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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 .

= PIVISION FOR THE PURPOSE OF
CONSIDERING:

- ’ o CASE NO. 6488
W . . Order Nos R-5945

APPLICATION OF JOHN H. HENDRIX
CORPORATION FOR COMPULSORY . . ..

~ POOLING, LEA COUNTY, NEW MEXICO.

ORDER OF THE COMMISSION

BY THE COMMISSION:

This cause came on for hearing at 9 a.m. on March .2,
1979, at Santa Fe, New Mexico, before the 0il Conservation
Commission of the State of New Mexico, hereinafter referred
to as the "Commission.”

IS el U NOW, on this 7th day of March, 1979, the Commission,
e i a4 quorum belny present, having ‘considered the testimony, the

o record, and the exhibits of the hearing, and being fully

w advised in the premises, )

FINDS: . .

fﬁj»f § ' {1) That due public notice having been given as required
T : ‘ by law, the Commission has jurisdiction of this cause and the
subject matter thereof. _ L :

{2} That the apn1{c_p+ John #. Hendrix Corporation,

wanes

seeks an order pooling all mineral interests in the Wolfcanmp,
Pennsylvanian and Mississippian faormations underlying the
E/2 of Section 8, Township 14 South, Range 36 East, NMPM,

" Austin Mississippian Pool, Lea County, New Mexico.

(3) That the applicant has the right to drill and
proposes to drill a well at a standard location in the E/2
of gald Section 8. .

(4) That Harvey E. Yateq,Company.seeks the,pooling and
dedication of the S/2 of said Section .8 .in Case No. 6€483.

(5) That all of said Seqtion 8 can reasonably be
presumed to be productive of ga
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{5} That thc evidenc

1dicatoa that two walls will

ce in
»be required to effectively and efficiently drain sald
Section 8. : :

(7) That the evidence indicates that two commercially
productive wells can be drilled in the,S/Z.of gsaid Section 8.

(8) That the evidence indicates .that .a well drilled

'le \..ut: “,‘ Ul DG&J SCCtiCT} ,‘ Rt 1A {n -1l nvn‘ngk‘1‘-l-11.:«:o\§-
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recover gas in commercial quantities.‘,

" (9) That by dividing said Section g into E/2 and W/2
drilling units, each working interest owner will be better .

afforded the opportunity to develoP its acreage in the
section. .

(10) That to prevent waste .and to better . prdtect

correlative rights, said Section 8 should be developed on

drilling units comprising .the E/2 and the W/2 of the section.

(11) ‘chat there are intexest owners in the proposed
proration unit (the E/2 of said Section 8) who have not
agreed to pool their interests.

(12) That to avoid the drilling of unnecessary wells, to
protect correlative rights, and to afford to the owner of
each interest in said unit the .opportunity to recover or
receive without unnecessary expense his just and fair share
of the gas in said pool, the subject application should be
approved by pooling all mineral interests, whatever they may
be, within said unit. e } .

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

(14) 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. , ,

{15) That any non-conseﬁting 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 100% thereof as a reasonable charge

. for the risk involved in the drilling of the well.

(16) 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.
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(17) That ollowinq determination of reasonable well
costs, any non-consenting working interest owner that has
pald 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. .

(18) ‘That $2500. OO per month while drilling and
$150.00 per month while producing should be fixed as -
reasonable charges for supervision. (combined fixed rates);

~that-the operator should be authorized to withhold from

production the proportionate share of such supervision

-charges attributable to each non~consenting working interest,

and in addition thereto, the operator should be authorized
to withhold from production the .progortionate share of
actual expenditures required for operating the subject well,
not in excess of what are reasonable, attributable to each
non-consenting working interest, .

(19) 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.

(20) That upon the failure of the operator of said
pooled unit to commence drilling of the well to which said
unit is dedicated on or before June 15,:1979, the order
pooling said unit should become null and void and of no
effect whatsoever. , B :

IT IS THEREFORE ORDERED: .

(1) That all mineral interests, whatever they may be,
in the Wolfcamp, Pennsylvanian and Mississippian formations
underlying the E/2 of Section .8, Township 14 South, Range 36
East, NMPM, Austin-Mississipplan Gas Pocl, Lea County, New
Mexico, are hereby pooled ‘o form a standard 320~acre gas
spacing and proration unit to be dedicated to a well to be
drilled at a standard location thereon. .

PROVIDED HOWEVER, that the operator of said unit shall

commence the drilling of saild well on or before the 15th day
of June, 1979, and shall thereafter continue the drilling

of said well with due diligence to a depth sufficient to test
the Mississippian formation; .
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'PROVIDED FURTHER, that in the event sald operator does,'

15th day ‘of June, 1979, 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 Adrilled
to completion, or abandonment, within 120 days after
commencement thereof, said operator shall appear before .
the Division Director and show. cause why Order (l) of this

“oYder should not beée rescinded.

(2) That John H. Hendrix Corporation 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 to commencing said well, the operator,
shall furnish the Division and each known working interest
owner in the subject unit an itemized schedule of estimated
well costs.

¢ .

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

(5) That the operator shall furnish the Division and
each known working interest owner an itemized schedule of
actual well costs within 90 days following completion of the
well; that if no objection to the actual well costs is
received by the Division and the Division has not objected
within 45 days following 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. o

(6) That within 60 days .following determination of
reasonable 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
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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 ig hereby authorized to withhold
the following costs and charges from productilon:

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

(B) As a charge for the .risk involved in the
drilling of the well, 100% of the pro rata
share of reasdnable well costs attributable
to each non-consenting working interest
owner who has not paid his share of estimated
well costs within 30 days from the date.the
schedule of estimated well costs 1is furnished
to him.

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

{3) That $2500;00 per month while drilling and $150.00
per month while producing is hereby .fixed as reasonable
charges for supervision (combined fixed rates); that the
operator is hereby authorized to withhold from production
the proportionate share of such supervision charges attributable
to each non~consenting working interest, .and in addition
thereto, the operator is hereby authorized to withhold from
production the proportionate share of actual expenditures
required for operating such well, not in excess of what are
reasonable, attributable to each non-consenting working
interest.

{(19) That any unsevered mineral interest shall be
considered a seven-eighths (7/8) working interest and a
one-eighth (1/8) royalty interest for the purpose of allocating
costs and charges under the terms of this order.

(11) That any well costs or charges which are to be paid

lout of production shall be withheld only from the working
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+ ' 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 immediately
be placed in escrow in Lea County, New Mexico, to be paid
to the true owner thereof upon demand and proof of ownership;
that the cpsarator shall notify .the Division of ths name and
address of said escrow agent within 30 days from the date of
first deposit with said escrow agent. . .

(13) That jurisdibtion of this cause is rétained for m"; I
the entry of such further orders .as the Division may deem -
necessary. e )

DONE at Santa Fe, New Mexico, on the day .and year herein-
above designated. . C .

STATE OF NEW MEXICO .
OIL CONSERVATION COMMISSION

ALEX-d. ARMIJO, Membe

SEAL
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AUSTIN AREA, LEA COUNTY, NEW MEXICO .. /8/7/—:@ —

The Austin Area appears to be on an anticlinal feature north of and on trend

with the Caudill-Antieline to the south.. Production possibilities ‘are primarily

related to closure, although some are hlghly dependent on stratigraphic conditions.

The main prospects are San Andres, Wolfcamp, Permo-Pennsylvanian Lime, upper Penn-

sylvanian Lime, Strawn Lime oil and Atoka, Morrow, Chester Lime and the Siluro-

Devonian oil and/or gas. 'The Chester Lime and tke Siluro-Devonian are the prime

prospects here.

The Phlllips #1 Austin (M-17-14-36) is the highest well on th1s feature to
have peneiraied the Silurc-Devonian. Tt fourid the . tobp 140 feet of that section _
tight, but found good reservoir rock filled with formation water below that point.
b It was completed from 42 feet ‘of microlog porosity in the Chester Lime for an IP

e . - AC_AfOT g o . T
- 1 i COF 4,925 MCFGPD.” "It had made 4,023,1&5 MCFG 4-57516-BD -to 1-1=78 and was pro-= . -

duc1ng at an average rate of 15,000 MCFG + 122 BD per month at that time. Cherry
Brothérs #1 Austin-State (E- 19-14 36) was an attempt to extend this production 23/4
mile to “the southwest. This well was 47 feet low on the Siluro-Devonian and found
the top 75 feet of that section mainly tight (100' brackish water). On a test of
the Chester Lime pay, the packers failed and only the water blanket and 890' Sli
GCM were :recovered. Final Shut in Pressure was 1448#/45" Thig well was comple-
ted from a thin (10') Wolfcamp Lime zone (now abandéned) for an TPF 250 BOPD. 1In
April 1978 Adobe #1 State "16" (M-16-1ii-36) was completed from 33 feet of log
porosity in the Chester Lime for an IP COF 2,740 MCFGPD. Since that time, the pay
section was re-acidized and reportedly was mak1ng gas at the rate of 14, 000 MCFGPD,
It is understood that Adobe has calculated recoverable reserves of 7 BCFG (based
on 320 acre spacing) on their well. The Adobe 4l Hannah (H-17-14-36) has been
drilled to 13825 feet in the Lower Mississippian Lime. Tt found 36 feet of log
porosity in the upper 100 feet of the Chester Lime. As of, this writing, the opera-
tors were preparing to production test the Lower M13$1ss1pp1an Lime and perhaps

a zone in tha lover Chester Lime section. There are several other wells staked,
but none are at the stage where they could aid in evaluating this area. The Zapa—
‘ ta H1' Danglade (H-3-14-36) appears to have a very porous Chester section (80' ap-
s proximately, but no detail 3og) which had no shows and was not tested. The Texas
' Crude and Sinclair # 1 Richardson (M-5-14-36) had 43 feet of sonic log porosity

in four zones in the Chester Lime. The top 8 feet of porosity was included in a
perforated interval which ‘gave up gas at rates up to 2,100 MCFGPD on initial pro-
duction tests. After repeated treating and testing, the volumé of: ‘gas declined
‘and apparently the volume of water increased. Lower and better developed porosity
was not tested and is assumed to be water bearing. This well is thought to be
very near the gas/water contact (-9375 +/-).

It appears that a band of porosity in the Chester Lime runs in a northeast-
southwest direction across the generally north-south aligned Austin Anticline.
The south half of section 8, T-14-S, R-36-E appears very well located on the struc-
ture, but the north’' half of that section appears to be dipping off on the north
: ) plunging axis of the Austin Anticlire. With the exception of the Zapata #1 Dan-
! glade (which had additional section in the top of the Chester Lime), the main
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Austin Chester TLime porosity occurs within the top 100 feet of that unit. Thus,
although all of sectiun.8 is shown to be above the estimated gas water contact of

(-) 9375 feet, the entire Chester Lime porusity appears to be above this datum

only in the south half of the sectionm.

_ From the above arialysis, it appears obvious that the south half of section
8, T-14-S, R-36-E is better locatcd.than the north half of that section. There
1s a very-r ai”p0331b111ty that the north half is so low as to be uneconomical -
to drill. Thus, if North Half and South Half Proration Units are approved, there
may be only one well drilled in section 8--and that in the-South Half. 1I1f Prora-
Units are desigrated as East Half and West Half, there could be two wells drilled
which would be higher on the structure and both of which should-find most of the
Chester Lime Austin Pay Porosity above the estimated water table. This would re-

sult in more gas being recovered. It could also mean that the State of New Mexi-

co would have 311 of its approximatelv 320 acres ‘in this section committed fo wells

and potentially revenue earning. With only one well drilléd in the south half of
the section, the State of New Mexico would have only 160 acres committed to pro~
duction.




DATE: January 26, 1979 o . AFE

OFFICE PHONL 4344431
FTYEIET T La et ar RESIDENCE PHONE 8344412

JOHN H. HENDRIX CORPORATION:

OIL PRODUCERS

suMIDl;ANDTO\NFJl o . 648/8/ o (}

o s ok Gmthann
i i

( N

MIDLAND, TEXAS 79701 i

? S flendary f

CAL-MON STATE #1 mefﬁuiﬁjﬁ:w;}

Location: 1980' FSL & 660’ FEL Section 8, T-14-5, R-36-F ——"==-m= i o el

Lea County, New -Mcxico ,
Completed Well = To Casing Point Actual

Location and Roads : - 12,500 17,500 _
Damages : 2,500 2,500 —
Footage Contract _10,500ft @ $16.50 173,250 o 173,250 -
Day Work _ 35 days @ _ 4100/Day - 143,500 143,500
Cement and Cementing S 25,000 10,000
Float Equipment; etc, 6,000 4 1,000
~ Mud and Chemicals : 35,000 35,000
T Log and Testing ‘ . 4o.onp . 40.000Q
. Core and Core Analysis ’ L . ‘
Water | : 4,000 4,000 :
Trucking = - : 4,000 2,000 g
Perforating . S 5.000 R
Treating - ’ 50,000 X
Completion Unit - : 6,000 ;
Labor . 5,000 - :
Bits & Rental Equ1pment ~ 205000 15.000 X
Overhead and Superv1s1on . 10,000 3,000 _ g
Contingencies : - 20,000 10,000 _ 3
Total Intang1b1es . *561 750 451,750 !
Surface Cas1ng 400 ft @ ¢17.04 6,816 6,816 :
Intermediate Casing 4700 ft @ $9.77 45,919 45,919 '
2nd Intermed1ate Casing o
Hell Head - _ 20,000 10,000
~+ -, 0i1 String 313,900 ft @ $6.33 87,987
S Tug1ng 13,900 ft @ $3.02 : 41,978
* Rods = - '
Pumplng Unit and Base v
© Prime Mover - s i
- Misc. Connections . S 5,000 1,000 ;
Total Well Tangibles - : *207,700 ‘ 63,735 .
Tanks , 10,000 e
Treater-Separator - 8,500 - !
Connections, Line Pipe, etc. 4,000 _ ~
Total Tank Battery ; _ ‘%22, i
Total Cost ; .. *791,950 515,485 ki
Your working 1nterest share of the above estimate is $ <

P]ease accept t and qunnve1n ‘the space prov1ded below and return one executed copy to this off1ce.

JOHN H. HENDRIX CORPORATION

WORKING INTEREST OWNER

By

. APPROVED AND ACCEPTED this Day of 19 .
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Mr. George M, Yates Heurize D-J-* 3 ~ed - 7 ?_-., N !
c/o H. E. Yates Company [ T M‘J
P. O. Box 1933 ‘
Roswell, New Mexico 88201
CRREI , Re: Austin-Missippian Field
- : , : T-14-S, R-33-E
‘ Lea County, New Mexico \

Dear ‘George:

S We have not heard from you since your meeting with Robert L. Monaghan
o and A. T. Carleton in Midland on Tuesday, January 23, 1979, regarding

- ' : the problems raised with regard to the drilling of a test well in the subject
area; therefore we have decided to proceed with the drlllmg of a well at a

location in the ‘SE/4 of Sectlon 8.

K
:

We are therefore asking that you join us in the proration unit consisting
of the E/2 of Section 8 as was approved by the New Mexico Oil Conserva- i

tion Commission on January 29, 1979.

As a joint interest owner with Cal-Mon Oil Company in this lease, we will
s Operator if this is satisfactory to you and will be more than happy
u with our AFE and Operating Agreement for your approval.

2
K

act a
to furnish you

Yours very truly, -

R e e i
A SRR R A [ R

JOHN H. HENDRIX CORPORATION

Y oot o

Jéhn H. Hendrix, President

o~

JHH/wh
cc: Cal-Mon Oil Company
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- A:A.P.L.-FORM 610

MODEL FORM OPERATING AGREEMENT -1956

Non-Federal Lands

OPERATING ~AGREEMENT
DATED

January 26 , 19 79

FOR UNIT AREA IN TOWNSHIP_ 14 South , 'RANGE 36 East

Lea

Section 8: E/2

COUNTY, STATE OF___New Mexico

AMERICAN ASSOCIATION OF PETROLEUM LANOMEN
APPROVED FORM. AAPL. NO. 610
MAY “BE ORDERED DIRECTLY FROM THE PUBLISHER
KRAFTBILT PRODUCTS, BOX 800, TULSA 74101
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OPERATING AGREEMENT

THIS AGREEMENT, entered into this___26th day of___ January 1979 , between
John H. Hendrix Corporation :

hereafter designated as “Operator”, and the signatory parties other than Operator.
~—-WITNESSETH, THAT:

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

NOW, THEREFORE, it is agreed as fo]fows:

’ 1. DEFINITIONS

As used 'in this agreement, the following words and terms shall have the meanings here ascribed to
them. ‘ ’ ' '

(1) The words “party” and “parties” shall always mean a party, or parties, 10 this agreement. ,

(2)"\The parties to this agreement shall always be referred to as “it” or “they”, whether the parties be cor-
porate )::odies, 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-
cus hydrocarbons, unless an intent to limit the inclusiveness of this term is specifically stated.

(4) The term "oi} énd 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 all of the l'\nds oil and gas leasehold interests and oil
and gas interests intended to be deve]oped and operated for 011 and gas purposes under this agreement.
Such lands, oil and gas leasehold interests and oil and gas. interests are described in Exhibit “A".

(6) The term “drilling unit” shall mean the area fixed for 1he drilling of one well by order or rule of any
state or federal body having authority. If a drilling unit is not fi<ed by any such rule or order, a dnllmg
unit shall be the drilling unit as established by the pattern of dritling in the Unit Area or as fixed by ex-
press agreement of the parties.

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

(8v)‘ The words “equipment” and “materials” as used here are synonymous and shall mean and include all
oil field supplies and personal property acquired for use in the Unit Area. ‘

2. TITLE EXAMINATION, LOS3 OF LEASES AND OIL AND GAS INTERESTS
A. Title Examination: .

There shall be no examination of title to leases, or to oil and gas interests, except that title to the lease
covering the land hpon 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 bsr the examiﬁing_attorney, and accepted by all parties. A copy of
the examiﬁing attorney’s opinion shall be sent to each party immediately after the opinion is written, ané,
also, each party shall be given, as they' are written, a copy of all subsequent supplemental attorney’s reports.
A good faith eifort to s_atikfy the examining attorney's requirements shall be made by the party owning the
lease covering the drillsite,

If title to the proposed drillsite 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 drillsite for the
first exploratory well; provided, 1f the partiés are unable fo agree upon another drillsite, this agreement shall,
in that casé, come to an end and all parties shall then forfeit their rights and be religved of obligations here-
utider. 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 title shall be approved or accepted or rejected in like manner as provided above 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 drillsites shall be successively selected and title examined, until a drillsite is chosen

—_1—

“Individual Loss”
Revised 1967

i
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to which title is approved or accepted, or until the parties fail to select another drillsite.. As in thecaseof the

drillsite first selected, so also with successive choices if the time comes that the parties have' not approved
title and are unable to agree upon an aliernaie drillsite, thie contraci shall, in thai case and at-that time, come
t{o an end and all parti-es shall forfeit their rights and be relieved of obligations under this _contract.

No well other than the first test shall be drilled in the Unit Area until after (1) the titlelto the lease

covering the Jands_ upon. which such well is to be lorated has been examined by. Operator’s attorney, and (2)

"the title has been approved by the examining attorney and the title has been accepted by all of the pariies

who are to participate in the drilling of the well.
B. Failure of Title:
. Should any oil and gas leace, or interest therein, be lost through failure ef title, this agreement shall,

nevertheless, continue in forcé as 1o all remainiiig leases and interests, and

(1) The parly whose lease or interest is affected by the title failure shall bear alone the entire loss and it ‘

shall not be entitled to recover from Operator or the other parties any development or operating costs
which it may have theretofore pald but there shall be no monetary ]lablllty on its part to the other par-
ties hereto by reason of such title fallure, and i

(2) There shall be no retroactive adjustment of expenses incurred or revenues receivéd from the operation
of the interest which has been lost, but the interests of the parties shall be revised on an acreage basis,
as of the time it is determinéd finally that title failure has occurred, so that the interest of the party
whose lease or interest is affected by the title failure will thereafier be reduced in the Unit Area by the
amount of the mterest lost; and ;

(3) If the proportlonate interests of the other parhes hereto in any producing well theretofore dnlled on
the Unit Area is increased by reason of the title failure, the party whose title has failed shall recelve
the proceeds attributable to the increase in such interests (less operating costs attributable ‘ thereto)
until it has been reimbursed for unrecovered costs paid by it in connection with such well; and

(4) Should any person not a party to this agreement, who is determined {o be the owner of any interest in
the tltle which has failed, pay in any manner any part of the cost of operation, development, or equip-

.~ ment, ar.e auinment . nrevi :this agreement, such amount shall be proportionately paid to
the party or parties hereto vghq in the fir_st instance paid the costs w’hich are so refunded; and

(5) Any liability to acéount to a third part)‘r for pridr production of oil and gas which arises by reason of
title failure shall be borne by the barty or-parties whose title failed in the same proportions in which

{hey shared in such prior production.

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

If any lease or interest subject to this agreement be lost through failure to develop or because express
or implied covenants have not been performed, or if any Jease be permitted to expire at the end of its primary
term and not be renewed or extended, or if any lease or interest therein is lost due to-the fact that the produc-
tion iherefrom is shut vin By reason of lack of market, the loss shall not be considered a failure of title and all

such losses shall be joint losses and shall be borne by all parties in proportion to their interests and there shall
be no readjustment of interests in the Unit Area.

. 3. UNLEASED OIL AND GAS INTERESTS

4. INTERESTS OF PARTIES

Exhibit “A” lists all of the parties, and their respective percentage or fractional interests under this.

agreement, Ugless changed by other provisions, all costs and liabilities incurred in operations under this con-
tract shall be borne and paid, and 21l equipment and material aéquired in operations on the Unit Area shall be
owned, by the parties as their inferests are’given in Exhibif “A”. Al production of 0il and gas from the Unit
Area, subject to the payment of lessor’s royalties, shall also be owned by the parties in the same manner.

—~
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-1 th; interest-of any party in any oil and gas lease covered by:this agreement is subject to an overriding
royalty, production payi.ént; or oilier charge over and above the usual one- -eigthh (14) rovally; such party shall

assume and alone bear all s,.uchﬂ 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

Tt
VUL

4
==
c

noration _.shall he the Operator of

the Unit Area, and shall conduct and direct and have full control of all operations on the Unit Area as per-
mitled and required by, and within the limits of, this agreement. 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 losses sustained,
or liabilities incurred, except such as may resilt from gross negligence or from breach of the provisions of

this agreement.
: : 6. EMPLOYEES

The number of employees and their selectlon and the hours of labor and the compensatxon for services.
_performed, shall be determined -by Operator. All employees shall be the employees of Operator.
7. TEST WELL
On or before the__29th day of April i 1979 Opei'ator shall commence the drill-

ing of a well for oil and gas in the following location: 1980 feet from the south line and '660

feet from the east line wf Section 8, Township 14 South, Range 36 East, N M.P.M.
Lea County, New Mexico.

and shall thereafter continue the dnllmg of the well with due diligence to a depth suff1c1ent to
test the Mississippian formation.or to a .depth of 13,900' whichever: is the shallower.

unless granite or other practically impenetrable Substance is encountered at a lesser depthor unless all parties
agree to compiste the well at a lesser depth. :

Operator shall make reasonable tests of all formations encountered dl/ii'ing drilling which giveé:indica-
tion of containing oil and gas in quantities suff’icient to test, unless this agreement shall be limited in its ap-
plication to a specific formation or fo‘rmations, in which event Operator shall be fequired to test only the
formation or formations to which this agreement may apply.

If in Operator’s judgmeni 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 seciire 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 ihe development and operation of the Unit Area pursuant to this agreement and shall
charge each of the parties hereto with their respective proportionate shares upon the cost and expénse basis
provided ircthe Accounting Procedure attached hereto and marked Exhibit “C". If any provision of Ex-
hibit “C” should be inconsistent with any provision conlalned 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 receive from the other
parties payment in advance of their respective shares of the estimated amount of the costs to be incurred in
operations hereunder during the next succeeding month, which right may be exercised only by submission to
each such party of an itemized statement of such esiimated 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 proporhonate share of
such estimate within fifteen (15) days after such estimate and invoice is received. If any party fails to pay its
share of said estimate within said time, the amount due shall bear interest at the rate of six percent (6%) per
annum until paid. Proper adjustment shall be made monthly between 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—
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9. OPERATOR'S LIEN

Onerator is given a first and preferred lien on the inferest of each party covered by this coniract, and

m each party s mterest 1n onl and gas produced and the proceeds thereof, annd upon each party’s interest in ma-

tenal and equxpment 1o secure the payment of all sums due from each such party to Operator.

In the event any parly fails to pay any amount owmg by it to Operator as its share of such costs and
exnense or sirch advancee cstimate within Uie time Niniited for paymeit ulC{((u, Operaior, williout pféih'i-i&‘- o
other existing remedies, is authorized, at its election, to collect from the purchaser ‘or ptrchasers of oil or gas,
the proceeds accruing to the working interest or interests in the Unit Area of the ‘delinquent'party up to the
amount owing by such party, and each purchaser of oil or gas is authorized to rely upon Operator’s statement
as to the amount owing{by such party.

In the event of the neglect or failure of any non-operating party to promptly pay its proportionate part

£ the Tos! and Tipense oi Geveiopiment and operaiion wnen due, ihe other non-operaiing pariies and Uperaior,

within thirty (30) days after the rendition of statements therefor by Operator, shall proportionately contribute
to the payment of such delinquent indebtedness and the noh-operatfng parties so contributing shall be entitled
to the same lien rights as are granted fo Operator in this section. Upon the payment by such delinquent or
defaulting party to Operator of any amount or amounts on such delinquent indebtedness, or upon any recovery

on behalf of the non-operating parties under the lien conferred above, the amount or amounts so paid or re-

‘covered shaii be distributed“and paid by Operator to the other non-operating parties and Operator propor-

tionately in accordance with the contributions theretofore made by them.

10. TERM OF AGREEMENT

This agreement shall remain in full force ind effect for as long as any of the oil and gas leases subjected
to this agreement remain or are continued in force as to any part of the Unit Area, whether by production, ex-
tension, renewal or otherwise; provided, however, that in the ¢vent the first well drilled hereunder results in
a dry hole and no other well is producing oil or gas in paying quantities from the Unit Area, then at the end
of ninety (90) da&s after abandonment of the first test well, this agreement shall terminate unless one or
more of the parties are then engaged in drilling a well or wells pursuant to Section 12 hereof, or all parties
have agreed to drill an additional well or wells under this agreement, in which event this agreement shal] con-
tinue in force until such well or wells shall have been drilled and comfﬁeted. If production results therec-
from this agreement shall continue in force théreafter as if said first test well had been productive in paying
Quantities, but if production in paying quantities does not result therefrom this agreement shall terminate
at the end of ninety (90) days after abandonment of such well or wells. ft is agreed, however, that tht_e term-
ination of this agreement shall not relieve any party hereto from any liability which has accrued or attached
prmr to the date of such termination. ,

, 11. LIMITATION ON EXPENDITURES

Without the consent of all parties: (a) No well shall be drilled on the Unit Area except any well ex-
pressly provided for in this agreement and except any well drilled pursuant to the provisions of Section. 12
of this agreement, it being understood that the consent to the drilling of a well shall include consent to all
necessary expenditures in the drilling, testing, completing, and equipping of the well, including necessary
tankage; (&) No well shall be rewpfked, plugged back or deepened except a well reworked, plugged back or
deepened pursuant to the provisions of Section 12 of this agreement, it bei}ig understood that the consent to
the reworking, ‘plugging back or deepening of a well shall include consent to all necessary expenditures in
conducting such operations and completing and equipping of said well to produce, including necessary tank-
age; (¢) Operator shall not undertake any single project reasonab!y estimated fo require an expenditure in
excess of__Ten- Thousand Dollars ($.10,000.00

except in connection with a well the drilling, reworking, deepening, or plugging back of which has been pre-

viously authorized by or pursuant to fhis agreement; provided, however, that in case of explosion, fire, flood,

or other sudden emergency, whether of the same or different nature, Operator may take such steps and incur

' such expenses as in its opinion are required to deal with the emergency and to safeguard life and property,

but Operator shall, as promptly as possible, report the emergency to the other parties. Operator shall, upoﬁ
request, furnish copies of its “Authorily for Expenditures” for any single project costing in ex-

cess of $ 102000-00
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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, deepening or plugging back of a dry hole drilted
. at .t‘he Vjoint 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 pariies wishing to driit, rework, deepei or piug bauh sudii G

may give the other partics written notice of the proposed operation, speéifying the work to be performed,
the location, proposed depth, objective formation and the estimated cost of the operation, The parties receiv-
ing such a notice shall have thirty {30) days (except as to reworking, plugging back or dritling deeper, where
a drilling rig iz on location, the period shall be Jimited to forty-eight (48) hours exclusive of Saturday 61‘ Sun-
day,)».a:]f“ter‘ recéipt of the notAi‘cg within which to notify the parties wishing tc do the work whether they elect
to participate in the cost of the i)pl'orx‘)oéedr Wo-peraiion. ‘Failure of a party receiving such a noiice io 5o icply iv
it within-the period above i‘ixed shall constitute an election by that party not to participate in the cost of the

i proposed operation.

If any party receiving such a notice elects not to participate in the provosed operation (such party or

8 : parties being hereafter referred to as "Non-Consentiné Party”), then in order to be ‘entitled to the benefits 7

2

of this section, the party or parties giving the notice and such other parties as shall elect to participate in the
operation (all such parties being hereafter referred to as the “Consenting Parties”) shall, within thirty (30)

days after the expiration of the notice period of thirty (30) days (or as promptly as pos;ible aﬂer 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 of all

liens and encumbrances of every kind created by or arising. from the operations of the Consenting Parties. If

such an operation results in a dry hole, the Consenting Parties shall pfug and zbandon the well ai their soie
cost, risk and expencse. If any well drilled, reworked, deepened or plugged back under the provisions of this
sectibn results in a producer of oil and/or gas in paying guantities, the Consenting Parties shall complete and :}. -~
equip the wéll to produce at their sole cost and risk, and the well shall then be turned over to Operator and
shall be operated by it at the expense and for the -account of the Consenting Parties. Upon commencement of

operations for the drilling, reworking, deépening or plugging back of any such well by Consenting Paities

ENERIM AR e e, e D)

in accordance with the provisions of this section, each Non-Conseriting Party shall be deemed to have relin-
quished to Consenting Parties, and the Consenting Parlies shall own and be entitled to recéive, in proportion
to their respeclive interests, all of such Non-Consenting Party's interest in the wal; its léasehold operating
rights, and share of produciion therefrom until the proceeds or mérket value théfeof (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) 100% of each such Non-Consenting Party's share of the cost of any newly acquired surface equipment

beyond the wellhead connections (including, but not limited fo, stock tanks, separalors, treaters,
puniping equipment and piping), plus 100% of each such 'Non-Consehting Party’s share of the cost of
operation of the well commencing with Iii’s@ production and continuing until each such Nb‘h—Consenting
Party's relinquished interest shall revert to it under other provisions of this seclion, it being agreed that
each Non-Consenting Party's share of such costs and equipment will be that interest which would have
beer; chargeable {o each Non-Consenting Parly had it participated in the well from the beginning of

the operation; and

(B) 200% of that portion of the costs and expenses of drilling, reworking, deépéning or plugging back,
testing and completing, after deducting any cash contributions received under Section 25, and 200%
of that portion of the cost of newly acquired equipment in the well (to and including the wellhead
" connections), which would have been chargeable to such Non-Consenting Party if it had participated e N
‘therein. : ! R

—5—
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In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall
be permitted to use, free of cost, all casing, tubing and other equipment in the well, but the ownership of all
such equipment shall remain unchanged; and upon abandonment of a well after such reworking, plugging

back or deeper drilling, the Consenting Parties shall account for all such equipment to the owners thereof,

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

- Wlthm sixty (60) days after the compietion 6f any vpciativn under this scction, the pariy “conducting
the operations for the Consenting Parties shall furnish each Non-Consenting Parly with an inveniory of
the equipment in and connected to the well, and an itemized statement of the cost of drilling, deépening,
[ - { plugging ba<k, testing, completing, and equipping the well for production; or, at its option, the operating
' party, in lieu of an itemized statement of such costs of operation, may submit a detailed statement of monthly
billings. Each month thcreafter durmg the time the Consenting Parties are being reimbursed as provided
above, the Consenting Parhes shall furnish the Non- Consenhng Parties with an itemized bldlelnel‘lt of ail
costs and liabilities incurred in the operation of the well, together with a statemient of the quantity of oil
and gas produced from it énd the amount of proceeds realized from the sale of the well’'s working interest
production during the preceding month. Any amount realized from the sale or other disposition of equip-
ment newly acquired in connection with any such operation which would have been owned by a Non-Cbn-
senting Parly had it participated therein shall be credited against the total unreturned costs of the work done

and of the equipmépt purchased, in delermining when the interest of such Non-Consentihg Party shall revert

to it as above provided; if there is a credit balance it shalt be paid to such Non-Conseniing Party.

If and when the Consenting Parties recover from a Non-Consenting Party's relinquiéhed interest\the
amounts provided for above, the relinquish’ed' interests of such Non-Consenting Party shall automatically
" revert to it and from and after such reversion such Non-Consenting-Party shall own the same interest in such
well, the operating rights and working interest therein, the material and equipment in or pertaining thereto,
and the productmn therefrom as such Non-Consenting Party would have owned had 1t participated in the
aruung, reworking, deepening or nlugging back of said well. Thereaﬂer such Non-Consenting Party shall be
charged with and shali pay its proportionate part of the fu‘rther 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.

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

for such source of supply.

" The provisions of this section shall have no application whatsoever to the drilling of the initial test
:well on the Unit Area, but shall apply to the reworking, deepening, or plugging back of the initial test well
after it has been drilled to the depth specified in Section 7, if it is, or thereafter shail prove to be, a dry

hole or non-commercial well, and to all other wells drilled, reworked, deepened, or plugged back, or pro-

posed to be drilled, reworked, deepened, or plugged back, upon the Unit Area subsequent to the drilling of
the initial test well. -

13. RIGHT TGO TAKE PRODUCTION IN KIND

Each party shall take in kind or separately dispose of its proportionate share of all oil and gas pro-
duced from the Unit Area, exclusive of production which may be used in development and producing oper-
ations and in preparing 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, overriding royalties, or other payments

due on its share of such production, and shall hold the other parhes free from any liability therefor. Any
extra expenditure jncurred in the faking in kind or scparate dispesition by any party of its proportionate

Each party shall execute all division orders and contracts of sale pertaining (o its interest in produc-
tion from the Unit Area, and shall be entitled to receive payment direct from the purchaser or purchasers
thereof for its share of 2ll production, '

parties, no wells shall be completed m or produced from a source of supply from which a well located else-.

Notwithstanding the provisions of this Sectlon 12, it is agreed that without the mutual consent of all ~
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In the event any party shall fall to make the arrangements nececsary to take m kind or separately
dlspose of its proportionate share of the oil and gas produced from the Unit Area, Operator sha]l have the
right, subject to revocation at will by the party owning it, but not the obligation, to purchase:* ach oi) and
gas or sell it to others for the time being, at not less than the market price prevailing in the area, which
shall in no event be less than the price which Operator receives for its poriion of the oil and gas produced

from the Unit Area. Any such purchase or sale by Operator shall be subject always to the right of the

~ owner of the production to exercise at any time its right to take in kind, or 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 share of gas production without first giving such

other party sixty (80) days notice of such intended sale.

¢
14. ACCESS TO UNIT AREA

Each party shall have access to the Unit Area at all reasonable times, at its sole risk, to inspeet or
observe operations, and shall have access at reasonable times to information pertaining to the development
or operation thereof, including Operator's books and records relating thereto. Operator shall, upon request
furnish each of the other partxes with ‘copies of all drilling reports, well logs, tank tables, dally gauge and
run tickets and reports of stock on hand at the first of each month and shall mzake available samples of any

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

15. DRILLING CONTRACTS

All wells drilled on the Unit Area shall bebdrilled ‘on a competitive contract basis at the usual rates
prevailing"in the area. Operator, if it so desires, mzy employ its own tools and equipment in the drilling
of wells, but its charges theret_or"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 drilling operations are ‘commenced, and such

waork shall be performed by Operator under the same terms and conditions as shall be customary and usual

in the field in contracts of independent conftractors who are doing work of a similar nature,

16. ABANDONMENT OF WELLS

No well, other than any well which has been drilled or reworked pursuant to Section 12 hereof for.

which the Consenting Parties have not been fulily reimbursed as therein provided, which has been com-
pleted as a producer shall be plugged and abandoned without the consent of allpparties; provided, however,
if all parties do not agree to the abandonment of any well, those wishing to continue its"operatien shall tender
to each of the other parties its proportionate share of the value of the we?l's salvable material and equip-
ment, determlned in accordance wnth the provisions of Exhlblt “C”, less the estimated cost of salvaging and
the estimated cost of plugging and abandonmg. Each abandoning party shall then assign tol the non-

abandoning parties, without warranty, express or implied, as to title or as to quantity, quality, or fitn‘ess fer use

of the equipment and material, all of its interest in the well and its equipment, together with its inferest in,

the Jeasehold estate as to,.but only as {o, the interval or intervals of the formation or formations then open
to production: The assignments so limited shall encompass the “drilling uni{’’ upon which the well is located.
The payments by, and the assignments to, the assignees shall be in a ratio based upon the relationship of
their i-espective percentages of participation in the Unit Area to the aggregate of the percentages of partici-
pation in the Unit Area of all assignees. There shall be no readjustment of interest in the remaining portion
of the Unit Area.

After the assignment, the assignors shall have no further responsibility, ltability, or interest in the
operation of or production from the well in the interval or intervals then open. Upon request of the assignees,
Operator 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

'D'elay rentals and shut-in well payments which may be required under the terms of any lease shall be
paid by the party who has subjected such lease to this agreement, at its own expense. Proof of cach payment
shall be given to Operator at least ten ‘(i()) days prior (o thé reniai or shui<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 eatitled to receive, proper evidence of all such payments. If, through mistake
or oversight, any delay rental or shut-in well payment is not paid or is erroneously 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 or shut-in well’paymenl 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 {o make prbper payment will no longer be credited with an interest in the Unit Area
on account of the ownership of the lease which has terminated. In the evént thé party who falled to pay the

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

- ceeds of the sale of oxl and gas attnbutable to the Iost mlex esl calculated on an. acreage basis, for the develop-

ment and operatmg costs theretofoxe paid on account of such mterest 1t shall be rclmbursed for unrecovered

actual costs theretofore paid by it (but not for its share of the cost of any dry hole previously drilled or wells
previously abandoned) from so much of the following as is necessary to effect reimbursement:

) 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, less’ operating expenses thereafter incurred aitributable to the lost interest on an ac:reage
basis, of that portion of oil and gas thereafter produced and marketed (excluding broduction from any
wells thereafter drilled) which would, in the absence of such lease termination, be attributable to the
lost interest on an acreage basis, up to the amount of unrecdvered costs, the proceeds of said poriion of
the oil and gas {6 be contributed by the other parties in proportion to their respeciive interests; and

(3) 4ny moneys, up to the amount of unrecovered costs, that may be paid byxany party who is, or becomes,
the owner of the inierest 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 whatsoever for failure fo do so.

