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STATE OF NEW MEXICO ,
ENERGY AND MINERAL3 DEPARTMENT
O1L CONSERVATION DIVISION
STATE LAND OFFICE BLDG.
SANTA FE, NEW MEXICO
12 May 1982

EXAMINER HEARING

IN THE MATTER OF:

Application of Apollo 0il Company for

compulsory pooling, Lea County, New <I§5723

Mexico. and
7577

BEFORE: Richard L. Stamets

TRARSCRIMT Gf iIEARING
APPEARANCES

For the 0il Conservation W. Perxry Pearce, Esq.
Division: Legal Counsel to the Division

State Land Office Bldg.
Santa Fe, New Mexico 87501

W. Thomas Kellahin, E£sq:
KELLAHIN & KELLAHIN
500 Don Gaspar .

. Santa Fe, New Mexico 87501

For the Appiicant:
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MR. STAMETS: The hearing will please come

to order.

We're going to call two cases together.

These were docketed togéfher. These are cases 7576 and 7577.

MR. PEARCE: And those are the application
of Apollo 0il Company for compulsory pooling, Lea County, New

Mexico.

MR. KELLAHIN: 1I'm Tom Kellahin of Santa
Fe, New Mexico, appearing on behalf of the applicant, and I

have ohe witness.

(Witness sworn.)

MOHAMMED Y. MERCHANT

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

testified as follows, to-wit:

DIRECT EXAMINATION

BY MR, KELLAHIN:

Q Mr. Stamets, Mr. Merchant and Mr. Allen

Ralston have two different companies, both with very similar

"names. I unfortunately got the wrong one on the application.

Tt should read Apollo Energy, Inc., as opposed to Apollo 0il

Company, - which is a different company.

LT

LT
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'Mr. Mexrchant?

MR. STAMETS: Who is being pooled?

MR. KSLLAHIN: An individual by the name
of -~ is it Clara?

MR. MERCHANT: 1It's Clara Fowler.

MR. KELLAHIN: Clara Fowler, and she owns
an undivided interest in ten acres in each of the 40-acre
tracts, and Mr., Merchant has dealt with her for a number of
months.

MR. STAMETS: Let's go ahead and I believe
under the circumstancesﬁgéu've described, we can amend the ap-
plication and not have to readvertise it.

Q ‘All right, sir, would you please state your
name and occupation?
| A My name is Mohammed Yameﬁ Merchant. I am
employed with Apollo Energy as Vice President of the corpora-
tion, and I'm also acting as‘a conéulting engineer for the

company.

Q And do you hold any professional degrees,

A Yes, I hold a degree in chemical engineerirg

from South Dakota School of Mines.

Q Are you a practicing petroléum engineer?
A Yes. I am practicing engineer.
Q Have you prepared certain exhibits with

s el
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northeast guarter of the southwest quarter.

. 6
regards to this application?
A Yes, I have.
43 Have you previously testified before the

0il Cbﬁservation Division as a petroleum engineer?

A Yes, I have.

MR. KELLAHIN: We ténder Mr. Merchanut as
an expert petroleum engineer.

MR. STAMETS: The witness is considered
gualified.

Q7’  Mr. Merchant, let me’refer you to the
package of exhibits ana have you first turn to Exhibit Number
one and identify that land plat for us and summarize what
you're trying to accomplish.

A On Exhibit One is shown in red the 80 acreJ
in question. It's located in the_southqut quérter, the east
half’offthe sbuthwest quarter. Apollo Erergy, the operator,
intends to drill the first well to the base of the San Andres.

“Q All right, sir, what is the first well?
Where is that to be located in terms of the east half of this
section, the east half of the southwest quarter of Section 6?

A, The first well will be located in the

Q All right, sir, then the second well is

for the southeast of the southwest quarter?

ol Tt M L s M
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A Yes, sir.
Q All right, sir, and what is the principal
objective of each of those wells?
A The principal objective of éach of these

two wells is to recover what possible reserves we can.
The secondary reserves we feel like we can

recover because of offsetting waterflood. We also feel like

the primary reserves are basically lost due to offset productig

over the last 25 years; and secondly, because of the lower --
the structurally lower pbsiiion of £he acreage in question.

Q You're talking about a :.San Andres test
well,‘are'youvnot?

A I'm talking about a San Andres-~Grayburg
Well, yes. ~

Q All right, sir, énd the offset production
is San Andres-Grayburg production.

A Yes, offsetting production is San Andres-
Grayburg production and presently it's part of the Amoco oper-
ated South Hobbs Grayburg-San Andres Unit.

Q All right, let's turn to Ekhiﬁit Number
Two, then( Mr. Merchant. |

ﬁ- Exhibit Two is again a land plat showing
all the offset wells. Production figures are shown on each ong

of these wells, as you can see. The first one is barrels of

n
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0il per day. The second one‘is water per -- gas in Mcf per
day.‘ The third one is water per day.

Q Would you identify for us the injection
well that you mentioned just now?

A ; The injection well in question is Well No.
1-13. 1It's a direct northeast offset to the proposed well,
first well we inténd‘to drill. It's injecting at a rate of

850 barrels of water per day.

There's another injection well located --
which is not a direct offset, it's well No. 116 and we were

unable to get the injection figures on that.

Q All right, sir, have you cobtained the
voluntary agreement of all the working interest owners in both

of the proration units?

A Yes. As of this date we have obtained
everybddy‘s rights, mineral rights, to drill on that 80-acre

tract, except one party, which we are force pooling.

Q. And that is Clara Fowler?
A That is Mrs. Fowler.
Q And she has an undivided ten percent in-

terest in each of the 40-~acre tracts?

A - she has an undivided ten acres in each of

the 40-acre tracts, ywhich amounts to 25 percent.

Q All right, sir, let's turn to Exhibit Num-
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ber Three and have you identify that for us.

A Exhibit NMumber Three is an AFE, which was
submitted to Ms. Fowler. It is a well located in the north-
east quarter of this SG;acre tract that was drilled back in
1959 and was plugged three months 1§ter. At one time we had
intended to re-enter this well, but over the last two weeks

we have changed our intention and we intend to drill a new

well offsetting it.

0 What is the second attachment, let's see,
that would be Exhibit Number Four, wﬁat's that?

A Exhibit Four is what we intend to call the
Apollo B Well No. 1-A, which will be drilled from surface to

base of the San Aﬁdres, and it is an AFE for drilling and

completion.

Q All right, this then replaces your injtial
idea of making a re-entry of that first well.

A That's correct.

Q All right, sir, and what is ﬁhen Exhibit
Nuﬁﬁer Five?

A, Exhibit‘Number Five is the second well to
be drilled in the -- in the second 40-acre tract after we've

successfully completed the first well.

0 Mr. Merchant, I note there's a slight

difference in the total costs in the two AFE's. To what is
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that attributed?
A Okay. Naturally we'll drill the first
one -- when we first drill the well, the first one,‘we'd like

to wait and see how it performs before we drill the second
well on the second 40-acre tract, even though the same tank
battery will be utilized for the second well, but we believe
with inflation and everYthing else the cost will be slightly
higher than what it is for the first one.

Q All right., Let's turn to the next exhibit
which is Six-A and have you identify that.

a Six-A, Exhibit Six-A is a letter to Ms.
Fowler, which is a similar letter just like we sent to all
the other mineral interest owners asking her to join us or to

lease us her part of the acreage.

0 Prior to the March 22nd letter what, if

any, contact had you had with Ms. Fowler or any of her repre-

sentatives?

A - We did not have any contact with Ms.
Fowler. ‘

0 This is the first contact? All right,

sir. What, if any, response did you get to that letter?

A The response to our letter of March 22nd

was from her attorney, Mr. Coffield.

0. That's Exhibit Seven?
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A Exhibit Seven, dated March 26, 1982, in
which he asked us to direct any further communications for Ms.

Fowler to his office.

Q All right, sir, then what happened?
A After receipt of that letter I personally
contacted Mr. Coffield and he asked me tc -~ that they're not

familiar with the company, which is Apollo Energy, and the
principals involved, and he asked me to send him a brief re-
sume of where I come from and what we do, as‘well as Mr.
Austin, who's President of the corperation.

And in response to his request I sent this

letter to him dated March 29th, which is --

Q That's Exhibit Number Eight?
A . It's Exhibit Number Eight-A.
Q. All right, sir, let's turn then to Exhibit

Nine-A and have you identify that.

A Exhibit Nine-& is again-a letter to Mr.

Coffield dated April 14th, 1982. After I responded to his

request we did not hear anything verbally or in writing. So

I called him and he said I'm sorry, we meant to get back with

~you and I have not, but we're not interested.

So at that time I wrote this letter to

him, which is Exhibit Nine-A, and sent him two AFE's, one to

re-enter the well and the second one to drill a new well, whig
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we have seen earlier.

Q. All right, and then what happened next?

A I refer to Exhibit Ten, which 1s a response
from Mr. Coffield saying that Ms Fowler is not interested in
drilling this property, ocutlined in letter dated April 15th.

0 All right, sir, let's turn then to Exhibit
Number Eleven and have you identify that.

A Exhibit Eleven is structure map drawn on
the top of the San Andres, an old map that has been in existange
for quite some time, and it shows the acreage in question, the

80 acres we intend to drill on is up-structure.

Q. It's outlined in the red there in Section
67

A One colored in Section 6 is the 80 acres.

0 All right, sir, and that -- what is that

structural position of that acreage to the other producing

wells in the San Andres?

A The structural position is at least 50
feet lower to all the offset wells, which can be seen in Ex-
hibit Twelve-~A and Twelve-B.

Q aAll right, sir, let's look at your cross

sections; first Twelve-A.

A Exhibit Twelve-A is a -- we have four

wells on it, gamma ray neutron log. We start with Amoco oper-
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~well knowing that we had structurally offset lower, but with

13
ated South Hobbs Uhiﬁ Well No. 9 and runs down to the Cities
Service well which was drilled, to the best of my memory, 1959
or 1960, Which shows that the acreage in questioh, the 80 acres
we're planning to drill on, is lower structurewise compared to
the offset productiocn. |

0. Why would you seek a location that's
structurally lower to the offset San Andres wells?

A Normally we would -- we would not drill a

our past experience in different waterfloods in that part of
-'the country, we feel like that since Amoco just Qent into
operation akyear agc this past month, that we'll be able to
take benefit off the offsetting injection.and recover the se-
condary’reserves which would otherwise be 1ost. ﬁ

Q All right, sir, let's turn to your cross
section, Twelve-B.

A Exhibit Twelve-B is a cross section which
includes the plugged Cities Service well located in the ééreage
in.question,:along with an offsetting injection well, which
is Well No. 113, and the immediate offset to the east, Well
No. 114 and 116, operated by Amoco as part of the South Hobbs
Grayburg-San Andres Unit, and once again it sﬁows that the pro-

posed location is structurally low to any of the cffset pro-

duction.
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be applied dn this case be?

14
0 ' Based upon your study of the geology, Mr.
Merchant, do you have a recommendation to the Examiner as tc

a risk factor penalty to be assessed in this case?

A Yes, I do.
Q And what is that number?
A, The number‘we request is 200 percent pen-

alty over and above the actual drilling and completion costs
on each one of the wells that we intend to drill, simp1y>be—
cause the primary reserves are ldst for all practical purposes,
and we have only secondary reserves which we hope to recover

basically on waterflood injection.
0. All right, sir, let me direct your attentiﬂn

to Exhibit Number Thirteen and have you identify that. h
A Exhibit Thirteen is a normal operating

agreement., It came from Apollo Energy's file in a well which

we drilled last year in May.

. Let. me direct your attention, then, to the
COPAS :instructions attacned to the operating agreement and turn
to page three of that attachment with regatds to the overhead

charges. What will your overhead charges that you will proposse

A The overhead charges for the drilling well

rate, we ask for $100 a day for Apollo Energy's administrative

overhead and $175 a month for the producing well rate.




()

10
11
12
13
14
15
16
17
18

[ d
-

2R OB B

& W N

15
Q Approximately how many days does it take
to drill an Abo well?
A We're looking at about 20 days, 20 to 25
days, maybe 30, inciuding drilling and completion time.
Q Al; right, siF. Mr. Merchant, were ExhibitF

One through Thirteen prepared by you or compiled under your
direction and supervision?
A Yes, they were.

MR. KELLAHIN: If the Examiner please, we
have also submitted to you return receipts, which shows that
we served both Ms. Fowler and her attorney with copies of the
application in this case when they were filed, and there is a
of tha twn caces.

That concludes our preéentation. We would
request the admission of Exhibits, I guess it would be One
through  Fourteen.

MR. STAMETS: These exhibits will be ad-
mitted.

ﬂ Any questions of the witness? He may be
excused.

Anything further in this case? Theée caseg?

They will be taken under advisement.

{Hearing concluded.)
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CERTIPICATE

I, SALLY W. BOYD, C.S.R., DO NRRLBY CENTIFY that

the foregolng Transcrint of Hearing Lefore

tion Division vas reportcd by mc; that the said transeript

is a full,

true,

an correct record of the

by mc to the Lest of my ability.

5&»%1&&1.‘};_&:@_—;._

1 do hereby cerlify thol the foregoing Is
a complale recard of ine proceedings in -
o575

e bNarsiner nearing of Case No. 2B
Pupon__S=id A9 8L~

the 0il Conserva-

hearing, prepared




STATE OF NEW MEXICO

ENERGY anc MINERALS DEPARTMENT
Ol CONSERVATION DIVISION

Hr. Thoanas Kellahin
Kellshin & dellahin
Attorneys at Law
Post dffice 2ox 1759
Santa fe, New Mexieon

Dear Sir:

FOBT OFRCE BOX 2088
STATE LAND OFRCE SRALDING
SANTA FE NEW MEXICO 87501

Hay 26, 1982 505 5272434

CASE NO. 7576
ORDER NO. 1-6986
Applicant:

Apolle Fnerny, Inc.

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

~Yours very truly,

N - -
y
»t

JOE D. RAMEY
Director

¥
’”

JDR/fd

- Copy of order also sent to:

Hobbs OCO. X’
-Axrtesia OCD X
Aztec OCD_

Other
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at Santa Fe, New Mexico, before Examiner Richard L. Stamets.

-order pooling all mineral interests from the surface through the

. STATE OF NEW MEXICO :
ENERGY AND MINERALS DEPARTMENT
OIL CONSERVATION DIVISION

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

CASE NO. 7576
Order No. R-6986

APPLICATION OF APOLLO ENERGY
INC. FOR COMPULSORY POOLING,
LEA COUNTY, NEW MEXICO.

ORDER OF THE DIVISTON

BY THE DIVISION:

This cause came on for hearing at 9 a.m. on May- 12, 1982,

NOW, on this 24th day of May, 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 given as required
bv law, the Division has jurisdiction of this cause and the
subject matter thereof.

(2) That the applicant, Apollo Energy, Inc., seeks an

base of the San Andres formation underlying the NE/4 SW/4 of
Section 6, Township 19 South, Range 38 East, 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 correlative rights, and to afford to the owner of each
interest in said unit the opportunxty to recover or “feceive :
without unnecessary expense his just and fair share of the oil |
and gas in said pool, the subject application should be approved
by pooling all mineral interests, whatever they may be, within
said unit.

-
.,
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Case No. 7576
Dxder No. R-6986

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

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

(8} That any non-consenting working interest owner who
does not pay his share of estimated well costs should have
ithheld frem production his share of the reasonable well costs
plus an additional 200 percent thereof as a 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 of reasonable‘well costs,
any non-consenting working interest owner who has paid his share
of estimated costs should pay to the operator any amount that
reasonable well costs exceed estimated well costs and should
receive from the operator any amount that paid estimated well
costs exceed reasonable well costs.

(11) That $100.00 per day while drilling and $175.00 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 proportionate share
of such supervision charges attributable to ecach 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 re¢asonable, attributable to each
non-consenting working interest. ‘

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

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

dedicated on or before September 1, 1982, the order poBling said
unit should become null and void and of no effect whatsoever.
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IT IS THEREFORE ORDERED:

(1) That all mineral interests, whatever they may be; from
the surface through the base of the San Andres formation
underlying the NE/4 SW/4 of Section 6, Township 19 South, Range
38 East, NMPM, Lea County, New Mexico, are hereby pooled to form
a standard 40-acre oil spacing aad 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 1lst day of
September, 1982, and shall thereafter continue the drilling of
said well with due diligence to a depth sufficient to test the
San Andres formation;

PROVIDED FURTHER, that in the event said operator does not
commence the drilling of said well on or before the lst day of

September, 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 be .

rescinded.

(2) . That Apoilo Energy, Inc. is hereby designated the
operator cf 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 dato 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. .

(5) That the operator shall furnish the Division and each
known working interest owner an itemized schedule of actual well
costs within 90 days following completion of the well; that if
no objection to the actual well costs is received by the
Division and the Divisicn has ncet objected within 45 days

A,
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following receipt of said schedule, the actual well costs shall
be the reasonable well costs; provided however, that if there is
an obJectlon to actual well costs within said 45-day period the
pDivisicn will determine reasonable well cos¢s after public

notice and hearing.

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

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

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

(9) ﬁThat $100.00 per day while drilling and $175.00 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;consentlng working interest, and in addition
thereto, the operator is hereby authorized to withhold from
production the proportlonate share of actual expendifures
required for operating such well, not in excess of what are
reasonable, attributable to each non-consenting working
interest.

-

R




i, wd

N

T

-
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(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 production shall be withheld only from the working
interest's share of production, and no costs or charges shall
be withheld from production attributable to royalty
interests.

{12) That all proceeds from production from the subject
well which are not disbursed 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.

(12) 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
igahove designated.

STATE OF NEW MEXILO

JOE D. RAMEY,
Director '
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APOLLO ENERGY, INC.

APPLICATION FOR COMPULSORY POOLING FOR CERTAIN TRACTS LOCATED IN

SECTION 6, TOWNSHIP 192 SOUTH, RANGE 38 EAST, LEA COUNTY, NEW MEXICO

CASE NO. 7576 and- 7577

In each of the above cases the applicant seeks an order pooling
all mineral interests from the surface through the base of the San
Andres formation underlying the lands specified in each case, each to
form a standard 40-acre o0il spacing and proration unit 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 aliocaiion of the cost therecf, as well as actual oSperating costs
and charges for supervision, designation of applicant as operator of

the wells and a charge for risk involved in drilling the wells.




CASE NO. 7576 and 7577

Page 2

Apollo Ehergy, Incorporated, is an oil and gas operator based in Hobbs,
New Mexico. Apollo Energy, as an operator, has acquired the rights of all
minerul interest owners except Miss Clara Flower, who owns l0-acre tracts
in each of the 40-acre units.

The applicant proposes te drill the first well in the NE/4, Ssw/4 of
Section 6, Township 19 South, Range 38 East, Lea County, New Mexico. This
well will be drilled to the base of the San 2Andres or approximately 440C
feet from the surface. After evaluating the results from the first well,
operator plans to drill a second'well in the SE/4 SW/4 of the said section
(Exhibits I and II).

The applicant has sought cooperation of all parties, and has exhausted
all available avenues, to get Miss Fowler to join in. Copies of all corres-
pondence with Miss Fowler through her attorney"ére shown in Exhibits‘VI
through X.

Exhibit III through V are the authority.for expenditure forms (AFE).
Exhibit III shows an AFE for re-entering an old plugged and abandoned well
located in NE/4 sw/4. This old well seems to have been properly plugged
.in 1960; owever, re-entry has been ruled out as future action because of

extremely higb risk involved. The exposed salt section and poor cementing

practices of the past years would reduce chances of any commercial produc-
tion.

In view of above, Exhibit IV is submitted showing the total drilling and
completion cost for the proposed well. Due to current reduced drilling

activity in the reqion, it is hoped the well can be drilled at a lower cost
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than what the cost was a few months ago. However, a change in the drilling

picture can increase the total cost of the project.

If the production from the first well is commercial, after evalvation,

it will be necessary to drill a second well to be located in the SE/4 SW/4
of the said section. Due to the evaluation tiime necessary, thé»drilling
and ‘associated cost has been slightly increased. The total cost is slightly
higher even though the same tank battery will be utilized. Exhibit V is the
AFE for the second well.

Reference is made to Exhibit II again. It shows the driliing tract

in question as well as the offset producers and-injectors. Pleage note the

current daily production and injection data on Exhibit II. It is very clear

all wells offsetting the proposed wells are marginal wells, sven though they

are stiucturally higher than the proposed locations (Exhibit XI). Also,

there is no production to the immediatae West, Southwest or South of the

tracts in- question..

Exhibits XII A and B show the logy'cross doctions as well as the initijal
production data for tiie offsat wells and the plugged well located in the

NE/4 SW/4. Once again clearly signifying the fact: the propoued walls

carry a high risk to the operator's investmenty.

All offset wells weras drillad in thu 1950'4, and “naturally” have

drained primary raeserves. Tha currently active Amoco operated South Hobbs

Waterflood Unit provide "a hope" that wells drillaed in the proposed proration
unit may be of some banafit to all concarnaed, The primary reserves drained

ovar tha past 25 voars is a4 tatal lonn,  If no action iy taken soon, chances
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of recovering any secondary reserves will be lost tco. This is due to the
fact, passage of water front through the propcsed wells will create a loss

of precious resources forever.

Based on above data provided along with all exzhibits, .it is evident the

driliing of the wells is a real high risk. The operator is willing to take

the risk necessary to recover any reserves recoverable, to protect loss of
valuable reserves by waterflood front. The noan-consenting working interest
owner that does not pay its share of estimated well costs should have with-
held from production its share of reasonable well costs, plus an additional
200% thereof as-a reasonable charge for the risk involved in the drillinq
of the well.

The applicant should also be authorized to withhold from production the
proportionate share of reas@nable supervision charge for drilling and pfo-

ducing wells attributable to each non-consenting working interest owner

(Exhibit XIITX).
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IX A
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XII A

XIIX

A

B

APOLLO ENERGY, INC.
FOWLER "“B" LEASE
SRC. 6, T19S, R38E

LEA COUNTY, NEW MEXICO

Cwnership Map

Ownership Map & Well Status

Authority For Expenditure - Fowler "B" No. 1
Authority For Expenditure - ¥Yowler "B"™ No. 1-A
Authority For Expenditure - Fowler "B" No. 2
Letter to Miss Fowler dated March 22, 1982
Proof of mailing .

0il & Gas Lease {attachment to letter)

Letter from Miss Fowler's attorney, M. J. Coliopy

dated Maxch 26, 1982

Letter to Miss Fowler's attorney, M. J. Collopy
dated March 29, 1982 '
Page 2 of letter

Letter to Miss Fowler's attorrney, M. J. Collopy
dated April 14, 1982
Proof of mailing

Letter from Miss Fowler's attorney, M. J. Colibpy
dated April 16, 1982.

Structure Map

Log Cross Section with cffsets
Log Cross Section with offsets

Apollo Energy, Inc.'s Operating Agreement on another well
{Consisting of 22 pages)
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’ APQLLO EXERGY, INC.

