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LAW OFFICES OF

{.,
JENNINGS & CHRISTY N
JAMES T. JENNINGS 1012 SECURITY NATIONAL BANK BUILOING /% l,/ TECErHONE 6228432
SIM B.CHRISTY 1V, P.O.BOX I180 st e, Arta CODE 505
K.OOUGLAS PERRIN ROSWELL, NEW MEXICO 88202-1180 ’,/ = .
PHIL T. BREWER . ,//V/ T s
DAMOMN RICHARDS /7 , RN
...;,}.‘( %k . : ‘;“./ p -‘\\-
J O/ * : g
May 10, 1982 Vg
i
F b
1
: . . coe e " P a
0il Conservation Division : /A--

P. O. Box 2088
Santa Fe, NM 87501

Re: Case No. 7510 —5App1ication of Union 0il Company
“for Compulsory Pooling - Lea County, New Mexico

Attention: Ms. Florene Davidson

Dear Florene:

Union has just advised that they do not desire to continue

further drilling operations on the well which was commenced

on the N% of Section 10, Township 22 South, Range 32 East.

Accordlnqu, the Division may take such action as is appro-

priate in the 31tuatlon. It is my further understanding that 4
the lease has or wil} expire 1mmed1ate1y and will probably R /
be cancelled and a ifew lease issued in dve course by the

United States. P o

e,
-

Yours very truly, ! Lt

" JENNINGS CHRISTY /

~
"

. L

S,

Updon 0il Co. of California




Robert V.

Union Oil and Gas Division: Central Region

Union Oil Company of California

500 North Marienfeld, Midland, Texas 79701
P.0. Box 671, Midland, Texas 79702
Ttﬂephode(935)682:9731
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Lockhart April 7, 1982

Oistiect Land Managnr

Midgland Gistact

New Mexico 011 Conservation Division
State Land Office Building

P. 0. Box 2088

Santa Fe, NM 87501

Attn: Mr. Dan Nutter

Dear Mr. Nutter:

Case 7510

Compulsory Pooling Application »
N/2 Section 10, T-22-S, R-32-E, N.M.P.M.
Lea County, New Mexico

A copy of the enclosed AFE was provided during the hearing held on March 31, 1932,

in the above-referenced case. At that timn you expressed a desire to see a further
breakdown of Union's AFE. I have enclosed a copy of our Drilling Well Cost Estimate-
Supporting Dsta which should satisfy your request. By copy of this letter, I am
also furnishing Mesa Petroleum Company with the same information.

Should you have any further questions, please advise.
Sincerely yours,
UNION JIL COMPANY OF CALIFORNIA
S Ay A

Lindaz H. Hicks
Landman

LHH:njd

Enclosures

xc: Mesa Petroleum Company
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*. -« [owision/sussiomany Authority for _penditure AUTHORITY NUMBER
- 2 Energy Resources %=
UNION OIL & GAS DIVISION d y
.ﬁ - Umon (o] 1) COmpanv o California 3 2‘/'057
..-@E REG.ON/OEFARYMENMY LOCATION ; ’ PATE
= Central Repgion/Operations Midlands Teixps ()1 1 3-8-82
: FURFORE L SUDGETED
A T T D I T 2R e e D:;5H%-‘ﬁ-’n?f'h‘oﬁ'f&:‘fz'cv‘"v’o ReFiAn Pves [ Jwo
OMN INVK 7 ENY Ol INVESYMENY
REQUIKED THIS PROPOSAL CALCULATED BY i AMOUNT REQUESTLED
RETURN ON y 0/ s
INVESTMENT o C 2; 310, 000

EXPENDITURE DLECRIPTION

To earn 40 net acres by farm-in, commit 240 net acres to a 320 acre unit & to drill
the DIPPEL ¥ED COMM WELL NO, 1, Divide Tenk Prospect, Lea County, New Mexico,

OPERATOR:" Union 0il Company of California (100%)
TYPE WELL: : Explcratory .

OBJECTIVE ZONE: Morrow |

PROPOSED TOTAL DEPTH: ©15,100°

TOTAL NET ACRES UNDER LEASE IN PROSPECT: 2277.49

DETAIL OF EXPENDITURE:

Locatjion Costs $ 63,000

Drilling Costs . 1,020,000

Casing Costs . , : 485,000

Outside Services 582,000
Supervision ‘ - 50,000 |
~ |

TOTAL AFE $ 2,200,000

Tangible $ 485,000

Intangible $ 1,715,000

Estimated additional cost if well is completed as a producer $ 465,000

. CHARGE
© COSYT CENTER ACCOUMY CODE c.] car. ADPITIONAL
:. anr, NUMBER u‘:"‘l' DEYAIL sus pEval | ::t’: AvTHORTTY INFORMATION D EXPENSE
: : I i ’
P H N
2|42 : i1 18I/l Ixool XX|3[21H01517 &) carirar
' ,h’!'s' : :
" ARE
-’Y‘"ARA'Y = ‘—'; WMADE BY - -3 -Vﬂ’ . -
WSW WSW JRE Material Transferred " $_ _ _ . _ _ _ _

L | & -
Q}@W Cash Outiay __ $.2,200,000

arfroven .
Contingencies 5.4 110,000
VS ‘ T TOTAL COST — 2,310,000
APFROVED Salvage (Pres. Vatue) (o)
P TITRp gy Chargeable to Others ___ % {__ [ S » )
NET COST s 2,319,000
COMPTROULER . EXECUTIVE COMMITTES - [ SECRETARY OR ASS'T SECRETARY) OATE AreROVED

oM 1320 (REV. 12-34) PRINTED W U.S.A.
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Authority for Expenditure - Foliow Sheet

(: Union Ol Company of nia A£E N
UNi®n 324057
fDepariment No. Departmen) Locstion Dste
.Operations Midland, Texas 3-8-82

LOCATION:
660' FNL & 1980' FWL, Section 10, T-22-S, R-32-E, Lea County, New Mexico.

REASON FOR EXPENDITURE:

To test a structural nose plunging southeastward from the Bilbrey Field
for stratigraphic entrapment of hydro carbons and to extend the Federal
lease or 120 acres vhich expires April 1, 1982.

PROPOSED CASING & FACILITIES:

13-3/8" c 500"
10-3/4" c 4800
7-5/8" c 12,900"
5" L 15,100’
2-7/8" T 14,800"

RECOMMENDED PROCEDURE:

Drill 17%" hole to 500'. Cement 13-3/8" casing. Drill 124" hole to 4800°.

~ Cement 10-3/4" casing. Drill 9%" hole to 12,900'. Cement 7-5/8" casing.
Drill 6%" hole to TD. Log & if productive, cement 5" liner. Perforate,
treat & complete using 2-7/8" tubding.
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DRILLING WEL( JOST ESTIMATE - SUPPORTING DATA (

kY

Dote

Shest One ol oS
[weLttnaneano__Dirpel  Eco Comm %/ FIELD WCe
DEVELOPMENT TO, EXPLORATORY TO__/3 joc PREPARED BY___ &3 1)
LOCATION
< ESTIMATED |SUPPLEMENT| REVIS WELL
| NATURE OF EXPENDITURE cosT 0 INumsER._ TO'!'AED L Tg?ff
LOCATION -TANGIBLE
a. Cottle Guords
b Stes! Plps Rocks
& Fencing
b, Other
TOTAL TANGIBLE Cop. Budg. Cot Exp, 32 $ 4 R |
. Cop.Budg.Cot.Dev 52 4 r)____ !g
& Surveying 0o o /
b. Surfoce Domoge Cloims K AA-X-)
¢ Bullding Rood & Locotion <4< ovn
d. Cellor 2S00
q",‘, & Mud Pits, Woler Pit, 8 ReservsPlt =KX=
8 {. Groveilng
g ¢. Chaon Up ‘
3 h. Other 2000
S |TOTAL INTANGIBLE Cop.Budg.Cot.Exp, 32 $ L3000 U 4 $ (3000
8. Cop.Budg.Cat.Dev. 52 |8 . $ $ "
TOTAL LOCATION ¢ $ 4 $ (3000
DRILLING CONTRACTORS CHARGES - INTANGIBLE
o. LumpSum$ —_ MIRUSO} 35000
b. Moveln doys ot3 4
¢. Footope Controty .ot
&. Doywork Contract_ /22 doys ms__Z.SQL__ 260002
doys ot}
9. Drilling Tools S Equipment Furnlshed by
Coniroctor s Additional Cost to Union ‘
1 t Third Partylobor & Cotering Services '
froTaL INTANGIBLE top.Budg.Cot. Exp. 33 § 2&; oop 1 ¢ ¢ 78%00>
; Cop.Budg.Cot.Dev.83 $ ¢ $ 4
'Y pmu.ms BITS ~ INTANGIBLE
§ o Diomond Bits ‘
o | b ConventionalBits. Drigt Compt 8o,cc0
% [TOTAL INTANGIBLE Cop.Budg.Cat Exp, 34 $ B8oce0 lf $ { 8o 000
§ ‘ : Cop.Budg.CatDev. 54 3 )
s PRILLING MUD & CHEMICALS - - INTANGIBLE ,
8|« Drilling Mud & Chemicals (bulk, sack, liquid) - 175'.000
g b. Crude Oil, Diess! Gii or Asphalt - :
§ [foT. INTaNGIBLE CopBudg.CotExp. 35 s /25000 1 $175,000 |
S CapBudg.Cot Dev, 65 t $ N
. |FUEL & WATER ~ INTANGIBLE
% a Fuel 70,0600
w | b Water 33,000 : ./
& [TOTAL INTANGIBLE CopBudg.CaL.Exp. 36 jos oo |§ } £5,000
% Cop.Budg.CotDev. 56 ¢ t s s
EQUIPMENT RENTALS - INTANGIBLE -
o. Blowout Preventers & Manlitold tDrilling Only)
b. - Dritl Pipe & Collors T3 Subs [ Kelly12 -
¢ Stobliizers O3 Dritling JorsTD Underreomer CJ 20,000
d. Automotic Driller I3 Kolly Spinnar 0
. o. Dagasser L) Desitter 20 Centrifuge 3 7 00
£, Automotic Mud Monltoring Equipment /31 (+3-%-3
¢. Personnel Sofely Equipment
h. Other ] .
[TOTAL INTANGIBLE Cop.Budg.Cot.Exp 37 $ So,coc |t [ $ 50,008
~ Cap Budg Col.Dev. 57 $ $ $- it M
W {SPECIALIZED DRILLING SERVICES ~ INTANGIBLE '
"Q | o Labor B Equipment - Conductor Pips
S | b Crews8Equipment o Ruh Cosing B Liners (S ee0
£ [ . Caning Testing 1nspection Service 1o vo0
S | d. Electrical Surveys Including Sid:woll Somples [ {20000
§’ . Cement & Comenting Services ' ‘_.25,.22&
S 1. Directiongl Surveys '
¢. Conventional Coring Too's & Sarvices (- X-2-X"] E
h. Dirsctiona! Drilling Yools & Operstor .
i. Abondtimen Cosi-Rentai Tools & Services, Ect. . “
i.- Mud Enginesr T3 Mud Logping Service - ‘ -
k. - Al m«.«we«wmm j
l. Formation Testing D.ST. T Wirsline Test D ‘ oo
m Pertoroting for Above Testing L - -
o. Misc.Contract Lébor avnldinp Sarvices . Soco | -
p. Other ) -
ITOTAL INTANGIBLE CopBudg Cat.Exp. 38 $ 272 coolt is
‘ ’ - Cap.Bugg.Cot.Dev. 58 ¢ $ Is -
—




DRILLING WELL cosT ESTIMATE -BUPPORTING DATA

Shes! Two ot 3

NATURE OF EXPENDITURE

ESTIMATED
€osT

SUPPLEMENT
NUMBER,_,

REVISED | WELL COST
TOTAL 8UD TOTAL

TRAKSPORTATION-PERSONNEL « INTANGIBLE
a. Alrplanes Drilling$ Completion$

b. Automoblles Drlilings _____ Complationd

TOTAL INTANGIBLE  (Drlifing)Cop.Budg.Cat Exp, 39

{Drilling)Cop.Budg Cat Dev. 69
(Completion)Can Budg Cot.Exp, 39

(Comploﬂvn)c - SudgLatDev. 59

Aol s

¢

$

3 L

-i’-

DRILLING & COMPLETION

6. Alrpiones Drifiing$ Comnplstion$

TRANSPORTATION:MATERIAL, EQUIPMENT, & SUPPLIES-INTANG'BLE

b. Trucking ormthBS,oooconps.gm (0000
¢, OtherEquip.  Drilling$_____ Compistion$

22 oDO

TOTAL INTANGIBLE  (Drlfling)CapBudg.Cat.Exp. 40
{Drilling)Cap.Budg.Cat.Dev. 60

(Complation)Cop Budg.Cot.Exp. 40

{Completion)Cop Budp.Cot.Dev. 60

s 35‘000

§_3gcoo
§

§ ‘/ooop

4o Lon hon j00-

DRILLING COST

CASING~ DRILLING-TANGIBLE
Zo Cofductor tLoth

bQA Surfocs___Soo ft.ot$

54" Intermediote__$- 800 tiat$
dJ_ﬁ"lnhrmudkﬂo 12 900 _totd

o __ "Liner trotd

{. Uiner Hanging Equipment

g Cosing Heads & Hongers

h Flooting Equip,Scrotchers & Centralizers
1. Drilling Spools
L Other

[TOTAL TANGIBLE
Cop.Bude.Cat. Dev. 61

Cop.Budg.Cot.Exp. 41

J.c.“

1 ¢8Socy
)

2ol St

DRILLING 8 COMPLETION

JUNANTICIPATED MAJOR DRILLING EXPENSE-INTANGIBLE

a. Controct Daywork

doysat
- b, Tools Lost in Hole
‘e. Circulating Flulds & Lost Circulation Materiol
d. Fishing Tools, Equiptnent, Services 8 Experses
¢. Tronsportation ~ Land, Marine & Air '
£ Outsido Engineering or Consulting Expense -
‘@ Directiona) DrillingTools, Equ:pmoma Stnrieos
h, Cementing Sa‘vb:-& et
1. Pumping Services
). Other - : :
TOTAL INTANGIBLE Cop.Budy.Cat Exp. 46
Cop.Cudgp.Cot. Dev, 6€

rn-f

L

_COMPLETION COST

: TOTAL TANGIBLE

CﬂS!NG* COMPLETION ~TANGIBLE

“Production fotd

o

a S "Liner 2790

—

¢ "Tie Bock

Hott Z2oL

d. Liner Hanging Equipment

-a. Fiating Equipment, Centealtzérs & Scratchers
t Cosling Hoodsal-lcmn L

Cop.Budp.Cot.Exp 42
Cop.Budg.Cat.Dev. 62

566

LLoeo .

/77270 —
‘ . . -

ORLG.8
COMI:!

COMPANY LABOR & SUPERVISION-INTANGIBLE _

a QWmﬁgaL Completiond 700C

TOTAL INTANGIBLE CopBudg.Cat Exp. 2:
CopBudg.Cat.Dev.

PRODUCT ION EOU!PMENT TANGIBLE

v —

Y% TuNnn_.&.\.B_‘:L__ﬂ“‘

*Tubing
tt.cﬂ

"nblm
‘b ____"Kill String tt o

3 Xmos"m-mwﬁuwﬂwm
& Pumping Unit, Rods @ Pump

. Pockera, Retsiners, Biast Joints

t Londing Nipples

0. Gos Lift Mondreks & Voives
h Other o
TUTALTM!LE Cap.Budg.Cat. Exp. 45
Cap.Budy.Cat.Dev. 65

E-

Lo

‘| TOTAL INTANGIBLE

- ODHPLETlON FLUIDS ~INTANGIBLE -

o.  Compietion Fluids & Chemicols
Cep. Budc.cm.&ads

céa(ﬁ&;im# cosr

Cop.Budp.Cot Dov. 63

[0 -

Hele
Ik
[ 1)

LI
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DRILLING WELL COST ESTIMATE - SUPPORTING DATA Sheol Throeot 3
NATURE OF EXPENDITURE ESLoer = [Nz AL
PLET! - INTANGIBL
?w&o%,&_wﬁmt /Soc 2/ 000
b. Rsritol Completion Tools:
Biowout Preventers & Monltolds o0
Drili Pips, Coliera, Kelly & Subs
Posar Tublne Tengs U0 Scropers B
Retrievoble Cemsnters B Bridpe Plups
Rento) Well Testing Equipment L00
. Driil Stem Testing Equipment
~ & Cosing Crews & Equipmenr? é’)ﬂo
8 | <& Cemnt 8 Comenting Services (Cosing) /2000
O | e. Eisctric Logging (Inside Casing) 5000
X | 1 Pertoroting 0,000
~ ©  Squesze Cementing Services & Cament .
; h. Acidizing, Frocturing B Swobbing 50,0060
‘X 1. Grove) Pocking
.8 | } Tubulor Goods Testing & Inspection Smoh
) k. ExtroControct Labor 8 Weiding Services 3040
. Other
TOTAL INTANGIBLE Cap.Budg.Cat Exp. 44 8 s 9000 | )
o Cop.Budg.CotDev. 54 $ [ $ N
PRODUCTION FACILITIES - TANGIBLE -
8. Surfoce Production Equipmant 8 icteriat 000
b. Comstruction GCost-L.obor, Tools, Etc. LL2eoD
¢. Egquipment Rentais T
TOTAL TANGIBLE Cap.Budg.Cat.Exp 47 - §_ s 20000 8 8
Cop3Sudg.Cat. Dev. 67 ) ) $ ]
| MISCELLANEOUS - INTANGIBLE D
.5 1 2 Urlliing Permits —
‘S| b Insuronce Premiums
o | ¢ "Other" Sorvices & Supplies e 1=
¥ |TOTAL INTANGIBLE Cop.Budg.Cat.Exp.48 s $ $ 3
S Cop.Budg.Cat.Dev. 68 ¢ ) ) 4
— /69 ,eon
, o DRILLING  |COMPLETION |TANGIBLE ~
TOTAL DRY HOLE COST T N == T
i DRILLING AFE.____2& s ¢ s ¢

-“YOTAL EXPLORATORY _ - S

DRILLING uﬁa__z_’_é_f_i_,gm_

TOTAL DEVELOPMENT _
DRILLING AFE.__:
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STATE OF NEW MEXICO
ENERGY AND MHINERALS DEPARTMENT
OJL CONGERVATION DIVISION
STATE LAND OFFICE BLDG.

SANTA FE, NEW MEXICO
31 diarch 1982

EXAMINER HEARING

IN THE MATTER OF: .

Appl.ication of Union 0il Company
of California for compulsory pooling, CASE
Lea County, New Mexico. 7510

BEFORE: baniel S. Nutter
TRAZSCRI™E Gy 1IEARING
APPLEARANCES

For the 0il Conservation W. Perry Pearce, Esqg. ‘
‘Division: Legal Counsel to the Division
' State Land Office Bldg.
Santa Fe, New Mexico 87501

For the Applicant: . James T. Jenninge, Esq.
' JENNINGS AND CHRISTY
P. 0. Box 1180 _
Roswell, New Mexico 88201




L7 .

10
11
12

13
14
15

16
17
18

19

STATEMENT BY MR. JENNINGS.

APPEARANCES

For Mesa Petroleum: ‘ William F. Carr, Esqg.
: CAMPBELL,, BYRD, & BLACK P.A.
JEFPERSON PLACE
Santa Fe, New Mexico 87501

and
Steven C. James, Esq.

