAL S B GW = e 'mm 0, “ ‘kd*ﬂueﬁvmo.\_,u R

LV ogpm/\‘t- ) \’L\As flct , Rcas
AR Qvoclu,\k\“—‘ ht 4 ) Y695

g:(_ﬂ That both parties agree,

W Vet g “ .&A_,‘\':Z.s’;\ “

and t’he geological evidence

o efauam/e,
tends to confirm, that the ‘

formatlon /m

"l

pa ,Suf;fr'o a”

-
i\:“” . RS




- the  Mencew—seotbion, underlying the proposed spacing and

proraticn unit 1is a good prospezt for obtaining commercial

production.
LD Aors
5‘(8) That the geological evidence concernlng the lLessmtan
prospect is somewhat less conclusive, but the eviderice appears
to preponderate towards the view that prospects for commercial

PoAo7s

production from the Reuewdm®n formation are much more uncertain
aﬂ/c)‘ very/e / /‘é/fzs,

than such prospects for the and that is

justlfled in not desiring to participate in going to th2

LYofor

4(9) That to avoid the drilling of unnecessary wells, to
protect correlative rights, aid to afford to the owner of each
interest ink said unit the opportunity to recover or receivg)
without unnecessary expense, his just and fair share of the gas
underlying the subyect lands -
ia——ea—é—-goe-}qﬁthe subject application should be approved bLy
pooling all mineral interests, whatever they may be, within said
unit, andmshould be designated operator of the subject
well and unit, provided howevévr_, that J%’ shouid be given'the
opportunity to participate in the drilling of the subject well
on a split-risk basis, ‘i.e.y, (1) to participate in dr"illing and

HMesa verde
completion costs to the Mewmss formation without penalty or to

; el s ey o
go non-consent to theweand participate in the /‘znow

ceriain indritling
subject to a chargc for the risk 1nvolvedAto said format:.on, and

(2), to participate in the additional drilling and completion

AMesa verde
costs from the l&% to the ‘ngém ithout penalty or to go

non-consent from the thowtto the M and pd’rt’icipate in
Dofolo

the Ressswwise subject to a separate and dlfferent charge for the

risk involved in the additional drilling,

i(m) That it 'is the lntent of thJ.s order to break the

drilling of ‘the subject well down - J.nto two separate and

A(/




distinf‘tive"phases\:. (1)  from the surface of the ground through

Alecws veyde PMesovercle
the Mewmwwr pay; and (2) £rom the base of the Mesmew pay through

gwf'ofaz
the b 1 pay; to provide alternatlve selections to the

- Riggs ' _ . AMecor virde
poolee, $ww; and to provide cost accounting for a single Mowsos

. Doffots AMesaeca® - po/(' o Fa
completion vs. a single Peumewaen completiorn or a Merrxew~Beworrion

dual completion,

’%(11) To the above ends all charges and costs which would

Meso w’-’ac
be directly attributable to a single Messew completion should be

ﬁ(,avc'r e Mesaverde.

charged to the -zone and subject to the ~4cmwew risk factor
Aleso veide
Ne Wt

provided herein, if -applicable, and paid out of

"production only; all charges and costs which would be directly

Fa
attributable to the drilling of a single &o/fngm completion

from the base of the M:::gw peay through them pay as well
as any extra up-~hole chargés and costs resulting from dr-illing
the well to the MQ above and beyond what wounld normally be
spent drilling to the M only (such as extra hole size,

extra casi:z and cementing, rig charges, etc.) should be charged

| Dofors , ga/t‘ 279
to the -Dewsndéean zone and subject to the risk factor

'provided herein, if applicable, and paid out of

] Mo ver /o i, -
production only; all common charges to a Mofrow=Revonsen- dual

(including the separation packer, dual Christmas tree, etc.)
shall ke split betweerng'-?i5ﬂbe two zones and each portion made
stbject to the risk factor for that zone and paid out of,

production from that zone.