1 e Nzme YOWLER “8" Hell Ko. i Date_ i-ji-32
Lecat:.o'x NE} SWy, Section &, Township 198, Range 38E County Lea
State  New Mexico Total Jepth s5300° Field Hobbs, CB/SA
IRILLIOEG INTANGIBLES IRY HOLE FROTUCT
Prepere location, road, damages < $__ 5,000 $L_ 6,000
Footage ftea at $ . - . -
Day Work days WDP at Z _
&y Hork * days WODP at . - - - ]
Drilling xud arxl Chewmicals 3.000 3,000
Fuel, HWater and Fower : ’ 10,000 10,000
tell Logging Service ' : - -
Mud Logging i - _
Drill Sten Testing » _ -
Coring ard Analysis - -
Cement and Services-Cond., Swrface, Iater. - -
Rental Eqm'.;;aent . ] 5,000 5.000
Trucking axd Lzbor - 10.6G0 10,000
Overhead and Supervision: Adm. CH, Engr. & Geol, 10,000 10,000
Restore locaztion, Plug and Abandon 5. 000 5.000
Hiscellaneous Costs and Coniingencies 5.300 5.300
TOTAL DRILLDG ) S 54,300 S 54,300
COMPLETION INTANGIBLES
Cement and Serwvices - Prode. Csge $ 8,000 $ 8,000
Completion Unit__2¢ days at 3__1600 32,000 32,000
Perforating and Cased Hole logging (CNL, GR) - . 6,000
Stimulation — Acidiging. Fractwring - 25 .000
Tool Rentals ‘ : - 5,000
Engineering ~ Supervision and Overhead - 5.000
Trucldng and Labor ) _ - 5,000
Miscellaneous - . - 1,500
TOTAL CQMPLETTON 7. $ 40,000 $ 856,500
TOTAL INTANGIBLES ., ) " 94,300 150,800
TANGIBLES
CASHHG . ,
Conductor £t of ~ - 8 ) -
Surface It of ~ ' -
Inter £ of ~ -
Prod.__ 3900 £t of _3%5, 147, X-55 @ $7.00 A 24,500
Tubi T Z300 £t of 2 3/8.4.78, J-95 ¢ $1.00 . 12.80G
Fleat Equipment, Centralizers, e6bCe csg. bowl | . ) 3.000
Yellhead Assemoly : 2,000
Puzping Unit, Prime Hover, Electric 30,0600
Subsurface Equipment, Packer, Rods, Puap, etce . 7,000
Tanks 5 10,000
Separators ard Treater ' 2,500
Line Pipe, Connections & Miscellaneous 5,000
Installation of Surface Fac:.ht:.es 6,000
TOTAL TANGIBLES © 8 - S 102,900
TOTAL %ELL COST i 94,300 - 263,700
APPROVALS:
OPZRATOR. APOLLC ENERGY. INC, By /LA/\ M—A LA \»»é' Date 4o14-80
JOIXT INTHEREST
OWNER By Date |

. All prices based on price list effective June, 1981.

2. Actual) cost nay be more or l2ss than above.

3. At an expected production rate of 20 BOPD, after vovalty, taxes, and operating
expenses, the expenditure should pavout in 2.3 vears.

- EXHIBIT 11



‘ APOLLO ENERGY, INC.

Lease Name__ _ FOWLER "B" sell No.  _1-a Date__¢4-}4-82
cation_ NEL SwYy, Sectiop 6, Township 19S. Ranze 38 County 1.

State Xew Mexico Total Depth_ 4300’ Fleld_pobbs, G/SA
DRILLING INTARCIBIES DY HOLE PRCDUCE”
Prepare location, roail,sdamages S____8.500 38,500
Tootage 43ng ft. ad 12,50/ fFt, 53,750 53,750
Day tork days 1DP at - -
Day Yorx days ¥WODP &t - -
Drilling ¥ud and Chemicais 6,000
Pael, Waler and R?xer 20,000 20,000
tell Logging Service 12,000 12,000
¥ud Logging. - -
Drill Stem Testing - -
Coring 2rd Analysis - -
Cezent and Services-Conxd., Surface, Inter. 8,000 8,000
Rentzl qmm.m 12,000 12,000
Trucking zrd Lzbor ; . 10,000 10,000
Overbead ard SQXDGP‘-".LS].OG’ Ma., OH, Eagre & Geol. 15,000 15.000
Restore Ipcation, Plug and Abardon 5,000 5,000
Miscellaneous Costs and Contingencies 8,675 8,675

_ TOTAL DRILLLEG S 158,925 $ 158,925

COU4PLETION INTAMGIBLES

Cement and Services — Prod. ng. 3 ~ $_10,000
mpletion Unit___ 10 days at $ 1600 ~ 16,000

?eri‘orat.mg and Cased Hole Ilogging ~ 8,000
Stimulation ~ Acidiging, Fracturing - 25.000
Tool Rentals - s 000
BEngineering - Supervision ard Overhead - - 5,000
Truciiag ard Labor : - 1,500
Miscellaneous - - 1,500

TOTAL COMPLETION - $ - 572,000
TOTAL INTAKGIBLES 158.925 230,925
TANGYBLES
CASTNG .
Corductor ft of "ooag3 g 4.00 S 960 950
Surface 1350 Tt of g sygw 247 K-55 8 §12.50 ' 16,875 16,875
Inter - £t of - - —

- Prod. 4300 fbH of 545" 155 & 14 @ $7.00 = —. 30,100
Tubing 4300 Tt of 2 3/8" 4.7% 3-55 2 $3.00 = 12,900
Float Equipment, Centralizers, etc. 1,000 1,500
¥Wellhead Assembly 1,000 2,000
Pumping Unit, Prime Hover, Electric - 30,000
Subsurface Bguipment, Packer, Rods, Pump, etc. - 7,000
Panks - 10,000
Separators ard Treater _ __2.500 .
Line Pipe, Connectiong & Miscellaneous - —_5.000
Installation of Surface Facilities - 6. 000

TOTAL TANGIBLES $_ 19,835 S 124,835
TYPAT x-m-rr NS !]3;.’5:0 1848 TAN

- assas

APPROTALS:

OPERATOR  APOLLO ENERGY, INC. Ey (Ja{ém,./ . A b WAEte b-14-82
, 7

JOINT INTEREST

OXNER By L:

All prices base on price list effective-June, 1981,
Actual cost may be more or less than ahove,

W e
« 0.

expenses, the expenditure should payoutifi‘3.3 years

EXHIBIT IV

At an expected production rate of 20 BQ}Q[”after rovalty, taxes, and operating




’ APOLLO EXERCY,

INC.

AUTHORITY FOR EYPENDITURE

mArnL Y
AVVLBL: Sl VW

Lease Name Fowler B Iell Ko, 2 Date 4_vg8.82
Location 990' FSL, 2290'Ful., Sec. 6. 1195, R38F - County jea
State_ New Mexico Total Depth 4350 Field  Hobbs
DRILLIFG: THTANGIBLES DRY HOLE PRODUCE..
Prepare location, road, damages $ 8,500 "8, 8,500
Footage 4300 fte at $ 16.00 68,800 68,800
Day Vork days {DP at _ -
Bay lork days 0DP at - _
Drilling Mud and Chemicals . 6,500 6,500
Fuel, Hater and Power 22,000 22,000
Well Logging Service 12,500 12,500
Nud Logging _ _
Drill Siem Testing _ -
Coring ard Analysis - -
Cement and Services-Cond., Surface, Inter. 8.5Q0 8,500
Rental Equipment 13,000 13,000
Trucking and Labor o 12,000 12,000
Overhsad and Supervision: Adn. OH, Eangre & Geol. 15.000 15,000
Restore Location, Plug and Abandon 5500 5500
Hiscellaneous Costs and Contingencies 8.615 8,615
TOTAL DRILLTG $ 180,915 $.180,915
CCAPLETION IMTANGIBLES
Cement and Services - Prod. Csge. 3 - $ 10,500
Completion Unit 10 days at $ 1700.00 - 17,000
Perforating and Cased Hole Logging - g 004
Stimulation - Acidizing, Fracturing ~ 30,000
Tool Rentals - 6,000
Enginecring - Supervision and COverhead - 5,000
Trucking and Labor - 1,500
V*'"ﬂllaneous ’ = 1,800
TOTAL CCMPLETION o$ - $_ 80,800
TOTAL INTANGYBLES 180,915 261,715
TANGIBLES
CASING , : .
Conductor 40 £t of 13 3/8" . 48#, K-55 & $24.00 3 960 260
Swrface 1350 £t of _8 5/8", 24#, X-55 @ $12.50 ' 16,875 16,875
Imter £t of » _ _
Pred. 4309 £t of 2" X-550$3.00 - ~30,100
Tubing 4300 Tt of 2 3/8" 4,74, J-35 2 $3.00 = 12,900
Float. «aulnmant Csntralizers, aetc, ‘ L.000
/ellhead Assemo]y 1,000 2,500
Punping Unit, Prime llover, Electric = 30,000
Subsurface Hquipment, Packer, Rods, "u:np, otce = 9,000
Tanks - _
. Separators and Treater - ~
Line Pipe, Connections & Miscellaneous - 1,500
"Installation of Surface Facilities - 3,000
TOYAL TANGIBLES $ 19,835 $ 108,435
LT T AAGT 200,750 370,150

APPROVALS:

OPERATOR Apollo Energy, Inc. 7 By
JOINT LTEREST

OIRIER By

1. Actual cost may be more or less thaa AFE.

2. Rig cost, etc. are estimates only, as No.
from well No.. l.

3. At an expected production rate of 20 BOPD,

expenses, the expenditure should payout in 3.3 years.

slightly higher).

// KZ«"/—'@L@}/((/Clhte 42882

o

2 well will be drilled bascd on results

after rcyalty, taxes, and operating

{Assumine orice of 0il will be

EXHIBIT v
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APOLLO ENERGY, INC.

Box 972 {5053 397-3596
Hiohbs, New Mexico 88240

March 22, 1982

Miss Clara Fowler
P. O. Box 612
Hobbs, New Mexico 88240

Re: NE 1/4 of SW 1/4 and
SE 1/4 of sWw 1/4
Secticn 6, T19S, R38E,
Lea County, New Maxico

Dear Miss Fowler:

Apollo Energy, Inc., a Hobbs, New Mexico, based company is interested in leasing
your portion of the minerals under the captioned acreage. Courty records
indicate you have ten (10} acres under the NE/4, and ten (10) acres under the

SE/4 of the SHW/4.

As of this date our company has leased 25 acres in each of the two (2) 40 acre
tracts.

Being a petroleum engineer and geologist, I understand the acreage .is structur-
ally low. It has also lost the potential of "good" primary o0il resarves to
offset production. If no action is taken'in the near future, one would lose
the potential of any secondary reserves - partially to offset production: and
partially to the passage of waterflcod front. Thig will result in the loss

of precious natural resources.
Keeping the above in perspective, we offer you a two>(2) yvear .lease, and a

3/16th royalty. Enclosed are the lease forms for your signature and execution.
If you notify us we will send a bank draft for the rental to the bank of your

choice.
Thank you for your cooperation and we hope to hear from you soon.
Yours truly,
APOILLO ENERGY, INC.
Utk f-
(4 Qoo

. Y. Mevwchant’ .
Vice President

MYM/3jh : N
Enclosure

We will do our best to drill a well during 1982.

CERTIFIED MAIL NO. P20 8750338 March 24, 198 EXHIBIT VI A
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4 SLNOEK: Comuu jrcmad, 2, 804 3,
Add yous ediress b Qe - m“m"wn

5 eV,
§ 1 ﬂu[oﬂwhgscnkcismqueﬁed(:*e\kou)
: K] Show to whom e2d date deliscicdenugurnsnen: 00 ¢
[ show 12 whom, datz and addscss of dettvery.o... 2
; 3 RESTRICTED LELIVIRY
Show 1o whon and date Cclivered.isannens. e &
O RESTRICTED DELIVERY. P b by
Show ta wham, <ats, and address of delmry'!; ". e
(CCNSULT POSTMASTER FOR F[E@
2. ARTICLE ADDAREIED TO:
§ Miss Clara Fowler
8 P. 0. Box 612
=] Hobbs, NM 88240
§ 3. TAATICLS DESCAF TION:; T
3& AEGISTEAEO NO, | CERTIFIED RO, INSURED NO.
‘a ]PZO 870533 B ERE
(Afways oviain signature om or w?:}
1 have received the ssticle
31 SIGNATURE
K
z
[
£ CATE ¢F
o
0
P
é §. ACORESS {Tomplete only W
¢
Z
i 6. UNABLE YD LELIVGEN »CCA'.-"“\
[
»
r

'

P20 8705338
RECEIPT FOR CERTIFIED MAIL

NO INSURANCE COVERAGE PROVIDED —
NOT FOR INTERNATIONAL MAIL
{See Reverse)

SENTTO

Miss Clara Fowlern .
bTREETANDr O,

F. .0..Box 612 .
P.O.STATE ANC 2IP CODE
Hobbs, NM 88240
POSTAGE ~ o S . 2

t SPECIAL DELIVERY
R&STH«CTE 0 oeuvenv

SHOW TO WHEH AND ¢
DAY RLIVERED 60

SHOW TOWHOM, DATE.

0

c;.mmmsse .75
o ¢

<

CONSULT POSTMASTER FOR FEES
- -NPTIONAL SERVICES

RETURN RECEIPY SERVICE

| pS Form 3800, Apr. 1976

EXHIBIT VI B




OIL AND GAS LEASE  ,ou, [stei@ioede .

New Mezice and Texas Form

M":f - LummLlZn T R : TIITTTITIIT = 3
(
i
iy |
AGREEMENT made and Entered fnto this .. 2403ty o, . March , 1982 0
, ;
between Clara Fowler, a single woman et e e e e e e _,w___gi
.0, Dox 612 _ ]
1 ) : . i
b oo bs, New Mexico 88240 . E
! e e o e e SRETCITREtEE  CAlled lessor (w!uther5
| ohe or more), and . ... -{\EQ 1.,3.9*.51?‘?5311_ I ne. ., 2. 0. BSJX 57_.2 ] H(_)}?pi,__y(’.w b!e)ilCO 88240 . E
. s e o e . i
heveiafter called lesace, Coes witness: ST T
H 1. TI t Joasor, for and In considerticn of the aum of . ON€ aAnd 00/100-=——wmm—mmemmrm—— e g 1,00 )
In hand p.id, and of the covenants and agroements heceinafter contained to be performed Ly the lessee, has this dsy granted and Jeased arnd hereby srants. |
‘!z-uhes :ng‘:;“neull:ﬁ::lyp?mo“g: Im:’:‘ &egu:wn:lé?plgg;&géfriflang. n:ln‘iing szdkoppheulinl for .r;d pmuclng ‘oil and gas, casinghesd gas and us-;
NEH/CH: . a I3 . 1 3V b {2 oL 4 thereon
a:: of and m:ulutun ul?'ol euch substances, und for housing ard m:‘éxn:'m;xoy::;. :h. lgll:wi::.de‘l‘:tib‘:d L:l.c'ir%! "l‘::d in.... .. m prcdun-. u“f m.‘
e ERA . ... County,. New Mexico e R -J
n s o NE/4 SW/4 and SE/4 SW/A , _ :
{
} In Section ,6 SN Towmhip,.w..l'?§.-‘ e ¢ RADGE. ~38E._- e 654 containing. .. .. 20 I areer e BCECS, TROTE OF lesa.
" :id T:i.i. lesse shall remuain {n force for a term of WO (z)ycazs ard as long theteafter as oil, gus, casinghead gas, cosinghend gasoline or any of them
produc

3., The Jessee shall deliver to the credit of the lessor as royalty, free of cost, in the pipe line to wh: lessce ma
part of all oil produced and saved from the leused premises, or at the lcssee's aption, mypp’:y to the l'aﬁ for such 5
il ihe grade and gravity prevailing on the day. such oil is run iuto the pipe line, or into storage tanks, lessor’s

‘3 the cost of treating oil to render it marketable pipe line oil.
§. The lessee shall pay lessor, as royaity, 3/16 of the proceeds from the sale of the gas, as such, for gas from wells where gas only is found, and

where not sold shall pay Fifty ($50.00) Dollars per annum &s reyalty from cach such well, and while such royalty is so paid h s
E:rcot. ‘The lessor to have xt-.1~!rce of charge from any gas gv’:?l zn the lgued';crem'i':g t{‘;:"st%.;'e:e,sdndwinb:id:

roducing well under parsgrapk numbercd two ! .
ights in the principal dwelling house on said land by making his own connections with the well, the use said gas to be at the lessor’s sole risk and cox-
pense. The lessce ehall pay to lessor for gas produced from any oil well ard uscd by the kssee for the manufacture of gasoline or any other product, as roy-
alty. of tre market value of such yas at the wouth of the well. If eaid gus is eold by the lesses, then as royalty 3 G of the proceeds of

the nl} thireof.
" 6. If operations for the drilling of a well for oil or gas are not commenced on said land on or before one year from this , this } !
a2 to both parties, unlues the lesaer shall, on or before c¢ne year from this date, pay or tender to the lessor or for the lessor’s g::jit i:theeue shall terminate

T its wells the qual 3/16
?I . royalty the market jrica for
nterest, in ei case, to bear

.y or

_‘_Bﬁnk_gi your ChOiC@ — ne e e BARK B o e e
its aucceostors, which bank and its successors are the lessor's agent and shall continue as the depositary of ary and all sums payable under this lease, re-

One Dollar per

gardlezs of changes of ownership in said land or:in the oil and gas, or In the rentals to accrue thereunder, the sum of:

""""" TETIITTITIT T Dollass (;.-_1_:.9.9.“_.*___,.) which shall operate as

agre per _year —oomesemmeo - O

rental and cover the privilege of deferring theé commencement of drilling operations for jod of . In Jik i

tenders, the commencement of ‘drilling operations may be further deferced for like perio?isp::ccmive?;e A’l'lea;an:enlbeo;n g::gnm.:‘;: e n’:dee 'f,',":f,:; ::

draft of lessee or any sssiznee thereof, mailed or delivered on or Lefore the rental paying date. Notwithstanding the death of the lessor, or his Buceessor

in interest, the payment (r-tender of rentals in the manner yrovided above shall be binding on the heirs, devisees, tors, and administrators of such person

6. It at any time prior to the discovery of oil or gas.on this land 2rd during the term of this Jease, the 1 ‘shall drill le,

this lease shall not terminate, provided vperations for the drilling of ‘a well shall be commenced within tw'dv:m?:ﬁs lrotlndithe ;gg‘:‘i‘:&c'ﬂo;hﬁo}l:': gcnntt:lhp::?&

for which rental has been paid, or provided that within seid period the lcssee beging or resumes the payizent of rentals in the manner and amount hercin above

provided ; and in this event the preceding paragrapha hereof governing the payment of rentals and &e manner and effect thereof shall continue in force.
divided fee simple estate therein, then the royaities and

7, Ia case 2aid lessor owns n less interest In the abcve described land than the entite snd un
rentals hercin prowf!ed for shall be paid the said lessor only in the propertion wlich his interest Lears to the whole and undivided fee.

8. The [easee shall have the right.to use free of cost, gas, oil and water found on said lacd for. its operations thereon, except water from th
lessor. When required by lessor, the lessee shall bury pipe lines below plow epth and shsll pay for damages caused by its ?npéreuons to ’Em.\-’;n‘;dgogi :::
said land. No well shall be drilled nearer than 200 fect to the house or tarn now on said premises witkout written consen® of the lesscr. Lessee shall have the
rignt at any time during or after the expiration of this lease to remove all machinery. fixtares, houses, buildicgs and other stiuctures placed on said premises,

including the right to draw and remove all casing.

9. I( the estate of either party hercto is assigniéd (and the privilege of assigning in whole or in t is_ expressly allowed Y s
extend to the heirs, executors, administrators, succesicrs and assigns, but no change of ownership 'in t‘!:xhnd orpin ‘ﬂ):'e remu?zr"}%ﬁﬂﬂ“:mu" h;:wgin.d‘}:lgl
on the lessee until after notice to the lcasce und it has-been furnished with the written transfer or assignment or a certified copy thereof nor shall any such
change of ownership in any manner increase the cbligations er diminish the rights of lesses herzunder. In the event this lesse shall be asaigned 83 (o &
part or as.to parts of the above described lands, and the holder or owser of any such part or parts shall fail or make defsult in the paymecat of the
proportionate part of the rent due from him or them. such default shall not opcrate to defeat or affect this lease in 50 far as §t covers & part or parts
of said land upon which the said lessee or any assignee hereof shall make due payment of s8id rentals. If at any time there be as wany s3 four
mx:ﬂo?em‘lﬁg&13‘.:"‘1::&4:‘13“::“:0:!(!?':3’.‘ lessee tn:y wnll_’:hold“paymems t§eregf unk;sa and until all parties designate, in wriling, in & recordable instru.

i , B . ion agent 10 receive all payments due . ivisi : i i
T S e e S (i v yrnents da ereunder, and to exccule division and transfer orders on behalfl of smid partics,

10. Lessor hereby warrants and sgrees to defend . the title to the land hercin described and agrees that the lessee, at its. opti
sny taxes, mortgages, or other. liens exuling. levied, ¢r asscssed on or zgainst the above described lands and, in event it exc:’cilso(:' ::;lg é;‘ﬁoﬁndud:ﬁ?'ﬁ
sabrogated to the rights of any: holder or holdere thereof and way reimbucse itself by applying to the discharge of any such mortgage, tax or other lien, any

royalty or rentals secruing hereunder. )
11, Notwithstanding anything in this lease contained to the contrary it.is expressly agreed that if lessee shall ‘commence dri i i

; - ALhdA > ¢ S N silling operations a me

while this lease is In force, thia lcase shall remain in _force and its terms shail continue so long as such operations are vrosecuated af\d,pil pl::)odsucl'io:"u.::lu

therefrom, then as long as production :ontinu:s
12, 1L within the primary term of this Jease production on the lcased premises shall cease from an i ] 3
In ¢ all: y ca this lease shall not terminate prov opers~
tions for the drilling of a well shall be conimenced before or-on the next ensuing rental paylog date: or, provided lesses begins or mumJJ’.f ;::;:,nent of
rentals in the manner und emount herema{(cq provided. If, after the cxpiration of the primary term of this: leise, production on the liased premises shall
cease from 8ny cauze, this lensz shall not terminate provided lessce resumes operations for drilling @ well within sixty (60):days from such cossution. ond this
lense shall remain in force during the prosccution of such cperations and, if production results therefrom, then as long ss producticn continucs,
13. Lessce may at any lime and from time to Uime surrender this lease as to = art 14 ased i i ili ease
thereo!l to the lessor, or by placing u release thercof of record in the proper counl;.y v or p"u.o the le premises by delivering or mailing & tcl

This lease and all its terms. conditions, and stipulations shall extend to and be binding on all ra of said lessor or lessce.