MESA PETROLEUM CO, v
Vaughn Building -~ Suite 100C

3 N -
- Midland, Texas 79701
L n o noE
L i
= v
y ,‘ :
& 5 ,

LINDA HICKS i
ﬁitééélEkéﬁihatibﬂ?Sy Mr,'Jénnings S 5
Cross Examination by Mr; Nutter o 12
Cross Examinaﬁionvby Mr. James . \-‘,leﬁ
DOUGLAS A. SEYLER
Direct“j;xamiﬁatiﬁéﬁ by Mr. Jennings 17
Ciossfﬁgami;atiéﬁjgf Mr, éé?r: » e ‘25;»

Redirect EXamihéti6h~b§7Mr; Jennings [J3Q

STATEMENT BY MR. CARR

13
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APPEARANCES

For Mesa Petroleum:

INDEX
LINDA HICKS
Direct Examination by Mr, Jénnings 5
Cross Examination by Mr. Nutter 12
Cross Examination by Mr. James » 15
DOUGLAS A. SEYLER
Direct Examination byiMr. Jennings 17
Cross Examination by.Mr. Carr | 25
Redirect Examination by Mr. Jennings | ‘ 30 .
| h 31

STATEMENT BY MR. CARR

'STATEMENT BY MR. JENNINGS.

William F. Carr, Esq.
CAMPBELL, BYRD, & BLACK P.A.

- JEFFERSON PLACE

Santa Fe, New Mexico 875C1

and

Steven C. James, Esq.

MESA PETROLEUM CO.

Vaughn Building - Suite 1000
Midland, Texas 79701

».f\“

Tamie Y I A e RIS ;?Mf:z:':g FEi s
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Union

Union

Union

Union

Union

Exhibit

Exhibit

"Exhibit

Exhibit

Exhibit

BExhibit

one, Plat

Two, AFE

Three, Operating Agreement
Four, Keturn Receipts
FPive, Structure Map

Six, Cross Section
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- MR. NUTTER: Call next Case Number 7510.

MR. PEARCE: The application of Union

0il Company of California for compulsory pooling, Lea County,
New Mexico.

MR. JENNINGS: I'm James T. Jennings,

Jennings and Christy, appearing on behalf of the Bpplicant,

Union 0il Company of California, and we will have two wit-

nesses.

MR. JAMES: lir. Examiner, I'm Steve James

appearing on behalf of Mesa Petroleum Co. Bill Carr, my

local counsel, is somewhere nearby also éppearing on our

behalf.

(Witnesses sworn.)

MR. NUTTER: Call for'apgéarances.

MR. CARR: May it please the Examiﬁer,x
my name is William F. Carr, with the law firm Campbell, Byrd,
and Black, P. A. of Santa Fe. I'm appearing on behalf of
Mesa Petroleum Comppany and also appearing today in associa-
tion with Steven C. James, attorney for Mesa from Midland,’

Texas.

MR. NUTTER: Go ahead, Mr, Jennings.

.l




—
ol

ek

W N

10
11
12
13
14

15

16
17

18

19

21
22

B % v

LINDA HICKS
being called as a witness and being &uly sworn upon her oath,

testified as follows, *to-wit:

D1 RECT EXAMINATICNH
BY MR. JENNINGS:
Q ' Would you please state your name and
ﬁccupation, prlease?
A . My name is Linda Hicks. _I'm employed as

a landman with Union 0il Company of California.

0 How long have you been so employed, Ms.
Hicks?

A Tomorrow will ke two years.

Q Are you familiar with the épplicatién

that has been filed herein?

A. ‘ Yes, sir, I am.

Q. Generally what is the pufpose of this
application?

_A. This application is-to,compulsorilyvpééi

the mineral interests in the Wolfcamp, Cisco Canyon, Strawn,
‘Atoka, and Morrow formations, north half of Section 10, Town-
ship 22 South, Range 32 East, Lea County, New Mexico.

Q

What type of well do you propose to dri




««««««

o

2 23R

A We propose to drill a Morrow well, 15,10
foot Morrow well.

Q I hand you what has been marked Exhibit,
Union Exhibit Number One, and ask you to identify that,

A. This is a land plat, showing ownership
of the acreage involved in fhis hearing. |

Q What acreage does Union own in Section
1072

A In the north half of Section 10, which
is what we're pooling, or ——‘ -

0 Well, vou can -- north half fifst and
then the rest of the section.

A. Okay. The north half of Section 10,
Union owns the northwest gquarter and the south'half‘of the
northeast Quarter, for a total of 240 acres. And we also
own all but thevh— all but 40 acres in the south half of
of Section 10.

0 Where do you ~- where is the location
of the proposed well?

A The well is located 660 feet frém the
north line and 1980 from the west line.

‘Q And you propose to.pool the north half4

of the section.

a Yes, sir.
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Q Is that a standard location?
A, Yes, sir.
0 Who are the other owners under the north

half of Section 10?
A. MTF Limited Partnership owns the north

half of the northeast quarter, 80 acres.

Q What is the relation, to your knowledge,
between Mesa and -- Mesa Petroleum Company and ?'TR?
A My understanding is that Mesa serves as

operator, and this acreage was under Mesa's ownership and
was recently assigrned to MTF Partnérship.

Q What's the nature of your acreage under
the north half of Section 10, Union's acreage?

A What is the nature of it?

Q. Yes.
A It's Federal acreage. All of the north

half is Federal acreagé.

Q ‘ Ms. Hicks, what efforts -- or have ygu
made any efforts to communitize or to pool the north half of
Section 10?

A. Yes, sir, we have, We have contacted
Mesa Petroleum on behalf of MTF Limited Partnership,’and wé

offered them a communitization agreement and sent them a copy

of our AFE for this well and our proposal to drill this well,}

e
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ant at this time we have been unable to come to some type

of agreement.

0. You haven't been able to work 6pt any
satisfactory arrangement?

A No.

0. And is -- what's the expiration date of
the lease on which you're drilling up there?

A 4-1-82.

0. I hand you what has been mafked as Union
Exhibit Two, and ask you to identify that and tell us what
it is.

A, Exhibit Two is a copy of our Authority
for Expenditure, better known as AFE, for the driliing of thi
well.

Q What does it -- what does this AFE show
the cost of thé well to be?

a, It shows a dry hole cost of -- a dry
hole cost of $2,200,000, and -~ excuse me just a second.

No, I'm sorry. $2,310,000 for a dry hol
cost and a producer cost 6f $2,275,000.

Q Did you submit a copy of this AFE to
Mesa? |

A : Yes, sir.

f*2a

pY

Q Are you familiar with‘well costs in the

N
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area?

the area?

this well

entered into with other operators for similar wells in the

\Q

area?

Union's Exhibit Number Three, and please identify it.

drilling of this well, covering the north half of Section 10.

No.

A.

o

A,

0

1l Well?

A

0.

to the other

elected to partiCipate we would have provided them a copy.

‘A,

¢

in the AFE in line with the AFE's which you've

working

You will ﬁrovide them one today? lj'

Yes, sir.,

Has Union participated in other wells in

Yes, sir, we have.

In your opinion is the proposed cost of

Yes, sir, it is.

Please refer to what has been marked
This is an operating agreement for the
Is this the Dipple (sic) Federal Com

Yes, sir.

And provides for the initial test well.

What ~-- have you fﬁrnished a copy of this
interest owners?

No, sir, we have not. We ~- if they had

i

F
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10
A “Yes, sir, I sure can.
Q. B What have you requested as your overhead
costs in this operating agreement?
A We've requested a drilling well rate of

$3782 and a producing well rate of $412., Those are monthly
rates.

0 Are you familiar @ith other operating
agreements thch Union has operatea covering wells -~ or has:
executed with other operators covering wells in this same
general area?

A Yes, sir.

Q Are the figqures which are set forth in
this operating agreement in line with those which have been

charged in other operating agreements in the area?

A. . I believe so.
0 And in your opinion are they reasonable
chqrges?
. A. They are reasonable,
0 : Do you have a nonconsent clause in this

operating agreement?

A Yes, sir, we do.

0 What does it provide with reference to-’
£heﬁnonconsent - |

A 300 percent drilling cost. You don't
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care fcr me to read the --

0 No.
A ~-- whole paragraph?
0. No, I don't believe so.

MR, JENNINGS: 1 believe that's all we
have of this witness.

Mr. Examiner, I overlooked one thing.
If I could ask another question?

MR. NUTTER: Yes, sir.

0 Ms., Hicks, have you contacted all of the
working interest owners énd the royalty, overriding royalty
owners under the north half of Section 10, and notified them
of this -~ of the'hearing and of your intention?

A, I have contacted those I felt it was
necessary to contact. The only other working interest is
MTF Limited Partnership. Yes, thé& have been contacted, and
there are sbme overriding royalty owners that I did not con-
tact becahse we have authérity to pool their interest in our
assignment or in Mesa's assignment.

Q I hand you what has been marked as Union
Exhibit Number Four, and ask that you identify ;hét and tell
us what it is.

A This is a letter dated March 10, 1982,

to: Ms. Florene Davidson, listing the parties I sent an ap-
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12
plication to, an application for compulscry pooling.
Would you like me to read the names?
0 You might recad the names.
A. Mr. and Mrs. C. E. Strange, Bank of
America, Mr. Donald Dipple, and MTF Limited Partnership.
Would you like me to identify who these
are?
0. Do you have the return cards for all the
letters that you‘sent?
A ~ Yes, I do. I have return receipts capds
for the letters I sent these individuals. . -
0 , Indicating that a;; those persons re-

ceived the notice?

A Yer | .sirx.
0 And the application?
A. Yes, sgir.

MR. JENNINGS: fThat's all, Mr. Nutter.

CROSS EXBMINATION

BY "MR. NUTTER:

Q. Ms. Hicks, now is there any other workin%
interest owner in the north half of Section 10, other than
MTF and Union?

A. No, sir.
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Mesa's Division Manager, which reflected an earlier conversa-

tion between our Distridt Landman and Mr. Causey, informing

13
0 So you control 100 percent of the working
interest under the green portion of the north half of Section
10, as shown on Exhibit One?
A Yes, sir. 240 acres, which would be a
75 percent interest.
0. Well now, this model form unit agreement}

operating agreement that you have with the charge for overhead

and the charges for portion of costs of drilling, and so
forth --

A Uh-huh.

Q. AIt hasn't been agreed to by anybody but
Union, then, has it?

A. ACorrect." WE have not Yurnished a copy

to Mesa because it is my understanding they do not choose to

poie

participate. Wc did say if von want to participate we wili
send you a cop?.

0. Now would you go through a little more
the détail»bf the efforts that you have made to form a com-
munitization with Mesa or MTF?

A I believe our first contact was back in

February of -- February 1llth, '22. A letter was written to

them of this -- our proposal.
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Q Mr. Causey is a Mesa man?

A He's Division Manager, I believe.

And- an AFE was sent to Mesa at that time

Q Was it this same AFE that you --
A It was an earlier AFE.
Q. Was it on the same form that you've got

your AFE hére?
A Yes, sir, uh-~huh.

MR. NUTTER: I don't know if this is a
customéry AFE for Union Oil'écmpany,’but it seems ﬁo me it
lacke in detail quite a bit what we normally see as AFL's.
There's no breakdown whatsoever oé ihe various ‘charges and
costi on here.

I wonder if you could submit us a more

E

detailed AFE?

MR. JENNINGS: I think we can.

MR. NUTTER: Because normally there is
a breakdown.

A This is standard. This is standard of

what we send out to partnersd.

MR. NUTTER: I hadn't seen such a brief
AFE before, that's my problem. |

| So if you cguid give us a mb#e —-'al;ita

more detailed breakdown as to --

5%
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"BY MR. JAMES:

MR. JENNINGS: Mr. Seyler --

MR. NUTTER: ~- costs and charges.

MR. JENNINGS: Mr. Seyler has that and
he’s the next witness, so if you'd like it right‘now, we'll
get it for you.

MR. NUTTER: No, that's all right. 1
just need some substantiation of these costs and charges.

0 Now, Ms. Hicks, you also mentionad that
the 1eaée would expire on the anniversary of the date of your

employment with Union.

A. I don't know what significance that
bears.

4] . It means you'd better do something’quick.

A That's Fight. .

Q Or do you have the well drilling now?

A It will be drillihg today.

0 It wili? oOkay.

MR. NUTTER: Are there any other questions
of Ms. Hicks?
MR. JAMES: T have.

MR. NUTTER: Okay.

CROSS EXAMINATION
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16
0. Union was offered a farmout of MTF's
aCreage, was it not?
A That's correct,
0. Ahd I believe MTS offercd Union an 80

percent net revenue interest in MTS's lease with an override
reserved to MTS and a right' to back in after pgyout of costs,
is that correct?

A - 50 percent backin.

0 50 percent backin. But Union wanted cost
plus 100 percent penalty before the well would pay oﬁt?

A Yes. We countered your farmout offer
with a 200 porcent payout before Mesa would back in.
| Q  ‘» For that amount ybu wouid have been
wiiling to take Mesa's farmout and risk your - I'm not sure;
I have,the correct figure here, but $2,300,000 on the well?

A, | We countered with that offer and I assum%
that offer, we would stand by, yes.

0. I'm not yet suréwfrom the‘teétimony,
maybe it will become clearer, but I suppose you're asking
the/Commission today to impose a stiffer penalty thén the
one you would admittedly imbose on MTS if, if MTS would agree
to it?

A, I believe our application calls for a

200 percent penalty, in addition tovreturn of 100 percent'cqej

I S et AL o
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MR. JAMES: fThat's all the questions I

have,

MR, NOTPER: Are there any further ques-

tions of Ms. Hicks? She may be excused.

DOUGLAS J. SEYLER
being called as a witness and being duly sworn upon his oath,

testified as follows, to-wit:

DIRECT EXAMINATION
BY MR, JENNINGS:
Q Would ;ou state‘your name, piace of res-
idence, and occupation?
A A My name is Douglas J. Seyler. I am tﬁex

o

District Exploration Geologist for Union 0il in Midland,

0. How long have you been associated -~ havg
you previously appeared and testified before this Commission?

A, No; I have not.

0. Have you previously appeared and testi-
fied before any>other similar commissions‘in other states?

A. Yes., I have testified before theiCorporv

ation Commission in Oklahoma and been certified as an expert .

witness.
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0. Mr. Seyler, what are your educational
qualifications?
A, I've a Bachelor's degree and Master's

degree in geology from Michigan Statquniversity, and subse~
quently I've been eMpleed as a geologist with Union 0il for
seven and a half years.
’Q wa long have you been employea in the
Midland area?
A I've been in Midland for one year.
>MR. JEN&INGS: ‘Wéiéehdér éhe witness as
qualified.
MR. NUTTER: The witness is qualified.
Q Mr. ‘Seyler, are you familiar with the
application filed herein on behalf of Union?
A, Yes, I am.
") Would you state just briefly the general
nature of your ;pplibatioﬁ’and what you propose in it?
A our application is for péoling of the
wolfcamp, Cisco, Canybn, Strawn,‘Atoka, ang Morrow;formations

for the drilling of a 15,100 foot test at the location that

w as previously stated, 660 from the north’and 1980 from the
west in Section 10, of 22, 32.

0 Please, Mr. Seyler, please refer to what

s

TG '-,‘."~7‘~ et oy
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2 and tell us what it is and then explain it.
3 M Exhibit Number Four --
4 0 Five, I'm sorry, Five.
5 A. Okay. Exhibit Number Five is a structure
6 map on the top of the Caddo,‘which is a lower Strawn member.
7 | The map shows the wells in the area of the pfoposed test,
8 along with Union's acreage colored in yeilow.
9 I'd like to --
10 Q. Before you get -- does this map generallﬂ
11 show the development in the area?
12 A Yes. This shows the wells that are pro-
13 ducing in the area, the‘maééed area.
14 | Q Would you locate the various wells in
15 the area and indicate the onéSvin which Union has participatefl
16 | and aiso tell us about the nature and extent of production
17 from those welis?
18 A, Yes. Union is a non-operating member

19 of‘tﬁe Bilbrey Unit, of which Getty is the operator. This

20 unit is outlined in solid red on the map. The Qiscovery well
21’ of the unit was the Getty No. 1~32 State. This well was com-
22 pleted in February éf 198i; had an initial potential of 1.243

23 million from the Morrow. Cumulative as of January, '82, is

24 378,487 Mcf, plus 3448 barrels of condensate.

25 The next well that Getty drilled wasthj -
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Athé next section to the north was completed in February of

20

No. 1 Bilbrey 4 Fed Com, which is in Section 4 of 22,32.
This well has just been completed for 490 Mcf of gas per day,
plus 9 barrels of water. They've just started flowing it int¢
a sales line and tests so far, the last coupie of days, have
been around 350 Mcf a day.

The Bilbrey No. 1 -- or the Getty No. 1
Biibrey 5 Fed Com, in Section 5 of 22, 32, has just been TD'ed.
Getty elected to run pipe on that well. There's bheen no
testing to date. |

Now, down 3in Section 25 in the south --
in the lower ;ighthand corner of the map, the Gulf No. 1-A
Covington was compieted in 8 of 75 for a calculated open flow
pf 1.733 million from the Morrow. It's cumulative as of
January, '82, is 305,140 Mcf.

The Grace No. 1 Federal 20 iﬁ\SeCtioﬁ
2G of 22,’32; was completed in October of 1973. It's calcu-
lated open flow was 4945 Mcf from the Morrow. Cumulative |
as of:1 of '82 is 504,806 Mcf,

Lastly, the Grace No. 1 Federal 17 in

'75. It had a calculated open flow of 570 Mcf from the Morro#

and it produced 204-million cubic feet of gas before abandon-|

ment.

Obviously, from this -- these -—.tha'lgd‘f
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production of the wells in the area, this is a rather high
risk play, because of the poor performance of the wells to
date; however, we feel;;hat it is Qorth Qs drilling.
QO Mr. Seyler, would you refer to what has
“been marked as Union Exhibit Number Six and let's put it out
on the -
2 Yeah, 1 apologize for the size of this
thing. It's a little unwieldy.
0. You might identify that and explain it.
A. Exhibit Six is a northwést/southeast
stratigraphic cross section, which is marked in red on Exhibit
Five.
The section is hung on the to§ of the
Atoka. It shows no structure, strictly stratigraphic rela~
tionships.
The three wells represented on ithe cross
section are on the lefthand side the Getty No. 1—32(State,‘

which was the discovery well of the Bilbrey Field.

The second well is the Getty No: 1 Bilbr#y

Fed Com 4, which as I said, has just béen completed, and the
well on the far right is the Gulf No. 1-A Covington.
Shown in yellow are some prorated sand

zénes within the Atoka and various members ofqthe Morrow.

T L T

Of course, with the nature of the Morrow, this is highly con-~
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22.
jectural. The most important point to see, though, is that
going from the two Getty Wells in the northwest to the Gulf
well in the southeast, there is a marked reduction in the
number and thickness of the sands in the Morrow, as well as
a loss of Atoke 'sand.

The perforated intervals in the three
wells-shOWn here are colored red in the centgr depth track
of each 1log.

o This loss of sand illustrated on this
cross section is one reason why we feel this ;s a fairly
higﬁ risk play and warrants a rather stiff pen;lty. We
Qould recommend a 200 percent penalty in this ééée{

0. Mr. Seyler, could you expléin, is there
any reason for locating the well in thé north half of Section
107

A The weil‘is 1oc§ted in the north half
of Section 10 becauée it is our opinion that our best loca-

tion was to be as close to the north line as we could get.

bl

'In order to do that, that dictated a laydown 320-~acre pro-

ration unit.