#‘(12) That after the effective date of this order and within
. ’ N ﬁ(émn
60 days prior to commencing the subject well, i should :
furnish the Division and gltemlzed schedules of estlmated
well costs as follows: ‘ .
: Mesaveol
A. A cost estlmate for ‘a normal s:.ngle m test

52 Verv/e
- well to the ant:.CLpated Maxwev completiop depth




distinctjive phases: (1) from the surface of the ground through

AMecw veyde < Mesaverole
the Memwwwy pay; and (2) from the base of the Mewmss pay through
&
Mﬂ pay: to provide altcrnatwe selections to the
1995 . Meos mm-/e
poolee, Pww; and to provide cost accounting for a single Mersesw

IDJ/? 07{‘9 /‘/cv,,:n/;'/o/c’ ﬁa/( [ 7‘ A
completion vs., a single Duszawdsn completion or a Merrew-bBevori(.r

dual completion.

%

% (11) To the above ends, all charges and costs which would
) Meoso vedle ;
be directly attributak;}e to a single Mesmsew completion should be
esayerde Mesoverde

charged to the /‘Lzennewaone and subject to the Mm;oow risk factor
Ales o verdle

provided herein, if applicable, and paid out of Neswew

production only; all charges and costs which %xld be directly

attributable to the drilling of a single &ﬂ-ﬂn completion

esoverole Ve
from the base of the Ke@wew pray through the&%:inn pay as well
as any extra up—%ole charges and costs resultiﬁg from drilling
: o ffo
the well to the M}&abova and beyond what would normally be
Sé
spent drilling to the Newesew. only (such as extra hole size,
extra ca51A2 and cementlng, rig charges, etc.) should be charged
°

to the -D‘-‘e;:.aaa» zone and subject to the m risk factor
20

provided herein, 1if applicable, and paid out of %

: | Hlesa verdo il
production only; all common charges to a MNorrow=pevorsemnr dual
(including the separation packer, dual Christmas tree, etc.)
shall be split between the two zones and each portion made

subject to the risk factor for that zone and paid out of

production from that zone.

2% (12) That after the effective date of this order and within
< l )
60 days prior to ccmmencing the subject we‘l, mshould
furnish the Division and &:memlzed schedules of estimated
well cobts as follows:
ﬂegamoé

A, A cost estlmate for a normal single Jessew test

verve
well to the anticipated Jh--w completion depth




1;/300. +
(139506 . feet).

Pofolo

B. A cost estimate for a normal single Pbevenian

: A0
test well to the anticipated bevénian completion

4,250
depth (141860 1 feet).

Mesaverdo- Poffofy

C. A cost estimate for a Mo tan dual

completion at the above depths,

94}«3) That the cost estimate prescribed in Finding No. (~£)0Z\)
A above should include only normal drilliﬁg, testing, and
completion costs with a suitably sized drilling rig and normal
mud, logging, end testing charges and casing and cementing costs

_ esaverde _ _ . o
for a single Merrew completion without anticipation of drilling

Mesaverde ,
beyond the expected Mervreow completion depth.

g’éﬂ%} That the cost estimate prescribed in Finding No. (fiﬁ(?&)‘
B above should include only normal drilling, testing, and
completion costs with a suitably sized drilling rig and normal
mud, logging, ard testing charges and casing and cementingeeosts

/o
for a single completion without anticipation of an

AMesaverde . .
upper pay (Moxrew) being present or requiring testing.

mﬁﬁp - That the cost estimate prescribed in E‘inding No. (4%02>
C above should include normal drilling, testing, and completion
costs with a suitably sized drilling rig and normal mud,
logging, and testing charges and casing and cementing costs for

. /Zé;ggl/enﬁ?-—p{"ﬁ/ﬁ

dual completion.