16. This Jcase shall not be ierminated, in_whole or in part, nor shall lessra be held:-liable in dainsges, for failure to ¢o wi i
plied covenants hereof, if compliance therewith is prevented by, or if such failure is -the result: of, nr.;‘.l-‘c-denl or State {n\?x?,rexecisl,iv:heortl?:;eﬁuf:s "2;
‘regulations, acts of God, laber froubfes, scarcity of materials, or other causes beyond lessee's control. If. at the end of the primarv term hereof. ‘such term
hss not been extended by production or drilling as in this lease provided, 3nd lessce, by reason of any of ths abovs recited causes, I unable to drill a well nn
the leased premises for ol or gas, the primary lerm and the rental provision hcreof shall be extended automatically from year to sear_until the first ansi-
versary hereof occuring ninely (90) or more days following the removal of such delaying cause. Durlng any period that ieuce is ‘unuble to produce and/or
market any products from the leased premises by reason of any of the sbove recited causes, this lcase shall remain in full force and effect, )

iN WITNESS WiHEREOF, We sikiv ihe day wid yrac fiisl above wiltiein

14.

Clara Fowlér




STATE OF NEW MEMICO,
7 } s9 (ACKNOWLFOGMENT FOR INDIVIDUAL)

Couniy of . .. ..o

On this [T LIS S L 19 ... .., elure 1né perdonally sppeardd

ts me known to be the person._._.. deseribed in and who exocuted the foregoing instrument, and acknowledged that

[ e e e e e o .. .exgcuted the same a8 ... . .

Witness my hund and official seal the day and year last ubave written.

o o o Notary Public
My commimston oxplres . ... ST SO Pestoftice . . e e e e e
SYATE OF NEW MEXICO,
} .. (ACKNOWLEDGMENT FOR CORPORATION)

County of

On this__ ... _day of } e i e e e W0y before me pirsomally  appesred

President of

to me personally known, who being by me uly sworn did say that he s the .. ... . . . . ..
.and that the scel affived to said {ostrument
corporate seal of sald corporation and that safd fratrument was signed and sealed in bebalf of said corporation by euthoeity «f lts Board of Dxmto". nd

e i e s o Sk TOWledged said instrument

said
to be the free act and deed of said ccrporstion.
{  Witness my hand and official seal the day and year last above written.

1 My ine’ expires — e e e o T Notary Poblic
STATE OF TEXAS,

. } (TEXAS SINGLE ACKNOWLEDGMENT)
County of. ... ... ......._

' Before me, the andersigned authority, 2 Noisry Pablic in and for sai! County and State, on this day persorally appearesd
known tn me to be the p whote nae. bacribed to the foregoing instrument, and acknowledsed to me that ___ ke executed the
same for the purposes and consideration therein expressed.

! Given under my hand and seal of office, this the_________ day of R LA D 18
i
!
1
Notary Padlic iz and for. County, Texas
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THE STATE OF TEXAS,
} (TEXAS JOINY ACKNOWLEDGMENT)

County of. . RS e cmnceines
Nefore me, the undersigned, a Notary Public in and for sald County and State, on Lhiy day personally appearcd

and . ... hushand and wife,
knowa to me to be the nersons whose names are subscribed to the foregoing insteument, and scknowledged 1o me that they exccuted v.he same for the purpobes
and consideration therela cxpressed.

J explained to her, she, the sald
ressed,

And the sald wife, having been examined by me privily and apart from her hushard, and having had said jnstiument fu! [ s
consideration therein exp

wife, acknowled the sama to be her sct and deed, and declared that she had twillingly signed the same for the purposcs an
end that she did a0t wish to retract it.

Given under my hand and scal of offloe, this the .. .. ... .dayof. ... _ ... .. e e e e A DL YR

_County, Texas




i Witness my hand and officis] seal the day and year last above written,

ﬁ q
STATE OF NEW MEXICO.
(1% (ACKNOWLEDGMENT FOR INDIVIDUAL)
County of ... ... -
On this.... . - . day of SIS | S . before me persounlly appeared
to me known to be the person.._. described in snd who . d the foregoing instr and acknowledged that
i ' exgcuted the same 88 ... ..ovccrrernr e oo 700 BEt and dend.
Witness my hand and official seal the day and year Just above written.
- g Fobiic |
,Ew Issfon oxpires . Postoffice ........ - e “
!
1
|BTATE OF NEW MEXICO, i
v #1 (ACKNOWLEDGKENT FOR CORPORATION) _
County of {
On this day of o 1 before mp personally appesred
i
o me personally Xnown, who being by me duly sworn 414 say that he Is the. President of
i
(- and that the seal affixed to sald instrument is the
icorporate scal of said corporation and that sald {natrument was signed and sealed in behalf of sald coryoration by suthority of fts Board of Directors, and
Toatd ... - acknowlcdged aaid inet,ument
ito be the free act and deed of said corporation.

'

i
.w

_muﬁu {ssion  expires - b Notary Publie
i |
{| STATF. OF TEXAS. :

_x (TEXAS SINGLE ACKNOWLEDGMENT)

WM County of oo it rmronem, ecsmeeons o

it

Defore me, the undersigned authority, & Notary Public in and for as}d County and Stx'e, ¢co thia day personally appeared

|
m w ouy
|

¢

{

THE S8TATE OF TEXAS,
V (TEXAS JOINT ACKNOWLEDGMENT)

County of.. ... ...

Refore me, the undersigned, a Notary Public in and for said County ard State, on this day personally nppearcd ... ..

and Rah

i S
i e
quos.s 10 me to be the per . whote name. subscribed to the foregoing [nstrument, and acknowledged to me that .. _be..... executed the
isame for the purposes and considerstion thereln sxpressod.
i Given under my hand and seal of offics, this the. ... ... ~dny of A.DOIRTL .
_ ‘
i
}
N
m Notary Fublie in ang for County, Texan
i
t
1
i
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known to me to be the persons wheee names are subscsibed o the foregoiny inatriment, and ack
and consideration therein expresaed.

And the sald wife, having boen examined by me privily and apart fcom her hurband. and having had asid instrument full

aF " wat she di t wish {0 retraet it

Given under my hand and scal of offfos, this the.. ... _day of

R A D19

snd wife,

acknowledzed to me that they exeruted the aame for the purposes

, N exploined to her, she, the sald
W aeknowl %& the sAme to be her act and deed, nod declared that she had wiltingly signed the sume for the purposes and comsiieration therein expressed,
ne

Notary Public in and for

County, Texns

L:




M. J. COLLOPY
ATTORNEY AT LAW

P.O. BOX 2297
203 EAST SANGER, HOBBS, NEW MEXICO 88240
508 / 397-3608

March 26, 1982

M. Y. Merchant, Vice President
Apollo Energy, Inc. ‘

P. 0. Box 572

Hobbs, Hew Mexico 88240

RE: Your letter to Miss Clara Fowler dated March 22, 1982

bear Mr. Merchant:

Clara Fowler has handed nie yoéur above dated letter and the
0il and Gas Lease which acccompanied the same, for review.
Before making any decision to lease the subject property,
Miss Fowler's ranch foreman, V. R. "Cowboy" Jones, and
myself would like to visit with you concerning the proposal

in further detail.

If you will contact me upon receipt of this letter, I will
attempt to arrange such a meeting. Pending further discussions,
please address any further correspondence cr communications
concerning this particular matter directly to this office.

Sincerely s rs,

M. J. Collopy

MJIC/gif

cc: Miss Clara Fowler

EXHIBIT VII -

W, N.8.C.F. MICKOGRAPHICS
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APOLLO ENERGY, INC.

Box 572 {505) 397-35%
Hobbs, New AMexico 86240

* March 29, 1982

Mr. M. J. Collopy
P. G. Box 2297
Hobbs, New Mexico 08240

Re: Response to your letter dated March 26, 1982

Dear Mr. Collopy:

Thank‘you for a quick reéponse to my letter dated March 22, 1982. I have
reviewed your letter, as well as cur conversation this morning, and will try
to answer your questions to the best of my ability.

Apollo Energy, Inc., was established in December, 1980, for the sole purpose

of exploration and production of oil and gas. The principals in the corporation
are Alan W. Ralston and myself. Even though both of us have been in the industry
for several years, our experience varics.

Alan Ralston has been in the service portion of the industry since he finished
high school, which was interrupted by his attending ccllege at the University
of Oklahoma. He is presently owner of Maypole Packers and Services, and has

an excellent reputation.

My background and experience is documanted on the enclosed resure. If this is
not sufficient, I will be more than happy to furnish whatever you reguire.

I evaluate each prospect personally. The first project I successfully evaluated,
drilled and comp;eted was at the R. D. Lee Ranch near Buckeye. The next two
wells were drilled on San Simon and Sims Ranches. Only the Lee's owned the
minerals, the other two were State leases. 1In all cases we have a pretty good
working relationship, and always have lived up to our commitments.

Please note a correction on my letter dated March 22, 1982. As of today we
have 30 acres leased in the NE 1/4 of the SW 1/4, and 20 acres leased in the
SE 1/4 of the SW 1/4, instead of 25 acres =ach.

as far as oipe in the hole is concerned, one can discuss the value of it. '
However, Cities Service had recovered all the recoverable casing when the well
was plugged and abandoned in 1960. At this point, I am strongly rot in favor
of re~entering the old hole, due to the poor cement job in the past.

EXHIBIT VIIL A
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Mr. M. J. ColloLy Page 2 , March 29, 1982

After all, our main goal is to establish "meaningful® production, rather than
waste money and precious rxesources.

I hope the above will be satisfactory to you and your client. I will do all
possible to work with you on this matter or any others you might have. I will
not promise what I can not deliver.

3 I look forward to hearing from you soon, and will be glad to meet you in persén,
if necessary. :

Thank yoﬁ for your coopération.
Yours truly,

APOLLO EMNERGY, INC.

/ L. bt
. Y. Merthant

Vice President

Myd/jh

Enclosure

EXHIBYIT VIIT B
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APOLLO ENERGY, INC.

Box 1737 {505) 397-3596
Hobbs, New Mexico 88240

April 14, 1982

Mr. M. J. Collopy
P. 0, Box 2297
Hobbs, New Mexico 88240

Re: Miss Fowler's Mineral I[nterest
Section 6, Township 19S5, kange 38F

Dear Mr. Collopy:

This letter and attachments arc follow-up to our previous letter dated
March 29, 1982. As of this date, we have not had any correspondance from you
regarding your client's decision on the captioned property, in which she holds
a partial mineral interest. JHowever, during our conversation on April 8, 1982,
you indicated your client is not interested in our offer at this time.

As of today, we have approval from all other mineral interest owners in
the captioned property. We intend to proceed with our plans which call for
offering your client an opportunity to join as a working interest owmer.

Attached are two AFE's (authorization for expenditure) - one to re-enter
well No. 1, and another to drill a new well, if attemptse to re-enter are
unsuccessful., In each case, your client would have 25% working interest (WI),
if she joins the program, which will require her approval of the AFE’'s.

Please inform us of your client's decision in writing by April 23, 1982,
so we can proceed with the program,

Thank you for your cooperation, and if I can be of any help, please do
not hesitate to call on me.

Sincerely yours,
APOLLO ENERGY, INC.

YO Mo

. Y. Mer¥hant
Vice-President

MYM/sw

CERTIFIED MAIL NUMBER P20 870530
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MY QXML USD (\-\“V‘VGSU(‘SNS ‘QINIAISINIY "LSIIY NYNLRY

. Filo

@ SCRUER:  Compdese tams | -2, and 3, -
Add yous address [n the k1 i URN TO™ ipass cn
teveLse,

1. The follcwing service is raqucsted (check one.)
£ Bhow to whem and de delivered (o qyaverea OQ§
) Show 1o whagn, 0223 and addsiss of delivery... .. ¢
03 RESTRICTED BELIVERY

Show to whom and date deliveccdesressretsomm €
01 RESTRICTED DELIVERY.,

Show o whom, d:i2, and adutress of d-Hvery §e—

££6: 07 ‘1350 wioy

{CONSULT POSTISASTER FOR I'LES)
2 ARTICLE ADORNESEED TO:

Mr. M. J. Collopy
P..0. Box 2297

Hobbs, NM _ 88240 . .
3. ARTIGLE OGECAIFTION:
REGISTERDNO. | CIRTIFINONQG, |  INGURLD HO.
8705340

{Atways ob:tain sigitatuco of cigrocess of sgent)
f have received the asticle desciibed sbove,

.‘5. ADGR{SS iCompisio on'y B ,...,.m‘:, ﬂ\}giy/
:'—

8.. UNAZLE 7O L'ELIVEW BZCAUSE:

L7570 : 1979-302459

Mmoo et b e o A o s g e i i o it . S S S0 --,.._.,_M,.,__J

W.N¥.C.F. MICROGRAPHICS

P20 8705349

RECEIPT FOR CERT!F!ED MAIL

NO INSUPANCE COYERABE PROVIDED —
NGT FOR INTERNATIONAL MAIL
{See Reverse)

SENTTO
Mr. M, J. Collopy. .. .

" STREET AND NO.

0. Box 2297 . .

Lo
VO STATEAND ZtP CODE

Hobbs, NM. 88240

PCITAGE s .20
Shada M
CERTIFIED FEE 75 ¢
| e
pot RESTAICTEDDELVERY |~ ¢
s ftsneb NI DTS
slalw SHOW TOWHOM AND ¢
1w OATE DELIVERED 60
g|s1& =BV
%5 § SHOW 0 WHOM, DATE,
2 AND AUDRESS UF 3
2 | & ceavery
- g SHOWTOWNOM ANDDRTE | 7
] DELIVERED WiTH Rssrmcrsq ¢
218 &] oeuvery
Bl | g sHowiownom, cATe i T
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M. J. COLLOPY

ATTORNEY AT LAW

P.O. BOX 2297
203 EAST SANGER, HOBB8S. NEW MEXICO 88240
SOS5 7/ 387-3608

April 16, 1982

VT T RIS W 4 g s

T

Apbllo Enerqgy, Inc.
P. Oz Box 1737
Hobbs, New Mexico 88240

Attn: M. Y. Merchant, Vice President

g ‘ RE: Mineral Interest of Clara Fowler, Section 6, Township 19
8 South, Range 38 East -~ Your letter: April 14, 1982

Dear Mr. Merchant:

Please be advised that Miss Fowler is not interested in joining
the project outlined in vour Letter dated April 14, as a
working interest owner. .

Sincerely,

M. J. Collopy

M3C/gif

pc: Miss Clara Fowler w/4-14-82 letter & attachments

EXHIBIT X
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OPERATING AGREEMENT

DATED

OCTOBER 1__» 19 .81 >

OPERATOR _ APOLLO ENERGY, INC. .

CONTRACT AREA _ _ AZTEC "36" STATE NO. 1 (40 ACRE LEASE) .. _

_..330' from the EAST line, 2200' from the SOUTH line

... SECTTON_ 36, T225, R3SE R

 COUNTY OR PARISH OF_ _____ 1ea . STATE OF NEW MEXICG . ..

COPYRIGHT 1977 Al RIGHTS RESERVED
AMERICAN ASSOCIATION OF PETROLEUM LANDMEN
APPROVED FORM. A APL HO. 610 - 1977 REVISED
" MAY BE ORDERED DIRECTLY $20A\ THE PUBLISHER
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, , - EXHIBIT XII1 }



A.APL. FORM 610 - MODES FORM OPERATING AGREEMENT - 1977

Article

L
1.

m.

1v.

VI

Vil

VIIL

XV.
VI

' TABLE OF CONTENTS
Title

DEFINITIONS
EXHIBIT.-

INTERESTS QF PARTIES
A. OIL AND GAS INTERESTS
B. INTEREST OF PARTIES IN COSTS AND PRODUCTION

TITLES ,

A. TITLE EXAMINATION

B. LOSS OF TITLE
1. Failure of Title »
2. Loss by Non-Pavment or Ervoneous Payment of Amount Duc
3. QOther Losses

OPERATOR ,
A DESIGNATION AND RESPONSIBILITIES OF OPERATOR

B, RESIGNATION OR REMOVAL OF OPERATOR AND SELECTION OF SUCCESSOR

). Resignation or Removal of Operator
2. Sclection of Succéssur Operator

C. EMPLOYEES .

D. DRILLING CONTRACTS

DRILLING AND DEVELOPMENT
A. INITIAL WELL
1. SUBSEQUENT OPERATIONS
1. Proposed Operations
2. Operations by Less than Al Parties

C. BIGHT TO TAKE PRODUCTION IN KIND

D. ACCESS TO CONTRACT AREA AND INFORMATION
E. ABANDONMENT OF WELLS

1. Abandonmen! of Dry Holes

2. Abondonment of Wells that have Produced

EXPENDITURES AND LIABILITY OF PARTIES
A. LIABILITY OF PARTIES
8. LIENS AND PAYMENT DEFAULTS
C. PAYMENTS AND ACCOUNTING
D. LIMITATION OF EXPENDITURES
1. Drill or Decpen
2. Rework or Plug Back
3. Other Operalions

"E. ROYALTIES, OVERRIDING ROYALTIES AND OTHER PAYMENTS

F. RENTALS, SHUT-IN WELL PAVMENTS AND MINIMUM ROYALTIES
G. TAXES

H. INSURANCE

ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST
SURRENDER OF LEASES

RENEWAI OR EXTENSION OF LEASES

ACRKAGE OR CASH CONTRIBUTION

SUBSEQUENTLY CREATED INTEREST

MAINTENANCE OF UNIFORM INTEREST

"WAIVER OF RIGHT TO PARTITION

G. PREFERENTIAL, RIGHT TO PURCHASE

TmCOoE»

INTERNAL REVENUE CODE ELECTION.
CLAIMS AND LAWSUITS

. FORCE MAJKEURE

NOTICES
TERM OF AGREEMENT

CCOMPLIANCE WITH LAWS AND REGULATIONS

A. LAWS, REGULATIONS AND ORDERS
8. GOVERNING LAW

OTHER PROVISIONS
MISCELLANEOUS

Poqq

e ote e

RV R I O X
'
w

Tode e e e de de e WL

=owm»n
]
- o

]
o

=) =1 =) )

W WX 0 X x

B - -]

9

9-10
10
10

10
10-11
11
li
11-12
12
12
12




AADPL FORM 616 - MODEL FORM OPERATING AGREEMENT . 1977

OPERATING AGREEMENT

}

2

3 THIS AGREEMENT, entered into by and, between  APOLLQ ENERGY, INC. = .

3 P, 0O, BOX 1737, HOBBS, NEW MEXICO 88240 o o hereinnfier designated wnd W, N X.C.F. MICROGRAPHICS
5 referved o as “Operator”, and the sipantory parly or parties other than Operater, sometimoes heveinafter ’

6 veferred to individually hierein o UNon-Operator’”| sand collectively as “Non-Operators”, :

T .

8 WITNESSETH:

g ‘ -

10 WHEREAS. the parties to this agreement ave owras of oil and gas leases and.or oil and pas in-
11 terests it the land identified in Exhibit “A7, and the purtics hereto have reached an agveemoent 1o explore
12 and develop these ivasex and o oil aad gas inteves(s for the production of ol und gas Lo the extent and
13 as heremafter provided. ' ~

14
i5 NOW, THEREFORE, it & qqueed as folows:

16

17 ARTICLE L

18 DEFINITIONS
19 %
206 As tised in this agreement. the following words and terms shall have the meanings hore ascribed
21 to them: _ )
22 A. The term “oil and gas” shall mean ofl, gas, casinghead gas. gas cendensate, and all other liquid BEST AVAILABLE COPY
23 or gaseous hydrocarbons and other marketable substances produced therewith, unless an intenl o
24 lmil the inclusiveness of this erm is specifically stated.
25 B. The terms “oil and gas lease”, dease” und “leaschold™ shall mcan the oil and gas leases ¢cov-
26 cring Lracts of land lving within the Contract Arca which are owned by the parties to this aprecment.
27 C. The term “oil and gas interests™ shall mean anleased foe and mineral interests in tracts of

28 lund lying within the Coatract Area which arce owned by parties to this ugreement,

D. The term “Contract Arvea” shall mean all of the lands, ofl and gas leaschold inlerests and ol
38 and gas interests intended to be developed and oporated for oil and gas pucpoeses under this agreement.
31 Such_ lands. oil and gas leaschold interests and o0t and gas interesls are described in Exhibit “A™

E. The term “dritling unit” shadl mean the arca fixed for the drilling of one well by order or rule
33 of any state or federal body having authority, 1f a drilling unit is not fixed by any such rule or order,
a drilling anit shall be the drilling unit as established by the pattern of drilling in the Contract Area

34

35  or as fixed by express ugreement of the Drilling Parties.

38 F. The term “drillxite’” shall mean the oil and gas lease or interest on which a2 nroposed welf is to
37 be located. :

38 G. The terms “Duiliing Pariy” and “Consenting Pracly” shall mean a party ‘who agrees to join in
39 and pay its share of the cost of any operation conducled under the' provisions of this agreement.

10 H. The terms “Non-Drilling Party™ and “Non-Consenting Party” shall mean a parly who cleets
41 not to participate in a proposed aperation.

42

43 Unless the context otherwise cleivly indicates, words used in the singular inclode the plural, the

44 - plurdd jecludes the sinpudav, and  the neuter gender includes the masealine and the feminine.

45

16 ; . ARTICLE N.

47 o EXHIBITS

48

49 The following exhibits, as indicated below and altached hevelo, are incorporated in and made a

a0 puar! hereof:
51 7] AL Exhibit “A”, shall include the following information:

52 (1) kdeatification of lands subject to agreement,

53 ‘ (2) Restrictions, if any, as o depths or formations, )
54 (3) Percentages or (mctiona!‘ iaterests of parties o this agrecment,

55 (4) Oil and gas icases and “or oil and pas ferests subject to this agreement,

56 (5) Addresses of partics for nolice DRUPOSCR.

57 [} B. Exhibit *B”. Form of Lease.

58 X C. Exhibit “C”, Accounting -Procedure.

59 X! L. Exhibit "D, Insurance.

66 | ] K Exhibit “E*, Gas Bulancing Agreement.