18. PREFERENTIAL RIGHT TO PURCHASE

‘Shgu«ld—any—paﬂrdes&re—te-

terests in the

Area, it shall promptly give written natice (o the other 'pai"t'iés\,"ﬁ'ith full in{ Zlion con-

cerfiing its proposed sal€, ich shall include the name and address of the prospectiv rchaser (who must
the purchase price, and all other terr
jod of fen (10) d

on the same terms and conditions'the interest which {

be ready, willing and able to purc the offer. The other parties

shal] then have an optional prior right, for 3

after receipt of the notice, to purchase

party proposes to sell; and, if this optiona} right

is exercised, the purchasing parties shall share t urchased in

each bears to the total interest of all rhasing parties. However, there s e no preferential right 1o pur-

chase in those cases where a

arty wiskes to mortgage its interests, or to dispose o interests by merger,

reorganization, congolifation, or sale of all of its assets, or a sale or iransfer of its mtcxcsls to @

parent co ny, or subsidiary of a parent company, or 1o any company in which any one party owns a

PN SR 3N iaalk

t in the proportions that the interest of’

SOt OEretit

19. SELECTION OF NEW OPERATOR

Should a sale be made by Operator of its rights and interests, the other parti’es shall have the right
within sixty (60) days after the date 01 such saje, by majoriiy voie in inleiest, o select a2 now Operator, 14
a new Operator is not so selected, the:transferee of the present Operator shall assume the duties of and act as
Operator. In either case, the retiring Operator shall continue to serve as Operator, and dischargeAits dutics
in that capacity under this agreément, until its successor Operator is selected and begins to function, 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 interes{s 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 shall sel}; encumber, transfer
or make other disposition of its interest in the leases embraced within the Unit Area and inA.wél]s, eaninment

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

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

Every such sale, encumbrance, transfer or other disposition made by any par{y shall be made expressly

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

If at any time the interest of any parly is divided among and owned by four or more co-owners, Opera-
tor may, at its discretion, require such co-owners to appoint a single trustee or agent with full authority to re-
ceive notices, approve expenditures, receive billings for and approve éndrpay such party’s share of the” joint

i _______expenses, and to deal generally with, and with:power t& hind  the-cg-gwners:

o
oy

PPN
cwitakornstate indanacia wsithin
Wla QT ey STINVCITEW Wavaay H

the scope of the ’operationé embraced in this contract; however, all such co-owriers shall enter into and execute

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

21. RESIGNATION OF OPERATOR

y

Operator may resign from -its duties arid obligations as Operator at any time upon written notice of not

less than ninety (90) days given to all other parties. In this case, all parties to this contract shall select by
majori'iy vote in interest, not in numbers, a new Operator who shail assume the responsibilities and duties, and
have the rights, 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 obligations.
22. LIABILITY OF PARTIES

The 1iabiﬂty of the pérties shall be several, not joint or collective. Each party shall be responsible
only for its obligations, and shall be liable only for its proportionate share of the costs of developing and
ope'rati;ig the Unit Area. Accordingly, the lien granted by each party to Operator in Sectien 9 is given to se-
cure only the debts of each severally. It is not the intention of the parties to create, nor shall this agreement

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

23. RENEWAL OR EXT%NSION OF LEASES

If any party secures a renewal of any oil and gas lease subject to this contract, each and all of the ét‘her
parties shall be notified promptly, and shall have the right to par‘tiéipate in the ownership of the renewal lease
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 time by the parties in the Unit Area.

If some, but.less than all, of the pariies elect to participate in the purchase of a renewal lease, it shall

be owned by the parties who elect to participate therein, in a ratio based upon the relationship of their respec-
tive percentage of participation in the unit area to the aggregate of the percentages of participation in the unit
area of all parties participating in the purchase of such renewal lease. Any renewal lease in which less than

all the parties elect to participate shall not be subject to t}:{is agree}nent.
Each party who participates in the purchase of a renewal lease shall be given an assignment of its pro-
portionate interest therein by the acquiring party. ‘

The provisions of this section shall apply to renewal leases whether they are for the entire interest

covered by the expiring lease or cover only a portion of ils area or an inierest therein. Any renewal lease

the exbii‘ation of the existing lease 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 subjeci to the provicions of this section,

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

Y Y

all contracts or agreements for the disposition of their respective shares of the oil and gas producgd from the’

taken before the expiration of its predecessor lease, or taken or contracted for within six (8} months after
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24. SURRENDER OF LEASES

Thg leases /coye;'gd by this arglr"eemerntr,”in so far as they embrace acreage in the Unit Area, shall not be

surrendered in whole or in part unless all parties consent,

However, should any party desire to surrender. its intersst-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 portion 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 ne further interest in the lease assigned and its équipment and production.
The parties assignee shall pay to the party assigner 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 and abandoning. If the assignment is in

* favor of more than one party, the assigned 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 assignment or surrender made under this provision shail 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. ACREAGE OR CASH CONTR]BUTIdNS

If any party receives while this agr;aement is in force a contﬁbution of cash toward the drilling of a
well or any other operation on the Unit Aresa, such contribution shall be paid to the party who conducted the
drilling or other operation and shall be applied by it against the cost of such drilling or other operation. If
the contribution be in the form of acreage, the party to whom the contribution is made shall promptly execute
an assignment of the acreage, without warranty of title, to all parties .t‘o this agreement in proportion to their
in’terests in the Unit Area at that time, and such acreage shall become a part of the Unit Area and be governed
by all the provisions of this contract. Each party shall promptly notify all other parties of all acreage or

meney contributions it may obtain in support of ahy well or any other operation on the Unit Area.

26. PROVISION CONCERNING TAXATION

;

Each of the parties herefo elects, under the authority of Section 761(a) of the: Internal Revenue Code of
1954, to be excluded from the application of all of the provisions of Subchapter K of Chapter I of Subtitle A of
the Internai 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 hereaffer contain, provisions similar to those contained in the Subchépter of

. the Interhal Revenue Code of 1954 above referred to under which a similar election is 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 requestéd 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, "Opérator shall bilt all other parties for their proportionate sharé of all tax payments in the manner
provided in Exhibit “C”.

If any tax assessment is considered unreasonable by Operator, it may at its discretion protest such valua-

tion within the {‘me and manrier prescribed by law, and prosecute the protest to a final determihation,‘unless

- all parties agree -tp abandon the protest prior to final determinatit;n. When any such 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, as provided
in Exhibit “C”,

—10—




A.APL. FORM 610

27. INSURANCE

At all limes 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=—— -

xhibit “D"” attached

r for the Unit Area

vide insurance for the benefit of the joint account of the parties as may be outlined in

P -
o ™

to and made a pzift hereof. Operator shall require all contractors engaged in work on
to comply with the Workmen’s Compensation Law ¢f the Siai¢ where the operations arc boing conducted and
to mainiain such othér insurance as Operator may re;;uire.

» " 1In the event Automobile Public Li;bi]ity Insurance is specified in said Exhibit “D", or subsequently re-
ceivg.-s the approval of the parties, no direct charge shall be made by Operator fd;- premiums paid ‘or 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 ofni ain aileged cause of aciion involving iiile 10 afy 1€asé or oil and gas interest subjecied 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 representing the
parties, with Operator’s attorney as Chairman. Suits may be settled during litigation only with the joint con-
sent of all parties. No charge shall be made for services performed by the st-aff attorneys 'f'or any of the
parties, but otherwise all expenses incurred in fhe 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 pa,id by all parties in
proportion to their,then interests in the Unit Area. Attorneys, other than stéff attorneys for the parties, shall
be eniployed in lawsuifs involving Unit Area operations only with the ‘consent of all parties; if outside counsel
is émployed, their fees and expenses shall be considered Unit Area expense and shall be paid by Operator and
charged to all of the pairties' in proportion to their then interests in the Unit Area. The provisions of this
paragraph shall not be applied in any instance where the loss which may result from the suit is treated as an
individual loss rather than a jgi;\t loss under prior provisions of this agreement, and all such suits shall be
handled bs' and be the sole responsibility of the party or parties concerned. :

Damage claims caused by and arising out of operations on the Unit Area, conducted for the joint ac-
éount 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 long as the amount paid 1n settlement ot any one claim does not exceed
one thousand ($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 renderedllinable, wholly or in part, by force majeure to carry out its obligations under
this agreement, other than the 6bligation to make money payments, that party shall give to all other parties
prompt written notice of the force ‘majeure with reasonably full particulars concerning it; thereupon, the
obligations.q{ th‘e'barty giving the notice, so far as they are affected by the force majeure, shall be suspended
during, but no‘ lé}:;:gr than, the continuance of the force majeurc. The a’ffected 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 dispatch shall not require
the séttlement of sirikes, lockouts, or cther labor difficulty by the party involved, contrary to its wishes; how
all such difficulties shall be handled shall be entirely within the discretion of the party concerned.

Thé term “force majeure” as here employed shall mean an act of God, strike, lockout, or other industrial
disturbance, act of the public enemy, war, blockade, public riot, lightning, fire, ‘storm, flood, explosion, gov-
‘ernmentai resiraint, unavailability of equipment, and any other cause, whether of the kind specifically enum-

erated above or otherwise, which is{not reasonably within the control of the party claiming suspension.
30. NOTICES

All notices authorized or required between the parties, and requiredrby any of the provisions of this

~agreement, shall, unless otherwise specifically provided, be given in writing by Unifed States mail or Western

Union Telegram, postage or charges prepaid; and addressed to the party to whom the notice is given at the

—11—

i
5
s

o TR

%
=
=

b LN




A.APL. FORM 610

addresses listed on Exhibit “A"™. The originaling notice {o be given under any provisibn hereof shaii bé deeimed

given only when received by the party to whom such notice is directed and the time for such party to 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
Teicgraph Company, with postage or charges prepaid. Each party shall have the right to change its address

at any time, and from time 1o time, by giving written notice thereof to all other parties.

31. OTHER CONDITIONS, IF ANY, ARE:

—12—
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This agreemeni_ may be signed in counterpart, and shall be binding upon the parties and upon their heirs,

successors, repres2ntaiives and assigns.

OPERATOR
ATTEST: JOHN H. HENDRIX CORPORATION

- President ‘ K

Secretary

w%f{wmwmmwww : NON-OPERATORS

ATTEST: CAL-MON OIL COMPANY
By:

ATTEST: HARVEY E. YATES COMPANY

By:
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_ Attached  to and made a part of Operating Agreement |
dated Januarv 26. 1979. betwesn .Iohn H. Hendriy fornoration as.
Operator and Cal-Mon 0il Company and others as non-operators.

ol e I vt el
DA : P

1. Lands Subject to Contract:

Township 14 South, Range 36 East, N.M.P.M,

Section 8: E/2
Lea County, New Mexico

containing 320 Acres more or less.

2. Restrictions as to Formations and Depths: -

From the top of the Wolfcamp to deepest depth
drilled in the initial Test Well.

3. Percentage Interests of the Parties to this Agreement:
Johh H.»Hendrix Corporation, Cal-Mon 0il Company et al 37.5%
Harvey £. Yates Company , 62.5%
100.0%

4. Names and Addresses of the Parties hereto for Notice purposes:

John H. Hendrix Corboration Harvey E. Yates Company
525 Midland Tower P.0. Box 1933 ;
Midland, Texas 79701 Roswell, New Mexico 88201

Cal-Mon 0i1 Company
P.0. Box 2066
Midland, Texas 79701




L S ——

COPAS — 1974

2ecomlzlnen<§edp l:y . \he

h‘ bl ourcil o etroleum

> 60], TULSA 74101 Accountonts Societies of
North America

EXHIBIT “¢C * .

"]
m
-h
:
>
0
e
im
.t (D
=
1D
=
i+
o.
i
g
0]
g

"ranv__and others as : l

non- operators

I. GENERAL PROVISIONS
1. Definitions B 1:-

“Jaint Property” shali-mean the real md personal property subject to the agrecement to which this Accounting
Procedure 1s attached.

: 7 “Joint Operations” shall mean all operations necessary or proper for the development operation; protection and
Lo ) ) maintenance of the Joint Property.
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“Joint Account” shall meéan thé account showing the charges paid
-~ Operations-and. whmh are 1o be _shared by the Parties.

“Operator” shall mean the party designated to conduct the Jomt Opefatldns
“Non-Operators” shall mean the parties to this agreément other than the Operator. -
“Parties” shall mean Operator and Non-Operators. ,

i “First Level Supervisors” shall mean those employees whose primary function” in Jomt Operations is the direct i
supervisién of other employees and/or contract labor directly employed on the Joint Property in a field operat- v,,
ing capacity. ) i
-“Technical Employees™ shall mean those employees having special and specific engineecring, geological or cther :

. professional skills, and whose primary function in Joint Operations is the handling of specific operating condi- 4
R tions and problems for the benefit of the Joint Property.

N

T “Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator’s employees,
o “Material” shall mean personal property, equipment or supplies acquired or held for use ¢n the Joint Property. '

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

2. Statement and Blilmgs

Operator shali bill Non- Operators on or before the last day of each month for .their proportionate share of the
Joint Account for the preceding month. Such bills will be accompanied by statements which identify the author-
ity for expenditure, lease or fac111ty, and all charges and credits, summarized by appropriate classifications of in-
vestment and expense except that items of Controllable Material and unusual charges and credils shall be sep-
arately identified and fully described in detail.

3. Advances and Payments by Non-Operators

Unless otherwise provided for in the agreement, the Operator may require the Non-Operato‘ré io advance their
share of estimated cash outlay for the succeeding month’s operation. Operator shall adjust each monthly billing
to reflect advances received from the Non-Operators:

Each Non-Operator shali pay its proportion of all bills ‘within fifteen (15) days after receipt. If payment is not
made within such time, the unpaid balance shall bear interest monthly at the rate of twelve percent (i2%) per
. annum or the maximum cqntract 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-
ness thereof; provided, however, all bills and statements rendered o Non-Operators by Operator during any
calendar year shall conclusively be presumed to be true and correct after twenty-four (24) months following
the end of any such calendar year, unless within the said twenty- four (24) month period a Non-Operator takes
written exceplion thereto and makes claim 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
o adjustments resulting from a physical inventory. of Controllable Material as provided for in Section V.

. 5. Audits
‘ A. Non-Operator, upon nolice in writing to Operator and all other Non-Operators, shall have the right to audit Ope-
rator’s accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month
period followmg 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 accounis'as provided for in Paragraph 4 of this
Section I. Where there are {wo or more Non-Operators, the Non-Operators shall make every reasonable effort to ;
. ~conduct joint or simultancous audits in a manner which will result in a minimum of inconvenience to the Opera- o
: tor. Onperator shall bear no portion of the Non-Operators’ audit cost incurred under this paragraph unless agreed
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6. Approval by Non-Operators

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other see-

. tions of this Accounting Procedure and if the agreement lo which this Accounting Procedure is attached contains
no contrary provisions in regard thexeto Ope:ator shall notify &1l Non-Operalors of the Operator's proposal, and
the agreement or approval of a majority in interest of the Non-Operators shall be controlling on all Non-Opera- 1
tors.
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lI.. DIRECT CHARGES
Operator shall charge the Joint Account with the following items:

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

A. (1) Salaries and wages of Operator’s field employeces directly employed on' the Joint Property in the conduct
) of Joint Operations.

{ o .
{2) Salaries oi First Level Supervisors in the field.

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

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

C. Expenditures or confributions made pursuant t{o assessments imposed by governmental authority which are
applicable to Operator’s costs chargeab]e to the Joint Account under Paragraphs 2A and 2B of this Sec:
tion 1I.

D. Personal Expenses of tho':e employees whose salaries and wages are charweable to the Jomt Account under
_Paragraph 2A of this Seelion IT.. S .

Employee Benefits

Operator's ‘current costs of established plans for employees’ group life insurance, hospitalization] pension, re-
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s laber
cost chargeable to the Joint Account under Paragraphs 2A and 2B of thls Sectron 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 provided under Section IV. Only
such Material shall be purchased for or iransferred io the Joint Property as may be required for immediate use
and is reasonably practical and consistent with efficient and economical operations. The accumulation of sur-
plus stocks shall be avoided.

Transportation

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

A. If Material is moved to 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 raxlway receiving pomt where like material is normally available, unless agreed
to by the Parties. : P

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

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

Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by
Paragraph 9 of Section II and Paragraph 1. ii of Section 1II. The cost of professional consuliant services and con-
tract services of technical personnel directly engaged on the Joint{ Property if such charges are excluded from the
Overhead rates. The cost of professional consuliant services or coniract services of technical personnel not di-
rectly engaged on the Joint Property shall not be charged to the Joint Account unless previoiisty agreed tfo by
the Parties.

Equjpment and Facilities Furnished by Operator -

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates com-
mensurate with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other
operaling expense, insurance, taxes, depreciation, and interest on investment not to exceed eight per cent (8%)
per annum. Such rates shall not exceed average commercml rates currently prevailing in the immediate area

- of the Joint Property.

B.. In iieu of charges in Paragraph 7A above, Operator may elect to use average commercial rates prevailing in
the immediate area of the Joint Property less 209. For automotive equipment, Operator may elect to use rates
published by the Petroleum Motor Transport Association.

Damages-and Losses to Joint Property

All costs or expenses necessary for the repair or replacement of Joint Prope:ty made necessary because of dam-
ages or losses incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operator's
gross negligence or willful misconduct. Operator shall furnish Non-Operator written notice of damages or losses
incurred as svon as praciicable afier a réporit thereof has been received by Operator.

Legal Expense

Expense of handling, investigating and settling litigation or claim%; discharging of liens, payment of judgments
and amounts paid for settlement of claims incurred in or resulting from operations under the agreement or

necessary to protect or recover the Joint Property, except that no charge for services of Operator's legal staff

or fees or expense of outside attorneys shall be made unless previously agreed to by the Parties. All other legal
expense is considered to be covered by the overhead provisions of Section IIT unless otherwise agreed to by the
Parties, except as provided in Section I, Paragraph 3.
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il iaxes of ¢very kind and nature assessed or levied upon or in connection with the Joint Property, the opera-
tion lhereot or the production therefrom and which taxes have been paid by the Operator for the benefit of the

11. Insurance

Net premiums paid for insurance required to be carried for the Joint Operations for the protectlon of the Par-
_ties. In the event Joint Operations are conducted in a state in which Operator may act as self-insurer for Work-
men's Compensalion” ‘and/or bmployt?rs Liability ~under tiie respeciive state’s laws; Operator may; at is election,
include the risk under its self-insurance program and in that event, Operator shall include a charge at Operators
cost not to exceed manual rates,
12, Other E\pendltures

Any othér expendlture not covered or dealt with in the foregoing prowsnons of this Section II, or in Section III,
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operatlons

III. OVERHEAD

1. Overhead - Drilling and Producing Operations

i. -As compensation for adminisirative, supervision, office services and wéﬁ’ehéﬁﬁh’g costs, Operaior shaii tharge
drilling and producing operaticns 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 II.. The cost and expense of services from outside sources in connection with
matters of taxation, traffic, accounting or matters beforeé or involving governmental agencies shall be considered
as included in the Overhead rates provided for in the above selected Paragraph of this Section III unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account.
ii. The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant
services and coniract 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 $ 2500.00
Producing Well Rate $ 150.00

(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 termmate on
the date the drilling or completion rig is released, whichever is later, except that no charge shall
be made during suspension of drilling operations for fifteen (15) or more consecutive days.

[2] Charges for offshore dmllmg wells shall begin on the date when drilling or completion egquipment
arrives on location and terminate on.the date'the drilling or completion equipment moves off loca-
tion or rig is released -‘whichever oceurs first, excepl: that no charge shall be made during suspen-
sion of drilling operations for fifteen (15) or more consecutive days

[3] Charges for wells undérgoing any type of workover or recompletion for a period of five (5) con-
secutive days or more shall be made. at the drilling well rate. Such charges shall be applied for
the period from date workover operations, with rig, commence through date of rig release, except
that no charge shall be made during suspension of operations for fifteen (15) or more consecutive
days.

{b) Producing Well Rates

[1] An active well either produced or mjected into for any portxon of the month shall be considered
as a one-well charge for the entire month.

[2] Each active completion in a multi-completed well in which production is not commingled down
hole shall be considered as a one-well charge providing each completion is considered a separate
well by the govermng regulatory authority.

[3] An inactive gas well shut in because of overproduction or failure of purcha':er to take the produc-
tion shall be considered as a one-well charge providing the gas well is directly connected {o a per-
manent sales outlet.

[4] A one-well charge may be made for the month in which plugging and abandonment operations
are completed on any well,

[5] All other inactive wells (including .but not limited to inactive. wells covered hy unit allowable,
lease allowable, transferred allowable, ete, ) shall not qualify for an overhead charge.

----- - At

(5) The weil rates shail De adjusied as ol the firsi uay of April gach yoar following the cifective date of the
agreement to which this Accountmg Procedure is attached. The adjustment shall be computed by multi-
plying the rate currently in use by the percentage increase or decrease in the average weekly 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 Petroleurh and Gas Fields Produc-
tion Workers as published by the United States Department of Labor, Burcau of Labor Statistics, or the
equivalent Canadian index as published by Staiistics Canada, as applicable. The adjusted rates shail be
the rates currently in use, plus or minus the computed adjustment,
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B. Oveilica ' |
: {1 Opecrator shall charge the Joint Accounti 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 1I and all salvage credits.

{b) Operating

— o _Percent (%) of the cost of Operating the Joint Property exclusive of costs provided
{ under Paragraphs 1 and 9 of Sectlon 11, all salvage credlts the value of injécted bubstﬂnCPG nnrr-hacor\

eral mterest in and to the Jomt Property.

velopment shall include all costs in connection with drilling, redrilling, deepening or any remedial opera-
tions on any or all wells involving the use of drilling crew and equipment;.a]so, preliminary expenditures
necessary in preparation for drilling and expenditures ‘incurred in abandoning when the well is not com-
pleted as a preducer, and original cost of construction of installation of fixed assets, the expansion of fixed
assets and any other project clearly discernible as a fixed asset, except Major Construction as des.ned in
Paragraph 2 of this Section III.- All other cosis shall be consndered as Operatmg

Py

L e e s -+ 2. Overhigad = Majoi L,un‘Su:ucuon

To f_‘omnensato Opemfor for overhead costs- “incurred-in-the-construciion and msta]latlon of fixed assets, the ex-
i pansion of fixed assets, and any other project clearly discernible as a fixed asset required for the development and
i operatlon of the Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall

& : charge the Joint Account for Overhead based on the following rates for any Major Constructmn project in excess

; of $_ :
A. % of total costs if such costs are more than $ but lessthan $__ .; plus E
B. % of total costs in excess of $___ but less than $1,000,000; plus .

C. % of total costs in excéss of $1, 000,000.

Total ¢ozt shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts
of a single pro;;ct shall not be treated separately and the cost of drilling and workover wells shall be excluded.

3. Amendment of Rates

The Overhead rates provided for in this Section HI may be amended from time to time only by mutual agreement
between the Parties hereto if, in practice, the rates are found t{o be insufficient or excessive. &

(BN

IV PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS .

) Operator is responsxble for Joint Acéount Material and shall make proper and timely charges and credlts for all ma- :
terial movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; how- K
ever, at Operator’s option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition
of idle and/or surplus Material, such disposal being made either through sale to Operator or Non-Operator, division in
kind, or sale to ouisiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Opera-
tors in surplus condition A or B Material. The disposal of surplus Controllable Material not purchased by the Opera-
tor shall be agreed to by the Parties.

;;

ND D,S OoITIGNS

1. Purchases

Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. In case -
of Material found to be defective or returned to vendor for any other reason, credlt shall be passed to the Joint ;
Ac¢count when adjustment has been received by the Operator,

(2) Application of Overhead - Percentage Basis shall be as follows:
For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section III, de- :
l

2. Transfers and Dispositions

Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the
Operator, unless otherwise agreed to by the Parties, shall be priced on the following bases exclusive of cash dis-
counts:

A. New Material (Condition A)

(1) Tubular gbods, except line pipe, shall be priced at the current new price in effect on date of movement on a
maximum carload or barge load weight basis, regardless of quantity transferred, equalized to the lowest
published price f.o.b. railway receiving point or recognized barge terminal nearest the Joint Property
where such Material is normally available.

(2) Line Pipe
(2) Movement of less than 30,000 pounds shall be priced at the current new price, in effect at date of :

movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor- L
mally available. ;

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

(3) Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliable
supply store or f.0.b. railway receiving point nearest the Joint Property where such Material is normally
available,

B. Good Used Matérial (Condition B)
“Material.in scund and soerviccable condition aid suiiabie for reuse without reconditioning:
(1) Material moved to the Joint Property f
(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section IV, :

(2) Material moved from the Joint Proper.y

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

—

;_—___




The
1,

(b) at sixty-five percent (65%) of current new pr rce, as determined by Paragraph 2A of this Section
1V, if Maiorial was ariginally- t\hnvﬂcd to the Jo

‘The cost of recondmomng, if any, sha]l be absorbed by the transferring property
'C. Other Used Material {Condition C and D)
(1) Condition C

Material which is not in sound and serviceable condition and not suitable for its original function until
afier reconditioning shall be prlcui at fr[ty percent (50 o) of current new price as determined by Para-
araph 24 of this Su.uvu 1V, The cost of ieconditioning shall bo charged {¢ the receiving nronerty, dro-

v:ded Condition C ‘value plus cost of reconditioning does not exceed Condition B value.
(2) Condition D

All other Material, including junk, shall be priced at a value commensurate with its use or at prevailing
prices. Material no longer suitable for its original purpose but usable for some other purpose, shall be
priced on a basis comparable with that of items normally used for such other purpose. Operator may dis-
pose of Condition D Material under procedures normally utilized by the Operator without prlor approval
-of Non-Operators.

D Ohsolete Material

Material which is serviceable and usable for its original function but condition and/or value of such Material
is not equivalent to that which would justify a price as provided above may be specially priced as agreed to by

the Parties. Such price should result in the Joint Account being. charged wnth the value of the serv1ce ren- v

‘dered by such Maieriat,
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 movemeénts, in lieu of loading and unloading costs sustained, when
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 .of Section II.

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

Premium Prices

Whenever Material is not readily obtainable at publishéd or listed prices because of national emergencies, strikes
or other unusual causes over which the Operator has no control, the Operator may. charge the Joint Account for the
requ:red Material at the Operators actual cost incurred in providing such Material, in making it suitable for use,
and in moving'it to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed
charge prior to billing Non-Operators for such Material. Each Non-Operator shall have the right, by so 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 accebtab]e to Operator.

Warranty of Material Furnished by Operator

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

V. INVENTORIES

‘Operator shall maintain detailed records of Controllable Mateffal.
i i

Periodic Inventories, Notice and Represeniation

At reasonable intervals, Inventories shall be taken by Operator :of the Joint Account Control]able Material,
Written notice of lntentlon to take inventory shall be given by Operator at least thirty (30) days before any inven-
tory is to biegin so that Non-Operators may be’ represented when any inventory is taken. Failure of Non-Operators
to be represented at an inventory shall bind Non-Operators to accept the inventory taken by Operator.

Reconciliation and Adjustment of Inventorles

Reconciliation of a physical inventory w1th the Joint Account shall be made, and a list of overages and shcrtages
shall be furnished to the Non-Operators within six months following the takmg 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 dllxgence

Special Inventories

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

Expense of Conducting Periodic Inventories

The expense of conducting periodic Inventories shall not be charged to the Joint Account unless agreed to by the
Parties.

oint -Account as good used Maictial at seveniy-iive per-
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- 1. Workmen's Comp

enéaf{ohylnsurance as required by the laws of the State
of New Mexico.

NI, ES I S

2.  Employer's Liability Insurance with minimum 1imits as required by the
laws of the State of N o .

ew Mexico

P

P e
!

3. Contractor's or Comprehensive General Publ

1 Public Liability Insurance with
minimum Timits of at lease $100,000.00 for injuries to one person;
$300,000.00 for injury in one accident and $100,000.00 for property
damage in one accident.

4.  Automobile - Public Liability and Property Damage Insurance (with an {
endorsement'tovering'non;owned,aﬁd'hired‘cars) with minimum 1imits of i
at least $100,000.00 for injuries to. one“person; $300,000.00 for i

injuries in“one accident and $100,000.00 for property damage in any
one accident.

Insurance coverage on equipment as the o
protection of the joint account. ,

perator deems necessary for the
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MR, RAMEY: Call Case 6483.
MS. TESCHENDORF: Case 6483, Application of

Harvey E. Yates Company for compulsory pooling, Lea County,

. New Mexico.

o o A

MR, LOSEY: ii.A. Losey, Losey, Carson ana
Dickerson, Artesia, New Mexico, appearing on behalf of the ‘
applicant.

MR. COFFIELD: . Conrad Coffield and Ha:Old
Hensley with the Hinkle law firm appearing/on behalf of
John H. Hendrix Corporation.

MR RAME?: Mr. Coffield, wWonld you like to
have Case 6488 consolidated with this case for the purpose
of testimony?

MR. COFFIELD: I think that they could very
well be consolidated. '

MR. RAMEY: All right. We will consolidate
the cases and call 6488.

P MS. TESCHENDORF:  Case 6488, Applicafion of
John ﬁ. Hendrix Corporation for compulsory pooling, Lea
County, New Mexico.

MR. COFFIELD: Conrad Coffield again appearing
on behalf of the applicant with Harold Hensley.

MR. LOSEY: H.A. Losef, appearing on behalf of
the protestant, Hafvey Yates Company.

MR. RAMEY: Ask that all witnesses stand at

Nye Reporting Service, Inc.
. Certified Shorthand Reporters
621 Old Santa Fe Trail — Suite 7

Santa Fe, New Mexico 87501
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this time and be sworn.
{Witnesses sworn.)

MR. RAMEY: Mr. Losey, you may proceed.

Mr. Chairman, would you like me to start the proceedings.
MR. RAMEY: Yes, ¢go ahead, Mr. Losey.
ANDREW LATTU

being called as a witness and having been duly sworn upon -

‘his oath, testified as follows, to-wit:

DIRECT EXAMINATION .

3Y MR. LOSEY:

Q Would you state your name, residence and
occupation?

A Andrew Lattu, Midland, Texas, I'm a geologist~
with Harvey E. Yates Company. '

Q Have you previously testified before the
Commission as ah expert witnessiand had youf qualifications
as a geologist made a part of the record?

A Yes, ; have and: they are.

MR. LOSEY: Are Mr. Lattu's qualifications
acceptable, ;Mr. Chairman? \
| MR. RAMEY: They are acceptable.
BY MR. LOSEY:
.Q Would you please turn to what has begn

marked as Exhibit One and expiain}what is portrayed by this

Nye Reporting Service, Inc.
Certified Shorthand Reporters
621 Old Santa Fe Trail — Suite 7
Santa Fe, New Mexico 387501




L

P AR AR AT, SR S NG B T AP

e g e

FROINN Fir S,

R

PN 5 A0 ¢ S e oo

—

10

11

12

13

14
15
16
17
18
19
20
21
22
23

24

25

A This is a land plat in Lea County, New Mexico,

Township 14 South Range 36 East. Our company is designated

~the Macbhonald Area and hiave the proposed location of

Vrapproximately fourteen thousand foot test. 1In the southeast

of the southwest quarter of Section 8.

Q You propose to dedicate what acreage to this
well? :

A South half of Section 8.

Q Is this acreage part of a working interest

unit comprising not only land in Section 8, but lands in
adjoining sections?
| A Yes, it is.
4 Q Does either Harvey Yates Company or the unit
itself have control over the acreage in the South haif of

Seétion 8? Are they operator.  of the acreage?

A For most of it.
Q Well, which portion are they not operator of?
A It would be the Northeast of the Southeast

quarter of Section 8, of just the South half. Is ttat what
you mean? -
Q Yes. So they control two hundred eighty of
that three hundred twenty acre tract?
-~ A Yes,kéhat's correct. »

Q What is the objective formation or formations

Nye Reporting Service, Inc.
Certified Shorthand Reporters
621 Old Santa Fe Trail — Suite 7
Santa Fe, New Mexico 87501
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in this proposed well?

ceaminrrlerand an
de e —

A 'This is a Pennsylvan Progpect. The well

would TD into the Mississippian. The two most prospective

zones are the upper and lower Pénnsylvanian. T oot

- Q Now, In the South half of Section 8, how much

of that spacing unit i5 compiiscd <f lands leaged from the

state of New Mexico?

A In the South half approximately 50% or 160
aéres is state land. | '
Q In the East half of Section 8, how much of

that is land leased from the Statewof New Mexico? -

A In the East half, it would be approximately |

three-eighths or 120 acres;

Q It would be oxactly 120 acres, wouldn't it,
Mr. Lattu; not approkiﬁately?

A QOkay.

Q Turn tO'whét's been marked Exhibit Two and
explain what is reflected on. this exhibit.

A This is a Pennsylvanian structure map, the

contour interval is 50 foot. The scale is one inch equals |

4,000 feet. This is contoured on the top of ﬁhe Pennsy;f
vanian. The reason I used the top of Pennsylvanian on this
particular map is that moét of the control in this area‘is
Pennsylvanian. A deeper control horizon than say the base

of the Pennsylvanian would only have -- well, from Section

Nye Reporting Service, Inc.
Certitied Shorthand Reporters
621 Old Santa Fe Trail ~ Sulte 7
Santa Fe, New Mexico 57501
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} 1 8 North it would only have two control points. That would _W
T T 2 be ﬁhé well up ih Section 32 of 13 South 36 East and the
3 well over in Section 3 of 14-36. The rest of these wells L
4 all TD'A in the Upper Pennsylvanian. The Penngylvanian in
5 this area is a very good mappingmhézizon ,,,,,, and it reflects a e
— : & deep structure. The structure in this area consists of
é 7 a Northeast/Southwest trending anticline, with small build-
% 8 ups or,wrinkles along the top. ‘This is shown both from
i 9 sub-surface and séismié we have in the area. Recently
Y participated with adobe on a well drilled on the East half - =
é - .11} of Section 17 of 14-36 -and we. have '»a-dip‘ meter "tifai:""vi”a‘s*i'“\iﬁ‘ }
? 12 in the Pennsylvanian down to the Mississippian on that well. |
§ 13 This dip meter in the Pennsylvaniar interval indicated
é . 14 Northeast dip and, as you see, it's located on the Nbrtheést
‘z 15 end of the small nose on tﬁe overall anticlinal feature.
16 There ié‘dip from the well in Section 4 of 14-36. You see
'E i7 - a nigh point there of a minus 6535, which tﬁen ‘dips to |
E 18 minug 6683 and then -‘dips fu%ther to the Southwest in Sectio?
19 9 to a minus 6777. We have Northeast dip established along
20 this feature by the Phillips Well in the Southwest corner
21 of Section 17 with the sub-C of a minus 6646, which dips {
22 to the adobe-Hannah Well in Section 17 to a minus 6711. So.
23 we’have dip going from the Northeast, dipping tb the South-
: 24 | west and dip in the Southwest towards the Northeast. This Zf
é 25 sdéports this structurel low I have contoured in- the East‘ K
7 R Nye Reporting Service, Inc.
f; \/‘ Certified Shorthand Reporters
L 621 Old Santa Fe Trail — Suite 7
Santa Fe, New Mexico 87501




| half of Section 8.
oo, : )
b ' 2 Q Let's turn to what's been marked as Exhibit
3 Three. | !
4 A Exhibit Three is a stratographic cross-section.
e e 5 T F have a 1ittle index map ‘on the side. It's a 'noiAt’ﬁ-.—.syoutrlim |
6 cross—-section. This is a north-south stratographic cross-
7 section hung on the top of the Lower Morrow, also knpwn as
- 8 the Austin-ﬁiSSissippian zone.v This cross-section, starting
i : ,m; I —— 9L At yCe:iléftTW*gmfhé“Kdobe'étate 16 wWell locatédniﬂwfﬁe- o
b % 10 Southwest quarter or Section 16. It then goes to the Adobe-
'é 11| Hannah Well in Section 17. Then comes to the Texas Crude-
§ 12 Richardson, Which is Section 5. And finally on the right, |
) %, R 13 or the North end of the cross-section, isbfhe Supericr Wéll
‘g —~ .‘14 in Section 32 of 13-36. The upper top Pennsylvanian ié the
T 15 mapping horizon on the structural map is contoured on. You
16 can see I have indicétgd an Upper Pennsylvanian bank. This
17 ‘bank is present in the State 16 Well and is approximately
H | - 18 150 feet thick. It thickens to about 330 feet of porous
19 dolomite in the Adobe &o. 1 Hannah Well and is not present
20 in the Texas Crude;Richardson Well in Section 5. Referring
" 21| - to Exhibit Two, the structure map, you can see that the
22 presencé of this bank is closely associated with the struc-
23 |  ture that the Adobe-Hannah Well, being Ligh to the State 16,
2 has a much thicker section; that the Texas Crude Well
g ’ 25 located in Section 5, which is lower, the bank is not
- Nye Reporting Service. Inc.
P Certified Shorthand Reporters
% ~ 621 Oid Santa Fe Trail ~ Suite 7
¢ Santa Fe, New Mexico 47501
g
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present at all. Our proposed location in
nost prospective orthodox location for this Upper Pennsyl-
vanian bank in Section 8.