"T‘) That within 30 days from the date the above-described

. , ; 1995
schedules of estimated well costs are furnished. to it, -

'should make its election as to whether to participate in the

- 2

subject well.




i
S
MR

Yol e @

%(17) That if @ electf(fto participate, Qe/;— should have the

Ed
opportunity of choosiné its mode of participation, i.e., whether
/‘/cﬁswwo/é
to participate in drllllnq to and completlng in the Merrow only,
- s v

or to fi;arthlE,@ in drllllng and completmg ‘& both the -Moraew
ang W

_ITL ﬂ[uj’

/fl S ’
5 (18) That if Jto participate, éw should be
afforded the opportunity of paying ..{Jes share of estimated well
costs for the mode selected in lieu of paying its share of

reasonable well costs out of production.

475
g(w) That should elect not to pay its share of

AMespyerde
estimated well costs from the surface down through the Mesx:rew

pay, it should have its share of reasonnhle well coste for said

M verde

formation withheld from productlon from the Mex¥xew formation .

plus a reasonable percentage of such costs as a charge for the

Mo ver/e,

risk involved in the drililing of said well to the Hexxew,

&(20) That considering the geological and engineering
150 , ‘
evidence presented at the hearing, @& percent of reasonable

well costs is an adequate and appropriate charge for the risk

. . s . esa Ve .
involved in drilling said well to the - formation.

ﬁ_(Zl) That should aﬁg elect to pay its share of estimated
Mesaverde.

well costs from the surface to the » but elect not to pay
AMlesg verdl

its share of estimated well costs from the base of the Mexxew

Lo forfs
pay down through the ‘Beverian pay, it should have its share of

Mesavnite oMo/
well costs for drilling from the Mouwmew to the withheld

Deofefo

from production from the Deweraan formation plus a reasonable

percentage ‘thereof as a charge for the risk involved in the

, - V, rsoyerole & /59
drilling of said well from the /meeH-to,the /f/%




”ﬁ (22) That considering the geological and engineering

evidence presented at the hearing, 200 percent of reasonable
/’é&amw/f’ Lofolo

well costs from the the Demerdan is an adequate and

appropriate charge for the risk involved in drilling said well

7 2 .’/- »%
. /ﬂ‘"/r) Vora€ B TARd
from the” Mes#ew.to the Reli@ii-an,

174723
%(23) That should./F >elect to participate in either of the

above~-described modes of participation, its payment of its share
of estimated well costs for that mode should be made tow in
accordance wi‘th some customary and mutually agreeable system for.
b)illing‘ and payment which is common to the industry; that should
{% so elect to participate and pay its share of estimated well
costs for the mode selected, it should xemain 1liable for
operating costs but should not be 1liable for risk charges for
that mode of part1c1patlon. Reasonable drllllng and completicn
costs advanced by Aées” beyond the mode selected and prepaicé by
% should be subject to the risk factors described above and
withheld from production from the appropriate formation together

with operating costs.

24) That w1th1n 80 days following co pletion of the well,
o1/ Conservaton .@

the oper.ator“ should furnish theﬂ Division and an itemized
schedule of actual well costs for driiling and completion of the
well, broken down into two segments: from the surface through
the mogay, and from the base “of the m4f>ay through the
&gﬁm pay:; that if no objection to such actual well costs is
recéived by the Division, and the Division has not objected to
such actual well costs within 45 days follo&ing receipt of said_
schedule, the acttial costs should be considered reasonable
costs; prov1ded howe*mr, that if there is an objectlon to actual

well costs within said 45 ~day period, the @ shoulg

determine reasonable well costs after public notice and hearing.

1 Y5
J h)




Jﬁgb(25) That within 60 days following determination of
’ . y
reasonable well costs, should ; 6have paid its share of

estimated well costs for either of the above-described modes of
.. . , /Mé Yypen )
participation, it should pay to any amount that its share
of reasonable well costs for that mode exceed paid estimated
Zulron

well costs and should receive from . any amount that paid

estimated well costs exceed reasonable well costs for that mode.

6) That the terms and provisions of this order relatin

ion or non-participation in the drilling the

/%%awwmé
b formation should be a

to partici

subject well to th 1cable to the

f the well possible pay zones

drilling to and completio

Me savende

above the Maxwew; that the terms provisions of this order

relating to participatio ion iz/the drilliing
e

Y non-partici
from the base of the Meowsew

of the subject we through the

o]

¥y should be applicable to the drilling to °

pletlon of the well in poss1b1e ay zones bhetween the base of
Aesayele [ ool — —————
e top of the Dewsnien. .

