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STATE OF NEW MEXICO

ENERGY anp MINERALS DEPARTMENT

OlIL CONSERVATION DIVISION

JERRY APODACA : o A oo o

: J{, STATE LAND OFFICE BUILDING

NICK FRANKLIN . October 20, 1978 o SANTA FE, NEW MEXICO 67501
SECRETARY

y/bo/
' LMr. Doyle Hartman
: : Suite 508

C & K Petroleum Building
-Midland, Texas 79701

Re: Extensioﬁ of Time
Order No. R-5767

: Dear Mr. Hartman:

Reference is made to.your letter of September 21, 1978,!copy of
which arrived today, requestiig an extension of time in which to
- commence the drilling of the. unit viell :on the ‘1ands. pooled by Order .
No. R-5767. This order. requires the unit well to be commenced by
October 1, 1978, and it is .our understanding that you are negotiating

with certain of the pooled parties in order to work- out an amicable

CRN - agreement with-them. —You have therefore delayed commencing the unit
well. .. = S :

Your request for .a_extension of time until December 1, 1978,
in which to commence .the drilling of a well on the W/2 NE/4 of
Section 36, Township 24 South, Range 36 East, Lea County, New Mexico,

is hereby approved.

Very truly yours,

JOE D. RAMEY
Division Director

JDR/DSN/og "

IS

cc: 0il Céhservation Division
g Box 1980 _
§ Hobbs, New Mexico
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‘are taking-more time than ant1c1pated resul

DOYLE HARTMAYXN
Oil Operator
SUITE 508
C & K PETROLEUM BUILDING
MIDLAND, TEXAS 79701

(913) 694.4011

September 21, 1978

Energy and Minerals Department
0i1 Conservation Division

P. 0. Box 2088 . ,

Santa Fe, New Mexico 87501

Re: Case 6264
Order R-5767
W/2 NE/4 Sec. 36,
T-24-S, R-36-E,

‘Lea County, N. M/

Attention: Mr. Dan Nutter
Gentlemen:

Reference is made to our te]ephone conversation today

-—-concerning-the above-noted tase-in-which-the NMOCC's:

Order (No. R-5767) dated July 17, 1978, provided for

the proposed well to be commenced by October 1, 1978.

Some of the force-pooled parties, representing a sub-
stantial interest, are attempting to work out a mutually
agreeable arrangement with me as to- their interest

in the well. I am making every effort to accommodate
these parties, but have encountered fairly comp11cated
legal problems with their attorney .. These p blams

an unforeseen de]ay in commencing the" proposed “well.
As a matter of fact, I am drilling ‘other previously
unscheduled wells in an effort to keep control of the
rig with which I plan to drili on the force-pooled
tract: ,

Phillips Petroleum Company, which voluntarily farmed
out one half of our proposed 80-acre Jalmat proration
unit, '‘is agreeable to an extension of time to allow
me to settle thesé problems.

Therefore, I respectfully request an extension of time
under Order No. R-5767 until December 1, 1978, in which

to commence a well. .

Your ‘consideration will be very much appreciated and
please let me hear from you as soon as is conveniently
possible.
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Page 3
! VMR. NUTTER: We'll call_ Case Number 6264.
2 ~ MS. TESCHENDORF: Case 6264. Application o.f
3 Doyle Hartman for compulsory pool and an unorthodox gas
4 well location, Lea County, New Mexico.
s : MR. KELLAHIN: If the Examiner please, Jason
6 Kellahin, Kellahin and Fox, aépearing for the applicant.
7 I have two witnesses to be sworn. |
8 (Witnesées sworn.)
3 9 MR. KELLAHIN: Call‘ as our first witness Mr.
o & 10 Davidson.
o58s o
[ I 11
5%33 12 J. A. DAVIDSON
§§§§ 13‘ being called as a witness and having been duly sworn upon
ggg 14 his oath, testified as fbliows, to-wit:
R 13 ‘ 7 it .
65 - DIRECT EXAMINATION ‘
v BY MR. KELLAHIN: H
18 0. Would you state ybur name, please?.
19 A James A. Davidson.
2 0 What business are you enga‘ged in?
u A Independent Land Man. o
22 03 Anéi where do you live?
23 A ﬁidland, ‘Texas.‘
24 0 - In connection with your work as an independent
s land nlaﬁ, have you dq';nfa anything for Doyie Hartman in




connection with Case 62647

2 A, Yes. . I've done all the land work.
3 0 Have you ever testified before the 0il Con-
4

servation Commission and its successor and made your qual-

5 ifications a matter of record? |
8 A Yes, sir.
7 - MR. KELLAHIN: Are the witness' qualifications 3
8 acceptable? ‘
e MR. NUTTER: Yes, they are.
Eﬁé 10 0. (Mr. Kellahin continuing.) Mr. Davidson, re- 4
5%%% N ferring first to what has been ma;ked as th'e'ﬂ appllcant's o ;
§§§ "~ 12| Exhibit Number One, would you identify that exhibit,
Zg gé 13 please? |
g'ggm 14 A This is essentially a "large land plat shoWing.
2 15- the proposed 80-acre unit and the location ‘o'f fhe proposed
'6/ well.
17 Q. Now, -the area colored in yelléw;r is that the’ a'ré'a{
18] to be dedicated?
19 A Yes, sir. |
S o And what is the ownership of that urit?
2 A The ownership is 1/2 éhilligs, the southwest
2 of the northeast is owned by Phillips Petroleum Compér;‘y’, .
2 and the hbrihwest northeast is owned by Shell 0il Cc;mp;ny
24}  with a question mark as to the ownership that we'll get
25 into iater. We have a fam-‘out: from Phillips so we re-.

{
4.
|
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present the southeast of the southwest southeast.

0 - Now, the northwest portion is shown to be

Millard Deck. You'll discuss that later, will you not?

A Yes, sir. We have some exhibits to submit on
that.

Q Now, ybu do have a farm-out then for the 40

acres tract?

A Yes, sir.
[} And your only concern, thén, is force pooling

the remainder of that to form a west half of the northeast

guarter unit?

A Yes, sir.

Q Now, what effort have you made to obtain
voluntary agreement?

A {Well, we have‘beenktfyipg to reach an agreément:
either to get a farm-out from Shell, get Shell to join
and pay its way, or to sell us'its lease for over two
nonths.

0 Now, you've written a series of letters to

Shell, have you not?

A " Yes, sir.

0} And those are Exhibits Two, Three, and Foﬁr?
A Yes, sir.

Q Would you discuss thoée three exhibits, please,

sir?

RO L 9% ATy
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A Exhibit Two is a letter of March 7 when wé
proposed to Shell that we drill this 80-acre tract and
that we take just simply a farm-out from Shell.

0 Now, did you get a respoﬁse to that letter?

A We got -- had.a phone call from this Mr. Teague,
who said that he was no longer in the New Mexico and that
we should get hold‘of’Mr“Hrachovy.

0. So Exhibit Number Three, then, is %v

A Is our subsequent letter after that conver-
sation wherein we again just simply re&reviewéd our prior

request, but ‘addressed it to Mr. Hrachovy.

TMR. NUTTER: Well now, Mr. Davidson, this case -
invélves the west half of the northeast of Section 36,
but. this letter is in referepce to the northeast of the
northwest of 36, which isn't these lands.

MR. KELLAHIN: 1It's the northwest of tﬂe
northeast in létter, Exhibit Three, Mr. Nutter. Maybe I
didn't -- ‘ |

MR. NUTTER: Northeast of the northwest.

A Oh; yeah, it's.a'typoéraphical error in paft

of it, Mr. Nutter, but it -- we wen£ ahead and talked about
it further down here as in this paragraph two, didn't we,
the northwest -- |

'MR. NUTTER: Well, yeah, but you were talking

about then, you were talking about a unit comprising the
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northeast of the northwest and the northwest of the north-
east, which would be an 80-acre unit runniné east-west in
the middle of the section there, and this case involves
the west half of the northeast.

A, _  Well, we correctéd that. Now, let's look at

- Exhibit Three. I think, did we not then correct it --

this letter has, it has the correct d93cfiptions, I-believe,
the northwest northeast and southwest northeast;. that
letter's --
MR. NUTTER: Okay, so prcbably what we have to

do is completely disregard Exhibit Two.

A Yes, sir, probably so. When we said in this
Exhibit Three that please disregard that prior letter.

| MR. NUTTER: ’Okay.

A So we probably shouldn't even submit this.

F MR. NUTTER: Okay.

o - @Mr. Kellahin continuing.) In Exhibit Numbe;

Three, you did ask for a unit to be formed in the northwest

- of the northeast and the southwest of the northeast?

A ' Yes, sir.
Q. As shown in paragraph two of that Exhibit, is

that correct?

A Yes, sir.
0 Did you get a response to that letter?
‘A No, we didn't hear from Shell at all in regard
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to this letter and --

0. Did you write them again?

A Yes, sir, then we wrote them Exhibit Four on
May the 22nd and we toid'them briefly that we had this
Phillips farm-out with time running on it and that if they
did not wish to farm-out to this 80-acre unit, we would
like "for them to pay their way and we s@bﬁitted an AFE
with this letter.

MR. NUTTER: Well now, how deep does Shell

own the rights, or does Shell -- Shell is indicated here

on Exhibit One as having the deep rights and PHilIips’is

the lease owner there, right?

A. Yes, sir.
MR. NUTTER: Okay, where do Shell's rights
start? :
A Well, Shell's rights start at surface yet

they have terminated an agreemént that has expired,iWhich
is Exhibit Five.
"MR. NUTTER: And we're coming to‘thét.
A Yes, sir, we're coming to that.
0. (Mr. Kellahin continuing.) But did you get a
resﬁbnse thén‘to your Exhibit Number Four?
A | Yes, Shell told us that they were not inter-

ested in participating in the well and also that they

wouldn't farm-out to us.
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0 - Did they put that in writing?
A No, sir, they -~ it was a phone call.
n Now, on your Exhibit Number Four, there are

a couple of attachments, Wwhat is the purpose of those?

A. The first attachment is to show that this
Warrior Shell State that is underlined and invoives this
farm-out that we have in Exhibit Five, has not produced
since 1973, and the other is the AFE that we sent Shell
with this letter.

0 Now is fhat the same AFE that has been sub;
mitted to other interest 0wne¥s?> )

A Yes, sir.

] And accepted by them?
A Yes, sir.
0 Now, referring to Exhibit Number'five,—would

you explain what --
A Okay, in 1969 Shell made a farm-out to Schuehle
and Yuronka in Midland, and it has a paragraph in here --

that a well was completed but it has a paragraph in here

>

2 ' .
in paragraph féur, in which it says that at such time ---

AN

in effect, it says that in such time as the well produces
then Shell can give a telegraphic or written notice and
receive ‘a reassignment of this acreage.

0. You said at such -- if Shell produces. You

mean if it ceased production, did you not?
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A Ceased, yeah, if the well ceased producing,

and we've asked Shell on several occasions in letters and
also as late as last week, had they exercised this right

of reassignment, and they won't tell us. They just say

they haven't had time to check their files.

0 Now, as shown by the attachment to yoﬁr Exhibit
Number Four, that well ceased production when?

A In 1973.

0 Now, did you contact Mr. Yuronka?

A Well, sir, we -- we set out as shown here on
Exhibit Six, we sent a letter. When we could not get
‘Shell to tell us whether they had given this notice of

cancellation. We sent'a,letter on June 16th, which is

SALLY WALTON BOYD
CERTIFIED; SHORTHAND REPORTER
Santa Fe, New Mexico 87501

Exhibit Six, to all the parties that held under the Yuronka

730 Bishop’s Lodge 'Road « Phone (506) 968-3404

assignment, and explained to them that we -- the title
was confused and we weren't sure whether they owned these
rights or Shell.

1) Well now, did Mr, Yuronka tell you --

A Yes.
0 -- who he had assigned -

A No,. we checked the Lea County records, or I

did, and then Mr. Yuronka called me and confirmed the fact

that he and Schuehle had no interest. All they had was an
‘override, but as best we know, these people that we licted

here are the owners under that chain of title.
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/\ 1 . )
0. As shown by the records in Lea County?
2 A Yes, sir.
3 0 Did you get a response from those people?
4 A. We heard finally from Mr. Nelson -- well, we --
5 Mr. Nelson from Hobbs called and he was -- he said he
6 thought his rights had expired but he didn't know, and
7 that's the only one we heard from. ;
8 0. Now, General Petroleum did not respond?
| 9 A No, sir. ’
g‘g 10 . 0 Nor did Mr. Bryant?
gggg n » :
=z €29 "B No, sir.
. B3l :
) ;';33 12 0. Now, where does Mr. --—
Q
iss 13 |
> 9 %% A. Mr. Deck? .
38
gﬁg 14 0 Mr. Deck.
; 5 ‘
15 A Okay, he --
'9, 0 Let's go to Exhibit Number Seven.
7 A All”rii;hf:‘, sir. I was in Houston on some other
8|  pusiness on June the 15th, so I called Shell and told them
19 this hearing was gettihg pretty close, and they acted quite
2 agitated that we had docketed it.
z So we then, Mr. Hartman and I got together,
2 and we wrote them this letter in which we offered them
i, 23‘. $50,000 and a 3/32nds override for rights down to 4000
» -« ' |
u feet on a 120-acres that includes this 40-acre tract that
5 would go in our unit, and we, of course, also told them

iy,
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here that we were assuming this gas would be dedicated‘to
El Paso or an interstate system. That's the only wéy we
could handle it.
0. Now, did you get a response to that proposal?
A We got a call from them in which they offered
to sell us fights just through the Jalmat on the 40 that's
involved in this -- in the forced pooling hearing,-the
northwest of the northeast, for a third of/this money .
This figures ou* about $400—p1us an acre, ﬁut we'-- and we
then called them back the next day and told them we'd
accept that if they would cut the override to a 1/16th,
and we never did hear from them again.
| 0 So then you filed.the foréed pooling action?
A Yes, sir. It was filed and we just came on
to the hearing. |
. @ Now, referring to what has been marked as

Exhibit Number Eight.

A {;Okay, sir, the biggeét owner under the'thuehle—
Yuronka assignment.that comes from Shell is Mr. Deck of
Eunicé;/ﬁew Mexico, and the reason we didn't sénd him one
of these prior letters, we have an'agreémént with‘hiﬁ ifi
he owns anything, he's agreed under this farm-oﬁt letter
to farm it out to us, and'his lawyer, thg terms are agreed

to, but his lawyer's examining it and that's why we don't

have a signed copy.

L e en s

T
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MR. NUTTER: Now, he's got a farm-out from
Yufonka and Schuehle.
A He just was assigned that -- those rights.
MR. NUTTER: Okay, he was assigned under the
Yuronka and Schuehle agrement.
A Yes, sir.
MR. NUiTER: Or conﬁfabt. Yuronka - Schuehie
have lost theirs. »
A Yﬁrénka and Schuehle ended up with just a 1/32nd
and fhey sold it to sbme other -people.
And the title went from Deck to this group of
people that we listed in that copy of the letter and Deck B
retained the bfgqest interest, 11/l6ths, Mr. Deck did.
So what we've got is two chains of title.

We've got Sheli, if the Schuehle - Yuronka assignment is

~cancelled. We've got Mr. Deck and these General Petroleum, |

et al, if it hasn't been cancelled, and Shell wan?t tell
us what they've done about it.
MR. NUTTER: Well now,;i; Shell cancéiled the =--
'if Shell cancel;, the Schuehle - Yuronka deal,:bécause
the well was abanﬁoﬁéd back in '73, does that also cancel

this otherrgroup of people -

A Yes, sir.
MPR. NUTTER: ~- and Deck's interest?

A, Yes, that cancels everybody from Schuehle and

b
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Yuronka through Deck.
MR. NUTTER: And the only thing you have left
is the Shell --
A Yes, sir, the original owner of this State of
New Mexiéo lease.
MR. KELLAHIN: The confusion is brought about

by“fhe fact that Shell woq't tell you whether they'did

or did not terminate that assignment.

0 ~ (Mr. Kellahin céntinuing.) Is that correct?
A Yes, or plén to‘or think they can or anyfhing:
MR. NUTTER: Well, I can't read what that
paragraph four says on this copy. Can =-- do you have a
copy there that you can read it?
MR. KELLAHIN: I can't read mine. I was
hoping you wouldn'i say that.

A  0kay, it‘sayé‘wheneve;”afteruthe time of com-

mencement of the said well there is neither production

from said land nor work at a wellsite in trying to obtain

or restore production, I think it's either by reworking

a well thereon or d:il}ipg a new well, for as many‘as
120 consecutive days, ;- |

MR. NUTTER: Now read that. Can't read the
rest of it there on that line.

A Yeah, it's going to say assignor has the right

by giving written or telegraphic notice to}assignee‘theréof‘ 3

il AT B kPNt A s
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and thereupon the leasehold estate covered by this assign-
ment shall/--'can't read that -- and the termination notice
revert to and be owned by Shell.

We may have to get our file copy that's in
Midland and send you a copy, because the:e's one -- there's
three words we can't read. |

MR. NUTTER: Well, what I was going to drive

at, does it take actual written notice from Shell to

.~ cancel it?

A Yes; sir, it takes a telégram or a written
lettér, that's whaf the --
MR.’NUTTER:n It doeSn‘tfjust die of its own
accord.
A No, sir. It says that Shell has to give thém
this notice. ) |
of course, we've had two'of them, Yuronka and
Deck, that their opinion is that it's terminated_andbshell
has it, but we still don't know if this notice was given,.
and theré's(no re-assignments in Lea County frbm these
people to Shell. I've checked tﬁgse recdrdé.
'MR. NUTTER: Would there have to be filed or
when -- if it reverted back to Sﬁell, would it --

~ A Yes, sir, I would think --

MR. NUTTER: Would the re-assignment back to

Shell have to be recorded?
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A. Yes, sir, you would expect it to be recorded --

MR. KELLAHIN: If the Examiner please, that's
a legal question, and I would say it would not have to be
recordéd except to give notice to other parties.

If I were representing €hell I would certainly
record it.

A Yeah.

MR. KELLAHIN: But --

A I coulé be in Shell's file in Houston, you 3
kﬁo&. It's possible.

MR. KELLAHIN; A recording of the instrument
would not affect the validity of the assignment. They
could hold it.

MR. NUTTER: It doés také a notice frdm‘Sh;ll

s

to these people to terminate it.

A Yes, sir, they have to give them written notice

or telegraphié notice.
MR. NUTTER:. And as faf as you know, they
haven't done that?
A No, sir, and 1 asked them --

MR. NUTTER: At least Yuronka -~ Schuehle

“ﬁéVer.got it.

A They didn‘tAget it, and Shell, I asked them
again as late as, oh, four days ago, 1 called them, and in

Mr..Hartﬁan's presence, and asked them that guestion again

S S
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- ' because I cbuld anticipate this muddle of these -- this
2 title and they said we haven't had time to check our file
.. 3 to tell what's been done. So we still don't know.
‘, 4 0 (Mr. Kellahin continuing.) Mr. Davidson, in
5 any event, Mr. Hartman is asking that the 80 acres be
& compulsory pooled regardless of where the ownership may
7 be. | )
1 8 A Yes, sir. o/ T
| 1 9 ‘Q. | Were Exhibits One through Seveﬁ prepared by
% EE‘; ’d you orvcori'Sist of letters directed by you and in the re;;ular
Eg%% " course of business?
e 2.8 .
,‘ “\, %g;i 12 A Yes, sir, and Mr. Hartman prepared the AFE.
: cEd2 »
>;-§ ;?E 3 I did not prepare that, but I sent it; mailed it. So
Egés 14 b e
y‘,‘lgs ‘ etween us we prepared all that.
R 15 f ‘ 'MR. KELLAHIN: At this time we”’offer in ‘evi—
16 | ‘dence Exhibits One through Seven, inclusive.
17 MR NUTTER: A‘p’plicant'.é Exﬁibi'ts One through
18 Seven vgilii‘ be admitted in"evidence.
19 ‘ MR. KELLAHIN: That's all I have for Mr.
20 Davidsor(i".
21
: 2 CROSS EXAMINATION
: 23 BY MR. NUTTER:
24 0. 'Well, Mr. Davidson, before you leave, you
% stated théi: Shell had agreed —-

~ o, S PO Uy S e . B S . - R . T s e A
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n That statement I made about the one 40 -- the
one that we're force pooling, Mr. Nutter?v
0 ~ They had agreed to sell this one 40-acre
tract from the surface down -- not from the surface down
to 4000, but only the Jalmat, right?
A Yes, sir, and I mislead you iﬁ this degree;

When they called, they éaid we've>got th:éé layers- of

ranagement and one layer will recommend this deal if you'll

take this one 40 down through the Jalmat on the 3/32nds

for the $400~plus an acre.

Mr. Hartman and I talked about it and we

Jr, ¥ v T

decided that that would be acceptable to us if e could

cut the oveéride to a 1/16th.

[0} Now the 4000 feet that you had proposed in
your letter of June 16th, was considerably'deepef than
the Jalmat, wasn't it?

A . Yes, sir, it's a little bit dééper.

a ~Well, I notice that in one létter here you --
the letter of March 15th to Shell, you were proposing that
you would cohmence a 3650-foot Queen test, so that would
be -- that 3650. feet would be well below the Jalmat and --

"B, Yes,‘we were proposing to buy rights through
the Queen and with a*liitle bit of leeway for the $400,
and you know, plus édllars an. acre and a 3/32nds override.

We thought that was a, you know, a fairly héndsome offer
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‘gical picks to start with and just to make things simple

to try to arbitrate this £hing.
0 And this way you might be able to get a well
in what pool is it here, the Langlie Mattix or what?