61 1 FUExhibit *F7) Non-Discrimination and CentiCication of Non-Scegregated Facilities,
62 ; L »

63 1€ any provision of wuy exhibit, except Exhibit “E™ s anconsistent with aty provision conlained
64 in the ooty of this apreement, the provisions in the budy of this apreement shadl prevail,
65

€6

67

€8

69

70
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‘made available lo Operator Ly e partics, bu! aocessary for the examinatiog

-y

ARTICILE I
INTERESTS OF PARTIES

A, Ol and Gas Interests:

W oany pany owas an anleased o and gas intores! in the Centract Arcas that intesest shall be
teated for the purpare of this agreoment and doaring the tesm hereel a2 0f T were o fensed mienest
ander the foom of 6] and zas oo Alached s Eabibgl "B7 As Jo sueh talevest, 1he ownr shall pe-
Crive Poyuay on prodactinn as preseribed in the forns of off and gas dease 2tacked hereto as BEahioi
SBU Such party shadl however, be subieel o all of the provisions of his agreement relating to Jessees,

to the oxtend (thal 1 ;mwng the Jossoe intenest,

R, Interest of Parlies in Casts and  Peoduction:

ERIPTYY l_i\THd?Y RESENS

[ b Ainegyfiomr iy 5 u N
o g SN2 L Y AU T UT OO a0 G e TUSTROT IV T OETUTR SO O

agrcemient. Uniess changed by other provistons, all oosiscand-mabriris mcuraed in operations under
this sgrecment shall iy bockesaerTT nd ol cquipment and mateyind acguired mooperalims on the

ATt ~ —srowrr T ieh =AY AR prodae-
won of oit and gas fram the Contract Nvea, subies! 1o the pavmweal of Jessor's voyaltivs whteh will
borne by the Jeint Account. shall aiso b owned by the parties in the samwe manner daving the tam
hereod: provided, however, this shall not e deived an assignment or cross-assigament of iderests cov-

T kL) EL N TCTe b § WAL EOR

ceed  heveby,

ARTICLE V.
TITLES

A. Title Examination:

Parties =0 reqguesl, e dxamination shall be made on the |}

Y

drilling aperatiens or, i the Thilling
and or ofl wnd gas interesis included. ov planned o be included. in the drilling wnit avound su
The opinien will include G awaership of the working  inlerest, minevals, rovalty. overyidi rovalty
At the tae a well s proposed. eaph party con-

plling uoit, shall

well

and production pavmoents upder the spplicable leuses
tributing leases aml or ol and gas Inleresls o the Gillsite. or © be included in such
furnish to Operator all abstracts tincluding Federad Lease Stains Reports), title opfihions, Gtle papers
wad vurdlive malerial in its possession irec of chiege, Al such information not the possession of oy
‘ af e, shall be obtatned
by Operator, Gpevator shull cause 1Hle 1o be oxamined by allorneys on itgltal e ar by oulside sttoraeys.
Copies of all 1itle opinions shall b furiished to vach party  hercto. Tja{( cost incurred Ly Operatov in

this titke program shal? be Lorae us follows:

©oOption Nog 11 Costymcarmed by Operaton in procuving pifitracts and ke sxammation {inciuding
td division order Ulle opinions) shail be a

“C and shall not be a diveet charge. whether

prefliminury. supplemental, shut-in gasx soyally  opnions
part of the administralive overiead s provided in Exhils
performddd by Operalon’s staf? atlorieys or by owdsi?l iorneve.
Oplion No. 2: Cests meureed by Oprralop/in procuring  absivacts and  fees paid outside aliovoeys
for litle exuminution (inciuding prolimin . supplemental, shut-in gas royally opinions and division
ordur ke opivinns) <hall be borne by e Drilling Parties in the proportion Uhat the init‘wsi‘o;r vach
Driliing Pavty benrs 1o the torad nm'y{? of &1} Drilling Partics as such intevests appear in Exhibid oA
Operator shall moke ne charge ,y( services rendered by ity staff attorneys or ether porsennel il

porformance of the above Duplonx

Eich paty shad]l boAxpomsible fuy securing carative matter and pooling amendments or agrocments
vequired in connectiogAvith Teases or eil wnd gas intereats contyibated by such party. The Opcerator shadk be
responsible for Uy prepuration and ‘rwuniing of Pooling Designations or Declaralions #® well as e
condarl of hogrags before Governmenta! Agencies for the sconring of spacing or pooling orders, This
shal} nol powent any parly from appeuring on s own beladf at any such heaving,
e or deillingy it

well shall be drilled_on @e Conliwet-Aved antd aiter (i i fitde o
e exdantted as wbove provided, and (2) the tithe has been approved by the ox

amining alttefhey or

B. Luss of Titde:

Lo Failwe of Titder Shondd wey ol and ges imterest or s, or interest theein, e Jos? Wiough
fanlure of titer which loss vosalts in o oreduction of interest tom that shown on Bxaabit “A™ this agree-
e, au-\u\r!!w!\;\‘:; shall comtine i force as to ali romsdning o3 and pas feaves and snlenests, and

() Titz»~1§i}f‘l_\" whone ol wnd gas Haee or antenst ox affeeled by the itde aiinre shal! bosr adone
Qi entive Joss and 31 ahadl 1ol e entitled o recaver from Operator or the ather s any development

[

W, NNC.F. NICROGRAPMIC
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pr o apevalway sty whach 1 may hace thetdteloce poud, bt there shall fo 20 moretay bability on als
Pt e e ethor perties hoete S detthng developmeat, opeaating or other similie costs by reason of
such Wtle Tarline: and .

th) There shall e a0 retivactive adjustment of evpenses psvgoed of revenues necived fron e
operatrn of the inforost which has bevn oot bat the Interests of the partics shatl be povised on o aere-
ape buvis . ax of the U iy determnaned Gnolly thad il fatbaee has ocvwarad. s that the interest wf

e Pty whese Wwse. or Inteerest iy affeciad by e e failuve will therealler be yeduced in the Contrac

Area by e amount of the diterest st and

{c) I the vprapartiovnate interest of the other parlics hoerele in any procducing well theretofme dnifled
or the Conlracl Area 8 bnevcased by veason of the title {oilure, the party whose ttle has failed shall
reccive the procceds atiribatable 1o the increase in such interests (hss oosty and lagdens atiniulable

theretad antil it has Deen remmbursed for amrecovered oadds paid by gt in conncction with such weil

s

{d) Should any ovrsen wol w parly o this agocemon.
Wrest in the Gle whndl has folad, pay noany Waahed any pacd of the cost of operatien, developmoent,
ay cquipment, swch amoaa! soall be patd o the pariy or parties who bore the confs which are s refund-

woho s doetermined to be the owner of any ine

ods and
{03 Ay hatiiite o accoimt fo o thivd party i
Teddon 0 litde {ailove studi v oborne by the party or parties i the same propat tons i which they -shared

prior produciion of el and was which avises by

m such prisr prododGon; and
(f) No chaige 2hall e mude 1o the joint account for fegal expenses, foes or salarics, in connection
Wil the defeass of the inlepest claimed by any party hevclo, it being the intention of the parties

Bercto 1hat cach shall defend ttle o s mtotest and beds Al sxpenrses in connection therewith,

2 Loss by Non- Paysyant oy Breongous Payment of Amount Dae: U through mistake or oversight,
eny rentall shat-in well paymen!, mdnimum royalty or royaity pavmend, is 1ol paid or is ertoneousiy
pabd, and 85 o vesnit g loase or inlenest thersin leemirales, there shall be ne monelary labilily agains!
vavment. Unless the pavty whe failed to make the required poavsent
same interest within ainciy (906) days froni the discovery of the fail-

the pariy who fajled o make sach
CCRUE 3 VW fease covermy the
uwre 1o make proper paynienil, achich aoguisition will et be suldeet e Article VHEB, the interesis of
he parties shall be revised om an aovease basis. offeciive @8 of the date of lormination of the lease in-
volved, and the party who feiled o make proper paviment 2l no fonger be credited with anintorest in
the Contracl Area en sceount of vwnership of e eas o interest which hos terminalnd. In the event
the parly whe falled to make the requived pavivent shall ol kave been fully reimbursed, ai the 1ime of
the less, from the proceeds of the sade of ofl and gus Wuithbuluble 10 the st interest, caloudated on an
acreagy - basiz, for the development und opcrating cosis therstofore paid on aceount of such intevesy, it
:;':;:3! be roimbunwed for wavecovered actwe] costs thedelefore raid by it {but not for s share of the
<ast ot any dry hole previeusiv drilled or wells previeusly abandoned) from s0 much of e {oliowing
Qs I8 neeessary to effect reimbursenicnls

() Proceeds of ot} wnd way, loss upruling eipenses, therctafore accrued o the credit of the lost
interest, o an atieage Husix ap fo the amount of unvecavered cvosis:

{B) Procoeds, loss opevaling expenses, theveafior acerued wiiributable to the lost intencst on an
woreage bavis, of thal portion of 6l and gas theveafter produeed smd marketed  (excluding - praduction
from wny welis Ha‘x‘mf;v:"’\h‘i!h\d3 which, ™ the absence of such foase terminagion, wauld - be v ibhutable
o the lost Il (8 on an weteage Bists, up 1 the anmunt of wnrecovend cests, the proceeds of said
portion of e @il and gas 10 e contributed by the other purlics in proportion 1o their respective -
lerests; and '

{c) Auny renics, U3 10 e anmmoml of unrecovered costs, 1had muay be paid by any parly who i, or
Pooomies. the owier of e derest dost, for the privilege ©f participating in the Contiact Apca or be-
coming a parly to this saveenxnt.

3 Other Losses: Al losses incurnad, other than thase set forth in Avticles IV.B.L and 1V.B2
above, shall mot be comsidenad failure of Gtle buy shall be joint losses and shail be borne by all partics
i progorlion W Wheit Mlerests. There shadl be po veadjustment of inlepests in the remaining portion of

1he Conlract Arnca,

ARTICLY V.
OPERATOR

A, DESIGNATION AND RESPONSIBILITIES OF ()Pl:k;\ﬂ“l:

APOLLO EWERGY, INC. . L o shadl be the
Operater of e Contiaet Avca, and shadl condud! and dinedt o have full contiod of @ll eperations on
e Comzae? Avea o8 pomilied and roguired by, and witlan 1he s of. this agbeoment. 1L shall con-
Auet B osuen eptrations in o good and workmanllie muaancr. bGid it shall have no fuability @s Operator
to Uue olher particy for fesocs suslained or Babilities fncwmred, exeep! such s mavy sesalt from groess

Pegeenee or willfnd misconduc).

W N M. F, MICROGRAPHIC
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. Restunadion or Removad of Opepataer anl Sclection of Suceesser:

tepal existence, no longer owns an interest
A noul ans
1t futls or

hoerud by Nop-Opevatory 1 Operator ommpules (s

i
Contraed Ar v i e fonaer cspanie of seving o Operaior, it shall ceose 10 e Qperator

aotion by Non-Operator, exeent the selection of G oaacecssor, Qoerstor may be removesdaf
o receivership,

sefusen by carey o its dativs Perereder, o beeotnaes snlveat. bankrapt or 15 ph
Ly the affmadive ovote of twe (21 c0 anore NocOperators owning o majority-filerest based on owner-
AT and st on tae sunber of pattics remaipke® after exclading the votiog

ship as showp on Kxhobiy
wsipnnting or cemaval shall ot beeope@ effective antil 2:00 o’clock AN

travrest of Operatont. Such
i the firxt day of the cadendin mondb lebowag the expiratlisgeG! nitety (30) dave after the giving of
notice 0! resignation by Opcratos 2 ootha by the Nop-Q Glors fo remove Qperator, miless o sucoessuy

Operador has been sebtvtod sod esurmies the dadiey o entor ol an eariicr date, Operator, after offect-

ve datle of resigidion o5 removss, Shadl e boug T_:}. tie Leovies hereod s 0 Nen-Qporator. A claame of
e POratt pame or straclure of Ly 7.;}%:#(1‘ of Operator’s interest o any singhe’ subsidiary.,
PHYORt o specessa oo patation shall et e othe Basts for removal of Qperator, '
-7
2. Seleciion of Sw ("g».\;qr".iﬁ;\u ater
erador shudl e selectod AN abe Pucte o The saceessor Oporator shall be selected Trom the parties owning
Ontvicl Arven al she tine such sucecessor Openitor s selected. I the Operator that

an mlerest in the

. Employees:

Tie nuwmber of cployees used By Operator in conducting operations  hereunder, theiv selection.
ard the hours of Inbar and the vempensation for sorvices pérformut shall Le determinced by Operator,

and Al such L‘llli)!\l}'vcs snall bhe the employees of Qut-rafor,

B. Brnlling Contracts:

All wesdis drilled on the Contiact Avea shall be deilled on o competilive contract basis ot the usuad
rates prevaiting i the wreas 1T i s desives, Operator may employ (s own teols and equipment in the
dritling of wells, but its charges therelor shelf nat exceed the prevaifing rates in the area and the rade
“f such charges shall e ageced upon by the poarlies in writing, before drilling opéi‘htim)s ave  com-
menced, and such work shall-be porformed l\}"b'g)ox-:il()x‘ under the samie terms and conditions as are

customary and uswal in e area in contracis of independent contracters who are doing work of a sim-

i nature.

ARTICLE VL
DRILLING AND DEVELOPMENT

A, Initial Well:
Existing well as described on coversheet

LN N N D - ot~

ing of & well for o and pus ut the following location:

and shall thearealter continue the dritling of the woll with due diligeneg

unlese goaniie or other practically impenetrable wtance  or condition in the hole. which renders
further deilling imprctical. is cncountered al<lesser depth, or unless afl parties agree to complete or

sbandon the well at a besser depiin e

e

Ie teats of all formations encountered during drilling which give in-
dicatinng of containing ol was i quantities safficient to test, unless this agreement shall be limited
wvriie formation or formations o which eveat Operator shall be vequired to

Operator shudlb muke veiean

i als apphcastion W

tesl ondy bhe Jurpation o fonaieens to which this agreement may apply.

Opciatr™s fudosient the well will rot prodicer vil ov gax in payving guantities, and it wishes
e avd ddacdon the well oo diey holeg it shall ficsl secwre (e consent of ald parties and sheli

Fron the vesanation or yemoval of Operatns, a0 sucoessor Qp- o

W, N 2. C.F. MICROGRAPHICS




AALL FORA 610 - MODEL FORM OPERATING AGREEMENT - 1977

[

<

19

42
13
14
15
16
47
45
9
50
51
52
53

B. Subsequent Operations;

L. Praposed Opecations: Should any party herete desice o drill any woll on the Cantraet Area
athor than the well provided Tor in Article VIAL or o rewark, deepen or plue back a dry hale dreilled
at the joint expense of afl parlics or a well jointly owned by all the pamtics and not then producing
in paying quantities, the party desiring Lo drill, rework. decpen or plugr back such o well shall give the
athey parties written notice of the proposed: gperation, specifving the work (o be performed, the loeca-
tion, proposed depth, objeetive formation and  the catimaicd cost uf the operatinn, The partios yeeojv-
ing such a notice shadl have thivty (30) days after veeeipt of the notice within which o notify the
parties wishing to do the work whether they elect to participate in the cost o the proposed operation.
If a drilling rig is on location, nolice of proposal lo rework, plug back ur deill deeper may be given
by lvk‘phrmo and 1he response period shall be limited to forty-cight (48) hours, exclusive of"S:x{urdu_\:
Sundiy or legal holidavs, Failure of o party receiving such potice o reply within the period sbove fixed
shall eomstitule an clection by thid praty not o pacticipsie the cost of the proposed operation. - Any

notice or response stven by (elephone shall Be promptly confivmed in wriling,

2. Operations by Less than Al Puwrties: I any pavty recetving such notice as provided in Articte
VIR or VEE.L elects not (o purttenade my the proposed aperation, then, in ordec to be entitled to
the benefits of this article. the parly o parties giving the notice and such other purties as shall eleet
‘o participate in the operation shall, within sixty (69) days after the expiration of the netice peried of
thirty (30) duys (or as promptly as possible aites the expiration of the forty-cight (48) hour period
where the drilling rig ix op foctlion, as the case may bed actually commence work on the proposed
operation and cornplclé it with due diligence. Operator shall perform sl work for the account of the
Censenting Parties: provided, however. if no drilling rig or other equipment i< on location. and if Op-
eritor iy a Non-Conscating Party, the Consenting Purtics shall either: {a) request Operator te perform
the work required by such proposed operation for the sccount of the Consenting Parties, or (b)) desiv-
nate one (1) of the Consentinzg Parties as Operator to perform such work. Consenting Parties, when

conducting  operaltons on the Contriet Arca pursunant to this Article VI B.2.. shali comply with all terms

and conditions of this agreement.

If less than all partics appyove any proposed operation, the proposing party. immedialely after the
cxpiration of the applicable notice pevied. shall advise the Conseniting Parties of (a) the total interest
of the parttes approving such operation, and - {b) Hs recommeidation as to whether the Consenting Par-
ties should procced with tne opcration as proposced. Each Consenting Party, within forly-cight (48)
hours (exclusive of Suturday. Sumday or legal holidavs) after receipt of such notice, shall advise the
proposing party of ils desive to fa} fioit participation to such party’s interest as shown on Exhibit <A™
o (b) i-:n'r,v ils proporfionate part of Non-Consenling Parties’ interest.  The propoesing party. al s
eleetion, may withdraw such proposad if there is insufficient  pacticipation. and  shall prompily  nolify

all parties of such deeision.

The entive eoxt and sizk of conducting such operations shadl be borne by the Consenting Partics in
the proportions they have clected o bear xame under the terms of the preceding paragraph.. Consenting
Parties shall, keep the leasehold estates involved in such operalions free and elear of all lens and
cacumbrances of every kind crcated by orarising from the operations of the Consenting Parties, I such
an operation results in a diy hole, the Consenting Parties shall plug and abandon the svell at their sole
cost. risk and expense. I my well diiled, veworked, deepencd or plugged back vnder the provisions
of this Article yesults i a praducer of oil and or guas in paying quantities, the Consenting Parties shall
complete and equip The well produce al thetr sole cost and rvisk, and the well shall then be tared
over 1o Operator and =hall be operated by il al the expense and for the decount of the Consenting 2artics.
Upon commeicement of oncerations for the drilling, reworking, decpening or plugging back of any such
wek by Consenting Parties in accordance with the provisions of this Article, each Non-Consenting Partly
shall be deemed o have velinquished to Consenting Parties, and the Consenting Parties shaill own and
be entitled to receive, in propovtion {o their respective interests, all of such Non-Consenting Partx's
interest in the well and share of production therefrom until the proceeds of the sale of such share,
caleulated ut the welll or mavket value thereol if such share is vot sofd (after deducting production
taxes, rayally, overriding royalty and other intercsts existing on the offective date hereof, payable out of
or measwred by the production from such well aceruing with resprel to such interest until it reverts)

shall equal the total of the following:

O |
Y oEUGuaTeh

(i) 100% of cich suen Non-Consentiag iy’ shine of the ot of Gy new
cquipment beyond the wellhead conneetions (including, but not limited to, stock tanks, separators,
treaders, pumping equipment aod piping). plus 1007% of cach such Non-Consenting Party’s share of the
cost of operation of the well commencing with first production and continuing nntil cach _such Non-
Consenting Pavty’s relinguished interest shall vevert to it ander other provisions of this Article, it being
aprecd that cachh Non-Consentins ity "s shae of such eosts and equipment will be that interest which
watld have been chorgeable to cach Nom-Consenting Pty haod it panticipated in the well from the be-

sanning of the operation: and

(L) 500_“. of that poxtion of the coxts and expenses of driiling veworking, decpening, or pliegeing

back, testing and corapleting, offer deduclivg eny canhe contrihtiors received snder Article VHEC, arad
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500.% Sf thot portion of the cost of newly weqiired cquipment in-the well (to and including the well-
hosd connections). which would hoeve been chirgeabice to such Nem-Convenling Party if #t had parlici-

pated theréin,

Gas praduction - attribatible to any Non - Conseating Pavts”s welinquished interest upor: such Party’s
clection, shall be sold o #s purchaser, i available, under the terms of its existing goax sales con-
tract,  Such Non - Consenting Puarty shall direct its purchaser 1o remit the proceeds reccivable from
stieh sale direct to the Conzenting Partics until the amounts provided for in this Article are recov-
I such Non - (It)l\sunliﬂg Parly has not
for defivery, or has not made the clec-
B entitied to roceive and sell such Non-

cred from the Non - Conrenting Party’s velinquished interest,
contracted for sale of s gas at the Ume sich gas is available
ton as ‘provided above, the Conzenting Parliés shall own and
Congenting Parly's share of pas as hereinabove provided during the reconpment period.

During the period of time Consenting Parties are entitfed  to veceive Non-Consenting Party’s :hare
of production, or the proceeds therefrom, Consenting Parties shall be rvespunsible for the payment of
all production, severance, gathering and other taxes, and all royaliy, overriding vovalty and other

burdens applicable to Nou-Conscenting Party’s share of production.

In the case of any reworking. plugging back or deeper diilling operation, the Consenting Purties shall
be permitled to use, free of cost, all casing. tubing and other equipniont in the well, but the ownership of
alt such equipment shall remain unchanged: and upon abandonment of a well after zich reworking,
plugging back or deeper drilling, the' Consenting Parties shall scevunt’ for all suiich equipment 1o the
owners thercof. with cach party receiving its proportionate part in kind or in value, less eost of

salvage.

Within sixty (60) days after the completion of any operation under this Article, the party con-
ducting the operations for the Consenting Parties shall furnish cach Non-Consenting Pavty with an in-
ventory of the equipment in and conuected to the well, and an itemized statement of the cost of drilling,
deepening, plugging back, testing, completing, and equippibg the well for production; or, at ils option,
the operating party, in lieu of an itemized statement of such costs of operation. may submit a detailed
statement of monthly billings. Each month, thereafter, during the time the Consenting Parties are being
reimbursed as providéd above. the Party ¢onducting the operations for the Consenting Partics shall furn-
ishi the Non-Consenting Partics with an ilemized statement of all costs and liabilities incurved in the
operation of the well, ‘ingulhor with a statemei! 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. {n determininzg the quantity of oil and pas produced dwing any mosnth, Consenlihg Parties
shall use industry - accepted methods such as, but not limited to, metering or periodic well tests. Any
amount realized from the sale or other dispositicn of cquipment newly acquired in connection with ey
such operution which would huve heen owned by o Non-Consenting Parly hud it participated therein
shall be credited against the total unreturned costs of the work done and of the equipment purchased,
in determining wher the intérest of such Non-Consenting Party shall rvevert to it as above provided;
and i there is o eredit balance, it shadl be paid to such Non-(fonsvnling party.

If ana when the Consenting Partics recover from a Noa-Consenting Party’s relinguished interest
the amounts provided for above, the relinquished interests of such i\'on-Conseiiting‘ Purty shall auto-
malically revert toit, and, from and after such reversion, sueh Non-Consenting Party shall own the same
interest in such well, the material and equipmentin or pertuining theveto, and the production theve-
from as such Non-Consenting Parly would have been entitled to had it participated in the drilling,
reworking, deepening or plugging back of seid well. Thereaflter, such Non-Consetiting Party shall be
charged with and shall pay its proportionade part of (he further costs of the opervation of said well in
accordance with the terms of this agreement and the Acceunting Procedue, attached hereto.

Notwithstanding the provisions of this Article VL13.2, it is agreed that without the mataal consent
of all parties, no wells shall be completed in or produced from o source of supply from which a well
Jucated elsewhere on the Contract Arca is producing, unless such well conforms to the then-existing
well spacing pattern for such source of supply.