4 25090, €0 | /25 0,00
(26"-24-)- That 428888 per month while drilling and $4;3§:-&9 per

month while produc1ng should be fixed as reasonable charges for
supervision (combined fixed rates); that the operator should be
autporized to withhold from production the proportionate share
of such supervision charges attributable to each non-consenting
working interest, and in addition thereto, the operator shéuld
be authorized to withhoid from production>the proportionatéﬁ
"sharé”of actual expenditures required for operating the subject
well,inot in excess ofuwhat are reasonable, attributable to.éach

non-consenting working interest.

(?L?)éké+etr That all proceeds from p;pduction from the subject

well whiéh are not disbursed for any reason should be placed in -




—

k4
G Juen
escrow in_kesa County, New Mexico, to be paid to the true owner

therecof upon demand and proof of ownership.

F

e Tate]

2‘8%—2‘#‘ That upon the failure of the operator of said pooled
unit to commence drilling of the well to which said unit is
dedicated on or before November 1, 1982, the order pooling said

unit should become null and void and of no effect whatsoever.

“hat although the application in this case was

pooling ofNthe §/2 of Section 3, Townshiy, 23 South, Kange 34

East, NMPM, Lex County, New Mexico, to form 20-acre gas

spacing and proraton unit to be dedicated to a well to be

drilled at a standard iocation thepdon 660 feet from the South

line and 1980 feet from e Eadt line of said Section 3, the

Division Director should e authority to approve an

alternative location well without hearing upon

application of Amge®, provided all applicable provisions of Rule

104 of the Di are mét, and provided

that such”location has been submitted to Dqw along with the

itemized schedules of well costs specified in ding Nos. (12)

s

through (15) above.

/
p IT IS THEREFORE ORDERED:

Gadearn
7”( Se v ero’-e

s L
the—teop—of-the. wO1£camp——~fema&eﬁ threugh—the—tase—oY the -
@ﬁ/& 2 y
formation’ underlying the S/2 of Section #, Township 3

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

Lo g Wt BTt S5 Tho
M, Range m NMPM, -~4-‘!:=T:_-'-.'-.c g Ared “ County, New

Mexico, are hereby pooled to form a standard. 320-acre gas

spaCLng and proration unlt to be edicatzd to a welf to be

27 9 St/ &»' o o . ~ v
drilled 660—feef from the South line and 1980 feet -fromthe—Rast

: v 2 ar st cation ~ea§é-u§i:—aa—-
'the—DiuisiQn;DingLQI;ma¥;appreue~




PROVIDED HOWEVER, that the operator of said unit shall

commence the drilling of said well on or before the first day of
November, 1982, and shall thercafter continue the drilling of

said well with due diligence to a depth sufficient to test the

lzﬁfoﬁb
Dgyeatan formation;

PROVIDED FURTHER, that in the event said operiitor does not

commence the dfilling of said well on or before the first day of
November, 1982, Order (1) of this order shall be null and void
and of no effect whatsoever, unless said operator obtains a time

extension from the Division for good cause shown.

PROVIDED FURTHER, that should s;id well not be drilled to
0
completion, or abandonment, within 18& days after commencament

thereof said operator shall appear before the Division Director

and show cause why Order (1f of this order should not be

j? ﬁzﬁmq zzz Cz%/ﬂ%V&/6;V\ .
(2) That —ECenmpeany- is hereby designated the-

operator of the subject well and unit.

rescinded.

(3) That after the effective date of this order and within
,ﬁg days prior to commencing sald well, the operator shall
furnish the Division and each known working interest owner in
the subject unit itemized schedules of estimated well costs as
follows: .
Nesayetl

A. A cost estimate for a normal single Messew test

v
well to the antlclpated-lpiitw'completlon

depth (}5-500 ~ feet).