MR. HARTMAN: Langlie Mattix.

0 You might be able to get a Langlie Mattix-Queen
0il well then, also.

A Yes, sir.

Q Okay.

MR. HARTMAN; Mr. Nutter, the redason we made.
thé 4000-foot offer was juét, you know, to add a little
extra acreage in case there was any argument as. to geological
picks, because we'veinoticed in their records, you know,
in their dealings with Yuronka and Schuehle and, I think,

with Deck, that we did not agree with some of their geolo-

we would --
0. 4000 feet was ample to take care of all the
Queen préduction that was there.
MR. HARTMAN: Riéht, that would eliminate any

atguments,-that is correct.

DOYLE HARTMAN

being called as a witness and having been duly sworn upon

his ocath, testified asffollows, to-wit:
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= 1
2 DIRECT EXAMINATION
} 3 BY MR. KELLAHIN: —
fo
_4 0. Would you state your name, please?
' 5 - A Doyle Hartman.
6 0. Are you the applicant in this case?
7 A Yes, T am.
; _ N Mr. Hartman, are you familiar with the appli-
9 ~ cation in this case?
{ v .
gg%f 10 A.; ] Yes, sir.
gggg " 0 o rJust what is it you're proposiﬁg to do?.
; {‘} ;éé; '2v A We're proposing to compulsory pool the 80-acre
:E';é gg 13 tract located in the west half of the northeast quarter
%gg 14 of Section 36, Township 24 South, 36 East, and let that
B 15 be} dedicated to the:'Jélmat Pool in the event a conmieréiél
16 ‘well is drilled, commercial Jalmat well is drilled on that
17 tract.
18 ‘“Q. * Now, before we get into the other exhibits,
9 would you refer back to the AFE which is attached to Ex-
zoﬂ hibit Number Four. Was that prepared by you?
21 A -’ Yes, iﬁ was.
’ 2 0. And that's also the same AFE that is attached
| J 3§  to Exhibit Number Nine, is it not? |
~ 2 A That is correct.
% 0 dkay, would you identify Exhibit Number Nineé
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pate with us in'drilling the well. Fe were sending them -

Page 21

.A Okay, Exhibit Numbér Nine is a letter to all
the working interest owners that come down -- all the
working interest owners in the northeast quarter -- I mean
the northwest quarter of the northeast, that come through
the Yuronka - Schuehle chain of title, other than Millard
Deck. Millard Deck had agreed to ﬁs4to farm out his in-
terest subject to his lawyer's approval, and we had sent
him -- it was Exhibit Eight -- a copy of a farm out agree-
ment, and Exhibit_Nine is just a letter to the rest of
the wérking interest owners in the eévent they actually
owned, you know, these rights and they wished to partici-

a copy of the AFE. ;

0 ﬁow, is that the group of .people that were

discussed by Mr. Davidson?

A Yes, that's M. F. Nelson and Mr. Bryant.
Q Now, did you get a responsé from them?
E'. The~oniy response we've received actually

came through Millard Deck and it was from Mr. Nelson. Mr.

Nelson was concerned when he received notice of this

‘forced pooling that we were trying to take his acreage

away from him in the northwest quarter of Section 36.
I explained to Mr. Deck that wasn't the case

and, you know, he could either join us in drilling the

well or, vou know, farm out his interest on the same terms
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that we were offéring Deck.

0. Now, your AFE, is that based on your drilling

experience in the area?

A Yes, it is, and sometimes a well will be a
slight amount cheaper but these are very realistic costs.

0 Do you feel they'ré reasonable?

A Yes, I do.

0 Now, referring you to Exhibit Number Ten,
will you identify that exhibit?
A Exhibit Numbér Ten is an AFE -- not an AFE,

but a model form operating agreement that we would:be --

s ,
. . . i .

- o o - ~ N - B IRV -~ L~ Av v asdea e
we-would enter into with either Shell or-any other partici

0. Now, does that make provision for cost of
supervision?

A Yes, it does.

0 And what are thosevcosts? '$

A Okay, we are -- $1500 per-well drilling well
o%erhead rate. By the way these costs are listed under
Exhibit C of the operating agreement.. $200 éer well,
producing weli overhead; and the overhead rates do not

‘include field supervision.

o Do you have no charge for field supervision?

A We charge separately for field supervision.’

1S

Q Apd what charge is that?
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1 A It typically, I use a consultant on all our

2 work, and his bills average $250 per day. That's his fee

3 plus expenses. e i

| 4 0 That's while he's working? ?
5 4 A That's while he's working’on location.
6 MR. NUTTER: Well, that's directly cha?geable
? to the weil‘s operating cost, though,‘isn‘t'it? ,'m~¢§;

é : 8 A Well,'that'sféorrect. That's what we're im-

E' 9 plying, it is oﬁerating cost.

f g§§ 10 MR. NUTTER: And these are combined.fixed

’ Eg%% 1 . rdates that you don't have to justify or keep account of?

o g%;;: 12 A Yes, sir. .

; zggg 13 Q So you're talking about $1500 a da}é for a

‘Z-'E-éé 14 drilling well --
»gE ng we
d 15 A That's $1500 per month.
i 18 0 I mean per month, and $200 per month for
‘ 17 supervision of a producing well.
<18 A Right.
19 0 {And that's your normal rates?
20 YA Yes.
‘ 2 Q Is this a standard form of operating agreemenﬁ?ﬂ
22 A | Yes, sir.
C*W 23 0 Has it been accepted by the other interest

| i;}, 24 owners?

25 i A Well, as of this point we'Qe had no one join
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Page

us but it's --

0. Mr. Deck has approved it, in the event he does
join you?

a Well, Mr. Deck said he was going to farm out.
Right.

Q Now, referring to Exhibit Number Eleven, would
you ‘identify that exhibit, please?

A Okay, Exhibit Number Eleven is the -= is, I
guess, aaweil schemétié én the east offset to éur propoSed
location. This well wasioriginally -~ it's called the --
it was originally drilled by R. Olsen 0il Company and it
was named-the McKinney No. 1. It was drilled to total

depth of 3500 feet in the Lahglie - Mattix out of the

Seven Rivers and the Queen interval for initial poténtial

‘of 9 barrels of o0il per day and 2-million cubic feet of

0 Now where is that well ‘located with reference

to your proposed location on the --

A ‘QOkay, it's the east offset. .

uQ A direct offset?

A That's right, it's a direct east offset.

Q Now, what happened to that well?

A Okay. The reason we're -- that we've included

this as an exhibit and we're concerned about this well,

in approximately 1969 Texas Pacific requested and received

O T TP T T T T VT T s T N Sy EO NPT
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approval to convert this well to a water disposal well out
of the open hole interval below 3140 feet, 3148 feet, and
as o> this -- as of May of this year, the well had a cumu-
lative water disposal injection of 6.167 million barrels of
wat€r, and the current injection rate is approximately

4000 barrels per day at 715 psi.

0 And injection is still going on?

A That is correct.

Q Now have you drilled any other‘wells in this
area?

A. Yes, in this -- in both of these .pools, the

Langlie - Mattix and Jalmat.

0. Now, did you encounter wéter in any of them?
A We have encountered some water problems and
our experience has shown us -- that's one of the reasons

. we staftgd checking this well out, is to make sure no one

was injecting water into one of our pay zones around us.

And it scared us quite a bit when we actually

- saw what -~ th much water they had injected.

MR. NUTTER: When did they start injecting iq
that well?
»E; 1969. This is the information'Mis. Carpenter
gave me down at Hobbs.
0 Now if you drill the well at the location you

propose, is there a chance you could encounter the water
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Page 26
thgt has been injected into this well?
A Yes., As a matter of fact, any place on that
40 in that lower -- lower part of the Seven Rivers, there's

an excellent chance we're going to encounter water.
Q That would then be in the Langlie - Mattix

Pool, would it not?

A Well, in the lower part of the Jalmat gas pool,
also.

0. >fMore in Jalmat?

A \ Right.

Q Does that increase your risk in drilling this
wéil?

A ,Weil, I think it increases the risk because

6-million barrels of water is pretty hard to account for:
even, you know, in those zénes, and -our -- that's the
;easonAwe'fe asking for a non-standard location, éonthét,
we can get as far away from, you know, the injéctionkthat's
occurred there.

0 And you feel the location you have chosen
would beét avoid the watéf, if possible?

a0 It woﬁld.best avoid the water from this well
other than say in the southwest of the northwest, but also
wells, say thé;Vell in the southeast of the northwest on
this bther Sheli tract, they've had water problems, too,

so we would -- we're trying to -- we feel like gettinéﬁup

gt

E3
¥
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in the extreme northwest corner of our tract would allow us

to get away from the water as likely as any other location.

0. Now under the circumstances you've outlined,

what do you feel is a yeasonable risk factor for drilling

this well?
A Well, considering the fact that there are very

few good producers in Section §6, or at least in this por-

tion of Section 36, and the possible water problem, I

think Ixfgel like we should receive the maximum penalty
allowed by the Commission.
0 Do you ask that the Commission designate you
as the operator of the %ell?
A Yes, T do.
0 Were Exhibits;Nine through Eleven prepared
by you or undef'you: supervision?
A That's correct.
MR. KELLAHIN: At this time we offer Exhibits-
" Nine through Eleven, ‘inclusive.
MR. NUTTER: You didn't offer Eight awhile ago.
You got through Seven. ™ |
,, MR. KELLAHIN: I didn't? Well, at this ‘time
I would like to offer Eight.

MR. NUTTER: So it's Eight through Eleven.

MR. KELLAHIN: Eight through Eleven, thank
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MR. NUTTER: Will be admitted in evidence.

CROSS EXAMINATION

BY MR. NUTTER:

0 Aer. Hartman, I don't know if you discussed it
or not, I may not have been listening --

A Okay.

fg -- but this Petco 2-Y, which is immediately
soutﬁ of this Texas‘Pacific injection well, disposal well,
it's noted here on the Exhibit Number One that it's a dual
completion. Is it a Jalmat gaé well?

A The upper part is.

Q Does it -- has it been affected by the dis—
posal of water into the’No. 1?

/

A I'm not exactly sure. It is a poor producer

_but it does make gas. It hasn't been affected drastically. . |.. 3

R

'Maybe if you use pumping equipment youvéauld overcome the
problem, but in the lower portion they have. I called \
Petco last Thursday and talked with the production Super-
iﬁtendént in Breckenridge, Texas, about this problem aﬁd

he said it -- the lower was shut in and that they had been

watered out several years ago.

0 Well, that's in the Langlie - Mattix well.
A Yes, that is in the Langlie - Mattix.
0 And he didn't -- he indicated it's still pro-

3\. A [
IR o v TP i PV R
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ducing from the Jalgat, though?

A It is producing from the Jalmat ;hd I checked
the production records and it produées, you know, from
month to month approximately Mcf per day to 50 Mcf per day.

0 Now what about other gas wells in the Jalmat
in this area? 1Is the Shell well over here in the southeast
of the northwest still producing?

A, ' No, it's not. That's the one that was aban-

doned in 1973 that, you know, we listed in one of those

exhibits.

Q. How about the one up here in the northwest
northwest? |

A Okay, tha£ is a éood producer but it is now

classified as a Jalmat oil well. That's sort of a reef

well., It préduced -- it's been an excellent well. It pro-

duces approximately 450 Mcf ofrgééﬂpérAdqy and I believe | =

about 22 barrels of oil per day. That was, you know,
that was last year's average production{ |
f
0. And then there are no othér gas wells until
you get up here into the north half of the south half:bf
Section 25, which are good half a mile away.
A Well, as a matter of fact, I own an inﬁerest

with Burleson and Huff in the southwest of 25, and our well

in "the southwest southwest of 25 there is a very poor pro-

ducer also.
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0 I see.

A And we're preséntly deepening the well in the
northeast of the southeast or of the sduthwest to a Langlie -
Mattix, and one other point I'd like to make.

In the No., 2 Harrison'that listed there in
the southeast of the southwest,'we drilled‘that well, I
guess, in approximately‘Februéry and completgd that in the
Langlie -~ Mattix and we're now flowing about 120 barrels
of water per/day. We thought that was real Strange when
we first drilled it and then when I got to checking, this
well over here, thathexas Pacific well, I think we realized -
that céuld be where part of thewpuéh'is coming from.

0 Well now, is the Texas Pacific disposing into
the Jalmat or the Langlie - Mattix?

A~ They're disposing into both, lower Jilmat and

Langlie - Mattix.

0 Disposing into both, I see.
A And we're probably at this point just going
to have to -- our pay is going to,have to be produced, you

know, at the interval above where they're disposing dfiit,
T don't believe there'é any way we could ﬁake a well —--

Q. "Well now, is that Texas Pacific well an in-
jection well in a waterflood project’or is it a”disposal
well? |

A It's a disposal well.

R n L i R A P s e i byt R
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Q. ‘Into two -- into two reservoirs, Jalmat and
Langlie - Mattix.
A That's correct. That is correct. And that

water is coming from the Watkins and Woolworth leases in
Sections 26 and '35, and I think they're gathering water
from other operators in the area.

0. When would you know, Mr.’Hartman, who's being
pooled here, whether it's Shell or whether it's this group )
of people? i

A 'We're hoping that theyAQlii -

MR. DAVIDSON: ~We'd like to get an order, :if
we get one at all;ffofce péoling both groups, Mr. Nutter.

MR. NUTTER: Well, the order, if entered,
wouid be directed to all mineral interest owners, but we
would like to know who we;re entering an order -- who Wéire
directing that --

MR. DAVIDSON: ﬁeli, I think if the order
comes out, then Shell is going - to teil us something.

We just have not been able to get them to tell
us  the éffect of this hard to readfparagraph in that -- in
that assignment.

MR. NUTTER: Well now, the other Mr. Kellahin
sent us a supplemental letter to this:application on Jﬁne
15th, Mr. Kellahin, and he stated;‘"Please continue tﬁe

above referenced forced pooling case so that the following
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L% additional nonconsenting interests can be served with

21 notice." Then he listed Millard Deck, General Petroleum,
3 John Bryant, M. F. Nelson, John Yuronga, R. G. Schuehle,
4 and Warrior, Inc.

514 | Now afe those all of the people that have an
6 interest in the case that Shell doesn't have?

7 MR. DAVIDSON: Yes, and the Yeason Warrior's | nzi

8| in thére is because we're not sure in talking to Deck if

.9 he included Warrior -- this acreage in his Warrior cénveyance ;}
ofd 10§ that he made. ‘He's not sure and we're not sure. It's not
>E o
- 05 8%
QEE;S "N of record.
Zoéé | |
:§§§ 12 MR. NUTTER: So we're not sure of whether Deck .| .-
<538 , ' i .
,;_‘g' §s 3} has an interest or not and if he does have we're not sure
- €
SE 23 _
<L S 14} how much interest he's got and how much he may have con-
"y 5 . Y :
8 ‘ - o
= 15} veyed to Warrior and some other people.
16 MR. DAVIDSON: All we know is that we've
" either got Shell 100 percent or this group of people 100

18 percent. But we don't know the effect between the two

19 groups.

20 MR. NUTTER: And you don'£ know thefeffect

2 with’in the group.’ |

22 MR. DAVIDSON: Well, the only difference in
the ownership within the group would be that there's a

24 vague, vague possibility that's pretty remote, that Warrior

25| has Deck's ‘intérest, but we don't think so. We don't see

e e T it T e e e i e S R
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a conveyance in Lea County, and he doesn't think so, buf
we know he conveyed all his property, supposedly to Warrior,
but he probably left this one out because he and Warrior
thought Shell had it back.

MR. NUTTER: He didn't know for sure he had
it so he hasn't conveyed it?

MR. DAVIDSON: Yes, sir. That was the only
reason we put Warrior,in.there.

A Mr. Nutter, also if you'll notice in Exhibit
Number Four, on the second’ page"f‘r@'é?é”‘v“aé""é’é’f‘f‘df"“—“—""‘Wé VVVVVVVVVVV
brought this point out about the Warrior - Deck situation
in our nex;Hto the last>paragraph 6f that letterf-and-at ’

MR. NUTTER: Which exhibit is that?

A This is Exhibit Four. This is t§ shell 0il

Company of May 22nd. |

At that time Shell, you know, could still n6t -
‘étill‘havén't told us, bﬁt they hadn't told us that fhEy
had not asked for it back, but we Aié'bring this point “out,
you know, about that possibility.

This is where we wefé sort of asking th;m to
at ieast let us know who owns it.

MR. NUTTER: Okay, are there any other ques-
tions of Mr. Hartman? He may be excused.

Do you have anything further, Mr. Kellahin?

¥

R L T T AR R L R




SALLY WALTON BOYD
CERTIFHED SHORTHAND: REPORTER

730 Bishop's Lodge Road: = Pione (505) 988-3404

Santa Fe, New Mexico 87501

10

1"

12

13

14

15

Page 34

MR. KELLAHIN: That's all we have in this case.

MR. NUTTER: Does anyone have anything they
wish to offer in Case Number 62642

Take the case under advisement.

(Hearing concluded.)
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2 REPORTER'S CERTIFICATE

A I, SALLY WALTON BOYD, a Court Reporter, DO HEREBY

5 CERTIFY that the attached and forgoing Transcript of

6 | Hearing beforeﬁﬁhe“oil,Conéervatibn”Diﬁisioﬁ‘Wasnreported

7 | by me; that the said transcript is a full, true, and correct
g | record of the hearing, prepared by me té the best of mf

o | ability, knowledge; and ékill from my notes taken at the

10| tinme of the hearing. |

11
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STATE OF NEW MEXICO

ENERGY ano MINERALS DEPARTMENT

OIL CONSERVATION DIVISION

~ July 18, 1978

My, Jason Kelléhin

" Kellahin & Fox

Attorneys at Law
Post Office Box 1769
Santa Fe, New Mexico

Dear Sir:

CASE NO. 6264

POST OFFICE BOX 2060
STATE LAND OFFICE BUILDING
BANTA FE, NEW MEXICO 87501

(505) 827-2434

ORDER NO. R=27/%/

Applicant:

Doyle Hartman

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

JDR/fd

i

Copy of order also sent to:

Hobbs OCC x
Artesia OCC X

Aztec OCC k
Other
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STATE OF NEW MEXICO
ENERGY AND MiINERALS DEPARTMENT
OIL CONSERVATION DIVISION
State Land Office Building -
Santa Fe, New Mexico
21 June 1978

EXAMINER HEARING

IN THE MATTER OF:

Application of Dyle Hartman for
compulsory pooling and an unortho-
dox gas well locatlon, Lea County,
New Mexico.

L . " S

. BEFORE: Richard L. Stamets

TRANSCRIPT OF HEARING

APPEARANCES

For the 0il Conservation Lynn Teschendorf Esq.
Division: A Legal Counsel for the Divisionl-
State Land office Bulldlng

Santa Fe, New Mexico 87501
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MR, STAMETS: Call next Case 6264,

MS. TESCHENDORF: Case 6264. Application of
Doyle Hartman for compulsory pooling and an unorthodox
gas wéll location, Lea County, New Mexico.

The applicant has requested that this case
be continued until the'July 6th Examiner Hearing.

MR. STAMETS: The case will be so continued.

(Hearing concludéd.)




(505) 968-3404

New Mexico 87501

SALLY WALTON BOYD
Santa Fe,

. CERTIFIED SHORTHAND REPOATER
730 Bishop's Lodge Road' ¢ Phone

e o o

TR

10

1"
12
13
14
15

16

17

18

19

2

23

24

REPORTER'S CERTIFICATE

I, SIDNEY F. MORRISH, a Court Reporter, DO HEREBY
CERTIFY that the foregoing and attachéd Tfanscfipt of
Hearing before the Oii Conservation Division, was reported
by me; that said transcript is a full, true, and correct
record of the hearing, prepared by-'me to the best of my
ability, knéwledge‘, and skill from my notes taken at the

time of the hearing.
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STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
OIL CONSERVATION NIVISION
State Land Office Building
‘Santa Fe, New Mexico
21 June 1978

EXAMINER HEARING

IN THE MATTER OF:

Application of Dyle Hartman for
compulsory pooling and an unortho-
dox gas well location, Lea County,
New Mexico.

BEFORE: Richard L. Stamets

'TRANSCRIPT OF HEARING

APPEARANCES

CASE

6264

i R e e T e e e

For the 0il Conservation

Divils_ion‘ :

 *Lynn Teschendorf, Esq. 5
- 1legal Counsel for the Division
. State Land Office Building
. Santa Pe, New Maxico 87501




Page 2

MR. STAMETS: Call next Case 6264.
2 MS. TESCHENDORF: Case 6264. Application of

3 Doyle Hartman for compulsory pooling and an unorthodox Aj

4 gas well location, Lea County, New Mexico, - ” | B
The applicant has.requested that this case

8 be continued until the July‘Sth Examiner Hearing.

e 7 MR. STAMETS: The case will be so continued.

81 (Hearing concluded.)
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CERTIFIED SHORTHAND REPORTER

730 Bishop's. Lodge Roed s Phone (505) 986-3404 '

Santa Fe, New Mexico 87501,

@

10

1

12

13

ability, knowledge, and skill from my notes taken at the

Page 3 —

REPORTER'S CERTIFICATE

I, SIDNEY F. MORRISH, a Court Reporter, DO HEREBY
CERTIFY that the foregoing and attached Transcript of
Hearing before the 0il Conservation Division, was reported
by mé; that said transcript is a‘fqll; true, and correct

record of the hearing, prepared by me to the best of my’

time of the hearing.