The provisions of this Article shall have no apptication whatsoever to the (lrilling of the initial
woll destribed in Article VLA oxcent () when Oplion 2, Article VILD.L has been seleeted, or (i))
to the reworking, decpening and plugging back of such initial well, if sueh well is or thereuafler shull
prove to be i dry hole vi non-commercial well, wfter having been dritled to the depth speeified in Articte

VI.A.
. Right to Take Production in Kind:

Fach pinty shall have the right to take in kind or separately dispose of its proportionate share of
all ail and pas produced fram the Conteacl Area, exclusive of preduction which may be used in de-
velopment smd producing opevations and in preparing and  treating ol for marketing purposss and
Any extra expenditure incurred in the taking in Kind or sepavate dispo-
Any

production unavoidably  lost,
vition by any party of its proportionale shore of the production shalt be borne by such party.

W N 4.C.F. MICROGRAFHIC
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party laking its shave of poeoduction in kind shall be required to pay for only its propurlionate share

of such pat of Operator’s sarface facilities which it uses,

interest i production from the Contract Area, and, except as provided in Article VILRE,
1o receive peyment direet from the purchaser thereot for ils sharve of alt production.

B

shall be ¢

In the event any party shall fail to make the arrangements ncceszary o take in-¥ind or separatefy
dispose of its proportionute shure of the oif und gas produced from the Contract 2, Operator shull have
the right, sthjeel to the revocation al will by the purty owning it. but not-theobligation, to purchase such
oil and kas or sell it 1o others Wt any time and from  time to time, foy~the account of the non-luking
purty at the best price obtainuble in the area for such production~Any such purchase or sale by Op-
erator shall be subject always to the right of the owner of t production to excreise al any Hine its
right to take in kind, or sepurately dispose of, its shure g&all oil and gas not pre 'iuusl;',' delivered to o
purchaser. Any purchase or sale by Operator of any.ofher purty's sharc of oil and gas shall be only for
such reasonable periods of time as are consistenpwith the minimum neceds of the industry under the
particular ciccumstances, but in no event fop-d period in excess of one (1) year. Noi‘wilhst:znding the
foregoing, Operator shall not make a spd€, including one into interstate commerce, of any other party's
share of gas production without fipst giving such. other partv thirty (30) days notice of such intended

sale.

In the event one more. purties’ separate disposition of its share of the gas causes split-stream de-
liveries to separgte pipelines and er deliveries which on a duay-to-day bisis for any reason are hol
exactly equalto a party’s respecetive proportionate share of tetal gas sales to be allocated to it, the
balanecings0r accountiing between the respeclive accounts of the parties shall be in accordance with
Tas Balancing Agreement between the parties hercto, whether such Agreement is attached as

% A

I, Aceess 1 Contract Arean and Inforn, lon:

Euch puarty shall have aceess to the Contract Arvea at all reasonable times, ai its sole risk to inspect
or observe operations, and shail have access al reasonanle {imes fo information perfaining to the de-
velopniont or pperation thereof. including Operator's books and records relating therels. Operator, upen
reqguest, shall furnish cach of the other partics with eopies of .all forins or reports filed with govern-
mental agencies, daily drilling veporls, well logs. tank tubles. daily gauge and run tickets and repovts
of stock on hand at the first of cach month. and shall make availuble samples of any cores or cuttings
taken from any well deitled on the Cnplm('l Areca. The cost of gathering and furnishing information to

al roguesis the

N a T .t
Operator thatl reguesis

Non-Operator, other than that speciticd above, ‘shail be charged 1o the Non-

informalion. i

E. Abandonment ol Wells:

g T

erms of this agreement and is proposed to be comple

FatetiohhSolbe oSt SRPPMRR i . S R

as a dry hole

which has been drilted under the t
“shall not be plugged wnd Sdaadoned without the consent of all purtics, Sh perator, after diligent
effort, be unable to contact any purty, or should any party fail t y within forty-cight (48) hours

(exclusive of ,Sa(Lirduy. Sunday or legid holidavs) after cipt of notice of the proposal to plug and
abandon such well, such parly shall be deg 0 have consented (o the proposed abandonment.  All
such wells shall l)t-lfplu;(,-.;rd Qa mdoned in accordance with applicable regulations and at the cost,
visk and expunse of rties who participated in the cost of drilling of such well. “Any party who ob-

upging and abandoning such well shall huve the right to tuke over the well &nd conduct

2. Abundonment o Wells that bove Prodiced:. Except for any well which has been drilled or re-
worked pursuant (o Article VLE.2. hereof for which the Consenting Parties have not been fully reim-
Lursed a3 therein . provided, any well which has beew completed, as a producer shall not be pluyged and
abandoned without the consent of all parties. If all partics consent to such abandenment, the well shall
b plugeed and abandoned in sccordance with applicable regulations and at the cost, risk and éxpense
of alt the nuetios Kereto, 1, within thivty (302 <days after reccipt of natice of the proposed abandonment
of suclowell, all parties do net apgree to the abandonment of any well, those wishing to continug iis op-
cration shadl tender Lo ench of the ather parlies ils proportionate shave of the value of the well's salvuble
meaterial and cquipinent, determined in accordante with the provisions of  Exhibit »C”, less the estimated
Fach ubandoning party shall

jeets o

cost of salvaping and the estinnded vost of plugging and  abandoning.
as<ipnt 10 the non-abandoning parties, without warranty. express or implied, as to title or as to quantity,
quadity, o fifness for use of the cquipment and material, all of its interest in the well and related equip-
ment, together with it interest in the Jeaschold estate as to, butonly as to, the interval ov intervals of - the
fortation oF formshion: Hen open to production, 7 e interest of the abandoning party is or nehdes
i oil and pas interest, such oty shall execate and deliver to the non-aburidoning parly or purties an
ol and pas lease, limited o e interval or intervals of the formation or formations then apen to produc-
tioa, (oo term ol one year ad so long thereafter as oil and ‘or gos is produced from the interval or inter-
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a statement therefor by Operatoy,

vals ot the, formation or formations covered thereby, such tepre ta te on the form attached as Kxhibit

<0 Phe assignments or leises so imited shall cnvompass the Sdreilfing unit” upon which the well is
The pavments by, and the assignmoents or Jeases to, the assignees shall be in a ratio based upon
expeelive pereentages of participation in the Contrael Arca o the aggregite of
There shall be no readiustment

Jocati o
the relationship of their
the pereentages of participation in the Contract Arvea of all assignees.

of futerest in the remaining portion of the Contract Aren,

liability, or interest m the op-

Thercafter, abandoning purties shidl Bave nn further responsibility,
than the rovaltios

cration of or production from the weil in the interval or intervalds then open othoer
retained in any lease made under the terms of this Acticle,  Uponr request, Operator shall cantinue 1o
aperate the assigned well for the gecount of the noa-ghandoning parties at. the rates and charges con-
tempiated by this agreenment, plus any additional cost and charpes which misy arise as the vesult of
the separate ownership of the assigned well

ARTICLE VIL
EXPENDITURES AND LIABILITY OF PARTIES

A, Linhifity of Pardies:

The Jiability of the parties shall be several, not joint or collective. Each puarty shall be résponsible

only for its obligafions, od shadl he lable only for its proportionate share of the costs of developing

and operating the Contract Arei.
civen 10 seeiire onty the debts of cach severally.
this agrecment be construed as orcating, o mining or other

It is not the intention of the purtics to ereate, nor shail
partnesship or associalion, or fo render the

parties liable asx partners,
B. Liens and Payment Defaults:

Kach :\’bn-()p‘cmim- grants to Operator u Hen upon its Gil and gas rights in the Contract Avea. and a
seeurity interest in its share of oif and or gas when extideted and its interest in all equipment, to secure
payment of its share of expense, together with interest thereon at the rate provided in the Accounting
Procedure attached hereto as Exhibit “C". To the extent that Operator has a securily interest under the
Uniform- Commercial Code of the State, Operator shall be entitled to exercise the rights and vemedies
The bringing of a4 suit and thd obtaining of judgment by Opcrator
for the secured indebtedness shall not Lo Qeemed an eléetion of remedies or otherwise affect the lien
rights or security interest as sceurity foy the ‘payment thereof. [n addition, upon default by any Non-
shall have the vight, without prejudice to

of a secured party under the Code.

Operator in the paymoent of its share of expense, QOperator
other rights or remedies, to collect Trom the purchaser the proceeds. firom: tie sale of such Non-Operator’s
share of oil and or gax until the wnonnt owed by such Non-Operator, plus interest has been paid. Each
purchaser shall be entitlied to rely upon Operator's written statement concerning the amount of any de-
faull, Operator gramts n like tien and scenvity interest o the Non-Operators 1o secure payment of Qp-

arator’s proporlionate share of expense,

H any party fails or is unable o pay its shiare of expense withintwenty (20)ays after rendition of
the non-defaulting parties, including Ogerator, shall, upon request by
Operator, pay the unpaid amount in the proportion that the interest of cach such party bears-to the in-
terest of all such parties. Each party so paying its share of the unpaid amount shall, to obtain reimburse-
ment thereof, be subrogated to the sceurity vights deseribed in the foregoing paragraph.

. Payments and Accounting:

Exeept as herein otherwise specitically provided, ()p(mlm shall promptly pay and dm-h e CXPenses
incurred in the development and upmulmn of the Contract Arvea pursuani to this .|gucmvnt and shall
charge cach of the parties herelo. with thejr respective proportionate shares upon the expense basis pro-
vided in the Accounting Proccdure attached hercto as Exhibit “C”. Operator shall keep an accurate
record of the joint account heretnder, showing expenses incurred and charges and credits made and
roceived. ‘ ’ N

Operator, ut its election, shadl have the rvight from time to time to demand and receive from the

toof the oxpoenge to

other prtics payment i advanee ol theiv cespeelive siiares ol the éstimated amoun
be incuired inoperations heceunder-during the next saceceding month, which vight may be exercised only
by supmission o each such party of an itemized stadement of such “estimated expense, together with
an invoice for its shive thupeof, - Eoch such statemeat and invoice for the payment in advance of esti-
mated expense shall be sebmitted on o before the 20th day of the next preceding month, Fach puty
stutdl pay te Operater its proportiopite share of sueh estimate within fifteen (15) days after such es-
timate and invoice ix received, 10 any ity fails o pay its shaee of said estimute withib said time, the
amount doe shall bear interest as provided in Exhibit ~C™ until paid. ~ Proper  adjustment shiall be
made manthly betweoeen wlvances and setosl oxpense to the end that ecacly party shall bear and - pay its

propartionate shave of achuad expenses incareed, and no moge.

Accordingly, the liens granted among the parties in Acticle VLB, ave

W N CF. MICROGRAFNICS
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D, Limitation of Expendifiives:

Loobeit ov Deepen: Withaut the concent ot all parties, no well shall he dritled or deepencd, ox-

copt any well dreifled or decpencd pursuiat 1o the provisions of Article VL2 of this Agreement, it beings

understood that the consent to the drilling or deepening shall inelude:

X% Option No. 10 AN necessary expenditures for the drilling or deepening, festing, cmnpl(;ting and
cauipping of the well, including necessavy takage and or surface faeilities,

TOption No. 20 AL necessary, expenditeres foy the drilling or deepeniug und testing of the well: When
sueh well has reached its attheiized depth, qoud ol) tests have been completed, Operator shall give im-
mediate notive to the Non-Operators who lave the sight o participate in the completion costs.  The pasrties
receiving such notice shall have forty-cight (48) hours (exchusive of Saturday. Sunday and legal holi-
dayvs) in which to clect to p.’n'!it:i)mtu in the setting of casing _and the completion ut(émpl. Such ciection,
when made, shadl inciude cousent to all necessary expenditurer for the completing and equipping of such
well, dincluding necessary tankage and, or :‘:u»rfucu facilities, Failure of any. party receiving such notice
vepiv within the period above fixed shall costitate an election by that party not to participate in

.

€8]
the cost of the completion attemupt:. It one or moro, but less than all of the parties, eleet to set pipe and

W attempt u completion, the provisions of Article VIB.2. hiereof (the phrase “reworking, deepebing or
plugiging back™ as cortained in Article VEB.2 shall be deamed to include “completing™), shall apply to

the operations thereafter conducted by less than all-purties.

2. Rework or Plug Buck: Witliout the consent of adl parties, no well shall be reworked. or plugged
back except a well rewaorked: or plugped back pursuant 1o the provisions of Article V8.2, of this agrce-
ment; it being understood thut the consent o the reworking or plugging back of o well shall inelude
consent oo all necessavy expenditures in conducting such gperations and completing and equipping of

said well, including ncecessary tankage andoor surface facilities,

3. Other Operations: Operator shall not underteke any sivgle project reasonubly cstin‘,»‘zltf_:d tu require
an expenditure in excess af==========TWENTY THOUSAND==~===-~=~-—= Dgljars ($_.20,000.00 _ )
except in connection witl a well, the drilling, reworking, deepening, completing: recompleting, or plug-
wing back ot whicli has been previously auwthovized. by or pursaant to this agreement: provided, how-
ever, thul, in case of explosien, fire, flood or other sudden emoergency:. whether of the same or different
nafure, Operator may take such steps aud inear such expenses as in its opitiion are required to deal with
the emergencey to safegaurd Jie and property but Operator, as promptly. as possible, shall veport the emer-
vency to the other portics. If Operator prepares “Authority  for Expenditures™ for its own  usce,
Operator, upon rveguest, shali furnish copies of s ~Authority for Expenditures” for any single project
cosling in oxeess of =-=mmmvmem—=w——TWENTY THOUSAND-~-~=—-~-== Dollars ($.20,000.00 ).

50 Royalties, Overriding Royalties and Other Pavménts:

Each party shall pay or deliver, or cause to be paid or delivered, all royalties to the extent: of
100% . due on its shire of production and shall held the ether parties free
fram any Hability therefor, I the interest of any putly in any oil and gas lease covered by this agree-
ment is subject to any royalty, overviding royalty, praduction fruyment; or olher charge over and above
the aloresaid royulty, such party shall assume and dlone bear all such obligations and shadl decount
for or cause to be accounted for, such interest to the owners thereof,

No puarty shull:ever be responsible, on any price basis higher than the price received by such: party,
Lo any other porly's dessor or-royadly Gwner: and if any such other party's lessor or royalty owner should
demand and receive settlements an o higher price hasis, the party contributing such lease shall bear the

royualty burden insofin ax such hipgber price is concerned.
E. Reatalds, Shut-in Well:Payments and Miniowm: Bovalties:

Rentals, shut-in well puyments and minimum royaltics which may be required: under the terms of
any lease sholl be paid by ghe party or parties who subjected such lease (o this agreement: at: its ¢x theis-
expense. In the event two or more parties own and have conlributed interests in the same lease to thib
arecment, such pettios may designate one of sueh. partios to make said payments for and-on behalfof-all:
such partios. Any party, may vequest, and shadl be entitled to reccive, proper evidence ot ail, suci pay-
ments, In the event of foiltee to muke proper payment of any reatal, shut=in well paymentor miniinymn
royalty theaugh mistuke or oversight where such pavmoent is requived to continue the lease in. force.
any loss which restlts feom sirch non-payment <hall be borne in aceordance with the provisions of Article

v

Operinor shudl- notits Non-Operator of the anticipated completion of a shut-in pas well, or the shit-
tig o or vtetnen to prodaction ol a producing, gias well; at least fivie (5) days (exetuding Salurday, Sun-
duy and holidays), o ol the cavhest opportunity permitted by citcanstances, prior to taking such action,
ot asiines no 1ability for finluee o da so, I the event of fahoe by Operator to so notify Non-
Opcrator, the Joxs of any lease contvibuied hereto by Non-Operator for failure to make {imely pu.whonts
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ot any shut-in well pavinest shatl e borne jointly by the parties hereto under the provisions of Article

IV.13:3.
(. Taxes:

) Buginning with the fivst ealendar year after the effective date hercof, Opcrator shall render for uaua
vialorem taxation all property subjeet o this agreement which by law should be rendered for such
taxes, and it shall pay all such taxes vssessed thereon before they become delinauent. Prior to the ren-
dition date. cach Non-Operater shall furnish Operator information as to burdens (to include, but not be
limited to, royalties, overriding royalties and preduction payments} on leases and oil and gas interests con-
tributed by such Non-Operator. [f the assessed valuation of any lteaschold estate ix reduced by veuson of its
being sui;joct to gutstanding excess royoltics. overviding royalties or production puyment.;‘, the veduction in
ad valorem tuxes resulting therefrom shall inuve o the benefit of the owner or owners of such leasehold
estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such
reduction. Opceratosr shall bill other parties for their proportionate share of all tax pavments in the man-

nor provided in Exbibit ("

It Operator considers any tax assexsment improper, Opcrator may, at its discretion, protest within
the time and manner preseribed by faw. and prosecute the protest to a final determination. unless @l
parties agree to abandon the protest prior to final determination. During the pendeney of sdministrative
or judicial proceedings, Operator may eleet o pay, under protest, ull such taxes and any interest and
penalty. When any such plotested assessment shall have been finally determincd, Operator shall pay
the tax for the joint account, together with any interest and penally accerued, and the total cost shall then

be assessed against the parties, and be patd by them, as provided in Exhibit “C".

Bach party shall pay or cause to be paid all production, severance, gathering and other taxes im-
posed upon or with respect to the production or handling of such party's shure of oil and or gas pro-

duced under the terms of this agreement.,

H. Insurance:

At all times while operations are conducted herveunder, Operator shall comply with the Workmen's
Compensation Law of the State where the ope sitions ate being conducted; provided, however. that Op-
erator muy be a self-insurer for lHability under said compensution laws in which event the only chatge
that shall be made to the joint account sttt be an amount cquivalent to the premium which would have
been paid had such insurance been oblained. Operator shall also carry or provide insurance for the
benefit of “the joint account of the parties as outlined in Exhibit ©D", attached to a1rd made a poart hereof.
Operator shall require ail contractors engaged in work on or for the Contract Arca to comply with the
Workmen's Compepsation Liaw of the State where the operations are bemg conducted and to maintain

such other insurance as Operalor may reguire,

In the event Automobile Public Liubility Insurance is specified in said Exhibit "D, or subsequently
receives the approval of the parties, no direct ¢hurge shall be made by Operator for premiums paid for
such insurunce for Qperator’s fully owned aulomoetive cquipment,

ARTICLE VIIL
ACQUISITION. MAINTENANCE OK TRANSFER OF . INTEREST

A. Surrender of Leases:

The leases covercd by this agrecment, insofur as they embrace acreage in the Contract Aved, shall
rol be surrendered in whole or in part unless all partios consent thereto.

However, should uny purty desire to surrender its interest in any lease or in any portion thercof, and
othicr partics do not agree or consent thereto, the parly desiring Lo survender shall assign, without express
or implied warrunty of Gtle, all of its interest in such lease, or portion thereof, and any well, inateriul und
cguipment which muy be located thercon and any rights in production fhcrcu_ﬂer seeured, (o the parties
not desiving to surrender it 17 the interest of the assigeing parly inclades an oil and ges-interest, the as-
signing party shyll exceeute and deliver to the party or parties not desiring to surrender an oil and gas
fease covering sueh ol il pas interest [or g term of one yoear aind 50 leag thercafter as oib und/or ging
is produced from the land covered thereby. sueh lease to e on the form atlached hereto as Exhibit “B™.
Upan such assigmnent, thee assigning party shall be relieved from atl ebljgations theveafter weeruing,
but not theretofore aeertcd) with respect to the gereage assigned and the operation of any well thereon,
and the assigning party shall have no fusther interest in the lease assigned and s equipment and pro-
duction ather than e myvidties yetained in any lease made under the terms of this Article. "The parties
assiggnee shall pay o the parly assignor the reasonable salvape value of the latter's interest i apy wells
and equipment on the assinned wereapge. The value of all material shall be determined in accordance
with the provisions of Exhibit ©C", Jess the estimated cost of salvaging and the estimated cost of plug-

ging “and abandoning. If the pssignment is in favor of more ithan one parly, the assigned interest shall

T
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be shared by thoe parties assignee in the proportions that the interest of euch bhears o the interest of all

parties assigneo.

Any assignment or surrender made under this provision shall not reduce or change the assignor’s or
surrendering parties’ mterest, ax it was immediately before the assigament, in the balance of the Contract
Area; and the acrcage assigned or swrrendered, and subsequent aperations thereon, shall not thereafier

be subject 10 the toms and provigions of this agreement.

B. Renewal or Exteasion of Leases:

I any party scecures a rencwal of any oil and gas Icase subject to this Agreement, all other parties
shall be netified promptly. and shall have the right for a period of thirty (30) days following receipl
of such netice in which to cleel to pardicipate in llic‘OWH(-rship of the renewal lease, insofar us such
tease affeets lands within the Contract Aved, by payiilg tothe purty who acquired it their several proper
proportivnate shares of the acquisition cost allocated to that part of such lease within the Contract Area,
which shall be in proportion o the interests héld at that time by the parties in the Contract Arca.

It some, but less thun alll of the parties clect o pavticipate in the purchuse of u rencwal leuse, it
shall be owned by the parties who eleet Lo participste therein, in a ratio based upon: the relationship of
their respective pg-rcbnlugv of participation in the Contract Arca to the aggregate of the percentages
of participation in the Contract Avea of all parties participating in the purchase of such renewal lease.
Any renewal tease in which less than all narties eleet to participaice shall not be subjeet to this agreement.,

Each purty who participates in the purchase of a renewnal lease shall be given an assignment of its

proportionate interest therein by the acquirving party.

The provisions of this Article shall apply to renewal leases whether they are for the entire inlerest
covered by the expiving lease or cover only a portion of its arca or an inferest therein, Any rencwal lease
tuken before the expiration of its predecessor lease, or taken or contracted for within .*:\ix (6) months after
the expiration of the existing lease shall be subjecet to this provision; but any lease taken or contracted
for more than six (6) months after the expiration of an cxisting lease shall not be deemed a renewal
lease and shall not be subject to the provisions of this agreement.

The provistons in this Arvtcle shall apply also and in like manner lo extensions of oil and gas

leases.

C. Acreage or Cash Contributions:

While this agreement is in force, if any pacty cobtracts for a contribution of cash toward the drilling
of a well'or any other opération on the Contruct Arvea, such contribution shadl be paid to the party who

conducted the drilling o 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 acrecage. the party to whom the contribution is
made shall promptly tender an assignment of the acrcage, without warvanty of title, to the Drilling
Purtics in the propartions said Drilling Partics shared the cost of deilling the well, If all purlics hereto
ar¢ Drilling Partics and accept such tender, such acrveape shall become a part of the Contract Avéa and

be governed by the provisions of this agreement, If less than all parties hereto are Drilling Pacties and -

accept such tender, such acreage shall not become a part of the Contract ‘Arca. Each party shall prompt-
Iy notify all other parties of all acrcage or moncey contributions it may obtain in support of any well or
any othér operation on the Contract Area.

I any party contraets for any consideration celating to disposition of sueh party's share of substunces
produced hereunder, such consideration shall not be deemed a contribution as contemplated in Lhis
Article VIILC.