Pan‘o

: e o ; _
test well to the anticipated = completion

B. A cost estlmate for a normal sxngle

&




B, 290
depth (14—;900 . feet),

, /'/@m/(/(/e - %ﬁf 3
C. & cost estimate for a MoxrowspPeyvonian dual
completion at the above depths.
Order (3)A
(4) That tne cost estimate prescribed in Finding No, aya.
above shall include only normal drilling, testing, and
complet‘ion>'costs with a suitably sized drilling rig and normal
mud, logging, and testing charges and casing and cementing costs

, Maso verofe
for a single 7w completion without anticipation of drilling

// o2 VCVC/( .
beyond the expected Meswew completion depth.

Order (3>8
(5) That the cost estimate prescribed in -Pimddng No. QWFF
hS
above shall include only normal drilling, testing, and
completion costs with a suitably sized drilling rig and normal

- mud, logging, and testing charges and casing and cement;ing costs

@ /7o) , : :
for a single completion without anticipation of an
(Mesavedte) ‘ ‘
upper pay {Morxsow} being present or requiring testing,.

(6) That the cost estimate prescribed in Bindirg No. 0TS

ahove shall include normal drilling, testing, and completion
costs with a suitably sized drilling rig and normal mud,
1ogg1n fd tjtlng charges and casing and cementing costs for

duzl completion.

{(7) That within 30 days from the date the above-described
: ' 1995
schedules of estimated well costs are furnished to it, ¥ shall
make its election as to whether to participate in theu subject

well.

IR ]

g3

(8) That if it é‘le.cts to participate, jss shall have the
opportunity of choosing its mode of participation, i.e., whether -

£} ) "9 ‘
to participate in drilling to and completing in th sow Only,




/ /F;JV&';»’O{J

or to participate in drllllng and complctlng in both the Mexrwew

o fofa

and Deseadat) .

, |

5

(9) That if it elec;s to participate, shall be
afforded the opportunity of paying its share of estimated well
éosts for the mode selected in lieu of paying its share of
‘reasonable well costé out of production.

’
i
B . (10) That should elect not to pay its share of
. =50 [/c"fﬂ/é
e estimated well costs from the surface down through the Mo wou
pay, it shall have its share of reasonable well costs for said

. ) ) Newo veroe
: : formation withheld from production from the ‘Mexwew formation

/5O ) ) ]
plus #€- percent thereof as a charge for the risk involved in

. Meso verde.
the drilling of said well to the Messmaw.

(11} That should-ﬁégzelect £0 pay its share of estimated

well costs from the surface to the/ZEﬁiﬁﬁf”;ut e¢lect not to pay
‘é: ’ its shara of estimated well costs from the base of thé Qgisﬁf‘“/é
o pay down t° iugn the Baga%ﬁln pay, it shall have its share of
Weil costs ror drilling from i?e mg{ae the Wﬁthheld
from production from the 2 formation plus 208 percent

thereof as a charge for the risk intggved in the drilling of

ﬁe;a ve-de. Lo/fe /5

said well from the to the

3

| Alg7*
(12) That should .bDéw elect to participate in either of the

above-described modes of participation, its payment of its share

[
of estimated well costs for that mod- shall be made to &‘fzz?in

accordance with some customary and mutually agreeable sYstem for
billing and payment which is common to the indhséry; that should
)ﬁaaz?so elect to participate and pay its share of estimated well
costs for the mode selected, it shall remain liable for
operating costs but shall not be liable for risk charges for

that mode of participation. Reasonable drilling and completion

PR




ﬁll/.)/on -
costs advanced by »<¢ beyond the mode selected and prepaid by

[k . . .
shall be subject to the risk factors described above and

¢4y¢s

[offera

withheld from production from the appropriate formation together

with operating costs.