Sidney F. Morrish, CSR




STATE OF NEW MEXICO
ENERGY AN MINERALS DEPARTMENT
OIL CONSERVATION DIVISION

IN THE MATTGR OF THE HBARING
CALLED BY THE OIL CONSERVATION
DIVISIOHN FOR THE PURPOSE OF
CONSIDERING:

CASE NHO. 6264
Order llo. R-5767

APPLICATION OF DOYLE HARTMAN FOR
COMPULSORY POOLING AND AN UNORTHODOX
GAS WELL LOCATION, LEA COUNTY,

NEW MEXICO.

ORDER OF THE DIVISION

BY THE DIVISION:

This cause came on for hearing at 9 a.m. on July 6, 1978,
at Santa Fe, New Mexico, before LExaminer Daniel S. tutter.

~ NOW, on this 17th__day of July, 1978, the bivision
Director, having considered the testimony, the record, and
the recommendations of the Exaniner, and being fully advised
in the premises,

FINDS:

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

(2} That the applicant, Doyle Hartman, seeks an order
pooling all mineral interests in the Jalmat Gas Pool underlying
the W/2 NE/4 of Section 36, Township 24 South, Range 36 East,
NMPM, Lea County, New Mexico.

- (3) That the applicant has the right to drill and proposes
to drill a well at an unorthodox location 330 feet from the
North line and 2310 feet from the East line of said Section 36.

(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 welis, to
protect correlative rights. and to afford to the owner of
each interest in said unit the Opportunity to recover or receive
‘without unnecessary expense his just and fair share of the gas
in said pool, the subject application should be approved by
pooling all mineral interests, whatover they may be, within
said unit.
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5 Ordexr No. R-5767

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

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

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

(2) 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 interast owner that has paid his .
share of estimated costs should pay to the operator any amount
that reasonable well costs exceed estimated well costs and
should receive from the operator any amount that paid estimated
well costs exceed reasonable well costs.

(11) That $1500.00 per month while drilling and $200.00
per month while producing should be fixed as reasonable
charges for supervisicn (combined fixed rates); that the
operator should be authorized to withhold from production the

proportionate share of such supervision charges attributable

to each non-consenting working interest, and in addition

thereto, the operator should be authorized to withhold from
production the proportionate share of actual expenditures
required for operating the subject well, nct in excess of

:hat are reasonable, attributable to each non-consenting working
nterest.

(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 tha operator of said pooled
unit to commence drilling of the well to which said unit is
dedicated on or before October 1, i978, the order pooling
said unit should become nill and void and of no effect
whatsoever.




A PR v

A5 rA L A A MR N )

-3~

i Cagse No. 6264

Order No. R-5767

IT IS THERFEFORE ORDERED:

(1) 4vhat all mineral interests, whatever they may be,
in the Jalmat Gas Pool underlying the W/2 NE/4 of Section 36,
Township 24 South, Range 36 East, Lea County, lew Mexico,
are hereby pooled to form a non-standard 80-acre gas spacing
and proration unit to be dedicated to a well to be drilled
at an unorthodox location 330 feet from the MNorth line and
2310 feat from the East line of said SeCuion 36.

/)L

PROVIDED HOWEVER, that the»opera_o; of said unit shall
commence the drilling of said well on or before the first
day of October, 1978, and shall thereafter continue the
drilling of said well with duve diligence to a depth suffic1ent
to test the Jalmat Gas Pool;

PROVIDED FURTHER, that in the event said operator does not
commence the drilling of said well on or before the first day
of October, 1978, 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, sald operator shall appear before the Division
Director and show cause why Order (1) of this order snould
not be rescinded.

(2) That Doyle Hartman is hereby designated tihe operator
of the subject well and unit.

(3) That after the effective date of this order and within
30 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-congenting
working interest owner shall have the right to pay his share
of eastimated 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 pro-
vided above shall remain liable for opérating costs but shall
not be liable for risk charges.
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{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 pivision and the Division has not objected within 45 days
following receipt of said schedule, the actual well costa
shall be the reasonable well 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 hearing.

PRtv—

(6) That within 60 days following determination of reason-
able well costs, any non-consenting working interest owner
that has paid his share of estimated costs in advance as
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 reason-
able well costs.

(7) That the operator is heraby authorized to withhold
the fo;;qwiﬁg costs and charges from production:

(A) The pro rata share of reasonable well costs
attributable to each non-consenting working
interest owner who ha&s-not paid his share of
estimated well costs within 30 days from the
date the schedule of estimated wall costs is
furnished to hin.

(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
interast owner who has not paid his share
of estimated well costs within 30 days from
the date the schedule of estimated well costs
is furnished to him.

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

(9) That $1500.00 per month while drilling and $200.00
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

R N R e S A
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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
reasonhble, attributable to each non~consenting working
interest. o

(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 oxrder.

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

(12) That all proceeds from production from the subject
well which are not disbursed for any reason shall be placed in
escrow in 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 90 days from the date of this order.

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

' DONE at Santa Fe, New HMexlco, on the day and year‘heréinabove
‘designated. :

TATE OF NEW MEXICO
L CONSERVAT IVISION




JAMES A. DAVIDSON
Oil & Gas Propertics EXHIBIT

; £. 0. BOX 494
: ’ MIDLAND, TEXAS 79702

{9215) 682-6482 ~ OFFICE
694:3472 — RESIOENCE -

DOCKET NO.

AR March 7, 1978

,2’11
//ﬁff/ ! Re: Farmout Proposal
, 2, ” Lea County, New Mexico
Shell 0i1 Company -~”//’///:D/

P. 0. Box 991 s 1o

Houston, Texas 77001 L q

K Attn: Mr. Joe Teague = o ' |
' - Mid-Continent Land Dept. ’ :

; ' -Gentlemen:

Please consider this letter as my proposal for a farmout of your fo]lowxng
lease with the terms set out below: :

" NE/4 NW/4 Sec. 36, T-24-S, R-36-E, Lea County, New Mexico

1. Operator to comence a 3650"Queen test on NE/4 NW/4 Sec. 36 within
,90 days from date.

2. 1In the event the we]] is comp]eted as a Lang]1e Matt1x producer, it
would earn all rights from surface to 100*' below total depth drilled
as to the above described 40-acre tract.

In the event’ the well is. completed as a Jaimat (gas) producer, 1t

would earn ‘rights from surface:to 100" below total depth drilled as
to the above described 40-acre tract. In this case the lease would
be dedicated to an 80-acre Jalmat unit consisting of NE/4 NW/4 and

NW/4 NE/4 Sec. 36.

Shell to retain a 28% of 8/8 override, absorb1ng all royalty and-‘other
burdens so operator would be assigned a 72% net revenue interest. This
override subject to proportionate reduct1on in the event your lease

is dedicatéd to an 80-acre unit.

Thank you and p1easej1et me hear’

L]

36- Ads- 3G€

¥ anist e et e




JAMES A. DAVIDSON
Oil & Gas Propertics
P. O. BOX 494 EXHIBIT

MIDLAND, TEXAS 79702
{915) 6826482 — OFFICE . DOCKET NO.

€94-5572 -~ RESIDENCE
March 15, 1978

R S TR AL 2R S A

Re: Farmout Proposal
Lea County, New Mexico

Sheil 011 Company 7
P. 0. Box 991
Hcuston, Texas 77001 BEFORE EXAM!NERNUTTER

IL (’ONSFR\’A!ION AMISSION
_EXHIBH NO.

v ,____Qz

Attn: Mr. Norman Hrachovy
Mid-Continent Land Department

Gent]emen.

Reference is made to my letter -of March 7, 1978, addréssed to the

" attention of Mr. Joe Teague and my phone conversation today with
Mr. Teague, both concerning a Queen farmout of NE/4 NN/4 Sec. 36
T-24-S, R-36-E.

Please do ﬁot -consider further the above noted letter and, in lieu
thereof, your consideration of the following: farmout w1]1 be
appreciated:

G N - R

T am.in-the- p"CC..SS“Sf‘»CCE‘:V‘mg‘:‘u’ian ‘management approval Tor a

farmout from-Phillips of SW/4 NE/4 Sec. 36, T-24-S, R-36-E, and
I propose to you as follows:

1. Operator to commence a 3650' Queen test on Shell acreage cover1ng 1
~-NW/4 NE/A4 Sec. -36 within 90 days from date, )
2. 1In the event the well is completed as a Langlie Mattix producer, g
it would earn all rights from surface to 100' below total depth '
~drilled as to the above described 40-acre tract..

In the event the well is conpleted as.a Jalmat (gas) producer,

it would earn rights. from surface to 100' below total depth
drilled as to the above described 40-acre tract. In this case
the lease would be dedicated to an 80-acre Ja]mat unit consisting
of NW/4 NE/4 and SW/4 NE/4 Sec.- 36.

3. Shell to retain a 28% of 8/8. overr1de, absorb1ng a1l royalty and
- other burdens so operator would be asszgned a 72% net revenue interest.
This override subject to proportionate rediction in the event your
lease is dedicated to an 80-acre unit.

Thank you and please let me hear from you.

Very truly yours,
f

'4

Mozt
. /{: ames A. Davidson
o /hw 5l - ‘743/__ 34 »
NES) NW/d |




JAMES A. DAVIDSON EXHIBIT
Oil & Gar Propeérties
P. O. BOX 494 DQCKET NO.
. MIDLAND, TEXAS 79702 e
{915) C82-6482 — OFF ICE

e p——
¢94:5472 — RLSIDENCE May 22, 1978 BEFORE EX (\'\A"\FR h‘aUTTER

CoNgrp\v\TloN COMmlY QION
TXRISIT RO, :{ —
s o ;,zedlf...-,i ‘

e A
e i

Shell 0i1 Conpany
P. 0. Box 991

Houston, Texas 77001

Re: MNW/4 NE/4 Sec. 36,
T-24-S, R-36-E,
Lea County, New Mexico’
. {Your NM-1206 State)

Attn: Mr. N. J. Hrachovy
Land Department
Mid-Continent Division

Gent]émen:

Reference is made to your letter of May 9, 1978; regarding'my previous
request for a farmout.

~ We now have a farmout from Ph1111ps cover1ng the SW/4 NE/4 Sect1on 36,
T-24-5S, R-36 E, and we respectfully propose the following:

1. Shell to farmout the NW/4,NE/47§ect1on 36, T-24-S, R-36-E, with
Operator to drill a 3400-feet Jalmat test within 90 days from
date of agreement. The proposed well:will be located on' the
Sheil’s 40-acre tract which comprises one-half of an 80-acre
conmun1t1zed gas unit cons1st1ng of the W/2 NE/4 Section 36.

Completion of the well a
tc'!eﬂ' halmug. t:'l, Ae 14

M sy “ur L1

override (whlch'would b proportionately reduced to She]] s
interest in the 80-acre un1t§, absorbing all burdens so we
would be assigned a 75% NRI lease.

s a commercial producer to ‘earn- surface
h. wuith Shall: mo+:1n1ng a2 1[8 AF QIQ e e

Iy LR Ull\-ll;l\-\oull s

It should be noted that if given a cho1ce we wou]d prefer to
drill a-3600-feet Queen test on_ the requested 40-acre farmout
tract with the added opportunIty of earning the Langlie Mattix
0il and gas rights as well as the Jalmat rights if the proposed
well is conpleted as a Langlie Matt1x producer. The assigned.
rights in this case would include ‘both 0i1 and gas and would

. extend from the surface to 100 feet below total depth. For .a
Langlie Mattix completion, Shell would receive 100% of ‘the
retained override.

2. If Shell elects not to make a farmout, ‘I request that Shell
~ participate ‘in the well, with Doyle Hartman, 508 C- & K Petroleum
Bidg., Midland, Texas 79702 being selected as the operator.

In this regard, enclosed is AFE. I will forward a mdel form _
Operating Agreement as soon as you notify me that you agree to
part1c1pate

=24 20 _ o
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Shell 0i1 Company
May 22, 1978

3. In the event néither of the above options are acceptable to Shell
I will be required to make application to the NMOCC for Force
Pooling. I plan to docket this hearing within 7 days from date.
This action would become.-necessary so that the proposed well
could be assigned a sufficient gas allowable to Jusb1fy the
drilling of a well .

In this regard, it might be noted that your royalty owner is the
‘ CTate 0T New Mexico.

In closing, it is my understanding that the requested farmout tract as

to rights prev1ous]y assigned to Millard Deck (now Warrior, Inc.) has
reverted to Shell. From an earlier telephone conversation, you indicated
that the subject tract would revert to Shell upon cessat1on of production.
A review of the New Mexico 011 & Gas Engineering Committee 1977 Production
Annual shows the Jalmat well al]ocated to this, tract (Shell State No. 2)
last produced prior to June, 1973. "Should we be in error ‘in this regard,
we will name both Shell and any of its assignees and their successors in
the Force Pooling app]icatibn. . :

]Eabc et we-hear yuu within 7 uay: “from the “date of tiris etter.”
In the absence of a rep]y, and as above noted I w111 docket the Force

Pooling hearing.

Very truly yours,

James A.-Davidson

JAD/hw

cc: Mr. Jason Kellehan
P. 0. Box 1769
“Santa Fe, New Mexico 87501




AR I AN N A |
¢« o

"--t'--.—a-a----c-.o- srstssessessrrone

AR ALLE N A R Tt

Jan e (234 ey (33 e I (XA A

[ A ]

LR A L R T T PN TR L R R LR R L AR AR AR A g

e 8t ° sy
:'I :;;}z'ﬂ. :‘: .‘5:: "'"h"' :Q 100 »r [ L 1A Tes ane ayn (118 "y ary PETRITLY
. W ¥ we 11 O 2h 'Y PEY M o M w¥ 0 "1
Y I8 I T, - yeaty 2180 NYILLY sAten
[ K v’l;-!g'"’;_l‘; 1IN 1v598 nan 1en AL AR LI
".;ll;l;s\t' 6:} 10:, so;g LY R ] (131} 1830 1} I ane ey YY1} "0 LL2A} )o-:: 4015V 2
v
] 497 A23% 4829 4\D§ 4539 [13) 43%e JeAS 4908 Neny anss LY RS 4avanryr s
7110233 kef S04 \ »n S 1T SR 11 S IR 1 f a? o N tow
e
':N";'Ztl“' (13} [ 3] " °” [ 3} L] ] (3] > 3] [} any 210108
PIT D 1A
) ALY ©PON, PREPE TN ATy LR EATEIY)
'!i;’;zu;! §n§ ::l{ 'l:h. IR ‘kovu S84 VoA ial] h11} %34 [(1]] 1870 10%9 1928 1hte0 :m::::
2 a e
£:ﬂg;:{i;l 6!1 19 UL £ 311 132 12 108 240 19 AL} 180 110 rn AeAY
r{mPirY TN1AL OV - - i N YINg
) AR 425414 3BYSAD ALMAS) AASIIA 4aL218 ARARPE  Aneay SARRA  A7AYIN  4NGOAN  E3NBPT  AARINY  ANRTALT 24NN 2ARS
|u$ L0 A2 Dig "o (117 .10 At; ’ (Y3} do ny a0a (L} TR
IHCFI.‘::‘-?.::: se;tf“ P—— L T P P P T TP T TR YT T TR
N &
3 » 304 O ] 284 s 208 19%7 7952 TIAAL 1TA0N4?
wmaaasee gy Bp L B} S ¢ S * S 3 S £ i W™y Tah
Illl?l !(1:‘5 ;i}l“mlm mv"ﬁuuou 08O RLPEIIRLIOIIROINERS PPPLILEIONRDEDNARINDL
N LT NECOMPLENID YO LANGLIE RatTiz T Sva§ © RO AYaG < 1218817
FSNI22ARNY 4 JONE MRANDONED 1IYNe g
3 ALV 8:3 PECOMPLENED TN .llthl! mATT1Y ) PWAS D COBYANRG |q~\;::
'F"\? $2981\7F (A PELONPLERED IO LARGLIE RATYIXY 3 RV®S @ f"l_"IUQG . 1n1Qe?
(1] .
COWPANY IFTHY 6:& aenalls
wapt tog "::_ I Y R R T Ty Y T T I T Y Y T Y )
’"'5}\};:"rl 688 1 28T ovrn, PRINE 1N &/77) 5 3 14,997
wreLNJIrC EN[anY (NeP P EPSO NN ITRREISRARNNEDOIRNEE PRI NINRIRORS
"""r 3:4‘1![ (131 2180 1R LY 1rre 1750 1387 151% 2°71% 2144 2)1A 19389 “:‘"
G it P '?.“ AARATRY
¢ JI“’I&)E{“! ¥y m a8 130 [P2) 1%4 ns 326 272 212 ted 21} 244 2992 1Rk
< ) 17484
PPty 1081 3:% i 148 2296 2019 2038 20na LYY 1439 1787 LYY FZYY ) 22 1219 I‘H'll)z
SewIne 3IrF s 1GAS) UANANOPNEC])
AP A R Y T 1)
oSSR X
< » -
s1e S3%F GA PLUGCING 39PRIVED " 1974 . N ASEO
1718 @53 ﬂlt ol . AND?
JUSTIC CLNBIFTA (PRCRATEDR FAS) on TN 3
PeeRERsAeCENASERGTEN ST St Smer st RaAARRERSEAn
apeoApA ..:‘E"zp-'op‘1|"j . P SN re T BN EENeRNeetEERRLRIRRTIRINI GO PORES
"A;z ;ss;;)f‘nls (151] 106z L1} ] T420 1922 12261 10419 (353} T02 11474 AB1Y pRIY 11604 1807208
2TLAnTIC P IrHbTELD TCvPany -o-.---.-u.-.--.-...o--o.oo--...om--oo-onf.o )
l""l‘.;l;l ‘;1! G4S 14346 12770 13102 13134 49010 1343 wuist 11302 127¢t ) 8é 120168 6239807
CITIIS ;F.v"cf CCHPARY 4-_.---}...- se0nsss0ensssrnanccesesdcs ool
HEDEIS 25e2rs mes  mLucGiun sepenvED 173 2113097
':';}_' "“.‘"lfs'l coup ANy L Y T Ly L Y Y L T o e Y YT )
STATE 3235300 6as  Lasy eacn. eriom 1D or7y S 11m3804
: LT oL . p$154
L .::c .I‘.:'F’Ef“llf‘s CNaeaNYy sssevrrsy L X 2 A S XS P TS I A T R DA T R T R e T Y Y Y
Ca®g SCN
» 'y 741862 22106 23357 22264 21410 23269 23100 22743 2088 19553 20708 22497 2ATSTS Alenega
l'?‘.ZS.S TE 5"E .: 1 ; 23e in 193%8
II}les:1l [139 1700 7664 3437 1 MY si1se s ey s71e Ine 299} 217 2747 IRYNT s1rney
] 17y 179 13350
Tlredny ¥LTAL 21% 26871 24770 26994 29745 2479% 28844 8297 2%9%82 4900 27644 23483 5248 !n4svz( 1031142
‘-'"!'E-,'-"3}-'5"“"' ’ [T LTS YT I TP TTTY D1 T Y TP T PPy Y P Y
i 8 CnATfS £ - ek
. F ana L] 2451574
lﬂ"?l)}i?’l( g‘E oM NDONT! ‘““'
cravy g:‘~ts'gliv : “esssverssrssese .
'e !’g423§!75 Ens 25532 31082 o1 3t 3l 11637 o483 31958 nz 2A427 k4 L1 4007 25815 13’::::

KT CONPANY OF TFXAX

auswnd
Ly

o1
[ 23]
&2
£

CCOPany Yryal 2

KEWTYY

(3 o ANY

=l "Zs ggl'!’

1J1818834F Cas
(3111

sevesee

scesesesrnre [IYTY L 1) .o

PRMO. PATE 03775
AP ANIONED

1T 0744

11313 L1313 23934

15640 )1)?!