0 Mr. Seyler, in light of your examination
of the area and your familiarity with the:érea, how would
you evaluate percentaéewise the risk faCtor’in»conﬁection-~

with this well?
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2 R, - As far as the penalty that should be --
3 Q. No, no, as  to chance of -~-
4 A W Well, based on the production in the ares
5 and the likelihood of payout of the wells in the area, I
6 would -- I would think that the chances of a commercial well
7 are probably about one in four, something like that, b2sed
8 on the history of‘the area.
9 : 0.  In light of all the factors con;:érned,
10 do you have an opinion as to what would be a reasonable risk
11 factor in connectior with the drilling of this well?
12 A. Yes. It's my opinion that a 200 percenﬁ.
13 penalty would be a.teasonablé risk factor, '
4 | Q. Mr . Seyler, will ti‘se pooling of this
15 | acreage involved -- aveid the dri‘/lli'ﬁg‘of\mnec‘essary wells
16 and enable each >of the working interest owners to obtain his
17 fair ‘share of the hydrocarbons?
18 A Yes',:' it will.
19 o Will it avoid a considéfabie“amount of ’
28 unnecessary cost?
21 A Yes; it will. i
2 0 In your opinion will the correlative F
23 rights of any of the other oper‘étors be impaikred by the drillﬂnq_:
A of this well? | |
25 A No. ’




10
11
12
13
14
15
16
17
18
19

21
22

£ 8

24

0. Will the granting of this application)
be in the interest of conservation and prevent waste?

A Yes.

0. Mr. Seyler, I believe when Mr. Nutter
was questioning Ms. l{icks, he made reference to some more
detailed figures on the AFE. Do you have any information
concerning this?z?

A Yes, f do. Now, first let me state that
this is a customary Union AFE. This is what is sent in all
cases to paftners.

We have substantiation available, if
necessary, but this is the normal thing that is‘sent. T |
have a copy of thne workup sheet for this ~- no, I have a
copy of a workup sheet for the AFE that was sent in late
February. I see I don't have a cdpy of the shéét’fof £his
latest AFE. It reflects the order of magnitude of the num-
bers, but it doesn't have the exact numbers on the latest
AFE, and I can provide you with this, if necessary, or we can
send you a current workup, if that is -~

MR. NUTTER: if I might just see that,
just to see what the format is there.

A, Okay. |

MR. NUTTER: Now, Mx. Seyler, this is

the type of thing, information, that we would'waht, so if angi

3

D e e iy %{>§j{%§éxﬁf’ e
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1
L : \
g. - 2 order issues from this hearing approving the compulsory
3 pooling, the reguirement would be that after the order is
4 entered and prior to drilling of the well, that an AFE be
5 submitted to the Division and also to any working interest
6 owner, an up-to-date, new AFE.
7 A Uh-huh.
8 , MR. NUTTER: So when that is submitted,
9 if it would be in this format.
10 A, Okay.
11 _ MR. NUTTER: With the cove sheet, or
12 the summary sheet.
13 A The summary sheet, all rigﬁt.
14 MR. NUTTER: That would be fine. We
15> won't need this, then. Thank you. é
16 Q Do you have anything else that you wish ;
17 to offer into evidence? %
18 | A No. ‘;
19 MR. NUTTER: Are there any questions of g

20 Mr. Seyler?

21 MR. CARR: I have several.
22
23 CROSS EXAMINATION

b

BY MR. CARR:

0

0 ~ Mr. Seyler, what formations are you

&

,)‘

3
2
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counter something unexpected?

seeking to pool, other than the Morrow?

A We're seeking to pool the Wolfecamp, Ciscd,

Canyon, Strawn, Atoka, and Morrow.

0. Is there any production from any of the
formations other than the Morrow that you're seeking to poo.

in the immediate area?

A. Not in the immediate area. The Atoka
has had some -- there were some shows from the Atoka in the

Bilbrey wells but it has not been tested.

0 So the only reason you're including thesg

others is just on the off chance that you do happen to en-

A. Yes. These are the éones that if we en-
countered something we feel fhat it would be gas production,‘
and they would need to be within a pooling of this nature.

Q Izbclieve on your Exhibit Five you indi-
cated that there were a number of wells in the area surroundil
the propcsed location from which Morrow productioﬁ’has been
obtained.

A Yes. -

Q I'm not working with a copy of the ex-
hibit, ‘'so sort of ride with me on these questions.

A Okay.

ng

0 ‘ Are there. any dry‘holes indicated in
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that area?

A There are dry holes to the north, the
north end -~ in fact, I can --
0. Are there dry holes between any of the

wells which you referred to and discussed in this exhibit,
and the proposed location?

A - There are no wells that were abandoned
without any attempt to produce.

Q So your concern here is not -~- is the
reason for presenting this exhibit is that the wells were

of poor quality in your opiriion?

A ' Poor quality and --

Q Not that you did not encounter the Mor-
row?

A, That's true.

Q Is structure of any importance in deter-

mining whether or not you are able to make a successful Mor-

row completion?

A We don't feel that structure =-- that

5 5urrent structure control the distribution of Morrow or Atokd

producing zones. However, I'd rather be high in any particu-
lar producing zone than low, because there is a potential

for water.

Q Are you loOking»actuallyffbr sand body,
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north and west that appear on your cross section?. o _£ o

28
not particularly strﬁcture? That's the point of my question,

A That's correct. .

0 And I believe your Exhibit Six, your
cross section, showed that the sand bodies do correlate over
a rather large area; that-the same sand stringers do appear
down in the well in Section 25 that appear also in the area
that's really the subject of this application?

A A few of them'do. Quite a number of the:
are not present in the well in Section 25 that are present

in this area upkhere, and this well had -- was a very poor

guality well.
And we feel --
0 Now you;re talking aboﬁi”the -
A This is the Gulf Covington well.
We feel that this is indicating that the overall quality of

the Morrow and Atoka interval is deteriorating in this

direction here.

0. . _As you move to the southeast?
A As you move to the southeast.
. Q How close is the proposed location to

this Covington well?
a. Approximately three miles.

0 And how close is it to the wells to the |

2
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A Oh, a little over a mile to the No. 4;
the Bilbrey No. 4, and a little over two miles aWay from the
No. 1-32 State.

Q Sd the well is ~- the proposed location
is actually closer to the wells that show the better sand
development than to the Covington well?

A That's correct.

0 What percentage, just for my own infdrma—
tion, ig all the acreage shaded in dgreen in the north haif,
owned‘by Union? 1In the north halrf of Section 10?

A, 100 percent interest, I believe so,

é S0 you represent a very substantial por-
tion of the working interest in this prospect?

A | Yes, 75 perceént.

Q And you indicated that:in your»opinion
the 'chance of making a commercial well was only cne in four,
is that right?

A, Yes.

0. 'And your management elected to risk
$2,000,000 pius on an énly one in four Chéhcg of makiﬁg a
commexcial well.

A, Yes.

MR. CARR: I have nothing further.

‘MR, NUTTER: Are there any further quesﬁ;»
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tions of Mr. Seyler?

MR, JENNINGS: Yes.

REDIRECT EXAMINATION
BY MR. JENNINGS:
0. Mr., Scylexr, were Bxhibits RNumber rive
and Six prepared by you or under your supervisgion?
A, Yes.
MR. JENNINGS: Mr. Nutter, before -- do
you have a question?
MR, NUTTZER: No, I don't have any ques-
tions.
MR. JENNINGS: I would like to make one
further observation, if I might, at this time.
MR. NUTTER: All right.
MR. JENNINGS: I think in the course of
Ms, Hicks' examination, the Examiner asked her to govinto the
negotiations with Mesa, and she got into it and then +took
another course and didn't get to complefe that and iflyouQWOul
like to explore that further with her, or I will, if you pre-
fer.
| MR. NUTTER: Well, she got. to the point

where she said there had been correspondence aﬂd rejection

d

| from Mesa of the proposal. -

U vt e
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will take care of it.
may be excused.

and we would like to

inclusive.

Exhibit Six?

A,

two of them. I thought you hadn't discussed one. I guess

you did.

Mr. Carr?

witnesses.

with that statement,

I think the evidenqe

.pleasé?

MR. JENNINGS: That's ~--

MR. NUTTER: And I think that probably
Any further questions of Mr. Seyler? Lle

MR. JENNINGS: We have nothing further

offer Exhibits Numbers One through Six,
MR. NUTTER: Mr. Seyler, did you discuss

Yes, that's the big cross section.

MR. NUTTER: Oh, okay, I was looking at

Thank you.

MR. NUTTER: Do you have any witnesses,
MR. CARR: No, we don't plan to call any

I've prepared a brief statement.

MR. NUTTER: Okay, would you'proceed

MR. CARR: May it please the Examiner, |

presehted_here thay shows that Union

e gy

L
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first préposed this well only about a month and a half aqo;
that we are here téday‘becauso tha leage i oxpiring, appar-
ently at midnight tonight; that nagoliationn were underway
and that as was apparent from the landman's testimony in the
course of these negotiations Unton had tndicated an willing-
ness to carry the interest of Mosa for 100 percent penalty.
They've appearced here hefore you today scoking a 200 percent
penalty., |

Wo pubmit that the evidence shows that

the arca, tho sujecel arca is surrounded by Morrow production

and that thovo are no dry holes batween the production, the
produGlng wolle in hho area, and the proposed location.

wWao woul:d submit also that the testimony
shows that the Morrow fands correlate wall over this afea;
that thao proposod woll is locatod in close proximity to the
bottoer Morrow wollg in the area.

Wa believe that a 200 percent riék ben—v
alty would ho oscessive and request that the Commission con-
gidor imposing a ponalty of 100 percent.

" MR, NUPTER: Thank you, Mr, Carr.

Mr. Jennings?

MR. JENNINGS: Weli,my only commeht ig
that if it's such a good deal, wé certgiﬁly_can't ﬁpderstand

why Mesa with all its great resources and all the wells'théyf;h

e B e € S R R A o
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drilling, would not be willing to participate, and particu-
larly if it's such a sure shot. And we don't think that in
a $2,500,000 well that a 100 percent clause would be adequate
protection for the risk involved to Union 0il, and if you
will also, the Examiner will look at the Exhibit Number One,
it would appear that the offset acreage to the rnorth,; the
160 offset north of this is owned by Mesa Petroleum Company,
and they're certainly going to get some benefit from the well
if it is good.

MR, NUTTER: ‘Thank you. Does anyone
else have anythin§ they wish to offer in Case Number 75107

We'll take the case under advisement,

-

{Hearing concluded.)
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drilling, would not be willing to participate, and particu-
larly if it's such a sure shot. And we don't think that in
a $2,500,000 well that a 100 percent clause would be adequate
protection for the risk involved to Union 0il, and if you
will also, the Examiner will look at the Exhibit Number One,
it v.volild appear that the offset acreage to f.he north, the
160 offset north of this is owned by Mesa Petroleum Company,
and they're certainly going to get some benefit from the well
if it is good.

MR. NUTTER: Thank you. Does ‘anyon;_a
el‘se have anything they wish to offer in Case Number 75107

We’ll take the case under advisement.

T T

(Hearing concluded.j
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CERTIFICATE
I, SALLY W. BOYD, C.S.R., DO NIIFNREBY CENTIFY that
the foregoing Transcript of Hearing before the 0il Conserva-
tion Division was reported by me; that the said transcript

is a full, true, and correct rccord of the hearing, preparecd

by me to the best of my ability.
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MR, STAMETS: Call next Case 7510.

MR. PEARCE: Application of Union 0il

Company of California for compuisory pooling, Lea County,

New Mexico.

MR. STAMETS: At the request of the

applicant this case will be continued to the March 31st Exa-

miner hearing.

(Hearing concluded.)
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STATE OF NEW MEXICO

ENERGY ano MINERALS DEPARTMENT

OIL CONSERVATION DIVISION

BRUCE KING POST DFFICE BOX 2068
GOVESNOA SYATE LAND OFFICE BUILDING
SANTA FE, NEW MEXICO B7501

LARRYEI&IE#OE April 15, 1982 1506) B27-2434

Re: CASE NO. 7510

Mr. James Jennings ORDER HO - R-B941

Jennings & Christy
Attorneys at Law
Post Office Box 1180
Roswell, New Mexico

Union 0il Company of Californis

Dear Sir:

Enclosed herewith are two ccpies of the above-referénged
Division order recently entered in the subject case,

Director

JDR/fd

Copy‘of oxrder also sent to:

Hobbs OCD X
Artesia OCD___ X
Aztec OCD

Other William F. Carr, S. C. James |




- STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
OII, CONSERVATION DIVISION

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

CASE NO. 7510
Order No. R-6941

APPLICATION OF UNION OIL COMPANY OF
CALIFORNIA FOR COMPULSORY POOLING,
LEA COUNTY, NEW MEXICO.

ORDER OF THE DIVISION

YRR £ 23 5 & ~ BN '\;I"’ -
gt iy § S D

lo1 -

This cause camé on for hearing at 9 a.m. on March 31, 1982
at Santa Fe, New Mexico, before Examiner Daniel S. Nutter.

NOW, on this 14th day of April, '1982, the Divisioh
Director, having considered the testimony, the record, and the
recommendations of the Examlner, and being fully advised in th
premises,

FINDS:

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

(2) That the applicant, Union 0il Company of California,
seeks an order pooling all mineral interests in the Wolfcamp:and
Penn formations underlying the N/2 of Section 10, Township 22
South, Range 32 East, NMPM, Lea County, New Mexico. :

(3) That the applicant has the right to drill and proposdgs
to drill a well at a standard location thereon.

(4) That there are interest owners in the proposed
proration unit who have not agreed to pool their 1nteres»s.

(5) That to avoid the drilling of unnecessary>wellsl to
protect correlative rights, and to afford to the owner of each
interest in said unit the opportunlty to recover or receive |
without unnecessary expense his just and fair share of the gas
in said pool, the subject appllcatlon should be approved by 3
pooling all mineral interests, whatever they may be, within sa 1 .
unit. = , ey
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Case No. 7510
Order No. R-6941

{(6) That the applicant should be designated the operator
of the subject well ard unit.

{(7) That any non-consenting working interest owner should
be afforded the opportunity to pay his share of estimated well
costs to the operator in lieu of paying his share of reasonable
well costs out of production.

(8) That any non- consenting working interest owner who
does not pay his. share of estimated well costs shouid have
withheld frcm production his share of the reasonable well costs
plus an additional 200 percent thereof as a reasonable charge
for tlie risk involved in the drilling of the well.

(9) That any non-consenting interest owner should be
afforded the opportunity to object to the actual well costs but
that actual well costs should be adopted as the reasonable well
costs in the absence of such objection.

(10) That foll‘“1ng determination of reasonable well costs,
any non-consenting w“fklng interest owner who has paid his share
of estimated costs s. ould pay to the operator any amount that
reasonable well costs exceed estimated well costs and should
receive from the operator any amount that paid estimated well
costs exceed reasonable well costs.

(11) That $3782.00 per month while drilling and $412.00 per|

month while,producing should be fixed as reasonable charges for
supervision (combined fixed rates); that the operator should be

authorized to withhold from production the proportlonate share

of such supervision charges attributable to each non-consenting
working interest, and in addition thereto, the operator should

be authorized to withhold from production the proportionate

share of actual expenditures required for operating the subject
well, not in excess of what are reasonable, attrlbutable to each
non-consenting working 1nterest

(12} That all proceeds from production from the subject
well which are not disbursed for any reason should be placed in
escrow to be pald to the true owner thereof upon demand and
proof of ownhership.

(13) That upon the failure of the operator of sald ‘pooled
unit to commence drilling of the well to which said unit is-

dedicated on or before June 1, 1982, the order pooling said unit“

should become null and void and of no effect whatsoever.

A e s

[N
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IT IS THEREFORE ORDERED:

. (1) That all mineral interests, whatever they may be, in
the Wolfcamp and Penn formations underlying the N/2 of Section
10, Township 22 South, Range 32 East, NMPM, Lea Ccunty, Hlew
Mexico, are hereby poolcd 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
June, 1982, and shall thereafter continue the drilling of said
well with due diligence to a depth sufficient to test the Morrow
»formatlon,

PROVIDED FURTHER, that in the event said operator does not
commence the drilling of said well on or before the first day off
June, 1982, Ordexr (1) of this order shall be null and void and
of no effecb 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 120 days after commencement
thereof, said operator shall appear before the Division Directoxy
and show cause why Order (1) of this order should not be
rescinded.

*(2) That Union O0Oil Company of California is hereby
designated the operator of the subject well and unit.

(3) That after the effective date of this order and within
90 days prior to commencing said well, the operator shall
furnish the Division and each known working interest owner in
the subject unit an itemized schedule of estimated well costs.

(4) That within 30 days from the date the schedule of
estimated well costs is furnished to him, any non-consenting
working interest owner shall have the right to pay his share of
estimated well costs to the operator in lieu of paying his share
of reasonable well costs out of production, and that any such
owner who pays his share of ‘estimated well costs as provided
above shall remain liable for operating costs but shall not be
liable for risk charges. g

(5) That the operator shall furnlsh the Division arf
known working interest owner an itemized schedule of actual- well
costs within 90 days following completlon of the well; that if
no objectlon to the actual well costs is received by the
Division and the Division has not objected within 45 days
follow1nq receipt’ of said schedule, the actual well costs shall}
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be the reasonable well costs; provided however, that if there ils
an objection to actual well costs within said 45-day period th
Division will determinhe reasonable well costs after public
notice and hearing,

A3

~(6) That within 60 days following determination of
reasonable well costs, any non-consenting working interest owndr
who has paid his share of estimated costs in advance as providgd
above shall pay to the operator his pro rata share of the amount
that reasonable well costs exceed estimated well costs and shaljl
receive from the operator his pro rata share of the amount that
estimated well costs exceed rcasonable well costs.

(7) That the operator is hereiy authorized to withhold tHhe
following costs and charges from production:

(A) The pro rata share of reasonable well
costs attributable to each non~consenting
working interest owner who has not paid
his share of estimated well costs within
30 days from the date the schedule of
estimated well costs is furnished to him.

(B} As a charge for the risk involved in the
drilling of the well, 200 percent of thc
pro rata snare of reasonable well costs
attributable to each non-consenting
working interest -owner who has not paid
his share of estimated well costs within
.30 days from the date the schedule of
estimated well costs is furnished to him.

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

(9) That $3782,00 per month while drilling and $£412,00
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
“attributabie to each non-consenting working interest, and in
addition thereto, the operator is hereby authorized. to
withhold . from production the proportlonate share of actual
expenditures requlred for operating such well, not in excess
of what. are reasonable, attributable to each non—consentlng
working interest.

(10) That 'any unsevered mineral interest shall be
-considered a seven-eighths (7/8) working interest and a

sty
H
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one-eighth (1/8) royalty interest for the purpose of
allocating costs and charges under the terms of this order.

{(11) That any well cousts or charges which are to be
paid out of production shall be withheld only from the
working interest's share c¢f production, and no costs o
charges shall be withheld from production attributable to
royalty interests. .

(12) That all proceeds from production from the subject
well which are not dishursed for any reason shall
immediately be placed in escrow in Lea 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.

(13) 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
¢ designated,

here:

ATE OF NEW MEXICO
O, CONSERVA N DIVISION

1 /.