(13) That within 90 days following completion of the well,
(975
the operator shall furnish the Division and¢££2:-an itemized
schedule of actual well costs for drilling and completion of the

well, broken dgwn into two segments: from the surface through

4&& “‘d’ ‘p'f 3!“4_ -h‘k Ch M Mf, Flﬂdlﬂ [ (")
g ey res et sndne

.
L

pay and from the base of the ay through the
am, Any u{: charges andawsts per Finding No.(11);
aanentan payﬁ that f no objectxon to such actual well costs is
received by the Division and the Division has not objected to
such actual well costs within 45 days following receipt of said

schedule, the actual costs shall be considered reascnable costs;

provided however, that if there is an objection to actual well

o et Some o beth sepments
costsﬁw1th1n said 45-day period, ‘the Division shall determine
NOWRe. Segmeat .

reasonable well costs after public 'notice and hearing.

{(14) That within' 60 days follow:.ng determlnatlon of
reasonable well costs, should ié;—have paid its share of
estimated well costs for ‘either of the above-described modes of

v ‘e » . // M '
participation, it shall pay to zggzv-any amount that its share
of reasonable well costs for that mode exceed paid estimated

- wL’er)
well costs and shall receive froméiﬂi!n any amount that paid

estimated well costs exceed reasonable well costs for that mode.

Z
A7 %r) , N
(15) That is hereby authorized to withhold the

following costs and charges from production:

(A) The pro rata share of reasonable ‘well
5

costs attributable todz:- if ‘w has

‘not paid its share of estimated well ~

“costs in accdordance with the provisions




for pre-payment as set forth in this

order. o

(B) As a charge for the risk involved in the
drilliné of the well, the percentage
specified elsewhere herein of the pro rata
sharg of reasonable well costs attributable
to 5if<né§?ias not paid its share of
estimated well costs in aécordance with
the provisions for pre-payment as set forth

in +his order.

B lrerb—bho—texpe—and—prouisicns of this order.xel

O participation or non-participation in the drilling o

Mesaver /e _
well to the formation shall be a

subje€ fCable to the

possible pay zones

drilling to completion of the well

‘ 5 V'yoe
above the ; that and provisions of this order

ticipation -in the drilling

P40 VEr/O
pay through the

relating to participatj

of the subject from the base of the

ay shall be applicable to the drilli to and

completion of'the well in possible pay zones between the b

4 b%%ﬁﬂf
S22 he top of thﬁ&iﬁ—

#2509 0y #2500
(hf)&PTY That $4844ed0 per month while drilling and $2€=+80 per

month while producing are hereby fixed as reasonable charges for

supervision (combined fixed rates); that the operator is hereby
authorized to withhold from production the proportionate share
of such supervision charges attributable to each non-consenting
working interest, and in addition thereto, -the operator is

hereby authorized to withhold from productioh the propbrtionate
share of actual expenditures required for operating such well,
not in excess of what aie reasonable, éttributable.terach

S
-2

non-consenting working interest.

s
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/7

H8) That any unsevered mineral interest shall be
considered a seven—eighths (7/8) working interest and a
one-eighth (1/8) royalty interest for the purpose of allocating

costs and charges under the terms of this order,

(18) That any well costs or charges which are to e paid
out of production shall be withheld only from the working
interest's share of production, and no costs or charges shall be

withheld from production attributable to royalty interests.

7

(46) That all proceeds from production from the subject

well which are not disbursed for any reason shall immediately be
. ;ﬁxxogan ) .

placed in escrow in Jesa County, New Mexico, to be paid to the
true owner thereof upon demand and proof of ownership; that the
operatocr shall notify the Division of -the name and address of
said escrow agent within 30 days from the date of first deposit
with said escrow agent,

~

(21) That although the appiication in this case w

pooli of the 8/2 of Section 3, Township 23 South; ‘Range 34

East, NMRM, Lea County, New Mexico, to form~a 320-acre gas

spacing and\ proration unit to be dediecdted to a well to be

drilled at a st\andard location t eon 660 feet from the South

line and 1980 fee

Division Director have authority to approve an

alternative 1locatio the unit well without hearing upon




P :
2{( (22) - That 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. 1

STATE OF NEW MEXICO

. -
OIL CONSERVATION ﬁ%ﬁ%éééﬁf/*442¢)
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