20874

13640 4811 20874 30Z4e  23%3&  1TI2)
SOOI PIPEIPEIORISSL0PARERNTOPABIPIBINEININLILISS
1071 13sT 2528 2¢as 2526 2617
1231 1266 1188 1091 109

2 4332 3354 363 £294 [3LY] 290%
2 5403 [ 3519 (1) T8 7N _3e1s

OSSN IVIPEIINEININGIINISOLORELEEIPLENENORBSOER

953{” vozg 50 1n0ss 7623

20179 NI13

2509 1500

4924 45
7432 L

2691 10347 .N00
? 50 .
(IS AP R I LT A RS T T T R P Y Y YA T 3
- 32713 - 13004 13611 17303 14343
5410 5393 4741 2017 4730 -&TRY
ANGLTE NATTTIR 7 *ves 1) GuAYAIG
s410 as70 18535 18628 10113 tol2s
PENSY PHGN SOV ICINRRIROPOPIOLPOPOPICOISINSISIORS
RECPPLETED TO LANGLIE MAYTIZX T AVRS @ cllvsﬁrg
12098 11047 11213 10045 ") 19202 109795 11380 10872

28 30 3 L L] »n n 124

EnY DEISTPICY)
15029 1278

%208 3444
HPLETED TN
nr37 1023

CoPPMRY INC

"l 10202 12793

T . 11218 30043 10 10472

bbb H n L1 3 30 n £11 30

(& 120 ™ 3=
-

s mesM s erEETAARSacense

CPPCEN L I NU IE PSR NNVO I SUIENILIIVOERITISP GO0 OD

[ 12;1 v

PLUCCING APPAOVED

14319

. AKAS

1nras

212903

2129n%

76188
"1

anrse
3841

uoo;‘
1a5)8%

A0S26
206173

by TIETY
YT
1238
1353367
173%
1073301

LANA 804
279784




* % % % % %

*,

AUTHOF%ITY FOR -EXPENDITURE
DETAIL WELL ESTIMATE

LEASE NO. APPR.NO.
LEASE NAME _Custer State WELL NO. - 1 w. 1. _100% -
COUNTY __Lea ’ ' STATE _New Mexico FIELD __Jalmat Gas_Poo]
LOCATION: NW/4 NE/4 Sec. 36, T-24-S, R-36-E -
DRILLING INTANGIBLES: PRODUCER DRY HOLE
1. Drilling Cost ___-3600 Feet @_12.25  Per Foot 44,100 44,100
2. Day Work 2 days @ 3200/day
6.400 6.400
3. Coring Service Well Surveys __ 6,000 6,000
4. Testing
5. Fuel Water 6,500 5,000
6. Mud 4,500 . Mud Logging 4,500 4,500
7. Cementing Service Cement Floats 12,000 2,800
8. Company Labor Contract Labor : 600 300.
9. Digging Pits Filling Pits 700 700 -
10. Roads & Bridges . Dredging & Grading : 6,000 6,000
11. Acidizing 4,000 Fracturing 25,000  Perforating 1,700 30,700 ———
12. Plugging LY 2,000
13. Trucking- Cost 700 300
14. Devolopment Superintendence __ZD_._ days @ $__250 _/day —_h,000 2,800
15. .Rental Equipment 2,000 - 500 ¢
16. Swabbing and Testing _ﬁ_daxs_ﬁ_lﬂﬂj_day________ 4,200 ° -
17. Other Costs _Abstract, title opinion, etc. _ 2,500
pit lining 1.000 1,000
other. 4,000 4,000
Total Intangibles 136,900 88,200
WELL EQUIPMENT: )
18, Casing _500-_ _ Frof _B85/8 @ _ 6.25 Per FL
3.600  Ftof__41/2 @ ___3.50 _PerFt .
‘ Ft. of - @ Per Ft 15,700 3.100
19. Tubing 3.550 ©  Ft.of _2 3/8 @ ___2.30 _ Per Ft. — 8,200 -=-
20. Casing Head , 900 500
21. Xmas Treeé or Pumping Connections 2,800 300
22. Pumping Unit 14000 -
23. Bh%¥%¥ _Motor, Controller, Transformer, Power line 10,000 —
24. Sucker Rods 6.000 -—
25. .Pump __ 1,000 - -—-
26. Tank Baﬁmy Water tank and connections 8,000 ——=
27. Separator or Dehydration Equip. 2,500 -—-
28. Metering Equipment
29. Flow Lines 1,500 ——
30. Other 1,000 1,000
Total Tangibles 71,600 4 ,900
_ 3
TOTAL COST OF WELL 208,500 93,})100
REMARKS: The above cost estimate is based on a Jalmat Gas well completion.
Originated by Doyle Hartman Title __Operator Date May 22, 1978
Approved Titte Date

* Necessary if well produces water.

with other wells in Section 36, T-24-S, R-36-E.

Water production has been a problem -
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FARMOUT AGREEMINT AND ASSIGNMENT

1 On this n-_(‘ﬂ.’__dg, of Hay 10_069 in tontderction of the tnvronn ond eblgatiins of Ha ALVGNIT besia,

Sy OF Comjony, 8 Teloccrs wrpootion, bersia tolled “AIIGNDET, banby tiomfin ond onigra e

R. G. Schuehle and John Yuronka . |

hesein colled “ASSIGNEE™, sub et 20 3he 1esarvotions, 3. cond. ond p- 41 o btirlow, ond withowt wunany of title, tipru o Implied,
o}l of ASSIGNOR'S 1ipht, 1ak cnd interstt in cnd 10 the &) ond o1 tghn i ond wnder ol oif ord Hou lecin ond oll, got ond minerol bcies beld by k In

so for o1 they cover the following lond in lea (t-!u'-'y . Kew Yexico N AaocK,
dovp to and including, but not below, a depth of 100 feet below the greatest depth penetrated, ° |
not to excced 3400 feet or base of Seven Rivers formation, vhichever is greater, as defiped : ‘}
in S:ell—State B-2 located in SE 1/4 KW 1/4 of Section 36, Township 24 South, Range 36 East, . ‘
To-Rit: .

The YXortheast 1/4 Northvest 1/4, Southeast 1/4 Yorthuvest 1/4 znd the Korthuest 1/4 XKortheast
1/4 of Section 36, Township 24 South, Range 36 East, N.K.P.H. |

The Jond cowsisd by this assignment o1 15 the deprhs or formotions coveind hanby M this cuipnment txvws leu thon oft depriv) Ut @tied heia “roMd

tond. ™ '

2. ASSIGNOE heraby reierves wnto’ Ineli, b succrison ond cisigns on everriding royoly ef _one eighth (1/8th) e 1878) of ¥w 1 . ‘
oll ond pos in and under ond whith moy be produced fiom s10id lond. M on the sthctive dats boisol the leoshold sircts hevein cuipred ctvarnn lass than - )
the futl intateit ot no inistest] In the oil ond gos sighn In oll er oAy pon of 10id tond, than ASSIGNOR'S oveniding royshy ahall be propomicnotsly reduaed - 1
o1 30 1he lond in swhich such lecsehold eiicte covan Tesa thon the full innrest. Soid overriding rorotty sholl be fres of oll coet 10 ASSIGNOR of drilling fer,
produging, irecting ond ssporoting the mirerah 1o which b opplies. ASSIGNEL sholl fumish ASSIGNOR awnplaty storsmenn, ® such Intwnoh, ond on sch

——— v b

Sorms €3 ASMIGNOR moy tequent, covering the producion hom 1038 lond, revrvmmeny theisa!, produniion stored, visd, delivered o pips lines, ond sld -
3. ASSIGHEE cgrat fimaly 1o cmmaence ond diligently to drill the fofioming ull ro complation, 1o-wts e
Commencement Dovs,  Well has been completed as & Jalmat gas well, : .
Well Locotions Southezst 174 Rorthwest 1/4 Section 36, To-pship 24 South, Range 36 East. . ' :
\{v.n t-ph. TO a3 total depth of 3,430 feet from the surface, - A
4.‘ Whenerer ASSIGNEL h in defouh with referonce vo dithng end completing the woll ypeciloed in Secron 3 icra rngension of operotions Virmely begunm '

for pr much o3 Tenty 170] d2ys shell be comidered o1 © defeuh] o in romplyng with the provitons In Seaon & o wherace sher the timely com- :

4 b Tesion ©f the 30.d wall thers it nesthar producion from 30id lond nor work @1 © wafl site s 1y~ 10 cblom o A P ICTOT T YITON T TRy
. - -&—. - - 5 et atda sl - - .

A et L L SOR R L,
ran by giwing wihen of velegrophic norce 1o

Gy smingts noL(e, reven Fo ON Yy il e .
ASSIGWOR Time is of the essencs an The perJormarce of ASSIGRITS obigor.om. —
————

5. ASSIGNOR o olf times sholl hove fies ‘ouiess 16707 welh on the cbove Tond 1o oll rcordi pentoining Thents ond the production thermlrom As o the
we'll :p-dl.c‘d o Section 3 ASSIGNEE ogrees (o} %o rolify ALMIGKOR of the beg.nning theseof; [b] 160 promptly fumith te ASHIGMNOR (Il o @wpy-el modh rvpant
tled by ASSIGNEF with ony gorsinmential ogency relonng therero, (2] doily diliag ond dulling Lirie sepom; I3) compleh infcrmotion o1 o the resuin of
ol sesta; [4) upon (ompletion, @ complers lop the reof; {5} fogr of eleaiic, rod-0ocire Ond Cthar sunays thersof, whether similor o+ dssmilor, ond §8) samples
sotiafociory 1o ASSIGNOR of dri% tunings 10ten ot 10 ool intervals; §i} to mcie ovailebie 10 ASHIGNOL m 1the well sompln of oll fuids srxoumirred ond
of ol corei vobens if] %o pive ASSIGNOR o leest 12 houn notue of The 1me he 22peris 10 ot o Cement the production swng coring or mole drill stem
teris o 30 diill snto ony formotion espened 1o prodce o 1o core eny formonon; e} to ‘eNow ASSIGNOER 10 e the hole for the 1unning of veloiry ond
othet Bviys, O ASSIGNORS 108 1ot ond sipmnse; ) immed.otely s notify ASSIGNOR if eny showing of oil or goi1 is sncountvied, ig) 5 mots thorowph -
sesrs of ofl forrnorions which (M6 0 ho=ing of oil or go1, or n which ony suney thet sholt howe bewn 1un moy indurate & shoming of ol o poy swih. A )
Gent %o jurtity vesting; [h) vpon complenon of dilling ong Certing of the welf, to give immed.cte notice tharwof ta ASSIGNOR, whith shell hovs @ recion. <. et
oble time thereoher 1o sotisly itself thot the diilling end pertng requiremenn hoeof heou bren fully pedormed, ond [} properdy end lowhlly w plug -

ond abondon some i it is o dry hole.

Teoaeer teagers

EONI TR
-

i\

&. AV cperotions nduted by ASSIGNEE sholl be @1 the sole risl ond cost ond vndar the tadivsive conhol of ASSIGNEE, ond ASSIGNIE sholl indwmnily
ASMGNOR ogoint ot clowms Yor Bomopes o srery Lind 1o pesions o picperry erisng ont of o in Connect.on with the operéiions of  ASSIGNEL on soid

7. ASMIGNEE sholl qomply with, ond bersby etrumesr ofl eaprers ond impied ond” obligor- ined in ony Yoo eMecred hervby =
the tonds covered by this cuignment, . - )
eunder sholl apply not only %o the becashold interaits thot are hervby ousigned but ohio 1o eny rew ol o eriemdian thervel
1l or ponr of 20id fond v Pe sxters thet # ro-en en inteieir That is co—ered by ony Lomhald buroby cupred ond ther
from the eapiintion of the prior lecw coretsng such interest . b

8. AN ights of ASSIGNOR her
and 10 shy new lecie thet o ©
ASSIGNEE n. 'y omuite within one yeo!

Y LR E L LR T T

AL b AR U8 1 S TS

ime intends 16 sunende ar 10 chondon e o ollow 0 termincle or W be onrvlied for ron poymere #f 8 VA royoly e orher
ASSIGNEI ony poriion of the leciehold e170% coerred by whis origrmem, ASSIGNEE sholl Sendwr te ASSICNOR & reosign-
days belore moling @ sunender o ebondonrent ar balore the dove by which fhe oot which Moy rvvh in wenincren o

®. 1 ASSIGNIE o ony !
poy=em thot could be mode by
rert therso! ot leost thiny {30}
@noeliotien muit be performed.

ASSIGHNOR P @ oot Re I ouinder, AISICHOR shall poy re AANTNIE the recronoble solcope velus of ony moteriale snd equiprome That ¥
dn':l slext vo w\:‘;.:,.—:.!:“.'g;::d,w othanise the shatl be wivh com w ALSIGNOR. Wellh oMucred by such 8 riowipnrent ond ot
olecred 2o be $oten by ASSICNONR in eperling condtion sholl be plugped end ebondorned a9 lowhd monner by ASSICNEE

10. 3 hﬂubﬂo-bvnnw,.ﬂ!db-ﬂ\lmﬂr-'eh'?mmhhwk-—'ﬂn“hp?—nhup"w-—t‘-
HO 'fﬂ:':,::""“‘".m addiessed 10 the oddreises of the poriier o1 e sut an the 1ignoiam poRs o popes below provided Thot sither paay ~wy

of addiens by sdviring the sther pony o such derired M ASIGNOR dasignaes i Midland Odiian,
Bdeg 9. 0. bas 1509 = o

chemge
Produetiom Deprrret, bn the Shell

mﬂmuvum_;———bm7ﬂ g1, eopies of reporis o povenvmemtel opeiios ond roicws ol e eanceming —d
£t rotens wAll Futher roiice. The provitions heal shell comtdunae covenonn nonlng wrth the kond end sholl o rved 1o ond be bindrg
oL wn ond s11grs of the porties herwie, bt re sugrment o tronsfer sholl wleme ASSICATE of ACAIES

- e

reipciivn hein, rpreseniolivel, sucTe)
abl.geiand b sunder,

Y
I

et e e mt i f r e e e aa et
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11, ASSICNOR shall st a1 times have pieferential right and optfon Lo purttase, or Vo desfgnitt 8 Verponsfble purctaser
for, &3} o1 any part of the cssinghesd or pas vell gas which ASSICNIE ray prvduce unfer the Jearehold Intcrertsy hereby

eraigned and which ASSICHIL proposes 1o ael), on the lerma contsined In a Yona f1&e offer theiefor,

ASSICKREL 1hall give

* 10 ASSICNOP viitten, toaplete and €rieiled fnformition contarning, sné a photesratic copy of, the offer.

ASSICHOR ahall

have 20 Says after vezeipt Lhereof in vhich 1o eaxvreire 15 2alé option by 2 writien notice te ASSICNER.

12, In ;nfurﬂn; a3} opeastions and \'ori proviced for heveln ASSICNEL 2p2res O var produrts eanufacivred IN/DT s0ll :
by ASSICNDR, provided such are 1esdily avalladble st cecpetitive prices, N

). SHECLY hU-IS)DHS‘

- - -

A. ASSIGHEE shall run the follo=ing surveys afu:r the uell has renched total depth:

1. Gamma Ray Sonic from total depth to surface.
2. laterolog {roo total depth 10 base of salt.
3. Microlaterolog f{rom total depth to base of salt.

Other Jogging company equivalents of the sbove are also acceptable. -1f the
*ASSIGREE should rore any formation covered by this contract, ASSIGNOR shall

have call on all portions of the whole core residue after the purposes of

the ASSIGNEE have been served

"rights in said leasehold as to said land.

All rentals hereafter beconing due on, or payable in order to prevent texrmination of
the oil and gas leasehold estate on the above descyribed lands-shal}l be paid by ASSIGNOR,
and ARSSIGNEE, within fifteen (15) days from motice by ASSIGHOR of the c2king thereof, shall i
reimburse ASSICNOR io full therefor; provided that ASSIGNEE cay relieve himself of this
obligation as to any particular part of said lands by tendering to ASSIGNOR, at least
thirty (30) days before the ‘date by which a rental wust be paid, an assigneent of ASSIGNEE'S !
ASSIGROR agrees to use reasonable diligence in

endeavoring to pay such rentals property, but shall have no 1iabilfty to ASSIGNEE for
failure to do so,

c. ASSIGNOR 1s contecporaneously herewith assigning to ASSIGNEE on the’ form requirad by
the State of New Mexico with reference to assignments of ofl and gas leases frow iv,- the
011 ‘and gas leasehold on the land described above without refereice therein to the depth
limitation herein made or to the reservations, terms and provisions hereof.
between the parties hereto, it-1s understood that the said assfgnment

Houever, as
is subject to all the
terms and condirions heveof and that all rights reserved to ASSIGNOR herein shall be
appl:[cable thereto. - -

-~

. .
. Notvithstand).ng anything to the contrary, it"is expressly agreed and understood that
the ASSIGNEE earns’ gas rights only to 3400 feet or the base of the Seven Rivers forzation,
as defined fo Shell-State B-2 Jocated in Southeast 1/4 Northwest 1/4 of Section 36,
To-'uship 24 South, Range 36 East, in the lands described in Paragraph 1 bereof.

o e

.
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JAMES A. DAVIDSON
Oil & Gas Properties

P.O. BOX 494 e

MIDLAND, TEXAS 729702 -
(213} ¢82:-La02 - OFFiCC 1\ \\lU TTER

L94:5422 - HLSIDENCC ) EX \r\‘\“\
June 16, 1978 BFV()RF ~ - HMbSKNd

GERVATION &

oL CON

1 ‘ \O v"/’.——‘

A¥3 ‘! \
oAt
et PR
. |
S T _._'--v"“"(«

RE: NW/4 NE/4 Sec. 36,
T-24-S, R-36-E,
Lea County, N. M.

To: A1l ¥orking Interest Owners
(Address list attached)

Gentlemen:

It is my understanding that you may own various workihg interests
in the- following acreage pursuant to Assignment dated May 6, 1969,
from Shell 0i1 Company to R. G. Schuehle and John Yuronka:

' T-24-S, R-36-E
Sec. 36: NW/4 NE/4

I propose a 3400' Jalmat test on an 80-acre unit covering W/2 of
NE/4 Sect1on 36 and reqguest that ‘you each either part1c1pate
lll Llle WEII Ul ldlllK)UL UII Lllt'.‘ Udbls Ul lt_'LdllllllQ d .)Ub Ul OJO
override, absorbing all royaity and other burdens out of the
override so operator would receive a 70% net revenue interest.

The status of the title to tﬁis IeESe'is,rathefjédﬁfﬁséd‘Since '

1t 1s my understanding that your well has not produced since

19/3, but I do.not know 11 Sheil has requeste reassignment

under Par. 4 ot its Assignmentof May 6, 1969, to R. G. Schuehle

‘me hear from you as soon as possible. ..

and-John Yuronka. 1 have also been attempting to work out a

deal with Shell-and have found it necessary to docket that: company

for a Force Pooling Hearing on July 6, 1978. Upon advise of my ;
lawyer, 1 will probably include each of you in’ this hearing, . -
but any party who agrees to part1c1pate or farmout can be deleted

from the Force Poolifng" hearing. i hope you ‘understand the reason

that you may be includéd in the hearlng vhich arises due to the

status of the t1t1e between you and Shell. -

Your consideration will be very much apprec1ated and please let : 3

Veny truly yoUrs,

EXHIBIT

A. Davidson

DOCKET NO.

Olo- a<!"-""3 Lo

i M S B W8 7 1y e, i,

/.,




~ADDRESS LIST

R. G. Schuehle and John Yuronka
: 102 Petroleum Bldg.
Midland, TX 79702

M. F. Nelson
P. 0. Box 603 . ’
Hobbs, N. M. 88240

General Petroleum, Inc.
P.0. Box 840
Hobbs, N. M., 88240 : ) :

John Bryant-

% Schuehle and Yuronka

102 Petroleum Bldg.

Midland, TX 79702 ‘ _ ’

fy
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{¥15) L2Z2-6482 — OFFICE DOCKET NO.

- JAMES A. DAVIDSON
" Oil & Gas Properties

EXHIBIT

P.O. BOX 494
MIDLAND, TEXAS 79702

(945472 — RCSIDENCE June 16, 1978

Shell 0il.Company
P. 0. Box 991
Houston, TX 77001

RE: Shell-No. NM-1206

| — TER
Atin: W, N, 0. Hrachoyy | BEFORE EXAMINER NUM[.‘ON
Land Department ol CONSERVATION & ARG

Mid-Continent Div. , EXHIBIT NO. _

N e ——

e —
Reference is made to our phone conversat1on this week wh1]e I was
in Houston regarding my letter to you of May 22, 1978, concerning
the following Shell acreage:

Geﬁt1emen:

NW/4 NE/4 Sec. 36, T-24-S, R-36-E

I want to apologize for any “inconvenience that I may have caused
Shell.” My only interest in this entire matter is trying to get a
Jalmat gas test drilled either on your above lease or the offset

Phillips lease.

One other solution has occurred to me rather than my prev1ous sug-
gestions that Shel] éither farmout, join or: place me in the unen-
viable position of hav1ng to force pool- Shell i rder-to get a
well drilled. That is--1 will offer Shell $50,000. 00 for an assign-
ment of your rights from surface to 4000° plus Shell to retain

3/32 of 8/8 override as to the following acreage:

1-24-S5, R-36-E
Sec. 36: NW/4 NE/4, E/2 NW/4

My offer is based on title approval which would invelve Shell

givipg Schuehle and Yurouka not1ce of reassignment under Par. 4

of your Assignment to these parties dated May &, 1969. Furthermore,
I have assumed that.after deduct1ng Shell’'s 3/32 override, I will

be left with a 78.125% net revenue interest. Also, I am assuming
that the gas under Shell's acreage is either undedicated or dedicated
to E1 Paso or some other interstate system.

Thank you for your patience and please let me hear from you.

Very truly yours,

A. Davidson

BRI S o R e
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Oil Operator EXHIBIT
SUITE 508
C & K PETROLEUM BUILDING DOCKET NO.
MIDLAND, TEXAS 79701
(915) 684.4011 I
' Py Ly r) ”
June 19, 1978 Rgr()RF EY AMINER HUTTE
£ATETY SOMIAE

‘Mr. Millard Deck

and Millard Deck d/b/a Mlllard Deck 0\1 Company
P. 0. Box 1047

Eunicey, N. M. 88231

Re: Farmout Agreement
T-24-5, R-26-&
Lea County, N. M.

Dear Mr. Deck:

This will evidence your agreement to férmout.your interest in and
to the following described tract located in Lea County, New Mexico:

T-24-S, R-36-E, N.M.P.M.
Section 36: NW/4 of NE/4

It is understood and agreed that on or before 90 days from date,

I will commence the actual’ dr1111ng of a test well located on an
80-acre unit composed of the following tract located in Lea County,
New Mexico:

’,Tf24-s, R-36-E, N.M.P.M.
Section 36' W/2 NE/4

-and thereafter drill said well w1th due d111gence to a depth sufficient
to adequdtely test the Jalmat 1nterva1 at an approximate depth
of 3400' below the surface.

In the event said test well -is timely commenced but ‘conditions =

are encountered therein rendering further drilling 1mpract1ca1 .

and I have theretofore comp11ed with the terms of this agreement,

I may continue my rights hereundér by commencing actual drilling

of a‘substitute well within 30 days from abandonment of such well.
Said substitute well shall thereafter be drilled under all conditions
set out herein regarding said test we]];’ ;

It is understood and agreed that in dr11]1ng any well hereunder

I will comply with the terms of said 0il1 and Gas Lease (s) and with
all applicable laws, rules and regulations. Nothing contained herein
shall be deemed to create a partnership or joint venture between

the parties hereto and any well drilled hereunder shall be drilled
and completed as a commercial producer, or plugged and abandoned

as a dry hole at no risk, liability or expense to you. 1 further
agree to indemnify and save you harmless from any liability that

Sec 36- T-M:S, -3
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Mr. Millard Deck
Page 2
June 19, 1978

&

might arise in connection with any operations hereunder.