—

JOE D,
Director
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. [Ovision/sUBSIOIARY ) AUthOl’l'tY fors ')enditure FUTHORITY NUMBER .
"""" Energy Resources !
UNION 0IL & GAS DI ION Union OB Company oi Catifornle 3 2{/‘05 7 l
U nisn ~ :
MEGION/DEPARTIENT : LOCATION DATE :
Central Region/Operations Midland, Texas 3-8-82 :
PURPOSE woo:no
:E‘;’l;:?‘{s"-"f ;":53":5%7&:5-.":";&5335'1'8"&-:.':.‘Ls? AL HT DEE?;5\;3&';%2:?&3“:;:‘;‘:&?"1"0"2:';5:: &vn D wo
REQUIRED YIS PROPOSAL CALCULATED BY AMOUNT AIQGUFSTKD
RETURNM ON % % $
INVESTMENT 2,310,000

EXPENDITURE CESCRIPTION l
To earn 40 ne: acres by farm-in, commit 240 net acres to a 320 acre unit & to drill B
the DIPPEL FED COMM WELL NO. 1, Divide Tank Prospect, Lea County, New Mexico. , 4

OPERATOR:" Union 0il Company of California (100%)
TYPE WELL: Exploratory
OBJECTIVE ZONE: ' Morrow R
PROPOSED TOTAL DEPTH: 15,100' ; :
TOTAL NET ACRES UNDER LEASE IN PROSPECT: 2277.49 S '
. wm:"m:. AITTER ! :
DETAIL OF EXPENDITURE: BEFORFE ¥ YAKANER T L :
: TV ‘\)[ Dl“’l Si01 : .‘ ‘
Location Costs . OlL CO\“ CRVAT 63,000
Drilling Costs %/DII/ EXHEIT NO. _,,511)20,-000
Casing Costs . e >SS/ 485,000
Outside Services CASE NO.__. £ =74 ‘
Supervision ; e S S5 AR ) 00 NI
TOTAL AFE $ 2,200,000 '
Tangible $ 485,000 :
Intangible $§ 1,715,000

Estimated additional cost if well 1is completed as a producer § ‘ '465,000

CHARGE

o COST CENTER ACCOUNT CODE o.] ear. ADDITIONAL :

AUTHORITY :

4 Py NuMsER B i DEFAIL sus perae | |eare. i £ INFORMATION D EXPENSE

[] [l ’ nlj R -

] s Al - b

' H o AN

2|H2 H S W <1VATA R [o,(0) (G camraL 7 :E
IS SN
& ,M » 3
H H
H H

ESTIMATE BY A.F E. MADE BY L XKD BY :w,

SW WSW JRH Material Transfened S o e
“ Y arr ;
Q/\L\w . ' Cash Qutlay $.2,200,000

réROVED ) b
Contingencies S.% 110,000
AFrmovED ‘ TOTALCOST - 2,310,000 .
AFPROVED — ' Salvage (Pres. Value) ST }

Chargeable to Others __% { ) (- : . }

SENIOR VICE PRESIDENT

- S NET COST 8 ‘s 2,310,000 °

COMPTROLLER EXSCUTIVE COMMITTRS -(sECRETAA Y OR A3S'T SECRETARY] Mvu f

| ----

FORM L2120 [REV. 12478]) FRINTED 1N US.A,



lon OII 1 I
Union Company o anls AF.E. NO.

Linion 524057

Depaniment No. Depariment Tocaiion ) Bate

Operations Midland, Texos - 3-8-82

LOCATION:

660" FNL & 1980' FWL, Section 10, T-22-§, R~32~E, Lea County, New Mexico.

REASON FOR EXPENDITURE:

To test a structural nose plunging southeastward from the Bilbrey Field
for stratigraphic entrapment of hydro carbons and to extend the Federal
lease on 120 acres which expires April 1, 1982,

PROPOSED CASING & FACILITIES:

13-3/8" ¢ 500"
10-3/4" ¢ 4800"
7-5/8" c 12,900°
5m L 15,100"
2-7/8" T 14,800"

RECOMMENDED FROCEDURE:

Drill ‘17%" hole to 500'. Cement 13-3/8" casing., Drill 125" hole to 4800°'.
Cement 10-3/4" casing. Drill 9%" hole to 12,900', Cement 7-5/8" casing.
Drill 6%" hole to TD. Log & if productive, cement 5" limei. Perforate,
treat & complete using 2-7/8" tubing. '




Divide Tank Prospect
LR/mj - 3/29/82

A.AP.L FORM 610
FORM OPERATING AGREEMENT —1956

MODEL
Non-Federal Lands
OPERATING AGREEMENT
- DATED
March 29 —., 19.82
'FOR UNIT AREA IN TOWNSHIP 22 South. . .., RANGE _~3_2_£as;4;u,2¢__*_,

iLea., ..~ COUNTY, STATE OF . New Mexico _

Section 10: N/2

DIPPEL FED. COMM. No. 1 Well

AMERICAN ASSOCIATIGN OF PETROLEUM LANDMENM
APPROVED FORM, AAPL NO. 610

MAY BE GRDERED DIRECTLY FROM THE PUBLISHER ’
. 5 . . >
KRAFTBILT PRODUCTS, BOX 800, TULSA 74101
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A.AD.L FORM 610

OPERATING AGREEMENT

THIS AGREEMENT, entered into this__29th _ day of___ .. _._Maxch , 19.82__, between
UNION OIL COMPANY OF CALIFORNIA - -

hereafter designated as "Opef‘étor", and the signatory parties other than Operator,

WITNESSETH, THAT: ‘

WHEREAS, the parties to this agreement are owners of oil and gas leases covering and, if so indicated,
unleased “mineral interests in the tracis of land described in Exhibit “A”, and all parties have reached an
agreement to explore and develop these leases and interests for oil and gas to the extent and as hereinafter
provided;

NOW, THEREFORE, it is agreed as follows:

_ 1. DEFINITIONS
As used in this agreement, the following words ar:id terms shall have the meanings here ascribed to
them,

(1) The words “party” and “parties” shzll always mean a party, or parties, to this agreement.

-(2) The parties to this agreement shall always be referred to as “ii"” or “they”, whether the parties be cor-
- porate bodies, ~partnerships,‘ associations, or persons real. »

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

(4) The term *“oil an‘d gas interests?' shall mean tinleased fee and mineral interests in tracts of land-lying
within the Unit Area which are owned by parties to this agreement.

(5)‘ The term “Unit Area"” shall refer to and include alY of the lands, oil and gas leasehold interests and oil
and gas interests intended to be developed and dperated for oil and ga§ purposes under this agr}eement.

Such lands, oil and gas leasehold interests and oil and gas interests are described in Exhibit “A”,

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

press agreement of the parties.
(7) All exhibits attached to this agreeinent are made a part of the contract as fully as though copied in full
o in the contract.
(3) The words “equipment” and “materials” as used here are SynonymOUS and shall mean and include all
oil field supplies and personal property acquired for use in the Unit Area.
2. TITLE EXAMINATION, LOSS OF LEASES AND OIL‘AND GAS INTERESTS

A. Title Examination:

By execution hereof, the partiés hereto accept the title to the drillsite lease
on which the well provided for in Section 7 is to be drilled.

No well ,dfther than the first test shall be drilled in the Um'.t area until after: s

(1) The title’ ..o the dr111s1te lease- has bean examined by
Operator s attorney, ‘and

{2) The title has been approved by the exanu.nmg attomey
or the title has been accepted by all the parties who
-are to part:.c:.pate in the dnllmg of the well.

J D

“Individual’- Loss”
Revised 1867
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drillsite first sclected, so also with successive choices if the time comes that the parties h o’t/approvcd
case and at that time, come

title and are unable to agree upon an alternate drillsite, the contract shall,_j

1o an end and all parties shall forfeit their rights and be reli obligations under this contract.
No well other than the first test sh tilled in the Unit Area until after (1) the title to the lease

well is to be located has been examined by Operator's attorney, and (2)

covering the lands upon whj
the title ha approved by the examiring attorney and the title has bean accepted by all of the parties

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

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

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

(2) There shall be no retroactive adjustment of expenses incurred or revenues received from the operatidn

- of the interest which has been lost, hut the interests of the parties shall be revised on'an acreage basis,
as of the time it is determined finally that title failure has occurred, so that the intérest of the party
wl.ose lease or interest is affected by the iitle failure will thereafter be redused in the Unit Area by the
amount of the interest tost; an?

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

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

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

C. Loss of Leases for Causes Other Than Title Failure:

If any lease or interest subject to this agreement be lost through failure to develop or because express
or implied covenants have not been performed, or if any lease be permitted to expire at the end of its primary
term and not be renewed or extended, or if any lease or interest therein is lost due to the fact that tlfi}e produc-
tion therefrom is shut in by reason of lack of rhzirket, the loss shall ‘ot be considered a failure of title and all

such losses shall be joint losses and shall be borne by all parties in proportion to their interests and there shall

be nc readjustment of interests in the Unit Area.

3. ONEBASED-OHr-ANP-GAS-INFBRBSPS-

ched as “Exh:
e owner shall receive royalty on produc-

" bit “B” and for the primary term therein stated As to such'i
attached hereto as Exhibit “B". Such party shall, howeyer,
visions of this agreement relating to lessees, to the extent that it owns the lessee

tion as prescribed in the form of oil an
be subject to al

4. INTERESTS Ol-‘ PABTIES
Exhxbxt “A” lists all of the partxes, and then' respectwe percentage or fracnonal interests uadcr thh
agreement Unless changed by other provmons, all oosls and hahxlmes mcumd in opentiom under thit .

—

. “Individual_ Loss" v
- Revised 1967




If the interest of any party in any oil and gas lease covered by this agneement is subject fo an overriding
royalty, production payment, or other charge over and above the usualmmg&& (13) royalty, such party shall
assume and alone bear all such excess obiligations and shall account for them to the owners thereof out of its

share of the»_\_vorking interest production of the Unit Area.
5. OPERATOR OF UNIT

UNION OIL. COMPANY CF CALIFORNIA shail be the Operator of

the Unit Area, and shall conduct and direct and have full control of all operations on the Unit Area as per-
mitytod and required by, and within the limits of, this agreement. It shall conduct all such operations in a good
an;i workmanlike manner, but it shall have no liability as Operator to the other parties for losses sustained,
or liabilities incurred, except such as may result from gross negligence or from breach of the provisions of

this agreement. » R
6. EMPLOYEES

The number of employees and thezr selection, and the hours of labor and the compematwn for services
performed, shall be determined by Operator. All employees chall be the employees of Operator.
7. TEST WELL
On or before the__ lst___ day of April , 1982 ___, Operater shall commence the drill-
ing of a well for oil and gas'in the following location: .

660'. From Hoxrch line & 1980' from West line Section 10,
Township 22 South, Range 32 East, N.M.P.M., lLea County,
New Mexico,

and shall thereafter continue the drilling of the well with due diligence to a depth of 15,100 feet,
or to a depth sufficient to test the Morrow formation,

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

Operator shall make reasonable tests of all formations encountered during driiling which give indica-
tion of containing oil and gas ln quantities sufficient io test, unless this agreement shall be limited in its ap-
pllcatlon to a specific formation or formations, in which event Operator shall be required to test only lhe
formaticn or formations to which this agreement may apply.

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

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

8. COSTb AND ZEXPENSES
Except as herein otherwise speclfxcally provxded Operator shall promptly pay and discharge all costs
and expenses incurred in the development and operation cf the Umt Area pursuant to this agreement and shall
charge =ach of the parties hereto with their respective propor tlonate shares upon the cost and expense basis.
provided in the Accounting Procedure attached hereto and marked Exhibit “C”. If any provision of Ex-
hibit “C” should be inconsistent with any provxsion contained in the body of this agreement the provisions in
the body of this agreement shall prevail.

" Operator, at its election, shall have the nght from time to time to demand and recelve from the other
parties payment in advance of their respective shares of the estimated amount of the costs to be mcurred 1n',
Operatlons hereunder during the next succeeding month, which rlght may be exercised only by éubmisdon to V
each such party of an itemized statement of such estimated costs together with an mvowc for 1&; share there~

of. Each such statgment and invoice for the paymem in advance of ettimated costs shall be mhpiM %S
“before the: 2oth day of the next preceding month. Each party shall pay to Operator its proportionat
~ such estimate within tifteen (18) days after such eatimate and Invaice is received. If g.ng wty

share of said e\umate wlthin sald time, the amount due ﬂull bear interut lt thg rats o
annum until paln\ Proper adjustment shall be made monthly between idvaucu snd’
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9. OPERATOR'S LIEN

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

In the event any party fails to pay any amount owing by it to Operator as its share of such costs and
expense or such advance estimate within the time limited for payment thereof, Operator, without prejudice to
other existing remedies, is authorized, at its election, to collect {rom the purchaser or purchasers of oil or gas,
the proceeds aceruing to the working interest or interests in the Unit Area of the delinquent party up to the
amount owing by such party, and each purchaser of oil or gas is authorized to rely upon Operator’s statement
as to the amount owing by such party.

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

tionately in accordance with the contributions theretofore made by them.

16. TERM OF AGREEMENT
This agreement shall remain in full force and effect for as long as any oi the oil and gas leases subjected

o) roduction on
¢3 thiz agreement remain or are continued in force as to any part of the Unit Area, y‘éa km@m-

arvv-ooman

SR

}&%‘:’e@xﬁmﬁ thﬁ?gw 3,1 }ko@%\t/ef % g??n tt:t}:g e‘tl:gnxgn th%fflrtsrtu;.vell drilled hereunder results in
a dry hole and no other well is producing oil or gas in paying quantities from the Unit Area, then at the end
of ninety (90) days after abandonment of the first test well, this agreement shall texfmin’até unless oneg . or
more of the parties are then engaged in drilling 2 well or wells pursuant to Section 12 héreof, or all ha‘rties
have agreed to drill an additional well or wells under this agreement in which event this agreement shall con-
tinue in force until such well or wells shall have been drilled and complete" If b‘rod""txon rcsults there-
from this agreement shall continue in force thereafter as if said first test well had been productive in paying
quantities, but if production in paymg quantmes does not result therefrom this agreement shall terminate
at the end of ninety (80) days after abandbnment of such well or wells. It is agreed, however, that the term-
ination of this agreement shall not relieve any party hereto from any liability’ which has accrued or attached
prior to the date of such termination.
11. LIMITATION ON EXPENDITURES

Without the consent of all parties: (a) No well shall be drilled on the Unit Area except any well ex-
pressly prov1ded for in this agreement and except any we]l drilled pursuant to the provisions of Section 12
of this agreement, it being understood that the consent to the dritling of a well shali include consent to all
necessary expenduures in the drilling, testing, completing, and equipping of the well, including necessary
_ tankage; (b) No well shall be reworked, plugged back or deepened except a well reworked plugged back or
deepened pursuant to the proyisions of Section 12 of thls agreement, it being un’derstood that the consent to
sthe reworking, plugging back or deepening of a'well shall include consent to all necessary expenditures in
conducting 'such operations and completing and equippmg of said well to produce, includmg necessary tank-
age; (c) Opeérator shall not undertake any single project reasonabiy estiraated to require an expenditutc in

excess of_’IW_gr_ltz ’_I_fn ggn & NOIJ.OO-----'--—-—--——------—----—---—--Doum("_‘20 000. 00
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12. OPERATIONS BY LESS THAN ALL PARTIES

If all the parties_cannot mutually agree upon the drilling of any wel) ¢n the Unit Area other than the
test well provided for in Section 7, or upon the reworking, deepening or plugging back of a dry hole drilled
at the joint expense of all partics or a well jointly owned by all the parties and not then producing in paying
quantjties on the Unit Area, any party or partics wishing to dri‘ll. rework, deepen or plug back such a well
may give the other parties written notice of the proposed operation, specifying the work to be performed,
the location, proposed depth, objective formation and the estimated cost of the operation. The parties receiv-
ing such a notice shall have thirty (30) days (except as to reworking, plugging back or drilling deeper, where
a drilling rig is on location, the period shall be limited to forty-eight (48) hours exclusive of Saturday or Sun-
day/Oaftelrelge%%lJ{nglth‘aeyﬁgtnce within which to notify the parties wishing 1o do the work whether they elect
to participate in the cost of the proposed operation. Failure of a party receiving such a notice to so reply to

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

proposed operation.

If any party receiving such a notice elects not to participate in the proposed operation (such party or
parties being hereafter referred to as “Non-Consenting Party'), then in order to be entitled to the benefits
of this section, the party or parties giving the notice and such other parties as shall elect to participate in the
operation (all such parties being hereafter referred to as the “Consenting Parties’') shall, within thirty (30)
days after the expiration of the notice period of thirty (30) days (or as promptly as possible after the expir-
ation of the 43-hour period where the drilling rig is on lecation, as the'case may be) actually 'comménce work

on the proposed operation and complete it with due diligence.

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the
proportions that their respective interests as shown in Exhibit “A’ bear to the total interests of all Consenting
Parties. Consenting Parties shall keep the leasehold estates involved in such operations free and c!éar of all
liens and encumbrances of every kind created by or arising from the operations of the Consenting Parties. If
such an operation results'in a dry hole, the Consenting Parties shall pldg and abandorj the well at their sole
cost, risk and expense. If any well drilled, rew’br'kved, deeben’ed or plugged back under the provisions of this
section results in a producer of oil and/or gas in paying quantities, the Consenting Parties shall complete and
equip the well to produce at their sole cost and risk, and the well shall then be turned over to 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 plugging back of any such well by Cohsenting Parties
in accordance with the provisions of this section, each Non-Consenting Party shall be deemed to have relin-
quisl_z}ed to Consenting Parties, and the Consenting Parties shall own and be entitled to receive, in propqrtion
to their respective interests, all of such Non-Consenting Party’s interest in the well, its léasehold operating
rights, and share of production therefrom until the proceeds or market value therecf (after deductiné pro-
duction taxes, royalty, overriding royally and otheg‘ interests payable out of or measured by the production

" from such well accruing with respect to such interest until it reverts) shall equal the total of the follm&ing:

(A) 1009 of each such Non‘-Consénting Party's sﬁare of the cost of any newly acquired surface equipment
beyond the wellhead connections (includihg, but not limited to, stock tanks, separators, treaters,
pumping equipment a’nd piping), plus 160% of each such"'Ndn-Conseﬁtiné Party's share of the cost of
operation of the well commencing with first prbdliction and continuing until each such Non-Consenting
Party’s relinquished interest shall revert to it under other provisidns of this sectioh, it being agreed that "

_each Non-Consenting Party s share of such costs and equipment will be that interut which would have:
been chargeable to each ‘Non- Consentlng Party had it parucxpau.nd in the well from the be(lnning of
‘the operatxon and :

(B) ia&! of that porhon of the costs and expenses of dzﬂling. reworking. dnpeniu gr _f‘

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

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

Within sixty (6C) duys after the completion of any operation under this section, the party conducting
the operations for the Consenting Parties shall furnish each Non-Consenting Parly with an inventory of
the equipment in and connected to the well, and an itemized statement of the cost of drilling, deepening.
plugging back, tesling, 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 25 provided
above, the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all
costs and liabilities incurred in the operation of the well, togegiu?r with a statement of the quantity of oil
and gas produced from it and the amount of proceeds realized from the sale of the well’s working interest
production during the preceding month. Any amount realized from the sale or cther disposition of equip- ,
ment newly acquired in connection with any such operation which would have been owned by a Non-Con-
senting Party had it participated therein shall be credited against the total unreturned costs of the work done
and of the equipment purchased, in determining when the interest of such Non-Consenting Party shall revert

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

If and when the Consenting Parties recover from a Non-Consenting Party's relinquished interest the
amounts provided for abové. the relinguished interests of such Non-Consenting Party shail auiomalically
revert to it and from and after such reversion such Non-Consenting Party shall own the same interest in such
well, the operating rights and working interest therein, the material and equipment in or pertaining thereto,
and the production therefrom as such Non-Consenting Party would have owned had it pérticipated in the
drilling, reworking, deepening or plugging back of said well, Thercé!ter- such Non-Consenting Party shall be
charged with and shall pay its proportionate part of the further costs of the operation of said well in accord-

ance with the terms of this agreement and the accounting procedure schedule, Exhibit “C”, attached hereto.

Notwithstanding the provisions of this Section 12, it is agreed that without the mutual consent of all
parties, no wells shall be completed in or produced from a source of supply from which a well located else-
where on the Unit Area ‘is producing, unless such well conforms to the then-existing well spacing pattern

‘for such source of supply.

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

13. RIGHT TO TAKE monuc-noﬂ-iﬁ‘ KIND

v Each party shal;?? Ke thﬁmd1 %r sepgrately dispose of its proportlonate share of all oil and gas pro-
duced from the Unit Area, ‘:xclusive of production which may be used in development and producing oper-
ations and in preparing and treating oil for inarketing’ purposes and production unavoidably lost. Each party
shall pay or deliver, or cause to be paid or delivered, all royalties, overriding royalties, or other payments
due on its share of such produstion, and shail hold the other parties free from any ‘lability therefor. - "Any - »
extra expenditure incurred in the taking in kind or’ sepsrate duposmon by any party ot itl W‘i
share of the productlon shall be borne by such party. ST .