Q Why do you feel like your location in the

4

Sontheast of the Southwest ia hettar than 2 lsoation in the

Northeast of the Southeast, Mr. Lattu?
A Well, this bank is —-- the developnent of the

bank is very closely associated with structure and our

- proposed location is structurally the most favorable, both

from sub-surface mapping and seismic. I believe as you

move over inkn +the E

..... t} a £ where the structural 16w comes
in, the bank will either not be present or will be thin and -

tight. Referring to the next prospective zone, which is

- the Lower Morrow, as you see in the State 16 we have a

fairly good porosity development of this neutron density

log. As you move to the Hannah, again we have a section witlh
ptetty fair indications of porosity, altﬁough’this well

has not yet been completed. When we come to the Texas
Crude-Richardson Well in Section 5, which TD'd in the
Chester, this section is thinned quite a bit. In fact,

from the State 16 to the Adoﬁe-Hannah Well, the section has_
thinned and seems to continue .thinning to the North. The
Texas Crude-Richardson Well didxét;empt completion in this
zone and were unsuccessful. They ;erforated and gave it

three acid treatments but were never able to establish

Nye Reporting Service, Inc.
Ceriified Shorthand Reporters
621 Old Santa Fe Trail ~ Suite 7
Santa Fe, New Mexico 87501
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VVVVVV ‘ o N qommeréigiﬂpgqq_uqtiﬁqn from the zone. So the zone app&ars j -
i 2 to thin and become tight as you move furfher North in this
- 3 area along this structural feature. The Superior Well, the ‘.
+| section is present and again it is thinner than down in |
51 —zither the Adohe-State 16 or the Adohe-Hannah. 2And by log

6 analysis appears tight. Our proposed location, trying to

7 stay as close to the south line of Section 8 as possible,

Zﬁ ; 8 therefore is close to crude and porosity and closer to
j Z 9 known productinn in this zone, is also the most favorable
é : 10 orthodox location in Section 8.
.y Mf .. @  Mr. Lattu, from your Exhibit Two have you | .

12 held the number of wells that were drilled to the Pennsyl-

é« 13 vanian?
‘% . 14 A Yes, I have.
4 | 15 - Q ' How many wells were drilled? | ,
‘ 16 A The wells that I have contoured in this inter-
g 17 val here, 22 wells reached the Pennsylvanian.
| 18 | Q How many of those wells were completed and
19 w111 return the cost of drilling and oberatihg expenses up

20 to the date of pay-out?

21‘ A Three of these wells have. The Adobe State
22’ 16 has not gone on production yet, though we have every

| 23 indication that will be a éuccessful well. The wells that
24 havekpéid—éut, made enoﬁgh hydrocarbons to have paid-out
25‘ only three. Two of them completed in ‘the Pennsylvanian,

. _ Nye Reporting Service, Inc.
i _ Certified Shorthand Reporters
621 Old Santa Fe Trail — Suite 7

" Santa Fe, New Mexico 57501
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I which were 03l wells, and the third one is the Phillips
VVVVVV 2 Well in Sedéiaﬁwié) wﬁich was a gas weli“dé;hwihwfﬁédAustiﬁM”ywrww
3 pay zone.
4 Q@ So there is only three out of 22 wells that have
5 tested the Pennsylvanlian on this map that have paid out?

6 A Yes.

7 L MR. RAMEY: Mr. Lattu, did ydu say the Phillip§
8 Well was in 16 or 17?2 ,

9 THE WITNESS: 17. The Adobe State 16 is over
10 in 16, but it has not yet been put on line. But is has

1 been completed and treated and certainly appears that it will

R 12 be a successful well.
- 13| BY MR, LOSEY:

o - E - 14 Q Do you have an opinion as to what would be

| | | 15 a reasonable risk factor to assess —-- for drilling a well

16 at your proposed location?

17 A I feel 500% penalty would be fair.
18 Q Well, if you assume that the authority given

19 to the Commission by the Legislature is 200%, would you say

20 200%, the maximum penalty, would be reasonable?
21 A If that's the maximum ﬁenalty, yes. !
22 Q Were exhibits dne through Three prepared by ;
22| you? | “ii
24 A Yes;’they_were. Q
25 MR, LOSEY: I move the introduction of

\\ Nye Reporting Service, Inc.
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Exhibits One through Three.
MR. RAMEY: Exhibits One through Three will
be admitted,
BY MR, LOSEY:
Q One other question. Do you believe théiﬁbdlihgi

of interests in the Séuth half of Section 8 will avoid the
drilling of unnecessary wells?

A Yes, I do.

MR. LOSEY: 1 think it's all on the Direct
Examination,
MR. RAMEY: Any questions of the witnegs?
MR. HENSLEY: Yes sir.
CRCSS E?(AMINATION
BY MR. HENSLEY:

Q If the Commission please. 1In connection with
your structure mab, Mr. Lattu, I'd like to direct your
attention to the contours which You show immediately to the
West of your proposed location in the South half of Section
8. That contour takes a dip, structured contour ihto
Section 7. What's the basis for?that mapping configuratign?

A Well, in Section 7lI have a control'point
there of a minus 6745. Ié thaﬁ what you mean?

B Yes. But I believe your direct testimony
showed the dip reflected by that control point in the Hannah

Well showed a Northeast dip. Yet you mapped the structural

— —\K
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change to Northwest.

A No. The Hannah Well is on the Northeast end
of the structural nose, and that is directly supported by
the dip meter, which shows Northeast dip.

@ T Now, as I undcroiand
here, yo; have indicated that the proposed location is
advisable because of its location regarding the Upper Penn
bank which you described on the cross-section, is that right?

A Yés . »

Q Is the Upper Penn bank productive in the

immediate area surrounding the proposed location? ... ..

A No, it is not.

Q By the way, in the Hannah Well, which was one
of your key wells for ybur structure map, immediately South
in the Northeast quarter of Section 7 did it intersect this
Uppér Penn bank?

A No you mean Northeast guarter of Section 17?7

Q 17, I am sorry. Yes.

A Yes, the bank is present there.

Q Was there any pfoduction test or drill stem

test conducted?

A Adobe did not test it.
Q Was there any fluid indicated?
A Log an&lysis reveals 30 to 40 percent of water

saturation across that interval.

Nye Reporting Service, Inc.
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o You indicated that your examination of the
~logs of these wells, particularly, I belisve, you made

reference to the Sinclair-Richardson Well, which is in the

Southwest quarter of Section 5, is that correct?

A Yes.
s) “Showed & thinning in this Chester lime, 1is

that correct?

A Yes. You mean the Austin Pay interval?

Q The Austin Pay interval.

A Yaa_ it is thinner there.

Q Do you know how many feet 6f pay were perfor-

atedwiﬁriﬁat ﬁell in that zone?
A I believe approximately 20 to 30 feetywére.
Q If I indicated to you that only eight feet
of the upper porosity was penetrated, would that refresh
your recollection?
MR. RAMEY: 1Is that penetrated or perforated?

BY MR. HENSLEY:

Q Perforated.

A You mean the interval perforated?

Q The upper eight feet of the total porosity
section. |

A There is only approximately eight feet of

indicated porosity by log anyway, but they perforated it

and treated it with several acid jobs and were never able to

Nye Reporting Service, Inec.
Certified Shorthand Reporters
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direct testimony that this was confirmation that supported

your opinion that this zone was thinning then to the North

and to the East?

- ~& - It's thinning to the North.
Q There is no basis for a statement that there

is any thinning at all to the East, is there, Mr. Lattu?

A We -have no other control points until vou get .

211 the wav over to Section 3, where this interval is pre- -

SE&fic.

Q- Now, in Section 3, I suppose you have reference
to the Zapata-Davidson Well, is that correct? |

A Yes, I do. |

Q How much net porosity is shown on the log in
this section, in the Zapata Well? .

A The Zapata Well is cut by fault and 6n the
down side, but it has large sections of porosify at leaét

by log. It was never tested.

Q There was over 80 feet, wasn't it?
A To my recollection, yes.
Q Isn't this coﬁfirmation, sir, that there is

in fact no thinning to the North:-and to the East?
A Well, it thins to the North as shown by this

cross-section. This Zapata Well is on the down side of

Nye Reporting Service, Inc.
Certified Shorthand Reporters
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well that penetrated that section.

Q Now, you ve 1nd1cated that a lot of your —
“contreldin- :hi:':r::;~;‘fl understecd-your response to Moo

. Losey's question, was based on the substantial number of

‘which is 8outh of the area Under discussion, would be six,

a fault and on the flank of apﬁarently another feature.

Q Off of the access to the East of the access
taken the Superior Well and Sinclair-Richardson Well, to
the East, the Zapata Richardson Well confirms that there

isn't a thinning as you move into easterly direction, isn't

e et 2 SN B - =
that ocoryreoiy R B }

A The Zapata Well is thicker than any other

wells which had intersected Pennsylvanlan formation?

A Yes.,-

©
)
%
2
&
i3
s
0
th
t
i
s
03
0
0

your structure plat penetrated the Austin Pay?
A Let's see. There's Section 32, Section 3.
Su there's two. The Hannah Well would be three. Phillips

would be four. State 16 would be five. Down in Section'19,

and Section 24 would be seven.

Q Seven out of what, approximately 25?

A I believe I used 22 as the number dffwelis
that I had points on. |

Q 222

"A Yes..' So the density control in the Pennsylvani

An

Nye Reporting Service, Inc.
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Q Now, you indicated that the Pennsylvanian

section was a pretty good indication of structure in your

deeper zones, is that correct?

———————————————————————— A Ves eir. It's a good indication. 1t varies
gomewhat, but it's --
Q There are certainly exceptions in this area

when yéﬁ consider the possibility of a reef deposition?

A Oh, yes. -

Q What about the anomalies which are indicated
to be present inrthis particular Austin Pay? Are those
consistent with reflections on structure in the Pennsylvan-

ian?

A  No. They seem to be hot controlled by structut

It's just as fou move North is where you find this Austin
Pay zone is tight. Phillips Well is uniqué in that&it's
the only well with known production from thié zone.

Q To your knowledge, has this pay been tested
in a Hannah's Well, Adobe-Hannah's Well to thch you have
made reférence? |

, a No, it has not been testea. It looks good on

the logs. That's all we have at this time, until it's

pexforated.

Q How much net porosity do you have in the

/

Nye Reporting Service, Inc.
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section in the Hannah's Well?

A Approximately 60 feet. »

Q Does it allocate to. be productivé of hydrocarbon?

A Yes, it does. | | o
Q Now, if I understood your answer to Mr. Losey's

final question, you are suggesting a five hundred percent
penalty in this case, Mr. Lattu?

A Yes, this is the penalty we havé,in the unit -
the dperating unit to the Soufh. _And considétihg foﬁr;een
thousand foot well with both strﬁctural and stratographical
riék, I would consider that fair.

Q . Are you aware of the fact that the maximum

allbwable,penalty is two hundred percent?

A Yes, I have beei:r told that.

Q Less than hélf of what you reébmmend as
reasonable?

A Yes,

‘Q If the Commission please, just a coupie of

clarifying questions on a point which I had asked Mr. Lattu
about, but I want to be certain that I understand this

{

question. I want to direct ycﬁr attention, sir, to the |
well which is located in the Northeast quarter of Section
17, which I believe is the Adobe-Hannah Well, is that

correct?

A Yes.

Nye Reporting Service, Inec,
Certitied Shorthand Reporters
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o / Q  Now, in your direct testimony you did testify.
) 2 did you not, that the dip meter indications showed a North-
3 east trending dip?
4 ' ‘A On the Pennsylvanian interval, yes. -
5 Q Will you explain again to the Commission how

6 that justifies the struture mapping to the North and to the
7 West, which you show on your structure map? Is it based on

8 this dip meter reading?

S £ § ' ? ' A . Well, I had actually made this.map before I
é ’ - 10}  -saw the dip meter. The dip meter just came into my office
? | ; 1 yesterday, and I was pleased to see it did-show Northeast
§ 12 rather than Southwest dip.
d 1B Q Well, if the --

O T R

— 14 a This is on the end of a nose, which the nose h
» - 15 is dipping to the North,;(NOrfheast. This second little : o
f 16 feature, as I discuszed in my testimony earlier, they have
17 a large.anticlinal feature here. The Pennsylvanian‘éhows --
18 it's not a regular, just a roll over and back down to the
19 West. But it shows a roll over on the Phillips Well and
20 a second roll over further to the West and that's what that

21 interpreted contour is.It's based on seismic lead or the-

22 indication of seismic. There is additional buildup within
23 the Pennsylvanian to the West.

i ;xc_pr;Qw;;;:,Iftthejdfp?meterﬁyasant;the principle basis
25»< for the ‘mapping, since you 6n1y got it yesterday, do I

Nye Reporting Service, Inc.
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“Pfhexre is this bank present here, There could either be this

understand that it was this Upper Penn bank which you uti-
lized for the interpretive projection?

A No, this is just a map on the top of the Penn.

well developed across the nose, but it could be built-up.
It's not a uniform type thinning in size.

Q With the structure thinning to the Northeast,
doesn't that change what the indication should be to the
North and West of the Hannah's as far as your interpretive
structure is concerned? And is shown on your map?

A No, I don't believe it would.

Q It wouldn't have any affect if the trend was
strictly Northeast? |

B -\ The structural trend of this is Northeast.
The dip meter shows Northeast dip. The bank however is
probably centered more in Section 17 and possibly over into
the East half of Section 18.

Q Well, if the dip meter had indicated a
North, Northwest trend, that would be a complete confirmation
of your structural iﬁterpretation, wouldn't it?

A I guess it depends on where yoh're at on the
nose. | |

MR. HENSLEY: No further questions.
MR. RAMEY: Any other questions of the witness?

Mr. Stamets. .. . 7

Nye Reporting Service, Inc.
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CROSS EXAMINATION

BY MR. STAMETS:

Q Mr. Lattu, in Section 17 ahd 18 you have
drawn'tw6'$epérate ﬁighs at tﬁe minus 6700'foot contour?

A Yes,

Q What's the basis for that as cpposed to
dravwing one single high zone such as you'vergot in the North

-and the East?

A I base that ~~ we participate in a seismic
T 1ine that ran Basit/West through-approvimately the middle =

of Section{l8, 17, 16, and into 15. The purpose of the
seismic liné was to more clearly'identify the structural
feature and locate the fault that I have marked‘bn the

East side. This seismic showed in the Pennsylvanian section
a double roll over along what was intérpreted seismically

as the top of the Pennsylvanian. So I took that as a lead

to draw two separate small features as opposed to one larger

one.

MR. RAMEY: Any other questions?

MR, LOSEY: I think that's all.

MR. RAMEY: Mr. Hensley?

MR. HENSLEY: I'd like one additional question,
if I_may?

MR. RAMEY: Go ahead.

Nye Reporting Service, Inec.
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~map would be right across the middle section -- it's the

RE~-CROSS EXAMINATION

2ty ey . MIDOMIOT. V..
A Aiine AsdoiNiidiaia

f

e

Q On the cross examination by Mr. Stamets with
reference to the seismic indications, have you shown any
seismic points on the structure map?

A No, I have not.

Q Do you know where the seismic line went, what

portion of this section was intersected by the line?

A - You mean whare the line is located on the map?
Qe Vag, e
A All right. The seismic line 1o¢ated on the

East/West line. State at the western boundary of Section 18,
would go across the middle of 18, the middle of 17 and the
middle of 16 and ended halfway aéross Section 15, going
right along the mid-section line.

Q Do I understand.that this seismic reading in
the middle of Section 17 and 18 is used for interpretive

mapping of structure in Section 7 -.and 82 Is that reasoﬁable,

in your opinioﬁf Mr. Lattu, as a geologist? -

A How do you mean in Section 7 and 82 )

Q ' Well, you've got your structure drawn which
you indicated was tied into and confirmatory of your seismic
‘indications. | |

A I have my sub-surface map and I just work the

Nye Reporting Service, Inc.
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seisnic -~ what the seismic indicates into supporting my

sub-surface mapping.

Q As a geologist, would you feel that a seismic
indication in the middle of Section 17, for example, would
give any indication as to what the nature of structure was

in the South half of Section 8?

A Yes,

0 " You would?
A Yes.

0

What is the reliability of a seismic reflec-

tion from a diameter standpoint, do you know?

A what do you mean by diameter?
Q How far outlying horizontally?
A Seismic indication. It's measure:of the

velocity of energy that's put into the ground and when i£
comes back to you. Certain seismic events are associated
to be indicative of a geological, both‘strétigraphy and
structurebin the area. We're looking here at a Northeast/
Southwest trending anticline with a fault on the East side.
The seismic will see the fault and the séismic will show
irregularities along the surface or the top of this large
structural feature. These can be worked in the sub-surface
points I have, and what I consider refining my sub-surface
contbuf, althdu;h it is an interpretation on my part.

Q Considering .fhe structure which you have

Nye Reporting Service, Inc.
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mapped in the center of Section 17, the seismic line which
runs through the middle from and East/West direction would
not be any support for your structure enclosure along the
South line of Section 8, would ie?

A Indirectly, it is, in the fact that it's
worked into my sub-surface. I have sub-surface points all
the way up to Section 5, which show dips going do&n this .,

direction. That's on the Northwest flank of this structural

*feature.

0 7 ThlS enclosure which vou reflect between the
proposed location in the South half of Section 8 and the
Adobe~Hannah Well, is strictly interpretive from sub-surface
data? |

A Yes, it is. e

MR. HENSLEY: No further questiéhé.

MR. RAMEY: Do you have any questions?

MR. LOSEY: No further questions. :

MR. RAMEY: The witness may be excused.

. GEORGE YATES
being célled as a witness and having{been duly sworn upon
his oath, testified as follows, to-wit: - (
DIRECT EXAMINATION

BY MR. LOSEY:

Q Would you state your name, residence and

occupation?
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A ’ My name is GeorgeAYaﬁeSa I'm from‘Roswell,
New Mexico. I'm Vice President of Harvey E. Yates Company.

Q Hr., Yates,‘turning back to it, do you have a
copy of Exhibit One?

A Yes, I do.

Q Is Harvey Yates Company a party to a working
interest unit that covers, among other lands, a portion of

the South half of Section 8?

A Yes, that's correct.
Q What other area -does it cover?
A The working interest unit covers the West

half of West half of Section 8, the Southeast, Southwest

of Section 8, all of Section 7 and the North half of Section
18.

# MR. RAMEY: Would you go over that again,
please, Mr. Yates?

MR. YATES: The working interest unit covers

the West half West half of Section8, the Southwest, Southeast

of Section 8, all of Section 7, the North half of Section
18.
MR. RAMEY: Thank you.
BY MR. LOSEY: '
Q Who are the parties to that working interest
unit?

A The largest party with the working interest

Nye Reporting Service, Ine.
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in that unit are Yates Petroleum Corporation;-National
Refineries Cooperative Association, AMOCO and MARALO.

0 .. HNow, have any of those parties farméd out for

the drilling of the proposed well that is your proposed well
in the Southeast, Southwest of Section 8?

A Yes, that's correct. “We have farmouts from
AMOCO Production Company, From National Cooperative Refiner=<

ies Association, and from MARALO.

Q And they are to be units as such?
A They are to the unit, that's correct.
Q So the unit acreage as far as your South half

of spacing unit, covers the West half Southwest and the
Southegst, Southwest?

A That's correct.

Q Now, who owns the rest of the acreage in the
South half of Section 87 |

A The balance of the acreage in the Scuth half
of Section 8 is owned by our company, Harvey E. Yatés Conm-
pany, with the exception of£40 acres in the Northeast of
théiSOutheast, which is owned by various parties in partner-
ship with Cal-Mon 0il Company.
| "Q So that from what you say, Harvey Yates Com-
pany owns the fee lease that covers the Northeast of the
Southwest, the West half of the Saatheast, and the Southeast,

Southeast of Section 8?2
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Q Now, when did you determine to drill this well
to the proposed location? ~— 7

A We determined to drill this well on the
proposed location-in .consultation with Yates Petrolem and
in consultation with some of the other working interest
owners in the unit I have described approximately the 20th
of January.
‘ Q Did you discuss this proposed drilling of'éhe
well with any representative of Cal-Mon 0il éompany?

A ~ On January 22nd or 23rd I gave Bol Monaghan,

President of Cal-Mon 0il Company, a telephone call. I was

in Midland. I was present in our Midland office. I called |

him specifically to invite him to join us in drilling a
well.

Q Did you receive a response from your invitation

A Bob's response was that he had several partners

in his lease and to -- and that they all spoke independent~
ly so he needed some information in the area to show them.
He asked mé if we héd any information we'd share. I said
certainly we did. I invited him over to the office.

Q Did heécome to the office and discuss this
proposed well with yau?

A Yes, hé‘did;

Q Generaliy, what was the gist of that

Nye Repoiting Service, Inc.
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‘pasic terms that we have received faxm outs under the unit.

conversation?

A Andy Lattu and mfself met with Dob and Toby
Carlson. I repeated our invitation to have Cal-Mon join
the South half proposed unit, working interest unit. to
participate as a working ihterest owner to their one-eighth

interest. Or alternatively, farm out to us on the same

Q And what were those terms?

A " “Terms under which the farmouts came tokfa”were
one-sixteenth reserved ovérriding royalty convertible at
payout to a 40% working interest. Let me say tﬁat those farq-
outs were under the acréage I described and were owned by
one well. Thé farm out that I offered Cal-Mon was the same
farm out. Howevef, we would be earnihg under énly one
proration unit. |

Q Your farm outs in the unit‘éctually coéer all

of the acreage of AMOCO, MARALO and National Cooperative

Refinery?
A That's correct.
0 Did you receive an answer at that time?

A I did not receive an answer. We discussed the
relative position of Cal-Mon versus our compan?. There was-
some objection in that gonversation to q$l-Mon joining with
us without advantage of additional farm out. I aﬁ that

point offered some alternatives and one thing I said we
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However, when the meeting broke up, they were going to their

joint interest partners tc decide what course ‘they were
going to take. Of course, I fully expected an acceptance

of a farm out or participation.

Q Did they say they would let you know?
A That's my recollection.
Q pPid you receive a response on your invitation

to join or to farm out?

A Well, I received an-indirect respﬁnse when our
been staked. .

.A 0 aAnd that was the John Hendricks Corporation

location in the Northeast of tﬁe Southeast of Section 8?2

A That's correct.

Q Did you learn at that time that they proposed
to dedicate the East half of Section 8 to the well?

A Yes, I 4id.

Q When you talked to the Cal-Mon President and
geologist, did they have any maps of this area or any plans
to drill a ;éll at that time that they told you about?

A No, they did not.

staff read in the Midland paper that another location hadgg’f;A

P2
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1 . Q They did not have any maps?
B Y | A They did not have any maps.
3 Q Did they say they were proposing to drill a
4 well at that time? A
5 A No, they did not.
6 Q . On the day you'lea,rned that they had or you saw
. 7 the location in the Midland paper, what action did Harvey
8 Yates Company take?
’ . 9 A I instructed Bob Strand of our office to
- * f 777777777777 ) _16 ~ call in application for forced-pool-under--the-South half - L
11 of Section 8. _
12 Q . And you control or .the unit controls seven-
13 eighths of the acreage in the South half of Section 82
‘ 14 A That's correi:t.
o ' : ) ’
% e 15 | o} You control five~eighths of the acreage in the :
r 16 East half of Section 8? -
i 17 A That's correct.
J; 18 Q And John Hendricks Corporation controls three-
i 19 eighths of it?
v‘ ' si o 20 ‘ A That's correct.
e N o ’ Q Mr. Yates, Did yéu furnish to Cal-Mon or John
| 22 Hendricks Corporation an AFE for drilling this Qell?
s | : | -23 A Yes, we did.
24 . Q Do you have a copy of it with you?
. 25 A No, I don't. I do _now.
§ - ;
‘Z Nye Reporting Service, Inc.
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1 Q ~  Let's mark this as an exhibit. What are the
2|  costs shown on that AFE for drilling a dry hole? o
3 A Six hundred four thousand dollars. .
4 Q What are the costs shown on that AFE for
5 drilling and leading a producer?
6 A Nine hundred thirteen thousand five hundred
7 dollars. |
8 Q what zone would that be completed in?
9 A This would be completed in what's referred to
" 10| as the Austin Pay.

T Q And that's the zone that has produced about |
12 four billion cubic feet in the'Phillips Well in Section 17
13 and the zone in which you grefpresently, Adobe is presently
14 completing the Hannah Well in the Northeast quarter of
15 Section 172 ‘

6 A | That's correct.

17 Q Did you submit to Cal-Mon a joint operating
18 agreement? |

19 A Yes, we did.

20 Q And were the costs for a drilling well set
21 forthvon an accounting procedure attached to that jéint
22 operatin§~§greement?

23 A | For operating the well?

24 o) Yes.

25 A Yes, sir, that's correct.

Nye Reporting Service, Inc.
Certified Shorthand Reporters
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1 Q Rre those costs $270 per well?
N 2 A Yes, they were. ﬁ
‘ 3 Q And were those costs on a drill well rate
4 $2700?
5 A Yes.
6 Q And éach of those are per month?
7 A Yes, that's correct.
8 0 What is the penalty for a non-consent owner -
9 under this working interest unit agreement‘to'ﬁhich you
= R 10 previously testified? . o R I
Ef ; i1 A The non-consent penalty under the working
i_ % 12 interest ﬁnit to the West of the location we have staked
13| is 500%. |
é 14 Q And recognizing that the Commission's authority
g fj} 15 is 200%, do you feel like the maximum risk is approﬁriate in
% 16 this case?
% 17 ; A I do. I might point out also that where non-
? 18 | operatiné working interes; owners under a unit directly to
- 19 the South operated by Adobe. Those non-consent penaltieg
E f<f,"£ : 90| inniheir operating agreemerit are 500% also. This is recdg-
'“Aij ?» 21 nized as a result of these two units in the area as being a ‘
j 29 very high risk area. - _ .
23 Q Mr. Yates, approximgtely how many deep wells
§ 24 does Harvey Yates Company operate in Southeastern New
% 25 Mexico?
- %
Nye Reporting Service, :lnc.
S , Certified Shorthand Reporters
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A Approximately 30.

MR. LOSEY: I believe that's all the direoct

MR. HENSLEY: If the Commissioner please?

MR. RAMEY: Mr. Hensley.

MR. HENSLEY: A few questions.

MR. RAMEY: Mr. Losey, do you want to offer
Exhibit Four?

prepared?

THE WITNESS: Yes, it ia. -
MR. LOSEY: We offer Exhibit Four.
MR. RAMEY: It will be admitted.
MR. LOSEY: Thank you, Mr. Chairman.
CROSS EXAMINATION
BY MR. HENSLEY:

Q- If the Commission please. Mr. Yates, You
inidcated in the courée of your direct testimony that Harvey
Yates Company was the opefétor of this working interest
unit to the West, is that correct?

A No, I didn't. I said we operated that portion
of ‘the unit which was in the South half of Section 8.

Q I see. Is it not correct, sir, that oxiglna115
when it waé‘considered by the other working interest owners

in your unit, namely Y~»'_.s Petroleum Company and 'AMOCO, to

MR. LOSEY: Yes sir. Is this the AFE that you

Nye Reporting Service, Inc.
Certified Shorthand Reporters
621 Old Sants Fe Trall ~ Sulie 7
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“West half, 160 acres in the South ha

drill a well invthis Séctidn 8, théﬁﬁgégéésal for the
drilling unit was in the West half of Section 82

A An independent land man in Midland was
attempting to put a uhit fdgéther whichAincluded the West
half of Section 8. We had not agreed to go in that unit for
one specific feason, because'thé West half of Section 8,
we thought, Qas an inapprqpriate initial location.ﬁ

Q Did the fact that you own 120 acres in the

[
-y

f have anything to-do —

with your feeling with respect to the viability of that

proposed West half unit?

a "No, it didn't.

Q Nothing?

A Nothing.

Q Isn't it a fact, Mr. Yates, that Yates

Petroleum Corporation in fact recommended that the drilling

unit comprise the West half?

A Noi to my knowledge.

Q  How about AMOCO Production Company?

a ‘ Not to.my knowledge.

Q If they had recommended that the drilling unit

be a stand up unit comprising the West haif would youzﬁave
been involved in those determinations?
A If they had recommended the unit unitize the

West half ?

Nye Reporting Service, Inc.
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Q Yes.

A We would(have not been a participant in the
well. B

Q But once you found out that the West half was
proposed, you refused to participate, is that correct?

A 1 never understood that AMOCO or any of the
other unit owners ware récbmmending the West half., I was

iﬁformed by a land man in Midland trying to put together a

unit that his unit included the West half. I discussed the

unit with him and told him we would bé”unéiiiiﬁg to unitize
our acreage in the West half and drill a well.

Q Yoﬁ indicated in the coursé of your negotia-
tons with Mr, Monaghan tkat it didn't appear that they had
done any geological studieé of this area. Do you know

- whether or not Yates Petréleum Company'has conducted ggolo-

gical studies of this area?

A Yes, théy have.
Q How about AMOCO Producéion?
A I can't say. I really don't kndw.
Q They have extensive,intérests in this area,

do they not?
A They do.
Q , " Now, with regard to this telephone conversa-

tion with Hf. Monaghan, Mr. Yates, Yhich I:believe you

indicated you believed occurred on January 23rd?

Nye Reporting Scrvice, Inc.
Certijed Shorthand Reporters
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~  MR. LOSEY: 1 believe he saiﬁ'ZZhﬁ'or’23rd.
BY MR. HENSLEY:

Q - 22nd or 23rd, correct. I'm sorry. Was the

principle discussion at that time whether or not the drilling

unit would be the West half of the South half?

= A No.
Q It was not?
A . No.
QV ~ -Do you recall £hat_in connection with your

proposal fo: the South half, that Mr. Monaghan suggested thaﬁ
they be allowed to take their proportion at part of all
farm out acreage earned as a consequence of drilling a well?

A Not in the télephong conversatioh. In-the
personal meeting, yes. ‘He aid try to make that point.

Q Do you recall that in answer to that request,
that you said absolutely not and that Monaghan and the
other interest owners involved, which owned acreage in the
East half, had only three alternatives as far as Harvey

E. Yates Company was concerned, is that correct?

A You are not quoting me verbatim.
| Q No, I'm not intending to.
A But essentially that is what I said.
Q pid you report to --
A But however, let me backtrack. I didn't say

that they had three alternatives. Wwhat in fact I said was

Nye Reporting Service, Inc.
Certified Shorthand Reporters
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that bécause we had extensive monies in the area, had spent

expensive time, the only way we can reward —-- pay back th » -

hat

overhead and expenditure was through earning farm outs. Thay o

is, I think it was equitable to share those farm outs. I
did not give simply three choices. I also mentioned the
choice of perhaps putting a separate working'intereSt in it

together to give them a bigger interest in the South half

which was I think his objection, or it w

to do by getting a share of the farm out

"alternatives. o~

‘Q Were three of the alternat

ticipate for one-eighth of thefcost,féét no benefit from the

farm out?
A That's correct.
Q Farm out for one-sixteenth override until

pay'out and then convert to a 40% working interest?

A That's correct,
Q Or that you would force pool them?
A In mentioning the force pooling, I had to

explain that we had a very short time fuse of .our lease.
We had to move ahead as quickly as we could. It was not
‘put forward as a threat.
Q Well, I didn't intend it to sound that way
necessarily. Only the three alternatives were suggested as

a course of action which they could follow. Thank-you very

as what he wanted

s. Those were four

ives that théy par-

Nye Reporting Service, Inc.
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1 much.

~ 2 EXAMINATION
: - 31 BY MR. RAMEY:
4 Q Mr. Yates, I ﬁotice this AMOCO acreage has
5 a 3/18/79 expiration date. .
g 6 A Yes, that's right.
s 7 Q You have to have a well spotted on that day
;L 8 or before?
i °1 A Yes, that's correct.
10 | o} Thank you. So you would need an order then?
11 A Yes sir.
12 Q Previous to that time?
i 13 A We certainly would.
14 Q If we saw our way glear to grant you an order. f
15 MR, RAMEY: Any other questions of the wit- :
16 |' ness? 1
17 - MR. LOSEY: Yes.

18 RE-DIRECT EXAMINATION

19| BY MR. LOSEY:

20 Q I don't know that it's clear, Mr. Yates, but |

21 as I understand your testimony on either January 22nd or 23rq

22 you called Mr. Monaghan and:invited him to join, and shortly

23 after that he came over to your office with his geologist
# Mr. Carlson.
25 A That's correct.

Nye Reporting Service, Inc.
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Q  And that you then had the meeting :we're

talking about?

That's correct.

No, it didn’t.

o » O >

What expenses has the unit and Harvey Yates
Company been out in this area in preparing for this well?
A We have purchased numerous seismic lines.
Of course, we have large acreage holdings. We have’tied up
weeks of staff time in preparation for this well.
6] Do you know what the unit shére of seisﬁic
work was: in dollar numbers approximatelyé

A . T would have to go back to give a reasonable

quess, but for scientific work we have spent easily in

excess of $50,000. That would be our share.

Q One other question. in the spacing unit com-
prising the South half of Section 8, does the state of New
Mexico have leaSes covering one half of the acreage in that
spacing unit?

| A That's correct, 160 acres.

MR, RAMEY: Mr. Losey, we don't give any
preferential:-treatment:to state leases over federal leases
or fee leases. 5o if you're.belaboring that point, it's
needless.

MR. LOSEY: I'm trying to secure the consent

Nye Reporting Service, Inc.
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of the other commissioner, enlist his support, Mr. Ramey.
I think that's all.
MR. HENSLEY: Mr, Ramey, one question if I
may §f Mr. Yates;
) RE-CROSS EXAMINATION
BY MR. HENSLEY: "
, Q By your drilling of the proposed weli, Mr.

Yates, in the South half of “Section 6, did you reguire any
acreage from - -Yates Petroleum Company in the South half of
Section 77 »

A We don't propose to drill a well in the Sough
half of Section 6.

Q ~ I'm sorry, South half of Séction 8.

A We're not earning any acreage from the Yates
Petroleum.

Q . One other': question. You indicated that you

expended some $50,000 in technical services in connection
with this matter. Was all that money relegated and budgeted
for a test in the South half of Section 82

A " No. That money was expended -- that is a

. minimum figure which has been expended in the unit area and

what we refer to as that MacDonald Area.
Q Yes sir:. One othér question. You indicated
that included in the expenditures which you had incurred

were monies paid for seismic information?

Nye Reporting Service, Inc.
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A
Q

That's correct.

Do you have any seismic information, sir, in

¢loser proximity to the proposed location in Section 8,

other than the seismic data which Mrx. Lattu referred to

running through the center line in Section 17 and 187

A

We have bought other lines that were interpre-

ted in the interpretation of that -~ of those seismic surveys

It was evident in Mr, Lattu's map.

Q

A
Q
A

But are they in closer proximity to that?
No.
Thank you, sir.

Mr. Lattu corrects me. I stand corrected. We

-do have North/South seisfline which runs North froﬁ the: -

Southeast quarter of Section 17 to the Southwest quarter of

Section 16.

Q

That's further away, is it not, than the

locationkof the seismic line Mr. Lattu earlier discussed?

A

It ran approximately North to South.

MR. RAMEY: Perhaps Mr. Lattu would come and

draw that on line.

MR. LATTU: It)s a North/South seismic line

of the date we purchased and a portion of it runs from

approximately here South on down to eventually the fiéld to

the South.

MR. RAMEY: Thank you.

o

Nye Reporting Service, Inc.
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\ where this line runs. sy + a=t the witness again, please?

MR. HENSLEY: Tt's unclear to me, Mr. Ramey,

MR. RAMEY: He drew it on my map as going -~

gtarting at approximately MacDonald on the section line

1ine between g and 9 and between 17 and 16 and further South.

between 4 and 5 and then proceeding gouthward on the gection |

BY MR. HENSLEY:

Q ¥y. Yates, are ydu a geologist gir?
A . No, I am not.
Q As one of the principle owners’of the company.,

were you jnvolved with Mr. Lattu in the technical mapping

of the Pennsylvanian structure as indicated in your Exhibit
Two? ‘

A No, I was ‘not.

Q Werevyou present today in this hearing room
when Mr. Lattu jndicated that the structure which was mapped
and shown on that exhibit was interprétive and not tied to
geismic data?

A 1 was present.

0 No further questions.

A Seismic data Iﬁwould l1ike to say is also
interprétive. '

Q Interpretive from sub-surface data as opposed

to other --

‘A and seismic.

__________———______F______,_______‘
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Q ~ With the only seismic line which hé indicated

+o have bheen considered in connection with this structure

-projection being that line which runs East and Vest through

the mid-points of Section 17, 18 and 16 to the South of tbe

proposed location?

A Would you mind if Andy answered that question?
0 No, I'm asking you. Do you remember?

A Why don't you re-state the question.

Q All right. In discussing this matter wi?h Mr,

Lattu, and asking him about seismic information upon which
his opinion was predicated, he related to my recollection
thét there was a seismic line Wich he considéred to be
informative of structure and described it as that line inter-
secting the mid~points of Sections 16, 17 and 18 to the
South of the proposed well?
a That's correct.
MR. LATTU: In reference to the structural
interpretation on the top.
MR. RAMEY: Mr, Lattu.
BY THE WITNES:
A As I understand your question, you are asking

me if Andy said that was the only seis-line he used in his

interpretation?
Q Yes.
A And I did not hear him say that was the only

N&e Reporting Service, Inc.
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]
! geig-line he unsed in hie interpretation. . -
| ) o 2 MR. HENSLEY: - Very well. No further questions,
3 ‘ MR, RAMEY: Any other questions of the
4 witness? You may be excused. - I o
5 7 MR. LOSEY: That's all the Applicant's case.
, G MR. RAMEY: Do you have anything further, Mr.
7 Losey?
8 MR. LOSEY: At this time, that's all.
t‘ i 9 MR, RAMEY: Mr. Hensley, do you want to --
10 MR. HENSLEY: My counterpart, Mr. Coffield,
11 will take over.
12 MR. RAMEY: All right. Mr. Coffield.
13 ' MR. COFFIELD: If the Commiss’;;‘;on please, we
14 have got some rather large exhibits which probablf can besi:
15 be demonstrated if we go ahead and tape them to the wall. ’
16 MR. RAMEY: Let's take a five minute recess
17 and tape them to the wall.
18 . (Whereupon a brief recess was taken.) {
19 / “ A.T. CARLTON |
20 being called as a witness and having been duly sworn ‘upon
21 his ocath, testified as follov;s, to-wit:
22 _DIRECT EXAMINATION -
23| BY MR. COFFIELD: |
24 Q Would you please “state your name, address,
25 occupation ahd position relative to the Applicant?
Nye Reporting Service, Inec.
Certified Shorthand Reporters
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‘Master's Degree from the University of Texas in 1952. I weny

T

A I am A.T. Carlton. That's Carlton, by the wav., ...

not Carlson. I live in Midland, Texas. I'm an independent
peﬁroleum geologist and my relationship to the Applicant is
I am co-tenant in this lease and a consultant.

Q Mr. Carlton, are you familiar with the
application of John Hendri# Corporation in this case?

A I am,

Q Are you familiar with the property and the-
proposed well location involved in the case?

A I am.

Q | Have you previously testified’before the 0il
Conservation Division és a geologist?