D.  Subsequently Created Interest:

Notwithstanding the provisions of Article VIILE. and VIILG.. if any party hereto shall, subsequent
to exceution of this agreoment, ercate an overriding royalty, production payvment, or net proceeds-intor-
est. whick such interests are hereinafter voferved to as “subsequently ereated: interest’, such subsequ. ntly
ereated interest shall be specifically made subjeet 1o atl of the terims and provisions of this agreement, as
folows:

Lo IF non<eonsent operations ave cotducted pursuint to any provision of this agreement, und the
party conducting sueh operations becomes entitled Lo receive the production attributable to the inferest
out of which the subsegquently ercated interest is derived, such party shall roveive snm("{mf(' and clear
of such subsequently created interest, The parly ereating saume shadl bear and pay all such subsequently
created interests and shall indemnify wnd hold the other purties hereto free and harmless l’rom‘.-'myvund

all hability resulting therefrom.

<l -
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2 I the owner of the inferest from which the subscquintly ceonted interest ie derived (13 fuils to

2
puy. when Que, its share of expenses chargeable heteunder. or (21 cleels ta abandon a well under pro-

VHILA.

visions of Article VLE. hereof. or {3) cicets to surrender o Jease ander provisions of Acticle

"] Py
d1 expen

hereof, the subsequenily created frterest shall be chargeable with the pro vata poiion of ;
hereunder in the same manner as if such interest were o working interest, For purposes or collecting
such chargeable expénses, the party or parties who receive assignments 68 o resalt of (2) or (3) above
shall have the right to enforee all provisions of Avticle VILB. hereof against such subsequentdy created

interest.
E. Maintenanee of Uniform Interest:

For -lhe purpese of maintaining aniformity of ownership in the oil and gas leaschold interests
covercd by this dgreement. and notwithstanding any other provisions to the contrary, no party shali
sell, encumbey, transfér or make other disposition of s interest in the leases embraced within the Con-
tract Arca and in wells, ¢quipment and production unless such disposition covers cither:

1. (he entire intercst of the party in alf leases and equipment and production; or

2, an equal undivided interest in all leases and equipment and production in the Coniract Arvca.
Every such sale, encumbrance, transfer or other disposition made by any party shall be made ex-
pressly subject to this agreement, and shall be made without prejudice (o the right of the other partics.

If, at any time the interest of any pavty is divided among and owned by four or more co-owners,
Opcrator, at its diseretion. may require such ce-owners to appoint u single trustee or agent with full
authorily to receive nolices. approve expenditures, 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 stch
party’s interests within the scope of the operations embraced in this agreement; however, all such
co-owners shall have the right to enler into and exceute all contracts or agreements for the disposition

“of their vespective shares of the oil and gas produced from the Contract Arca and they shall have the

right to receive, separately, payment of the suale proceceds hereof.
F. Waiver of Right (o Partition:

If permitted by the laws of the state or states in which the property covered hereby is located, each
purly hereto owning an undivided interest in the Contract Area wuives any and all rights it may have

to partition and have sct aside to it in severalty its undivided interest therein,

G. Preferential Right to Purchase:

Should any party desire to sell 21l or any part of its interests under this agreement, or its rights and

—inicrests in the Contract Avea, it shall promptly give writlen notice to ,the other parties, with full infor-

mution concerning its praposed sale, which shall include the name and address of the prospective pur-
chaser (who must be roudy. willing and able to purchasa), the purchase price, and all other terms of
the offer. The other parties shall then have an oplional prior right, Tor a period of ten {(10) davs after
receipt of the notice, 1o purchuase on the same terms and conditions the interest which the other party
proposes to sell; and, if this optional right is exercised. the purchasing puriies shall share the pur-
chased interest inthe proportions that the interest of cach bears to the tolal interest of all purchasing
parties. However, there shall be no preferential right to purchase in those cases where any party wishes
to mortgage ils interests, or 1o dispoase of its intevests by merger, reorganization, consolidation, or sale
of all oy substantially ull of its assets to a subsidiavy or parent company or to = subsidiary of a parent
company. ot o any company in which any one parly owns « majority of the stack,

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended o ereate, aad shall not be construed o ereale, a relationstip of parvt-
nership or an association for profit between or amung the parties heveto.  Notwithstanding any  pro-
visions herein that (e rights and Jabilitios hereunder are several and not joint or collective, or that this
sgreement and operations hercunder shall not constitute a partnership, if, for Pederal income tax pur-
poses, this agreement and the aperations hereunder are regarded as a partaership, cach party hereby
affeeted elects to be excluded frony the applicution of all of the provisions of Subchapter “K", Chapter
1. Sublitle A" of the Internal Revenue Code uf 1954, as permitted and authorized by Scection 761 of
the Code and the regulations promalpated theicunder. Cperator is suthorized and directed {0 execule on
behalf of cach party hvrvh_\' affected such evidencee of dhis eleetion g may be requized by the Seeretary
of the Freasury of the United States o the Federid Internal Revenue Service, including specifically, but
not by way of limitation, all of the returns, stilements, sd the data required by Federal Regula-
tions 1761, - Should there be any requivement that cach party hereby affected give fuirther evidence of
this cleetion, cach sueh paty shall exceute such documents and furnish such other evidenee as may be
reguired by the Fedeval Toternal Revenae Serviee or as may be necessary to evidence this election. No

- 12 -
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suef purly shall give any noticos o ke any ather attion mceonsistent with the lection mmde horeby,
If any present or mture income 1ax laws of the dlide or states v which the Contract Arvca is Jocated o
any future duceme dax laws of the United States contain provisions similar to those in Subchupler VK,
Chapter 1. Subtitle A7, of the Internad Revenne Code of 19534, under witch an ckection simidar o that
pravided by Section 76] of the Codv s pormitted, each party hercby affected shall make such election as
ay he permitle or regquited by suel Jaws In meking the foregoing clection, cach such pacty stotes thal
the income derived by such party from Oporvetions herenander can be adequately dotermined aithout the
computation of parinership laxable income

ARTICLE X. -
CLAIMS AND LAWSUITS

Operator may =oftle any single damage olaim or suit arising from opcratioms hereunder if the ox-
pendilure docs not excced====~=-=---TEN THOUSAND----=--—~-=v--=ss=-=orommemmooa-= Dollars
Y and if the payment iz in complete seitement of such claim or suit. I the amsunt

regaired for seltlement exceeds the above amouni, the paties horcto shall assume and take over the
further handling of the claim or sigt unless such sutherity is delegated 1o Cperalor. Al coxts wand ex-
pense of handling, seltling, or otherwise discharging such claim or suit shall be at the junt expease
of the parties, If a olaim s made aguinst any parly or i any party is suced on account of any eatler
avising from specations hereunder over which such widividual has no <ontrol because of the richis given
Opcrator by this sgreement. the purty shall immediately notify Operator, and the claim or suit shall

be treated as any other ciaim or it involving sperations horeuncen

ARTICLE XL
FORCE MAJEURE

If any pany is readered unable, whiolly or in parl, by force majeure o carry oul its obligations

" under this ngreement, other than the ebligation to make mwoney pavinerts, that purly shall give o all

other partics prompi weitien notice of the force majeure witin reasonably full particulars concerning it
thercupon. the abligations of the party giving he notice, $n far 4s they ave affected by the force majcure.
shall be suspended during, bul no loneer then, the continuance of the foree majeure. The affected party
shall use 2l ragsanahle diligrnuﬂ-ﬁ; remove the force majeme situation as quickly as praciicable.

The requivement that any force mujeure shall be remedied with all reasonable disnatch shal) not
require the seitdemoent of steikes, Jotkowis. or other labor difficully by the party imwvolved, contrary to its
wishes; how all such dilficultics shall be hundled shall be entively within Gwe diserclion of the parly

concerned.

The term “force majeure”, as bere cmployed. shall mean zn acl of God, strike, lockont., or other
industrial disturbance, uct of the pudlic enemy, war, blockade. publie riol, lightning, five, storm, flood,
cxplosion. governmerdal action, goveramental dejay. vestrainl or inaclion. uum’;{ll*.'.;ﬂﬂy of cquipment,
and any other cause, whether of the kind specifically enumerated above or atlierwise, which is not
reasonably within the contre! of the parly claiming suspension.

ARTICLE XIIL
NOTICES

All natices authorized ov required between the parties, and requived by any of the provisions of
this ugrecitent. vnless otherwise  specifically  provided, shall be given in writing by United States maid
or Western Uniun telegram, postage or charges prepaid, or by teleiyvee, and addressed to the parly te
whom the notice is given al the addresses listed ‘on Exhibit “AY The originaling nolice given under any
pravision hereof shalt be deemed given only whea received by the party 1o wham such notice is divected,
and the time for such parly to give any notice in response thereto shafl run from the date the originat-

g nolice is received. The sccond or any responsive notice shal! be deemed piven when deposited in

tite United States mail or with the Western Union Telegraph Compaony, with postage or chargies prepasdd,
or when sent by teletype,  Fach party shall have the right (o change its addrers at any me. and from
tinse lo lime, by giving writlen notice hereof to ol other partivs,

ARTICLE N1l

TERM OF AGRERNMENT

This agreement shall remain in full ferce and effect as o the ot and pas leases and . or oil and gas in-
terests stibjocted herelo for the peried of thime scelected below: grovided, how ever, no parly hecota shalt
ever beconstraed as havingt any vight, Gtle or interest in or 1o any lease, or oit and gus interest con-
tributed by any other prty boyvond the taam of this agreement,

b ()}3\59:\ .,«N.‘," 1 S0 lonz ax any of the oit and 2as leases subiedt o this aprcrment tomain or are con-
tinucd- in foree as to any pot of the Contract Area, whetlier by production, extension, renewal ot uther-
wise, antdor so dong wx ol snd/or per production conlinues from any lease or oif and gas inlerest,

S13-
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X Opron Noo 20 In the owent the wel descriterd in Alcdke VIA L or any subseguent weli dailid
a:x:(i‘;:~';;1:.$' ';:m;iainn of this agreomenl. resalts i production of ol and or gas in paving gquesdilies oy
o jong wy any such well or wells produce, or are capable of prodice-
e, and for an addiiopad poyvied of 100 dovs from cossation of alf producion; provided. Boavver,
1f, prior 10 ihe capivation of such additional perisd, one o arere of e pasioes hercto wre enghped

surcorrent shall continie i foave

Anllimy o conmking 3 well or welly horcunder, this agpecmnent soall continut in force until such op-
craticns have been completed and i production sesulis thereivemy, this apreemanl shall contizase in
force as provided hercin. In the event the well deseribed I Ariih VEA | or any  subscguvnl  weld
A1iled  Boreunder. resills in a dry hole, and no other well §5 producing, on capable of prodacing ol
and or gas from the Uentract ez thiz agreement shall terminaic upless dridling or reworking opera-
ons are commenoed within, _J00 __ _days fiom the dale of abandonment of said redl.

11 ix agvoed. however, thad the tormuimation of Yhis sgreenwent shadl ol relicve @y pacty hercto fom
any Eabibty which bas aocrued or atlached prior 10 the date of swch terminalion.

ARTICLE X1V,
COMPLIANCE WITH LAWS AND REGULATIONS

A, Laws, Regalatiens and QOrders:

Thiz agiveren? shall be sabjeet to the conservation laws of the state in which the comaniited
acrvage ¥ oeowied, o the vahd rafes. tegulations, and orders of any duly constituted regufatory body of
sald state; and to all ther applicable federyd, state, and Jocal jaws, owdinances, rules, rogualions. and

orders.

B, Gaverning Law:

The esyontinl validilv of this agrcenn! and all mlers p«‘ra:émmg therete, including, but not -
Hod Lo, matiers of porformance, pon-porformance,. breach, remadics, procedures, rights, dutios and in-
torpretation or constructisn, shall b governced and determined by the law of the state in waich the
Contree! Arca s focated. I the Conlyaet Area 38 in 1wo or more s.a1cs the Jaw of 1he state where moss
of the land in the Contracl Awven is locaied shall govern.

ARTICLE XV.
OTHER PROVISIONS

EXHIBIT "D"

Cowprehensive General Liability

Limits: Lodily Injury $500,000 each occurance
Propercty Damage 3$100,020 each ocourance
Covering 0il or Gas Lease Operators.

-1y~
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ARTICLE XVL
MISCELLANEOUS

This agteement shatl be tinding apen and shall inare ta the beaefit of the patics herclo and to their
respoctive hetrs, devisoes, degal pepresentalivex. successors and assigns,

This Instrunent may Do oxoculod moany pumbds of connlerparis, each of which shall be considered
an original for il purposces. )

IN WITRNESS WHEREOF, this agreencrt shall be offectiveas of 18 dayof Pay
19.8% .. ,
OPERATOR

APOLLO ENERGY, INC.
NON-OPRERATORS

-15~
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EXHIBIT "c ©

L. Form 610-19727_ . ...
E NO, 1 LEA. com"r-g

Attached to and made a part of A. A. P.
dated Catober ), 1981 - A7 'LC "3(;
REW_MEXICS -~ -"sPOLxO ENERGY, INC,. , OUERATOR i,

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

Definitions
“Joint Property” shall mean the real and personal property subject to the agreement to which this Accounting

Procedure is attached.
“Joint Operations™ shall mean all operations necessary or proper for the de\elopment operation, protection and

maintcnance of the Joint Property.
“Joint Account” skall mean the account showing the charges paid and crednts received in the conduct of the Joint

Operations and which are to be shared by the Parties.
“Operator” shall mean ihe party designated to conduct the Joint Operations.
“Non-Operators” shall inean the parties to this agreement other than the Operator.

“Parties” shall mean Opecator and Non-Operators.
“First Level Supervisess” shall mean those employees whose primary funclion in Joint Operations is the direct
supervision of other employees and‘or contract labor directly employed on the Joint Property in a ficld operat-

tng capacnt).

‘chhmcal Employees™ shall mean those omplovees having special and specific engineering, geological or other
vrofessional skills, and whose primary function in Jeint Operations is the handling of spzcific operaung condi-
tions avd problcms for the benefit of the Joint rropeny.

“Personal Expenses” shail mean travel and other reasonuble reimbursable expenses of Operator's employees.
“Material” shall mean personal property, equipment or supplies acguired or held for use on the Joint Property.
“Controllable Materia}" shati miean Material which at the time is so classified in the Material Classification Manual
as most recently recommended by the Council of Petroleum Accountanis Societies of North America.

Statemeat and Billings

Operator shall biil Non-Operators on or before the last day of each month for their proportionate share of the
Joint Account for the preceding month. Such bills will be accompanied by statements which identify the author.
ity for expenditure, lease or facility, and all charges and credits, summarized by appiopriate classifications of in-
vestment and expense except thal items of Controllable Material and unusual charges and éredits shall be sep-

arately identified and fully deseriboed fm Getail

Advances and Paymeats by Non-Operators

Unless otherwise providéd for in the agreement, the Operator may rvequire the Non-Operalors 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-Qperators.

Each Non-Operator shali pay its proportion of all bills within fifteen (15) days after receipt.
made within such time, the unpaid balance shall bear interest monthly at

emworr—er the maximum contract rate permitted by the applicable usury laws in the state in which lhe Joint
Property is locuted, whichever is the lesser, plus attorney's fees, cunirt costs, and other costs in connection with

the collection of unpaid amounts.

Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correct-
ness thereof; provided, however, all bilis and statements rendered to Non-Operators by Operator during any
calendir ‘year shall conclusively be presumed to be truc and correct after lwenty-four (24) moaths following
the end of any such calendar year, unless within the said twenty-four (24) month period a Non-Operator takes
written exceptiop thereto and makes claim on Operalor for adjustment. No adjustment favorable to Operator shall
be razde unjess it i5 made within the same prescribed period. The provisions of this paragraph shall nol prevent
adjustments resulling from a physical inventory of Controllable Malerial as provided for in Section V.

If payment is not

Aundits .
A. Non-Operator, upon notice iu writing to Operator and ail ether Non-Operators, shall have the right to audit Ope.
rator’s accounts and records relating to the Jeint Accouitt for any calendar year within the twenty-four (24) month
pericd following the end of such calendar year: provided, however, the making of an audit shali not extend the
time for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this
Section 1. Where there are iwo of mnere S\U(I-Oy&luxul\ {tic Noi- uy{.nu{ﬂna shall make TVvery reasenzble effort tn
conduct joint or simultancous audits in a manner which will result in a minimum of inconvenjencc to the Opera-
tor. Operator shail bear no portion of the Non-Upeiutors” audit cost incurred under this paragranh unless agreed

to by the Operator.

Appreval by Non-Operators

Where an approval or other agreement of the Partics or Non-Operators is expressly required under other sec-
tions of this Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains
o ventrary provisions in regard thercin, Operator stall notify ail Non-QOperators of the Operator's proposal, and
the agreviment or approval of & majority i interest of the Non-Qperators shall be controlling on all Non-Opera-

tors

—1 —




1f. DIRECT CHARGES

Operalor shall charge the Joint Account with the following items:

1.

6.

Rentals ind Royalties
Lease rentals and royaities paid by Operator for the Joint Operations.
Labor
A, (1) Salarics and wages of Operator's field employees divectly employed on the Joint Property in the conduct
of Joint QOpecrations.
(2) Salaries of First Level Supervisors in the field.
(3) Salariss_and wages of Techuical Employees dircctly employed on lhe Joint Property if such charges are
excluded from the Overhead rates.
B.  Operator's cost of holiday, vacation, sickness and disability berefits and other customary allowances paid to
employees whose salavies and wages are chargeable to the Joint Account under Paragraph 2A of this Sectivn
I. Such costs under this Pavegraph 2B may be cvharged on a “when and as paid basis” or by “percentage as-
sessment” on the amount of salarics and wages chargeable 1o the Joint Account under Paragraph 2A of this
Section Il If percentige usscssment is used, the rate shall be based on the Operaior’s cost experience.

Expenditures or ceatributions made pursuapt to assessments imposed by governmental-authority which are

C. ( s
applicable to Operator’s costs chatgeable to the Joint Account under Paragraphs 2A gnd 28 of this See-
tion M.

D. Personal Expenses of thosc employees whose salaries and wages are chargeable to the Joint Account under

Paragraph 2A of this Section It

Employee Benecfits

Operator’s current rosts of established plans for employees’ group life insurance, hospitalization, pension, -re-
tirement, steck purchase, thrift, bonus, and other benefit plans of a like nature, applicabie to Operator's labor
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section 1I shall be Operator's actual

cost not to exceed twenty per cent (20%).

Material

Material purchased or furnished by Operator for use on the Joint Property as provided under Section IV. Only
such Maferial shail be purchased for or transicrred to the Joint Property as may be required for immediate use
and is reasonably practtcal and consistent with tf'xcnex-t and economical operations. The accumnlation af cyr.

pius stocks shali be avoided.

Transportiation .
Transporlation of employees and Material necessary for the Joint Operahons but subject to the following limita-

tions:

A. If Material is moved to the Joint Property from the Operalor's warehouse or other properties, no charge shall
be made to the Joint Account for a distance greater than the distance from the nearest reliable supply store,
recognized barge terminal, or railway receiving point where like material is normally available, unless agreed

to by the Parties.

If:surplus Material is moved to Operator’s warehouse or other storage point, no charge shall be made to the
Joint Account for a distance greater than the distance to the nearest reliable supply store, recognized barge
terminal, or railway receiving point unless agreed to by ‘the Partigs. No charge shail be made tv the Joinl Ac-
count for moving Malerial to other properties belonging to Operator, unless agréed 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 oulside sources, except services excluded by
Paragraph 9 of Section II-and Pavagraph 1. ii of Section IIl. 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 professional consuliant services ‘or contract services of technical personnel pot di-
rectlv engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed to by

the Parties.

Equipment and Facilities Furnished by Operator
A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates com-
mensurate with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, c{her
operating expense, insurance, laxes, depreciation, and interest on investment not to exceed eight per cent (8%%)
per annum. Suchi rates shall not exceed average commercial rates currently prevailing in the immediate area

of the Joint Properly.
In iieu of charges in Paragraph 7A above, Operalor may elect to use average commercial rates prevailing in
the immediate area of the Joint Preperty lcss 20¢%. For automotive equipment, Operator may elect 1o use rates

published by the Petrolcum Motor Transport Association.

Damags and Lesses ‘o Joint Property
All costs or exyenses necessary for the repair or replacement of Joint Properly made necessary becauso of dam-
rator's

ages or losses incurred by fire, tlood, starm, theft, accident, or other cause, excepi those resulliing from Opcerat
gross negiigence or willful misconduct. Operator shail Iurmsh \'on-Operator written notice of damages or losses

incurred as soon as practicable after a report thereof has been received by Operator.

Legal Expense

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgments
and amounts paitd for scttlement of clahms incurred in or resulting from opcrauona under the agreement or
necessary 10 protect or recover the Joint Property, except that no charge for services of Operator’s legal staff
or fees or expense of outside attorneys shall be made unless previously agreed to by the Parlies. All other legal
expense is considered to be coveied by the overhead provisions of Section 11 unless otherwise agrecd to by the

Parties, except as provided in Section Y, Puragraph 3.

—_
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10.

11.

12.

Taxes

Al taxes of every Kind snd nature asscsred or jevied upon or in connection with ‘the Joint Property, the opera-
tion thereof, or the production therefrom, and which tixes have been paid by the Operator for the benefii of the
Parties.

Insurance

Net premiums paid -fer insurance reqaired to boe cariied for the Joint Opervations for the protection of the Pui-
ties., In the cvent Joint Opcerations are conducted in ua state in which Operator may act as self-insurer for Work-
men's Compensation and,/or Employers Lisbility under the respective state's laws, Operator may, at its clection,
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 feregoing provisions of tais Section I, or in Scction 1,
and which is incurred by the Operator in the necessary and proper conduct of the Jdint Operations.

1If. OVERHEAD

Overhead - Drilling and Producing Operations
As compensgtion {or administrative, supervision, office services and warchousing costs, Qperator shall charge
drilling and producing operations en cither:
( X ) Fixed Rate Basis, Paragriph 1A, or
( ) Percentage Basis, Paragraph 1B.
Unless otherwise agreed to by the Partics, such charge shalt be in lieu of costs and expenses of all offices
and salaries or wages plus applicable burdens and expenses of all personnel, excepl those directly chargeable
under Paragraph 2A, Section II. 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
, cos!\_and expense are agreed to by the Parties as a direct chavge o the Joint Account.
The salaries, wages and Personal Expenses of Technical Employees audjor the ¢osi-of pividssivnal wonsuilani
services and contract services of technical personnel directly employed on the Joint Property shall () shall
nol ( X) be covered by the Overhead rates.

i

A. Overhead - Fixed Rate Basis
(1) Operator shall chatrge the Joinl Account at the following rates per well per month:
Drilling Well Rate ¢._]00.00 per day
Producing Well Rate $.173.00 -

{2) Application of Overhcad - Fixed Rate Basis shall be as follows:

. {a) Drilling Well Rate

{1) Charges for onshore drilling welis shalt 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 shall
be made during suspension of drilling operations for fifteen (13) 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 charge shall be-made during suspen-
sion of drilling operations for fifteen (15) or more consecutive days

[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 suspension of operations for fifteen (15) or more consecutive
days.