Each party shall execute all divisioh orders and contracts of sale pertaining to s iti terest in g
tion from the Umt Area, and shall be entmed to receive payment dh*ect fmm “the punhuer or
thereof for its share of all productxon. ' )
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In the event any party shall fail to make the arrangements necessary to take in kind or separately
dispose of its proportionate share of the oil and gas produced from the Unit Area, Operator shall have the
right, subject to revocation at will by the party owning it, but not the obligation, to purchase such oil and
gas or selt it to others for the time being, at not Jess than the market price prevailing in the area, which
shall in no event be less than the price which Operator receives for its portion of the oil and gas produced
from the Unit Area. Any such purchase or sale by Opcrator shall be subject always to the right of the
owner of the production to exercise at any time its right to take in kind, or zeparately dlspose of xls Q}{:aher party
all oil and gas not previously delivered to a purchaser. Notwithstanding The foregoing, Operatov’shah not

make a sale infRxintersiatacrrvaeme of any other party's share of gas production without first giving such

other party sixty (60) days notice of such intended sale. Any purchase or sale by Operator, or any
other party, of any other party's share of gas shall be for such reasonable periods of
time only as are consistent with the minimum needs of the industry and shall in no event
exceed one (1) year. See Exhibit "E" as to_Gas Balanc1ng Agreement regarding taking of

gas . 14. ACCESS TO UNIT AREA

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

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

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

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

16. ABANDONMENT OF WELLS

No well, other than any well which has been drilled or reworked pursuant to Section 12 hereof for
which the Consenting Parties have not been fully reimbursed as therein provided, which has been com-
pleted as a producer shall be plugged and abandoned without the consent of all parties; provided, however,
if all parties do not agree to the abandonment of any well, those wishing to continue its operation shall tender
to each of the other parties its proportionate share of the value of the well’s salvable material and equip-
Am\ent, determined in accordance with the provisions of Exhibit “C”, less the estimated cost of salvaging and
the estimated cost of plugging and abandoning. Each abandoning party shall then assign to the non-
abandoning parties, without warranty, express or implied, as tc, ‘li‘tle or as tc quantity, tquallify, or fitness for use
of the equipment and material, all of its interest in the well and its equipment, toéeth‘er with its interest in
the leasehold estate as te, but only as to, the interval or intervals of ‘the formation or formations then open
to production. The ass:gnments so limited shall encompass the "dullmg unit” upon wluch the well is tocated. -
The paymeints by, and the assignments to, the assignees shall be in a ratio based upon the rehtionshlp of
their respective percentages of participation in the Unit Area to the aggregpte of the percentages of partici-
pation in the Unit Area of all assignees. There shalt be no readjustment of mtemt in- tbe ranlhh' purﬂnn
‘of the Unit Area. : .

After the assignment, the assignors shall have no further responsibility, llability or intu'ut In the :
operatnon of ‘or ‘production from the well in the interval or intervals then open. Uponrequuto! tbom
Operater shall continue to operate the migned well for the account of the non-ahnndnnin( W at -t
rates and charges contemplated by this agreement, plus any addltional vost ‘and ehlrw which: " arish
the result of the separate ownership of the nsizned well., o &

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

Delay rentals and shut-in well payments which may be required under the terms of any lease shall be
paid by the party who has subjected such lease 1o this agreement, at its own expense, Proof of cach payment
shall be given to Operator at least ten (10) davs prior to the rental or shut-in well pavment date. bpox‘atox'
shall furnish similar proof to all other parties concerning payvments it makes in connection with its !eases. Any
party may request, and shall be entitled to receive. proper evidence of all such pavmients. If. through mistake
or oversight. any delay rental or shut-in well payment is not paid or is erroncously paid, and as a vesult a lease
or interest therein terminates, ;herc shall be no monctary liability against the party who faifed to make such
pavment. Unless the party who failed to pay a rental or shut-in wetl payment sccures a new lease covering the
same interest within ninety (90) davs from the discovery of the failure to make proper payment, the interests
of the parties shall be revised on an acreage basis effective as of the date of termination of the lease involved.
and the party who failed to make proper payment will no longer be eredited with an interest in the Unit Area
on account of the ownership of the lease which has terminated. In the event the party who failed to pay the
rental or the shut-in well payment shall not have been fully reimbursed, at the time of the loss. from the pro-
ceeds of the sale of oil and gas attributable to the lost interest, calculated on an acreage basis, for the develep-
ment aud operating costs theretofore paid on account of such interest. it shall be reimbursed for unrecovered
actual costs therctofore paid by it (but not for its share of the cost of any dry hole previously drilled or wells
previously abandoned) from so much of the following as is necessary to effect reimbursenent:

(1) Proceeds of oil and gas. less operating expenses, theretofore acerued to the credit of the 'lost intérest, on
an acreage basis, up to the amount of unrecovered costs:

(2) proceeds, less operating expenses thereafter incurred atiributable to the lost interest on an acreage

. basis. of that portion of oil and gas thereafter produced and marketed (excluding production from any

wells thereéfter drilled) which would. in the absence of such lease termination. be attributable to the
lost interest on an acreage basis. up to the amount of unrecovered costs, the proceeds of said’ portion of
the oil and gas te be contributed by the other parties in proportion to their respective interests; and

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

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

assumes no liability whatsoever for failure to do so.

18. PREFERENSINYE-RIGHT-PO—PUREHASE

e o ar iy g o9 - e o - w—g)

terests in the Unit Area. it shall promptly give written notice to the aother parties. with full inforgpeattdn con-
cerning its proposed sale, which shall include the name and address of the prospective p aser (who must
be ready, willing and able to purchase), tlie purchase price, and all other terms.e e offer. The other parvties
shall then have an optional prior right. for a period of ten (10) daye-gfter reccipt of the notice, to purchase
on the same terms and conditions the interest which the olher party proposes to sell; and, if this optioxial right
is e.;orciscd. the purchasing parties shall shave the~furchased interest in the proportions that the interest of

cach bears to the total interest of all p asing parties. However. there shall be no preferentiai' right to pur-

chase in those cases where gao~Pparty wishes to mortgage its interests, or to dispose of ils interests by merger, -
reorganizalion copsetidation. or sale of all of its assels or a sale or transfer of it$ interests to a subsidiary or

parent comBany, or subsidiary of a parent company. or to any company in which any one party owns a ma-

19. SELECTION OF NEW OPERATOR

Should a sale be made by Operator of its rights and intercsts, the othér parkiés shall have the right
thhm sixty” (60) days after the date of such sale; by majority vote in ‘interest, to select a new Operatot ¥ : 4
a new Operator is not so selected, the transferee of the pmsent Operator shall assume the duties of anﬁac.t
“Operator. lit cither case. ‘the retiving Operator shall continue to serve as Operator, and dlséﬁargé its’ dut

Cin that capacuv under - th|> agneement unm ite successor Operator is selected and begms ‘to function
p:esenl Opcratox Qhail not bo obuga\ed to conunue the performance of its dutxes formorethan xa-
the sale of its rights and-interests has been co_z_fnpleled )
7

—_—8

“Individual Loss™
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20. MAINTENANCE OF UNIT OWNERSHIP

For the purpose of maintaining uniformity of ownership in the o)l and gas leasehold interests covered by
this confract, and notwithstanding any other provisions to the contrary, no party shall sell, encumber, transfer
or make other disposition of its interest in the leases embraced within the Unit Area and in wells, equipment

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

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

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

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

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

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

21, RESIGNATION OF OPERATOR

Operator may resign from .its duties and obligations as Opérator at any time upon written notice of not
less than ninety (90) days given to all other narties. In thié case, all parties to this contract shall select by
majority vote in interest, not in numbers, a new Operator who shall assume the responsibilities and duties, and
have the rights, prescribed {or Operator by this agreement. The retiring Operator shall deliver to its successor

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

Th\e’liability of the parties shall be several, not joint or collective. Each party shall be responsible
only for its obligations, and shall’ be liable only for its proportionate share of the cosits of developing and
operating the Unit Area. Accordingly, the lien granted by each party to Operator in Section 9 is 'given to se~
cure only the debts of each severally. It 'is not the intention of the parties to create, nor shall this agreement
be construed as creating, a mining or other partnership or association, or ‘o render them liable as partners.

23. RENEWAL OR EXTENSION OF LEASES

covering. acreage
If any party secures a renewal of any oi}l and gas lease/s ubject to this contract, each and all of the other

parties shall be notified promptly, and shall have the right to participate in the ownership of the renewal lease,
E;nsofar as it covers acreage subject to this contract,
y paying to the party who acquiréd it théir several proper proporllonate shares of the acquisition cost, which

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

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

area of all parties participating in the purchase of such renewal lease. Any renewal lease in‘wh'icﬁ less than

all the parties elect to partxcxpate shall not be subject to this agreeinent.

Each party who participates in the purchase of a renewal lease shall be given an assxgnment of its pro-
poruonate interect therein by the acquiring party. ) =
The p\ovxsmns of -this section shall apply to renewal leases whether they are for the entire~ mt,erest
covered by the,; etpmng lease or cover only a portion of its area or an interest therem Any renewal leue
taken before the explrauon of its predecessor lease, or taken or contracted for thhm six (6} monthl ‘
the expiration of the exustmg lease shall be subject 1o this ptovns.on' But any lease taken or’ con g
more than six {8) months after the expnrat:on of an existing lease shall not’ he deemed a renewai lens
shall not be subject to the provmons of this section. - . o ' Coe ' S

The provisions in this section shall apply also and m hke manner to extenﬂons of
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24, SURRENDER OF LEASES

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

surrendered in whole or In part unless all parties consent.

However, should any party desire to surrender its interest in any lease or in any portion thereof, and
other parties not agree or consent, the party desiring to surrender shall assign, without express or implled
warranty of title, all of its interest in such lease, or portion thereof, and any well, material and equip.ment
which may be located thereon and any righ!s in production thereafter secured, to the parties not desiring to
surrender it. Upon such assignment, the assigning party shall be relieved from all obligations thereafter ac-

cruing, but not theretofore accrued, with respect to the acreage assigned and the operation of any well there-

on, and the assigning party shall have no further interest in the lease assigned and its eqﬁipment and production.
The parties assignee shall pay to the party assignor the reasonable salvage value of the latter’s inte;‘est in an}
wells and equipment on the assigned acreage, determined in accordance with the provisions of Exhibit “cn,
less the estimated cost of salvaging and the estimated cost of plugging and abandoninig. If the assignment is in

favor of more than one party, the assigned interest shall be shared by the parties assignee in‘ the proporﬁions

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

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

terms and provisions of this agreement,

25. ACREAGE OR CASH CONTRIBUTIONS

If any party receives while this agreement is in force a contiibution of cash toward the arilling of a
well or any other operation on the Unit Area, such contribution shall be paid to the party who conducted the
drilling or other operation and shall be applied by it against the cost of such drilling or other operation. If
the contribution be in the form of acreage, the party to whom the contribution is ‘made shall prbmptly execute
an assignment of the acreage, without warranty of title, to all parties to this agi-eeme_nt in pr‘opo"rﬁdn tb their
interests in the Unit Area at that time, and such acreage shall become a part of the Unit Area and be governed
by all the provisions of this contract. Each party shall promptly notify all other parties of all acreage or
money contributions it may obtain in support of any well or any other operation on the Unit Area.

26. PROVISION CONCERNING TAXATION

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

Operator shall render tor ad valorem taxatlon all property subject to this agreement which by law -
should be rendered for stch taxes, and it shall pay all such taxes assessed thereon:before they become delm-,
quent. Operator shall bill all other parties for their proportionate share of all tax paymenta in the mnner
" provided in Exhxblt “en,

If any tax assessment is cons:dered unreasonable by Operator. it my ‘at its dhcretion protest such m—‘
txon within the time and manner pre..cribed by law, and proaecute the promt to a final detumtion, unles
all parties agree to abandon the protest pri.or te final determination. When any “such pmtuted vn!uathn shagt
have been finally determined, Operator shall pay the assessment for the jo&nt .ccount, togetbctm
' penalty accrued, and the total cost shall then be assessed against the pu‘m-, and de pdl! by M
in Exhibit “C”
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27. INSURANCE

At all times while operations are conducted hereunder, Operafor shall comply with the Workmen’s
Compensation Law of the State where the operations are being conducted. Operator shall also carry or pro-
vide insurance for the benefit of the joint account of the parties as may be outlined in Exhibit “D" attached
to and made a part hereof. Operator shall fequire all contractors engaged in work on or for the Unit Area
to comply with the Workmen's Compensation Law of the State where the operations are being conducted and
to maintain such other insurance as Operator may require.

In the event Automobile Publie Liabilily Insurance is specified in said Exhibit 1", or subsequently re-
ceives the approval of the parties, no direct charge shall be made by Operator for premiums paid for such in-

surance for operator's fully owned automotive equipment,
28. CLAIMS AND LAWSUITS

If any party to this contract is sued on an alleged cause of action arising out of operations on the Unit
Area, or on an alleged cause of action involving title to any lease or oil and gas interest subjected to this con;
tract, it shall give prompt written notice of the suit to the Operator and all other parties,

The defense of lawsuits shall be under the general direction of é commitlec of lawyers represgnting tha
parties, with Operator’s attorney as Chairman. Suits may be settied during litigation'ohly with thé' joint con-
sept of all partles. No charge shall be made for servnces performed by the staff attorneys for c.ny of the
pariies', but otherwise all expenses incurred in the defense of suxts, together with the amount paid to discliarge
any final judgment, shall be coﬁsidered costs of operation and shall be chérged-to aﬂd paid by all pariies in

, proi:’ortion to their then ‘iﬁterés‘ts in the Unrit Area. Attorneys, other than staff attorneys for the parties, shall
be employed in lawsuits involving Unit Area operatioris only Wifﬁ' the consent of all pér(iés; it outside councel
is employed, their fees and expenses shall be consideredenit Area expense and shall be paid by Operator and
charged to all of the parties in ‘proportion to their then interests in the Unit Area. The provisions of this
paragraph "s‘hall not be applied in any instance where the loss which may result from the suit is treated as an
individual loss rather than a joint loss under prior provisions of this agreement, and all such suits shall be
handled by and be the sole responsibility of the party or pariies concerned. ’

Damage claims caused by and arisiing out of operations on the Unit Area, conducted for the:’io‘intﬂam
count of all parties, shall be handled by Operator and its attornevs, the settiement of claims of this kind shall
bé withir the discretion of Operator so long as the amount paid in settiement of any one ctaim does not exceed
one thousand (SiOO0.00) “dollars and, if settled, the sums paid in settlement shall be charged as expense to

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

29, FORCE MAJEURE
If any pariy is rendered unable, wholly or in part, by fdrce majeure to carry out its obligations under
this agreement, other than the obllgatfon to make money pa{ments, that party shall give to all other parties
prompt written notice of the force majeure with reasonably full paruculars concerning it; thereﬁpon; the
obligations of the party giving the notice, so far as they are affected by the force majeure, shall be suspended
during, but no longer than, the continuance of the force majcure. The affected party shall use all possible

diligence to remove the force majeure as quickly as possible. , : ,

The requirement that any force majeui'e shall be remedied with all reasonable dupatch shall not requil'e
the settlement of stnkes, lockouts or other labor ditficulty by the party involved, contrary to its wighu how;
all such dxfflculhes shall be handled shall be entxrely within“the discretion of the party concerned. :

The term “force majeure” as here employed shall mean an act of God strike, lockout, or oﬁhn mmm
dxsturbance, act of the public enemy, war, blockade, public riot, lghtning, fire, storm,” ﬂood. um
ernmental restramt unavailability of equipment, and any other cause, whether of the kind P
erated above or otherwise, which is not reasonably within the control of the party clahninl m :

30. VOT!CB&

Al notzces authonzed or requxred between the parties, and required by any of thc m
agreement shall unless otherwise epecitically ‘provided, be gwen in writing by Unltad smm
'Umon Telegram. postage or charges p"epaid rand addressed to the’ pax'ty to whom the noticu

‘.....n....
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‘total ‘depth to be drilled has been reached, all logs to be run have been run, and

addresses listed on Exhibit “A”. The originating notice to be given under any provision hereof shall be deemed
given only when received by the party to whom such nostice is directed and the time for such parly to give any
notice in response thereto shall run fmﬁm the date the originatlng notice is received. The second or any re-
sponsive notice shall be deemed given when deposited in the United States mail or with the Western Union
Telegraph Company, with postage or charges prepaid. Each party shall have the right to change its address
at any time, and frem time to time, by giving written notice thereof to all other parties.

31. OTHER CONDITIONS, IF ANY, ARE:

A. Gas production attributable to any Non-Consenting Party's interxest shall be sold,
at the election of the Consenting Party, consistent with the terms of the Consenting
Party's Gas Sales Contract, either to the Consenting Party's purchaser or to the Non-
Consenting Party's purchaser, 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 recovered from the Non- ~Consenting Party's
relinquished intexest.

B. Notwithstanding anything herein to the contrary, if any working interest owner
shall, subsequent to the execution of this agreement, create an overriding royalty,
production payment, net provceeds interest, carried interest or any other interest
out of its working interest (hereinafter called "subsequently created interest"),
such subsequently created interest shall be specifically made subject to all the
terms and provisions of this agreement. If the working interest owner from which
such subsequently created interest is created (a) fails to pay when due its share

o€ costs and expenses chargeable hereunder, and its share of production accruing

herounder is insufficient to cover such costs and expenses, or (b) elects to go
non-consent. under Section 12, or (c) elects to abandon a well under Section 16 -
hereof, elects to surrender a lease under Section 24 hereof, or otherwise with-
draws from this agreement, the subsecguently created interest shall be chargeabie
with a pro rata portion of all costs and expenses hereunder and shall be subject
to recoupment of costs and penalty as provided in.Section 12 in the same manner
as if such subsegquently created interest were a working interest. Operator shall
have the right to enforce against such subsequently created interest the lien and
N SN ]

all other rights granted in Section 9 hereof for the purpose of collec
and expenses»charqeable to the subsequently created interest.

4 3 v.—v -
il W

C. Provisions hereof to the contrary notwithstanding, consent to the drllllng of
any well drilled under and pursuant to the terms hereof shall not be deemed consent
to participate in an attempt to complete the well as a producer of oil or gas, but
shall be considered only to drill to the production string casing point. After
each well drilled pursuant to the terms hereof has reached the production string
casing point and Operator (or any party participating in the cost of drilling such
well) considers that an attempt should be made tc complete same as a producer of
0il ox gas, Operator {or such other’party participating in the cost of drilling
such well) shall give immediate notice thereof to all other parcies participating
in the cost of drilling such well, The parties recc¢iving such notice shall have
twenty-four (24) hours (exclusive of Saturday, Sunday and legal holidays) in which
to elect whether or not they desire to participate in the setting of casing and
attempting to complete such well as a producer of oil or gas. Failure of any party
receiving such notice to so reply within the period above fixed shall constitute an
election by that party not to participate in the cowpletxon attempt. “If one or
more but less than all of the parties elect to attempt a complet,on of the well as
a producer of oil or gas, the provisions of Section 12 hareof shall apply to the
operations thereafter conducted by less than all parties hereto the same as for
other nonconsent operations as provided in Section 12. -

If no completion attempt is made iﬁ-any'well the same shall be plugged and aban-
doned.at the expense of the parties participating in the drilling of the sams. As
used herein "productlon string casing point" shall be that point in time® when tﬁ;

the next step toward completion is the running of the producticn ‘string of cqgiqgi
or plugglng ‘back to perforate existing casing. v .




D. Each party hereto owning an undivided interest in the Unit Area waives any
and ¢ll rights it may have to partition and have set aside to it in severalty
its undivided interest thersin,

E. Operator shall comply, where applicable, to the provisions of Exhibit "F"
attached hereto. ’

F. A party may become a party to this agreement by signing the original of this
instrument, a counterpart thereof, or other instrument agreeing to be bound by
the provisions above. The signing of any such instrument shall have the same
effect as if all the parties had signed the same instrument and shall be binding
upon the parties and upon their heirs, successors, representatives and assigns.
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This agreement may be signed in counterpart, and shall be binding upon the parties and upon their heirs,

successors, representatives and assigns.