I agree to keep an accurate log of the'wéll, to drill the same
in a good faith effort to discover 0il or Gas, and to test adequately .
all 0il or Gas shows encountered.

I will furnish a daily drilling report and coples of all logs and
all other data to Millard Deck at the address shown on this letter
(Phone No. (505) 394-2249). Mr. Deck shall have free access to the

-1rig at all times at his sole risk.

Upon belng furnished with copies of New Mex1co 011 Conservation
Comnission foyms showIng conp]etlon of the above noted well as one
capable of producing in paying quant1t1es you will promptly furnish
me an ass1gnment of your interest in—and to'"the oil and gas lease
covering the tract first described on Page 1 hereof. Such assignment
will be limited from surface to 100' below total depth driltled

in said test well. Such ass1gnment will resérve to you an overriding
royalty of 30% or. 8/8, absorbing-out ‘of said override all royalty
and other birdens on p production to the end ‘that 1 will be assigned

a 70% net revenue interest. Said 30% override shall be free and
clear of all cost and expenses incurred by production except
appropr1ate taxes and shall be proport1onate]y reduced to your
interest in and to said 80-acre unit.

If the foregoing correctly reflects your. understanding of our agreement,
please evidence your acceptance by signing and returning two copies

of this agreement to me.

This agreement shall be binding upon the parties hereto and their
heirs and assigns.

Very truly yours,

Doyle“Hartman

Agreed to and
accepted this
- day of June, 1978.

Millard Deck and M111ard Deck d/b/a/

Millard Deck 0i1 Company

cc:  Phillip R. Bishop, Attorney-at Law
1500 First National Bank Bldg.
Fort North ™ 76102
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JAMES A. DAVIDSON

; ' . S Oil & Cas Propertics
P.‘o.a;oxolal;al ORE EXAM‘N[ ™ NUTTER
: MIDLAND, TEXAS 79702 BEF co S MAMISSION
| evsl sazecass = oFFicE L CONcr AVATIC M CO
. €94-5472 — RESIOENCE June 30, 1978 Ol é {4 N, q s

) % - T . :, : zg{:.”’—-
? To: A1l Working Interest Owners- » T e

g / Re: W/2 NE/4 Sec. 36,
§ ‘ T-24-S, R-36-E,
; ' o Lea County, N."'M.

Gentlemen:

Reference is made to our prior correspondence concerning the above
described acreage.

I have prev10usly requested that you farmout your interest and now enclose
an AFE in the event that you wish to participate. I will immediately

, forward an Operating Agreement to those parties return1ng one signed )
! copy of the AFE. N '

In Tieu of e1ther of the above, this acreage is docketed for a_Force
Pooling Hear1ng at the New Mexico 0i1l Conservat1on Commission on July 6, 1978.

Please advise should I be able to furnish anyth1ng further.

Very truly yours,

ames A. Davidson

JAD/mv T - _ | A - .

i Enclosure as above

EXHIBIT

DOCKET NO.

R R R SURT A S SN S




e AUTHORITY FOR ‘EXPENDITUR'E Exgsrr
DETAIL WELL ESTIMATE DOCKET NO,

LEASE NO. : APPR.NO.
LEASE NAME _Custer State : WELL NO. 1 W. 1. _100%
COUNTY __lea STATE __New Mexico FIELD _Jalmat Gas_Poo)
LOCATION: NW/4 NE/Q Sec. 36, T-24-S, R-36-E ) :
-DRILUNG INTANGIBLES: - PRODUCER DRY HOLE )
‘1. Drilling Cost .__3600_ Feet @_12.25 Per Foot 44,100 . 244,100
2. Day Work 2 days @ 3200/day ) ,
: , 6,400 R 6,400
3. Coring Service Well Surveys 6.000 ' 6,000
4, Tesling
5. Fuel : Water 6,500 5.000 -
6. Mud 4,500 ..Mud Logging 4,500 a 4,500 .
7. Cementing Service K Cement . Floats ___ 12,000 . 2,800
8. Company Labor Contract Labor 600 300,
9. Digging Pits __ _. Filling Pits 700 : 700 ——— —
10. Roads & Bridges L Dredging & Grading 6,000 6,000
11.  Acidizing 4,000  Fracturing 25,000  Perorating J_.JD.Q___ 30,700 ———
12. Plugging = 2.000
13. Trucking Cost _. 00 300.
14. Devolopment Superintendence 20 days @ $__ 250. _/day __ 5,000 ___.2.800
15. Rental Equnpment 2,000 . - “800 |
16. Swabbing and Testing _6_days @ 700/day 4,200 ——— '
17. -Other Costs _Absiract, title opinion, etc, 2,500 2.500 f
pit lining 1,000 1.000 :
other , 4,000 - 4,000
' Total Intangibies 136,900 88,200 ;
WELL EQUIPMENT: -
4
18. Casing 500~ Ftof _85/8 @ __6.25 PerFt 4
' 03.600  Frof_41/2 @ __3.50 PerFt - ,
Ft. of @ “_ Per Ft. 15,700 3,100
19. Tubing 3.550  _Ftof_23/8 @_ 2.30 Perkt 8.200° S mme
20. Casing Head o apQ - Tl 500
_21. Xmas Tree or Pumping COnnectmns 2:800 ) 300
* 22. Pumping Unit 14,000 -—-
* 23, p0yks _Motor, Controller.. Transformer, Power line 10.000 -
* 24. Sucker: Rods : 6,000 ——
% 25 Pump __ : —.1.000 .. -
* 26. Tank Battery Water tank and connectwns : 8,000 -—
* 27. Separator or Dehydration Equip. » 2,500 -
28. Metering Equipment ‘
* 29 Flow Lines : : 1,500 .
30. Other ' 1,000 1,000,
Total Tangibles 71,600 4,900
TOTAL COST OF WELL 208,500 93,100
REMARKS: The above cost estimate is based on a Jalmat Gas well completion.
Originated by ___ Doyle Hartman » Title __Operator Date _May 22, 1978
Approved _ Title Date

* Necessary it well produces water. Water production has been a problem
with other wells in Section 36, T-24-S, R-36-E.




A.A.P.L. FORM 610

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

OPERATING AGREEMENT

DATED

June 30, , 1978

FOR UNIT AREA W/2 NE/4 Sec. 36, T-24-S, R-36-E, NMPM - ‘

4

e COUNTY, STATE OF Ne¥ Mexico

o

BEFORE EXAMINIR NUTTER_»

OIL CONSERVATICH COMMISSION.
CRHIED

AMERICAN ASSOCIATION OF PETROLEUM LANDMEN
APPROVED FORM. AAPL NO. 610
MAY BE ORDERED DIRECTLY FROM THE PUBLISHER
KRAFTBILT PRODUCTS, BOX 800, TULSA 7410}
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A.AP.L. FORM 610

OPERATING AGREEMENT 7
THIS AGREEMENT, entered into this__30th _ day of__June 1978 | between
DOYLE HARTMAN ‘ '
hereafter designated as “Operator”, and the signatory parties other than Operator.
WITNESSETH, THAT: , -

] WHEREAé. the parties to this agreement are owners of oil and_gas leases_covering and, if so indicated,

unleased mineral interests in the tracts of land described in Exhibit "A”,‘and all parties have: reached an
agreement to explore and develop these leases and interests for oil and gas to the extent and as hereinafter
provided; ‘

NOW, THEREFORE, it is agreed as follows:

1. DEFINITIONS

As used in this agree‘mAeilt,» the 'fblleﬁing words and terms shall hé\‘r’emiﬁe“rheajrxings here asAcx:ibed” to

them. ' v ‘
(1) The words “party” and “parties” shall always mean a party, or parties, 1o this agreement.

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

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

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

(5) The term “Unit Area” shall refer to and include 2! =f the lands oil and gas leasehold interests and oil
ah/d gas interests intended to be developed aﬁd operated for onl and gas purposes under this agreement.
St;ch lands, oil and gas leasehold interests and oil and gas interests are described in Exhibit “A”.

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

(7 All eihibits attached to this agreement are made a part of the contract as fully as though copxed in full
in the contract. :

(8) The words “equipment” and “materiels" as used here are synonymous and shall mean and in.clude’_alli
oil field sup;ilies and personal property acquired for use in the Unit Area. -

2. TITLE EXAMINATION, LOSS OF LEASES AND OIL AND GAS INTERESTS
A. Title Examination:
There shall be no ex};mination of title to leases, or to oil and gas interests, except that title {o the lease
covering the land upon which the exploratory well is to be drilled in accordance with Section 7, shall be exam-

‘ined on a complete abstract record by Operator’s attorney, and the title to both the oil and gas lease and to

the fee title of the lessors must be approved by the examining attorney, and accepted by 211 parties. A copy of
the examining attorney's opinion shall be sent/to pon i"egx!igerSl‘xtnmedlately after the opinion is written, and,
also, each party shall be given, as they are written, a copy of all subsequent supplemental attorney’s reports.
A good faith effort to satisfy the examining attorney’s requirements shall be made by the party owning the
lease covering the drillsite.

If title to the proposed drilisite is not approved by the examining attorney or the lease is not acceptable *
for a material reason, and all the parties do not accept the title, the parties shall select a new drmsnte for the
first exploratory well; provided, if the parties are unable to agree upon another dnllsxte this agreement shall,
in that case, come to an end and all parties 'shall then forfeit their rights and be relieved of obligations here-
under. If a new drillsite is selected, title to the oil and gas lease covering it and to the fee title of the lessor
shall be examined, and titie shall be approved or accepted or rejected in like manner as provided aibove con-
cerning the drillsite first selected. If title to the oil and gas lease covering the second choice drillsite is not
approved or accepted, other drillQites shall be successively selected and title ekamined, until a drillsite is chosen

[ [P
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to which title is approved or accepted, or unt'il the parties foil'lo select another drillsite. As in the case of the
drillsite first selected so also with successive choices if the time comes that the pzrhes have not approved
title and are unable o agree upon an alternate drillsite, the contract shall, in that case and at that time, come
to an end and all parties shall forfeit their rights and be relieved of obllgahons under thi contract.

No well other than the first test shall be grilled in the Umt Area until after (1) the title to the lease
covering the lands upon which such well is to be localed has been examined by Operator’s attorney, and (2)
the title has been approved by the exammmg attorney and the title has been accepted by all of the parties
who are to parhclpate in the drilling of the well.

B. Failure of Title: .
Should any oil and gas leose, or interest therein, be lost through failure of title, this'égreement shall,
nevertheless, continue in force as to all remaining leases and interests, and
(l)rh'i‘he party whose lease or interest is affected by the title failure shall bear alone Vthe entire loss and it
shall not be entitled to recover from Operator or the other parties any development or operating costs
which it may h;vé theretofore poid but ihere Shoil be no monetary liability on its part to the other par-
ties hereto by reason of such title failure; and ;
(2) There shall be no retroactive adjustment of expenses incurred or revenues received from the operahon
of the interest which has been lost, but the interests of the parties shall be revnsed on an acreage basis,

“as of the time it is determined finally that title failure has occurred, so that the interest of ‘the party

whose lease or interest is affected by the title failure will thereafter be reduced in the Unit Area by the

amount of the interest lost; and

(3) If the proportionate interests of the other pariies hereto in any producing well theretofore drilled on
the Unit Area is increased by reason of the txtle fanlure, the party whose title has failed shall receive
the proceeds attributable to the increase m such interests (less operating costs attributable thereto)

- until it has been reimbursed for unrecovered costs paid by it in connection with such well; and

(4) Should any person not a party to this agreement who is determined to be the owner of any mterest in
“the title whick ‘has failed, pay in any manner any part of the cost of opexjabon, development, or equip-
ment, or equipment pfeviousl'y paid under this agreement, ‘such ax;lounf shall be proportionately paid to
the party or parties hereto who in the first instance paid the costs which are so refunded; and
(5) Any liability to account to a third party for prior production of oil and gas which arises by reason.of
title fmlure 'shall be borne by the party or parties whose title failed in the same proportxons in which
they shared in such prior production.
C. Loss of Leases for Ctmses Other Than Title Failure: .

Iif any lease or interest subject to this agreement be lost through failure to deve]op or because express
or implied covenants have not been performed, or if any lease be permitted to expire at the end of its primary
term and not be renewed or extended, or if any lease or interest therein is lostv due to the fact that the produc-
tion therefrom is shut in by reason of lack of market, the loss shall not be considered a failure of title and all
such Iosses shall be joint loss&f and shall be borne by all parties in<proportion to their interests and there shall
be no readjustmeiit of interests in the Unit Area.

N 3. UNLEASED OIL AND GAS INTERESTS

If any party owns an unleased oil and gas interest in the Unit Area, that interest shall be treated for the
purpose of this agreement as if it ‘were a Jeased interest under the form of oil and gas lease attached as “Exhi-
bit “B” and for the primary term theroin stated. As to such interests, the owrier shall receive royalty on produc-
tion as prescribed in the form of oil and gas lease attached hereto as Exhibit “B”. Such party shall, however,
be subject to ?ll of the provisions of this agreement relating to lessees, to the extént that it owns the lessee“
interest. .

< 4. INTERESTS OF PARTIES

Exhibit “A” lists all of the parties, and their respective percentage or fractional interests under this
agreement. Unless changed by other provisions, all oosts and liabilities incurred in operations under this con-
tract shall be borne and paid, and all e&uipment and material acquired in operations on the Unif Area shall be
owned, by the parties os their interests are given in Exhibit “A”. All production of oil and gas from the Unit

Area, subjeot to the payment of lessor's royalties, shall also be owned by the parties in the same manner.
—_2
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If the interest of any party in any oil and gas lease covered by this agreement is subject to an overriding

royalty, production payment, or other charge over and above the usual one-eigthh (%) royalty, such party shall »

assume and alone bear all such excess obligations and shall account for them to the owners thereof out of its

share of the working interest production of the Unit Area.
5. OPERATOR OF UNIT

DOYLE HARTMAN _shall be the Operator of

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

mitted and required by, and within the limits of, this zgreement. It shall conduct all such operations in a good
and workmanlike manner, but it shall have no liability as Operator to the other parties for-*asses sustained,
or habllmes incurred, except such as may result from gross negligence or from breach of the provisions of

this agreement,
6. EMPLOYEES

Thé number of employees and their selection, and the hours of labor and the compencation for services
performed, shall be determined by Operator. All employees shall be. *hod"'ﬁployees of Operator.
7. TEST WELL .
On or before the 315t day of August ,19 78 | Operator shall commence the drill-
ing of a well for oil and gas in the following location:
NW/4 NE/4 Sec. 36
T-24-S, R-36-E, NMPM
Lea County, N.M.

and shall thereafter contmue ‘the drilling of the well with due diligence to @ dEPth of 3450 ‘feet
or to a depth that is sufficient to test the productive internal of the Ja]mat
Pocl, whichever is iessor.

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

thoroughly 1o S
Operator shalhmgke-;eagsoazbh—t%&s-& ??grxggtrx‘gnsogm?ou.‘;ﬁered durmg drilling which give mdlca-

evaluate.
tion of contalmng oil and gas in quantmes sufficient tga!

]- I. I . .ﬁ. E I- ‘ . “‘!—‘u » l. l I G I ] ll l - i l l l 1 -"
F l- F I- l ] - l l - ~ - I l :
If in Operator’s judgment the well will not produce oil or gas in paying quantities, and it ‘wishes to
plug and abandon the test as a dry hole, it shall first secure the consent of all parties to the plugging, and the

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

8. COSTS AND EXPENSES
Except as herein otherwise specifically provided, Operator shall promptly pay and discharge all costs

and expenses incurred in the development and operation of the Unit Area pursuant to this agreement and shall

'charge each of the parties hereto with their respective proportlonate shares upon the cost and expense basxs

provided in the Accounting Procedure attached hereto and marked Exhibit “C". 1f any provision of Ex-
hlblt “C” should be inconsistent with any provision contained i in the body of this agreement the provisions in
the body of this agreement shall prevail.

Operator, at its election, shall have the right from time to time to demand and reédeive from the other
parties payment in advarnce of their respective shares of the estimated amount of the costs to be incurred in
operations hereunder during the neit succeeding month, which right may be exercised only by submission to
each such party of an itemized statement of such estimated costs, together with an invoice for its share there-
of. Each such statement and invoice for the payment in advance of estimated costs shall be submitted on or

before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of

‘such estimate thhm fifteen (15) days after such estimate and invoice is recexved If any party fails to pa 2312%)

share of said estimate wnthxn said time, the amount due shall bear interest at the rate of na—penem
annum until paid. Proper ad;ustment shall be made monthly beiween advances and actual cost, to the end
that each party shall bear and pay its proportionate share of ‘actual costs incurred, and no more,

—3

Revised 1967

T T T




9. OPERATOR'S LIEN B
L ) o working ,
Operator js given a first und preferred Jien on the/interest 6f each parly covered by this contract, und

in euch parly's /r“grem r}g'dil and gas produced and the proceeds thereof, und upon each parl.y's jrterest in ma-
terial ond equipment, 1o secure }he payment of all sums due from each such parly {6 Operaior,
£3ils to pay any amount owing by it to Operalor as its share of such cosls and

Aviles
T

V. 4h n asrnemd -
a I WV J

) any pa
expense or such advance estimate within the time limited for payment thereof, Operator, without prejudice 1o
other existing remedies, is authorized, at ils election, lo collect from the purchaser or purchasers of oil or gas,

the proceeds acerying to the working interest or inferesls in the Unit Area of the delinquent party up to the
.c?ammea' ?ay the operator to be :

amount jowing by such parly, and each purchaser of oi) or gas is avthorized (o rely upon Operatlor's statement
as 10 {he amount ml-ing by such party. )

In the event of the neglect or failure of any non-operating party {o promplly pay its proportionate part
of the cast and expense of development and operation when due, the other non-operaling parties and Operator,
within thirty (30) days after the rendition of stalements therefor by Operator, shall proportionately contribute
io the payment of such delinquent indebledness and the non-operating parties so contributing shall be entitled
to the same lien rights as are granted to Operafor in this section. Upon the payment by sucﬁ delinquent or
defaulling party to Operator of: ény amount or amounls on such delinquent indebledness, or upon any recovery
on be.half of the non-operaiing parties under tﬁe lien conferred above the amount or amounis so paid or re-
covered shall be rdistri‘buted and paid by Operator lo:the other non-operating pariies and Operator propor-

tionately in accordance with the contributions theretofore made By them.

. 10. TERM OF AGREEMENT

This 'agi‘-eement"shall rerain in full force and effect until the well her_cinabo've‘
.Provida& for in Section 7 is completed and only as long thereafter as.there is (a) .
production from the area 2nd depths covered by .this agreement, or (b) there is a well :
capable of production from such area and depths, or (c) drilling or workover operationi
are being corducted .on such area and depth after the well provided for in Section 7 ’
ha§ bean drilled with no cessation of operations; provided, bowever, that 'in. t}\e -event
the first well drilled hereunder results in a dry hole 2nd no other well is producing
: in pa'ying‘“quantities'from such area and depths, then at the end of ninety

oil or gas i . . . 9y
(9()) days after the zbandonment of the first test well, this agreemeznt shall -terminate:

vnless one or wore of the parties are then engaged in dril"ling 2 well or wells pursuan
to Section 12 hereof, or all parties have agreed to drill an additional well or wells
.under this agreement, in which event this agreement shall continue until such well or
vells shall have been drilled and completed. " If production results therefrom, this.
2greemept shall continue in force as if said fit;s’t tgs.t vell had been p'roductiyc in
ng quantities, but if production in paying quantities does not »result_:‘thez»'efrom
his a'greem‘—‘nt shall terminate at the.end of ninety (90) days after abandomnen_t of
such well or wells. It is ‘agreed, however, that the termination of.this agreem=nt
<hall not relieve any party hereto from any liability which-has accrued or attached:

prior to the date of such termination.{
. 1L LIMITATION ON EXPENDITURES
Without the consent of all parties: (a) No well shall be drilled on the Unit Area except diny well ex-

payl

pressly provided for in this agreement and except any well drilled pursuant 1o the i:rovisions of Section 12
of this agfée;txent, it being understood that thé consent to the drilling of a well shall include consent 1o all
necessary expenditures in the drilling, testing, con';p]eling, ‘and equipping of the well, including necessary
tankage; {b) No well shall be reworked, plugged back or deepened except a well reworked, plugged back or
deepenéd pursuant to the provisions of Section 12 of this agreement, it being understood that the consent to
the reworking, plugging back or decpening of a well shail include consent to all necessary expenditures in
conducting such operations and completing and equipping of said well to produce, including necessary tank-

- age; (¢) Opgntér siiﬁ!l not undertake any single project reasonably estimated to require an exper;dilure in
excess of__Fifteen Thousand and No/100 | Dollars ($_19,000.00 ",
except in connection with a well the drilling, reworking, deepening, or plugging back :of which has been pre-
viously authorized by or pursuant iq; lh!s agreement; pr?'vided, bowe&er; that In case of explosion, fire, flood,
or other :uéden -bemergenéy.vwhe!ber of the same.or diﬂereni.iuturt, O;-nralox' may.take such steps and incur
such expenses as in its opinion are required 1o deal with the emergency and 1o safeguard life and propefty,
but Operator shall, es promplly as possible, report theé emergency 10 the other parties. Operator shs)l, upon
request, furnish copies of its “Authority for Expenditures” for any sinple project costing in ex-
cess of $.15,000.00 . '

——
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12. OPERATIONS BY LESS THAN ALL PARTIES

If all the parties cannot mutually agree upon the drilling of any well on the Unit Area other than the
test well provided for in Section 7, or upon the reworking, >deepéning or pluéging back of a dry hole drilled
at the joint expense of all parties or a well jointly owned by all the parties and not then producing in paying
quantities on the Unit Area, any party or>pa'rlies wishing to drill, rework, deepen or plug back such a well
may give the other parties writlen notice of the proposed operation, specifying the work to be performed,
the location, proposed depth, objeciive formation and the estimated cost of the operation. The parties receiv-
ing such a »norﬁc‘e shall have thirly (30) days (except as to reworking, plugging back or drilling deeper, where
a drilling rig is on location, the period shall be limited to forty-eight (48) hours exclusive of Saturday or Sun-
to participate in the cost of the proposed ope-ation. Failure of ‘a party recewmgm;;;;; notlce to S0 reply to
it within the period above fixed shall constitute an election by that party not to participate in the cost of the

proposed operation.