A I have not.

Q Would you piease state briefly for the benefit
of th Commission a brief history of your educational and
work experience?

A I received my Bachelor's Degree in Geology

from the University of Texas in 1951. I received my

to work in June of 1952 for Oﬁio 0il Company in Midland,
Texas. I served in the capadity of the geologist there for
a year. They put me on a seismograph crew for six months,
at which time they moved me to Roswell, New Mexico. I lived
in Roswell from January, 1§54 until June of 1955, at which

time I resigned to take a position as chief geologist for

Nye Reporting Service, Inc.
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1l 2apata Petroleum Cocrporaticn of Midland. During that tine
o 2 I worked in the permia basin of West Texas and Southeastern
3 New Mexico. I left that position in 1961 and becanme an
41 indepeﬁdéntuconsulting geologist. In 1964, January of$1964, b
5 I formed a geological mapping service; mapping and consultingl -
6 service by name of Structure Maps Limited. I Qgnggérpfingrw
, 7 ciple in that company. In 1976, in June of 1376; I resigned~r -
8 well, I sold my interest in Structure Maps and bécame an
9 independent petroleum geclogist, which;I am today.
10 MR. COFFIELD: Mr. Chairman, is the witness .
1 considered qualified? '
12 ' MR. RAMLY: Consider him qualfied.
13 B& MR. COFFIELD:
14 Q ~ Hr. Carltoxn, would you please state what John
ft}‘ © 15 Hehdrix Corporation seeks by its application?
16 A John Hendrix Corporation seeks to’pool all the
17 mineral interests in the Mississippi formation underlying

18 the East half of Section 8, Township 14 South range 36 East,
19 Lea County, New Mexico. That's the dedicated to be a well : L
20 to be drilled to the standard location. Also want to consideL -  ;; |

21 the cost of drilling -- completing that well and the alloca-

22 tion of the cost of that well as well as the actual opera-

23| « ting costs and chargeé for supervision. Aléo,Awe will con~- - ‘i : ‘
S 24 sider the designation Qf the applicant as operator of that | :

25 well and a charge for risk involved in drilling‘thé well.

Nye Reporting Service, Inc.
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: e S —
0 ~ To yéur knowledge, is 320 acres the standard
proration epacing acorage for thic aread?
A " It's my understanding it has been recently
declared as 320. '
Q "Mr. Carlton, Exhibit One, please refer to that
and explain to the Commission, what thisAréyeaIS?'
A Exhibit One is merely a land map. 1 guess I'd.f

better get on this side SO the Commissioners can see. Exhi-
bit One is merely a land map showing the proposed units and
the wells in the area that either have drilled to the Chester
Austin Pay or are proposed to be drilled to the Cﬁestér
Austin Pay. This yellow acreage is the Cal-Mon's group
acreage. Thiscby the way, excuse me, is Exhibit One and you
have/copies thercof. The hachured half of thezsection’is the
unit that John Hendrix Corporation has proposed. &he South
half‘is the unit that Harvey E. Yates Company has proposed.
Thie dashed purplewline here is the outline of the Harvey E.
Yates working interest unit as we understand it that they
will,be earning by drilling of this well. This apparently

is an East half working interest unit proration unit that
the Adobe No. 1 Hannah is on. It appears that this;is -- a
wedt half unit that Harvey Yates fLas applied for in<£he West
half of Section 20. 1It's my understanding -- I thihk we Vill
get into ‘this a little bit more with somellater testimony —-

that the Adobe No. 1 head state is requesting a North hailf

>
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'éenéréiiy}w§6ﬁwéan see East regional dip, North/South strike,

unit. That's all this map is intended Lo Show, just a s0It
of location of the land area. This is Exhibit Two. This is
a regional geological structure wap in the area of interest.
It is from a commercial service, Geo Map Company. I show
this only to locate the area and to demonstraté that the
predominant regional trends in the area are North/SOuéh.

The predominant structural trends are North/South. This is

a map on top of the Yates formation. I don't believe that's

Harvey Yates formation. I think that's our ¥Yates formation.

everything lined up nicely in a North/South direction. This
is on top of the Pennsylvanian liné. The same thing ié
evident, only a lot more so in the Denton Field, the South
Knowles Field, the King Field, the Gladiola Field over to
the West, the Badley-Hightower trend, Moore East Cap Rock .
trend, everything North/South. Everything in this area
structurally is lined up North/Soutﬁ.

The red square here represents Section 8, which
is the section being contested. This map is on top of this
Devonian. It shows the same thing, only more decisively,
the structures going into the Tatum Basin area in which this
is located are faulted down into the basinil But all I'm
trying to demonstrate here is that this is Northlsduﬁh
structural country.“ |

Q Mr. Chairman, we had a problem with respect

Nye Reporting Service, Inc.
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A "This is a leased service to which 1 subscripe.
Renroduction is prohibited, It's not terribly germane to

the question except aémtgmhow;it,shows the North/South line,
which I think is universally accepted by geologists who
work the area.

0 In any event, we are going to tender this

exhibit with the understanding that we can and will leave

he “exhibit here
our opposition, if we can subsequently receive it back.

MR. RAMEY: All right. After a decision is
made, we will so notify you or mail it back to you, or some-
thing.

BY MR. COFFIELD:

Q Did you have anything more to addion that
exhibit, Mf. Carlton.

A No,mﬁhat's the only point I wanted to make,
that it's a North/South structural line.

Q Are you familiar with -- I think you covered
this to a certain degree already, but are you/familiar with
the acreage dedications which have been made to the other
wells in this vicinity?

A To the extent that I discﬁssed on the land

plat. I am not familiar with what sort of dedications

Nye Reporting Service, Inc.
Certitied Shorthand Reporters
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_ explain what that represents.

AdGobe hias on their Stats 16. I thipk thera's a North/South

arrangement, though, but I'm not sure of that The restm

of it, I think I covered iii these other apparent des;gnatiengs
] ML .

One of them being a West half designation in Section 20 that
ig, and T understand it, being contested, been applied for
by Harvey Yates Company. And then the Bast half of 17, which
as I understand is also a special case, because of the
Phillips Austin Well having been drilled previously and a

160 acres being committed to it.

Q Then let's go to Exhibit Three and please

A Exhibit Three is a structure map on top of
the Mississippian line. The lcwer Mississippian line. It
has been constructed on top of the lower Mississippian line
because a lot of the wells-in that area have not gone to the
Solero-Devonian, I have used the lower Mississippian line
to ﬁtilize all of the deep sub-surface well control that's
available in there. This is the deepest that is available,
However, tﬁis should closely correspond to the Solerian-
Devonian because the interval from the top of the lower
Mississippian line to the ﬁbp:of the Solero-Devonian is
pretty uniform in the area. All ;'m trying to show here
really is the deep structure and that again, based dn strong

sub~-surface evidence, no seismic leads -- Y don't have any -+

but strong sub-surface evidence, this is a North/South

Nye Reporting Service, Inec.
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aligned feature.

e Let's go on to Exribit Four then, if you
please, and explain what that represents?

A Exhibit four is a contour map of the top of
the Chester Lime Pay. I am sure that -- this is Mr. Lattu's
top of the lower Morrow zone. Perhaps it's a question of
semantics. At any rate, this is my top of Chester Lime, top
of Austin area Pay. It shows very much what the other map
showed. There is a little différence. This férmation,zi
think, has an erosional unconformity at the top which affect%
the structure locally; But at any rate, it does show a
North/South line based on good srb?surface evidence. The
Adobe-~Hannah, which n logged and was dis-
cussed earlier, is low to the Adobe State 16 Well; foreing
Westﬁard shift in contours. Obviously, although I was not
privy to any dip meter légs in there, the dip meter --
dipping to the NWortheast as it does, thank you, Andy, really
helps to confirm in my opinion a structure that I have theré.
ture leading off in this direction. I think this is a
reasonable interpretaﬁion'of the sub-surface data at hand.

I think it would probably be the picture that most geologists
would come  up with, given tpe information available in the

area. The blue dashed line is what I am calling the top of

the gas/water contact. I will come back and try to give

Nye Reporting Service, Inc.
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1 some justification for that at a later date. The red line
i 2 is the top of -~ well, it's the base of the Chester Lime
3 porosity, top of the water contact. Now, tﬁe way I came at
4 that was that in all cases, with the exception of the Zapata i
5 Mo. 1 Danglade up here, the porosity in the Austin Pay zone
e occurs within the. top one hundred feet of the section. It
7 goesn't in the Zapata banglade, only because there is an
8 additional section added at the top. As:'I say, I think this
; a is an erosional unconformity, so there is a blob at the top
; 10 that's added over it, which you can correlate the porosity
i 11 zones all the way up to here.
v rm._uw, § 7 7 12 | ) And I'm going to demonstrate that to you in<
: % 13 a minute. 'So sort of a histoﬁy of the area. 1In 1557, -
- % —- 14 Phillips drilled tﬁéir No. 1 Austin. They drilled it into
% et 15 the Devonian. It péntrated 180 feet, as I recall, of tight
; 16 Devonian and then got a lot of water. So if there is a
i - 2 17 | Devonian structure in there, Devonian oil or gas.column,
| E 18 it would have to be in the top 180 feet. It had 40 feet of
o g 19 gamma ray neutron porosity, 42 feet of micro log porosity
5 % 20 in the Chester section. It was completed in that section
~9f E 21 for an IPCOF four million nine hundred twenty-five thousand
22 cubic feet of gas back in 1957 until 1/1/78. It's made a
E' 23 little over four billion cubic feet of gas and over fifty-
E 24 five thousand barrels of distillate. In an attempt apparentt
é 25 ly to extend this production, Cherry Brothers and Cabot
F
) Nye Reporting Service, Inec.
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prepared to defend this. I have got the log with me. Thelr

developed than the upper porosity which was never perforated.

'sity tool run on thellogs. They did run an old EF survey

Corporation moved off down here and drilled their No. 1

%

Austin State. Tt was wet in the Sclero-Devonian. It had
only eight feet of porosity in the Austin Pay, eight feet
of log porosity. It tested that porosity and it tested tight
Subsequently, Sinclair moved up here about the same time
acgually. Sinclair:and Texas Crude moved up here and drilled

this well, looking for the Chester Austin Pay. Now, in my

opinion, this well had 43 feet of sonic log porosity. I'm

pexforations included only the 8 -~ the top eight feet of

the pprosity. The rest of it, which was better developed by
log interpretation, was neier,perforated; 0n~preductién
tests, this well flowed from this top set of p;rfo:ations
which was thicker than eight fecéet but included only eight
feet of porosity, it flowed to two point one m

feet of gas per day. They kept treating it. The gas volume
kept going down. It's my understanding it made some water.

Whether or not it did, I think the signifiéant point is that

there was 35 feet of porosity, most of which was better

and surely the operator must have thought it Qas wet or they
would have perforated it. The black wood and nickles in the
No.:.1l Woodward was drilled actually before any of these

wells. It was drilled in 1354. Theére was not a good poro-
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o
t! which shows 40 feetl of sp, which is one of our better tools

2 in those days and shows porosity. That’s porous. We can't

+!  not tested. It had no shows. All right. Another well herxe

say how porous it is; but we can say it's porous. It was

d ;'d say is close to water. We had a well here 1I'd saﬁ'had
6 no shows. - T -
7 MR. RAMEY: Might help the record if you would

,8 identify the jocation:.of the wells you're testifying.

9 - PHE WITNESS: I'm sorry. Should I go back and

10! do that at this stage?

11 BY MR. COFFIELD:

Q. Just start there where you're talking.

10
t L
13 " A " The Blatkwood and Nickles No. 1 Woodward in

14 section 24-14- 35 encountered the Chester Pay, the Austin

i5 Lime Pay, below the water, based ‘on the fact that it had
16 no shows. The sinclair and Texas Crude No. 1 Rlchardson in

17 Section 5-14-36 is assumed that at least the_bottom 35 feet

18 of porosity is water-bearing, gsince it was not perforated

19 and not production tested. Therefore, I think that that

20 pins down this water table here pretty well.

21 zapata No. 1 Danglade was drilled in 1957.

okay. The

This is in

22 gection 3, up to the North of Section 3-14-36. It had,

23 according to my calculations, 80 feet of neutron logged

24 porosity. It had mo shows. It was not tested. It should

25 |- have had'none. It's below the water table.

-
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State 16 in Section 16, Township 14 South 36 East, and
according to my calculations has 33 feet of sonic log and

density log compensated neutron log porosity. It was poten—

tial for two point seven four millignwfgg; of gas per day. |

It's my understanding from people I have talked to that the

well has been re-acidized and after it was re-acidized it
was making gas at the rate of fourteen million cubic feet

a day.

w. It never flowed fourteen million a day, Toby.

THE WITNESS: Okay, thank you. Appreciate
ghat. a |
BY THE WITNESS:

e No. 1 #Hannah in Section 17-14-36 is

in the process of being completed. of course, I'm not as
familiar with what's happening now as the Harvey Yates
people are, because they are part of the;wnrking interest in
it and I'm not. However, the well has been drilled to a
total depth. In the Mississippian line, it encountered the
total for the Chester minus ninety-two fifty feet, log top.
According to my calculatiéns, it has 36 feet of poroéity

in the upper Chester.Austin line Pay. It has a good gas:
separation on the density neutron log. I see no reason why

it should not make a good well. It is my understanding that

Nye Reporting Service, Inec.
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that they are goiqgmgp P?:??Eﬁﬁ?f““ excuse me, test, I
think. I migﬁt getvcorrected on some of this, but these are
my understanding. That they are going to test the permal
pen line bank, which was porous on the log and which I
think there is a dispuﬁe about what the water saturations
were fiém'thewinférmétion I have calculated.

Okay. That's basically what;has happened in
the area. This is the way I see the structure in the area.
I think the point on the Adobe-Hannah is critical in that it

establiches the Northeast dip I

trending structural feature.
Q This is BExhibit Five, Mr. Carlton?

A I'm sorry. I'm dgetting ahead of you. This is

_Exhibit Five. This is a cross-section. A cross-section whid

is hung on top of the Austin Pay, the Chester Lime. This is

the top of the Chester Lime that's hung there. Everything

else falls in where it may. This is my top of Morrow. I
think it's aléb Mr. Lattu's top of Morrow. This is his top
éf Lower Morrow, I believe.

Q Mr, Carlfon, ‘hen you say this, are those on
thé exhibit? - Are those lines sufficiently identified so when
the Commission looks at thegb--

A They are idéhiified,én the section. The

Chéster lime is this interval from here to here. The Morrow

Nye Reporting Service, Inc.
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- it is or not, the section is thicker. You would expect for
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werfe to here. Everything that is in that unit

[+
=
(o
cr
'.J.
)]
rh
)
C
=
o

w

is ‘identified as being in the unit. The geologic unit, excus

me. This is the Phillips No. 1 Austin, the well that kicked

it all off. The red colors, this is a gamma ray neutron log.

The red colors is the porosity in the Austin Chgs;eriline.

This is the Adobe No. 1 State 16 in Section 16. Now, this

is a sonic log. They don't run the neutron logs any more

much, so I'm having to compare it to a neutron log. So the

porbsity here is better than it would seem by comparing it
to the neutron log. But at any rate, they have got basically|

the same upper porosity zone. But this lower zone here

not developed in the Adobe No. 1 State 16. I obviously

didn't have access to the Adobe No. 1 Hannéh so I don't have

there. But I'll tell you that from a visual inspection

po-
ot
Q
=

it does have this lower zcne present. The Zapata No; 2

Dangl&de in Section 3~l4—56, whidh is this ﬁell way off up

here to the Northeast , has the same porosity zone présent.
* Now, this is a thicker section. As I told you,

in my opinion, this is an erosional unconformity and whether

it to be thinner on structure, because either throﬁéh non-
deposition and/or erosion on top of this structure, the
section, if it was eroded, should be eroded more. This is

an off-structure well. There is no question about that.
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porosity zone over to here, ii my opinicn, and here, this l

cross~section and}ii's hung on an amount of 6,000 foot datum.

Here .is the Penn lease that Mr. Lattu rveferred to earlier.

‘Actually it goes from here, from the Superior Betenbough in

‘the Superior Betenbough. The rest of them are in 1l4. Okay,

58

,,,,, - T

So at any rate, you can correlate. However, this general

lower porosity zone, there is 80 féet of porosity. You do
have a more or less continuous porosity zone in that section
and that's exactlyrwhat this exhibit is meant to suggest.

Q Go on. If you'vre through with five, why don't
you go on to Exhibit Six and explain that one, please?

A That's a cross—-section. It's a structural

Her is the top of the Stromm.

Q Mr. Carlton, is the A{Af Prime?

Av Excuse me. the A.A. Prime.

o) " On the plat? ‘
. A Thank you, I forgot to point that out. Here

is the line of this section. It's a red line on this map.

Section 32 -~ these are all in 14-36. The Superior Beten-

bough in Section 32 -- excuse me, back up. That's in 13-36,

back up on that. The Sinclair and Texas Crude No. 1 Ricﬁard—
son in Section 5—14—36. The Tennecé No. 1 Montieth Hannah
in Section 7-14-36. The Phillips Austin, Phillips No. 1
Austin, Section 17-14-36. The Cherry Brotheré and Cabot

Corporation No. 1 Austin State in Section 19-14-36. And

Nye Reporting Service, Inec.
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the Blackwood and Nickles No. 1 Woodward in Section 24-14-35.

Going from North to South. This is the. Superior No. 1

Betenbough. The main point that I'm trying to make here is
this ig the Sinclair and Texas Crude Né. 1 Richardson and
here is the porosity in this well, sonic log porosity, which
heref This is the top of the excded upper Mississippian
Chester section. This is the Pay zone with the porosity in
dark red, gas cap in light red in the Phillips No. 1l Austin.

This is the Cherry Brothers well. You can see they have had

‘virtuvally no porosity. No wonder it was not productive.

Here is the Bladkwood and Nickles No. 1 Woodward. Obvious
porosity, can't tell how much in terms of pefcentage, but

40 feet of it. It's barely below the estimated water table.

Q We're ready for Exhibit Seven. -

A All right. This is an isopack map of the
next porosity in the Austin Pay zone. This is what occurs
in the top roughly hundred feet of the Austin Pay. Here is
the Zapata No: 1 Danglade in Section 3 of the well which,
as we have already heard, had the thickest section 'in the
area porosity. The producers‘ére the Phillips No. 1 Austin,
which is sittihg down here in Section 17-14-36. Here is the

Adobe State 14, which I give 33 feet of logged porosity

and was completed for two point seven million. The Adobe

Nye Reporting Service, Inc.
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~either of these locations will probably have in excess of

that a wéll in the South half of this section should have

zone, which intercepts or is intersected by a North/South

60

No. 1 Hannah, which according to my calculations, has 36 feeJ/v

of porosity. Rasically what we're showing here is a generally

North, Northeast line bank of porosity in the Austin Pay

aligned structure on top of all the mapping surfaces there.
1'd like to demonstrate that a little bit(

more vividly, if I could, by ~- I have madeﬁan overlay of
the porosity isopacks. This is just showing these isopacks
haere. I think this shows why the field is producing.

Q Is this overlay then the same as Exhibit Seven?

A It is the samc as to the way the isopacks are
constructed. It is a tracing of the isopack'lines on
Exhibit :Seven. Sd} here is the Austin fieid Pay entrapment
as I see it. It;is controlled by the water table. The down
dip limits of the water table. ‘This bank runs across it in
this;fashion so that actually going to the Northeaﬁt, you

should increase the amount of porosity that you have and not

decrease it going to the North. I expect that a well in

50 or 60 feet of porosity in the Chester. I think the prob-
lem could be if that at this point, accoxding to my inter-

pretation, the porosity is starting to go under water so

considerably more pay section than one in the North half.

Q Anything further to add with respect to this?
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A Well, no. Do you want me to go into my

conclusions now?

Q Yes, we're ready for that. Do you want to refe

to the exhibits or not?
A Yes. The written part. Yes, I have a written
swamary with what basically I have sajid here that is marked

as Exhibit Eight, I believe, Conrad, is that rxight?

Q It is Exhibit Eight, that's correct.” - -
""""" " A oOkay. Basically, the way I feel about this is
that this is a =-- if this is the structural picture, it's

'Very well documented by sub-surface information. We don't

really need any seismic because we have such strong sub-
surface control. 1I feel that as you are going North, you

are obviously going down -the Nortii plunging access of the

“anticline. I think even Mr. Lattu's map suggests that. I

do not think that there is any reason to suspect that you
ought to tighten your contoﬁrs and bulge it in right here
on the East half based on a reasonable interpretation. But
I feel like that because the porosity is doing under water
in the North half of Section Township'14-36; that it might
turn out that it would be uneconomical to drill a well in
the North half of this section. On the other hand, if we
had an East/West alignment, . an'East half and a West hélf,
then that would accomodate two standard locations in the

South half of the section and should result in more

Nye Reporting Service, Inc.
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recoverable gas from Section 8 Township 14-36.

......

North half would never be drilled.

0 Do you want to back down here now, Mr. Carlton?
A {(The Witness Complies.)
Q lr. Carlton, in conpection with your Exhibit

Eight, do you have anything further to add with respect to
the summary you have nade there?

a Well, I think a North half and South half
proration unit_@esiggatibn could easily wind up with‘only

one well being drilled in Section 8 and although I have

‘already heard earlier that -- whether bp not the state had

minerals in the area or not, that would just be , if I could
just say half of their minerals wouid be inciudedvin a
producing weil in that event. So I am sug@esting that more
gas and distillates were recovered by the East half and West
half designation as opposed to the North half, South half,
because X felt like a well in the North half might very well
end up to bhe upecnnomical an& might not be drilled.

Q° Mr. Carlton, from your knowledge of the prospec
involved here and‘general area involved, have you an op{nion
and recommend~* on with respect to a penalty factor which
should be applied by the 0il Conservation Commission in
connection with forced pooling this? |

A I do.
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Q9 What is that cpinion?

A - One hundred percent penalty.

0 One hundred percent? ;

A One hundred percent.
. Q_ Would yov please exgla;n briefly why you feel

this recommendation is justified?
A The sub-surface control in this area is not

very good. At the time that earlier penalties were applied,

this was a rank area with only one producing well., Now we

¥, [

We can sec that the formation ig -- the porosity zone is
fairly continuous. We have got well documented séructural
information. I think the wells that I am suggesting counld
be drilled in the South half of the section are very low-risk
ventures.

Q So you don't think it's any riékier than with
reépect to, for example, a South half configuration‘such as
has been proposed by the Harvey Yates group as compared to
the Bast half?

A I think a well in the North half would be
riskier, but as torwells in the South half, I can't say that
location couldn’t he staked which would be -- have very
little risk involved.

Q Mr., Carlton, were the exhibits presented and

discussed by you either prepared by you or. under your

Nye Reporting Service, Inec.
Certitied Shorthand Reporters
621 Old Santa Fe Trail — Suite 7
Santa Fe, New Mexico 87501

o



e

i

e R R S B
Dt e R AR X AR S At S

g

64

l[ supervision?

2 A Al) of them with the partial exception of one.

.3 My section A.A. Prime, which is Exhibit Seven, I believe --
4 no, Six, isn't it?
5 Q Six.
6 A l1 Six. However, it was prepared by a know-
7 ledgeable geologist who works thé area. Hekéas nice enough
8 to let me use it. I have gone over it. I concur in what it
9 says. The oil/water contact and the gas column and the
10 porosity interpfetations that I put on the map are my own.
11 |- 0 In your opinion, Mr. Carlton, will‘approvalzof
12 | this application by John H. llendrix Coxporation prevent
13 4riliing of uhnecessary wells and otherwise preventgﬁaste?
4 And protect correlative rights?
R A Yes.
16 ' MR. COFFIELD: Mr. Chairman, I move the
17 admission of Exhibits One through Eight.
18 MR. RAMEY: With the exception of Three, which
19 we will look at but we won't admit it, okay?
20 s THE WITNESS: That's Two, I believe, sir.
21 'MR. COFFIELD: Two. It's Two A, B, and C,
22 Mr, Chairman.
23 MR, RAEEY: Okay, we won't admit Exhibit Two
2|  then. |

MR, COFFIELD: I have no further questions of
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this witness on direct cxamination.
{Whexreupon a recess was taken.)}
MR. RAMEY: Any questions of the witness, Mr.
MR. LOSEY: Yes sir,
CROSS EXAMINATION ,
BY MR. LOSEY:
Q Mr. Carlton, you've got a small interest, db

you not in this 140 acres? .

- A I do.
Q Or in this 120 acre lease that's in Cal-Mon's
name?
A I do.
g~ Were you present or did ‘you go w:.th Mr.

Monaghan over to Harvey Yates' Company office on January

the 22nd or 23rd?

A 1 did. \
Q Do you remember which of the two days it was?
A I don't know. I don't know that it's germane,i

but I don;t remembher, no.

Q Was the conversation generally as outlined by
Mr.ﬂYates, or summarized?

A Surely. I do recall that perhaps our choices

were not quite as varied as what he suggested, but I do

P
~
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T T 2
! [ remember that it was an elther or type of tling and therefova—- -
£ 2 Was no reason to negotiate.
3 Q Had you all prepared to drill this well in the L
4 Northeast of the Southeast of Section 8 at tbat t:.me, was
5 that accomplished?
S | 6 _A No, no.
A 7 Q All‘/ of these maps brepared after that con-
8 ference? |
‘ 9 A Yes.
2 10 Q All pPrepared sometime in February, were i:hey
11 not? (
12 A Yes. | -
g 13 - Q Did you stake the location in January or file B
? ) 14 your notice of irtent to drill on January 29? 5
: ?“" 15 A ' Yes. If we had to do it again, we might £
716’ goof it based on more recent information that we had.
17 | Q Where would you lacate it?
18 A I'd go one location West.
19 Q You would drill it in the Northwest of the
20 Southeast?
§ 21 ' A Yes. ’
§ 22 ' Q You heard .Mr. Lattu's statement that on his
" sg 23 Exhibit Two there were 22 wells that. had been drilled to the
~ g 24 Pennsylvanian?
i 25 A Yes. _ , " .
. S __._________( —— ,
Nye Reporting Service, Inec.
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1 Q And that 3 of those wells would pay out? |
2 2 A Yes: | | ‘ :
3 Q Which I suppose means that 19 will not pay out? e
A A Yes. o -
5 o And these are 14,000 foot tests? .
6 A No sir, not all of them. ' ;
7 Q Well, they're 12 to 14,0002
A . | , 8 A Yes sir. But most of them did not go to : , }
9 vhat we're ctalking about. Most of them did not go to.k the k
; | 10 Chester lime Pay. A ' -
.l & zrealize thar. I think he coumced seven fhat| i
' 12| did I believe. | | |
% 13 A Okay. _ ‘ i
I L S Wouldn't you consider those rather the fact ' ;::}“j
Am«g {:} 15 ‘that that many'weiiévﬁh;éﬂéid Qét neafly £his deep ismﬁhe pé?Wh | : -
:'v E 16 | zone were not going to pay out as a rather high risk well?
% 17 A Whether I'm not:drilling:.te the reservéir A
g 18 I'm looking for I think it's not at all germane to the ques- ; 2
;%-g 19| "tion, sir. | | | : |
’fg_ 20 Q bon't you think expense or costc of drilling ‘3 |
- % 21 |° has some factor to it? ' : '
; § 99 | - A Well, if I'm looking for Chester Lime and »
g 23 drill too strong, I don't think that proves anything’ as - :
% 24 to whether ithe Chester Lime is productive or not. ' 1
25 | Q " You don't think any of the possible interme- : *
Nye Reporting Service, inc.
Certified Shorthand Reporters
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1 diate prodpctive zones for the surface down to what you're
| A 2 drilling to has anything to do with the risk factor?
3 A It doesn't have‘anything to do whether the
+ Chester Lime produces or not. And that is the main object Ky
5 jve in the area, it's the only one that has produced an
6 appreciable amount of oil -- from hydrocarbons.
7 - Q But the others in the Pennsylvanian,are not
: 8 going to pay out?
’ 9| A I suspect not, but that's not what we're
10 looking for. | ' ‘
L ' 11 | Q Mr. Carlton, are all of these maps casi: in
. _ 12| stone so that another well or two in the Austin Pay might
13 not change some of these contours? . - o .
i 15 A - Mine no more than his.
% 16 o) I'm really looking at yours.
; 17 A 'All right.
§~ 18 Q I'm sure it might well change some of his too.
) 4 19 5 A Certainly. As a matter of fact the latest
_'7":. ;1"__ 20 well changed it. Changed‘my inf,erpretations of it.
> ; 21 0 I notice -- I notice in your -- I think this
i 22 is Exhiﬁit Three, you have this large fauyltarea towards
23 the Northeast corner of your map. You're aware of Mr.
24 Lattu's high structure in here on the top of the Penn.
: 25 Mapped on these wells that are produced or tested.
-
, _ ' Nye Reporting Service, Ine. i
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A Yes, his is farther East than nmine.

"' 0 : Dbn‘t you think that suggests these high wells
on the top of the Penn would lead to a suggestion that the
deeper horizons might also have a high in there?

A Not necessarily. I prefer to deal with the
formation. .that 1I'm contouring on. I think it could be, but
even ifﬂit is, it hardly changes my interpretations. Even
if those wells are high, you'rxe dealing with a lime buildv
up in the Penns&lvanian,-and quite often those lime build-ups

in the Pennsylvanian are even East/West in a line.

Q But your statement is thére'ééﬁid”be a high

in this lower Mississippian, right in here?

A " "I'm Sshowing one, yes sir,
Q And actually higher than this, as you do?
A i doubt it. That it would be.
Qo So that you woiild say Mr. Lattu's mapping of

his suggests that thg top of the Peﬁh is also a guide to
the Loﬁer Missiséippian, or is in error? »

-\ No, it's a guide. I think you have to take int
conside:ation there are several things, and from pieces of
information that -you have as a guide. I think the North/

South alignment as proven by the geological -- recent geolo-

gy in the area points strongly to a North/South line for the

'pre—Pennsylvaniah bids.

Q Now, really isn't the alignment on your nmap

Nye Reporting Service, Inc.
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o 0
i somewhat Northeast, as matter of €act, on your Dahibils ‘ i
[ 2 Three, Four and Seven? -
3y : A ":Nhen I say North/South, I don't mean pointing ‘
4 to the North Pole necessarily, I mean in a general way North/ o ‘
5 South, "ves. ‘
G. Y It actua;ly, if you iay it across your map - "
| 7 to extend up Northeast would it not? = |
8 a A little bit, a little bit. -
9 - Q Prom looking at your structure on I-.xh:.b:.t e 777777777777777777777777777777777 -
. 10|  Four.-- I'll go Gp here and point it out - would yéu tell - ,
:‘ it " me whether or not locations would be structurally as good '
- 12 in the North half as tﬁhej{ are at your propos,ed locatiocn. ’ |
13 For example, én:'i;ﬂoft':ﬂh—o’dbx Vit;éation in the Southeast to the T
- ’ 14| Northeast, one in the Southwest to the Northwést, wouldn't o,
u Fost 15 ] "they be structurally as good? o S
Zé; 7 - 16 A On that :mternretatlon they would. However,
}‘ij 17 you would be moving farther into the unknown and your ,
§ 18 risk factor would be increased. ‘ ;
% 19 Q But if your structure map is correct, those
: § 20 'locations would be just as good from a structural standpoint,
: 21 would they not?
22 » _ A | If my map is carved in stone, yes sir.
23 Q Looking at your Exhibit, is this Seven, your:.:
' § 24 porosities on pac? |
, é 25 A Yes sir.
: Nye Reporting Service, Inc.
£ Certified Shorthand Reporters -
= 621 Old Santa Fe Trall ~ Suite 7
Sarita Fe, New Mexico 87501
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1 ‘ Q.. -Actually, as far as porosity is concerned,
i >l & lccation further to the North would be better than your e

3 proposed location such as the Southeast to the Northeast,
1 Southwest to the Northeast, both of which are North half of
5 orthodox locations.

e e o e B e TR - thew ' rerunder wWateér it wouldn’t do much
7 good.
8 Q But as far as the pprosity --
9 A Yes.

s e e TGO TTTQ TTU=="map is concerned, they'd be a better loca-

11 tion than your present location?

é 4 12 A So far as the Danglade. =

; 13 Q Now, as I unde:stand; the basis for your gas/
14 water contact shown on ycur Exhibit Four and your concern

15 _aboutiwater in the North half of the section was the Sinclai

ié apdvTexééVérude—Richardson well?

17 | A That was one of them, yes sir.

18 'Q _  What other wells, are the: basis?. - .

19 R ST -1 The Blackwood and Nickles No. 1 WOOdwérd in

20 Sectior 24, I believe: .. e Thenlan

-21. - Q - Did they encounter water?

22 ..; . A They encountefed no-shows which was indicative
23 - of water.

24 {“*'Q Well, now did‘they recover any water whén'.

25| they tested the well?

Nye Reporting Service, Inec.
Certified Shorthand Reporters
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A It wasn't tested. There wasn't anything to

Q But all you're essentially saying is that therse

wasn't any water out here, but you don't know that the water

is there?
A Well --
| Q You go to the next contour in.
A What I'nn saying is above'that, the water table

is above the datum of the top of the Chester Lime that the

0 Where did you encounter water inside of your
gas/water contact, in which of these wells?

A I don't believe any wells éncountered them.

I don't think any wells tested it that didn't have shows.
: Q | Well, why do you‘think it's here rather than
further in. - ‘

A Because the Sinclair and Richardson made gas
at rates up to two million cubic feet a day on production
tests slightly above where I'm putting the water table.

Q And they didn't test down where you're putﬁing

the water table?

A They did not run production tests down below
ythere.
Q - Do you know why they didn't?

A I think the inference is clear .that the though

Nye Reporting Service, Inc.
Certified Shorthand Reporters
621 Old Santa Fe Yrail ~ Suite 7
Santa Fe, New Mexico 87501
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it was water bearing. The porosity is much better then what

they perforated.

Q So that you made an assumption that the opera-
tor thought that was water bearing?

A I made that assumption. I think it's a
sound geological assumption that a lot of people wOuld come
to. '

Q Mr. Carlton, is there anything else that shows

_up on a sonic log that looks like porosity?

A Well, yes. But that was porosity in my opinion
and in the event that you're making a case £6r it not being

porisity, I would say it would be easier to prove that it

is than it isn't.

Q What else shows up as porosity on a sonic log?

A | ~-Chert-does-sometimes.

Q Isn't chert rather common 'in the Mississippian
line? .

A Chert is common in the Lower Mississippian

line sir, it’sknot common in the Upper Mississippian Chesterx
section and in fact, as Mr. Lattu maintains in the Morrow
it's not at all common. i |

Q Well, dé you think it's Morrow or Mississipp-
ian?

A No sir. I think its Upper Mississippian line,

and I believe characterized by eualites (sic)} and not chert.

(9

Nye Reporting Service, Inc.
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v ' 0 But. T bhelieve your statement is that chert
™ 5 | on that sonic log would look like porosity. And the opera-
3 tor might have seen chert in the samples which would have |
1 been a reason for not testing the Mississippian?-
3 - A I would say that that is a very very rank
— 5] possibility.
7 Q But it's that well that you used as the basis
. 8 for establishing gas/water content?
. 9 A No sir. There are two wells.
10 Q Well, all this well did, it didn't encounter
li any water.
12 A It encountered a lack of shows and porosity. |
‘ 13l 1f it didn't have hydrocarbons in it sir, what aid it have?
B » 14 Q Well, did they test water?
7 - {:} 15 - A No sir. Eut it was there. Generally when
16 you don't have a show you don't bother to test.
B ? 17 Q But it's on the basis of those two wells a}nd
g 18 those two logs that you have drawn this gas/water ébntent?
§ 19 A That should be enough, yes sir.
; f‘f 20 Q I take it it's you_r_‘testimonyv tbat this is a
. : 21 water dry ’reservo‘ir?
% 2 A It would be my assumption, yes sir.
§ 23 » Q Is that an assumption?
i 24 A At this state I don't think that there is
: 25 really that much history on the reservoir with only one
Nye Reporting Service, Inc.
Certified Shorthand Reporters
621 Old Santa Fe Trail — Suite 7
Santa Fe, New MeXico. 87301
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“wells haven't given us enough history.

“than your proposed locatlon in the Northeast to the- South—

‘cﬁ%nged my interpretation . I felt that the North‘half'of

R— e D S - . v

well that has produced over a period of time. These two new

Q Well, if it's not a water dry reservoir?
A I didn't say it wasn't,
3 Wi

2il I'm taking the pther'\ sideafithe coin
if that's all right Mr. Carlton.

A Ckay.

'Q If it's not a water dry reservoir and as you
just pointed out your Exhibits Four and Five show that strucH
turally you can get as gocd or better IOcetién in the North

half and you can get better porosxty in the North half

east, why do you still propose. to drill it down there?

A ‘The riSk factor. I think there is a deflnzte
p0331b111ty that, as you say, I hate to coin your phrase
again but it was yeurs, carved in ‘stone, if a well  is
drilled in the location, the Harvey Yates location that -
proves;to be much lower than what it is now, then that could
materially affect the interpretatien as the Adobe~Hannah
well,did;w‘When I first made this map that was before I had

the access to the log on the Adobe-Hannah, andiit materially

the section was as high or perhaps higher than the West
half, or that the East half was. But that changed my inter-

pretation. If another well was drilled in there surely I

T
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11 won't hit it right on the dot.

N 2 .0 Well, is the risk increaséd by going into the -
3 North half that it's going to be under water, or is the risk |
4 |. that your porosity and structure map is wrong? i
51 A The risk is that you're on the North plunging I
6 axis of thé Austin,éﬁ£iéiine; yoL dentt “néﬁ $£ Qﬁgttréte / .7 ' -
7 it's dipping and the risk is that you're going to find |
. 8 your porosity under water or more of your -- excuse me,
El I 9 let me qualify that, more of your porosity under water.
j i: 10 Q So that water is your real concern in going
. % 11 north? » f
: _% 19 A It is mine, ves sir.
_% i3 Q well, ‘is this a waéér-dry reservoir then?
§ 14 A In my opinion, yes. %
- % ii) -}5 Q This Phillips Well in the Southeast guarter of :
¥
: : 16 Section Seven has been on production since the 50's. Has

srny

17 it produced any water?

18 A I really can't answer that.

19 Q Do you know whether or not the well still

20 produces?

e 21 A Yes it is.
22 Q pid you have any production figures on it?
s - . :
e 23 ‘A Well the last I checked, it was producing at

T N T T e R s R

24 the rate of about fifteen million cubic feet per month and

o 2% 2

95 122 barrels of distillates per month.
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Q When was that?