UNCON OIL COMPANY OF CALIFORNIA

XZEESTX , .

sy (A (4;3{/47%7/4\/ CZP

Attorney-in-Fact
OPERATOR

MTS LIMITED pARTﬁstuxp
ATTEST: )

By _
 ATTEST:

NON-OPERATOR




: DIPPEL FED. COMM. #1 Well
Lea County, New Mexico

’} STATE OF TEXAS, X
X ss.
i COUNTY OF MIDLAND. I
L . 74
- The foregoinginstrumeng was acknowledged before me this Z7r . day of March,
1982, by oty TRy s EL , Attorney-in-Fact of UNION OIL

COMPANY OF CALIFORNIA, a california corporation, on pehalf of said corporation.

IN WITNESS WHEREQF, I have hereunto set my hand and affixed my official seal

the day and year above written.
) MAVIS JONES

Plotrry Puble

/ PR IR L ‘Fenes
“
//}' 7S T LFesl A
My Commission Expires: Notary i’ {ic

//’\.35 - /< 7*

PR



EXHIBIT "A"

I Attacned tc and made a part of that certain Operating Agree¢ement dated March 29, )982,
between UNION OIL COMPANY OF CALIFORNIA, Operator, and-the signatory parties other
than Operator. -

UNIT AREA: Township 22 South, Range 35 East, N.M,P.M.,
Lea County, New Mexico
Section 10: N/2

INTERESTS AND ADDRESSES OF PARTIES:

Union 0il Company of California 5%
P. O. Box 671 - Co

Midland, Texas 79702

Attention: District Land Mdnager

MrS LIMITED PARTNERSHIP 25%
¢c/¢ Mesa Petroleum Company

1000 vaughn Building

Hidland, Texas 79701

THERE IS MO EXHIBIT
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Recornmended by the
Courcd  of Petroleum

m 601, TULEa  TEIG1 ' ‘ ’ Accountonts Societies of
. North Americo

EXHIBIT tco v

~ Attached 1o and made a part of .OPerating Agreemenc dated March 29,
1982, between UNION OIL. COMPANY OF CALIFORNIA, Operator, and

the s:.gnatory partxes other than Operator._m

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

1. Definitions
~Joint Property’” shall mean the real and personal property subject {o the agreement to which this Acccunting
Procedure is attached. N
“Joint Operatidns” shall mean all operations necessary or proper for the development, operation, protection and
maintenance of the Joint Property.
“Joint Account” shall mean the aeccount showing 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 designzled to conduct the Joint Operations.
“Non-Operators’ shall mean the parties to this agreement ather than the Operator.

“Parties” shall mean COperator and Non-Operators.

“First Level Supervisors” shall mean thase employees whose primary function in Joint Operalions is the direct
supervision of other employees and/or cortract labor directly employed on the Jomt Property in a field operat-
ing capacity. .
“Technicai Employees” shall mean those employees having special 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 berefit of the Joint Property.
“Personal Expenses” shall mean travel arnid cther reasonable reimbursable expenses of Qperator’s employees.
*Material” shall mean personal property, equipment or supplies acquired or lield for use on the .Joint Property.

"Controu][able Material” shall mean Material which at the time is so classified in the Materiai Classification Manual
as most recently recommended by the Ceuncil of Petroleum Accountants. Societies ¢’ North America.

2. Statement and Billings » A
'Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of the
Joint Account for the preceding inonth. Such bills will be accompanied by statements -;hich identify the author-
ity for expenditure, lease or facility, and’all charges and credits, summarized by appropriate classifications of in-
vestment and expense except that items of Controllable Material and unusual charges and credits shall be sep-

arately identified and fully described in detail.

3. Advances and Payments by Non-Operators

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

Each Non-Operator shali pay its proportion of all bills within fifteen (15) days after receipl. 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 Joing
Property is located, whichever is the lesser, plus attorney’s fees, court costs, and other costs in connection with

the collection of unpald amounts.

4. Adjustments
Payment of any such bills shall not pro)udnce the right of any Non-Operator to protest or question the correct-
ness thereof; provided, however, all bills and statements rendered to Non-Operators by Operator during any
calendar year shall conclusively be presumed to be true and correct after twenty-four (24): months following
the end of any such calendar year, unless within the said twenty-four (24) month ‘period a Non=Operator takes
written exception thereto and makes claim on Operator for adjustment. N¢ adjustment favorable to Operator shall
be made unless it is made within the same prescribed period. The provxslons .of this paragraph shall not prevent
‘adjustments resulting from a physical inventory of Controllable Material as provided for in Sect.mn V.

5. Audits :
A. Non-Operator, upon nctice in writing to Operator and all other Non-Operators shall have the rxght to audn Ope-
rator's acccunts and records relating to the Jomg ‘Account for any calendar year within the twenty-four (24) month
period following the end of such calendar year: provided, however, the making of an audit shall not extend the

_time for the taking of written exception to and the adjustments of accounts as pmvtdedfforml-‘amm
Section I, Where there are two or more Non-Operators, the Non-Operators shall make every mmeﬂou
conduct joint or simultaneous audits in a manner which will result in a minimam of i inconvenience to thé |
tor. Operator shall bear no port.on of the Non-Operators audxt tost’ incurred under this paragraph u!den

to by the Operator."
Appmval by Non-Operntors '

tions of this’ Accountmg Procedure ‘and 1f the agreement to which this Accountmg Procedm'e is
no contrary provisions in regard thereto, Operaior shall notify all Ncn-Opentora of ‘the Ope:
the agreement or approval of a majority in interest of the Non-Operators shall be W

‘tors.




II. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

I,

. Legal Expense

Rentals aad Royalties
L.ease rentals and royalties paid by Operator for the Joint Operations.

Labor
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 Level Supervisors in the field.
(3) -SBataries and wages of Technical Emplovees directly employed on the Joint Property if such charges are -
excluded from the Overhead rates.

B. Operator’s cost of holiday, vacation, sickness and disability benefits' and other customary allowances paid to
employees whose salaries and wages are chargeable o the Joint Account under Paragraph 2A of this Section
1I. 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. If percentage assessment is used. the rate shall be based on the Operator's cost experience.

C. Expenditures or contributions made pursuant to assessments imposed by governme atal authority which are
applicable to Operator’s costs chargeable to the Joint Account under Paragrap’.s 2A and 2B of this Scc-
tion II.

D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under
Paragraph 2A of this Section II.

Employee Benefits _

Operator's current costs of established plans for employees’ group life insurance, hospitalization, pensxon re-
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s labor
cost chargeable to tne Joint Account under Paragraphs 2A and 2B cof this Section II shall be Operator’s actual
cost not to exceed twenty per cent (20%%), or percent most recently recommended by the Council of

gftigﬁa un Accountants Societies of North Amerlca.

Materiat purchased or furnished by Operator for use on the Joint Property as provided under Section IV. Ority
such Malerial shall be purchased for cr transferred to the Joint Property as may be required for immediate use
and is reasonably practical and consistent with efficient and economical operations. The accumulation of sur-

plus stocks shall be avoided.

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

-tions:

A If Métenal is moved {c the Jal‘nt Propm ty from the Oper alcrs warchouse or other properties, nc charge shall
be made to the Joint Account for a distance greater than the distance from the nearest reliable supply store,
recognized -barge terminal, or railway’ receiving point where like material is normally available, unless agreed

to by the Parties. )

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

C. In the application of Subparagraphs A and B above, there shall be no equalization of actual gross trucking cost
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 II and Paragraph 1. ii of Section III. The cost of professional consultant services and con-
tract services of technical personnel directly engaged on the Joint Property if such charges are excluded from the-
Overhead rates. The cost of professiona! consuliant services or contract services of technical personnel not di-
rectly engaged on the Joint Proper ty shall not be charged to the Jomt _Actount unles: previously agreed to by

the Parties.

Eqmpment and Fac.lmes Furmshed by Operator

A, Operator shall charge the’ Jomt Account for use of Operator owued equipment and facilities at rates com-
mensurate with costs of ownership and operatxon Such rates shall include costs of’ maintenance, repairs, other
operating expense, insurance, taxes, depreciation, and interest on investment not to exceed ex’ght per cent (8%) .
per annum. Such rales shall not exceed average commercxal rates currently’ prevailing in the 1mmed1a~e area
of the Joint Property. .

B.. In iiet of charges in Paragraph 7A above, Operator inay elect to use average commercxal rates prevailing in
the immediate area of the Joint Property less 20<%. - For automotive equipment, Operator may elect to use rates ~
published by the Petroleum Motor Transport Assocxatxon 5 o -

Damages and Losses to .luint Property
All costs or expenses necessar_\, for the repan or replacement of Joint Property made neeessary
ages or losses incurred by fire, flood, storm, theft, accident, or other cause, except those resulting Irom
gross negligance or willful  misconduet, Opexalor shail furnish Non-Operator written notice of 4
incurred as soon as practxcable after a repo:t thereof has been received by Operator :

and amounts paid for settlement of claims’ mcuned in or resumng Irom opera
necessary. to, protect or recover the Joint- Property. except that no charge for- sgtvica C
or feeés Or expense of outside attorneys shall' be made unless previously agreed to . By
expense is considered to be covered by the overhead provisions of Section I!I RM okbie
Parties, ewccept as’ prov1ded in Section 1, Paragraph 3.




10.

11.

12,

Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the opera-
tion thereof, or the production therefrom. and which taxes have beer 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 the Par-
ties. In the event Joint Operations are conducted in a state in which Cperator may act as self-insurer for Work-
men's Compensation and or Employers Liability 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 ¢f this Section II, or in Section IiI,
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operations.

HI. OVERHEAD

Ovcrhend - Drilling and Producmg 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 1A, or
{ } Percentage Basis, Paragraph 1B.
Unless otkerwise 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, cxcept those directly chargeable
under Paragraph 2A, Section 1I. 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 III unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account.
ii. The salaries, wages and Personal Expenses of Technical Employees and, or the cost of pr ofessxonal consultant
services and contract services of technical personnel directly employed on the Joint Property shall () shall
not (X ) be covered by the Overhead rates. :

A. Overhead - Fixed Rate Basis
(1) Operator shall charge the Joint Account at the following rates per well per month:

Drilling Well Rate $_3,782.00
Producing Well Rate $_412.00 —

'(2) Application of Overhead - Fixed Rate Basis shali be as follows:

(a) Drilling Well Rate

{1] Charges for onshore drilling wells shall begin on the date the well is spudded and terminate on
the date the drilling or completion rig is released, whichever is later, except that no charge si.all
be made during suspension of drilling operations for fifteen (15) or more consecutive days.

[2] Charges for offshore drilling wells shall begin on the date when drilling or completion equipment
arrives on location and terminate on the date the drilling or completion equipment moves off loca-
tion or rig is released, whichever occurs first, except that no charre shall be made during suspen-
sion of drilling operations for {ifteen (15) or more consecutive cuys

{3] Charges for wells undergoing any type 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 suspensnon of operations for fifteen ( 15) or more consecutive
days.

{b) Pwducmg Well Rates

(11 An active well either produced of injected into for any p’:rtmn of the month shall be considered
as-a one-well charge for the entire month, ' v

2] Each’ active compleuon in @ multi-completed well in wmch productlon is not comnungled down
hole shall be considered as a one-well charge providing each completxon is considered a’ <eparlte
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 provzdmg the gas well is direcuy connected to a per-
manent sales outlet.

(4] A one-well charge may be made for the month in which pluggmg ana abandonmnt opcﬂ!m
are completed on any well.:

(51 All other inactive wells (mcludmg but not limited - 10 mactwe weus eovu'ed by \mif
* lease allowable, transferred allowable, etc ) shall not quahfy for'an overhehd charge. ,

(3) The well rates shall be ad;usted as of 't
c.greement to- which this Accountmg
plying the rate currently in use by the percentage i
Crude Petrol&um and Gas Prodiiction Workers for thé‘last calendar year con
preceding as shown by the index of average weekly earnings of Crude Petroleum’ MG&S
tion Workers as published by the United States Department of Labor, Bureau of Tab
"equivalent Canadian index as published by. Statistics Canada, as applicable.
the rates currently in use, plus or minus the eomputed adjustment. : :

’ SR t2




",ffof 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 cbligation to purchase, interest of No.n-Opera-

B. Overhead - Percentage Basis _
(1) Operator shall charge the Joint Account at the following rates:
(a) Development ‘

e Percent ( <) of the cost of Development of the Joint Property oxclusive of costs
provided under Paragraph 9 of Section II and all salvage credits.

{k) Operating

—— o Percent ( <¢) of the cost of Operating the Joint Property exclusive of costs provided
under Paragraphs 1 and 9 of Section II, all salvage credits, the value of injected substances purchased
for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the min-
eral interest in and to the Joint Property. -

(2) Application of Overhead - Fercentage Basis shall be as follows:

For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section III, de-
velopment shall include all costs in connection with drilling, redrilling, deepening or any remedial opera-
tions on any or all wells involving the use of drilling crew and equipment; also, preliminary expenditures
necessary in preparation for dritling and expenditures incurred in 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 de:.ned in
Paragraph 2 of this Section III. All other costs shall be considered as Operating.

2. Overhead - Major Construction
To compensate Operator for overhead costs incurred in the construction and instailation of fixed assets, the ex-
pansion of fixed assets, and any other project clearly discernible as a fixed asset required for the development and
operation of the Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall
charge the Joint Account for Overhead based on the following rates for any Major Construction project in excess
of $.25,000.00~~--:
A, . 3 % of total costs if such costs are more than $2L.QQLL.QQ:but less than $_100,000.00~ ; plus
B. ____ .3 9 of total costs in excess of $_100,000,0G-= but less than $1,000,000; plus
C. 29 of total costs in excess of $1,000,000.

Totai 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 --orkover wells shall be excluded.

3. Amendment of Rates

The Overhead rates provided for in this Section III may be amended from time io'tiine oinly by mutual agreement
between the Parties hereto if, in practice, the rates are found to oe insufficient or excessive.

v PRICING OF JUINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

Operator is responsible for Joint Account ‘Material and shall: make proper and timely charges and credits for all ma-
terial movements affecting tné Joint Property. Operator shall provide- all Material for-use on the Joint Property; how-
ever, at Operator's option, such Material may be supplied by the Non-Qperator. Operator shall make timely disposition

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 discoimts received. In case
of Material found to be defective or returned to vendor for any other reason, credit shall be passed to the Joint
Account when adjustment has been received by the Gperator.

2. Transfers and Dispositions

Material 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 drs-

counts:

A. New "Material (Condition A) o

{1) Tubular goods, except lire pipe, shall be prmed at the cuirént new price in effect on date of movement on a
maximum carload or barge load weight basis, regardless of ‘quantity transferred, équalized to’ ‘the lowest
published price f.o.b. railway receiving point or recogmzed barge termmal nearest the Joint Property
where such Material is normally available. . ) 5

(2) Line Pipe

“(a)’ Movement of less: than 30,000 pounds shall be priced at the current new. price, in effect at date of
movement, as listed by a relnable supply store nearest the Joint Property where such Material is nor- k

mally avaxlable.

. (b) Movement of 30,000 pounds or more shall be orxced under provisions of tubular goods pricmg in Parl
graph 2A (l) of this Section IV. .

(3) Other Material shall be priced at the (:urreni.r riew price;in etfect at date of movment, a8 lllted by
supply store or f.0.b. railwady recelvmg point nearest the Jomt Property where ‘such Matex‘ial nori

available, o . B

_ B. Good Used Material (Condition B) . ' L TR
Materlal in sound and serviceable condition and smtable for reuse thhout l'econditioning" .

(1) Matenal moved’ to the Jomt Property . : ‘ W

(2) Matenal moved from the Jomt Property

- (a) At seventy-five percent (75%) of current new prxce, as determmed by Parea‘tlpl;f" A
if Matenal was originally charged to tt:e Jaint Account as’ new Matenal. or -



{b) at sixty-five percent (65¢%) of current new price, as 1 -termined by Paragraph 2A of this Scction
IV if Material was originally charged to the Joint Acce:itt as good used Material at seventy-five per-
cent (75¢% ) of current new price.

T'he cost of reconditioning, if any, shall be absorbed by the transferring property.
C. Other Used Material (Condition C and D)
{1) Condition C

Material which is not in sound and serviceable condition and not suitable for its original function until
after reconditioning shall be priced at fifty percent (50 ) of current new price as determined by Para-
graph 2A of this Section 1V. The cost of reconditioning 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 value commensurate with its use or at prevailing
prices. Material no longer suitable for its original purpose but usable for some other purpose, shall be
priced on a basis comparable with that of items normally used for such other purpose. Operator may dis-
pose of Condition D Materlai under pioceduras normally utilized by the Operator without pricr approval
of Non-Opcrators.

D. Obsolete Material

Material which is serviceable and usable for its original function but condition and/or value of such Material
is not equivalent to that which would justify a price as provided above may be specially priced as agreed to by
the Parties. Such price should vesuit in the Joint Account being c¢harged with the value of the service ren-
dered by such Material.

E. Pricing Conditions

(1) Loading and unlcading costs may be charged to the Joint Account at the rate of fifteen cents (15¢) per
hundred weight on all tubular goods movements, in licu of loading and unloading costs sustained, when
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section II.

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

Premium Prices

Whenever Material is not readily obtainable at published or listed prices because of nationat emergencies, strikes
cr other unusual causes over-which the Operator has no control, the Operator may charge the Joint Account for the
lequired Material at the Operator’s actual cost incurred in providing such Material, in making it suitab!= for use,
and in moving it to the Joint Property; provided notice in writing is furnished to Non -Operators of the proposed
charge prior to billing Non-Operators for ‘such Materlal Each Non- Operator shall have the right, by so electing and
notifying Operator within ten days after receiving notice from Operator, to furnish in kind all or part oi his share
of such Material suitable for use and acceptable to Operator.

Warranty of Material Furnished by Operator

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

V. INVENTORIES
Operator shall maintain detailed records of Controllable Material.

Periodic Inventories, Notice and Representation

At reasonable intervals, Inventories shall be taken by Operator of the Joint Account Controllable Matenal
Written notice of intention to take inventory shall be given by Operator at least thirty (30) days before any inven-
tory is to begin so that Non-Operators may be represented when any inventory is taken. Failure of Non-Operators
to be represented at an inventory shall bind Non-Operators to accept the inventory taken by Operator. y

Reconciliation and Adjustment of Inventories

Reconciliation of a physxcal inventory with the Joint Account shall be made, and a list of overages and shortages
shall be furnished to the Non-Operators within six months following the taking of the inventory. Inventory ad-
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.

Speclal Inventories-

Speclal Inventories may be taken whenever there is any sale or change of interest In the Joint Property It shall'
ba the duty of the party selling to notify all other Parties as quickly as possible afler the transfer of’ mterest takes
place. In such cases, both the seller and the purchaser shall be governed by such mventory
Expense of Conducting Periodic Inventories : ; >

The expense of conductmg periodic Inventones shall not be charged to the Joint Account unless agmed to by the
‘Parties.

-




EXHIBIT "D"

Attached to and made a part of Operating Agreement dated HMarch 29, 1982

between UNION OIL COMPANY OF CALIFORNIA, Operator, and the signatory parties

other than Operator.

INSURANCE

Operator shall carry or provide the following insurance with respect to
operations on all lands subject to this Agrecment:

(2) wOrkmen s Compensation Insurance, including Employer s Liabilicy,
as required by law,

(b) Automobile Public Liabili{ty sad Property Damage Insurance with
minlmum limits of $100,000 bodily injury or death per person,
with $300,000 bodily injury or death each accident, and $100,000
property damege each accident,

(e) Such addi{tional insurance as may hereafter he redpired_by law.