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

on the proposed operation and complete it with due diligence.

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the
proportions that their respective interests as shown in Exhibit “A™ bear to the total interests of all Consenting
Parties. Consenting Parties shall keep the leasehold estates involved in such operations free and clear 6{ all
liens and‘ encumbrances of every kind created by or arising from the operations of the Consenting Parties. If
such an operation results in a dry hole, the Consenting Partiés shall plug and abandon the well at their sole
cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this
section results in a producer of oil and/or gas in paying quahtities, the Consenting Parties shall complete and
equip the well to produce at their sole cost and risk, and the well shall then be turned over to ‘Operator and
shall be operated b}" it at the expente and for the account of the Consenting Parties. Upon commencement of
operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Parties
in accordance with the provisions of this section, each Non-Consenting Party shall be dee;ned to have irelin-
quished to Consenting Parties, and the Consenting Parties shall own and be entitled to receive, in proportion
tc; their respective interests, all of such Non-Consenting Party’s interest in the well, its 'l-easehold operating
rights, and share of production therefrom until the proceeds or market value thereof (after deducting pro-
duction taxes, royalty, overriding royalty and other ‘interests payable out of or measured by the production

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

(A)M of each such Non-Consenting Party’s share of the cost of any newly acquired surface equipment
beyond the wellhead connechons (mcybnagg, but not limited to, stock tanks, separators, treaters,
pumping equipment and piping), plus 3069 of each such ‘Non-Consenting Partys share of the cost of

operation of the well commencing with first producuon and continuing until each such Non-Consenting

Party’s relinquished interest shall revert to it under other provisions of this section, it being agreed that
each Non-Consenting Party’s share of such costs and equipment will be that interest which would have
been chargeable 1o each Non-Consenting Party had it participated in the well from the beginnin'é of
the operation; and

(B) -aoggé% of that portion of the costs and expenses of drilling, reworking, deepening or plugging back,
testing and completing, after deducting any cash contributions received under Section 25, and
of t-hat portion of the cost of newly acquired equipment in the well (to and including the wellhead
connections), which would have been chargeable to such an-Consenting Party if it had participated
therein,

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

with each parly receiving its proportionate part in kind or in value.

Within sixty (50) days after the completion of any operation under this section, the party conducting
the operations for the Consenting Parties shall furnish each Non-Consenting Party with an inventory of
the equipment in and connected to the well, and an itemized statement of the cost of drilling, deepening,
plugging pack. testing, completing, and equipping the well for production; or, at its option, lhe operating
party, in lieu of an itemized statement of such costs ‘of operation, may submit a detziled statement of monthly
billings. Each month thereafter, during the time the Consenting Parties are being reimbursed as provided
above, the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all
costs and liabilities incurred in the operation of the well, together with a statement—. of the quantity of oil
and gas produced from it and the amount of proceeds realized from the sale of the well's working interest
production during the preceding moﬁth. Any amount realized from the sale or ot.her disposition of equip-
ment newly acquired in connection with any such operation whicﬁ would have been owned by a Non-Con-
senting Party had it participated therein shall be credited against the total unreturned costs of the work done
and of the equipment purchased, in determining when the‘ interest of such Non-Consenting Party shall revert

to it as above provided; if there is a credit balan}.;e it shall be pa{d to such Non-Consenting Party.

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

Notwithstanding the provisions of this Section 12, it is agreed that wifhout the mutual consent of all

- parties, no v&élls shall be completed in or produced from a source of supply from which a well located else-

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

for such source of supply.

The provisions of this section shall have no épplication whatsoever to the drilling of the initial test
well on the Unit Ares, but shall apply to the reworking, deepening, or plugging back of the initial test well
after it has been drilled to the depth specified in Section A'I, if it is, or thereafter shall pi'bvé;i)’c*ge(f a dry
hole or non-commercial well, and to all other wells drilled, reworked, deepenéﬂ, or plugged back, or pro-
posed to be drilled, reworked, deepened, or plugged back, upon the Unit Area subsequent to the drilling of
the initial test well ' '

13. RIGHT TO TAKE PRODUCTION IN KIND

Each party shall have the right to "take in kind or separately dispose of its
proportionate share of all oil and gas produced from the Unit Area, exclusive of
production which may be used in development and producing operations and in prepar-
ing and treating oil for marketing purposes and production unavoidably lost. Each
party shall pay or deliver, or cause to be paid or delivered, all royalties, over-
riding royalties, or other payments due on its share of §ugb;production whith it
takes or sells and shall hold. the other parties free from any liability therefor.
Any extra expenditures incurred in kind or separate disposition Ly any party of
its proportionate share of the production shall be borne by such party.’

Each party shall execute such division orders and contracts as may be re-
quired for the sale of its interest in production from the Unit Area, and shall
be entitled to receive payment direct from the purchaser or purchasers thereof
for its share of all production.

-6-
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In the event any party Shall fail to make the arrangements nccessary to take in kind or separately
dispose of its proportionate share of’g. e oil and gas produced from the Unit Area, Operator shall have the
right, subject to revocation at will by the party owning it, but not the obligation, to purchase such oil and
gas or sell it to others for the time being, at not less than the markel price prevailing in the area, which
shall in no event be less than the price which Operator receives for its portion of the oil a.nd gas produced
from the Unit Area. Any such purchase cr sale by Operator shall be subject alwaysﬁ to the right of the
owner of the production to exercise at any time its right to take in kind, or separately dispose of, its share of
all oil and gas not previously delivered to a purchaser. Notwithstanding the foregoing, Operator shall not
make a sale into interstate commerce of any other party’s shave of gas production without first glvmg such

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

14. ACCESS TO UNIT AREA

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

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

15. DRILLING CONTRACTS

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

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

16. ABANDONMENT OF WELLS

No ‘well, other than any well which has been drilled or ;'ewdfked pursuant to Section 12 hereof for
which the Consentmg Parties have not been fully reimbursed as therein provided, which has been com-
pleted as a producer shall be pluggeo and abandoned without the consent of all parties; provided, however,
‘ if all parties do not agree to the abandonment of any well, those wishing to continue its operation shall tender

to each of the other parties its proportionate share of the value of the well’s salvable material and equip-
ment, determined in accordance with the provisions of Exhibit “C", less the estimated cost of salvaging and
the estimated cost of pluéging and abandoning. Each abandoning party shall then assign to the non-
'abandoning parties, without wa}ranty, express or unphed as to title or as to quantity, quality, or fitness for use
of the _equipment and matenal all of its mterest in the well and its equxpment together thh lts interest in
“the leasehold estate as to, but only as to, the interval or intervals of the formation or formations then open
to production. The assignments so limited shall encompass the “drilling unit” upon which the well is Jocated.
The payments by, and the assignments to, ‘the assignees shall be in 2 ratio based upon the relationship of
their respective percentages of participation in the Unit Area to‘ ti_\e aggregate of the percentages of partici-
" pation in the Unit Area of all assignees. There shall be no readjusiment of intérest in the remaining portion
of the Unit Area.

After the assignment, the assignors shall have no further responsibility, liability, or interest in the
operation gf or production from the well in the interval or intervals then open. Upon reqliect of the assignees,
‘ Operitpr shall continue to operate the assigned well for the account of the non-abandoning parties at the
‘rates and charges contemplated by this agreement, plus any additional cost and charges which may arise as
the result of the separate ownership of the assigned well,
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17. DELAY RENTALS AND SHUT-IN WELL PAYMENTS

Delay rentals and shut-in well payments which may be required under the terms of any lcase shall be
paid by the party who h_as subjected such lcﬁse 10 this agreement, al its own expense. Proof of each payment
shall be given to Operator at least ten (10) days prior to the rental or shut-in well payment date. Operator
shall furnish similar proof to all other parties concerning payments it makes in connection with its leases. Any
party may request, and shall be entitled to receive, proper cvidence of all such payments. 1, through mistake
or oversight, any dc-l/a,\' rental or shut-in well payment is not paid or is erroncously paid, and as a result a lease
or interest therein terminates, there shall be no monetary liability against the party who failed to make such
payment. Unless the party who failed to pay a rental (’n‘ shut-in well payment secures a new lease covering the
same interest within ninety (90) days from the discovery of the failure to make proper payment, the interests
of the parties shall be revised on an acreage basis effective as of the date of termination of the lease involved,
and the party Who failed 10 make proper payment will no longer be credited ‘with an interest in the Unit Area
on account of the ownershib of the lease which has terminated. In the event the party who failed to pay the

rental or the ‘shut-in well payment shall not have been fully reimbursed, at the time of the loss, from thé pro-

"creéds 6f the sale of oil and gas attributable to the lost interest, calculated on an acreage basis, for the develop-
ment and c;perating cosls theretofore paid on account of such interest, it shall be reimbursed for unrecovered
actual costs thereiofore paid by it (but not for itf share of the cost of any. dry hole previously drilled or wells
previously abandoned) from so much of the following as is necessary to effect.reimbursement: '
(1) Proceeds of oil and gas, less operating expenses, theretofore accrued to the credit of.the lost interest, on
an acreage basis, up to the amount of unrecovered costs; '
(2) _proceeds, ]evss operating expenses thereafter incurred attributable to the lost interest on an acreage
oy Basis, of that portion of oil and gas thereafter produced and marketed (excludin’g production from any
wells thereafter driiled) whicﬁ would, in the absence of such lease términation, be attributable to the
lost interest on an acreage basis, up to the amount of unrecovered costs, thei"proceeds of said portion of
the oil and gas to be contributed by the other ‘parties in proportion to their respecﬁve interests; and
(3) any moneys, up to the amount of unrecovered costs, that may be baid by any party who is, or becomes,
the owner of the interest lost, for the privilege of participating in the Unit Area or becoming a party to
this contract. '
Operator shall attempt to notify all parties when a gas well is shut-in or returned to production, but

-

- assumes no liability whatscever for faillire to do so.

18- PREFERENTIAL RIGHT-TO-PUORCHASE

Shou party desire to sell all or ‘any part of its interests under this contract, or its ri and in-
lerests in the Unit it shall promptly give written notice to the other parties, wit information con-
:érning its proposed sale, whi hall include the name and address of the pr ctive purchaser (who must
be ready, willing and able to purchasey~the purchase price, and ail ot efms of the offer. The other partie
Ehall then have an optional brior right, for a jod of ten days after receipt of the notice, to purcha »
bn the same terms and conditions the interest whiéh er party proposes to sell; and, if this optional righ

s exercised, the purchasing parties shall sh he purchased in t in the propor'tions that the int’,eréstjbf

ach bears to the total interest of urchasing parties. However, there 11 be no pref_eréhtial :r'i'ght to pur4
hase in those cases wher y party wishes to mortgage its interists, or to dispo f its interests by merger '
eorganization, ¢ idation, or sale of all of its assets, or a sale or transfer of its interes a subsidiary oxJ

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

_19. SELECTION OF NEW OPERATOR

Should a sale be made by Operahr of its:rights and interests, the other parties shall have the right
within sixty (60) days after the date of such sale, by majority vote in interest, to select a new Operator. If

a new Operator is not so selected, the transferee of the present Operator shall assume the duties of and act as

in that capacity under this agreement, until its successor Operator is selecied and begins to funetion, but the
present Operator shall not be obligated to continue the performance of its duties for more than 120 days after

the sale of its rights and interests has been completed.

—8 —
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20. MAINTENANCE OF UNIT OWNERSHIP

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

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

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

Every such sa]e, encumbrance, transfer or other disposition made by any party shall be made expressb

subject to this agreement and shall be made w1thout prejudice to the rights of the other parties,

If at any time th\e\ interest of any party is divided among\and owned by four or moré co-owners, Opera-
~tor may, at its discretion, x@'} 1re such co=owners to appoint a single trustee or agent with full authority to re-
ceive notices, approve expex.\ ;.mes, receive ‘billings for and approve and pay such party’'s share of the joint
expenses, and to deal generally wnth,“and with power to bind, the co-owners of such party’s interests within
the scope of the operations embraced i this contract; however, all such co-owners shall enter into and exécute
all contracts or agreements for the disposition of their respective shares of the 0il and gas produced from the

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

21. RESIGNATION OF OPERATOR

Operator may resign from .its duties and obligations as Oberator at any time upon v\}rittgn notice of not
less than ninety (90) days gwen to all other parties. In this case, all parties to this contract shall select by
majority vote in interest, not in numbers a new Operator who shall assume ‘the recponalblhtles and duties, and
have the nghts -prescribed for Operator by this agreement. The retiring Operator shall deliver to its successor

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

The liability of the parties shall be several, not joint or ‘collective. Each party shall be responsible
only for its obhgatmns and shall be liable only for its proportlonate share of the costs of " developmg and
operating the Unit Area.. Accordingly, the lien granted by each party to Operator in Section § 1s“/§1ven to se-
cure only the debts of each severally. It xs not the intention of the parties to create, nor shall this agreement

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

23. RENEWAL OR EXTENSION OF LEASES
If any party secures a renewal of any oil and gas lease subject to this contract, each and al of the other
parties shall be notified promptly, and shall have the right to participate in the ownership of the renewal Jease
by paying to the party who acquired it their several proper proportionate shares of the acquisition cost, which
shall be'in proportion to the interests held at that tim¢ by the parties in the Unit Area.

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

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

Each party who participates in the purchase of a renewal lease shall be given an assignment of its pro-
portior{ate iﬁterest therein by the acquiring party. -

The provisions of this section shall apply to reﬁew,'v] le?ses whether they are for the entire interest
covered by the expmng Jease or cover only a portion of nts area or an interest therein. Any renewal lease
taken before the expiration of its predecessor lease, or taken or contracted for within six (6) months after
the expiration of the existing l_ease shall be subject to this provision; but any lease taken or contracted for
more than six (6) months after the expiration of an existing lease shall not be deemed a renewal lease and
shall not be subject to the provisions of this section. '

The provisions in this section shall apply also and in like manner to extensions of oil and gas leases.

—_—g —
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S 24. SURRENDER OF LEASES

The leases covered by this agreement, in 50 far as they embrace acreage in the Unit Area, shall not be

-
surrendered in whole or in part unless all parties consent.

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

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

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

terms and provisions of this agreement.
]

25. ACREAGF. OR CASH CONTRIBUTIONS

If any party receives while this agreement is in force a contribution of cash toward the drilling of a .
well or any other operation on the Unit Area, such contribution shall be paid to the party who conducted the
drilling 6:" other operation and shall be applied by it against the cost of stich drilling or other operation. If
the contribution be in the form of acreage, the party to whom the contribution is rriade shall promptly execute
an assignment of the acreage, without warranty of title, to all parties to this agreement in proportion to their
interesgs in the Unit Arga at that fime, and such acreage shall become a part of the 'Unit Area and be governed
by all the provisions of '.this contract. Each party shall‘promptly notify all other parties of all acreage or
money cont:ibutions it may obtain in support of any well or any other operation on the Unit Area.

26. PROVISION CONCERNING TAXATION -

Each of the partiés hereto elects, under the authority of Section 761(a) of the Internal Revenue Code of
1954, to be excluded from the application of all of the provisions of Sﬁbchapter K of Chapter 1 of Subtitle A of
the Internal Revenue Code of 1954. If the income tax laws of the state or states in which the property covered
hereby is located contain, or may hereafter contain, provisions sir;i‘ilar to those contained in the Subchapter of
the Intert:;l Revenue Code of 1954 above referred to under which a similar election 1s permitted, each of the
parties agrees that such election shall be exercised. Each party authorizes and directs the Operator to execute
such an election or elections on its behalf and to file the election with the proper governmental ‘office or ‘

agency.: If requested by the Operator so to do, each party agrees to execute and join in such an election.

Operator shall render for ad valorem taxation all property' subject to this agreement which by law
should be rendered for such taxes, and it shall pay all such taxes assessed thereon before they become delin-
quent. Operator shall bill all other parties for their proportionate share of all tax payments m .‘the manner
provided in Exhibit “C". - |

I ahy tax aésessment is considered unreasonable by Operator, it‘ may at its discretion protest such valua-
tion within the time and manner prescribed by law, and pros'ecute‘the protest to a final determination, unless
all parties agree to abandon the protest bribr fo final determination.  When any sucﬂ protested valuation shall
have been finally determined, Operator shall pay the assessment for the joint account, together with interest and
penalty accrued, and the total cost shall then be assessed against the parties, and be paid by them, us provided
in Exhibit “C”,

—10—
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27. INSURANCE

At all times while operations are conducted hereunder, Operator shall comply with the Workmen's

Compensation Law of the State where the operations are being conducted. Operator shall also carry or pro-

' vide insurance for the benefit of the joint account of the parties as may be outlined in Exhibit “D" attached

‘ to and made a part hereof. Operator shall reguire all contractors engaged in work on or for the Unit Area
; to comply with the Workmen’s Compensation Law of the Stale where the operations are being conducted and

to maintain such other insurance as Operator may require. R
In the event Automobile Public Liability Insurance is specified in said Exhibit “D”, or subsequently re-
ceives the approval of the parties, no direct charge shall be made by Operator for premiums paid for such in-

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

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

The defense of lawsuits shall be under the general direction of a committee of lawyers representmg the
parties, with Operator's attorney as Chairman. Suits may be settled durmg litigation only with the joint con-
sent of all parties. No charge shall be made for services performed by the staff attorneys for any of the
parties, but otherwise all expenses incurred in the defense of suits, together with the amount paid to discharge
any final judgment, shall ' be considered costs of operation and shall be charged to and paid by all parties in
proportion to their then interests in the Unit Area. Attorneys, other than staff attorneys for the parties, shall
be employed in lawsuits involving Unit Area operations only with the consent of all parties; if outside counsel
is employed, their fees and expenses shall be considered Unit Area expense and shall be paid by Operator and
charged to all of the parties in proportion to their ‘then intérests in the Unit Area. . The=provisions of this.
paragraph shall not be applied in any instance where the loss which méy result from the suit is treafed as an
individual léss rather than a joint loss under prior provisions of tﬁis. agreement, and all such suits shall be

" handled by and be the s6le responsibility of the party or parties concerned,

Damage claims caused by and arising out of operations on the Unit Area, conducied for the joint ac-
count of all parties, shall be handled by Operator and its attorneys, the settlement of claims of this kind shall
be within the discretion of Operator so ]ohg as the amount paid in setttement ol any one ciaim does not exceed
one thoﬁsand ($'1000.00) dollars and, if settled, the sums paid in settlement shall be charged as expense to

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

29. FORCE MAJEURE

If any party is rendered unable, wholly or in part, by force rnaJeure to carry out its obligations under
this agreement, other than the obhgatlon {0 make money payments, that party shall give to all other parties
prompt written notice of the force’ ma)eure with reasonably full particulars concerning it; thereupon, the
obligations of the party giving the notice, so far as they are affected by the force majeure, shall be suspended
during, but no longer than, the continuance of the force majeure. The affected party shall use all possible
diligence to remove the force majeure as quickly as possible. '

The requirement that any force majeure shall be remedied with all reasonable dlspatch shall not require
the settlement of strlkes, lockouts, or other labor dlfflculty by the party involved, contrary to lts wishes; how
all such difficulties shall be handled shall be entirely within the discretion of the party concerned.

The term “force majeure" as here employed shall mean an act of God, s(rike lockout, or other industrial
disturbance, act of the public enemy, war, blockade public riot, lightning, fire, storm, flood explosxon, gov-—
ernmental restraint, unavailability of equlpment and any other cause, whether of the kind specifically enum-

erated above or otherwise, which is not Lreasonably within the control of the party claiming suspension,

30. NOTICES

All notices authorized or required between the parties, and required by any of the provisions of this
agreement, shall, unless otherwise specifically provided, be given in writing by United States mail or Western
: Union Telegram, postage or charges prepaid, and addressed to the party to whom the notice is given at the

—1] —
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addresses listed on Exhibit “A™. The originating notice to be given under any provision hereof shall be deemed
given only when received py_the party to whom such notice is directed and the time for such party {o give any
notice in response thereto shall run from the date the originating notice is received. The second or any re-
sponsive notice shall be deemed given when deposited in the United States mail or with the Western Union
Telegraph Company, with postage or charges prepaid. Each party shall have the right to change its address

at any time, and from time to time, by giving written notice thereof to all oiher parties.
31. OTHER CONDITIONS, IF ANY, ARE:

31-A If any party hereto hereafter shall create any overriding Roya]ty,
Production payment, or other burden against its working interest production and
if any party or parties shall conduct non-consent operations pursuant to- any
provision of this agreement and, as a result, become entitled to receive the
working interest production” otherw1se belonging to the nonparticipating party,
the party or parties entitled to Teceive the working interest production of -the
non-partigipating party shall receive such production free and clear of burdens
against such product1on which may have been created by subsequent to this
agreement. In this regard, any such interest which may have been created sub-
sequent to this agreement shall ipso facto terminate and vest in the consenting
part1es.