A That was as of 1/1/78, which was the last New

Mexico Conservation Commission yearbook.

Q So that was what, fourteen months ago?

A whatever. That was as of that date.

Q So‘you?ddﬁ;f know whether it's bro&ﬁéiﬁéwiﬁat
or not?

A No, I don't. I don't have any reason to

suspect that it is not.

- Q . Now, that New Mexico Conservation yearbook

also shows water-production. Did you see any water produc-

__tion for the well?

A I don't recall.
Q According to your numbers, it was down to a
nnglgfmillion:then. _If it was a water dry reservoir would

-some water not be showing up with the production then?
A Well, not necessarily. It might be moving up

I don't know. 1It's obviously starting to deplete.

slowly.
It's also far enough above the water table and has really not
ye£ produced the seven or ecight billion cubic feet of gas
that it's supposed to. Iﬁ's a fairly tight reservoir. I'm
not sure you'd expect water at this state.

Q Now, you said it was supposed to produce'sevenu

or eight billion cubic feet?

A Yes sir. ‘ -

Nye Reporting Service, Inec.
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Carlton?
A

Q

A

Q

A

Q
A
Q

it drained the whole reservoiz. -

320 acre proration units.

How much has it produced so far?

Ira
i
e

sur hillion,

You're not a reservoir engineer are you, Mr.

No sir.

Is it the highest well of the weclls so far

completed in the Austin Pay zone?

The higheet structurally, yes.

That water dry reservoir, would that be the

last well that you would expect to complete?

Assuming the:porosity was homogenous and that
In this case, they set up

I am aware oI people that wanted

a 160 pronation units because they didn't think the porosity

was giving enough to drain more than 160 acres.

Did iI get an answer to my question?
Would ycu repeat your question?

My question was that if this is the highest

well in the field, wouldn't you assume -- and it was a water

reservoir?

A

| Q ” e

A

dry reservoir, it wouidhbe the last well to deplete in:the

4

Well, I thought I answered that actually.

okay. ‘I dldn't ‘catch your answer then. Would

you explain it again?

Alllright. ﬁl‘m saying if the reservoir was

Nye Reporting Service, Inc.
Certified Shorthand Reporters
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the case. Longevity should have a lot to do with it. Or

~pounds, and that it has produced not water at this peint?

' going to drain'anyway.

homogenous, if it was completely perméable throughout,

if you had free moveméﬁt'of hydrocarbons in the reservoir,
then yes, that might be the case. But when you.have a
tighter reservoir, where you're perhaps'draining only a

hundred and sixty acres then that might not necessarily be

the volume that is produced.
Q Mr. Carlton, would your concern about or your

assumption that thé field is a water dry be altered if I
were to explain to you that it is my understanding that the
Phillips Well has not had any production since 1978, and

that it's bottom hole pressure is eight or nine hundred

A Well, I would say that in that event that

it's drained its’i60 acres that some people think all it's

o Q Water wasn't the effective dry source in the

water reservoir?

A I think it probably is if you have porosity in
the water. e - o
Q And the Phillips Well still would be recovering

no water and be at a péint of dépleting?
A I think that's possible, yes sir.
MR. COFFIELD: That's all.

MR. RAMEY: Any other questions of the witness|
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CROSS EXAMINATION
BY MR. STAMETS:
Q Mr. Carlton, on your Exhibit Number Four, YOu

show two contact l1ines, one of them a pink line and the

the base of the Chester Lime porosity goes under water.
In other words, that'a the contact between the base, the
ChesterALime porosity and the top of the water. The
Chester Lime porosity concerning primarily in the hundred

feet or, excuse me, the Austin Pay porosity concerning pri-

I have done is come down a hundrcd feet and say this is

whara ha

Lete} 5 N
T evas WA S unager “ater S5C «

gide of that line will not have the entire porous section
above water.

Q The pink line represents where the base goes
und;r water?

A Yes sir. ,

Q And the blue line representsjwhere the top of
the pofosity goes under“gater? |

A Yes sir. |

Q So then on Exhibit Four, it would be fair to

say that the entire south half -- or North half of the

_marily the top hundred feet of the Austin Pay zone. So all

‘Nye Reporting Service, Inc.
Certified Shorthand Reporters
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i section would produce some water in the section in question.
= 2 A I would expect that, yes sir.
3 Q The entire South half would be the better gas i
. productive horizon? ‘
D A In my opiniqn,, yes sir, -
AAAAA : 5 - Q ' Would it also be fair to say that a well or w
7 ‘wells located in the South half of that section would drain
8 - more gas from the section than a well say in the North
. 9 half and a well in the South half?
10 A I would think that _,j{ou would have better
' H drainage, the farther South you got in to the.section, yes .
’ 12 sir. |
;i 13 Q@ - Do you anticipate that two wells located as -
# -~ 4 you have proposed, that they would adequately drain this
: ’Z - 15 1 - gection before they watered out? U
f‘% 16 A Yes sir. I think so. I personally feel like
. .f; . .. e o 1771, _and Mc..-- the attorney here, I'm sorry, Losey. You mis-
;% 18 pronounced my name, I guess I can forget yours. )
g 19 | MR. LOSEY: Sure. .
i% 20 BY MR. CARLTON:
;, 21 A I personally feel like Mr. Losey helped me
| f* 22 out on this. It's my understanding, and my source on ﬁhis
23 is George Yates, that the -~ they figured that these wells
24 will recover three and a half to féur billion cubic feet of
25 gas per hundred»and sixty location. Well, that's essentially
Nye Reporting”/{Ser\}ice,; Inc. <
Certified Shorthand Rcporters
621 Old Santa Fe Trail ~ Suite 7
Santa Fe, New Mexico 87501




82

l that the Phillips-Austin has done. It's made four billion |

(&)

cubic feet of gas, égwiuéﬁiﬁk that the two wells drilled in
3 the South part of the section would probably -~ plus the
t wells that will be drilled farther south wiil probably drain

5 most of the porésity above water.

6 _ Q , NowW, 'in preparing vour exhibiég;ﬁgﬁe large

7 map exhib its with structure on them, did you use more

8 points or less points than Mr. Lattu?

9 | A Well, I used less points, but I-tﬁink I

10 used more pertinent points because I'm contouring on top -
11 of the produéihg horizon and the Pennsylvanian as we talked
12 - about before, although it generally conforms a little bif

13 it specifically does not;‘-Ané we have got good strong:gub-

i 14 ‘surface control. ysyycan see in the Bersom up there. The

§ ;:D 15 Cisco-Bersom, in that -- see how it comes up and down So
;g 16 you wouldn't expect that a contour horizon on top of the

i 17 Penn Lease would reflect what's below it, necessarily. 1In ‘
; 18 a general way, but not necessarily.

g 19 MR. STAMETS: That's all.

20 RE~DIRECT EXAMINATION

21 'BY MR. COFFIELD:

22 SQ Mr. Carlton, you have a location staked in
23 unit I..

24 A Yes sir,

25 | Q If the Commission granted you the East half

|

Nye Repeorting Service, Inec.
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e T TV TTare you éééwééﬂdfiiiﬂfﬁéfémgf”QS;ld you move it to use it?
™ 2 A Sir, 1 would prerfer to move it to use it.
3 Q That would be your reeommendation?
1 A Yes sir. That was chosen and staked before
3 the information on Adcbc No. 1 Hannkh well was available
im 6 and after seeing that, we changed our interpretations and
: 7 feel like the J location is a better location.
3 8 MR.” COFFIELD: Thank you:
? 9 MR. RAMEY: Aany other questioﬁs of the witness?
%, 10 MR. LOSEY: Wait just a moment. That's all
| Mr. >Ramey.
12 MR, RAMEY: Mr Coffield?
Bl  MR. COFFIELD: One more question.

14 RE-DIRECT EXAMINATION

e T T

. ;
B AU e J K R L T e AR

= i5| BY MR. COFFIELD:
16 Q Mr. Carlton, YOu have indicated I believe to

17 Mr. Losey here that these maps were prepared after the meet-

18 ing with Mr. Yates on the 22nd or 23rd of January, whatever

ST R e A AR R

19 that date was. Was it after that date that you obtained ?
20 geological informétion and so forth on the area? | S
E 21 | A No. We, of dourse,,bought our lease in there
% 22 | © based on the fact that there had been a known structural |
'é 23 | feature in there. I have known about it since 1954 when
é 24 | the Phillips well was drilled. I prepafed a set of maps
% 25 which are working maps. I did not think they were appropriatb
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to present at this hearing. I have prepared a display to

try to show what I was ~-- try to show the geology as I see

it. The working maps I had were hardly “pp-op te for this,

but as far as having prior knowledge of the area, it7§oes
back at least to 1954 and mavs prior to the time we bought
thatlleaserwhich I don't remember, we have had it well over
a year, about two’years I_think. I don't remember the date
on the lease but certainly I had geological information
and interpretations prior to that time or we would not have
bought the lease.

MR. CO?FIELD: No further questions.

MR, LOSEY: That precipitates one.

‘MR. RAMEY: Go ahead, Mr. Losey.

RE—CROSS EXAMIMNATION

BY MR. LOSEY: ‘

Q I understood, if you recall Mr. Yates testi-
mony, that he was teld by you and Mr. Monaghan that you
didn't have ahy maps forthe Iarea. You had not mapped the
area. .

I did not say that,. sir.
And you did have a map of the area?
I did. | |

You didn't show it to Mr. Yates at the time?

AR oI S =

He didn’t ask for it.

MR. LOSEY: Thank you.

!-a
|
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MP_ RAMEY: No more questions? Mr. Coffield

MR. COFFIELD: No, I have no more.

MR. RAMEY: Any other questions? The witness

-

may be excused.

MR. COFFIELD: We do have three more Exhibits

coming up here which are noct goi

- A E Y
ALOTNE posee

i

L

el

o

(Wwhereupon a discussion was had off the record.
JOHN H. HENDRIX
being called as a witness and having been duly sworn upon
his oath, feétified as fOIlbws}:té-wits
DIRECT EXAMINATION
BY MR._COFFIELD:
Q _ Would you please state your name, address,
occupation and position that you hold? |
A ;Cﬁy'ﬁéMéwiS‘Jéhn Hendrix, I'm from Midland,
Texas. I‘m a petroledm engineer and President of the John
H. Hendrix Corporation.
QI - Are you familiar with the application of the
John H. Hendrix Corporation in this case?
A Yes I am.
Q Are you familiar wiﬁh'yhe property and the
proposed well location? |
A Yes sir.
Q Have’you previously testified before the 0il

Conseérvation Division as a petroleum engineer?
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A Yes sir, I have.
Q Were your qualifications accepted and made a
matter of record?

A Yas sir.

MR. RAMEY: Considered qualified.
BY MR. COFFIELD:
Q Is John H., Hendrix Corporation the owner of
the leasehold on the aéregge in which the proposed well is
located?

A The corporation is a part owner or co-tenant

in the 120 acre state lease in the East half of the East

half of the section.

) Would you explain further then the John H.
Hendrix Corporation position in connection with this par-
ticular well? |

A Okay. On January 25th, at a meeting at Bob

Monaghan's office, the majority of the owners in the 120

‘acres of lease that we have conducted a meeting and at that

’meetihg, I was selected or drafted or volunteered, one or

the‘other, to be the operator of a proposed unit to consist
of the East half of Section 8.
Q Mr. Hendrix, would you refer to what has been

marked as Exhibit Nine? &And expiain that‘please to the

Nye Reporting Service, Inc.
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A Exhibit Nine 1s an Arh, that I prepared re-

flecting the estimated cost to drill and equip a well to . ..~

13,900 feet in the Auétin area.

Q Would you now go ahead and refer to what has

been marked as Exhibit Ten- and explaln that to the Commisslon-

er?

A Okay. Exhibit Ten is a copy of a proposed
operating agreement on the form provided by the Petroleum
Land Mﬁp Association. In that we simply propose some of
the customary provisions that are frequently in operating
agreements.

Q ‘This Exhibit Ten, this joint operating agree-

ment being submitted as Exhibit Ten, reflect certain sums

" as overhead and expenses? =

A Right. What we‘have proposed is a $2,500
per month drilling well owerhead,
well rate overhead of a $150 per month.

Q - In-your opinion, and from your own knowledge,
are these amounts consistent with ¢harges of the sort com-
mOnlmeade.in the area? |

A : They are consistent with what prudent opera-
torg\chai@e. I'1l touch on that a moment. I understood
Geofge earlier to implytthat he would to make a profit on

the overhead and we -~ our group, that's not our mode.

And we propose a producing
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for the same -- essentially the same work, I think maybe

The reason, the 150 CVCry February, my staff will go through

and compute in a very careful manner what our per-well over-
head was the previous year for the year 1978, it was s8lightly
over $149, like $149.860. So we charge peéple in our deals
precisely‘what our costs are on average. We operate somethin
over 100 wells in New Mexico and I guess 80 or 90 in Texas.
So that was the basis of our recomMénding $150 per month.

0 Mr. Hendrix, referring now to the -- back to
Exhibit Nine, and your AFE, .Previously You had been sub—
mitted or had seen a copy of the AFE which was submitted by
the Harvey Yates Company- and, also, I believe, that was
submitted as an exhibit in your present case.

A" Yes,; that's correct.

Q Would you comment on the differences between th

amounts shown on vo,: AFE and the amouft 5 showhn on their

AFE? -

A I will do that. Our AFE totaled $791,950.
Their AFE ~-- |

Q That was for completed work?

A That's completéd to the tanks. Their AFE

they show the well a hundred feet deeper, was $913,500.
Anéd there also =~ in my mind. there are some obvious questions
that I can't resolve on their AFE. We're quite prepared to

defend ours in a very detailed manher. One question I have

g

e
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89

on their AFE, if you all can refer to whatever their's is,
they show under intangible drilling costs, a location cost
of $15,000 which is right in line. The part that bothers

me on the footage they show a 14,000 foot footage at $17

per foot. ‘Then in addition to that they show a zadaysof

day ﬁork at $4,000. I simply don't understand that. We
can get contractors who will drill to a depth of ten
thousand five ﬁundred feet at a cost of $16.50 per foot.
Thereafter we would be on day work. So it almost appears
thatvtﬁey have made their estimates on $17 a foot to TD,
and then tossed in an éddifional 28 days of day work.
That's inconsistent and we simply don't understand it. Addi-+
tionally, nmud costé, they come up with $56;630. Weréieréélgu
that on the first Adobe well, the actual mud cost was
$34,060. Wérhaverused 535,000 6n our AF¥E. Another differ-
ence, we can run four and a half inch casing. They have
written seven inch or five and a half here. I don't know
what that means. One or the other. BHere our tangibles on
our‘AFE are aéprdximately $50,000 less than the Yates AFE.
These numbers I used are mil prices, FOB, Locations on ma-
terials. So the end résult is that we're talking.abou t
in the neighborhood of $120,000 difference in the cost of éﬁé
well. ,

Q Mr}iHendrix, what experiénCe have you had in

the general area of an operator of oil and gas wells?
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A Well, in Lea County, as I mentioned earlier,
we operate somewhere in the neighborhood of a hundred wells.
I don't know exactly how many. About that. Lesser amount

in Texas. We've had and have a very excellent d&strict

)

office at the unit, with gond superintendents, drilling
foremen, completion foremen et cetera. We started our
operatiosns down there in probably 1967. Based on some
numfers next oil and gas associates put out for the year
1977, John Hendrix individually was the largest individual
gas producer in New Me#ico at approximately twelve bceift,
That was, 1 don't know, twel&e or something out of five
hundred producers in the state. We dé drill wells to this
depth, oh, ig é routine manner.

Q Mr. Hendrix, as a consequence of your extensive
experience with wells of this sort, do ycu feel confident
that your figures and your AFE are good hard figures?

A Yes sir, I do.

Q Let's go on to what's been marked as Exhibit
Eleven, and>exp1ain what this represents?

H A Exhibit Eleven was a letter that I had mailed
to George Yates.( On January 31. VWe were attempting to
open some discussion on how to handle’the section which we
very sincerely wanted to do, still want to do. For whatever

reasons the mails or someone's losing this or whatever,

we've yet to receive a reply to our’effofts outlined in t' &
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Q . Mr. Hendrix, passing on to another matter,
relative to recoverable reserves in this area, have you
studied the proposed East/West alignment of prdration

as a drilling engineer?

A Yes sir, I have.
Q ‘What are your conclusions in that regard?
A Based on Mr. Carlton's maps, the isopac maps .

and the structure maps and assuming we have uniform'porésity,
and .permeability, we have concluded, or I have concluded
that the East half of Section 8 should recoyerr;n the l;ﬁe’
;;W;i;ufswe;ghtiﬁéfgdwfgé gésf haif of the section should
also recover approximately that same amount and this is<as-
suﬁiﬁgrthat ,Vhere ggaiﬁ baéed on the new well Adobes and
especially based on this dip meter data which we're not
privy to,(if the East half is approved, we will be applving
to move our location, one location to the West on that
assumption, the recovery should be very simply in the East
half and the West half. _ '
Q Are you saying there would be significantly
more production taken from Section 8 if the East half and

West half are the proration areas ?

A That's correct. Based on what we know now,

11 the alignment is East/West with the South half dediéated;

nment “in your capacity
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1 there will be one well drilled in that entire section, and

; f 2 you could very well leave reserves‘that wouldn't be recovered:.
""" | I 3 Q Mr. Heﬁdrix,'were these Exhibits Nine, Ten
! and Eleven prepared by you under your supervision, or are i
5 they part of your files to which you have access?
Attt A Yc“rsir, that's correct.
7 Q In your opinion, will the appr;val of'the
o 8 application of the John H. Hendrix Corporafion prevent the
;‘ 9 drilling df”unnecessaryﬂwells and otherwise prevent waste
o = 10 randrprotect.cérrelative rights? ,
i 1 A Yes, I believe that firmly.
g 12 MR. COFFIELD: Hr. Chairman, move the admission
2 13 of Exhibits Nine, Ten and Eleven.
14 | MR. RAMEY: The Exhibits Nine, Ten and Eleven
% fj} 15 will be admitted. Any questions of the witness?
: 16 | - MR. LOSEY: Yes sir.
r 17 CROSS EXAMINATION
2 18| BY MR. LOSEY:
§ 19 i Q Mr. Hendrix, jou and»your'éther working inter-
. ,% 20> ests met on Januafy the 25th. As I understand it, in this '
N % 21{ 120 acre lease. =Whét was the bnrpdse of your meeting?
| % 22 A ‘- Well, to review the -- to review our investment
;‘f 23 in the lease.
g 24 Q . Wasn't ‘the real purpose to review the proposal
: 25 submitted by George Yates to Mr. Monaghan and Mr, Carltbn?
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That was one of the purposes.

- Q_ That had been made to you on about January the
22nd? o /
A I don't know about that.
Q Do you know if you ever responded to his pro-
nosals?
5\; A I,héve never had the proposal.

Q Do you know if Mr. Monaghan has ever responded

-to his proposal?

A I fell sufe that he has. 1 know that for a
fact. ‘
Q Do you Know when and how?
No. I would think on the pbone,'probgbly.r

Hé-w rwéﬁtrtﬂé firét indication you made to Mr. Yates
to join in drillihg the well on the East half was your -
letter of January 317 | |

A That was the first I made, yes, it was.

Q Hadn't you.already filed your notice of in-
tention to drill on January 29 and had it approved by the
Hobbe district office?
| We probably filed it beforethe 29th.

A Yes sir.

I think it was probably approved the 29th.

Q And that really was your response to Mr. Yates!'
proposal?
A That's not correct.

Nye Reporting Service, Inc.
Certitied Shorthand Reporters
621 Old Santa Fe 7Trail — Suite 7

Santa Fe, New Mexico 87501




Ehg

f ] L

L T Y

2 M B

e S R N N
AR el e N SR

10

11

12

14

15

16

17

8

19

20

21

94
Q Did you submit your AFE or joint opers-
“ting agreement to Mr. Yates?
7 ALet_m—erei‘ex jya.i hiere to my laiier Exhibit

in th1§rlease, we would like this operator if this is satis-

factory to you we'd be more than happy to furnish you

[+

our AFE and operating agreement for your approval; I can't

be any more explicit or direct than to make that communi-
cation and to date I have had zero response to that communi-
cation. | |

.Q In answer to my question, though, --

A That was an aanswer to your question.

Q You have not submitted the AFE and operating
agreement to him until the specifications today?

A ~ That's correct.

Q - Mr. Hendrix, are you aware that the Commiséidn
orders on forced pooling provide that a non-—consenting
working interest only is obligated to pay reasonable well
costs regardless of what is in the AFE? |

A 1'm sure the Commission has some reasonable

rulings on/fﬁgﬁﬁatter.
Q And that that's an expressed order of the
Commission in énférced pooling?

A iell, withoﬁt getting greatly off the track herd
we have drilled iots of wells., For a lot of drilling

~gdth. _j
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1 contractors. When I see an AFE that has something like this
= - 2| that is so far out of line, I have a lot of questions, and
41 that's something we would very well -- to'have'h complete
1 understanding of béfore we were a party to signing an AFR. -
5 I'm speaking for my corporation gnd I suspect
o &} my co-tenants would feel in a very similar manner to this. o
71 Q I didn't want to get that far off the subject
: v :' 8 either.
b k 9 A I'm explaining my problem with your AFE.
. é; 10 Q My question is are you aware of the fact that
E: 11| whether the Commission orders giving non-consenting parties
% 12 90 days after completion of the well to determine whether
"H_”;, , ‘ 12| they were charged with reaconable well costs?
§ 14 { A I'm aware of that. ,
,% {i} s Q Now, you have given, or sgid you caliculated
% 16 the recoverable reservas under the East half and the six to
§ 17 eight cubic feet. What was the basis for that calculation?
g 18 A I don't have my work papers with me: It was
§ 19 assuming -- I'll have to:give it from memory, and I can
g 20 furnish this to you or the Commission. Probably a 35 feét
N g 21 average pay thickness and that was in part -- well, the pay
% 99 thickness was taken from the aspects maps that's my‘basis
% ©93 for it.
% 24 Q And so you assume uniformity of porosity to
¥ 25 arrive at your six to eight feet?
Nye Reporting Service, Inc.
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96
A Sure, you have to. There's not enough”pressure

history to do anything other than that.
Q Making that calculation, your porosity -- your

uniform porosity extends across the East half and across the
Wost baif of the section?
A The total acne feet of porosity will be

essentially the same on the East half as 1s on the West

kalf. To set up a standard of uniformity would not be

correct.
MR. LOSEY: That's all.
MR. RAMEY: Any other questibns of the witness?
RE~-DIRECT EXAMINATION
BY MR, STAMETS
Q Mr. Hendrix, is the basis of your statement

propose it as opposed to the way the Yates' proposed to
drill, chause there will be two welis drilled as opposed
to one?

A That's in part. You can -- if water is
present on the Nortp énd ‘as we think it»should be;%ithout
some uniform withdfawal which two wells wouid'giVe, you're
going to get a moré uniform withdfawai and that woﬁid pre-
clude or at ieast help reduce the possiblity of any entrap-
ment. By ﬁater channeling or coning fuel.

Q So you are staying farther away from the
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A Sure.
Q@ Okay. Do you think you woald driii a well
in the North half if the South half was dedicated to another
well? '
A Well, 1t would depend t0 a large extent on

what the first well drilled would indicate. Let me continue

thare.

Q 1 was going to ~- let's go ahead and you
finish up. VWhy don't you do it on the basis that Mr. Carl-

ton's maps are perfect.

A Okay. If his are perfect I would say’a loca-

tion in the Northwest of Southeast and in the Northeast of |

Southwest would be the perfect location for two wells to
properly drain section 8.

Q ‘If Mr. Carlton's maps are perfect and a well
is drilled in the South half, say the Yates application is
approved, would you think you could drill a well economically
in the North half of the section? )

A We would take a real close look at it before
we would -~ I don't kmow. The risk ~-- I.want to stress the
risks are strenously higherrin%thérNortﬁ"hﬁlf than the South
half purely due to obvious down dip conditions and there -
coulﬂ damn well be water somewhere up there. -

MR. STAMETS: That's all.
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| - MR, -RAMEY: Any other questions of the
witness? Mr. Losey.
"RE-CROSS EXAMINATION
BY MR. LOSEY:
.Q ~Isn't the risk really higher Mr. Hendrix,
in thé North hall bec&usé hééauééwaiwégié time it would bo
a further step out from production?
A Yes, of course, precisely that's what his

maps show.
' MR, LOSEY: Thank you.

MR. RAMEY: Any other questions? The witness

may be excused.

being called as a witnesé and ‘having been duly swbrn upon

his oath, testified as follows, to-wit:
| 'DIRECT EXAMINATION
BY MR. COFFIELD:* - = ® * » & .ee s . o o ee
Q- Would you please staté your name, address,
occupation and relationship to the applicant John Hendrix
Corporation?
A My name is Bob Monaghen, I live in Midland

Texas, I'm President of Cal-Mon 0il Company, and the only
association 1 have with the applicant is that we are friends.
We are co-tenants; not partners I want to put that in the

record, not partners intthe lease acquisition and John was
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e 1.l kind enough to have -his -company act as operator for our ' }‘”
F 2 1n§erests.
S 3 Q Have you acted as land man in consulting this? :
4 A Basically, I have a degreeé in petréleum
ff~»w~m - © A engineering, graduated in i948 from the University of Texas,
6 Doctor of Jurisprudence in 1951, have been working in / N
7 Standard 01l Company of Texas land ieasevdepartment, general
8 manager for Texas Cfude 0il Company. Fort Worth, I have
9 been President of Cal-Moﬂ'since 19, I believe, 66. 1 have
10 worked in land,rsome geologiéal‘eﬁergy evaluations. 1 do most
- = 11| 1y 1land work and legal work, ‘I try to stay away from the
i2 geologicalsengineering because I haven't had the experience
S 13| 1n the last 15-20 years as a person who is constantly doing |
" | ! 14 that so 1 have enough sense to go ask Conrad or Toby.
) 15 Q Mr. Monaghan, are you familiar with the ap-

16 plication of John Hendrix Corporation in this case?

17 A Yes sir.
= 18 Q ‘Have you e&er previously testified before this
§ 19 Commission?
’ . 20| A ‘No sir. )
21 | MR. COFFIELD: Mr,. Chﬁirman, he's already

% 929 stated his qualifications and backg:ound. Are:his qualifi-
g 93 cationsfaéceptable as an expert?
. ' :

# 24 MR. RAMEY: Yes, they are acceptable.

25 BY MR. COFFIELD:
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~the geology that Mr, Carlton had, purchased that lease, I

believe, in February of '77, and the informatio;'generalli

‘geology we though, it was hetter tﬁan he did. After that,

R IR ST
S e ,1,(),0_,1
Q Mr; Monaghen, are vou familiar with the land

work which has been done in connection with this tract, and
in conpection with the general area?

A Just the general area? Yes sir. Based on

he had he made a detailed study of the areas before the

Adobe wells were drilled. It was based on his large and
anticlinal features there and essentially it was -- I believe
Mr.zééflton prepared all those maps probably when he.did »
structure map and they were stored by Geo Map probably up-

dated. Essentially ﬁe have that work §1us he studied the _

Southwest there, ran samples and checked the well because
he was supporting them or he was employed. ’So we had quite

a bit of information available at that time. As far as the

history after our purchase of the lease, we had enongh infor-

mation, I think, to justify the area because we paid Mr.

Yates for was our bidder and we outbid him so we had enough

the Adobe Well was announced. It was drilled tight, so we
never saw the log., We did not do anything as far,away, 1

got some more development, subsequent to that, Adobe announced
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1 a well Just South of our Section 8, there, and we were
£ 9 rélated. While that was drilling we were approﬁcﬁéd by )
) 3 two geologists in Midland. They had farm-outs from Marylo, ‘

! in our CA, and AMOCO had indicated that they had the four

T 5[ farm-outs that had been sold to or made a deal with Yates

- —Y
@A we

>

Petroleum Com 1 in there, that there

7 was apparently some conflict between Harvey E. Yates Com-
8 pany 2nd Yates Petrocleum Company that was probably:several

9 months before this all came aboutr. And that he wanted mé

11 those problems were resolved.. I assured him that we were
12 not, that we were actually going to see if the Adobe-Hannah

i B = - 13l. Well reached total dspth. I guess it was shortly after that:

? 14 a tract just South of the Phillips Well was put up as a
; 15 state sale. We did not bid on it. We didn’t kKnow whether
i i6 | the gas was dedicated or not, or what the problem was going

17 to be we understood for the Philiips there was a possibility

‘13 it might be dedicated so we stayed away from it for -- but

AR 1 s Tkt il
P B T TN
——

shortly thereafter 1 believe, it was the Yates Petroleum

20 man in conjunction with Harvey Yates, filed ;n application’

21 for a well in that"Nq:thwest quarter using designated West

92 half. So it turned out you have Yates for the West half/

23 East halfiline in the section 20. You have Adobe-Hannah VWell
34| which has Rasthalf/Westhalf. We are recommending the East

/
25 half/West half in Section 8 as opposed to changing the pat-
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this matter with Yates Petroleum Company. They 1ndicated

'interest unit with them, and have a West half well West

terns in the South haif,

=
=]
&
!
e
8
P s
polb
<
Q@

Q  Mr. Mopaghan, would you pleasc give a

description of the contract that you had with both Yates

Petroleum and Harvey Yates Company in connection with the
development of this. Kind of in chronelogical order. if

you would.

A I don't know exactly how to say it, but there :
is testimony here today that conflicts with what I was
told. By the two geologists who had a falling out.

Q Just%state it as you khow it.

A From 1uformafion I reccived from discussion of

tonat tney had asked Harvey Yates to Jjoin in the working

1f of Yates. Mr. Yates flatly refused it was pointed out.

MR, LOSEY. Excuse me. I realize this is

hearsay, I'm not going to'object, but I would 1like
to know what the two gedlogists names are.

THE WITNESS: Mr. RusselStippand Mr. J.H.

14

Moore, They are former district geologists and for Chevron
0il Company. They are independerits now and are quite well
kbow by Mr. Yates here and the rest of the people in this
room.

MR. LOSEY: Russell Stipp and J.H. Mopre.

THE WITNESS: Yes sir, They took the formats

-

Nye Reporting Service, Inc.
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as I understand it from these companies.

- 22

16
17
18

19

23

24

MR. LOSEY: Excuse me. Go ahead.
BY THE WITNESS:
A They indicated that they refused, that the

v'eéfparticipating in the working unit, and I said how in the

world could all this happen, that you all lost control of
fhig. And this;-i4§on‘t know how to say it, except 1'll
change the language, he says.frgngly we were blackmailed.

MR. LOSEY: Let me stop again.

THE WITNESS: That's Mr. Randy Patterson, sir.

MR. LOSEY: All right. If I'm going to listen
to hearsay I want to know who it is relating to.

THE WITNBSS: That was a conversation I had

- directly with him it's not exactly hearsay. I believe the

next 1 knew I got a call from Mr, George Yates who was in
town said we're going to drill a well, why don'? you join
us. I said, well, what do you want to do in the South half.
BY- MR. COFFIELD:.

Q Just'a minute Hére, Mr. Monaghan, Is this
telephone call and so forth the one which precibtated the

méeting on the 22nd or 23rd.

A It was Tuesday, January 23rd when our meeting

f

was, at ten o'clock in the morning. He called and asked

B3
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, well,we'd like to see what

A 2 you got, what you want to do. T still-had-not heard back
_ | _ - :
i | fvom Yates Petroleum or from Russell Stipp about their deal. |
1 And I was pretty committed to wait to see what they did. :

3 So I said do you have anything you could show us. We don't

e . .6! have a lot of information. We did not have a copy of the

LY

;611 -~ the Adobe 116 Well. We did not have

8 privy to the tests, or core or anything else. So I said

9 may we come over and talk to you, maybe show us some/of your
10 geology, we don't ha#e a lot on that. |

11 These ﬁew developments is what we were referring
12 to. So he said yes. comé:over. So I called Mr. Carlton and

mﬁ » - 13| we went over and sat down, while Mr. Yates was on the tele-_

14 i phone I:think Mr., Lattu showed us a couple of his small

,if3;, 15| scribble maps he'd(fixed up to show us. I said, well, do i
i 16 ‘idu have anything else to help us make a decision that this
17 is what we ought to do. He said, no; we éah't show you ; | ¢
18 | anything else. I said do you have~any£hing we couid show
3 19 to our partners to help them and us maske a decisi&ﬁ. I can't
N . % 20 answer for everybody else. To our co-tenants in the thing,
‘;{f § - 21|~ and he said no. And we were not shown the log on the Adobe-
. % 22 Hannah so we had no idea what it had in it. Not the Hannah
R & | 21| 116,
b . 24 Mr. Yates came in, they discussed the working
25 interest unit, and I said will we be entitled to pay our way,
- . _
ﬁ : Nye Reporting Service, Inc. |
% Q%? : Certified Shorthand Reporters
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”,gpd__;;r_t' icipate_in that. MHe said no. I said we're being |

asked to pay one~eighth the cost by drilling this well you
earnrthe farm-outs in those sections and half outside of

the unit, and you étilirdén‘t think we're enﬁifiédrto |
there. My feeling was if it's dry holeﬁmoney would he hold
the dry hole money and say i;is all“his because he got it,
or would we be allowed to share in that. And I think they
are the same thing, that most reasonable and prudent operator
with ethics would approve that. Then we kept talking about
this, what we could do. He said, well, in no uncertain
terms, you can join us énd pay your eighth. You will not
share in any farm-ins; period. You can't non-consent.

You can farm out for a 16th and a 40 percent back in and

of course, our t
forcing for 40 percent back in, when the common deal now is
50 percent in most of these areas, were the people with
expiring léases. Ours were brand new leases. We paid

a hundred and eighty-seven dollars 6r something«like that
an. acre for it., We:rwere not in jeopardy. There was a
well drilling just South of us that would be down quite a
while before, and it's been proved since then, ydu have to
start driiling. I thought we were-éntitled. to somekdecision
on that. He said,-wéll, it's dé that or‘I'm gbing to force;
pool you. That's the only choicevyou got. Then Ken saiqd,

have throughout, cash way, hel’'ll, well we might just take

W

L R
L . i
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{iie whole ihing and Wike @ whole unit out of iv, pui a Iive

hundred percent non-consent clause in there., Frankly, I

ive hundrod porcont non-~consont clause be-

b

never hoad of a-
fore, and I just started and set there. Frankly, after that
we went outside and I looked at Toby. I said, Toby, I
feel like a stepbrother's child. We chmo over here with

our good feelings toward you, asnd you say that's why we
bought the lease, everybody wants to participate in the well
that's why we're buying those leases, we bought some 20 or

25 thousand acres up there in the last year, 1 csme out -

try to help cooperate. So we came back, and I was shook, I

called the Presi-~

got on the phone-and called Jchn Hendrix,

dent of the Tree 0il1 Corporation, also associate buyers in

A
=y

thaz‘tﬁiég; enlled Jack Markham and John Wellburn up in
Lubbock. I said, what do you £hink? This is what he's told
us he'll do. All of them were as;ohnded that these people
would not offer us a chance to participate at their cost on
any farm-outs that were required, that a farm-out would only

be a 40 percent and that if we didn't we could go to pot.

us up here. So they said, well, why don't:you talk to your

attorney‘about that. So I called Mr. Coffield up, I had to

do it the next day because that was that way, January 24th,

.. 1 have never been to a

talked to him and he told me

Because they were assured the could sell énough to force-pool
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Certified Shorthand Reporters
621 Old Santa Fe Trail ~ Suite 7
Santa Fe, New Mexico 87501




07

(S

,‘é;;;iésiéﬁ ﬁearing~like~thntT 1 have ﬁo_idé;jﬁﬁétrgﬁéwg?o;ww o
cédures are. I then got/on the phone and talked to everybody
again and told them what Mr. Coffield's firm felt that sit-
uation was. Needs to be decided what we're doing, what we're
going to propose. Wheﬁ we got to the meeting and talked
around about the situation, the well drilling and how deep
the Hannah Well was, it was pointed out that after Mr.
Tates and them got the.Northwest quarter of 20;‘they imme-
diately, before Adobe, who's the operator, filed a permit.
Theyfiléd one to beat them to the punch. And I thought,
well, that's kind of scary, because I also know that when
Adobe ﬁad a meeting with Hafvey‘YaFes and the rest of the
. group about the No. 116, recommending 160
acré spacing that everybody seemed to agree and a very short
dvised that HﬁrVey Yates camé
over here and applied for 320 and dié;'t even advise Adobe
and thém that they were doing it. So that kind of scared me.
That we might be confiscated or our rights taken away from
us without due process. So we recommended that the thing
to do to pfotect ourselves against a?fuii Commission Hearing
would ‘be to file a form C—ibl on whaf we like best for our
lease and have it adjudicated here before this Commission.
You want me to go ahead with the story after that?

¢ Yes.

A The form, I think, was probably filed the

Nye Reporting Service, Inc.
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Friday the 25th, I think it was, or 6th. - Tuesds

...... ]

~3
=8
<5
(4}
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23rd, it would be the following Friday and thei on the fol-
lowing Monday, I believe, it was approved. On Tuesday; -
Mr. Lattu called me and said Bob, what's going on. I said
well, what I saw here; I was afraid we were going to be
foreced into something wa didn't way

1t-ta; .we were.quite con-

" cerned over the conditions and we felt like we had been

kind of browbeat and everybody was shocked and actually mad.

Some ;0of them are still mad. So I said 1 think -- why don't

to unitize all those leases over there in the West half. We
got a lot more‘béberQSrk ;nd time to do this if we're going
to have that way, and if we go to court we're going to have
é lot more time. So, 1 believe it was on Febrﬁari the 1st,

a Monday I believe it was, following our tali, I guess, with
Mr. Laftu, it was on the 30th. Mr. Bob Strand called me and
said he'd begn“advised of this filing of ours and wanted to
Know what we céuld do and everything. 1 told him we had

some problems thét we'd like to discuss with them, why didn't
he”have Mr. George Yates and the othefs aii get together and

have a meeting and discuss these that we did not want to go

Nye Reporting Service, Inec.
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1 before a lhiearing, that we thought they could be worked out.
£ ] 2 He said, well, I Ieel twdiﬁhinéézrwéfﬁdh;d“,r:f¥r e —
- 3| probably go to the West half, we might go the West half,
1 but 1'11 tell you what, when you get ready to do it ydur way {
5 we will go non-consent and you willlcarry us for our inter-
S ~ —— ~-(3——~~~-~~rvevsts;mandhyou will prove up that, plus you will prove up
rrrrrrrr T4 bur 1esses to the East-and Northeast there. We feel that )

8 would be a good deal for us, he said. Actually, I can

?H ’ ‘:; .9 almost assure, 1 think I know exactly what George Yates will

10 do when he comes back,  Which seemed 1like another -- what

111 we had before. On February the 2and I was taiking with Yates

12 {. Petroleum regarding their well in 22-23 that we have joined

13 a la;gé unit with them, aﬁd said you all are relatives with .
14 these people. I-don't know ﬁhat your relations are, other :
15| - than I've heard rumors, why can't you all work out a deal 9
16 where we can all meet. He said, wha;:s the big objection.