All insurance coverage required hereby shall be carried at the Joint
Expense and for the benefit of the parties heretc, except for premiums for
Automobile Public Liability and Property Damage Insurance on Operator's
fully owned equipment, which stiall not be charged directly to the Joint
Account, but will, i{nstead, be covered by the flat rate charges assessed
the Unit for use of such equipment. Operator shall not be requirad to
carry any other insurance for the Joint Account of the parties hereto.

Any party may, at its own expense, acquire such insurance as it deems proper
to protect itself against any claims, losses, damages, or destruction result-
ing from Unit operations,

Operator gshall require all contractors engaged in work in or on the Unit
Area to carry insurance for the benefit and protection of the Working Interest
Owners consistent with Operator's minimum requirements.




EXHIBIT "E"
GAS BALANCING AGREEMENT
FOR GAS WELL PRODUCTION

1. Each party shall have the right to take in kind and separately
dispose of its proportionate share of the gas produced from the Unit Area
and shall be entitled to an opportunity Lo produce its fair share of the
allowable production from a gas well (including lawful tolerances) estab-
lished by appropriate regulatory authority.

2. It is the intent that each party be entitled to gas produced in
the progportion that its ownership interest bears to the sum of the owner-
ship interests. It is the intent that the Unit QOperator have the duty of
controlling gas well production and the responsibility of administering
the provisions of this agreement. Unit Operator shall cause deliveries
to be made to the gas purchasers at such rates as may be required to give
effect to the intent that the gas production accounts of all parties are
to be brecught into balance under the provisions contained herein.

3. To give effect to the intent of this agreement, the Unit Operator
shall be governed by the following rights of each party:

(a) When the well's current production is less than the
well allowable due to either the capacity of the well to
produce or the Unrit Operator causing the well to produce
below allowable in order to properly balance well allow-
able overproduction:

(1) Each underproduced party (a party who has taken
a lesser volume of gas than the quantity such party
is herein entitled) shall have the right to take a
greater amount of gas than its proportionate share
of the well's current production, provided that the
right to take such greater amount shall be in propor-
~tion that its interest bears to the total interest of
all underproduced parties desiring to take more than
their proportionate share of the well's current
production.

(2) Each overproduced party (a party who has taken
a greater volume of gas than the quantity such party
is herein entitled) shall reduce its respective take
in the proportion that such party's interest bears to
the total interest of all overproduced parties, but
in no event shall any overproduced party be required
to reduce its take tc less than FIFTY PERCENT (50%)
of such overproduced party's proportxonate share of
the well's current productlon.

{b) Whed the well's current production is less than the
well allowable due to combined pipeline takes or for reasons
other than in subparagraph (a) above-

(1) Each underproduced party shall have the rlght as
. in subparagraph (a) (1) above.

*{(2) Each overproduced party shall ‘reduce its respec-
tive take in the proportion that such party's intersst
bears to the total interest. of all ovrrproduced partiaa.
but in no_event shall any overproduced party be required =
to reduce its take to less than FIFTY PBRCBHT (50%) qf '
such overproduced party's proportionate share of the =
well allowable. .




(c) When the well's current prcduction is equal to or greater
than the well allowable:

(1) Each underproduced party shall have the right to
take a greater amount of gas than its proportionate
share of the well allowable, provided that the right
to take such greater amount shall be in proportion
that its interest bears to the total interests of all
underproduced parties desiring to take more than their
proportionate share of tre well allowable.

(2} Each overproduced party shall have the right as
in subparagraph {a) (2) above.

(d) The Unit Operator, at the request of any party, may
produce the entire well stream, if necessary, for a
deliverability test not to exceed seventy-two (72) hours
duration required under such requesting party's gas sales
contract and may overproduce in any other situation
provided that such overproducing would be consistent with
prudent operations.

4. Each party taking gas shall furnish the Unit Operatoz a monthly
statement of gas taken. After ccmmencement of production, Unit Operator
shall furnish a current account mornthly of the gas balance between parties
hereto including the total quant.ity of gas produced, the portion thereof
used in Unit operations, vented or lost, and the total quantity of gas
delivered to a market.

5. Each party producing and/or delivering gas to its purchaser shall
pay any and all production taxes due on such gas.

6. The provisions of this agreement shall be separately applicable
to each well and each reservoir to the end that production from one
reservoir in a dgas well may not be utilized for the purpose of balancing
underproduction from other reservoirs.

7. When gas sales from a gas well permanently cease, Unit Operator
shall make a final determination of the volumeés of over and/or under-
production, if any, which have accrued since the last volumetric balance,
as of the date of such cessation of sales and the identity of the party
or parties who are over or underproduced. ' A cash balancing adjustment
shall be made by the overproduced party, or parties, to the underproduced
party, or parties, for the overproduced volumes which have been taken and
sold; the price to be paid for such adjustment shall be the actual price
received for such overproduction by the overproduced party, or parties,
less appropriate deductions for taxes and/or royalties pald on such
production by the overproduced party.

8. This agreement may be executed in counterparts but will not be
binding on any party unless a~d until all working ‘interest parties in a
gas well have accepted this Gas Balancing Agreement without exceptioq;

9. This shall constitute a separate agreement as to each well ahd

as to each reservoir. .
> 5

EXHIBIT "E"
Page 2




(2)

(B)

ttached to and made a part of that certain Operating Agreement dated
March 29, 1982 » between UNION OIL COMPANY OF CALIFORNIA,

Operator, ang the signatory parties other than Operater.

Operator shall comply vhere applicable with the following clauses cbntained
in 41 CFR:

60~1.4(a) (Equal Employment Opportunity):

1-12.803-10 {certification of non-segregated facilities);

60-250 ‘ (employment opportunity for veterans);

60~-741 (employment opportimities for handicapped indivicduals);
1-1.710 : (subeontracting with smell business concems);

1-1.805 (subcontracting with laror surplus area concerns);
1-1.1310 (subcontracting with minority business enterprises); and
1-1.2302-2 (environmental protection). |

These clauses_axé. incorporated herein by refer=ace if and to the extent
applicable t this contract by law, executive order, or regulat:.on
Operator represents that it is in campliance with the repp:tjmg reguire-
ments of 41 CFR 60-1.7 and the Affirmative Action Program requirements

of 41 CFR 60-1.40 and §0-2.

The Operator hereby certifies that as of the date of this action it is in
compliance with the Wage and Price Standards issued by the Council- on Wage

and Price Stability (6 CFR 705, Appendix, and Part 706).
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(Gity, State, ard ZIP Code)

UNITED STATES POSTAL SERVICE

OFFICIAL ausm[;s_s ’
PERALYY FOR FRIVATE

SENDER INSTRULTIONS: } » USE TO AVOWD PAYMENT

Print you! name, address, and ZIP €ods In the spacs bslow. OF FOSTAGE. §300
Complrte itsmy 1, 2, 8083 on th revirse,
o Attach 10 front of artield if sp pmmn,

otharws aifix to back of asticle
3 Endors srticle “RetufM Rhceipt Requested”
sdiaceat 10 pumber,
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10 ;

Union 01l Company of California

[
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P. 0. Box 671 '
. (Stmt orP.O. Hﬂj '
. L
" dlapd, T )
Qty, Staie, and ZIPCodc) ‘ :
UNITED STATES POSTAL SERVICE i
CFFICIAL BUSINESS 1 i
_ PENALTY FOR PRIVATE ¢
SENDER INSTRUCTIONS USE TO AVO PAYMENT f
Print ynur nams, addrags, and ZIP Coda In the space below. OF POSTAGE. $300 S.MAIL ‘
Completa items 1, 2, and 3 on the reverm, S o :
o Atash to front of srticle if space permity, " [
otherwise sffix to back of article, :
e  Endore article “Retum Racsipt Roqmmd" i
sdjscant to sumber, 4
RETURN
TO

o~ .

Union 01l Company of California
ﬁEEECISauhO :

P. 0. Box 671

““&wm

e o e

UNITED STATES PCSTAL SERVICE:
OFFICIAL BUBNES

medtunﬂ;'hllhumhlu
Compiots hame i, 2, nd 3 o0 e e,
0 Amash 18 frong of ordele i 9pace permity,
othgruie o¥ix o buik of artiols,
“ . lunncthﬂh-n!n*nhnmmf

ﬁ' “
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UNION OIL ocwm oF uumn
ATTN: Lm_

P. 0. Box 671



Union Oit and Gas Division: Centra! Region

ot 0 Union Oil Compan)‘(,alnforma

500 North Marienfeld, Midland, Texas 79701
P.O. Box 671, Midland, Texas 79702
Telephone (915) 682-9731

unizn

Robert V. Lockhart :
Oistect Lang Manager -March 10 i 1 982
thidiang District

New Mexico 0il Conservation Division
P. 0. Box 2088

State Land Office Building

Santa Fe, New Mexico 87501

Attention: -Ms. Florene Davidson

Dear Ms. Davidson:

Case 7510

Compulsory Pooling “Application

N/2 Sgetion 10, T-22~S, R-32-E, N.M.P.M.
Lea .~ niy, New Mexico

Please be advised that Union 01l Company of California, as apbilcant, has sent
a copy of our application for Compulsory Pooling to the following parties:

Mr. and Mrs C. E. Strange
- P, O. Box461
Bakersfield, California 93302

Bank of America N.T. & S.A.,

as Trustee of the Charles E. Strange 1976 Trust #1
1440 Truxtun Avenue

Bakersfield, California 93301

Mr. Donald E, Dippel

P, 0. Box 157 - Y e

P O: Box 157 s BEFORE EXAMINER NUTTER
’ | OIL CONSERVATION DIVISION

‘MTS Limited Partnership : ' . ‘

c/o Mesa Petroléum Company ‘ -ﬂd&_‘EXHIBlT NO.. ?/

1000 Vaughn Building - ' CASENO_ZS /&

Midland, TX 79701
Attention: -Mr. Mark Hannifin

Also, please be advised thét we request that our heai‘ing scheduled fbr March 16
| be deferred until March 31, as we are workirg to settle with the parties without
- the need to force pool. By copy of this letter, I am informing our attorney, Mr.

Sim Chris‘.y, of our deferral request..




‘ Case 7510 :
L~ O OCompulsory Pcoling Application
N/2 Sect. 10, T-22-S, R-32-E,
N.M.P.M, ,
Lea County, New Mexico
March 10, 1%82
page 2

Thank you for your cooperation in this matter.
Sincerely,
UNION OIL COMPANY OF CALIFORNIA
Xw M flectin)
Linda H. Hicks |
Landman

LHH:njd

Xc: Mr. Sim Chriscy
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EYAMINIR HEARING - WECHESDAY - MARCH 31 1982 » Cockat No. 9-82

Codkets Nos. 10-82 and 11-82 are tentatively set for April 14 and April 28, 1982. Applicaticns for hearing

must he filed at least 22 days in advance of hearing date.

DOCKET: EXAMINER HEARING ~ WEDNESDAY - MARCH 31, 1982
3 A.M. ~ OIL CCNSERVATION DIVISION CONFERENCE ROOM
STATE UAND OFFICE BUILDING, SANTA FE, NEW MEXICO

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

CASE 7469: (Continued from March 3, 1982, Examinar Hearing)

In the matter of the hearing called by the 0il Conservation Division on its own motion to permit
H. M. Bailey & Associates, Commercial Union Insurance Company, and all other interested parties
to appear and show cause why the following wells on the H. M. Bailey Lease, Township 21 South,
Range 1 West, Dona Ana County, should not be plugged and abandoned in accordance with a Division-
apprcved plugging program: In Section 10: Nos. 9 i{n Unit A, 9, 11, 12, and I3 in Unit 3, 10 and
14 in Unit C; and No. 15 in Unit C of Section 9,

CASE 7497: {Continued and Readvertised)

Application of Parabo, Inc. for an oll treatment plant permit, Lea County, New Mexico. Applicant,
in the above-styled cause, saeks authority for the construction and operation of an oil treating
plant for the purpoie of treating and reclaiming sediment oil at its salt water disposal gite in
the SW/4 of Section 29, Township 21 South, Range 38 East.

CASE 7516: Application of Bensonvl}ontin-creer for a unit agreement, Rio Arriba County, New Mgxico. )
Applicant, in the above-styled cause, seeks approval for the North Canada Ojitog Unit Area, comprising
12,361 acres, more or less, of Jicarilla Apacha Indian lands in Township 27 Ncrth, Range 1 West,

ChSE 7517:- Application of Anadarko Production Company for an unorthodox oil well location, Lea County, New Maxico.
Applicant, in the above-styled cause, geeks approval of an unorthodex location 1450 feet from the South
line ‘and 1400 feet from the tlest line of Section 15, Township 22 South, Ranga 37 East, Penrose skelly
Pool, the NE/4 SW/4 of said Secticn 15 to be dedicated to the well.

CASE 75181 Applicaticn of Consolidated Oil & Gas Inc., for salt water disposal, Laa County, New Mexico.
Agplicant, in thé above-styled cause, seeks authority to dispose of produced salt water into the
Abo fcxmatjon in the perforated interval from 8588 feet to 8856 feet in its Midway State Well No. 1},

located in Section 8, Township 17 South, Range 37 East, Midway-Abo Pool.

CASE 7519:  Application of S & J Oil Company for special nool rules, McKinley County, New Mexico,

Applicant, in the above-styled cause, seeks the promulgation of special pool rules for the Saven
Lakes-Menafee Oil Fool to providé for wells to be located not neaver than 25 faet to the quarter-quarter
cection line nor nearer than 165 feet to lands owned by an offset operator.

e

<» CASE 7510: (Continued from March 16, 1982, Examiner Hearing)
\Kpphcation of Union 0Oil Company of Canfornla for compulaory pool.ing, Lea County, New Mexico.

Applicant, in the above-styled cause, seeks an order pooling all mineral interests in the VWolfcamp

and Penn formations underlying the N/2 of Ssction 10, Township 22 South, Range 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, desiqnation of applicant as operator of the well, and a charge for
risk involved in drilling said well.

CASE 7511: (Continued from March 16, 1982, Examiner Hoarinq)

Application of Buffton 0il & Gas Inc. for compulsory pooling, Lea County, New Mexico.

Applicant, in the above-styled cause, seeks an order pooling all mineral interests in the Wolfcamp

through Devonian formations underlying the W/2 of Section 35, Township 16 South, Range 35 East, to

be dedicated to a well to be drilled at a standazd location thereon. Alsc to bLe considered will be

the cost of drilling and ccmpleting said well and the allocation of the coat thereof as well as actual -
operating coats and charges for aupezvlsion. designation of applicant as operator of the well, and a ; )
charge for risk involved in driiling said wall.

CASE 7520: Applicat*on of _ewis B. Burleson Inc. for cozmpulsory pooling and a non-standard pront.lon and spacing
unit, Lea County, New Mexico. Applicant, in the above-styled causs, seeks an order poollnq sl) mineral
interests in the Jalmat Pool underlying a léd-acre non-standard proration unit coqnunq the ¥W/4 of
Section 15, Township 24 South, Rangs 36 Zast, to be dedizated to a well to be; drillad at a standard
location thereon. Aiso to be considered will ba the cost of ‘drilling and ccq:htinq said well and the
allocation of the cost thereof as well as actual operating costs and charges for mpcrviulon. designa-
tion of applicant as operator of the well and a charge for risk involved in drilling said well.
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CASE 7%921: Application of William B. Barnhill for an unorthodox gas well location, Eddy County, New Mexico.
Applicant, in the above-styled cause, seeks approve! of an unorthodox location 6£0 feet from the
South and West lines: of Section 35, Township 19 South, Range 25 East, Permo~Pann, Strawn, Atoka
and Morrcw formations, the $/2 of said Section 35 to be dedicated to the well.

CASE 7522: Application of Santa fe Exploration Co. for an unorthodox dgas well location, Eddy County, MNew Mexico.
. Agplicant, in the above-styled cause, gseeks approval of an unorthodox location 660 feet frowm the
North and West lines of Section 14, Towvnship 20 South, Range 25 Fast, Permo-Penn, Strawn, Atcka
and Morrow formations, the N/2 of said Section 14 to be dedicated to the well.

CASE 7523: application of Robart N. Enfield for compulsory pooling and an unorthodox gas well location, Bddy
County, New Mexico. Applicant, in the above-styled cavse, seeks an ordex pooling all mineral
interests in the Wolfcamp-Penn formatlons underlying the B/2 of Sgction 18, Township 19 South,

Range 27 East, to be dedicated to a2 well to be drilled at an unorthodox location 660 feet from

the North and East lines of said Section 18. Also to be considered will be the cost of drilling and
completing ssid 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,

CASE 7524 THRU 75353 Application of Jack J. Grynberq for compulsory pooling, Chaves County, Naw Mexico.
Applicant, in each of the followinj 12 cases, seeks an ordar pooling all mineral interests down
through the Abo formation underlying the lands specified in each case, each to form a standard
160-acre gas spacing and proration unit to be dedicated to a well to be drilled at a standard location
thereon. Also tc be considered in each cage will be tlie cost of arilling and completing said wells
and the allocztion of the cost thareof ac well ag actual ofsrating costs end charges for supervision,
designation of applicant as operator of the wells snd a charge for risk involved in drilling said
‘“8lls:

CASE _7524: SE/4 Section 2, Township 5 South, Ranga 24 East

CASE 7525: SW/4 Section 3, Township 5 South, Range 24 Bast

CASE_7526: NW/4 Section 3; Township 5 South, Range 24 East

CASE 7527: SE/4 Section 3, Township 5 South, Range 24 East

CASE 7528: NW/4 Section 4, Township 5 South, Range 24 East

CASE 7529: NE/4 Section 4, Township 5 South, Range 24 East

CASE 7510: WNW/4 Section 11, Township 6 South, Range 24 East

CASE _7531: '$W/4 Section 11, Township 6 South, Range 24 East

CASE 7532: SE/4 Section 27, Township 6 South, Range 24 East

CASE 7533: SW/4 Section 27, Townghip 6 South, Range 24 EBast

CASE 7534: NW/4 Section 34, Township 6 South, Range 24 East

CASE 75351 SW/4 Section 17, Township G South, Range 25 East

CASE 7515: (Continued and Readvertised)

Application of Four Corners Gas Producers Association for designation of a tight formation, San Juan
County, New Mexico. Applicant, in the above-styled cause, seeks the designation of the Dakota
formation underlying all or portions of Townships 26 and 27 North, Ranges 12 and 13 West, Township
28 North, Range 13 Yest, Township 29 North, Ranges 13 through 15 West, and Township 30 Noxth, Ranges
14 and 15 West, contaiiiing 164,120 acres, mora or less, as a tight formation pursvant to Sectioa 107
of the Natural Gas Policy Act and 18 CFR Section 271. 701-705. . .



Pockat No, 8~-82

Dockets Nos, 9-82 and 10-82 are tentatively set for March 11, and Apri) 14, 1982, Applications for hea}ing 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 Richard L, Stamets, Examiner, or Daniel S. Nutter. Altornato Examiner:

ALLOWABLE ¢

CASE 7502:

CASE 7503:

CASE 7504:

CASE_7505:

CASE_7506:

CASE 7507:

CASE 7508:

CASE 74659:

CASE 7457:

{1} Consideration of the allowable production of gas for April, 1982, from fifteen
prorated pools in Lea, Eddy, and Chaves Counties, New Mexice.

{2) cConsideration of the allowable "production of gas for April, 1982, from four
prorated pools {n San Juan, Rio Arriba, and Sandoval Counties, New Mexico,

Application of Sun Oil Company for an unortliodox gas weli location and non-standard gas proration
unit, Lea County, New Mexico. Applicant, in the abova-ytyled cause, seeks approval for the unorthodox
location of a well to be drilled 760 feet from the South line and 960 fceet from the East line of
Section 6, Township 24 South, Range 37 East, Jalmat Gas Pool, and a 160-acre non-standard proration

unit comprising the SE/4 of said Section %.