{b) Producing Well Rates _

[1] An active well cither produced or injected into for any portion of the month shall be convidered
as a onc-well churge for the catire month. .

[2] Each active complelion in a mulli-completed “'well in which production is not commingied down
hole shall be considered 4s a onc-well charge providing each completion is considered a separate
well by the governing regulatory authority.

(3] An inactive gas well shut in because of overproduction or failure of purchaser to take the produc-
tion shall be considered as a one-well charge providing the gas well is direcqy connected -to a per-
manent sales outlet,

(4] A one-well charge may be made for the month in which plugging and abandonment operutions

\

arg completed on any well. )
[5] All other inactive wells {including but not limited to inactive wells covered by unit allowable,
lease zllowabie, transferred allowable, ete.) shall not qualify for an overhead charge.

(3) The well rates shall be adjusted as of the first day of April each year following the effective date of the
agreement to which. this Accounting Procedure is attached. The adjustment shall be computed by multi-
plying the rate currently in use by the percentage increase or decrease in the average weekly carnings of
Crude Petrolcum and Gas Production Workers for the last calendar year compated to the calendar yeuar
preceding as shown by the index of average weckly carnings of Crude Petroleum and Gas Fig]ds Produc-
tion Workers as published by the United States Department of Labor, Bureau of Labor Statistics, or the
cquivalent Canadian index as published by Statisties Canada, as applicable. The adjusted rates shall be
the rates carrvently in use, plus or minus the computed adjustment.




2,

3.

B, OQverhead - Percentagc.- Basis
(1) Opecrator shall churge the Joint Account at the following rates:

(a) Development
nintatutedaiegiuduatod }’nr(cnl ( ¢} of the cost of Dcvdonmcnt of the Jecint Property exclusive of cosis

provided under Paragraph 9 of Se ction 11 and all salvage credits.

() Operating
- " %) cf the cost of Operating ihe Joint Properly exclusive of costs provided
under Par’agraphs 1 anJ $ of Section I, all salvage crzdits, 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 Qverhead - Percentage Basis shall be as follows: )
For lhe purpose of determining vharges on a percentage basis under Paragraph 1B of this Section I, de-
velopment shall include all costs in connection with drilling, redrilling, deepening or any remecdial opera-
tions on any or all wells involving the use of drilling crew and equipment; also, preliminary expenditures
necessary in preparation for drilling and expenditures incurred in abandoning when the well is not com-
pleted as a producer, and orviginal cost of construction or instaliation of fixed assets, the expansion of fixed
assels and any other project clearly discernible as a fixed asset, except Major Construction as defined in
Paragraph 2 of this Section IIl. A}l other cosis shall be considered as Operating.

Overhead - Major Construction

To compcnsate Operator for averhead costs incurr ed in the construction and instaillation 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 negotizte a rate prior to the beginning of construction, or shall
charge the Joint Account for Overhcad based on the following rates for any Major Construction project in excess

of $§_TToTmmToTmITo

A. of total costs if such costs are more than $ ——eec—ee ... but léss than § »====n--—- - plus
B. _—“ of ¢ ~—~=——=~-==~—-but less than $1,000,000; pius

C. of total costs in cxcess of $1,000,000.

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

Amendment of Rates
The Overhead rates provided for in this Section I may be amended from time to time only by mutual agreement
between the Parties hereto if, in practice, the rates are found to be insufficient or excessive,

1V. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFEFS AND DISPOSITIONS

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all ma-
terial movements affecting the 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-Cperator. Operator shall make timely disposition
of idle and/or surplus Material, such disposal being made either through sale to Operator or Non-Operator, division in
kind, or sale to outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Opera-

tors in surplus condition A aor B Malerial.

The disposal of surplus Controllable Material not purchased by the Opera-

tor shall be agreed 1o by the Partics.

1.

2

Purchases ‘
Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. In case
of Material found to be dufective or returned to vendor for any other reason, credit shail be passed to the Joint

Account when adjustment has been received by the Operator.

Transfers and Dispositions 7
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 bd% exclusive of cash dis-

counts:

A. New Material (Condition A)
(1) Tubular goods; except line pipe, shall be priced at the current new price in effect on date of movement on a
maximum carload or barge load weight basis, regardless of quantity transferred, equalized to the lowest
published price f.o.b. railway recciving poinl or recognized barge terminal nearest the Joint Property

where such Material is normally available.
(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 reliable supply store nearest the Joint Property where such Material is nor-

mally available,
(b) Movement of 30,060 pounds or more shall be priced under provisions of tubular goods priving in Para-
graph 2A (1) of this Section IV,
(3) Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliable
supply store or'f.o.b. railway recviving point nearest the Joint Properly where such Material is normally
. available.
B, Good Used Material (Condition B)
- Material in sound and serviceable condition and suitable for reuse without reconditioning:

(1) Material moved lo the Joint Property
(a) At seventy-five percent (754 ) of current new price, as determined by Paragraph 2A of this Section 1V,

(2) Material moved from the Joint Property
n) Al seventy-five poreent (76¢4) of curvont new price, os determined by Paragraph 2A of this Section 1V,
if Material was originally charged {o the Joint Accuunt as new Material, or

— 4
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3.

(b} al sixty-five percent (65¢) of current new price, as determined by Paragraph 2A of this Section
IV, if Material was originally charged 1o the Joint Account as geod used Muterial at seventy-five per-
cent (759 ) of current new price. ]
The cost of reconditioning, if any, shall be absorbed by the transferring property.

C. Other Used Materizl (Condition C and D)

(1) Coundition C
Material which is not in sound and serviceable condition and not suitable for its original function untif
-zftor reconditioning shall be priced at fifty percent (50%:) of current new price as determinnd by Para-
graph 2A of this Section 1V. The cnst of reconditioning shall be charged to the receiving property, pro-
vided Condition C value plus cest of reconditioning does not exceed Cundition B value.

(2) Condition D
All other Matertal, including junk, shall be prived at a value commensurate with i{s use or ut 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 Material under procedures normally utilized by the Operator without prior approval
of Non~Operators.

D. Obsolete Material

Material which is serviceable und 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 resuit in the Joint Account being charged with the value of the service ren-

dered by such Material.

E. Pricing Conditions :
(1) Loading and unloading costs may be charged to ‘the Joint Accounti 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 crection costs shall be charged at applicable percentage of the current knocked-down

price of new Material.

Premium Prices

Whenever Malerial is not readily obtainable at published or listed prices because of national emergencies, strikes
or other unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the
required Material at the Operator’s actual cost incurred in providing such Material, in making it suitable 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 Material. Each Non-Operator shall have the right, by so clzeting and
notifying Operator within ten days affer receiving notice from Operator, to furnish in kind 2l or part of his share
of such Material suitable for use and acceptable to Qperator. )

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

V. INVENTORIES

The Operator shall maintain detailed records of Controllable Material.

L

Periodic Iuventories, Noiice and Representation

At reasonable intervals, Inventories shall be taken by Operator of the Joint Account Controllable Matenal
Writlen 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 ¢f Non-Operators
to be represented at an inventory shail bind Non-Operators to accept the inventory taken by Operator.

Reconciliation and Adjustment of Inventories

Reconciliation of a physical 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. laventory 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.

Special Inventories:
Special Inventories may be tuken whenuver there is any sale or change of interest in the Joint Property. 1t shall
be the duty of the party selling to notify all other Parties as quickly as possible after the transfer of interest takes
placza. in such cases, both the seller and the purchaser shall be governed by such inventory.

Expense of Conducting Periodic Inventories
The expense of conducting periodic Inventories shall not be churged to the Joint Account unless agreed to by the

Parties.

e § e
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ATTORNEY AT LAW ':

April 28, 1982 O

Mr. W. Thomas Kellahin (AR { -5
Kellahin and Kellahin P
P. O, Box 1769

A Cont -
santa Fe, New Mexico 87501 A 27 4/{1/

RE: Apollo 04l Company/Clara Fowler ‘/6(2\£f

Receipt of your correspondence and copy of the Application for
compulsory pooling is acknowledged. This is to advise you that
Miss FPowler will not protest the entry of an order provided the
additional 200% penalty requested is reduced to 100%. Our own
gaclogical evaluation of the property indicates that this
project is highly speculative and it is based upon these
considerations that Miss Fowler has decided not to participate

voluntarily.

By copy hereof, I am advising the Gil Ccnservation Division of
our position. May I please hear from you upon receipt of this
letter.

Yours vary truly,

ORIGINAL SIGNED &Y
M. J. coLLopY

M. J. Collopy

- MJC/g3t

cc: Migs Clara Fowler
* Mr. Joe D. Ramey
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Docket No. 13-82

Dockets Nos., 14-82 and 15-32 are tentatively set for May 26 and June 9, 1982. Applications for hearing must
ta filed at least 22 days in advance of learing date. .

DOCKET: mw-m?amlz. 1982

9 AN, - OIL CONSERVATION DIVISION CORFERENCE ROOM,
. STATE LAND OFFICE BUILDING, SANTM FE, NEW MEXICO

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

ALLOWABLE :

CASE 7540:

CASE 75128:

CASE 7566:

CASZ 7560:

CASE 7542:

CASE 7567:

CASE 7568:

(1) Censideration of the allowable prcdustion of gas for June, 1902, from fifteen prcrated pools
in Lea, Eddy, and Chaves Counties, New Mexico.

(2) Consideration of the allowable producticn of gas for June, 1982, froa foux prorated pocls in
San Juan, Rio Arriba, and Sandoval Counties, New Mexico.

(Continued and Readvertised)

11 the matter of the hearing calied by the 0il Conservation Division on its own motion to permit rauly-
Anderson-Pritchard, William #. Pauly, and all other interasted parties to appear and show cause vhy

the Maloy Well Ho. 1, located in Unit P, Section 16, Township 2% North, Range 11 West, San Juan County,
should not be plugged and abandoned in accordance with a Division-ipproved plugging program.

{Continued and Readvertised)

In the matter of the hearing called by the Oil Conservation Division on its own moticn to permit Francis
L. Harvey and all other interested parties to appear and show cause why the Pinkstaff Estate Welil ¥o. 2,
located in Unit A, Section 29, Township 29 North, Range 10 West, San Juan County, should not be re-entered
and plugged and abandoned in accordance with a Divisicn-approved plugging program.

In the matter of the hearing cailed by the 01l Conservation Division on its own motion to persit Flag-
Redfern Oil Co., Principal, Maticnal Surety Corporation, and all other interssted parties to appear and
show cause why four weils, being the Julander No. 1 located in Unit L, Section 34; Julander No. 2 located
in gnit I, Section 33; Hargis No. 1 located in Unit G, Section 33; and Hargis Ho. 2 located in Tnit J,
Section 33, all in Township 30 Sorth, Range 12 Wast, San Juan Caunty, should not be plugged and abandoned
in accordance with a Division-approved plugging pzoqr

(Continued from April 28, 1982, Examiner Hearing)

In the matter of the hesring called by the 0il Conservation Division on its <wn moticn to permit Charlas
H. Beisen, Fidelity and Deposit Company of Maryland, Surety, and all other interested parties to appear
and show cause why the Crownpoint Well ¥o. 1, located in Unit F, Section 18, Township 18 North, Range
13 West, McKinley. County, shculd not be plugged and abandoned in accordance with a Division-approved

piugging program.
{Cortinued from April 14, 1982, Examiner Searing)

In the matter of the hearing called by the Oil Conservation Divisicn on its cwn motion to permit Benson-
Montin-Greer Drilling Corporation, Hartford Accident and Indemnity Company, and all other interested
parties to appear and show cause why the following wells: Dustin Ro. 1, located in Unit X, Section 6,
and the Gallegos Canyon Unit Ko. 2, located in Unit X, Section 35, both ia Township 23 ¥orth, Range 12
West, and the Segal Yo. 1, located in Unit X, Section 10, and the Price No. 1, located in Unit ¥, Section
15, both in Township 31 North, Range 13 West, San Juan County, should not be plugged and abandoned in
accordance with Divisicn-approved plugging prograas.

Application of Harvey E. Yates Company for a unit agreement, Lesa County, New Mexico.

‘Applicant, in the above-styled cause, seeks approval for the Richardson Unit Area, coeprising 1,283.35

acres, =ore or less, of State and Fee lands ir Townships 13 and 14 Scuth, Range 36 East.

(Continued frewm April 28, 1982, Examiner Hearing)

Application of Delta Drilling Cowpany for a unit agreemant, Lea County, New Mexico.
Applicant, in the above-styled cause, seeks approval fcr the North Mescalero Unit Area, comprasing
719.77 acres, mors or lass, of State, Fee and Federal lands in Townships 9 and 10 South, Range 32 East.

Application of Petroleum Corp. of Delaware for a dual completion, Eddy County, New Mexico.

Applicant, in the above-styled cause, seeks approval for the dual completion of its Superior Federal
Well NO. 6 located in Unit N of Section 6, Township 20 South, Range 29 Zast, East Burton Flat Field,
to produce oil from the Strawn formation through tubing and gas from the Morrow formation through the
casing~-tubing annulus by means o a cross-over assembly.
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CASE 7569:

CASE 7570:

CASE 7571:

CASE 7551:

CASE 7372:

CASE 7373:

CASE 7574:

CASE 7S73:

»

CASES 7576 and 1577:

Arplicatior of Petrcleum Corp. of Delaware for downhole commingling, Eddy County, New Mexico.
Applicant, in t.e above-styled cause, seeks approval for the downhole commingling of Atoka and Morrow
producticn in the wmllbores cf itgs Parkway West Unit Well No. 3, located in Unit X of Section 29,

and Well No. 10, located in Unit G of Section 27, both in Township 19 South, Range 29 East.

Application of J. Cleo Thoupson for three uncrthodox oil well locaticns, Eddy County, New Mexico.
Applicant, in the above-styled cause, seeks approval for three unorthodox weli locations, Leing
660 feat “rom the yorth line and- 1330 feet from the Wesc line, €60 feet from the Morth line and
2630 feet from the Sast line, zad 660 feet from the Horth line and 1310 feet from the East line,
ail in Section 2, Township 17 South, Range 30 East, Square Lake Pool.

{Continued from March 31, 1982, Examiner Hearing)

Application of Benson-Montin-Greer for a unit agreement, Rio Arrita County, New Mexico. Applicant,
in the above~styled cause, seeks approval for the North Canada Ojitos Unit Area, conprising 12,361
acres, rore or less, of Jicarilla Apache Indian lands in Township 27 North, Range 1 West.

Application of Yates Petroleum Corporation for compualsory pooling, Chaves County, New Mexico.
Applicant, in the abaove-styled cause, seeks an order pooling all mineral interests from the surface
through the Abo formation underlying the SE/4 of Section 9, the SW/4 of Section 10, the NW/4 of Secticn
15, all in Township 6 South, Range 26 East, each to form a standard 160~acre spacing and proration

unit to bs dedicated to a well to be drilled at a standard locaticn therson. Also to be considered will
be the cost of drilling and completing said wellsand the allocation of the cost thexeof as well as
‘actual operating costs and charges for supervisicn, designation of applicant as operator of the wells
and a charge for risk involved in drilling said wells,

{Continued from April 14, 1982, Exaniner Hearing)

Applicaticn of Harvey E. Yates Company for compulsory pooling, Chaves County, New Mexico. .
Applicant, in the above-styled cause, sesks an order pooling all mineral interests in the wWolfcasp
Mississippian formations underlying the E/2 of Section 21, Township 11 South, Range 31 East, to be dedicated
to a well to be drilled at a standard location thereon. Also ¢4 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 operitor of the well and a charge for risk involved

in drilling said well.

Application of Anadarko Production Coopany for a waterflood expansion, Eddy County, New Mexico.
Applicant, in the above-styled cause, seeks authority to expand its Ballayd GSA Waterflcod Project by
drilling and converting ten wells located in Unit N of Section 5, Units ¥ and P of Section 6, Units F, H,
J, and P of Section 7, Units F and X of Section 8, and Unit F of Sectica 17, all in Township 18 South,

Range 29 East, Loco Hills Pool.

'Applicatipn of Aradarko Producticn Company for a waterflood expansion, Eddy County, New Mexico.

Applicant, in the above-styled cause, seeks authority to expand its West Square Lake Waterflood Proiject
by the conversicn tc water injection of five wells located in Gnits J and N of Section 9, D dnd H of
Section 10, and J of Section 3, all in Township i7 South, Range 30 East.

Application of Sun Exploration -nd Production Company for two non-standard gas proration units
and an unorthodox location, Lea County, New Mexico. Applicant, in the above-styled cause, seeks
approval of two 150-acre non-standard Jalmat gas proration units comprising the NW/4 of Section 21,
for its Boren & Greer Com Well Mo. 2 in Unit C and the NE/4 »f Section 20, for its Boren & Greer Coa
Well Fo. 3, to be drilled at an unorthodox locaticn 660 feet from the North line and 940 feet from
the East line of said Sectisa 20, all in Township 22 South, Range 36 East. Applicant further seeks
rescission of Order No. R-5688.

icati je Oil & Gas Co. for an unorthodox gas well location, Eddy County, New Mexico.
ﬁiﬁ;ﬁnﬁf:ﬁgm-nﬂu cause, seeks approval for an unorthodox gas well locati.ox.a for a Holfcaqav
Pann test well to be drilled 1500 fnttmtheSou:hlmandmt«:ttmmmstlmeof&ctmm 2,
Township 17 South, Range 27 East, the S/2 of said Section 2 to be dedicated to the well.

lication of 110 Oil Company for ccspulsory pooling, Lea County, New Hexic;c.
:glxcmt. ia ;g: of the following cases, seeks an order pooling all miaeral interests
from the surface through the base of the San Andres formation underlying the'lfnds )
specified in each case, sach to form a standard 40-scre oil spacing and proration unit
to be dedicated to a well to be drilled at a standard location therecn. Also to be
censidered 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 wpowilioa:
designation of applicant as operator of the wells and a charge for risk involved in

drilling said wells:

Py

gvsve: NE/4 SW/4 Section 6, Township 19 South, Range 8 Eaat

cAT® 75877 SF/4 §M/4 3ection 6, Township 19 South, Range 38 ‘Cast
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CASE 7578:

CASE 7579:

CASE 7580:

CASE 7581:

Application of MGF Oil Corporation for compulsory pooling, lea County, Hew Mexico.
Applicant, in the above-styled cause, sseks an order pooling all mineral interests from the surface

down through the Seven Rivers formaticn underlying the SE/4 of Section 31, Township 19 South, Range

19 East, o form a standard lé0-acre gas proratich unit 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 allocaticn of the cost thersof as well as actual operating costs and charges for supervisicn,
denignation of spplicant as operator of the well and a charge for risk involved in drilling said well.

Application of MGF Oll Corporation for compoleory pooling, Lea County, New Mexics,

Applicant, in the above-styled cause, seeks zn order pooling all mineral intsrasts from the surface

down throuwgh the Seven Rivers formetion underlying the N/2 MW/4 of Sectioa §, Township 20 South,

Range 19 East, to form a non-standard 80-acre gas proration unit to be dedicated to a well to be

4drilled at a standard locaticn thereon. Also to be considsred will be the cosc of drilling and completing
s2id wall and the allocation of the cost thereof as well as actual operating costs and charges for
supsrvision, designation of applicant as operator of the well and a charge for risk involved in drilling

said well. ) .

Application of MGF Oil Corporation for compulsory pooling, Lea County, New Mexico.

Applicant, in the above~styled cause, seeks an order pooling all mineral interests from the suriacs

to the base nf the Seven Rivers formition underlying the SW/4 of Section 31, Tcwnship 19 Scuth, Range

39 East, to form a standard L60-acre gas proration unit to be dedicated to a well to be dvrilled at a
standard location thereon. Alss 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 wall and a charge for risk involved in drilling said well.

Application of Estoril Producing Corp. for an unorthodox gas well locaticn, Lea County, New Mexico.
Applicant, in the above~styled cause, seeks approval for the unorthodax location of a well to ke drilled
660 feet from the South line and 390 feet from the Bast line of Section 10, Township 23 South, Range

34 East, Antelope Ridge-Morrow Gaz Pool, the $/2 of said Section 10 to be dedicatad to the well.

CASES 7582 thru 7585: Application of Jack J. Grynberg for coopulsory pooling, Chaves County, New Mexico.

Applicant, in each of the following cases, seeks an order pooling all mineral interssts
down through the Abo formation underlying the lands specified in each case, each to form
a standard l60-acre gas spacing and proration unit to be dedicated to a well to be drilled
at a standard location thrureon. Also to be considered will be the cost of drilling and
cowpleting said wells and the allocation of the cost thereof as weil as actual operating
=csts and charges for supervision, designation of applicant as cperator of the wells and
a charge for risk involved in drilling said wells:

CASE 7582: NW/4 Section 13, Township 6 South, Range 24 East
CASE 7583: NE/4 Section 13, Township é South, Range 24 East
CASE 7584: SW/4 Section 13, Township 6 South, Range 24 East

CASE 7585: NM/4 Section 24, Township 6 South, Range 24 East

CASES 7525 thru 7534: (Cortinued from April 28, 1982, Examinex Hearing)

Agplication of Jack J. Grynberg for compulsory pooling, Chaves County, New Mexico.
Applicant, in each of the following 10 cases, seeks an order pooling all mineral
intersats down through the Abo formation underlying the lands specified in each
case, each to form a standard l60-acre gas spacing and proration unit to be dedi-
cated 0o a wall to be drilied at a standzrd location therson. Also to be con~
sidered in each case will be the cost of drilling and completing said wells and
ths allrcation of tha cost thersof as well as actual operating costs and charges
for supervision, designation of applicant as oporator of the wells and a charge
for risk involved in drilling said wells:

CAST _7525: SW/4 Section 3, Township 5 South, Range 24 East

CASE 7526: MW/4 Secticn 3, Township 5 South, Range 24 East

CASE. _7527: SE/4 Section 3, Township S5 South, Range 24 East

CASE 7528: NW/4 Section 4, Township S5 South, Range 24 East

CASE 7529: RE/4 Section 4, Towmship 5 South, Range 24 East

CASE 7530: NW/4 Section 11, Township 6 South. .ange 24 East

CASE 7531: SW/4 Section ll, Township S South, Range 24 East

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

CASE 7533: SW/4 Section 27, Township 6 South, Range 24 East

&

o~a Py -~ -
ERLE /e declatn 3

Tewitsiiip © Soulh, Renge 24 Eaul
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CASE 78151 (Continued from April 14, 1982, Examiner Hearing}

Application of Four Corners Gas Producers Association for designation of a tight fermation, San
Juan County, New Mexico. Applicant, in the above-styled cause, seeks the designation of the Dekota
formation underlying all or portions of Townships 26 and 27 North, Ranges 12 and 13 West, Township

28 Noxth, Range 13 West, Township 29 North, Ranges 13 through 15 West, and Township 10 North, Ranges
14 and LS West, containing 164,120 acres, more or less, as a tight formation pursuant to Section 107
of the Natural Gas Policy Ac¢t and 18 CFR Section 271. 701-70%,

CASE 7586: Application of Standard Rescurces Corp. for designation of a tight formation, Chaves and Eddy
Countjes, Hew Mexico. Applicant, in the above-styled cause, seeks the designation of the Abo formation
underlying all or portions of Township 15 South, Ranges 23 through 25 East, Township 19 Socuth, Range
20 East, and Township 20 South, Range 20 East, all in Chaves County; in Eddy County: Township 16 South,
Ranges 23 through 26 East, Township 17 South, Ranges 21, 23, 24, and 25 East, and Township 18 South,
Ranges 21, 23, 24 and 25 East, Township 19 South, Ranges 21, 23, and 24 fast, and Township 20 South,
Rances 21, 23, and 24 East, containing 460,800 acres, more or less, as a tight formation prrsuant
to Section 107 of the Natural Gas Policy Act and 18 CFR Section 271. 701-70S.