17 1 said, well, we were given those three options and told therp

18 was no way we could participate in the farm—ins, which you

19 all took from Stipp and Mcore. 1 said, would you object

20 and they said, no, I don't think we would. I don't see any

4
x
.'j_}»
£
C§
5
-
B
.

‘ ©21 reason why we would objéct. _¥Well please talk to them and
: ﬁ'§ 22 lets get:something éoing.
*i'g 23 MR. LOSEY: Mr. Monaghan, I'm going to
% 24 listen to some more hearsay, bht_tell me who is relating.
! 2 THE WITNESS: Randy.

Nye Reporting Service, Inc.
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o o 1 — MR LOSEY: That was Randy Degan? B
I S 2.1 BY THE WITNESS:
‘1 ) A~ Yes. I believe it was on the 7ih or 6ih I ‘
4 talked to Bud Hebert. On the other thing, about some of |
b the operating leases had been signed and AFE's, and ‘I  said,
S 61 Buddy, did you ever get anything. He said well, I think we
] ot 6ot tureed dom. T said, weld, plense try 1t sgetn. |
: 8 He said, I will. Two or threé days went by, I didn't hear
;v 1 9 from him. 1 talked to Randy Patterson, 1 said Bud never /
; & 10 called me back, we're still waiting here, it's getting
? i -1 closer to filing for a hearing. We haven't had{a’discussion..
%5:' - A é ._ | 12 He said,,welqurankly, he's in Washington and I don't kﬁow
- § .  ” 13| what Yates told._.I said, well, would you take it on your-
: E‘ 14 self to have some communication with them so that we can
5 ﬁi} k 15| do it. I believe it was on -- it was several days’aftef

16 that, after the 7th. Probably a week, Irhave the:exact:

17 date here somewhere, 1 even typed up the transcript from

18 the conversation I had a Dictaphone cover iti; He said I

19 talked to George Yates and George said he's done all the
20 talking he want's to do. He's not going to ta1k t6‘you all
21 |- about anyihing. He'll see you in Santa Fe. |

| A Now, I think if there's anyvindigation that
2 we haven't tried to communicate and resolve these.differences

24| I think they are misstated and misrepresented because we

R R A R
N
[\

have., And they're both working together €évery day, we
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Certitied Shorthand Reporters
621 Old Santa Fe Trail — Suite ¥
Santa Fe, New Mexico 87501




111

CFN 2| - MR LOSEY: Mr. Momaghan, who was this last
53' person we talked to? )
l THE WITNESS: Randy Patterson. X
3 ' MR. LOSEY: Okay. That's right.
- S e R T “THE WITNESS: 1 assume Mr. Patterson will
1 7 prcbhably lose his 36h after this, but this is the actual
i. 8 truth, I hope you won't vindictive.
:A 9 - MR. YATES: He doesn't work for us.
i 10 ‘THE WITNESS: Yes sir, I know that. Do you
2 1 have any more gquestions? | l

12 BY MR, COFFIELD:

A o e Ay,

A e R R N TR S A T N A7

13 Q - Do you have anything elise? -
14 A - Just a summation.
: 15 Q  All right.
' 16 ' A I think from what you all have seen here,

17 prepared by Mr. Hendrix and Mr. Carlton who are both quali-~

18 fied, the predominance of evidemce is that two wells can be

19 drilled in that section. That by so doing the state will
_ 20| recover a lot more money, a lot more of it's share of oil e 57 e
| 21 and gas than you will from one well 660 feet from the South
22 line and no other wells drilled. PFrankly, if Yates' threat

231 is true, I will not go up there and drill a well for a

24 quarter interest with a risk factor like that, for whatever

25 penalties you had, and if it's anywhere what you think it is

B AU A R o S i

o
RR/e

Art
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“putting the South half which I have been indicating before

"interest and does not try to protect higher interests or

e A12

--part of it. T Think that the basic reason for Mr. Yates' |

JRS

in testimony that they would have a 120 acres in the West
half unit, the South half would have a 160, -which gives
them a biggerwinterestriQ working this uwnit, and also gets
them a little closer to the field. I think the communioa-
tions have been very serious that from fhe vefy start, from
the first thing several months ago that they have been
browbeating people. Trying toiforce them to do é;érything"
that they wanted to do. And been—partially: successful.

The state will lose 50 percent probably, of the recovery

de

they might get by gOing along with this attempt,and T think

that the intentrof High-Co is largely obviously'ior a selfish

the state -6f New Mexico's interests. I think by ‘coming here

and filing this petitiofi, that they're attempting to get you

gentlemen to lend some shade of respectibility to what they're

doing.: It's not acceptable for what they're doing to most
of the people I know and all the people I know are all
against this. He's done it to do his two Adobe down there
on 160 acres spaces there, he's done it or the West half of
Section 20, which are questionable in themselves. We feel
fhe expressed need of the Commissiou should not be subjected

to’these-requests that they are making. Approval of forced

Nye Reporting Service, Inc.
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I'| pooling actions will deprive not only the adjoining land
e B S B e . She AEITL
b 2 owners who live here, property rights, and protect from

3 drainage but will also protsc

ot

1 ' I do not in any way think their request i
b would prevent waste or prctect correlative rights of all

6 the parties concerie

[ =P

7 Q You think our request wduid?

8 A Yes sir.

9 'MR. COFFIELD: Thave no further questions of
10 this witness. ' ’

L . n T MR. RAMEY: Any questions of the witness?

12 | MR. LOSEY: Yes sir. -

S S 13 , MR. RAMEY: Mr. Losey.

;f~ B ~'-§ - 14 CRCSS EXAMINATION o } T :
N 15| BY MR. LOSEY: ‘ -
133 ' © B L 16 Q . Mr. Monaghan, what day did you talk to Bob 'ﬁ ’

A
A,
?.}

A

17 Strand on the teieéhone?
18 A The date I had on the call slip was February

1st. I brought some of those call slips ih, in case -~ 1

R S
<o

20 believe I may have that.. Would you like to seeithat slip

.
e
e

iy

21 if I have it or will you accept it? 1 can furnish you my

22 telephone records or we can check it or I can find it later,

[

RS N (ST

- 23 but up to today I wrote it down.

W

I

24 Q You wrote February one?

25 A Yes sir.

Nye Reporzting Service, Inc.
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. m~wvrg»mw Q . VWhere did you talkwﬁgwﬁiwﬁ" \
S fﬂ\ 92 A lle called me from somewhere;-i”prégﬁééwﬁlévVV\V“-A_ T
3\ office to my office. \
4\ Q- He called ybu?

A yos sir-it was the day after I talked to Andy !
Lattu, I asked if Andy communlcated to them that we would
1ike to have a meeting to the following day if thai day Wwas

I
8\ Febraury the 1st or Monday then he returned the call the

9 next day.
; 10 Q Did he tell you he was Bob Strand?
? 11 A Yes.
i 12l Q Did he tell you where he qu locatad? i
% 3] A That he was with Yates Petroleunm, ndrsir. B
; t o ,

lie was with yates?

‘..,,‘,_1}

s 15 o A I1'm Harvey Yates Company, and he talked later,

=
o

16 too, when he~to}d me what happened, that's the waysX under-

17 stand it, thaﬁ's what I wrote down.
18 Q This is Bob Strand?

19 A 1 have never seen the genyleman before in my

F
z
8
g
.-
- =
i
a
&
i
23
153
Et|
3

20 1ife, I still don't know him. I think i”éSkéﬁWHr.'Ccffield

~ % 21 or somebody do yoh all know Bob Strand. The guy called and
a 22| he talked t6 me and he said this is what we'll do.
23 Q Tell me the gist of his conversation again?
24 A | 1t was very short, he asked 1f we did it and

what were our reasons.

. -
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12

13

4

19

20

21

Q Where did you talk to him?

A e called ma from somewhere, I presume his

office to my office.

Q He called you?
A Yes sir it was thew&;yﬂafter I talked to Andy
Lattu, I asked if Andy cqmmunicated to them that we would
like to have a meeting to the following day if that day was

Febraury the 1st or Monday then he returned the call the

next day.
Q Did he tell you he was Bob Strand?
A Yes. '
. Q Did he tell you where he was located?.
A A Tﬁﬁt herwas with Yates Petroleum, no sir.
Q He was with}yateé?
A I'm Harvey Yates Company, and he talked ;ater,

too, when he told me what happened, that's the .waywF under-
stand it, that's what I wrote down.

Q This is Bob Strand?

A I have never seen the gentleéeman before in my
life, I still don't know him. I think I asked Mr. Coffield
or somébody do you all know Bob Strand., The guy called and
he talked to me and he said this is what we'll do.

Q Tell me the gist of his conversation again?

A It was very short, he asked if we did it and -

what were cur reasons.

Sane s
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1 Q ?ou did what Mr. Monaghan? h
2 2 A I told him the reason we did it we wanted
3 to protect ourselves and and thought they were being unfair, .
4 and we could not participate, that we were afraid we were
- 3 going to losme onr interests that we tried to protect our-
6 selves and we'd like to discuss it with vou would you pleasé 77777
: - 7 come over here, and he said weil, we may go the West half. |
;; ‘f; 8 I said, well right, that's what we want, that's what Yates : .A
9 Petroleum wants as I understand. He> said if wé do, you'll
10 _have to cai‘ry us on any-other stuff. 1711 tell you what I
11 thi_ﬂk George Yates will do sonn as he gets back.
12 q You're satisfied that this man told you he was
* 13| Bob Strand and talked to you on February ist? S
;, _ 14 A I've got a scribbly paper here if -I can just B
- ; i:} <15 type it. |
§ 16 ‘ Q I'm not concerned about the date, Mr. Monaghan,|- .
§ 17 is the fact>of the conversation what a man who related -said
g‘; 18 he told you he was Bob Strand.- . | "
?3 ) 19| A& - Well sir, I have neirelj heard of that name ‘
i 20 before, I have never heard it since., I doﬁ 't know where I 1
g 211 would have gotten it:if somebody hadn't called me and said ' ‘ |
i; 2 they were Bob Strand. ‘ i
fz »23 Q Now, ydu have related all these tgct_:ics that 1
24|  you say- Harvey Yates Company I’;vf"’as done for the Austin-Mississ- | | “
25 ippi7Pay. One of whi_ch wis 'tghat Harvey Yates Company asked Ry ”
» ) Nye Reporting Service, Inec.
, & Certl'iied Shorthand Reporters
3 621 0id Santa Fe Trail — Suite 7
2 Santa Fe, New Mexico 87501
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160 and when Yates lef 't them they
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14
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17

_ - e e _ 316
for 320 acre spaces for the‘pool, is that corfeet?"“'

A In the ~-

Q Aﬁstin—MiSeissippi.

A Harvey Yates did, no. Adobe did. Adobe went

-ui tsc& Harvey Yates

l:’.

lefs the meeting they understood they agreed with ‘them on
160, next thing they knew there was a Commission application

filed saying 320 and they were caught. - LF

""""""""""""""" wawwwwWhewwaqwthe annlicatigg%by? S
A Mr., Yateg, I believe is the way I undefefeeamv‘
Q That is correct as most’ of your other hearsay?
. Sir, I have eqmeroverrhere and checked the
‘records onm it. ’ L M
Q If I were to tell you that I filed the

application for Yates Petroleum Company andg to have the
Austin and Mississipian Pay approved according to procedure,
would you tell me I wae-wrong? |

A No sir.

Q If I were to tell you that Yates Petroleum
Corporetion was the company that signed the application for
the Northwest quarter of Section 20 and hot Harvey Yates
Company, would you tell me I'm wrong?

A The maps show thet, but I would sssume Harvey
Yates are involve& in it too, aren't they. -

Q I can not say that.

Nye Reporting Service, Inec.
Certified Shorthand Reporters
621 Old Santa Fe Trail ~ Suite 7
Santa Fe, New Mexico 87501
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— e e | A I think I can —- tend that to. Maybe Adobe |
. T when t they ‘sald Yatos meant both Yates people. I dom't know.
3 Q - On Jannary the 23rd, in Harvey Yates Company o
1 office you were gliven the opportuhity to join in with the 5
”ngrilling of this well based on the South half of a location
~ 5| " in the Southeast of . !m ?nuth\;es:t;vere you. not.“ And pay ”
7 your bné;éiéhth”éhare of the well? - -
él ‘ ? 8 A - They did say that I could do thaf, yes sir.
% : A 9 Q Have you ever responded to that/offer?
%“*“““““m“~§ e [ A Not in the form of a letter, but it wasn't in
. | i | it tue form ¢f a letter that i wae agked, o
; 12 Q Did you ever respond by letter or orally?
g 3] A . { did through Mr. Héndrix letier yes, 1 was ——

b G

1 R et Y VA 0 SRR R 0

14 previous to ﬁriting that and sending it to them yes sir,-

15 And I talked to Yates Petroleum people and said could yoﬁ
16 all not work out something --

Y Q ’-In other words, yoﬁr response to that offér
18 was your exhibii seven, which invites them to join in the

19 drilling of a well spacéing the East half?

o

20 A Well, it was also through our conversations
21 with their various partners, assoclates in what they should
22 get, Yates Petroleum Company showed a very amicable relation-
23 ship with -- we were working very closely together.

24 Q - But the answer to my question is you never

.
B
&
B
i
j.g

25 rejected Harvey Yates offer to join?

Nye Reporting Service, Inc.

Q Certified Shorthand Reporters:
) ; 621 Old Santa Fe Trail — Suite 7
% . : Santa Fe, New Mexico 87501
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- - ‘”WW”{l”"W”"'“””A -~ T told Mr. Lattu and Mr. Bob Strand we cé;ia
ﬁﬁ\ 2 hot Jbln on that type of deal, let's get together and talk

3 about it, yes sir. I don't‘know that I need to write a | bj

4 letter and say object to' it because 1 want to talk and work

5| out something and compromise and get it done and get on with

6 it.
ST ' - Q Did you offer the meeting on January 23rd to.»
; ’ i 8 pay for the ;eiSmic.and geological work that had been done

9 by Harvey Yates Company in that area?

. g oA Sir, to my knowledge. théy.have,ane;noﬂﬁﬁismicn
% 11| work with relation to éection 8. This was told torusiby some
'''' § -12 efwthe,peopiejinWthe workipgrinteiest”gg}E.AVTheyrwere going
% 131 to do it. They were not invoived in Section 8. To help
;
éi 16 that they were being asked to pay for their share of this
'é 17 seismic. So I think that's a bunch of, of -- you want to
.f4 -_é 18 address me about Section 8. /
N fé 19 Q Did you offer to pay for your share?
o~ é 20 A Né sir. 1 wasn't asked to; S
‘g 21 Q Thahk,yoﬁ, you answered a question.
% 22 ’ A No one has told me how much it was siﬁée -
g

R N ST P
AR AR Y oA et

23 || never showed me.
24 . Q = Mr. Monaghan.

25 ’ A Yes.

Nye Reporting Service, Inc.
Certified Shorthand Reporters
623 Old Santa Fe Trail ~ Suite 7
Santa Fe, New Mexico 87501
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them. Spend a lol wore time, do a 1ot more detail work,

““to come up with, and we do not have Adobe Wells, and we were

-right to take the maps?

fsonm#points_down there and write his own little schedule there

Company wouldn't let you have thelr maps to go oveilr wiithh your

A - We said'do you have anything we could take with

you that would help something with what we've got to show

refused.

Q Do I understand you to say you were refﬁéed the

A ‘Take anything. Mr. Carlton was allowed to put

Q@  He took the points off Mr. Lattu's map?

A He took some points, I couldn't see across the
table, ; didn't have my glasses on, I wasn't looking too
particularyyﬁﬂ’

Q 'vIn that meeting, did you all discuss the dril-
J.ug of a well in the North half of Section 87

A We told him that if there's a well drilled there
that we didn't think the North half would ever beedrilled,
it wouid be very risky and our lease was going to be just
sitting out there and we would get nothing for it, it would
never be drained.

A Doesﬁ't Harvey Yates Company have as much

acpeage or more écneage in the North half of the Section than

Nye Reporting Service, Inc.
Certitied Shorthand Reporters
621 Old Santa Fe Trail ~ Suite 7
Santa Fe, New Mexico 87501
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fffffffffffffffffffffffffffffffffffffffffffffff | ‘
T i| " you peopls do? |
‘ 2 A Approximately the same. , , ‘
) ' IR - Q I think they have a 160 acres in the North
1
! half.
5 A They've got 160 in the South half, sir.
K R They've got 160 awes don't they, on tho Wost

7 half of the Northeast and the East half of the Northwest?P
8 A The West half, Oh, okay. 160. That's what

9 1 said, 160, I believe in the North half they .own 160 in

S - = s - 10 the South hal?. ; B e

L1 Q So they own reaily, more acreage than you do

12 in the North half, also?

I e e A R

: 13 A "I thought you sald they own more acreage,
. 14 period. Yes, they own more than we do, yes.
£ ]
; : 15 MR. LOSEY: I think that's all.
16 MR. RAMEY: Any other questions of the witness?|
17 He may be excused.
18 THE WITNESS: Thank you, sir.
19 ' MR. RAMEY: Do you have anything further, Mr.

20 Coffield?

2] MR. COFFIELD: No sir.

22 ' MR, RAMEY: Mr. Losey?

23 MR, LOSEY: 1I'd like to take aboutvtwo or

24 three minutesibefore seeing about the re—direct; Mr. Ramey,
5 25 | |

Nye Reporting Service, Inc.
Certified Shorthand Reporters
621 Old Santa Fe Trail ~ Suite 7
Santa Fe, New Mexico 87501
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(Wherenpon a discugsion was tad off the record.

MR. RAMEY: The hearing will come to order,
pleage. Mr. Losey, I assume you have something further.

MR. LOSEY: Yes sir. I have some re-direct.

RE-DIBECT EXAMINATION
BY MR. LOSEY: :
Q You are the Andy Lattu thaé testified on

Direct Examination?

e8, I am.

‘A
Q Do you have an opinion as to whether or not

the Austin-Mississippl Pay zone or Austin Pay Zone is a

water dry?
A Yes, I do.
Q Wwhat is that opinion?
A It is not a water dry. There has beeﬁ no-show

formation water in any that has penetrated the zone. The
Phillips Well, which is the highest well on the field is
apparently at or:near depletion.’ It's my understanding that
the Phillips has been an attempt to plug and abahdon that
well in the Austin Pay zone. It has made no water. If it
were~a water dry reservoir I would anticipate the Phillips
Well to be one of the last wells to be depleted. If the

reservoir did not have a continuous permeability or porosity

Nye Reporting Service, Inc.
Certified Shorthand Reporters
621 Old Santa Fe Tratl —~ Sulte 7
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""" ‘1  throughout it, then it would not be a water dry reservoir,
™ 2| and this is what I think the case is. I think it would be
31 a gas depletion reservoir. : L.
1 o HR. HENSLEY :Mr. Commissioner, may I voirddfe
Q) the witness as to his qualifications as a reservoir engin-
61 eer?
7 THE WITNESS: I'm not a reservoir engineer. 2
8| fThere is, as I said, at the beginning o? my statement, that
- 3 é" 9 has not beén a single show of formation for water in any
; 10} well that has penstrated. | | | o
T Y ' MR.HENSLEY: I didn't understand that you were, 2
: % | 12 that's why I quesiioned that informationm.
% ] i3 MR. LOSEY: We'll so note, Mr. Hensley, that
~§ - 41 we know Mr. Lattu's a geologist. I think that's ;11.
ng £ 15 - FURTHER RE-CROSS EXAMINATION
g 16}  BY MR, HENSLEY:
L 17, Q Mr. Lattu, is it your opinion that if: this was

18] - a water dry reservoir, ‘that the depletion of this Phillips-

2] Austin Well in Section 17, would it ultimately result  in

) 201 the production of produced water in conjunction with hydro-
B 21| carbons?
22 A You mean would it make water before being
% 23 depleted? o
% 24 Q@  Right.
L ,;t\ 25 A - Yes, I feel that that would be an agsumption..

o
Nye Reporting Service, Inc.
Certified Shorthand Reporters
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A That's my opinion of this reservoir, yes.

Q Is permeability a function of whether or not

water -- produced water would be produced in conjunction with

a gas reservoir like this?

A Well, water dry reservoir requires good perme;
ability.

<Q If ﬁefméabiiitY”Wﬁﬁ'éﬂ‘ ietly horizontal perme- |
ability, and Bot vertical into the water producing zone,

would you ~expect to ever encounter any water?
A Ib e ~~- this is a rulitie (gié) type
carbonate, I believe the povosity and permeability afe

pfobably equal both vertical and horizontal. And I fegl

,that if this reservoir was a water dry before the Phillips

¥Well was depleted, you would see iater.

Q Do you have any explanation at all as a geolo-
gist, why these good porosity sections which Mr. Carlton
described on the logs were never even tested when the wells
were drilled?

A 1 believe the porosity and permeability is as
good vertical as horizontal as I previously stated; They
perforated the upper portion of it. Looking at thg logs, the

lower portion does not appear to be water wet and therefore

Nye Reporting Service, Inc.
Certitied Shorthand Reporters
6231 Old Santa Fe Trall —~ Suite 7
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! they may have seen something in the samples that they -
£ 21 felt the sonic log porosity was not in fact porosity. e
_.._. o @ Ten't it more likely that what they found N
1 was high water saturation, if you've got that porosity indi- i
i 5 cation on your logs. 1Isn't that customary in the industry
i 6] where you've got a section iike tihai andryou only perforate — :
7 'a very small porticon of the upper intervalt_ha:t vou do so | ﬁ l
38 because of your fear of the water contact? —
A A 9 . A I don't believe the lower portion is porosity.
- - 1. .T¢-may have been curiosity or something else in the samples |
- - -1 -that led them to -~ they dida't test it and they diqa't S e ;_.
12 know why. 1In speculation on both our sides as to who's B I
- 13 right but this igs mv opinion. i T S
‘ _ i Q Whygoesa water dry reservoir require uniform .
: ‘ €3 15 permeability? 7 - - , I
‘ 16 ' A I didn't say uniform, it requires good permea- L
% ‘ 171  bility, you need a larger hole to push a water molecule
~ / 18| through than a2 gas molecule. _' '
: K 19 MR. HENSLEY: No further questions, | - |
EN x 20 MR. RAMEY: Do you have any questio;ls? '
21 ’ MR. iLOSEY‘: I have no further questions.
; 22 - MR. RAMEY: The witness may-be excused. Do
1 23 you have anything further Mr. losey?
: 24 ) MR. LOSEY: Yes sir. Mr. Strand. He has not
25| been sworn. |
y F -
5 Nye Reporting Service, Inc.
3 Certitied Shorthand Reporters
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'ifbéing called as a witness aﬁﬁfﬁaviﬁg“beewi

ROBERT STRAND

<]
[+
3
peb
a
!
2
g
2
-3
3
5
3
'3

hié oath, testified as follows, to-wit:
DIRECT EXAMINATION
BY MR. LOSEY:
Q - You heard Mr, Monaghan testify with respect
“to a phone conversation with a person who he said called

him and told him he was Bob Strand, did you not?

12

i4

15

16

A Yes sir. ‘ _

Q Have you ever talked to you; knowledge to Mr.
Monaghan? - |

A Nc¢, I-have nct.

Q Did you not call him on February the first

and have the telephone conversation that he testified to?
A No. |
'(' Q | Did you eﬁer teli him in a telepbone conversa-
tion that if he drilled the Bast half he'd have to carry
Harvey Yates Company and with no penalty? |
A No sir.
Q Have you evef had any telephone conversation

with Mr. Honaghan?

A No sir.
Q Did you aver send any letters to Mr. Monaghan?
A Yes, Mr. losey, on February first I directed a

letter to Cal-Mon, to the attention of Mr. Monaghan, and

Nye Reporting Service, Inc.
Certified Shorthand Reporters
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Santa Fe, New Mexico 87501
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L , I encloged with that ieiler were an opeyatingmagtégmégﬁ"éég;wwﬂerww'w
o 2l ‘fhe"AFEA£QA£;§ been referred to previously: Reguesting them
3 to join and participate in the well, |
1 ' Q - Did you have further«rcOrrespondence with |
51 them? _
"G, A Yes, on February eighth, i ﬁight back up and
; 7 state when I sent the first letter the only interest owners
; 8 that I was aware of that were in ownership in that particular
Z 9 state lease were Cal-Mon 0il Company and John Hendrix Corpor-
é 10 ation. Subsequent to that I ordered some assignments fr°m,wm,,ﬁ”; N
A% ) Wff"'an abstractorrzh Lovington which indicated there were a
VV .12 number of other parties that owned working interest in that
15| -particular lease. On February 8, 1979, I directed another
- 14 letter with basically the same terms in it to all of these tf,
y o 15 peonle, and I believe it alsc went to Cal-uon and the Hendrix|. |
i é i6 Corporation.
;?g 17 Q . I have marked that as Exhibit Six, and your
f % 18 prior letter of February one as gxhibit Five. Is Harvey
‘ig 19| Yates Company a party-to the Adbﬁeﬁfa operating agreement?
: % 20 A Yes sir.
é 21 Q And that resulted in the well that's been
; §~ 22 testified to drill in Section 167 | 4
A§ 23 A That's correct.
% 24 Q Are you familiar with the joiht operating agree+
.§ 25 ment that was proposegby Adobe in the drilling of‘that.well?
Nye Reporting Service, Inc.
~ Certified Shorthand Reporters
621 Old Santa Fe Trail — Suite 7
Santa Fe, New Mexico 87501.
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rate charged by Adobo
A Yes sir, Mr. Losey, I called our office in

Rosewell about an hour ago and talked to my secretary and

had her get the particular file involved and she pulled out

the operating agreement and read it to>me; the figures of
$2,620 for drilling, $275 for producing each per month.

Q The proposal of Harvey Yates Company in this
case was $2,700 for driliing and $270 for producing?

A Yes.

Q Did you also determine what the AFE was for
drilling of this Adobe 16 Well?

A 1 wﬁs unablé to locate that; Mr. losey. 'i do
have that information for Hannah Well drilled in Section
17.

Q That was the well that is just now beiig

completed in the same pay zone; is it not?

A ~ Yes sir.

Q Aﬁd Harvey Yates Company was a party fo it?

A Yes.

Q what was the dfy hole cost for that well, the

AFE?
A This particular AFE, Mr. Losey, indicated a
casing point cost of $588,500.

’

Nye Reporting Service, Inc.
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0 What was a producing well cost?

A $913,500.
MR. LOSEY: I believe that's all Mr. Strand.
CROSS EXAMINATION
BY MR. HENSLEY:
Q Mr. Strand, what is your position with Harvey
Yates Cbmpény?

A Mr. Hensley, 1'm employed by the company as an

in-house lawyer and as a land man.

Q When you talked to your secretary a few minutes
ago, did you askwhgr”to gee if she céuld locate any telephone
tickets for February one, hetween your office and Mr. Mona-
ghan's office for Midland?

A~ No sir, I 4id not

S -
v

Q If:you didn't have this conversation with Mr.
Monaghan, who did? »

A I haven't the faintest idea. -
Q Were you in the office that day? ‘
A Yes, 1 expect so. This letter was dated Feb-

ruary fffst, the first letter we put into evidence , the
Exhibit Five, and I'm éure I wrote that letter on'February
first. | |

MR, HENSLE?: No further questions.

MR. LOSEY: I have no farther questions.

MR. RAMEY: The witness may be excused.

Nye Reporting Service, Inc,
Certified Shorthand Reporters
621 Old Santa Fe Trail ~ Suite 7
Santa Fe, New Mexico 87501




e, S R S e S L T e T

.
T Y

A e P S S S Rl e e e

(TN

S O VUV OO USRS, {1 ¢ S
FURTHER RE-DIRECT EXAMINATION
BY MR, LOSEY: — - — T — ‘
Q You are the same George Yates who testified
on NDirect? |
A Yes sir, I am,
Q And you're the sams George Yates who offered

Mr. Monaghan of Cal-Mon Oil Company in Mr. Carlton's presence

the opportunity to, on January 23rd, to 22nd, to participate
in drilling a well in the South half of Section 87

A Yes sir. .

Q Have ycu had any responSé from Mr. Monaghan

since then? | |
- A I have not.

Q Mr. Yates, 1f the Comhission sees fit to approve -
the dedieatioh ofrthé S&uth half and the drilling-6f the
well you proposeiin the Southeast/Southwest, .and it results
in a producer and confirms the geology that Mr. Lattu has
presented here today, would Harvey Yates Company be interested
in drilling a well in the North half of Section 8?

A If our prospect is confirmed by the drilling
of the well in the South half of Section, I would anticipate ‘
drilling the North half of Section 8.

Q Actually, your company and the unit in the North
hal: oi Section 8, own three quarters of that acreage, do they

not?

Nye Reporting Service, Inc.
Certified Shorthand Reporters
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Santa Fe, New Mexico 87501




14
15
16

17

19
20
21
22

23

24

MR, TOSEY:  That's all,

FURTHER RE-CROSS EXAMINATION
BY MR. HENSLEY: |
'Q Mr. Yates, directing your attentioﬁ"to Hendrix
Eihibit number eleven, which is a letter from John Hendrix
to-you dated January 31, 1979, eoncerning drilling a-.well
in the Fast half of Section 8, did you ever reply to that
letter?

A > I didn't reply to that letter. Harold, the

fhat point an AFE and an operating agreement to Cal-Mon
and it's partners.
Q So neither of you responded to eeach other's
proposals in writing?
| A That's correct.
MR. HENSLEY: Thank vyou, .
MR, RAMEY: Any other questions of the witness?
MR. LOSEY: No iurther-questions.
MR. RAMEY: You may be excused. Do .you have
anything further, Mr. Losey? )
MR. LOSEY: ©No sir, Mr. Rame&.

‘MR. RAMEY: Mr. Hensley? Mr. Coffield?

Nye Reporting Service, Inc.
Certified Shorthand Reporters
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MR. COFFIELD: No sir,
MR, RAMEY: ‘The Commission will taks ths cass
| o o ;
under advisement, and the hearing is adjourned.
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REPORTER'S CERTIFICATE

I, STEFANIE XANTHULL; a court reporter, DO HEREBY
CERTIFY that the foregoing and att;ched Transcript of
Hearing before the 0il Conservation Division was reported
correct record of the hearing, prepared by me to the
best of my abillity, knowledge and skill, from my notes taken
at the time of the hearing.

Stefanie Xanthull, C.S.R.

Nye Reporting Service, Inc.
Certified Shorthand Reporters
S21 Old Santa Fe Trail ~ Suite 7
Santa Fe, New Mexico 87501




Z&jc:@,

Az/ﬁf

o Qé/t//’o/ 2260 Z))/ 320
O 74 ,ézz/ NE S

h I uﬂﬂ/i’yya/ ﬁfmp/w@/ /ozu e E4.

=:fﬁ1;;jte%~:m0%;

C‘V/lef/— /UO //%c 2 »F&ﬁ /7 Eaﬂ /7!/(70/6‘//an |
e g?.Sm_,_z_z-_p,qu’eo»ye,,, X:yé:p U P oo e /yc(? e

T
o %/? #2700 %’i 12):’ f;\\/ C')o/ :?; }(& i

Neeol Opidey BeSire 3-/F-209

N s e

TG Confrerd PP

Coth- s

| o é ’ Q/é/“? (}érﬁ r/,l ‘”M | o
i =
! /5 509 ‘s Ao/)

W éﬁ/”{; /74 000 ?}

Gerotiy G\ P V1o / o
/ e /‘ﬂ‘”/« - Z)'/f’ \/2«9’-0!; : /%”{/?/ |

R




OIL CONSERVATION COMMISSION

STATE OF NEW MEXICO ‘ A l
‘ -]

o L s
DIRECTOR LAND COMMISSIONER » STATE GEOLOGIST
JOE D. RAMEY PHIL R. LUCERO EMERY C. ARNOLD
‘ March 9, 1979

6488

Mr. Conrad E. Coffield Rei CASENO.__ o s

Hinkle, Cox, Eaton, Coffield ORPER NO.
& Hensley . :

Attorneys at Law ,

P, O. Box 3580 S Applicant: . :

Midland, Texas 79702 - S

John H.' Hendrix Corporation

Dear Sir:

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

ours very truly

Copy of order also sent to:

Hobbs 0CC x

Artesia OCC
Aztec 0CC

Harold Hensley, A. J. Losee

Other
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This cause came cn for hearing at 9 a.m. on
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1559/04) © e e ‘ CGyangs 5508~
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'é.;/eeeei-, havxng considered .the testimony, the record, and the
é Yhe e/
6)5»' ; g 45 { e and being fully advised in the
premises, '
FINDS :

STATE OF NEW MEXICO

LNLRGY IND MINERALS DEPARTMENY
OIL CONSERVATION DIVISION ’

[ IN THE MATTER OF THE HEARING

! CALLED BY THE OIL CONSERVATION
DIVISION FOR THE PURPOSE OF
CONSIDERING:
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Orde1 No. R~

NI(D\ That there are interest owners in the proposed proration

~i8

lf)‘ff« Ef2 of seit See¥isn 8D

unitpwho have not agreed to pool their interests.

/755) That to avoid the drilling of unnecessary wells, to
protect correlative rights, and to afford to the owner of each
interest in said unit the opportunity to recover or receive
without uwnnecessary expense his just and fai:VShare of the gas
in said pool, the subject aéplication should be»approved by
pooling all mineral interests, whatever they may be, within said
unit. |

4;46) That the applicant should be designated the operator
of the supject well and unit. .

ﬁ#ﬁ?) fhaﬁ any non-consenting working interest owner should
be affordea 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.

/9(8) That any non-consenting working interest owner that
does not pay his share of estimated well costs should have

withheld from produciion his share of the reasonable well costs

risk involved in the drilling of the well.

/59) That any non-consenting interest owner should be
afforded the oppgrtunity to object to the actual well costs but
that actﬁal well costs should be adopted as the reasonable well
costs in the adbsence of such objéction.

/&(10) That following determination of reasonable 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 exceed estimated well costs and
should receive from the operator any amount that paigd estimatéd

well costs exceed reasonable well costs.

L emtensaon from the Pivision for gaod cause shown

plus an addit 1onal 4400 ?% thereof as a reasonable charge for th
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/5@ (22) That % Mﬁ:& should be fixed as - reason-

able chargesfor supervision (comblned fixed rates); that the L

operator should pe authorized to withhold from production the

- : proport:.onate share of such supervision chargesattrlbutaole to

each non-consenting working interest, and in addition thereto,

PR Y RNt

the operator should be authorized to withhold from production
the proporticnate share of actual expenditures required for
operatlng the subject well, not in excess of what are rea.SOnable,
attributable to each non-cohsenting w'orkiﬁg interest. | .

/7(.1;%) That all proceeds from production from the subject

T ' (well which are not disbursed for any reason should be placed
in escrow to be paid t¢“the true owner thereof upon demand and

prOofkof ownership.

gd(w) That upon the failure of the operator of said pooled
unit to coml—nence’drilling of the well to which said unit is
dedicated on or before !222&6 f[/Z: /G 7T , the order
pooling said unit should lgecome null and void and of no effect
whatsoever. p ;

IT TS THEREFORE ORDERED:

(1) That all mineral interests, whatever they may be,
in the %%@m%}aomatiorﬁ underlying the ‘:/ZZ/
of section _¥__, ‘Township /4 Sonth . Range 34 Fosd

NMPM,@‘«- ‘ /2&/ L.E () County, New Mexico

are hereby pooled to form a standard 3w- acre gas spacing

i

and proration unit to be dedicated to a well to be drilled

) (2 ’ zé

PROVIDED HOWEVER, that the operator of said unit shall

commence the drlll:mg ‘of sald well on or before the _/_ﬁléay of

i; Y4 ' 19‘_/,? , and shall thereafter continue the drillind

of said well ‘with due diligence to a depth sufficient to test the

i
Misst //M/am formation; ol

PROVIDED FURTHER, that in the event said operator does not

commence the drilling of said well on or before the Z ﬁﬁ day of

(71;{.@, , 1999 , Oorder (1) of this order shall be null

‘a3aaG voild and of no effect wnatsoever, unless said operator obtains

fa tire extension from the Pivision for gocod cause shown.




PROVIDED FURTHER, that should said well not be drilled to

 completion, or abandonment, within 120 days after commencement
thereof, said operator shall appear before the Division Director ahd

show cause why Order (1) of this order should not be rescinded.
i A

(2) That L 4n vr/losis hereby designated
the operator of the subject well and unit. '

n T j (3) That after the effective date of this order and within
| 30 days prior to commencing said well, the operator shall furnish

i
L : j Il tne Division and each known working interest owner in the subject : I
e : unit an itemized schedule of estimated well costs. - ;
- (4) That within 30 days from the date the schedule of %

estimated well costs is furnished to him, any non-consenting

[P W

working interest owner shall have the right to pay his share

of estimated well costs to the operator in lieu of paying‘his

share of reasonable well’costs out of production,.and that any
such owner who pays his share of estimated well costs as pro-
vided above shall remain liable for operating costs but shall
S not be liable for risk charges.
Al (53 That the operator shall furnish the Division and each
known working ipterest owner an itemized schedule of actual well
costs within 90 days following completion of the well; that if
no objection tdythé actual well costs is received by the Division i
and the Division has not objected within 45 days following 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 thé Division will
determine reasonable well costs after public notice and hearing.
kG) 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
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Order No. R-
above shall pay to the operator his pro rata share of the amount

that reasonéble well costs exceed estimated well costs and shall

estimated well costs exceed reasonable well costs.
(7) That the operator is hereby authorized to withhold'
the following éosts and charges from production:

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

(B) As a charge for the risk invélved in the
drilling of the well, _/_ D0 Zr) of the pro rata
share of reasonable well costs attributable
to each non-consenting working interest
owner who haé not paid'his share of estimated
well éosts within 30 days from the date the
schedule of estimated well costs is furnished
ﬁo him.