Aprlication of Sun 0Gil Company for an unorthodoex gas well location and non-standard gas prors:ion unit,
Lea County, New Mexico. Applicant, in the abova-styled causeo, seeks approval for the unorthodox location
of a well to be drilled 1980 feet from the North line and 1400 feet from the East line of Sect.ion 22,
Township 22 South, Range 36 East, Jalmat Gas Pool, and a 120-acre ncn-standard proration unit comprising

the W/2 NE/4 and SE/4 NE/4 of said Section 22, -

Application of Cities Service Company for the extension of vertical 1limits of the Langlie Mattixz Pool,
Lea County, New Mexico. Applicant, in the above-styled cause, seeks the contraction of the vertical
limlts of the Jalmat Pool and the upward extension of the vertical limits 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 BCO, Inc. for downhole commingling, Rio Arriba County, New Merico.

Appli¢ant, in the above-styled cause, seeks approval for the downhole comminqlinq of Lybrook-Gallup
and Basin-~Dakota production in the wellbores of wells drilled and to be drilled in qection 2, 3, 4,9
and 10, Township 23 North; Range 7 West.

Application of Getty Oil Company for salt water disposal, Lea County, New Mexico.

Applicant, in the above-styled cause, secks authority to dispose of salt water into the Abo formation
in the perforated interval from 8900 feet to 9300 feet in its State "P" Well No. 1, located in Unit P,
Section 32, Township 16 South, Range 37 East, Lovington-Abo Pool.

Inc. for an oil treating plant permit, lLea County, Rew Mexico.

ks authot;ty for the construction and operation of an oil
laiming sediment oil at a site in the NW/4 NE/3 of

Application of Sonny's Oilfield service,
Applicant, in the above-styled cause, see
treating plant for the purpose of treating and rec
Section 29, Township 18 South, Range 38 East.

Application of P & O Oilfield Services, Inc. for an oil 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 treating and reclaiming sediment 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)

Application of Red Mountain Associates for the Amendment of Order No. R-6538, McKinley County, New Mexico.
Applicant, in the above-styled cause, seeks the amendment of Oxder No. R-6538, which authorized applicant
to conduct waterflood operations in tke Chaco Wash-Mesa Verde Oil Pool, Applicant seeks approval for

the injection of water through varjous other wells than those originally approved, seeks deletion of

the requirement for packers in injection wells, and seeks an increase in the previously authorized 68-
pound limjtation on injection pressure. .

(cOntxnued from February 17, 1982, Examiner Hearing)
(This Case will be continued to April 28, 1982)

Applicatlon of E. T. Ross for nine non-standard gas proration unltl. Harding County, New Mexico,.
Applicant, in the above-styled cause, seeks approval for nine 40-acre non-standard gas proration,
units in the Bravo Dome Carbon -Dioxide Area. In Township 19 North, Range 30 Bast: Section 12,
the NW/4 NY/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 Eagt: Section )1, the NE/4 SW/4, SW/4 SE/4, SE/4 SW/4, -and NM/4 SE/4. -
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Eraminer Hearing

TUESDAY - MARCH 16, 19682

CASE_7509:

" CASE 7510
o TSI

I e

CASE 7511:

CASE 7496:

CASE 7512:

CASE 7476:

CASE 7513:

CASE 7514:

Application of Supron Energy Corporation for a non-standard proration unit or campulsory pooling,

San Juan County, New Mexico. Applicant, in the above-styled cause, secks approval of a 160-acre
non~-standard proration unit for the Dakota and Mesaverde formations corprising 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 Dakota formation underlying the 5/2 of said Section 2, to be
dedicated to a well to be drilled at a standard location thereon. Also to be conuyjdered will be .
the cost of drilling and corpleting said well and the allocation of the cost thercof as well as actual
operating costs and charges, for supervision, desmnatlon of applicant as operator of the well, and

a charye for risk involved in drilling said well.

Agplication of Union Ol Corpany of California for compulsory pooling, Lea County, Hew Mexico.
Applicant, in the above~-styled cause, seeks an order pooling all ninoral interests in the Wolfcamp

and Penn formations underlying the N/2 of Section 10, Township 22 South, Range 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 wall 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 will be continued to March 31, 1982) )
application of Buffton 01l & Gas Inc. for compulsory pooling, Lea County, New Mexico.

Applicant, in the above-styled cause, seeks an order pooling all mineral interests in the Wolfcamp
through Devonian formations underlying the #W/2 of Section 35, Township 16 South, Range 35 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.

(Concim\ed from March 3, 1982, Examiner Hearing)

Application of Viking Petroleum, Inc. for an unorthodox location, Chaves County, New Mexico.
Applicant, in the above-styled cause, seeks approval for the unorthodox location of an Abo gas well
to be drilled 62 feet from the South line and 1984 feet from the East line of Section 29, Township
S Soutl:, Range 24 East, the SE/4 of said Section to be dedicated to the well.

Applic‘a-ytion of Viking Petroleum, Inc. for an unorthodox location, Lea County, New HMexico.
Applicant, in the above-~styled cause, seeks approval for the unorthodox location of a well located’
in Unit H of Section 31, Township 13 SOuth, Range 34 East, Nonombre-Penn Pool, said well being a

wells to be located in the NE/4 or 5W/4 of the quarter section.
(Continued from March 3, 1982, Examner Hearing)

Application of ‘Jack J. Grynbetq for compulsory pooling, Chaves County, New Hexico.

Applicant, in the above-styled cause, seeks an order pooling all mineral interests down through

and including the Abo formation, underlying two lé60-acre gas spacing units, being the NE/4 and
SE/4, respectively, of Section 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
and completing said wells and the allocation of the cost thereof as well as actual operating costs
and charges for supervision, designation of applicant as operator of the wells and a charge for risk
involved in drilling said wells.

Application of Mesa Petroleum Company for.compuisory pooling, Chaves County, New Mexico.

Applicant, in the above-styled cause, seeks an order pooling all mineral interests in the Abo
tormation underlying the SE/4 of Secbion 12, Township 5 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 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,

Application of Santa Fe -Exploration Co. for compulsory poolx.ng. or in the alternat:.ve a non-standard
proration unit, Eddy Countv, New Mexico. Applicant, in the above- styled cause, seeks an order pooling

" all mineral mterests in the Permo-Penn, Strawn; Atoka and. Morrow formations underlying the H'Z of

Section 2, Township 20 Sputh, Range 25 East to be dedicated to a well to be drilled at a standard
locatjion thereon. Also to be considered will be the cost oOf dnning and, completing said well and

the allocation of the cost thereof as well as actual operating costs and charges for supervisiocn,
desxgnation of’ applxcant as operatof of the well, and a 200 percent charge for risk involved in drilling
said well. In the event said 200 percent xrisk factor iy not approved, applicant seeks a’ non-snndaxd :
unit excluding the lands of owners not participating in the well.
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- CASE 75151

CASE 7445:

CASE 7492:

CASE 7500:

Application of Pour Corners Gas Fro&uéers Asgsociation for designation of a tight formation,
San Juan County, New Mexico, Applicant, in the above-styled cause, seeks the designation of the
Dakota formation underlying all or portions of Townships 26 and 27 Horth, Ranges 12, and 13 West,

. Township 29 North, Ranges 13 through 15 West, and Township 10 Horth, Ranges 14 and 15 Wust, contain-

ing 164,120 acres, more or less, as a tight formation pursuant to Section 107 of the Natural Gas
Policy Act and 18 CFR Section 271. 701-705.

(Continued from Februvary 17, 1982, Examiner Hearing)
{ This Case will be continued to April 28, 1982)

Application of Harvey E. Yates Company for an NGPA determination, Eddy County, MNew Mexico.
Applicant, in theabove-styled causc¢, seeks a new onshore reservoir determination in the San Andres
formation for its Fulton Collier Well No. 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 Natural 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-siyled

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 hase price if production
anhancement work which qualifies under the NGPA' is performed on its Hackberry Hills Unit Well. No. 4
located in Saction 22, Township 22 South, Range 26 East, Eddy County, New Mexico.
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Oistrict Land #Manager

Migtand District

Union Oil and Gas Division: Central Region

Unicon Oil Company of California

500 North Marienfeld, Midland, Texas 79701
P.O. Box 671, Midland, Texas 79702
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New Mexico 0il Conservation Division

P. 0. Box 2088
State Land Office Building
Santa Fe, New Mexico 87501

Attention: Ms. Florene Davidson

Dear Ms. Davidson:

Case 7510

Compulsory Pooling Application

N/2 Section 10, T-22-S, R-32-E, N.M.P.M.
Lea County, New Mexico

Please be advised that Union 0il Company of Califernia, as applicaht,»has sent
a copy of our application for Compulsory Pooling to the following parties:

Mr. and Mrs. C. E. Strange
P. 0. Box 61
Bakersfield, California 93302

Bank of America N.T. & S.A.,

as Trustee of the Charles E. Strange 1976 Trust #1
1440 Truxtun Avenue

Bakersfield, California 93301

Mr. Donald E. Dippel
P. O, Box 157
Lehi, Utah 84043

MTS Limited Partnership
c/o Mesa Petroleum Company
1000 Vaughn Buildlng
Midland, TX 79701
Attention. Mr. Mark Hannifin

Also, p]ease be advised that we request that our hearing scheduled for March 16
be deferred until March 31, as we are working to settle with the parties without
the need to force pool. 'By copy of this letter, I am informing our attormey, Mr, -
Sim Christy, of our deferral request,.




Case 751C

Compulsory Pooling Apnlication
N/2 Sect. 10, T-22-S, R-32-E,
N.M.P.M. 8

Lea County, New Mexico

March 10, 1982

page 2

Thank you for your cooperation in this matter.
Sincerely,

UNION OIL COMPANY OF CALIFORNIA

Xi o K Meetia)

Linda H. Hicks
Landman

LHH:njd

xc: Mr., Sim-Christy
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JENNINGS & CHRISTY e S |\
JAMES T JENNINGS 1012 SECURITY RATIONAL BANK BUNLDING LIL CONSEfv/; h&ﬁ&cdu;ﬁgg@ﬁz
SIM B CHRISTY IV P .O.BOX 1180 ‘ SANTA i« Cooe 505
K.DOUGLAS PERRIN ROSWELL,NEV MEXICO 88202-1180
PHIL T. BREWER
DAMON RICHAHDS
February 23, 1982
New Mexico 0il Conservation Division
P. O. Box 2088 ’
State Land Office Building 5~ /C

2
Santa Fe, New Mexico 87501 C;Obﬂa~<7b
Attertion: Mr. Dan Nutter
Gentlemen:

For your consideration of hearing we enclose herewith
in triplicate Application of Union Oil Company of Califorxrnia
for compulsory pocoling in Lea County, New Mexico; per our
telephone convesation of this date, we understand this
matter has been set for Examiner hearing in your conference
room at Santa Fe, New Mexico; »on March 16, 1982.

I1f anything further is required, kindly advise.

Respectfully,

JENNINGS & ¢ RISTY

SBC:pv

Encl.

cc: Union Oil Company of California
(Attention: Linda Hicks)
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STATE OF NEW MEXICO
DEPARTMENT OF NATURAL RESQURCES
OIL CONSERVATION DIVISION
IN THE MATTER OF THE APPLICATION .
OF UNION OIL COMPANY OF CALIFORNIA R Case No. )5/0

FOR COMPULSORY POOLING, LEA COUNTY,
NEVW MEXICO.

APPLICATION

COMES NOW Union 0Oil Company of California, and hereby
makes application for compulsory pooling of all mineral
interest in the Wolfcamp, Cisco, Canyon, Strawn, Atoka and
Morrow formations (Wolfcamp and Penn formations) underlying
the N% Section 10, Township 22 South, Range 52 Eést, N.M.P.M.,
Lea County, New Mexico, containing 320 acres, more or less,
and for grounds thereof states:

1. Applicant has been diligent in its effotts to form
a proration unit for the drilling of a weil, to be located
660 feet from the North line and 1,980 feet from the West
line of said Section 10, but there remains non-consenting
interest owners inlthe subject prorgtion unit who have not
agreed to the pooling of their ihterést.

’ 2. That to avoid the drilling of unnecessary wells, to
protect correlative rights, and to afford the owner‘of each
interest in said proration unit the opportunity to recover

or receive without unnecessary expense his just'and;f;ir

share of the gas and associated hydrocarbons producible from
the Wolfcamp, ClBCO, Canyon, . Strawn, Atoka and Morrow format;ons
(WOlfcamp and Pean formatlons), this regulatory body should

approve the poollng of all mlheral 1nterest, whatever they

may be, w;thln sa;d unit.
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3. Applicant proposes to dedicate the subject proration
unit to the well to be located as aforesaid.

4, Applicant seeks permission to withhold the proceeds
from production attribhutable to each non-consenting working
interest until such time as each interest's share of the
cost ofAsaid well has been recovered plus 200% thereof as a
charge for the risk involved in the drilling of the well.

5. That after due public notice, this regulatory body
should enter its order granting compulsory pocling in accordance
with this Application, fixing a charge for risk, fixing a
per month cost for operating the well, and grantingito each
non~-consenting working interest owner the privilege to join
in the payment of drilling the well in accordance with law.
That such order should further provide that Applicant

be appointed aé Operatoxr of the well.

Respectfully,

By

UNION OIL CQMPANY OF CALIFORNIA
S. B. CHEisty 1V
Attorney at Law

/ g@??’_)
¢
P, O. Box 1180

Roswell, New Mexico 88201
(505) 622-8432




STATE-OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT

011, CONSERVATION DIVISION

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

CONSIDERING:

CASE NN, 7510

Order No. R- (9‘7 '//

APPLICATION OF UNION OIL COMPANY OF
CALIFORNIA FOR COMPULSORY POOLING,

LEA COUNTY, NEW MEXICO. /

ORDER OF THE DIVISION

&

BY. THE DIVISION:

This cause came on for hearing at 9 a.m. on March 31, 1982,

at Santa Fe, New Mexico, before Examiner Daniel §. Nutter.

NOW, on this day of April,‘1982, the Division

Director, having considered the testimony, the record, and the

recommendations of the Examiner, and being fully advised in the

premises,

FINDS:

(1) That due public notice having been gi?én as,ieﬁgﬂ

by law, the Division has "jurisd‘ictioxiu of this. caua:g“aua:} th Py




subject matter thereof.

{(2) That the applicant, Union 03l Company of California,
seeks an order pooling all mineral interests in the Wolfcamp and
Penn formations underlying the N/2 of Section 10, Township 22

South, Range 32 Fast, NMPM, Lea County, New Mexico.

(3) That the applicant has the right to drill and

proposes to drill a well at a standard location thereon.

(4) That there are interest owners in the proposed

proration unit who have not agreed to pool their interests.

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

said unit,

{6) That the applicant should be designated the operator

of the subject well and unit.

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

be afforded the opportunity to pay his share of estimated well

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

“well costs out of production.

(8) That any”non-consenting working interest owner who
does not pay his share of estimated well costs should have :

withheld from production his share of the“reasbﬁf well g

~plus an additiqna‘l— oo - pérdént“thér




reasonable charge for the risk involved in the drilling of the

well,

(9) That any non-consenting interest owner should be
afforded the opportunity "to object to the actual well costs but
that actual well costs should be adopted as the reasonable well

costs in the absence of such objection,

(10) That following determination o0f reasonable well
costs, any non-consenting working interest owner who has paid
his share of éstimated costs should pay to the operator any
amount that reascnable well costs exceed estimated wellycosts
and should receive from the operator any amount that paid

estimated well costs exceed reasonable well costs.

(11) That $ 3782-00 per month while drilling and

$ HIZ.OO per month while producing should be fixed as

reasonable charges for supervision (combined fixed ratesg); that

the operator should be authorized to withhold from production
the proportionate share of such supervision charges attributable.
to each non-consenting working interest, and in éddiﬁion
thereto, the opefator should be authorized to withhold from
production the proportionate share of actual expenditures
required for operating the subject well, anot in excess of what
are reasonable, attributable to each non-consenting working

interest,

(12) Tha£ all proceedskfrom”production'from the "subject
well which are not dlsbursed for any reason should be placed in
escrow to be paid to the true owner thereof upon demand and

proof of ownershlp

(83

(13) That upon the failure of the operator of said




unit to commence drilling of the well to which said unit is

-

, I3 Yo T
dedicated on or bhefore IS /I /{l ‘6' ;, the crder

¥
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pooling said unit should become null and void and of no cffect

whatsoever.

IT IS THEREFORE ORDERED:

(i) That all mineral interests, whatever they may be, in
the Wolfcamp and Penn formations unde:lYing the N/2 of Section
10, Township 22 South, Range 32 East, NMPM, Lea County, New
Mexico, are hereby pooled to form a standard 32O -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 4'!‘(5“'

day of j“-ne , 1982, and shall thereafter continue the

drilling of said well with due diligence to a depth sufficient

to test the Mgrrou) formation;

PROVIDED FURTHER, that in the event said operator does not

commence the drilling of said well on or before the -pmsf'

day of Jk.u( , 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 120 days after commencement

thereof, said operator shall appear before the Division

Director and show cause why Order (1) of this order should not

-4
=4

be rescinded.

!

(2) That Union 0il Company of California is hereby’
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designated the operator of the subject well and unit.

(3) That after the ceffective date of this order and
within 90 days prior to commencing said well, the operator
shall furnish the Division and each known working interest

owner in the subject unit an itemized schedule of estimated

well costs.

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

" shall not be liable for risk charges.

- (5) That the operator shall’fonish the Division ahd each
- known working interest owner an itemized schedule of actual
Qell costs within 90 dayé following completion‘of the well;
that if no objection to the actual well costs is received by
the Division and the Division has not objected within 45 days
following receipt of said schedule, the actual well costs shall
be the reascnable well costs; providéd however, that if there
is an objection to actual well ccsts within said 45-day period
the Division will determine reasonable well costs after public

notice and hearing.
; ;

(6) That: within 60 days,foilowing detérmination of
reasonable well costs, any non4consen£ing worklng intéreSt
owner who has pald hls share of estlmated costs in advgnce as

prov1ded above shall pay to the operator h

the amount that reasopaplg:yell ce




costs and shall receive from the operator his pro rata share of

the amount that estimated well costs exceced reasonable well

costs,

(7) That the operator 1is hereby authorized to withhold

the following costs and charges from production:

() The pro rata share of reasonable well
costs attributable to each non-conser.ting
working interest owner who has not paid
his share of estimated well costs within
30 days from the date the schedule of
estimated well costs is furnished to him,

(B) As a charge for the risk involved in the

drilling of the well, A0

percent of the pro rata share of
reasonable well costs attributable to each
non-consentirg working interest owner who
has not paid his share of estimated well
costs within 30 days from the date the
schedule of estimated well. costs is
furnished to him.

(8) That the opezator shall distribute said costs and
charges withheld from production o the parties who advanced
the well costs.,

(9) fThat $ 318’& OL per month while drilling and
s MIZ.00 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 production the proportionate
share of actual expenditures required for operating such
well, not in excess of what are reasonable, attrlbutable tc
each non-consenting working interest.

(10) That any -unsevered mineral interest shall be
considered a seven-eighths (7/8) working interest and a

one-eighth (1/8) royalty interest for the purpose of allocating

costs and charges under the terms of this order.

(11) That any well costs or charges which are to be paid
out of productlon shall be w1thheld only £rom the working
interest's share of production, and no costs or charges shall
be withheld from production attributable to royalty lnterests.

(12) That all proceeds from production from the subject
well which are not disbursed for any reason shall 1mmed1ately
be placed in escrow in Lea 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 and
address of said escrow agent within 30 days from the datg Qf
“first deposit with said escrow agent. ; ,




(13) That jurisdiction of this cause is retained for the
entry of such further orders as the Division may deem
necessary.,

DONE at Santa I'e, New Mexico, on the day and year
hereinahove designated.

STATE OF NEW MIEXICO
OIL CONSERVATION DIVISION

JOE D. RAMEY,
Director
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