31-B Each‘party'heretd‘OWning an undivided interest in the Unit Area waives
any and-all rights it may have to partition and have set as1de to it in
severalty its und1v1ded interest there1n.

31-C A party may become a party to this agreement by signing the or191na1
“of this instrument, a counterpart thereof, or other instrument agreeing-to be
bound by the provisions hereof. The signing of any such instrument shall have
..the same effect as if all the parties had signed the same instrument.-

31-D In’ connect1on with any and a]] of its: operat1ons under or by virtue of
thls agreement, Operator shall fully comply with paragraphs (1) “through (7)

in Section 202 of Executive Order 11246, issued Septembér 24, 1965, and Rules,
Regulations and relevant orders of the Secretary of Labor thereunder, which
are hereby made a part of this agreement as fully as though copied herein.

31-E As to any contract executed by Operator with an" 1ndependent contractor
covering operat10ns or services to be performed on properties covered by’ this
operating agreement Operator shall requ1re that any indemnification prov1s1on
contained therein shall extend to and inure to the benefit of non- operator in
the same manner as Operator.
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This agreement may be signed in counterpart, and shall be binding upon the parlies and upon their heirs,

i successors, represeniatives and assigns.

OPERATOR
DOYLE HARTMAR

By
NON-OPERATORS
ATTEST: . | SHELL OIL COMPANY ;
By: : By

J. A. DAVIDSON

NPT

By

JACK FLETCHER

o

By

MILLARD DECK, INDIVIDUALLY AND d/b/a/
MILLARD DECK OIL COMPANY

By T
ATTEST: GENERAL PETROLEUM, INC.
By : ' By

M. F. NELSON

By

JOHN BRYANT

By

ATTEST! WARRIOR, INC.

By




EXHIBIT "A"

Attached to and made a part of Operating Agreement dated June 30, 1978
covering W/2 of NE/4 Section 36, T-24-S, R-36-E, between DOYLE HARTMAN
as Operator and SHELL OIL COMPANY et al as Non- Operators

I.

I1.

(a) Lands Subject to Agreement:

T-24-S, R-36-E, Lea County, N. M,
Section 36: W/2 of NE/4

(b) Depth Limitations:

Surface to base of Jalmat formation.

Percentageé‘éf Iﬁterests and Addresses of Parties:

DOYLE HARTMAN 39.0625%

508-C-& X Petroleum Bldg.
Midland, Texas 79701

© *SHELL 'OIL COMPANY | 50.0000%
P.0. Box 991 :
Houston, Texas 77001
J. A. DAVIDSON | 9.3750%
P.0. Box 494 |

‘Midland, Texas 79701

~ "JACK FLETCHER ’  1.5625%

ROutc 1, Box 133-C
M]dland Texas 79701

*In the event She]1 011 Company has not, or does not, exercise its
right of reassignment pursuant to Paragraph 4 of Farmout Agreement
and Assignment dated May 6, 1969, from Shell to R. 'G. Schuehle

and John Yuronka, this 50% interest is owned as follows:

**MILLARD DECK, INDIVIDUALLY AND 42.1815%
d/b/a/ MILLARD DECK OIL COMPANY .
P. 0. Box 1047
Eunice, New Mexico 88240

GENERAL PETROLEUM, INC. ' 4 3.1250%
P. 0. Box 840 . -
Hobbs, New®Mexico 88240

M. F. NELSON 3.1250%
P. 0. BRox 603 o
Hobbs, New Mexico 88240

JOHN BRYANT | 1.5625%.
c/o Millard Deck S
P. 0. Box 1047
Eunice, New Mexico 88240
**This interest may be owned by v1rtue of an unrecorded conveyance by:
WARRIOR, INC. ' 42. 1875%
206 N. Main :
Midland, Texas 79702
Exhibit "B"

There is no Exhibit “B".
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R=36<E,. NMPM, Lea. County, New. Mex&C\’between DOYLE. HARTMAN{
as. Operator and J. A. DAVIDSON, JACK FLETCHER, et. 61
Non-Operators.

ACCQUNTING PROCEDURE
JOINT OPERATIONS

o W1

Ser e ke e b A

; I. GENERAL PROVISIONS
1. Definitions
‘“Joint Property” shal! mean the real and personal property subject to the agreement to which this Accounting
Procedure is attached.

“Joint Operatlons” shall mean all operations necessary or proper for the development, operatxon protection and
‘mainienance of the Joint Property.

“Joint Account” shall mean the account showing the charges paid and credits received in the conduct of the Joint
Operations and which are to be sharéd by the Parties.

“Operator” shall mean the party designated to conduct the Joint Operations.
“Non-Operaiors" shall mean the parties o this agreement other than the Operator.
“Parties” shall mean Operator and Non-Operators.

“First Level Supervisors” shall mean those employees whose primary function in Joint Operations is the direct
supervision of other employees and/or contract labor directly employed on the Joint Property in a field operat-
ing capacity.

“Technical Employees” shall mean those emp]oyees having special and specmc engineering, , géological or other
professional skills, and whose primary function in Joint Operations is the” handling of specific operating condi-
tions and problems for the benefit of the Joint Property.

“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Opeiétor’s employees.
“Material” shall méan personal property, equipment or supplies acquired or held for use on the Joint Property.

“Controllable Material” shall mean Material which at the time is so classified in the Material Classification Manual
as most recently recommended by the Council of Petroleum Accountants Societies of North America.

AR P N i

2. Statement and Billings

j , e Operator shall bill Non-Operators on or before the 1ast day of each mofth for their propdrtionate share of the
AT S 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 appropriate classifications of in-
vestment and expense except that items of Controllable Material and unusual charges and. credlts shall be sep-
arate]y 1dent1f1ed and fully described in detail.

3. Advances and Payments by Non-Operators

Unless otherwxse provided for in the agreemenf the Operator may’ require.the Non-Operators to advance their
share of estimated cash outlay for the succeeding month’s operation. Operator shall ad]ust each monthly billing
to reflect advances received from the Non-Operators.

Each Non- Operator shall pay its proportion of all bills within fifteen (15) days after receipt. If payment is not
made within such time, the unpaid balance shall bear interest monthly at the rate of twelve percent (12%}) per
annum or thé maximum contract rate permitted by the applicable usury laws in the state in which the Joint
Property is located, whichever is the lesser, plus attorney's fees, court costs, and other costs in connection with

the collection of unpaid amounts.

4. Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correct-

o R ness thereof provided, however, all bills and statements rendered tfo Non-Operators by Operator during any
calendar year shall concluswely be presumed to be true and correct after twenty-four (24) months following

the end of any such calendar year, unless within the said twenty-four (24) month period a Non-Operator takes
written exception thereto and makes ¢laim on Operator for adjustment. No adjustment favorable to Operator shall

be made unless it is made within the same prescribed period. The provisions of this paragraph shall not prevent
adjustments resulting from a physical mventory of Controllable Matenal as provided for in Section V,

5. Audits

A. Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have thé right to audit Ope-
rator’s accounts and records telating to the Joint Account for any calendar year within the twenty-four (24) month
period following the end of such ‘calendar year; provided, however, the making of an audit shall not extend the
time for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this

" Section 1" Where there are two or more Non-Cperators, the Non-Operators shall make every reasonable effort to
conduct Jomt or simultaneous audits in a manner which will result in a minimum of inconvenience to the Opera- i
tor. Operator shall bear no portion of the Non-Operators’ audit cost incurred under this paragraph unless agreed !

to by the Operator.

6. Approval by Non-Operators : .
i Where an approval or other agreement of the Parties 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
; no contrary provisions in regard thereto, Operalor shall notify all Non-Operators of the Operator’s proposal, and
P the agreement or approval of a majority in interest of the Non- Operators shall be conwolhng on all Non-Opera-

; tors.
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1. DIRECT CHARGES

Operalor shall charge the Joint Account with the following items:

1.” Rentals and Royalties

o

9. Legal Expense

Lease rentals and royalties paid by Operator for the Joint Operations.
Labor

A. (l) Salaries and wages of Operalor's field employees directly employed on the Joint Property in the conduct
of Joint Operations.

(2) Salaries of First Level Supervisors in the field.

(3) Salaries and wages of Technical Employees directly employed on the Joint Ploperty if such charges are
excluded from the Overhead rates.

B. Operator's cost of holiday, vacation, sickness and disability’ benefits and other customary allowances paid to
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section
II. Such costs under this Paragraph 2B may be charged on a “when. and as paid basis” or by “percentage as-
sessment” on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this
Section: II. If percentage assessment is used, the rate shall be based on the Operator’s cost experience.

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are
applicable to Operator's costs chargeable to the Joint Account under Paragraphs 2A and 2B of this Sec-
tion II.

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

. Employee Benefits '

Operator’s current costs of establlshed plans for employees group life insurance, hospltahzatlon pension, re-
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s labor
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section II 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 provnded under Section IV. Only
such Material shall be purchased for or transferred to the Joint Property as may be required for immediate use
and is reasonably -practical and consistent with efficient and economical operations. The accumulation of sur-
plus stocks shall be avoided.

Transportatmn

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

A. If Material is moved o the Joint Property from the Operator'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 rallway receiving point where like material is normally available, unless agreed
to by the Pariies.

B. If surplus Material is moved to Operators 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, recogmzed barge
terminal, or railway receiving point unless agreed to by the Parties. 'No charge shall be made ‘to the Joint Ac-
count for moving Material to other properties belonging {0 Operator, unless agreed to by the Parties.

C. In the application of Subparagraphs’A and B above, there shall be no equalization of actual gross ‘trucking cost
of $200 or less excluding accessorial charges.

Services

The cost of contract services, equlpment and utilities provxded by out51de sources, except services excluded by
Paragraph 9 of Section’II'and Paragraph 1. ii of Section IIl. The cost of profe5510nal 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 consultant services or contract services of technical personnel not di-
rectly engaged on the Joint Property shall not be charged to the Joint Ac¢ount 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 equlpment and facilities at. rates com-
mensurate with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other
operating expense, insurance, taxes, depreciation, and interest on investment not to exceed eight per cent (8%)

 per annum. Su;h ‘rates shall not exceed average commercial rates currently prevallmg in the immediate area
of the Joint P;lopg ty.

B.. In lien of ch“rges in Paragraph 7A above Operator may elect to use average commerc1a1 rates prevaxhng in
the immediate arex.of the Joint Property less 209. For automotive equipment, Operator may elect to use rates
published by the Pe. roleum Motor Transport Assoexatlon

Damages and Losses to ;Jomt Property

All costs or expenses neeessary for the repair or rep!acement of Joint Property made necessary because of dam-
ages or losses incurred b\z fire, flood, storm, theft, accident, or other cause, except those resulting from Operator’'s
gross_negligence or wnllfu\ misconduct. Operator shall furnish Non-Operator written notice of damages or losses
incurred as soon as practlc7ble after a report thereof has been recelved by Operator.

Expense of handling, mvest\}gatfng a\\d settlmg lmgatlon or claxms dlschargmg of 'liens, payment of judgments
ard amounts paid for settlement of /r aims incurred in or resultmg from operatzons under the agreement or
necessary to protect or recover the’ 5omt Property, except that no charge for services of Operator’'s legal staff
or fees or expense of outside ziiorneys shall be made unless prev:ously agreed to by the Parties. All other legal
expense is considered to be covered by the overhead provisions of Section 1II unless otherwise agreed to by the
Parties, except as provided in Section }, Paragraph 3.
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10. Taxes

All taxes of every kind and nature assessed or levied upon or in cofinection with the Joint Property, the opera-
tion thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the
Parties.

11, Insurance

Net premiums paid for insurance required to be carried for the Joint Operations for the prolectlon of the Par-
ties. In the event Joint Operations are conducted in a state in which Operator niay act as self-insurer for Work-
men’s Compensation and/or Employers Liability under the respective state’s laws, Operator may, at its election,
include the risk under its self-insurance program and in that event, Operator shall include a charge at Operator’s
cost not to exceed manual rates.

12, Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section II, or in Section III,
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operations.

1il,. OVERHEAD

1. Overhzad - Drilling and Producing Operations

i. As compensatlon for administrative, supervision, office serv1ces and warehousmg costs, Operator shall charge
drilling and producing operations on either:

( X)) Fixed Rate Basis, Paragraph 1A, or
( ) Percentage Basis, Paragraph 1B.

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable
under Paragraph 2A, Section Il -The cost and expense of services from outside sources in connection with
matters of taxation, trafﬁc, accounting or matters before or involving governmental agencies shall be considered
as included in the Overhead rates provided for in the above selected Paragraph of this Section III unless such
cost and éxpense are agreed to by the Parties as a direct charge to the Joint Account.

ii. The-salaries, wages and Perzonal Expenses of Technical Employees and/or the cost of professional consultant

services and contract services of technical personnel directly employed on the Joint Property shall () shall
not (X ) be covered by the Overhead rates. -

A. Overhead - Fixed Rate Basis

(1) Operator shall charge the Joint Account at the following rates per well per month:

Drilling Well Rate $___1500. 00
Producing Well Rate $ 200.00

(2) Application of Overhead - Fixed Rate Basis shall be as follows

(a) Drilling Well Rate
[1] Charges for onshore drilling wells shall begin on the date the well is spudded and terminate on

the date the drilling or completlon rig is released, whithever is later, except that no charge’ shall<

SN

be made during suspension of drilling operanons for fifteen (15) or more consecutive days.”

[2] Charges for offshore dnllmg wells shall begin on the date when drilling or completion eqmpment

. arrives on location and terminate on the date the drilling or completlon equipment moves off loca-

_ tion or rig is released, whichever occurs first, except that no charge shall be made during suspen-
sion of drilling operatxons for fifteen (15) or more consecutlve days

[3] Charges for wells undergomg any type of workover or recompléetion for a penod of ﬁve '(5) con-
secutive days or more shall be made at the drilling well rate. Such charges shall be apphed 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 RN \(\;

[1] An actlive well either produced or 1'1]ected 1nto for any portlon of the month shall be conmdered
as a cne=Well charge for the entire month.

i2Y ‘Each active complétion in a multi-completed well in’ which production is not commingled down
hole shall be consxdered\as a one-well charge providing each completion is consxdered a separate
well by the governmg 'egulatory authority.

[3]) An inactive gas well shut in because of overproduction or failure of parchaser to f.ake the produc-
tion shall be considered as a one-well charge provxdmg the gas well is directly connected to a per-
manent sal&s outlet.

[4] A one-well charge may be made for the month in which plugging and abandonr:ent operations
are completed on any well.

[6]1 All other inactive wells (including but not limited to inactive wells covered’ by unit allowable,
lease allowable, transferred allowable, etc.) shall not quahfy for an overhead charge.

(3) The well rates shall be adjusted as of the first day of Apnl each year following the efféctive date of the
agreement to which. this- Accourtmg Procedure is attached. The ad;ustment shall be computed by multi-
plying the rate currently in use by the percentage increase or decrease in the average weekly earnings of
Crude Petroleum and Gas Production Workers for the last calendar year compared to the calendar year
preceding as shown by the index of average weekly earnings of Crude Petroleum and Gas Fields Produc-
tion Workers as pubhshed by the United States Department of Labor, Bureau of Labor Statistics, or the
equivalent Canadian index as pubhshed by Statistics'Canada, as applicable. The ad;usted rates shall be
the rates currently in use, plus or minus the computed adjustment.
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B. Overhead - Percentage Basis I
(1) Operator shall charge the Joint Account at the following rates: i
(a) Development ’ !

‘ . ——_Percent (%) of the cost of Development of the Joint Property exclusive of costs
. - provided under Paragraph 9 of Section 11 and all salvage credits.

(b) Operating

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

(2) Application of Overhead - Fercentage Basis shall be as follows:
For the purpose of determining charges on a perceniage basis under Paragraph 1B of this Section 1II, de-
velopment shall include all costs in connection with drilling, redrilling, deepemng or any remedial opera-
tions on any or all wélls involving the use of drilling crew and equlpment also, preliminary expendltures
.necessary i preparation for drl]lmg and expenditures incurred in abandoning when the well is not.com-
pleted as a producer, and ongmal cost of construction or installation of fixed assets, the expansion of fixed
assets and any other project clearly discernible as a fixed asset, except Major Constructmn as des.ned in

i Paragraph 2 of this Section III. All other costs shall be considered as Operating.

' 3
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| 3. Amendment ‘of Rates

The Overhead rates provided for in this Section III ' 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.

IV. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS ;

Operator is, respon51ble for Joint Account Matenal and shall make proper.gnd timely charges and credits for all ma-
terial movements affectmg 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- Operator. Operator shall make timely disposition :
of 1dle and/or surplus Material, such disposal being made either through sale to Operator or Non- Opcrator, division in E
kind, or sale to outsiders: Operator may purchase, but shall be under no obligation to purchase, interest of Non-Opera- E
- ters in surplus condition A or B Material. The disposal of surplus Controllable Material not purchased by the Opera- b
tor shall be agreed to by the Partles ) '

1. Purchases

Material purchased shall be charged at the prlce paid by Operator after deduction of all discounts received. In case
of Material found to be defective or returned to vendor for any other reason, credit shail be passed to the Joint
Account when adjustment has been received by the Operator.

2. Transfers and Dispositions
Material furnished to the Joint Property and Material transferred from the Joint Property or disposed oi by the
Operator, unless otherwise agreed to by the Parties, shall be priced on the following bases exclusive of cash dis-
counts:
A. New Material (Condition A)

(1) Tubular goods, except Jine pipe, shall be priced at the current new price in effect on date of movement on a
maximum carload or barge lecad welght basis, regardless of quantity transferred, equalized to the lowest
published price f.o.b. railway receiving point 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 i

o movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor-

E mally available.

(b) Movement of 30,000 pounds or more shall be pnced under provisions of tubular goods pricing in Para-
graph 2A (1) of this Section IV,

(3) Other Material shall be pi'iced at the current new price, in effect at date of movement, as listed by a reliable
supply store or f.o.b. railway receiving point nearest the Joint Property 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 to the Joint Property
(a) At seventv-flve percent (75%) of current new price, as determined by Paragraph 2A of this Section IV ;

(2) Material moved from the Joint Property

(a) At seventy-five percent (75%) of current new price, as determmed by Paragraph 2A of this Section 1V,
if Material was originally charged to the Joint Account as new Material, or ' )

¢
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(b) at sixty-five percent (659 ) of current new price, as determined by Paragraph 2A of this Section
1V, if Malerial was originally charged to the Joint Account as good used Material 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 Material (Condition C and D)
(1) Conditicn C :

Material which is not in sound and serviceable condition and not suitable for its original function until

after reconditlioning ‘shall be priced at fifty percent (50¢%) of current new price as determined by Para-

graph 2A of this Section 1V. The cost of reconditioning shall be-charged to the receiving property, pro-
vided Condition C value pius cost of reconditioning does not exceed Condition B value,
(2) Condition D

All other Material, mcludmg Junk shall bé priced at a value commensurate with its use or at prevailinig

prices. Material no longer suitable for ils 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 .he Operator without-prior approval
of Non-Operators. .

D. Obsolete Material

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

dered by such Matertal.
E. Pricing Conditions

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

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

3. Premium Prices

Whenever Material is not readily obtamable at publnshed or listed prices because of natlonal emergencies, str1kes ’
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 provxdmg such Material, in makmg it suitable’ for use,
and in moving it to the Joint Property; provided noti¢e 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 electing and
notifying Operator within ten days after receiving notice from Operator, to furnish in kind all or part of his share
of such Material suitable for.-use and acceptable to Operator.

4. Warranty of Material Furnished by Operator

Operator does not warrant the Material furnished. In case of defectwe Material, credlt shall not be passed to the
Joint Account until adjustment has been received by Operator from the manufacturer; or their agents.

, V. INVENTORIES
The Oper"“nr shall maintain detailed records of Controllable Material.

1. Penod:c Inventones, Notice and Representation

At reasonable mtervals Inveiitories shall be taken by Operator of the Joint Account Control]able Matenal.'

Written notice of intention to take inventory shall be given by Operator at least thirty (30)' days before any inven-
tory is to begin so that Non-Operators may be represented when any inventory is taken. Failure of Non- Operators
to be represented at an inventory shall bind Non-Operaters to accept the inventory taken by Operator

2. 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. Inventory ad-
justments shall be made by Operator with the Joint Account for overages and shortages, but Operator shall be
held accountable only for shortages due to lack of reasonable diligence.

3. Special Inventories
Special Inventories may be taken whenever there i§ any sale or change of mterest in the Joint Property. It shall
be the duty of the party selling to notify all other Parties as quickly as possible after/the transfer of interest takes
" place. In such cases, both the seller and the purchaser shall be governed by such inyéntory.

. Expense of Conducting Periodic Inventories

The expense of conducting periodic Inventories shall not be charged to the
Parties. e

int Account unless agreed to by the
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Attached to and made a part of that Operating Agreement dated
June 30, 1978, and covering the W/2 NE/4 Sec. 36, T-24-S, R-36-E,
NMPM, Lea County, New Mexico between DOYLE HARTMAN, as Operator,
and J. A. DAVIDSON, JACK FLETCHER, et al, as Non-Operators.

Operator, at all times while operations are conducted hereunder,
shall carry, and require its contractors to carry insurance to indemnify,
protect and hold the barties‘hereto harmless as follows;

1. ‘Insurance which shall comply with the Workmen's

Compensation, Employers Ljability and Occupational
Disease Taws of the State in which operations
hereundar are conducted;

2. ’Comprehens1ve genera] Tiability insurance with
limits of not less than:

A. Bodily Injury:

$160,000 per person and $300,000° for each
occurrence and,

B. Property Damage:

. _ $100, 000 for each occurrence and $300,000 in
the aggregate.