(8) That the operator shall distribute said costs and

charges withheld from production to the parties who advanced

the well costs. l;goo /e./ mon/% WA/ /e QZ«’/// ?L

287, /%q>¢av4;
(9) That 4 17 pax-_-_manth is hereby fixed as < reasonabl

charges for supervision (combined fixed rates); that the operator
is hereby authorized to withhold from production the proportionate
share of such supervision chargesattributable to each non-
consenting working interest, and in addition thereto, the operator
iz 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.

Ww
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(10) That any unsevered mineral interest shall be considere€

a seven—-eighths (7/8) working interest and a one-eighth (1/8)

nterest for the purpose of allocating costs and charges

royalty 1i
under the terménafwgﬁiéwégdéi. """
(11) That any well costs or charges which are +o be paid

out of production shall be withheld only from the working

interests share of production, and no costs or charges shall

Sk ERT TR TP ). 20 S
IO W Llidilcoasa  deme oo

(12) That all proceeds from production from the subject

well which are not disbursed any reason shall immediately

L
be placed in escrow in- ,Z{f;? County, New Mexico, to be

paid to the true owner thereof upon deman

that the operator shall notify the Division of the name and

address of said escrow agent within 30 days from the date of

first deposit with said escrow agent.

‘(13) That jurisdiction of this cause is retained for the

entry of such further orders as -the pivision may deem necessary.

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

above designated.

“Lk”Lﬁ*AWFrﬁM~eroduntien_at;ributable;tomrgyalty interests. '

d and proof of ownerships

d
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Geofogur
POST OFFICE BOX 293

MIDLAND, TEXAS 79701
. March 1, 1979
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AUSTIN AREA, LEA COUNTY; NEW MEXICO A
The Austin Area appears to be on an anticlinal feature north of and on trend
with the Caudill Anticline to the south. Pr&duction possibilities are primarily
related to closure, although some are highly dependent on stratigraphic conditions.
The main prospects are San Andres, Wolfcamp, Pexmo-Pennsylvanian Lime, upper Penn-
gylvanian Lime, Strawn Lime oil and Atoka, Morrow, Chester Lime and the Siluro-
Devonian o0il and/or gas. The Chester Lime and the Silvro-Devonian-are the prime
prospects here. . :

“The Phillips #1 Austin (M-17-14-36) is the highest well on this feature to
have perietrated the Siluro-Devonian. 1t found the top 140 feet of that section

——_tight,. but found good reservoir rock filled W1th formatlon water below that point.

COF 4,925 MCFGPD. It had made 4,023,148 MOPQ + 57516 BD to 1-1-78 and was pro-
duc1ng at an average rate of 1s, 000 MCFG + 122 BD per month at that time. Cherry
“Brothers #1.Austin-State (E-19- 14-Q6) was ‘an attempt to extend this production 2/4
mile to the southwest. This well was 47 feet low on the Siluro-Devonian and found
the top 75 feet of that section mainly tight (100' brackish water}. On a test of
the Chester Lime pay, the packers failed and only the water blanket and 890' S1i
GCM were recovered. Final Shut in Pressure was 1448§/4s", ThlS well was comple-
ted from a thin (10') Wolfcamp Lime zone (now abandoned) for an'IPF 250 BOPD. In
April 1978, Adobe  §1 State "16" (M-16-14-36) was completed from 33 feet of log
porosity 1n the Chester Lime for an IP COF 2,740 MCFGPD. Since that time, the pay
"gection was re-acidized and reportedly was mak1ng ‘gas at the rate of 14,000 MCFGPD.
It is understood that Adobe has calculated recoverable reserves of 7 BCFG {based
on 320 acre spacing) on their well. The Adobe #1 Hannah (H-17-14-36) has been
drilled to 13825 feet in the lower Mississippian Lime. It found 36 feet of log
poresity in the upper 100 feet of the Chester Lime. As of this writing, the opera-
tors were preparing to production test the Lower Mississippian Lime and perhaps

a zone in the lower Chester Lime section. There are several other wells staked,
but none are at the stage where they could aid in evaluating this area. The Zapa-,
ta #1 Danglade (H-3-14-36) appears to have a very porous Chester section (80' ap-
proximately, but no detail log) which had no shows and was not tested. The Texas
Crude and Sinclair # 1 Richdrdson (M-5-14-36) had 43 feet of sonic log porosity

in four zones in the Chester Lime. The top 8 feet of porosity was included in a
perforated interval which gave up gas at rates up to 2,100 MCFGPD on initial pro-
duction tests. After repeated treating and testing, the volume of gas declined
and apparently the volume of water increased. Lower and better developed porosity
was not tested and is assumed to be water bearlng This well is thought to be
very near the gas/water contact (-9375 +/-). :

It appears that a band of. porosity in the Chester Lime runs in a northeast-
gsouthwest direction across the generally north-south aligned Austin Anticline.
The south half of section 8, T-14-S, R-36-E appears very well located on the struc-
ture, but the north half of that section appears to be dipping off on the north
plunging axis of the Austin Anticline. With the exception of the Zapata 41 Dan-
glade (which had additional section in the top of the Chester Lime), the main
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Austin Chester Lime porosity occurs within the top 100 feet of that wnit. Thus,
. although all of gection 8 is shown to be above the estimated gas water contact of
(-) 9375 feet, the entire Chester Lime porosity appears to be above this datum

. only in the south halt of the section. :
From the above analysis, it appears obvious that the south half of section”
8, T-14-8, R_36,E”is“bgtjerhlocated than the north half of that gection. There
E i is a very real possibility that fﬁé”ﬁEffH"hélf‘is'sowlow“as»torbe uneconomical
TR - ] to drill. Thus, if North Half and South Half Proration Units are approved, there
: ' ¢ may be only one well drilled in section 8--and that in the South Half. If Prora-
: Units are designated as Fast Half and West Half, there could be two wells-drilled - .
£ which would be highex' on the structure and both of which should-find most of the ?
3 Chester Lime Austin Pay Porosity above the estimated water table. This would re-
5 sult in more gas being recovered. Tt could also mean that the State of New Mexi-
b "”Edﬂwouléﬁhave~all¥ofwits"approximatgly 320 acres in this section committed to wells
§ and potentially revemue earning. With only one well driiied—in-the-south-half of
g the section, the State of New Mexico would have only 160 sores committed to pro- =
g duction. ’ I
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DATE: January 26, 1979

CAL-MON STATE #1
Location:
Lea County, New Mexico

V; Locéfién and Roads

- ‘Damages

Footage Contract 10,500ft @ $15 50
Day Work 35 days @  a4100/Day
Cement and Cementing

Float Equipment;. etc,

Mud and Chemicals

I.A I l l
Vl'nlA L APEE
OIL PRODUCERS

51S MIDLAND TOWER

MIDLAND, TEXAS 79701

- 1980' FSL & 660' FEL Section 8, T-14-S, R-36-E

AFE

OFFICE PHONY, $24-44) -

. RESIDENCE PHONE ¢34-4318

SO B

Log and Testing

- Core and Core Analysis

Water

. ,
-Trucking

Perforating
Treating

: Comp]et1on1Un1t -

3

{ Labor

Bits & Rental Equipment

Overhead and Supervision

Contingencies .
Total Intangibles

Surface Casing 400 ft @ $17.04

Intermediate Casing 4700 ft @ $9.77

2nd Intermed1ate Casing
Well Head -

0i1 String 13,900 ft @ ¢6.33
Tubing __ 13,900 ft @ ¢3.02
Rods ‘
Pumping Unit and Base
Prime Mover
Misc. Connections

Total Well Tangibles

Tanks

Treater-Separator

Connections,  Line Pipe, etc.
Total Tank Battery

Total Cost
Your

WORKING INTEREST ONNER
By

APPROVED AND ACCEPTED this _

Day of 19

L BN SN SO

PORATION
E ‘
¢ Sy |
e  Henden
i bl 3-R-77% - 3
| Hood L -
Completed Well To Casing Point = Actual
12,500 12,500
2,500 2,500
173,250 173,250
143,500 143,500
25,000 10,000
~ 65000 1,000
35,000 35,000 . —
40,000 40,000
4000 4,000
4,000 2,000
5,000
50,000
6,000
5,000 v
20000 15,000
10,000 3,000
20,000 10,000
*561,750 451,750
6,816 6,816
45,919 45,919
20,000 10,000 ;
87,987 ?
41,978 %
; 5,000 1,000
*207,700 63,735
10,000
4,000
*791.,950 515,485

_working interest share of .the above estimate is $ :
P1ease accept . and aprove in the space prov1ded’below and return one executed copy to this office.!

JOHN H. HENDRIX CORPORATION
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OPERATING AGREEMENT

DATED =

January 26 1979 :

FOR UNIT AREA IN TOWNSHIP. 14 South _  RANGE._ 36 East , :
3
Lea COUNTY, STATE OF___New Mexico §

Section 8: E/2

e G P AR RO A 1

AMERICAN ASSOCIATION OF PETRGLEUM LANDMEN
APPROVED FORM. AAPL. NO. 610 ,‘:
MAY BE ORDERED DIRECTLY FROM THE PUBLISHER '
KRAFTBILT PRODUCTS, 80X 800, TULSA 74101
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OPERATING AGREEMENT’
26th day of January , 1979, between

Tl{l'fs AGREEMENT, entered into this
John H. Hendrix Corporation

o hereafter designiied as “Operator”, and the signatory parties other than Operator.

WITNESSETH, THAT: , ‘ -

WHEREAS, the parties to this agrcement are owners of oil and gas lecases covering and if so mdlcaled
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 oii and gas to ‘the extent and as hereinafter

. : provided; '
' NOW, THEREFORE, it is agreed as follows:

1. DEFINITIONS

Ac uced in thic agreement; the {ollowing words and terms shall have the meanings here ascribed to

I T G

them. '
(1) The words “party” and “parties” shall always mean a party, or parties, to this agreement.
S . (2) The parties to this agreement shall always be referred to as “it” or “they”, whether the parties be cor-
» porate l.Jodies, partnerskips, associations, or persons real.
(3) The term “oil and gas” shall include oil, gas, casihgheéd gas,ﬂ gas condensate, and éll,oiherrlic';l'lidbr gase-
‘ ous hydrocarbons, unless an inient to limit the inclusiveness of ‘this term is specifically stated.

(4) The term "011 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 all of the lands, oil and gas leasehold interests and oil
and gas interests intended to be developed and operated for oil and gas purposes under this\agreement.
Such lands, oil and gas leasehold interests and oil and gas interests are described in Exhibit “A".

(6) The term “drilling unit” shall mean the area fixed for the drilling of one well by order or rule of any

state or federal body having authority. If a drillihg unit is not fixed by any such rule or order, a drilling

,h; S ~ _ unit shall be the drilling unit as established by the pattern of drilling in the Unit Area or as fixed by ex-

AT press agreement of the parties.
' (7) All exhibits attached to this agreement are made a part of the contract as fully as though copied in ﬁlll
in the contract.
(8) The words “equipment” and “materials” as used here are synonymous and shall mean and jinclude all
oil field! supplies and personal property acquired for use in the Unit Area. .
2. TITLE EXAMINATION, LOSS OF LEASES ANb OIL AND GAS INTERESTS
A. Title Fxamination: ' ‘
There shall be no examination of title to leases, or to oilyyand gas interests, except that title to 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 attofney, 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 all parties. A copy of

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 drillsite 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 drillsite for the

first exploratory well; provided, in the parties are unable to agree upon another drillsite, this agreement shall,
in that case, come to an end and all parties shall then forfeit their rights and be religved 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 title shall be approved or acce;;ted or rejected in like manner as provided above con-

cerning the dri]lsité first selected. If title fo the oil and gas lease covering the second choice drillsite is not

approved or accepled, other drillsites shall be successively selected and title examined, until a drillsite is chosen

=1

“Individual Loss"”
Revised 1967

the examining attorney’s opinion shall be sent to each party immediately after the opinion is written, and,

U P ey
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be subject -to all of isions of thls agreement relating to lessees, to the exient that it owns the

SR

A.APL. FORM 610

to which tiile is approved (;r accepted, or until the parties fail 1o select another drillsite. As in the case of the
drillsiﬁe first selected, so also with successive choices if the time comes that the parties have' not approved
title and are unable to agree upon an alternate drillsite, the contract shal), in that case and at that time, come

to an end and all parties shalt forfeit their rights and be relieved of obligations under this contract.

‘No well other than the first test shall be drilled in the Unit Area until after (1) the title to the lease

covering the lands upon which such well is to be located has been exammed by Operator’s attorney, and (%)

the title has been approved by the /cxamining attorney and the title has been accepted by all of the parties
icipate-in.the drilling of the well.
B. Failure of Title:
Should any oil and gas lease, or interest therein, be lost through failure of title, this agreement shall,
neverbt>l‘1e1ess, continue iii force as te¢ all remaining leases and interests, and
(1) The party whose lcase or interest is affected by the title failure shall bear ’alone the entire loss and it
shall not be entitled to recover from Operator or the other parties any development or operating costs
which it may have theretofore paid, but there shall be no monetary liability on its part to the other par-
tics herots by ressen of such title failire: and
{2) There shall be no retroactive adjustment of expenses incurred or revenues received from the operahon

of the interest which-has been losi; ouv. ‘thié " interests of the parties shall be revised on an acreage basxs

as of the time it is determined finally that title failure hag occurred, so that the ru_u;es’_ of ihe ‘pariy

whose lease or interest is affected by the title failur2 will thereafter be reduced in the Unit Area by the

amount of the interest lost; and ’

(3) I the proportionate inierests of the other parties here(o in any producing well theretefore drilled on
the Unit Area is increased by reason of the title failure, the party whose title has failed shall receive
the proceeds attributable to the increase in such interests (less operating costs attributable thereto)
until it has been reimbursed for unrecovered costs paid by it in connection with such well; and

(4) Should any person not a party to‘this agreement, who is determined to be the owner 5{ any interest in
the title which has failed, pay in any manner any part of the cost of operation,kdev’elopment, or equip-
ment, or equipment previously paid under this igreement, such amount shall be proportionately paid to
the party or parties hereto who in the first instance paid the costs which are so refunded; and

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

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

If any lease or inferest subject to this agreement be lost throﬁgh_failure to develop or because express
or ihp]ied covenants have not been performed, or if any lease be permitted to expire at the end of its primary
term and not be renewed or extended or if any lease or interest therein is lost due to the fact that the produc-
{ion thevefrom is shut in by reason of lack of market, the loss shall not be considered a failure of title and all
such losses shall be joint losses and shall be borne by all parties in proportion fo their interests and there shatl
be no readjustment of interests in the Unit Area.

- 3. UNLEASED OIL AND GAS INTERESTS

ot 4

4. INTERESTS OF PARTIES
Exhibit “A” lists all of the parties, and their respective percentage or fractional interests under this
agreement. Unless chahged by other provisions, all costs and liabilities incurred in operations under this con-
{ract shall be borne and paig, and all equipment and material acquired in operations on the Unit Afea shall be
owned, by the parties as their interests are given in Exhibit ““A”, Ali production of oil and gas from the Urﬁt
Area, subject to the payment of lessor's royalvties, shall also be owned by the partics in the same manner.
—2

“Individual Loss"
Revised 1967
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royalty, production payment, or other charge over and above the usual one-eigthh (%) royalty, such party shall
assume and alone bear ai; ¢ ‘ch excess obligations and shall account for thein to the owners thercof out of its

share of the working interest production of the Unit Area.

5. OPERATOR OF UNIT

John H. Hendrix Corporation shall be the Operator of
the Unit Area, and shall conduct and direct and have full contro! of all operations on the Unit Area as per-
mitted and required by, and within the limils of, thi reement, It shall conduct all such operations in a good

or liabilities incurred, except such as may result from gross ngg]igence or from breach of the provisions of

this agreement.
6. EMPLOYEES

The number of empldyees and their selection, and the hours of labor and the compensation for services
performed, shall be determined by Operator. ~ All employees shall be the employees of Operator.
7. TEST WELL N c
On or before ths- 29th day of April : 19 79 . Opefalor shall commence the drill-

ing of a well for oil:and gas in the following location: . 1980 feet from the south ‘1ine and 660
feet from the east 1ine of Section 8, Township 14 South, Range 36 East, N.M.P.M.

Lea Cournity, Nevi’Mexico.

aind shall thereafter continue the drilling of the well with due diligence to a depth sufficient to
test the Mississippian formation or to a depth of 13,900' whichever is the shallower.

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

Operator shall make reasonablg tests of all formations encountered during drilling which give indica-
tion of containing oil andf gaé in quantities sufficient to test, unless this agreement shall be limited in its ap-
plicatidn to ﬁi—specific fo;;nation or formations, in which event Operator shall be réquired to test only the
formation or formations to which this agreement may apply.

If in Operator's judgment the well will not' produce qil or gas in paying quantities, and it wishes to
plug and abandon’ thé 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
Excépt as herein otherwise specifically provided, Operator shall promptly pay and di>scharge all costs
and expenses incurred in the development and operatibn of the Unit Area pursuant to this agreement and shall
charge each of the parties hereto with their respective proportionate shares upon the cost and expense basis
provided in the Accounting Procedure attached hereto and marked Exhibit “C”. If any provision of Ex-
hibit “C" should be inconsistent with any provision con(ained‘in the body of this agreement, the provisions in

the body of this agreement shall prevail.

Operatsr, at its election, shall have the right from time to time to demand and redeive from the other
parties payment in advance of their respective shares of the estimated amount of the costs to be incurred in
operations hereunder during the next succeeding month, which right may be exercised only by submission to
each such party of an ilemized 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 ils proportionate share of
such estimate within fifteen (15) days after such estimate and invoice is received. If any party fails to pay its
share of said estimate within said time, the amount due shall bear interest at the rate of six percent (6%) per
annum until paid. Proper adjustment shall be made monthly between 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
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9. OPERATOR’S LIEN -

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

In the event any party fails to pay any amount owing by it to Operator as its share of such costs and
expense or such advance eshmate within the time limited for payment thereof, Operator, withoui picjudice o
her -existing remiedies; is auiiiorized; at iis election, 1o collect fromi-the purchaser or purchasers of oil or gas,
the proceeds aceruing to the working interest or interests in the Unit Area of the delinquent party up to the
amount owing by such party, and each purchaser of oil or gas is authorized to rely upon QOperator’s stalement
as to the amount owing by such party.

In the event of the neglect or failure of any non-operating party io promptly pay-its proporhonate part
of the cost and expense of development and operation when due, the other non-operating parties and Operator,
within thirty (30) days afier the rendition ¢f statements therefor by Operator, shall proportionately contribute
to the payment of such delinquent indebtedness and the non-operating parties so contributing shall be entitled

to the same lien rights as are granted to Operator in this section. Upon the payment by such delinquent or

defaulting party to Operator of any amount or amounts on such dehnquent indebtedness, or upon any recovery

on behalf of the non-operating parties under the lien conferred above the amount or amounts so paid or re-
covered shall be d;stnbuted and paid by Operator to the other non-operating parties and Operator propor-

tionately in accordance with the contributions theretofore made by them.

10. TERM OF AGREEMENT

This agreement shall remain in full force and effect for as long as any of the oil and gas leases subjected
to this agreement remain or are continued in force as to anyr part of the Unit Area, whether by production, ex-
tension, rénewal or otherwise; provided, however, that in the event the first well drilled hereunder results in
a dry hoie and no oth\er well is producing ¢il or gas in paying quantities from the Unit Area, then at the end
of ninety (90) days after abandonment Gf the first test well, this agree:r’;ent shall terminate unless one or
more of the parties are then engaged in drilling a well or wells pursuant to Section 12 hereof, or all parties
have agreed to drill an additional well or wells under this agreement, in whichk event this agreement shall con-
tinue in force until such well or wells shall have been drilled and completed. If production results there-
from this agreement sfxall continue in force thereafter as if said first test well had been producfive in paying
quantities, but if production in paving quantities does not result therefrom this agreement shall terminate
at the end of ninety (90) days after abandonment of such well or wells. ft is agreed, however, that the term-
ination of this agreement shall not relieve any party hereto from any liability which has accrued or attached
prior to the date of such termination.

11. LIMITATION ON EXPENDITURES

Without the consent of all parties: (a) No well shall be drilled on the Unit Area except any well ex-

"pressly provided for in this agreement and except any well drilled pursuant to the provisions of Section 12

of this agreement, it being understood that the consent to the drilling of a well shall include consent to all
necessary expenditures in the drilling, testing, completing, and equipping of the well, including necessary
tankage; (b) No well shall be reworked, plugged back or deepened except a well reworked, plugged back or
deepened pursuant to the provisions of Section 12 of this agreement ‘it being understood that the eonsent to
the reworkmg, p]uggmg back or deepemng of a well shall include consent to all necessary expenditures in
conducting such operatlons and completmg and equipping of said well to produce, including necessary tank-
age; (¢) Operator shall not undertake any single project reasonably estimated to requnre an expenditure in
excess of___1en_Thousand Dollars ($_I_QM)

except in connection with a well the drilﬁng, reworking, deepening, or plugging back of which has been pre-

viously authorized by or pursuant to this agreement; provided, however, that in case of explosion, fire, flood,
or other sudden emergency, whether of the same or different nature, Operator may take such steps and incus
such expenses as in its opinion are required to deal with the emergency and to s;feguard life and property,
but Operator shall, as promptly as possible, report the emergency tc the other parties. Operator shall, upon

raquest, fu’rnish copies of its “Authority for Expenditures” for any single project costing in ex-

cess of $_1._Q_LM_0__.
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12, OPERATIONS BY LESS THAN ALL PARTIES

If all the parties cannot mutually agree upon the drilling of any> well ori the Unit Area other than the
test well provided for in Section 7, or upon the reworking, deepening or plugging back of a dry hole drilled
at the joint expens. of all parties or a well jointly owned by all the partios and not then producing in paying

e quan‘\itios on the Unit-Ares, any par'\y ot parties wmuug io driii, rework deopen or plug back such a well

the location, proposed depth, objective formation and the estimated cost of the operation. The parties receiv-
ing such a notice shall have thirty (30) days (except as to reworking, plugging back or drilling deeper, where
a drilling rig is on loca'ion' the period shall be limiled to forty-eight (48) hours exclusive of Saturday or Sun-
day) after receipt of the notice within which to notify the partles wnshmg to do the work whether they elect

lo parhcxpate in the cost. of the proposed operation, Failure of a party receiving such a notice to so re ;21\, to S e e e

i
' ’ '11 wnhm the penod above flxed shall constitute an election by that party not to parhcnpate in the cost of the B l
- proposed operation, . -
, If any party receiving such a notice elects not to participate in the proposed operation (such party or :
N mgépj[igsngingwhgreafler referred to as “Non-Consenling Party"”), then in order to be entitled tc the benefits .- . .. - : —_—
of this section, the party or parties giving the notice and such other parties as shall elect to pai-ticipate in the : -
) operation (all such parties being hereafter reférred fo as the “Consenting Parlies") shall, within thirty (30) :

days after the expiration of the notice period of thirty (30) days (or as promptly as pos§ib)e 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 lhe 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 §uch operations free and clear of all

AR S AR R e e e e T LT P
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i liens and encumbrances of every kind created by or arising from the operations of the Consenting Parties. If

g such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well at their sole
i  , cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this
" ) section results in a producer of o0il and/or gas in paying quantities, the Consenting Parties shall ‘égmplete and
" equip the well to produce at their sole cost and risk, and the well shall then be turned over to Operator and
shall be operated by it at the expense and for the -account of the Consenting Parties. Upon éommencement of
operations for the drilling, reworking, 'ﬂeepening or plugging back of any such well by Consenting Parties

in accordance with the provisioﬁg of this section, each Non—Consehting Party shall be deemed to have relin-

quished to Consenting Parties, and the ConsentingiParties shall own and be entitled to receive, in proportion
to their respective inferests, all of such Non-Consenting Party's interest in the well, its léasehold operating
rights, and share of produciion 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 reverls)v shall equal the total of the following:

(A) 1009% of each such Non-Consenting Party's share of the cost of any newly acquired surfacé equipmehf
beyond the wellhead connections (including, but not limited to, stock tanks, separators, treaters,
pumping equipment and piping), plus 100% of cach such Non-Consenting Pérty's share of the cost of
operation of the well commencing with first production and continuing until each such Non-Consenting
Party's rélinquished 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 wiil be that interest which would have
been chargeable te each Non-Consenting Party had it participated in the well from the beginning of

the operation; and

(B) 2009 of that portion of the cosls‘ and expenses of drilling, reworking, deepening or plugging back,

testing and completing, after deducting any cash contributions. received winder Section 25, and 2009%
of that portion of the cost of newly acquired equipment in the well (to and including the wellhead
connections), which would have been chargeable {o such Non-Consenting Party if it had participated
therein,
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In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall
be permitted to use, free of cost, all casing, tubing and other equipment in the well, but the ownership of all
such equibment shall remain unchanged; and upon abandonment of a well after such reworking, plugging
back or deeper drilling, the Consenting Parties shall account for all such equipment to the owners thereof,

with each party receiving its proportionate part in kind or in \)alue.

the operations for the Consenlmg Parties shall furnish each Non Consentmg Party Wlth an mventory of
the equipment in and connected to the well, and an itemized statement of the cost of drilling, deepening,
plugging back. testing, completing, and equipping the well for production; or, at its option, the operatfng
party, in leu of an itemized statement of such cosis of operation, may submit a detailed statement of monthly
billings. Each month thereafter, during the time the Consenting Parties are being reimb;.xrsed as provided
above, thé Conseniing Pariies shall furmsh the Non- Consenting Partles with an itemized statement of all
costs and liabilities incurred in the _operatmn of the well, together with a statement of the quantity of oil
and gas produced from it and the amount ot‘"proceeds realized from the sale of ‘the well’s workirig interest
production during the preceding month. Any amount realized from the sale or other disposition of equip-

ment newly acquired in connection with any such operation which would have -been-owned by a Non=Con=

‘and of the equlpment purchased in delermlmng when the interest of such Non Consentlng Party shall revert

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

If and when the Consenting Parties recover from a Non-’Consenting'Party's relinquished interest the
amounts provided for above, the relinquished interests of such Non-Consenting Party shall automatically
revert to it and from and after such reversion such Non-Consenting Party shall own the same interest in such
well, the operating rights and working interest therein, the material and equipment in or pertaining thereto,
and the production therefrom as such Non-Consenting Party would have owned had it 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 ef the further costs of the operation of said well in accord-

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

Notwithstaniding the provisions of this Section 12, it is agreed that without the mutual consent of all

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

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

‘for such source of supply.

The provisions of this section shall have no application whatsoever to the drilling of the initial test
well on the Unit Area, but shall apply to the reworking, decpemng, or plugging back of the initial test well
after it has been drilled to the depth specxfled in Section 7, if it is, or thereafter shall prove to be, a dry

hole or non-commercial well, and to all other wells drilled, reworked, deepened, or plugged back, or pro- :

posed to be drilled, reworked, deepened, or plugged back, upon the Unit Area subsequent to the drilling of
the initial test well.

13. RIGHT TO TAKE PRODUCTION IN KIND

Each party shall take in kind or separately dispose of its proportionate share of all oil and gas pro-
duced from the Unit Area, exclusive of production which may be used in development and producing opsi-
ations and in preparing and treating oil for marketing purposes and production vnavoidably Jost. Each party
shall pay or deliver, or cause to be paid or delivered, all royalties, overriding royalties, or other payments
due on its share of such production, and shall hold thie other parties free from any liaBility therefor. Any
extra expenditure incurred in the taking in kind or separate disposition by any party of iis proportionate
share of the production shall be borne by such party.

Each party shall execute all division orders and confracis of sale pertaining to its interest in produc-
tion from the Unit Area, and shall be entitled to receive paymcnt direct from the purchaser or purchasers
thereof for its share of all production.

ion of any operahon under thls sechon, the party conduclmg
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| ‘ -;‘; In the event any party shall fail to make the arrangements necessary to take in kind or separately
‘ dispose of its proportionate share of the oil and gas produced from the Unit Area,-Operator shall have the ¢
right, subject to revocation at will by the party owning it, but not the obligation, to purchase such oil and

gas or sell it to others for the time being, at not less than the market price prevailing in the area, which ' -

,,,,,,,,,,, - ———frem -the Unit-Area. Any such purchase or sale by Operater shall” be ‘subject always to the right of the -
' owner of the production to exercise at any time its right 1o take in kind, or separately dispose of, its shareof
all oil and gas not previously delivered to a p{xrchaser. Notwithsfanding the foregoing, Operator shall not
make a sale into interstate commerce of any other party’s share ot gas production without first giving such

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

C.
14. ACCESS TO UNIT AREA

Each party shall have access to the Unit Area at all reasonable times, at its sole risk, to inspect or

observe operations, and shall have access at reasonable times to information pert/'aining to the development

shall in no event be less than the price which Operator receives for its porlion of thé oil 'and gas produced ) !
" or operation thereof, including Operator’s books and records relating thereto. Operator Shall,-upon request, —~

R, . —furnish cach of ihe other parties with copies of ‘all drilling reports, well logs, tank tables, daily gauge and I
: run tickets and reports of stock on hand at the first of each month, and shall make availiole samples of any

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

15. DRILLING CONTRACTS

All wells drilled on the Unit Area shall be drilled on a competitive contract basis 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
AP charges shall be agreed upon by the parties in writing before drilling operations are commenced, and such
work shall be performed by Operator under the same terms and conditions as shall be customary and usual

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

1¢. ABANDONMENT OF WELLS

No well], other than any well which has been drilied or-reworked pursuant to Section 12 hereof for

which the Consenting Parties have not been fully reimbursed as  therein _provi(ied, which has been com-
pleted as a producer shall be plugged and abandoned without the conseni 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 prdvisions of -Exhibit “C”, less the estimated cost of salvaging aﬁd

the estimated cost of plugging and abandoning. Each abandoning party shall then assign to the non- :
. abandoning parties, without wérranty, express or implied, as {o title or as to quantity, quality, or fitness for use ‘

of the equipment and material, all of its interest in the well and its equipment, together with its interest in

the leasehold estate as to, but only as to, the interval or intervals of the formation or formalioné then open

to production. The assignments so limited shall encompass the “drilling unit” upon which the well is located.

The payments by, and the assignments to, the assignees shall be in a ratio based upon the relationship of
their respective percentages of participation in the Ur_'nit Area to the aggregate of the percentages of partici-
pation in the Unit Area of all assignees. There shall be no readjustment of interest in the remaining portion
of the Unit Area.

After the assignment, the assignors shall have no further responsibility, liability, or interest in the
operation of or production from the well in the interval or intervals then open. Upon request of the assignees,

Operator shall continue to operate the assigned well for the account of the non-abandoning parties at the

e

rates and charges coﬁtemplated by this agreement, plus any adgditional cost and charges which may arise as

the result of the separate ownership of the assigned well.

T m
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17. DEILLAY RENTALS

Delay rentals and shut-in well payments which may be required under the terms of any lease shall be
paid by the party who has subjeclcd:such lease to this agreement, at ils 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 conneclion with its leases. Any
party may request, and shall be enmlcd to recelve proper evidence of all such payments. If, through mistake
or ovexslght any de‘av lonlal or shut in wel] pavment is not paid or is er roneously paxd and as a lcsult a lease

~-or interest-therein termiinales; tHere ‘shall be no monelary liability ﬁgamsl the party who fallcd to make such
'iié}fﬁéﬂﬁf.rﬁr‘)less the parly who failed to pay a rental or shui-in well payment secures a new lease covering the
same interest within ninety (90) days from the discovery cf 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 inv‘olved,
and the/-‘party who failed 1o make proper payment will no longer be credited with an interest in the Unit Area
on account of the ownership of the lease which has term_inatcd.‘ In the event the party who failed to pay the
rental or the shut-in well fia‘yment shall not have been fully reimbursed, at the time of the loss, from the pro:
E : ceeds of the sale of oil and gas attributable to the lost interest, calculated on an acreage basis. for the develop-
ment and operating costs theretofore paid on account of such interest, it shall be reimbursed for unrecovered
actual costs theretofore paid by it (but not for its share of the cost of any dry hole plewously dr:lled or we!]s
‘previousiy aodnaonea) Trof $6 Tuch of ihe Toilowing as is necessary to effcet reimbursement:
(1) Pr o_cecds of oil and gas, less operaling expenses, theretofore accrued to the credit of the lost interest; on

e I T i thaa N ot sts
7 : . ain aCiCagse Gasis, up 1o the amount of unrecovered o OstS

{2) proceeds, less operating expenses thereafler incurred attnbutable to the lost interest on an acreage
basis, of that portion of oil and gas thereafier ploduced and marketed (excluding pxoduchon from any
wells thereafiel drilled) which would, in the absence of such lease termination, be attributable to the
lost interest on an acreage basis, up 1o the amount of unrecovered costs, the proceeds of said portion of
the oil and gas to be contributed by the other parties in proportion to their respective interests; and

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

Operatof shall attem;i to notify all parties when a gas well is shut-in or returned to production, but’

assumes no liability whatsoever for failure to do so.

t
18. PREFERENTIAL RIGHT TO PURCHASE

18. SELECT[ON OF NEW OPERATOR

Should a sale be made by Operator 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

i a new Operator js not so selected, the transferee of the present Operator shall assume the dutie‘s of and act as
Operator. In ecither case, the retiring Operator shall continue to serve as Operator, and discharge its daties
in that capacity under this agrecement, until its successor Operator is selected and begins to function, butl the
present Operator shall nol 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.

— 88—
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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 contracf, and notwithstanding any other provisions to the contrary, no party shall sell, encumber, transfer
or make other disposition of its interest in the leases embraced within the Unit Area and in wells, equipment

and productlon unless such disposition covers either:

(2) an equal undivided interest in all leases and equipment and production in the Unit Area.
Every such sale, encumbrance, transfer or other disposition made by any party shall be made expressly

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

¥ at any time the interest of any party is divided among and owned by four or more co-owners, Opera-
tor may, at its dlscretlon requlre such co-owners to appoint a single trustee or agent with full authority to re-
ceive notices, approve expendltures, receive billings for and approve and pay ‘such party's share of the joint
expenses, and fo deal generally with, and with power to bind, the co-owners of such party's interests within
the scope of the operatxons embraced ir this contract; however, all such co-owners shall enter into and execute
all contracts or agreements for the disposition of their respective shares of the ¢il and gas produced from the
Umt Area anfi they shall have the right to receive, separately, payment of the sale proceeds thereof.

21. RESIGNATION OF OPERATOR

»

Operator may resign from -its duties and obligations as Operator at any time upon written notice of not

less than ninely (90) days given to all other parties. In this case, all parties to this contract shall select by

ma)onty vote in interest, not in numbers, a new Operator who shall assume the responsibilities and duties, and

have the nghts mrescribed for Operator by this agreement. The retiring Operator shall deliver to its successor

all records and information necessdry 1o the discharge by the new Operator of its duties and obligations.

The liability of the partiés shall be several, not joint or collective. Each party shall be responsible
on]y for its obligations, and shall be liable only for its proportionate share of the costs of deve]opmg and
operatmg the Unit Area. Accordmgly, the lien granted by each party to Operator in Section 9 is gWen to se-
cure only the debts of each severally. It is not the intention of the parties to create, nor shall this agreement

be construed as creating, a mining or other parinership or association, or to render them liable as partners.

23. RENEWAL OR EXTENSION OF LEASES
If any parly secures a renewal of any oil and gas lease subject to this contract, each and alf of the ot_}:er
parties shall be notified promptly, and shall have the right to participate in the ownership of the renewal léase
by paying 1o the party who acquired it their several proper proporiionate shares of the acquisition cost, which

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

'If some, but.less than all, of the parties elect to participate in the purchase of a renewsl lease, it shall
be owned by the parties who elect to pai'ticipate therein, in a ratio based upon the relationship of their respec-
tive percenfage of participation in the unit area fo the aggregate of the percentages of participation in the unit
area of all parties participaﬁng 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 shzll be given an assignment of its pro-
portionate interest therein by the acquiring party.

The provisions of this section shall apply to renewa) leases whether they are for the entire interest
covered t_)y the expiring lease or cover only a pogiion of its area or an inferest therein. Any renewal lease
taken before the expiration of its predecessor iease, or tak>en or contracted for within six (6) months after
the expiration of the existing lease shall be subject to this provision; but any léase taken or contracted for
moreé than six (6) months after the expiration of an existing lezse shall not be deemed a renewal lease and
shall not be subjrect to the brovisions of this section.

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

—g
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24. SURRENDER OF-LEASES — S

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

surrendered in whele 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
sther parties not agree or consent, the party desiring to surrender chall assign, without express or implied
warranty of title;-all of its interest in such lease, or portion thereof, and any well, matefial and eguipment
which may be located thereon and any rights in production thereafter secured, to the parties not desiring to
sufrender it. Upon such assignment, the assigning party shall be relieved from all obligations thereafter ac-
A ’ - cruing, but not theretofore accrued, with respect to the acreage assigned and the operation of any ‘weil there-
: on, and the assigning party shall have no further interest in the lease assigned ar{d its equipment and production.
‘ . ) o The parties assignee shall pay to thg 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”,

$7- 757 7 ess the estimated cost of salvaging and the estimated cost of plﬁgging and abandoning. If the assignment is in
' favor of more than one party, the assigned interest shall be shared by the parties assignee in the proportions

thai the interest of each bears tc the inferest of all parties assignee,

Any assignment or surrender made under this provision shall not reduce or change the assignors' or sur-

e e - 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 subjeci to the
terms and provisions of this agreement.
25. ACREAGE 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 t:_he Unit Area, such contribution shall be paid to the party who conducted the

b s e A

e driiiing or oilier operation and shall be applied by it against \@he cost of such drilling or other operation. If
: the contribution be in the form of acreage, the party to whom the contribution is made shall promptly execute
e an assignr;ient of the acreage, without warranty of title, to all parties to this agreement in proportion to their
B ' intereéis in"the Unit Area at that tin{é, and such acreage shall become a part of the Unit Area and be governed
by all the provisions of this contr,aiéf. Each party shall promptly notify all other parties of all acreage or :

. money confributions it may obtain in support of any well or any other operation on the Unit Area.