CASE _7587: In the matter of thes hearing called by the Oil Conservation Division on its own motion for an order
creacing, abolishing, and extending vertical and horizontal limits of Cectain pools in Chaves, Eddy,

and Lea Counties, New Mexico:

(a} CREATE a new pool in Lea County, New Mexico, classified as a gas pool for
wolfcamp production and designated as the Draper Mill-Wolfcamp Gas Pool. The
discovery well i3 the HNG 0i)l Company Vaca Draw 16 State Well No. 1 located in
Unit E of Section 16, Township 25 South, Range 33 East, NMPM. Said pool would

comprise:

TOWNSHIP 25 SOUTH, RANGE 33 EAST, NMFM
Section 16: W/2

{b) CREATE a new pool in Lea County, New Mexico, classified as a gas pool for Merrow
production and designated as the Jabalina-Morrow Gas Pool. The discovery well is
the Amoco Production Company Perro Grande Unit Well No. 1 located in Unit J of
Section 6, Township 26 South, Rangs 35 East, NMPM. Said pocl would comprise:

TOWKSKIP 26 SOUTH, RANGE )5 EAST, NMPM
Section 6: E/2

{c) ABOLISH the Diamond Mound-Morrow Gas Pool in Chaves and Eddy Counties, New Maxico, as
heretofore classified, defined, and described as:

)",' - L g
£ L TOWNSHIP 1S SOUTH, RANGE 27 EAST, NMPM
! Section 35: AlLL

TOWNSHIP 15 SOUTH, RANGE 28 EAST, N
Section 31: E/2

TOWNSHIP 16 SOUTH, RANGE 28 EAST, NMPM

Section 3: Lots 1 through 16

Section 4: Lots 1 through 16

Section 3: Lots 1 through 16

Section 6: lots, 1, 2, 7, 8, 9, 10, 15, 16, and S/2

e

{d) EXTEND the vertical limits of the Diamond Mound-Atoka Gas Pool in Chaves and Eddy Counties,
Now Mexico, to include the Morrow formation, and redesignate ssid pcol to Diamond Mound-Atoka-
Morrow Gas Pool, and extend the horizontal limits of said pool to include acreage from abolished
Diamond Mound-Morrow Gas Pool and cne additional well as follows: ’

TOMRSHIP 15 SOUTB, RANGE 27 EAST, NMNPM
Section 35: All

TOWRSHIP 1S SCUTH, RANGE 28 ZAST, -NMPM
Section 1l: E/2

TOWISHIP 16 SOUTH, RATJJGE 27 EAST, NMPM
Section 9: S/2

TOWNSHIP 16 SOUTH, RANGE 28 EAST, NMPM .

Section 3: Lots 1 through 16

Section 4: Lots ! through 16

Section 5: Lots 1 through 16

Section 6: lots 1, 2, 7, 8, 9, 10, 15, 15, and §/2
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(e)

(£)

(g)

(h)

(i)

(N

(k)

(1)

(m}

{n}

(o)

Docket No. 13-82

EXTEND the Burton Flar-Strawn Gas Pool in Ed4dy County, Mew Mexicao, to include
therein:

TCWNSHIP 20 SOUTH, DANGE 28 EAST, NMPM
Saction 35: E/2
Section 36: W/2

EXTEND the Crow Flats-~tiorrow Gas Pool in Eddy County, New Maxico to include
therein:

TOWNSHIP 17 SOUTH, RANGE 27 EAST, NMPM
Section 1: Aall .
section 12: N/2

EXTEND the South Culebra Bluff-Atcka Gas Pool in Eddy County, New Mexico, to include
therein:

TOWNSHIP 23 SOUTH, RANG: 28 EAST, NMPM
Section 10: All
Sectiocn il: w/2
Section 141 W/2
Sect’lon 15: W/2
Section 34: W/2

EXTEND' the South Empitfe-Morrow Gas Pool in Eddy County, New Mexico, to include
therein:

TOWKSHIP 17 SOUTH, RANGE 29 BAST. NMPM
Section 17: N/2

EXTEND the Golden Lana-Strawn Gas Pool in Eddy County, New Mexico, to include
therein:

TOWNSHIP 20 SOUTH, RANGE 30 EAST, NMPM
Section 28: Aall c

EXTEND the XKennedy Farms-Morrow Gas Pool in Eddy County, New Mexico, to include
therein:-

TOWNSHIP 17 SOUTH, RANGE 26 EAST, NMPM
Section 10: N/2

EXTEND the Bast LaRica-Morrow Gas Pool in Lea County, New Mexico, to include
therein:

TOWNSHIP 18 SOUTH, RANGE 34 EAST, NMPM

Section 36: s/2

* TOWNSHIP 18 SOUTH, RANGA 35 EAST, NMPM
Section 31: s/2

EXTEND the Little Box Canyon-Morrow Gas Pool in Eddy County, New Mexico, to include
therein: '

TOWNSHIP 21 SOUTH, RANGE 22 EAST, NMPM
Saction 18: E/2Z

EXTEND the Malaga-Atoka Gas Pocol in Eddy County, Hew Maxico, to include
therein:

TOWNSEIP 24 SOUTH, RANGE 28 EAST, NMPM
Section 11l: E/2

EXTEND the South Millﬁan-&omw Gas Pool in Eddy County, New Mexico, to include
therein:

TOWNSHIZ 19 SOUTM, RANGE 28 EAST, NMPM
Section 16: N/2

EXTEND the East Millman-Queen-Grayburg Pool in EBddy County, New Mexico, to include
therein:

TOWNSHIP 19 SOUTH, RANGE 29 EAST, NMPM

Section 7: NE/4
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{p) EXTEND the Millman Strawn Gas Pool in Eddy County, New Mexico, to include

therain:

TOWNSRIP 19 SOUTH, RANGE 28 EAST, NMPM

Section 8:

S/2

- {q) EXTEMD the West Nadine-Blinebry Pool in Lea County, New Mexico, to include

therein:

TOMMSRIP 20 SOUTH, RANGE 38 EAST, NMPM

Section S:

SW/4

(r) EXTEND the West Osudo-Morrow Gas Pool in Lsa County, New Mexico, to include

therein:

TOWNSHIP 20 SOUTH, RANGE 35 EAST, NMPM

Section 1l:
Caction 12:

s/2
s/2

{3) - EXTEND the Pecos Slope-Abo Gas Pool in Chaves County, New Mexico, to include

therein:

TOWNSHIP 4 SOUTH, RANGE 24 EAST, NMPM

Section 24;:
Section 25:
Section 267
Section 35:
Section 36:

s/2
All
B/2
W/2 and NE/4
N/2

TOWRSHIP 4 SOUTH, RANGE 25 EAST, NMPM

Section 19:
Section 30:
Section 31:

sW/4
w/2
NW/4

TOWNSHIP 5 SOUTH, RANGE 24 EAST, NMPM

Section 2:
Section 7:
Section 83
Section 9:
Section 16:

NW/4

All

All

N/2 and SW/4
wW/2

Section 17 thxru 20: All

Section 21:
Section 28:
Section 29:
Section 30:
Section 31:
Section 32:
Saction 33:

w/2
w/2
All
All
N/2
N/2
NW/4

TOWNSHIP 5 SOUTH, RANGE 25 EAST, NMPM

Section: 1l thru 5: All

Section 6:
Section 7:

E/2
SW/4 and E/2 .

Section 8 thru 12: All
Section 14 thru 22: All

Section 23: N/2
Section 27: W/2
Section 28 thru 30: All
Section 31l: N£/4
Section 32: N/2
Section 33: Al
Section 34: All

TOWNSHIP 6 SOUTH, RANGE 24 EAST, NMPM

Section 2:

All

Section 1l thra 14: All
Section 22 thru 28: All

Section 34
Section 35:
Section 36:

E/2
All
All

g e i D s 7
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TOWMSHIP 6 SOUTH, RANGE 26 EAST, NMPM
Section 4 thru 6; All

Sectior. 7 thru 8: All

Section 9: N/2

Section 17 thru (0: All

Secticn 29 thru 32: All

TOMMSEIP 7 SOUTH, RANGE 24 EAST, NMPM
Section 1: ALl

Section 2: All

Section 3: E/2

Section 9 thru 15: Al

Section 22 thru 27: All

Secticn 34 thru 36: All

TOWNSHIP 7 SOUTH, RANGE 25 EAST, NMPM
Section 6: W/2

Sectica 7: S/2

Section 13: SW/4
Sectien 14:  s/2
Section 15: s/2
Section 18 and 19: all
Section 20: §/2
Section 22 thru 27: All
Section 29 thru 32: All
Section 34 thru 36: All

: TOWNSHIP 7 SOUTH, RANGE 26 EAST, NMPM
- . Section 5: All
Section 6: All
Section 7 thru 10: All
Section 11: wW/2
Section 15 thru 17: All -
Section 18: N/2
Section 19 thru 22: All
Section 28 thru 32: Aall

TOWNSHIP 8 SQUTH, RANGE 24 EAST, NMPM
Section 1 through 3: All .
Section 10: E/2

Section 11: All

Section 12: ‘All

TOWHSHIP 8 SQUTH, RANGE 25 EAST, NMPM
Section 1 through 12: All T
Section 13 through 16: N/2

TOWNSHIP 8 SOUTH, KANGE 26 EAST, NMPM
Section 6: W/2

(t) EXTEND the West Pecos Slope-Abo Gas Pool in Chaves County, New Mexico, to {ncludc
therein:

TOWNSHIP 8 SOQUTH, RANGE 22 EAST, NMPM
Section 23: SE/4

Section 24: $/2 and NE/4

Section 25 through 27: All

Section 28: E/2

TOWNSHIP § SOUTH, RANGE 23 EAST, NMPM
Section 3 through 5: All ]
Section 6: N/2

Section 8 through 10: N/2
Section 17: W/2

Section 18: SE/4

Section 19: all

Section 20: W/2

Sectidn 29: W/2

Section 30: all

Section 31l: Aall

Section 32: W/2
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TOWNSHIP ¢ SOUTH, RANGE 23 EAST, NMPM
Secticn 31 W/2
Section d4: All
‘Section 5: All
Section 6:. E/2
Secticn 81 All

{u) EXTEND the East Red Lake-Queen-Graybury Pool in tddy County, New Mexico, to include
therein:

TOWMSRIP 16 SOUTH, RANGE 28 EAST, NMPM
Section 25: E/2 NE/4 and NE/4 SE/4

(v) EXTEND the Sand Ranch-Morrow Gas Pool in Chaves County, New Mexico, to include
- therein:

TOW::3HIP 10 SOI)T‘H. RANGE 29 EAST, NMPM
Section 26: All

(w) EXTEND the Sawyer-$5an Andres Asscciated Pool in Lea County, New Mexico, to include
therein:

TOWNSHIP 10 SOUTH, RANGE 38 EAST, NMPM
Section 4: SW/4

L {x) H.XT'END the Tor-Tom-~San Andres Pool in Chaves County, New Mexico, to include
therein:

. TOWNSHIP 8 SOUTH, RANGE 31 EAST, NMPM
Section 7: All

(y) EXTEND the Turkey Track-Morrow Gas Pool in Eddy County, New Mexico, to include
therein:

TOWNSHI? 19 SOUTH, RANGE 29 EAST, NMPM
Saction 2: W/2
Section 7: N/2

(z) EXTEND the Twin Lakes~San Andres Associated Pool in Chaves County, New Mauxice, to include
therein: :

TOWNSHIP 8 SOUTH, RANGE 2% rAST, NMPM
Section 18: N/2 SE/4 and SE/4 SE/4

¥

(aa) EXYTEND the South Vacuum—ﬂoifcamp Pool ip" ‘sa County, New Mexico, to include thecein:

TOWNSHIP 18 SOUTH, RANGE 35 EAST, NHPM
Section 16: SE/4
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: Docket No. 14-82
COCXET: COMMISSICN. HEARING ~ MONDAY - MAY 17, 1982

OIL CONSEFVATION COMMISSION - 9 A.M.
ROOM 205 - STATE LAND OFFICE BUILDING,
SANTA FE, NEW MEXICO. '

CASE 7522: (DE NQVO)

Applicaﬁion’ of Santa Fe Exploration Co. for an unorthcdox gas well location, Eddy County, New Mexico
Apglicant. in the above-styled cause, seeks approval of an unorthodox location 660 feet from the North
and West lines of Section 14, Township 20 South, Range 25 Eagt, Permo-Penn, Strawn, Atoka and Morrow
formations, the N/2 of said Saction 14 to be dedicated to the well.

ipon application of Chama Patroleum Company, this caie will bae heard De Novo pursuant to the provisions
of Rule 1220, . ’
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CASE 7476:

CASE 7513:

Docket 14-82

(DE NQVO)

Application of Jack J. Grynbery for compulsoxy pooling, Chavas County, New Mexico,

Applicant, in the above-styled cause, seeks an order pooling all mineral interests down through
and' including the Abo. formation, lying twe l80-acre gas spacing units, being the NE/4 and
SE/4, respactively. of Saction 12, Township S South, Range 24 East, each to be dedicated to a
well to bs 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
cperating costs and charges for supervision, designation of applicant as operator of the well
and a charge for risk involved in drilling said well.

Upon application of Mesa Pstroleum Company, this case wiil be heard De Novo pursaant to the
provisions of Rule 1220,

(DE NOVO)

aApplication of Mssa Petroleum Company for compulsory pooling, Chaves County, New Maxico.

Applicant, in the above-stylad cause, seeks an ordax pooling all mineral interests in the Abo
formation underlying the SE/4 of Section 12, Townskhip 5 South, Range 24 East, to be dedicated to

a well to be drilled at a standard location thereon. Alsc 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 chargs
for risk involved in drilling said well.

Upon application of Mesa Petroleum Company, this case will be heard Da Novo pursuant to the provisions
of Rule 1220, S




KELLAHIN and KELLAHIN
Attorneyr at Low

Karen Aubrey Area Code 503
Aoril 19, 1982 '

Jasca Kellahia 300 Doa Gaspar Avenue ]
W. Thomas Kellahin Post Ofice Boz 1769 |
—— Santa Fe, Mew Mexico 87501 Telephone 982-4235 1

Mr. Joe D. Ramey

0il Comnservaetion Division
P. 0. Box 2088

Santa Fe, New Mexico 87501

Re: Apollo 0il Company ‘ £ Sy,

Dear Mr. Ramey:

, . Please set the enclosed appliéation for hearing
on the next available examiner docket now set for May 12,

1982.
Very trul ugs,
Thomas {éllahi'n
WIK:rb
Enclosure

cc: Apollo 0il Company
Mrs. Clara Fowler
M. J. Collopy, Esgq.
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DEPARTMENT OF ENERGY AND MINERALS SmﬁggtéyiA, [
; 4 ke U'L"”-L;.«'».
OIL CONSERVATION DIVISION <)
IN THE MATTER OF THE APPLICATION
OF APOLLO OIL COMPANY, FOR COMPULSORY
POOLING AT UNORTHODOX WELL LOCATION, .

LEA COUNTY, NEW MEXICO. Case /

APPLICATION

COMES NOW APOLLO OIL COMPANY, by and through its
attorneys Kellahin & Kellahin, and applies to the New Mexico
0il Conservation Divisior for an order pooling all interest from
surface to the base of the Grayburg-San Andres Pool in the
SE/4SW/4 of Section 6, T19S, R38E, Lea County, New Mexico for
an oil well to be located at a standawd location and in
support thereof would show:

1. Applicant is an o0il and gas operator and has
acquired tﬁe right to drill certain tracts in the SE/4SW/4
of Section 6.

2. Applicaﬁt proposes to drill a well at a standard

location to the base of the Grayburg-San Andres Pool - Hobbs

Field.

3. Applicant has sought the cooperation of all interested
parties involved in the proposed unit and has been unable to
obtain the necessary approvals or commitments to form a

voluntary unit for this well.




4. Those interested parties who have not joined in
the drilling of the well for this unit are as follows:
| Mrs. Clara Fowler 25%
P. 0. Box 612 i
" Hobbs, New Mexico 88240
| M. J. Collopy, Esq.

P. 0. Box 2297

Hobbs, New Mexico

Attorney for Mrs. Fowler

5. Copies of this application have been mailed to the
parties in paragraph 4 above.

6. -Applicant desires to be designated operator of the
pooled unit.

7. To avoid the drilling of unnecessary wells, to
protect correlative rights, and to afford to the owner of each
interest in said unit the cpportunity to recover or receilve
without unnecessary expense his just and fair share of the
0il in said unit, all mineral interests, whatever they may
be, underlying the subject unit, should be pooled.

8. That any non-coasenting working interest owner
that does not pay its share of estimated well costs should have
withheld from production its share of reasonable well costs,

plus an additional 200% thereof as a reasonable charge for the

risk involved in the drilling of the well.

9. Applicant should be authorized to withhold from
production the proportionate share of reasonable supervision
charge for drilling and producing wells attributable to each
non-consenting working interest owner.

WHEREFORE, Applicant prays that:

1. This application be set for hearing before an examiner

and that notice of said hearing be given as required by law.




2. Upon hearing the Division enter its order
granting the application as requested.
3. And for such other relief as may be just in

the premises.

KELLAHIN & KELLAHIN

W. Thomas Kellahin
P, O. Box 1769
Santa Fe, New Mexico 87501
(505) 982-4285

ATTORNEYS FOR APPLICANT




STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT

OIL CONSERVATION DIVISION

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

CONSIDERING:

CASE NO., 7576

Order No. R-éfv

APPLICATION OF APCLLO ofﬁ-g;nﬁangzac,

CQMRANY- FOR COMPULSORY POOLING, EXE;}O1//
A

LEA COUNTY, NEW MEXICO. -

ORDER OF THE DIVISION

BY THE DIVISION:

This cause came on for hearing at ¢ a.m. on May 12, 1982,

at Santa Fe, New Mexico, before Examiner Richard L. Stamets.

NOW, on this day of May, 1982, the Division

Director, haviné considered the testimony, the record, and the

recommendations of the Examiner, and being fully advised in the

premises,

FINDS:




(1) That die public notice having been given as required
by law, the Division has jurisdiction of this cause and the

subject matter thereof.

She 14 Luc
(2) That the applicant, Apollo O¥z~éompaa¥, seeks an order

pooling all mineral interests from the surface through the base
of the San Andrc: formation underlying the NE/4 SW/4 of

Section 6, Township 19 South, Range 38 East, 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 whc have not agreed to pool their interests.

(5) That to avoid the drilling of unnecessary wells, to
protect correlative rights, and to afford to the owner of each
interest in said unit the opportunity to recover or receive

. . otlawdd
without unnecessary expense his just and fair share of the gas
. A
in said pool, the subject application should be approved by
pooling all mineral interests, whatever they may be, within said

unit.

(6) That the applicant should be designated the operator

of the subject well and unit.

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

well costs out aof production.
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{8) That any non-consenting workinyg interest owner who
does not pay hic share of estimated well costs should have
withheld from production his share of the reasonable well costs

plus an additional Jp¢ percent thereof as a

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) ‘Ynat following determination of reasonable well costs,
any non-consenting working interest owner who has paid his share
of estimated costs should pay to the operator any ‘amount that
reasonable well costs exceed estimated well costsVAnd should
receive from the operator any amount that paid estimated well

costs exceed reasonable well costs.

&

) A , ;
(11)y That $ /g0 per meg;h while drilling and

A o0
$ /75 per month while producing should be fixed as

reasonable charges for supervision (combined fixed rates); that
the coperator should be authorized to withhold from productioh
the propoitionate 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 prcportibnate éhare of actual expenditures

‘required for operating the subject well, not in excess of what

are reasonable, attributable to each non-consenting working

interest.

(12) That all proceeds from production from the subiect

well which are not disbursed for any reason should be placed in

¥,N4.C.F. MICROGRAP
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escrow to be paid to the ‘true owner thereof upon demand and

proof of ownership.

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

dedicated on or before hwm b/, /782~ , the order

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

whatsoever.

IT IS THEREFORE ORDERED:

(1) That all mineral interests, whatever they may be, from
the surface through the base of the San Andres formation
underlying the NE/4 SW/4 of Section 6, Township 19 South, Range
38 East, NMPM, Lea County, New Mexico, are hereby pooled to form
a standard 40-acre oil 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 £5<7£

day. of _J§;E54igégf , 1982, and shall thereafter continue

the drilling of said well with due diligence to a depth

sufficient to test the San Andres formation;

PROVIDED FURTHFR, that in the event said operator does not

commence the drilling of said well on or before the /3/7‘”

day of aaéLLg » 1982, Order (1) of this order shall be

null and void and of no effect whatscever, 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 be

W N, C.F. MICRC
rescinded. et
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(2} That Apollo oéizémm@any 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.

(5) That the operator shall furnish the Division and each

kﬁown working interest owner an itemized schedule of actual well
costs within 90 days 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
followinq receipt of said schedule, the actual well costs shall
be the reasonable weli costs; provided however, that if there is
an objection to actual well costs within said 45-day period the
Division will determine reasonable well costs after public

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

estimated well costs exceed reasonable well costs.

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

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, 24¢
percent of the pro rata share of
reasonable well costs attributable to each
non-censenting working interest owner who
has not paid his share of estimaced well
‘costs within 30 days from the.’date the
schedule of estimacted 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.

de

(2) That $_W‘Q2' per meaﬁg while drilling and
$ ) 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, attributable to each non-consenting
working interest.

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

{(11) That any well costs or charges which arc to be paid
out of production shall be withheld only from the working
interest's share of production, and no costs or charges shal)l
be withheld from production attributable to royalty
interests. ‘




(12) That all proceeds from production from the subject
well which are not disbursed for any reason shall 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 fxom the date of
first deposit with said escrow agent.

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

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

STATE OF NEW MEXICO
OIL CONSERVATION DIVISION

JOE D. RAMEY,
Director
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