3. Automible 1iability insurance with limits of not
" less than:
A. $100,000 per person and $300,000 per accident
: pertaining to bodily injury to, or death of
persons; and,

B. $100,000 per-accident:pertaining to loss of,
_or damage to, property.

Upoﬁ successful completion-of first well, all preﬁiuhs paid on such
insurance shall be charged to the joint account. Except by mutual consent
of the parties, no other insuranée shall be maintained for the joint account,
and all losses not‘covered by such insurance ;hai] be charged to the joint
account. |

Operator shall not be Iiableito Non-Operator (51 for Ioss suffered on ,,
account of the insufficiency of insurﬁnce carried, or of the insuror with
whom‘dé;(ied,_nor shall Operator be liabie to Non~0p§rator (s) for any loss

: accrﬁiﬁg:by reason of Operator's inability to provide or maintain the jnsurance

above mentioned; provided, however, that if at any time during the Iifé'of
this agreement Qperator is unéb]evto'obtéih or maintafn SUch‘insurancé, Operator

shall promptly notify Noh-Operator (s) in writing of such fact.
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COMPANY Jexas Pacifi¢c 011 Co.
(R. Qlsen) i=: SU I
Wi McKinney No. 1 U IR P
PELD Jalmat
LOCATION 660 FNL & 660 FEL (A)
Sec. 36, T-24-S, R-36-E
COUNTY Lea
STATE New Mexico
ELEVATIONS: K8
bF 3269
GL.

SPUD DATE _ 3-7-49 comp. pATe 3-31-49

T 3500 rerp 3500

CASING RECORD 10 3/4 @ 278 w/175

7 @ 3148 w/500

PERFORATING REcorp OH: 3148 - 3500

(Seven Rivers - Queen)

STIMULATION Natyral

P IPF= 9 BOPD + 2000 MCFPD

TP cP

CHOKE 15/64 TUBING @

DST RECORD 3148 - 3500 Tested 9 BOPD +
6000 MCFPD.

Well con\)érted to water disposal

May 1978 Inj= 4000 BWPD

Inj Press= 715 psi
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Examiner Hearing - Thursday - July 6, 1978 Docket No. 22-78

CASE 6263:

CASE 6264:

CASE 6271:

CASE 6272:

CASE 6273:

N

{Continued from June 21; 1978, Examiner Rearing}

Application of Adobe 0il & Gas Corporation for compulsory pooling, Lea County, New Mexico. Applicant,
in the above-styled cause, secks an order pooling all mineral interests in thé Mississippian forma-
tion underlying the NE/4 of Section 17, Township 14 South, Range 36 East, Austin Field, Lea County,
New Mexico, to be dedicated to a well to be drilled at a standard location thereon. Also to be con-
sidered 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. Also to be considered will be the
designation of applicant as operator of the well and a charge for risk involved in drilling said well.

(Continded from June 21, 1978, Examiner Hearing)

Application of Doyle Hartman for compulsory pooling and an unorthodox gas well location, Lea County,
New Mexico. Applicant, in the above-styled cause, sceks an oxder pooling all mineral interests in
the Jalmat Gas Pool underlying the W/2 NE/4 of Section 36, Township 24 South, Range 36 East, Lea’ .
County, New Mexico, to form a non-standard gas proration unit to be dedicated to a well to be drilied
at an unorthodox location 330 feet from the North line and 2310 feet from the East line of said Sec-
tion 36. Also to be considered will be ;hg’cost of drilling and completing said well and the alloca-
tion of the cost thereof as well as actual operating costs and charges for supervision. Also to be
considered will be the designation of applicant as operator of the well and a charge for risk 1nvolved
in drilling .said well,

Application of Doyle Hartman for compulsory pooling, Lea County, New Mexico. Applicant, in the above-
styled cause, seeks an ordex poollng all mineral interests in the Queen formation underlylng the 572
SW/4 of Section 20 as a non-standard gas proration unit for a Jalmat gas well, or in the alternative,
the SE/4 SW/4 of Section 20 for a Langlie Mattix oil well, aX}l in Township 24 South, Range 37 East,
Lea County, New Mexico, to be dedicated to a well to be drilled at a standard location thereon. Also
to be considsred will be the cost of drilling and completing said well and the allocation of the cost
theredf as well -as actual operating costs and charges for supervision. Also to be considered will be
the designation of applicant as operator of the well and a charge for risk involved in drilling said
well.

Application of Doyle Hartman for an exception to Rule 15 of Oxder No. R-1670, as amended, Lea County,
New Mexico. Applzcant, in the above-styled cause, seeks an-exception to Rule”1l5 of Order No. R-1670,
as amended, which will allow him to produce his overproduced Etz Well No. 1, located in Unit D of
Section 7, Township 25 South, Range 37 Bast, NMPM, Jalmat Gas Pool, Lea County, New Mexico, at 69%
of its allowable unt11 such time as the ovérproduction has beeh made up.

Application 6f Gulf 011 Corporation for creation of a new gas pool and spec1a1 rules, 1nc1ud1ng ‘gas
proraticnifg, Eddy County, New Mexlco Applicant, in the above-styled cause, seeks the cruatxon of
a new Morrow gas pool in Eddy County compfising all, or portions of, Sections 24 and 25, Township 18
SouthL_Range 24 Edst, and Sections 18 thru 20, 28 thru 30, and 32 and 33, Township 18 South, Range
25 East; applicant further seeks the promulgation of special rules for said pool, including the pro-
rationing of gas production on a straight acreage basis and the prohibition of more than one well to
each 320-acre proration unit.
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Examiner Hcaring - Thursday - July 6, 1978 - Docket No. 22-78

CASE 6263: (Continued from June 21, 1978, Examiner Hearing)

Application of Adobe 0il & Gas Corpotatlon for compulsoxy pooling, Lea County, New Mexico. Applicant,
in the above-styled cause, secks an order pooling all mineral interests in the Mississippian fcrma-
tion underlying the NE/4 of Section 17, Township 14 South, Range 36 East, Austin Field, Lea County,
New Mexico, to be dedicated to a well to be drilled at a standard location thereon. Also to be con-
sidered will be the cost of drilling and completing said well and the allocation of the cost thereof

: &s well. as actual operating costs and charges for supervision. Also to be considered will be the

i § designation of applicant as operator of the well and a charge for risk involved in drilling said well.
. e

o CASL 6264: (Continued from June 21, 1978, Examiner Hearing)

e

—— ~
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i Application of Doyle Hartman for compulsory pooling and an unorthodnx gas well location, Lea County,

: New Mexico. Applicant, in the above-styled cause, Seeks an order pooling all mineral interests in’

; the Jalmat Gas Pool underlying the W/2 NE/4 of Section 36, Township 24 South, Range 36 East, Lea

s County, New Mexico, to form 2 non-standard gas proration unit to be dedicated to a well to be drilled
at an unorthodox location 330 feet from the North line and 2310 feet from the Fast line of said Sec-
tion 36. Also to be considered will be the cost of drilling and completing said well and the alloca-
tion of the cost thereof as well as actiial operating costs and charges for supervision. Also to be
considered will be the designation of applicant as operator of the well and a charge for risk involved
in drilling said well.

CASE 627): Application of Doyle Hartman for compulsory pooling, Lea County, New Mexico. Applicant, in the above-

styled cause, seeks an order pooling all mineral interests in the Queén formation underlying the 5/2
8W/4 of Section 20 as a non-standard gas proration unit for a Jalmat gas well, o in‘the alternative.
the SE/4 SW/4 of Section 20 for a Langlie Mattix oil well, all in Township 24 South, Range 37 East,
.Lea County, New Mexico, to be dedicated to a well to be drilled at a standard location thereon. Also
to be considered will be the cost of drilling and completing said well and the ‘allocation of the cost
thereof as well ~s actual operating costs and .charges for supervision. Also to be considered w111 be

i the desxgnatzon -< applicant as operator of the well and a charge for risk involved in drilling saxd

: well.

CASE_6272: Application of Doyle Hartman for an exception to Rule 15 of Order No. R-1670, as amended, Lea County,

. New Mexico. Applicant, in the above-styled cause, seeks an exception to Rule 15 of Order No. R-1670,

as anended, which will allow him to produce his overproduced Etz Well No. 1, located in Unit D of

Section 7, Township 25 South, Range 37 EFast, NMPM, Jalmat Gas Pool, Lea County, New Mexico, at 60%

of its allowable until such time as‘the overproduction has been made up. -

CASE 6273: Applicat;on of Gulf 0¢1 Corporation for creation of a new gas pool and special rules, including. gas
prorat1on1ng, Eddy County, New Mexico. Appllcant. in the above-styled cause, seeks the cireation of
a new Morrow gas pcol in Eddy County comprising all, or portions of, Sections’ 24 and 25, Township 18
South, Range 24 East, and Sections 18 thru 20, 28 thru 30, “and "32 and 33, Township 18 South, Range
25 East; applicant further seeks the promulgation of special riles for said pool, including the pro-
rationing of gas production on a straight acreage basis and the proh1b1t10n of more than one well to
each ‘320-acxe proration unit.
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KELLAHIN and FOX o

ATTORNEYS AT LAW

JABON W. KELLAHIN 800 DON GASPAR AVENUR
RORERT K. FOX P. O, BOX 176% TELEPHONE 982.4918

AREA CODE BOB

es: v e et st b PR L

W, THOMAS KELLANIN SANTA FE, NEW MEXICO 87501
' June 15, 1978

S , Mr. Joe Ramey o i,

. 0il Conservation Division e
P. 0. Box 2088 A e
Santa Fe, New Mexico 87501

Re: Doyle Hartman
NMOCC Case No. 6264

Dear Mr. Ramey:

Please continue the above referenced forced poolifig :

case to July 6, 1978 so that the following additional non-
consenting interest can be served with notice:

NW/4NE/4 Sec. 36

Millard Deck 0il Company and Millard Deck
‘Box 1047

Eunice, New Mexico 88231 - 27/32nd

General Petroleum, Inc., Box 840,
Hobbs, New Mexico 88240 1/16th

John Bryaht c/o John Yuronka
120 Petroleum Building o
Midland, Texas 79701 _ 1/16th

M. F. Nelson
Box 603, Hobbs, New Mexico 88240 1/32nd

John Yuronka |
120 Petroleum Building

AN

Midland, Texas 79701 *. unknown ';
R. G. Schuehle

102 Petroleum Building i , :

Midland, Texas 79701 : unknown

PR T TR W WO

Warrior Inc.’ | ‘ :
206 North Main
Midland, Texas 79701 ; known

e R AR i

\Y/ ry'truly

W. éomas

CC: Mr. Doyle Hartman
WTK :kfm
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Exanincr Hearing - Wednesday - June 21, 1978 ’ Docket No. 21-78

[}

~CASE 62643 Application cf Doyle Martwan for compulsory pooling and an unorthodox gas well location, Lea

— County, New Mexico., Applicant, in the above-styled cause, secks an order pooling all mineral
interests in the Jalmat Gas Pool underlying the W/2 NE/4 of Section 36, Township 24 South, Range
36 East, Lea County, Now Mexico, to form a non-standard gas proration unit to be dedicated to a
wel} to be drilled at an unorthodox location 330 feet from the North line and 2310 feet from the
East line of said Section 36. Also to be considered will be the cost of drilling and completing
said well and the allocation of the cost thereof as well as actual: operating costs and charges
for supervision. Also to be considered will 'be the designatior. of applicant as operator of the
well and a charge for risk involved in drilling said well.
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KELLAHIN and FOX i wodes s s

ATTORNEYS AT LAW

JASCHN W- KELLAMIN 300 DON GASPAR AVENUE ui 3 l I ST 3 .
ROBERT K. FOX P. O, BOX 1769 . TELEPHONE 9824318
W, THOMAS KELLARIN SANTA FE. NEW MEXICO. 87501 AREA CODE 808 |
- . R ‘. ) 4‘; ) ) . ,4;
June 5, 1978 " - e e nees

Mr. Joe Ramey

0il Conservation Division
P, 0. Box 2088 ‘
Santa Fe, New Mexico 87501

Re: Doyle Hartman

Dear Mr. Ramey:

Please set the enclosed forced pooling application
for hear1ng on June 21, 1978. -

Very tfuly y

W. Thomas ellahin g

CC: Mr. James A. Davidson
Mr. Doyle Hartman

WTK:kfm

‘Enclosure’
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BEFORE THE
OIL CONSERVATION DIVISION
STATE OF NEW MEXICO

IN THE MATTER OF THE APPLICATION
OF DOYLE HARTMAN FOR COMPULSORY
POOLING AND FOR UNORTHODOX GAS
WELL LOCATION, LEA COUNTY, NEW
MEXICO

APPLICATTION

COMES NOW Doyle Hartman, and as provided by Section

' 65-3-14, New Mexico Statutes Annotated, 1953 Comp., as

amended, applies to the 0il Conservation Commission of New
Mexico for an order pooiing all the mineral interest in and
under the W/2NE/4 of Section 36, Township 24 South, Range

36. East, NMPM, Lea County, New Mexico and for an unorthodox

gas well location 330 feet from the Nbrth line and 2310 feet

from the East line of said Section 36 and in support thereof
would show the Division:

1. Applicant is the operator of the SW/4NE/4 of said

section.

2. Applicant has obtained voluntary agreement for pooling
from all but the following:

Name - Interest

Shell 0il Company
P, 0. Box 991 :

Houston, Texas 77001 NW/4NE/4 Sec. 36

3. Applicant proposes to dedicate the W/2NE/4 of said

Section 36 and to drill a 3400 foot Jalmat test, at an unorth-

odox well location 330 feet from the North line and 2310 feet

from the East line of said section.

4. Applicant has been unable to obtain voluntary agree-

P ivg
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ment for the pooling of the unpooled interests indicated in
paragraph 2 above, and in order to avoid the drilling of

unnecessary wells, to protect correlative rights, and to

prevent waste, the Division should pool all interests in the

spacing or proration unit as a unit.

WHEREﬁbRE, Applicant respectfully requests that the

Division set this matter for hearing before the Division

duly appointed examiner, and that after notice and hearing

interest underiying the W/2NE/4 of Section 36, Toﬁnship 24 -
South, Range 36 East, N.M.P.M., Lea County, New Mexico, and
designating applicant operator of the pooled unit, together

with provision for applicant to recover its costs out of

- production including a risk factor to be;determined'by>the

Commission and with provisions for the payment of Bperatihg
costs and costs of supervision out of produttiOn'to be allo-

cated amdﬁg the owners as their interest may appear and further

 for approval of the unorthodox well location as described above,

and for such further orders as may be proper in the premises.
Reépectfully submitted,
DOYLE HARTMAN

P. 0. Box 17 _
Santa Fe, New Mexico 87501

ATTORNEYS FOR APPLICANT
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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. 6264

Oxder No. R~ 4 72( 7

APPLICATION OF DOYLE HARTMAN FOR
COMPULSORY POOLING AND AN UNORTHODOX
GAS WELL LOCATION, LEA COUNTY,

NEW -MEXICO.
WV”

ORDER OF THE DIVISION e

BY THE-DIVISION:

This cause came on for hearing at 9 a.m. on July 6

19 78 , at Santa Fe, New Mexico, before Examiner Daniel S. Nutter |

NOW, on this day of July » 19 78 -, the Divisioh

Director, having considered the testimony, the record, and the
recommendations of the Examiner, and beiﬁg fully advised in the
premises, _ ¢

FINDS:

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

(2) That the applicant, poyle Hartman,

seeks an order pooling all mineral interests_in the Jalmat Gas

Pool underlying the W/2 NE/4
of Section 36 , Township 24 South , Range 36 East

mu, /\—A—X ’ Lea ‘ County, New

Mexico.

St
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(3) That the apgllcant has the right to drill and proposes
line and 2310 feet from the East line of said Section 36.

to drill a well at an unorthodox. locatlon 330 feet from the North/

(4) That there are in;erest’owners in the proposed proration
unit Qho have not égreed to poél their interests.

(5) That to avoid the drilling of unnecessary wells, to
protect correlative rights, and to éfford to the owner of each

interest in said unit the opportunity to recover or receive

_without unnecessary expense-his just and fair share-of the gas— |~

in 'said pool; the subjéct*application'should be approved by
pooling all mineral interests, whatever they may be, within said
unit. |

(6) That the applicant should be design#ted the operator
of the subject well and unit.

(7) That any non-consenting working 1ntgresttowner should
be afforded the;bpportunity to bay his share of estimated well
costs to the opérator'in lieu of paying his share of reascnable

‘costs out of production.

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

withheld from production his sharé' of the reasonable well costs

plus an addltlonalzaofhyg!gé thereof as a reasonable charge fer th#“

risk involved in the drilling of the well.

(9) That any non-consenting interest owner should be
afforded the opportun;ty to object to the actual well costs but N
that actual well costs shou;d be adopted as the reasonable well
costs in‘thefabsénce 6f such objection.

’(16; That following determination of reaébﬁgﬁi; well costs,
any non-consenting working interest owner that has paid his
share of estimated costs should pay to the operator any amount
that reasonable well costs éxceed estimated well costs and
should receive from the cperator-any amount that paid-estimated”

well costs exceed reasonable well costs. .

I I U T T L N A T T A
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(11) That $/500.60 per month, should be fixed as -a reason-

A

able charges for supervision (combined fixed rates); that the

yoperator should be authorized to withhold from production the
i

; proportionate share of such supervision chargesattributable to

"each non~consenting working interest, and in addition thereto,
the operator should be authorlaed to withhold from production

: ) ' ‘ the proportlonate share of actual expendltures requlred for

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

attributable to each non-consenting working interest.

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

proof of ownership.

(13) ‘That upon the fallure of the operator. of said pooled
unit to commence drllllng of the well to which said unlt is

dedicated on'or before d:%wéﬁéoo’//‘(fﬁng , the order

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

llwhatsoever.

IT IS THEREFORE ORDERED:

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

in the _Jalmat Gas Pool FS¥HZEISH underlying the W/2 NE/4|
of Section 36, ¢ Township 24 South } Range 36 East '

14

NMPM, N Lea County' New Mexj-con

Uow -
are hereby pooled to form éﬂstandard ZCL— acre gas spacing

and proration unit to be dedicated to a well to be drilled
feet "from the East line of said Section 36.

at an unorthodox location 330 feet from the North line and 2310/

PROVIDED HOWEVER, that the operator of said unit shall

commence the drilling of said well on or before the'41r$+'day of
G:ZhL!&bm) , 1978 , and shall thereafter continue the drilling

of said well with due diligence to a depth sufficient to test the

Jalmat Gas Pool; KESHMAEIUNS

;|3”L,:PRQVIDED;FURTHERi that in the gvent scid operator does mot

el

commence the drilling of said well on or before the ;{5[6*’ day of
Cbc4dﬁzl) ~, 1978 , order (1) of this order shall be null

g ia/ ADL e

and void and of no effect whatsoever; unless said operator obtains

a time extension from the . pivision for good cause shown.
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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 bDirector a
show cause why Order (1) of this order should not be rescinded.

(2) That Doyle Hartman is hereby designated

the operator of the subject well and unit. |
(3) That after the effective date of this order and within

30 days prior torcommencing said well, the operator shgll 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
estimatea well cbstsnis furnished to him, an} non-~consenting
working interest owner shall h#ve the righ£ to payahis 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 pro;
vided above shall remaih liable for operating costs but shall
not be liable for risk charges.

~ (5) That the operator skall 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 Division has not objected within 45 days fqlléwing receipt

of said schedule, the actual well costs shall be the reasonable
well costs; provided however, that if there is an objection to
actual well costs within said 45-day period the Division will
determine reasonable well costs after public notice and hearing.
(6) That within 60 days following determination of reason-
able well costs, any non-consenting working interest owner that

has paid his share of estimated costs in advance as provided

hd
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above shall pay to the operator his pro rata share of the amount
that reasonable well costs exceed estimated well costs and shall
receive from the operator his pro rata share of the amount_that
estimated well costs exceed reasonable well costs.

"(7) That the operator is herebykautﬁorized to withhold
the foliowing costs and‘charges_from production:

(A) The pro rata share of reasonable well costs

attrlbutable to each non-consenting working
1nterest owner who has not paid hls‘share of
estimated well costs within 30 days from the
date the schedule of estimated well costs is
furnished to him.

As a charge for the risk involved in the
drilling of ‘the well,{fgggggf'of the pro rata
share of reasonable well costs attributable
to each non—coosenting»working interestb
owner who has notrpaid his share of estimated
well costs within 30 daysfffgﬂwthe date the
scheduie of estimated well costs is furnished
to him.

(8) That the operator shall distribute said costs and

charges withheld from pro ion: to the part es who advanced
biz&p ZZMZoo

the well costs. ’ &%
(9) Thaf#/éazzoa per month s her y fix as--reasonable

chargedfor supervision (comblned fixed rates); that the operator

"is hereby authorized to withhold from production the proportionate
share of such supervision chargegattributable to each non-
consenting working iaterest, 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.
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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 ihterest for the purposé of allocating costs and charges

# (11) That any well costs or charges whichgage to be paid

out of production shall be withheld only from the working

royalty'interests;

l
o - (12) That all proceeds from production from the subject
well wﬁich are not disbursed for any reason shall be placed in
escrow in Lea County, New Mexico, to be paid to the true owner
thereof ﬁp;n demand and proof of ownership; that the ‘operator
“ shall notify the :Division of the name and address of said
escrow agent within 90 days from the date of this 6rdef.

m - {13) That jurisdicticn of this cause is retained for the

entry of such further orders as the Division :- may deem necessary.

designateid

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

~