26. PROVISION CONCERNING TAXATION

} Eacﬁ of the parties hereto elects, under the authority of Section 761(a) of the Internal Revenue Code of B
¥ 1954, to be excluded from the application of all of the provisions of »Subchapter K of Chapter 1 of Subtiile 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 éontain, provisions similar to those contained in the Subchapter of
the Interhal Revenue Code of 1954 above referred to under which a similar election 1s permitted, each of the
parties agrees that such election shall be exercised. Each party authorizes and directs the Operator to execute é
such an e]éction 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 execufe and join in such an election,

Operator shall render for :xd valorem taxation all property subject to this agreement which by law §
should be rendered for such taxes, and if shall pay all such taxes assessed thereon before they become delin- ;
quent. : Operator shall bill all other pérties for their proportionate share of all tax payments in the manner ‘
provided in Exhibit “C". ’ ‘

If any tax ascessment is considered unreasonable by Operator, it may at its discretion protest such valua-

tion within the time and manner prescribed by law, and prosecute the protest to a final determination, unless

all parties agree to abandon the protest ‘prior to final determination. When any such 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, as provided ]

in Exhibit “C”. |
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27. INSURANCE

At all times while operations are conducted hereunder, Operaior shall comply with the Workmen’s i
Comipensation Law of the State where the operations are being conducted. Operator shall also carry or pre-
vide insurance for the benefit of the ioint account of the parties as may be outlined in Exhibit “D" attached
to and made a part hereof. Operator shall require all contractors engaged in work on or for the Unit Atea
_to comply with the Workmen’s Compensation Law of the State where the operations are being conducted and -

to maintain such other insurance as Operator may require. ; '
. In the event Aulomobile 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.
‘ 7 ‘ 28. CLAIMS AND LAWSUITS

If any party to this contract is sue& on an alleged cause of action arising out of operations on the Unit

“Area, or on an alleged cause of action involving title to any lease or oil and gas interest subjected to this con-
tract, it shall give prompt written notice of the suit to the Operator and all other parties.

The defense of lawsuits shall be under the general direction of a commiitiee of lawyers representing the

parties, with Operatdr‘s attorney as Chairman. Suits may:be settled during litigation only wit.h 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

ény final judgment, shall be considered costs of operation and shall be charged to and paid by all parties in :
proportion to their then inlerests in the Unit Area. Attorrieyé, other than staff attorneys for tl.mie 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/iParties in proportion to their then interests in the Unit Area. The provisions of this
paragraph shall not be applied in any instance where the loss which may result from the suit is treated as an
individual loss rather than a joint loss under prior provisions of this agreement, and all such suits shall be

haridled by and be the sole'responsib'ility of the party or parties concerned.

Damage claims caused by and arising out of operations on the Unit Area, conducted for the joint ac-
count of all parties, shall be handled by Operator and its attorneys, the setilement of claims of this kind shall

be within the discretion of Operator so long as the amount paid in settlement of any one clann does not ‘exceed

one thousand ($.1000.00) dol};rs 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 majeure to carry out its obligations under
this agreemenﬁ, other than the obligation to rnake money payments, that party shall give to all other parties
prompt writtén notice of the force majeure 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
d:xring, but no longer than, the continuance of the force majeure. The affected barty shall use all possible
diligence to remove the force méjeure as quickly as possible. ;

The requirement that any force majeure shall be remedied with all reasonable dispatch shall not require : |
the séitlement of strikes, lockouts, or other labor difficully by the party involved, contrary to its *':vishes; how
all such difficulties shall be handled shall be entirely within the discretion of the party concerned.

The térm “force majeure” as here employed shall mean an act of God, strike, lockout, or other industrial
disturbance, act of the public enemy, war, blockade, public riot, lightning, fire, Storm, flood, exp]osion, gov-
ernmental restraint, unavailability of equipment, and any other cause, whether of the kind specifically enum- . ' l

erated above or otherwise, which is not reascnabily 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
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addresses Jisted on Exhibit "A™.  The originating notice o be given under any provision hereof shall be deemed
given only when reccived by the party to whom such notice is directed and the time for such party to give any
‘notice in response ihereto 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 writien notice thereof to all other parties.

31. OTHER CONDITIONS, IF ANY, ARE:

L"v

—12 —

-

AN 3 e



L ’ A.A.P.L. FORM 610

This agreement may be signed in counterpart, and shall be binding upon the parties and upon their heirs,

[

. successors, representatives and assigns.

NPERATOR o _
L. ATTEST: ~ JOHN H. HENDRIX CORPORATION

_ , ) By: 5
S i ' resident - ‘

P ey

Secretary o e e e

R

S e L

NON-OPERATORS

o ERE R

i
|
i

BV A

ATTEST: | CAL-MON OIL COMPANY |
By:

ATTEST: HARVEY E. YATES COMPANY

By:

i LA 1 LD AR

B
3
i
i
)
i
:
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Attached to and made a part of Operating Agreement

) - "dated-danuarymZG,M1919,_9g§ygggwgghn H. Hendrix Corporation as
Operator and Cal-Mon 0il Company and others “as non-operators.- ' . _

Lands Subject to Contract:

N A S b AL A e L

L | -
. - Township 14 South, Range 36 East, N.M.P.M.

Section 8: E/2 .
Lea County, New Mexico ‘ » ;

containing 320 Acres more or less.

Restrictions as to Formations ‘and Depths:

SVt £ap e h AN S AN s F N

From the top of the Wolfcamp to deepest depth
drilled in the initial Test Well..

3. Percentage Interests of the parties to this Agreement:

4 A I A AT B AN

John H. Hendrix Corporation, Cal-Mon 0i1 Company &t al 37.5%
Harvey E. Yates Company A 62.5%
‘ 100.0%

Addresses of the Parties hereto for Notice purposes:

v - 4, Names and

Harvey E. Yates Company

P.0. Box 1933
Roswell, New Mexico 88201

John H. Hendrix Corporation
525 Midland Tower
Midland, Texas 79701

Ccal-Mon 0il Company :
P.0. Box 2066 ;
Midland, Texas 79701 ; ,




W——-—r

COPAS — 1974

e Becomentedp i
ouncit © 2110
B0 rowar 4 Accountants Societies of
North America

e e e EXHIBIT _ “C " , .,

ACCOUNTING PROCEDURE - |
S S | JOINT OPERATIONS : I

I. GENERAL PROVISIONS

E . 7 1. Definitions

. N “Joint Property shall mean the real and personal property sub;ect to the agreement to which this Accounting
Procedure is attached. I

: “Joint Operations” shall mean -all operations necessary or proper for the development, operatlon, protection and
- - maintenance of the Joint Property.

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

“Operator” shall mean the party designated to conduct the Joint Operations. ] S 4
“Non Operators shall mean the parties to this agreement other than the Operator ‘
“F‘artles“ shall mean -Operator and Non- Operators B £

“First Level” Superv1sors” shall mean those employees whose primary function in Joint Operations is the direct :

supervisiop ‘of other employees and/or contract labor directly employed on the Joint Property in a field operat- ¥

B ing capacitly.

o ; “Technical Employees” shall mean those employees having special and specific engineering, geological or ether
i

professional skills, and whose primary function in Joint Operations is the handimg of specific operating condi-
tions and problems for the benefit of the Joint Property. ¥

“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator’s employees,
“Material” shall mean 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 Accountanis Societies of North America.

2. Statement and Blllmgs

: Operator shall bill Non- -Operators on or before the last day of each meonth for their proportionate share of the
P SRR - Joint Account for the preceding month. Such bills will be accompanied by statements which identify the author-
ity for expendlture lease or facility, and all charges and credits, summarized by appropriate classifications of in-
vestment and expefise except that items of Controllable Material and wvnusual charges and credits shall be sep-

arately identified and fully described in detail. ¢

3. Advances and Payments,by Non-Operators

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

Each Non-Operator shali pay iis 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 {welve percent (12%) per
annum or the maximum contract rate permitted by the applicable usury laws in the state in which the Joint
r- Property is located, whichever is the lesser, plus attorney’s fees, court costs, and other costs in connection with
the collection of unpaid amounts, 3

i 4. Adjustments

; Payment of anhy such bills shall not pre]udlce the’ nght of any Non-Operator to protest or questlon the correct-

ness thereof; provided, however, all bills and statements rendered to Non-Operators by Operator during any

| calendar year shall conclusively be presumed to be true and: f‘)rrect after twenty-four (24) months following

the end of any such calendar year, unless within thé said twenty four (24) month’ period a Non-Operalor takes :

: written exception therefo and-makes claim on Operator for adjustment. -No adjustinent favorable to Operator shall : :
be made unless it is riade within the same prescribed period. The provisions of this paragraph shall not prevent !
adjustments 1esultmg from a physical inventory of Controllable Material as provided for in Section V.,

5. Audits

A. Non- Operator upon notice in writing to Operator and all other Non-Operators, shall have the right to’ audlt Ope-
rator’s accounts and records relating 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 exténd the
time for the taking of written exceptlon to ané the adjustments of accounts as provided for in Paragraph 4 of this
Section I. Where there are {wo or more Non-Operators, the Non-Operators shall make every reasonable effort to
conduct joint or simultaneous audits in a manner which will result in a minimum of incolvenience to the Opera-
tor. Operator shall bear no portion of the Non-Operators’ audit cost incurred under this paragraph unless agreed
to by the Operator.

NS GO e a1

6. Approval by Non-Operators

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 js attached contains
no conirary provisions in regard thereto, Operator shall notify all Non-Operators of the Operator's proyosal, and
the agreement or approval of a majority in interest of the Non-Operators shall be controlling on all N"m-Opera-
tors. ;
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Il. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1.

2.

)

Rentals and Royalties
Lease rentals and royalties pald by Operator for the Joint Operations.
Labor

A. (1) Salaries and wages of Operator's field employees directly employed on thei Joint Property in the conduct
of Joint Operations.

~(2) Salaries of First Level Supervisors in tiie fleld, - -
(3) Salaries and wages of Technical Employees directly employed on the Joint Property if such charges are
excluded from the Overhead rates.

B. Operator’s cost of holiday, vacation, sickness and disabilily 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 coniributions made pursuant io assessments imposed by governmental authorily 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 dee“ are chargeable to the Joint Account under
Paragraph 2A of this Section II.

. um..loyee Renefits

tirement, stock purchase thrift, bonus, and other benefit plans of a like nature, appl:cable to Operators labor
cost chargeab)e to the Joint Account under Paragraphs 2A and 2B of this Sechon II sha!l be Operator’s actual
cost not to exceed twenty per cent (20%)

Material

Material purchased or furnished by Operator for use on the Joint Property as provided under Section IV. Only
such 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. ,

Transportatlon

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

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

. to by the Parties. -

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

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

Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by
Paragraph 9 of Section 1I and Paragraph 1. ii of Section III. The cost of professional consultant services afid con-
tract services of technical personnel girectly engaged on the Joint Property if such charges are excluded from the
Overhead rates. The cost of professional consuliant services or contract services of technical personnel not di-

- rectly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed to by .

the Parties.

Equ:pment and Facilities Furnished by Operator -

A, Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates com-
mensuraie 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. Such rates shall not exceed average commercial rates currently prevailing in the immediate area
of the Joint Property.

B.. In iieu of charges in Paragraph 7A above, Operator may elect {0 use average commercial rates prevailing in
. the immediate area of the Joint Property less 209,. For automotive equipment, Operator may elect to use rates
published by the Petroleum Motor Transport Assocnatxon .

Namages and Losses to Joint Property
All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of dam-

- ages or losses incurrad by fire, flood, siorm, theft, accident, or other cause, except those resulfing from Operator’'s

gross negligence or willful mlcconduct Operator shaill furnish Non- Operator written notice of damages or losses
incurred as soon as practicable after a report therecf has been received by Operator.

Legal Expense ‘

Expense_of handling, investigating and settling litigation or claims, discharging of liens, payment of judgments
and amounts paid for settlement of claims ificurred in or resulting from operations under the agreement or
necessary to protect or recover the Joint Property, except that no charge for services of Operalor's legal staff
or fees or expense of outside atlorneys shall be made unless previously agreed to by the Parties. All other legal
expense is considered to be covered by the overhead provisions of Section 1II unless otherwise agreed {o by the
Parties, except as provided in Section I, Paragraph 3. .

—_

R AT

TS

Fai e LR

R

R A

s e




10.

11,

12,

Taxes

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

Insurance

Net premiums paid for insurance required to be carried for the Joint Operations for the profection of the Par-
ties. In the event Joint Operations are conducted in a state in which Operator may act as self-insurer for Work-

_men’s Compensalion and/or Employers Liability under the respective state’s laws, Operator may, at its election,

include the risk.under its self~insurance program and in that event, Operator shall include a charge at Operator’s
cost not to exceed manual rates.

Other Expenditures

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

III. OVERHEAD

Overhead - Drilling and Producing Operations

i. As compensation for administrative, supervision, office services and warchousing costs, Operator shall charge
drilling and producing operations on either:

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

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs a'h"d: expenses of ali-offices-

and salaries or wages plus applicable birdens and expenses of all personnel, except those directly chargeable
under Paragraph 2A, Section II. The cost and expense of services fiom’ oulside sources in connection with
matiers of {axation, traffic, accouniing or matters before or involving governmental agencies shail be considered
as included in the Overhead rates provided for in the above selected Paragraph of this Section III unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account.

"il. The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant

services and contract services of technical personnel directly emp]oyed 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 Iollowmg /[‘)er well per month:

Drilling Well Rate § 2500.00
Producing Well Rate $ 150.00

(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 ferminate on
the date the drilling or completion rig is released, Whichever is later, except that no charge shall
be made during ?usnenswn of drilling operatxons for fifteen {15) or more consecutive days.

5

[2] Charges for offshore drilling wells shall begin on the date when drillinig or compieiion eguipment
arrives onlocation and terminate on the date the drilling or completlon,equnpmenl moves off loca-
tion or rig is released, whichever occurs first, except that no charge shall be made during suspen-
sion of drilling operations for fifteen (15) or more consecutivé days !

[3] Charges for wells undergoing any type of workover or recompletion for a period of 'five (5) con-
secutive days or more shall be made at the drilling well rate. Such charges shall be applied for
the period from date workaver operations, with rig, commence through date of rig release, except
that no charge shall be made during suspension of operations for fifteen (15} or more consecutive
days.

(b) Producing Well Rates

1] An active well either produced or m;ecied into for any portion of the month shall be considered
as a one-well charge for the entire month,

[2] Each active completion in a multi- completed well in which production is not commmgled dc{wn
hole shall be considered as a one-wel) charge providing each completion is considered a:Jeparate
well by the governing regulatory authority.

[3] An inactive gas well shut in because of everproduciion or failure of purchaser to {zke the produc-
tion shall be considered as a one-well charge providing the gas well is directly connected to a per-
manent sales outlet.

{41 A one-well charge may be made for the month in which plugging and abandonment operations
are completed on any well.

[5] All other inactive wells (mcludmg but not limited fo inactive wells covered by unit allowable,
lease. allowable, transferréd allowable, etc.) shall not qualify for an overhead charge.

(3) The well rates shall be adjusted as of the first day of April each year following the effective date of the

agreement fo which this Accountmg Procedure is attached. The adjustment shall be computed by multi=

plying the rate currently in use by the percentage increase or decrease in the average weekly 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 Petroteum and Gas Fields Produc-
tion Workers as_publishad by the United States Department of Labor, Bureau of Labor Statistics, or the

equivalent Canadian index as published by Statislics Canada, as applicable. The adjusted rates shall be
the rates currenily in use, plus or minus the computed adjustment.
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B. Qverhead = Percontage Basis ; l
: (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 1I and all salvage credits.

(b) Operating :

e _Percent ( ~ %) of the cost of Operatmg the Joint Property exclusive of costs provided
under Paragraphs 1 and 9 of Section II, alt salvage credits, the value of injected substances purchased !
for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the min-
i : eral interest in and to the Joint Property.

(2) Application of Overhead - Percentage Basis shall be as follows:
For the purpose of determining charges on:a percentage basis under Paragraph 1B of this Section III, de-
: velopment shall include all costs in connection with drilling, redrilling, deepening or any remedial opera-
! tions on any or all wells involving the use of drilling crew and equxpment also, preliminary expenditures
. necessary in preparation for drilling and expenditures incurred in abandoning when the well is not com-
pleted as a producer, and original cost of construction or installation of fixed assets; the expansion of fixed
_assets_and any_other project _clearly. discernible.as a fixéd. asset, except Major Construction as der.ned in |
Paragraph 2 of this Section HI. All other costs shall be considered as Operatmg o -

e i iom s anmin mact et a2t AR

2. Overhead - Major Construction

To compensate Opetator for overhead costs incurred in the construction and installation of fixed assets, the ex-
pansion of fixed assets, and any other project clearly discernible as a fixed asset required for the development and
operation of the Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall
charge the Joint Account for ‘Overhead based on the following rates for any Major Construction project in excess

e e e e i S - Ao

of § . s e
A 9of !otal costs if such costs aremorethan$________ but less than $ ; plus :
B. __ "7 g, 6f total cosis in excess of $ but less than $1,000,000; plus e
C. % of total costs in excess of $1,000,000. .

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

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.

1v. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

ST Operator is respon51b1e for Joint Account Material and shall make proper and tlmely charges and credits for all ma~
ST e I terial movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; how-
e ever, at Operator’s option, such Material may -be supplied by the Non- Operator. . Operator shall make timely disposition ]
of idle and/m surplus Material, such disposal being made either through sale to Operator or Non-Operator, division in !

PN kind, or sale to outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Opera- ;
tors in surplus condition A or B Material., The disposal of surplus Controllable Material not purchased by the Opera-
tor shall be agreed to by the Parties.

1. Purchases

Matenal purchasegd shall be charf’ed at the price paid by Opera»or after deduction of all discounts received. In case
of Material found to be defective or returned to veindor for any other reason, cregdit shall be passed to the Joint
Account when adjustment has been received by the Operator.

AT AR SR T gt

2. Transfers and Dispositions

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

(1) Tubular goods, except line pipe, ‘shall be priced at the current new price in effect on date of movement on a

s maximum carload or barge load weight 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
movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor-
mally avallable

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

(3) Other Material shall be priced at thé 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, , U S

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 seventy-five 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 determined by Paragraph 2A of this Section 1V,
if Material was originally charged to the Joint Account as new Matenal or

e
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(b) at si_xty-five percent (65%) of current new price, as determined by'Paragraph 2A of this Section
IV, if Material was originally charged to the Joint Account as good used Material at seventy-five per-
cent (75%) 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)

(15 Condition C

Material which is not in sound and serviceable condition and not suitable for its original functior until
after reconditinning shall be priced at fifty percent (509) of eurrent new price as delermined by Para-
graph 2A of this Sectlon IV. The cost of 1econd1tlomng shal‘ be charged to the receiving property, pro-
vided Condition C value plus cost of reconditioning does not exceed Condition B value.

(2) Condition D

All other Material, including junk, shall be priced at.a value commensurate with its use or at prevailing
prices. Material no longer suitable for its original purpose but usable for some other purpose, shall be
priced on a basis comparable with that of items normally used for such other purpose. Opzrator may dis-
pose of Condition D Material under procedures normally utilized by the Operator without prior ‘approval
of Non-Operators.

D. Obsolete Maferial

Material which is serviceable and usable for its original function but condition and/or value of such Material

is not equivalent to that which would justify a price as provided above may be specially priced as agreed to by

the Pzarties. Such price should resuit in the Joint Account being charged with the value of the service ren-
dered by such Material.

E. Pricing Conditions
(1) Loading and unloadmg costs rhdy be charged to the Joint Account at thermin of fiftesn-cents. ‘154)

hundred weight on all tubular ‘goods movements, in lieu of loading and unloading costs sustained, when
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 .of Section 1L

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

Premium Prices

Whenever Material is not readily obtainable at published or lisied prices because of national emergencies, sirikes
or other unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the
requlred Material at the Operator's actual cost incurred in prov1dmg such Material, in making it suitable for use,
and in movmg it-to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed
charge prior to billing Non-Operators for such Material. Each Non-Operator shall have the right, by so 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.

Warranty of Material Furnished by Operator

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

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

Periodic Inventories, Nolice and Representation

At reasonable intervals, Inventories shall be taken by Operator of the Joint Accokunt: ’ _Contrb)lable Material.
Written notice of intention to take inventory shall be given by Operator at least thirty (30) days before any inven-
tory is to begin so that Non-Operators may be represented when any inventory is taken. Failure of Non-Operators

‘to be represented at an inventory shall bind Non-Operators to accept the inventory taken by.Operator.

Reconclllatlon and Ad)ustment ‘of Inventories

Reconclhat!on of a physxcal inventory with the Joint Account shall be made, and a list of overages and shortages
shall be furnished to the Non-Operators within six months following the takmg of the inventory. Inventory ad-
justments shall be made by Operator with the Joint Account for overages and shoriages, but Operator shall be
held accountable only for shortages due to lack of reasonable diligence.

Special Inventories
Special Inventories may be taken whenever there is any sale or change of interest in the Joint Property. It shall

" be the duty of the party selling to nolify 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 inventory.

Expense of Conductmg Periodic Inventoues

The expense of conduciing periodic Inventories shall not be charged to the Joint Account unless agreed to by the
Parties,




Unit Operator shal] carry and requ1re its contractor and sub-contractors to carry the
following insurance at the expense and for the benefit of the parties hereto covering its

EXHIBIT "p"

SCHEDULE OF INSURANCE

operations under the terms of this agreement, to-wit:

Ny

W

Workmen's Compersation Insurance as required by the laws of the State
of New Mexico.
an'l gver te L

1!1

s Liability Insurance
1aw> 61 ‘the State of New Mexico
Contractor's or Comprenensxve Ge#erq. Public '1ab"1’+" Insurance with

minimum ]1m1ts of at lease $100,000.00 for injuries to one person;
$300, 000 00 for 1n3ury in one accident and $100,000.00 for property
damage in one acciden

Automobile - Public L1ab111ty and Property Damage Insurance (with an
endorsement covering non-owned and h1red cars) with minimum 1imits of
at least $100,000.00 for injuries to one person; $300,000.00 for
injuries in one accident and $100,000.00 for property damage in any
one accident.

Insurance coverage on equ1pment as the operator deems necessary for the

protect1on of the joint account.
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Mr. George M, Yates P NaRyy
c/o H. E. Yates Company LT 3* R 79

P. O. Box 1933
Roswell, New Mexico 88201

Re: Austin-Missippian Field
T-14-S, R-33-E
Lea County, New Mexico

Dear George:

-

We have not heard from you-since your meeting with Rober't" L. Monaghan

"and A. 1. Carleton in Midiand on Tuesday, Jaiuacy 23, 1878, regar‘aihg

the problems raised with regard to the drilling of a test well in the subject
area; therefore we have decided to proceed with the drilling of a well at a
location in the SE/4 of Section 8.

We are therefore asking that you join us in the proration unit cénsisting
of the E/2 of Section 8 as was approved by the New Mexico Oil Conserva-
tion Commission on January 29, 1979.

As a joint interest owner with Cal-Mon Oil Company in this lease, we will
act as Operator if this is satisfactory to you and will be more than happy
to furnish you with our AFE and Operating Agreement for your approval,

Yours very truly,

i

JOHN H. HENDRIX CORPORATION

VT

J4hn H. Hendrix, President

JHH/wh ,
cc: Cal-Mon Oil Company




bocket No. 9-79

Docketa los, 10-79 and 11-79 are tentatively sct for hearing on March 14 and 28, 1979. Applicatfons for
hearing must be filed at least 22 days in advance of liearing date.

DOCKET: COMMISSION lIFARING ~ FRIDAY - MARCH 2, 1979

BIL CONSFRVATION COMMISSION -~ 9 AM, - ROOM 205
STATE LAND OFFICE BUILDING, SANTA FE, NEW MEXiCO

CASE 6483: (Continued from February 28, 1979, Fxaminer Hearing)

Application of Yarvey E. Yates Company for compulsory pooling, Lea County, New Mexico. Applicant,

in the above-styled cause, secks an order pooling all mineral interests in the Wolfcamp, Pennsyl-
vanlan, and Mississippian formations underlylng the S/2 of Scction 8, Township 14 South, Range 36
East, Lea County, New Mexice, to be dedicated to a well to be drilled at a standard location tnereon.
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 con-
sidered will be the desigration of applicant as operator of the well and a charge for risk fnvolved

. T . in drilling said well.

: e CASF 6488: Application of John H. Hendrix Coxporation for compulsory pooling; Lea County; New Mexico.

| (;__"_" Applicant, in the ahove-styled cavse, seeks an order pooling all diheral interests in the Missis-
: . T e, sippian formation underlying the E/2 of Section 8, Township 14 South, Range 36 East, Lea County,

! . Rew Mexico, to be dedicated to a well to be diilled at a standard location thereon. Also to be

considered will be the cost of dri‘ling 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. .

CASE 62?2: (Rehearing) (Continued from August 23, 1978, Commission Hearing)

Appiication of Paul Hamilton for salt water disposal weli shut-in, Lea County, Wew Hexico.

Upon application of Paul Hamilton there will be a rehearing of Case No. 6222, Order No, R-57533.
This case imnvolves the application of Paul Hamilton for an order shutting down salt water disposal
operations in the Texaco Inc., New Mexico State "BO" SWD Well No. 3, located in Unit D of Section
24, Towmship 11 South, Range 32 East, Moore-Devonian Pool, Lea County, Néw Mexico. Pursuant to
Commission Order No. R-5753-A, evidence at said rehearing shall be limited to evidence relating to
data regarding water quality and water level obtained from an observation well completed next to

the aforesaid SWD Well Yo, 3, and to other new evidence unavailable at the time of the original
. hoaring nF fh{g caca an usu ‘l‘;nlO?ﬁ
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' 'stxs ©.COX,uR.
PAUL W. EATON,JR.
CONRAD E.COFFIELD
HAROLD L.HENSLEY,JR.
STUART D.SHANOR
C.D.MARTIN

PAUL J.KELLY,JR.
UAMES H,BOZARTH

° DOUGLAS L.LUNSFORD
PAUL M. BOHANNON
J.DOUGLAS FOSTER
K.DQJIGLAS PERRIN
G.RAY ALLEN
JACQUEUNE W ALLEN
T. CALDER E22ELL,JR.
WILLIAM B, BURFORD
JOHN S.NELSON
RICHARD E.OLSON

Mr. Dick Stamets

0il Conservation Division

Post Office Box 2088
Santa Fe,

Dear Dick:

f

Transmitted herewith you will find triplicate“executed
Applicationg on the above referenced matter relative to a
Hendrix Corporation seeks to have located
in the E% of Section 8,
Lea County,
that in addition to Harvey E. Yates,
of the working interests in the E% of said Section 8 which
must be force pooled in connection with this E% Section 8
include Yates Petroleum Company, with both' Harvey E. Yates
Inc. and Yates Petroleum Company either owning the
working interest in the WhiNEY%, S%SE% and NW4%SEY Section 8 or
having the same within their control pursuant to farmout

well which John H.

N.M.P.M.,

Co.,

agreemehts.

Pursuant to our telephone conversation today, 1 am
assumlng that unless and until I hear from you to the
that this matter will be set on the docket for
a full Commission hearing on March 2, 1979, along with the
Application of Harvey E. Yates Co.,
pool application for the 8% of said Section 8.

contrary,

I trust that the enclosed Applications will provide all
you need in order to have this matter set on the docket for

New Mexico 87501

Law OFFICES

OF COUNSEL

1000 FIRSY NATIONAL BANK TOWER CLARENCE E.HINKLE

PosT OrFfice Box 3580 W. E.BONDURANT, JR. (19:4-1973)

MIDLAND, TEXAS 70702

ROSWELL ,NEW MEXICO OFFICE
600 HINKLE BUILDING
{508) 622-8510

(915)883-4691

ONLY ATTYS, COFFIELD, MARTIN, BOZARTH,
BOHANNON, FOSTER, ALLEN, ALLEN & BURFORD . '
LICENSED IN TEXAS

February 12, 1979

’ Iy g‘s .23 ) ‘ . :'
| s 9%V S
\“ L:Q'\“
Re: John H. Hendrix Corporation
Application for Compulsory
Pooling versus Harvey E. Yates

L]

Co., Inc.

i
£

Township 14 South,
New Mexico.

Range 36 East,
It is my understanding
Inc., the other owners

Inc. covering a force




Mr. Dick Stamets February 12, 1979

March 2 (or the March 14 Examiners hearing if it is neceSsary),
but if anything in addition is needed or if you need additional
information in this regard, please do not hesitate to call.

Thank you.

Very truly yours,

HINKLE, COX, EATON,
COFFIELD & HENSLEY

Conrad E. bofflela

CEC:rf

xc: John H. Hendrix Corporation
525 Midland Towexr Building
Midland, Texas 79701
Cal-Mon 0il Company
Post Office Box 2066
Midland, Texas 79702




BEFORE THE OIL CONSERVATION DTVISTON OF
THE DEPARTMENT OF ENERGY AND MINERALS
STATE OF NEW MEXICO

APPLICATION OF JOHN H. HENDRIX )
CORPORATION FOR COMPULSORY )
POOLING, LEA COUNTY, NEW MEXICO )

APPLICATION

John H. Hendrix Corporation, by its undersigned attorneys,
hereby makes application for aﬁ‘brder pdoling all mineral
interesfs in the Mississippian fcrmation underiying“E% of
Section 8, Township 14 South, Range 36 East, N.M.P.M., Lea
County} New,Mexico, and in support thereof would show:

1. Applicant is entitled to proceed with the drilling

East, N.M.P.M. under the authority of Applicant's ownership of
oil and gas leasehold interests. Harvey E. Yates Co., Inc.,
et al afe the ownérs of the Working interest in W%NE%, SkSE%,
NW4%SEY% of Section 8, Township 14 South, Range 36 Esst,
N.M.P.M.;‘Lea County, New Mexico.

2. Applicant proposes to drill a gas well 660 feet
from the East line and 1,980 feet from the South line of
Section 8, to a depth of 13,900 feet or to a depth sufficient
to test the Mississippian formation and seeks to dedicate
the E% of Section 8 to the well pursuant to the field rules
for the Austin Mississippian Pool. Applicant has requested
Harvey E. fates Co., Inc., et s;, as owners of the working
interest in the WYNEY, S4SE%, NW4SEY% of Section '8, to agree to
participate in the drilling of said well or to farmout or
otherwise commit their interest to‘said well, but Harvey E.
Yates bo., Incf, et al so far have refused to do so.

3. ‘The pooling of all interests in the Mississippian

formation in the E% of Section 8 will avoid the d¥illing of

unnecessary wells, prevent waste and protect correlative

o AT N 0 e T
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4, Applicant requests that this matter be set on the

earliest possible docket, before an Examiner or, if appropriate,

rerers e s eer i e e

before the full 0il Conservation Commission.

HINKLE, COX, EATON,
COFFIELD & HENSLEY

W

. By: e X s DA &y
P . Conrad E. Coffield
Post Office Box 3580
Midland, Texas 79702
Attorneys for
John H. Hendrix Corporation-

o~
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BEFORE THE OIL CONSERVATION DIVISION OF
TiHE DEPARTMENT OF ENERGY AND MINERALS
STATE OF NEW MEXICO ‘

APPLICATION OF JOHN H. HENDRIX. )

CORPORATION FOR COMPULSORY )

POOLING, LEA COUNTY, NEW MEXICO )} .
APPLICATION

John H. Hendrix Corporation, by its undersigned attorneys,
hereby makes application for an Order pooling all mineral
‘interests in the»Mississippian formation underlying E% of
Section 8, Township 14 South, Range 36 East, N.M.,P.M., Lea
County, New Mexico, and in support thereof would show: -
Vlf, Applicant,is entitled to proceed with the driliing
of a well located in E% Section 8, Township 14 South, Range 36
East,fN.M.P.M. under, the authority of Applicant's ownership of
0il and gas leasehold interests. Harvey E. Yates Co., Inc.,
et al are the owners of the working interest in WYNE%, S%SEX,
NW%SEY% of Section 8, Township 14 South, Range 36 East,
N.M.P.M., Lea County, New Mexico.
2. Applicant proposes to drill a gas well 660 feet
from the East line and 1,980 feet from the South line of
Section 8, to a depth of 13,900 feet or to a depth sufficientr
. to tes£ the Mississippian formation and seeks to dedicate

the EX% of Section 8 to the well pursuant to the field'rules
for thé Austin Mississippian Pool. Applicant has requééted
Haivey E. Yates Co., Inc., et al, as owners of the working
interest in the WkiNEX, S%SE%,VNW%SE% of Section 8, to agree to
participéte in the drilling of said well or to farmout or
otherwise commit theii inﬁerest to said well, but Harvey E;
Yates Co., Inc., et al so far have refused to dé sO.

3. The pooling of all interests in the Mississippian
formation in the E% of Section 8 will avoid the d;iliing of
unnecessary wells, prevent waste and protect correlative:

rights.
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4. Applicant requests that this matter be set on the
§ . earliest possible docket, before an Examiner or, if appropriate,

before the full 0il Conservation Commission.

; HINKLE, COX, EATON,
: COFFIELD & HENSLEY

;( By: Ck

< e S e e - c‘_
S i Conrad E. Coffield
8 - j : Post Office Box 3580
: f Midland, Texas 79702
i : Attorneys for
u | : . , John H. Hendrix Corporation B :
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BEFORE THE OIL CONSERVATION DIVISION OF
THE DEPARTMENT OF ENERGY AND MINERALS -

STATE OF NEW MEXICO

APPLICATION OF JOHN H. HENDRIX )
CORPORATION FOR COMPULSORY )
POOLING, LEA COUNTY, NEW MEXICO . )_

APPLICATION

John H. Hendrix Corporation, by its undersigned attorneys,
QA o ' hereby makes application for an Order pooling all mineral

interests in the Mississippian formation underlying E% of

Section 8, Township 14 South, Range 36 East, N.M.P.M., Lea

County, New Mexico, and in suppdrt thereof would show:
1. Applicant is entitled to proceed with-the drilling

of a well located in E% Section 8, Township 14 South, Rénge 36

East, N.M.P.M. under the authority of Applicant's ownership of ;
oil and gas leasehold interests. Harvey E. Yates Co., Inc.,
et al are the owners of the working interest in WhNEY, S%SEX,

NW%SE% of Section 8, Township 14 South, Range 36 East, 5

M

N.M.P.M., Lea County, New Mexico.
2, Applicant proposes to drill a gas well 660 feet

o from the East line and 1,980 feet from the South line of

£ LA

Section 8, to a depth of 13,900 feet or to a depth sufficient

AR BT R

to test the Mississippian formation and seeks to dedicate
the EX% of<Section 8 to the well pursuant to the field rules g
for the Austin Mississippian Pool. Applicant has requested
Harvey E. Yates Co., Inc., et al, as owners of t»z working
interest in the W%ﬂE%, SkSEY, NW%SE% of Section 8, to agree to
participate in the drilling of said well or to farmout or ?
otherwise commit their interest to said well, but Harvey E.
Yates Co., Inc., et al so far have refused to do so.

3. The pooling of all interests in the Mississippian

formation in the E% of Section 8 will avoid the drilling of

unnecessary wells, prevent waste and protect correlative




A

PRIRN R

4. Applicant requests that this matter be set on the

earliest possible docket, before an Examiner or,

before the full Oil Conservation Commission.

HINKLE, COX, EATON,
COFFIELD & HENSLEY

— S
' BY :' ( gﬂﬂ-—\—"—-"- <:».§‘/

if appropriate,

Contad B. Coffield \ >
Post Office Box 3580
Midland, Texas 79702

Attorneys for

John H. Hendrix Corporation
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A. T. CARLETON <

Qeologint ) ;
POST OFFICE BOX 203 , g L.
MIDLAND, TEXAS 79701 EERE A SRR & S
T 4, ) )
March 1, 1979 R O S
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AUSTIN ARTA, TLEA COUNTY, NEW MEXICO ' LTI

The Austin Area appears to he on an anticlinal feature north of and. on-trend
with the Caudill Anticline to the south. Production possibilities are primarily
relatad to closure, although some are highly dependent on stratigraphic conditions.
The main progpects are San Andres, Wolfcamp, Permo-Pennsylvanian Lime, upper Penn-
sylvanian Lime, Strawn Lime oil and Atoka, Morrow, Chester Lime and the Siluro-

* Devonian oil and/or gas. The Chester Lime and the Siluro-Devonian are the prime

prospects hera,

The Phillips #1 Austin (M-17-14-36) is the highest well on this feature to
have penetrated the Siluro-Devonian. It found the top 140 feet of that section
tight, but found good reservoir rock filled with formation water below that point.
It was completed from 42 feet of microlog porosity in the Chester Lime for an IP
COF 4,925 MCFGPD. It had made 4,023,145 MCFG + 57516 BD to 1-1-78. and was pro-
ch*nd at an average rate of 15, 000 MCFG + 122 BD per month at that time. Cherry
Brothers #1 Austin-State (E-19- 14—?6) was ‘an attempt to extend this production 3/4
mile to the southwest. This well was 47 feet low on the Siluro-Devonian and found
the top 75 feet of that section mainlytight (100! brack1sh water). On a test of
the Chester Lime pay, the packers failed and only the water blanket.and 890' Sli
GCM were recovered. Final Shut in Pressure was 1448#/45". This well was comple-
ted from a thin (10') Wolfcamp Lime zone (now abandoned) for an IPF 250 BOPD. In
April 1978, Adobe #1 State "16" (M-16-14-36) was completed from 33 feet of log
porosity in the Chester Lime for an IP COF 2,740 MCFGPD. Since that time, the pay
section was re-acidized and reportedly was mak1ng gas at the rate of 14,000 MCFGPD,
It is understood that Adobe has calculated recoverable reserves of 7 BCFG (based
on 320 acre spacing) on their well. The Adobe #1 Hamnah (H-17-14-36) has been
drilled to 13825 feet in the Lower Mississippian Lime.- It found 36 feet of log
porosity in the upper 100 feet of the Chester Lime. As of this writing, the opera-
tors were preparing to production test the Lower Mississippian Lime and perhaps
& zone in the lower Chester Lime section. There are several .other wells staked,

‘but none are at the stage where they could aid in evaluating this area. The Zapa-

ta #1 Danglade (H-3-14-36) appears to have a very porous Chester section (80' ap-
proximately, but no detail log) which had no shows and was not tested. The Texas
Crude and Sinclair ¥ 1 Richardson (M-5-14-36) had 43 feet of sonic log porosity

in four zones in the Chester Lime. The top 8 feet of porosity was included in a
perforated interval which gave up gas at rates up to 2,100 MCFGPD on ‘initial pro-
duction tests. After repeated treating and testing, the volume of gas declined
and apparently ‘the volume of water increased. TLower and better developed porosity
was not tested and is assumed to be water bearing. This well is thought to be
very near the gas/water contact (-9375 +/-).

It appears that a band of porosity in the Chestér Lime runs in a northeast-
southwest direction across the generally north-south aligned Austin Anticline.
The south half of section 8, T-14-S, R-36-E appears very well located on the strue-
ture, but the north half of that sect1on appears to be dipping off on the north
plunging axis of the Austin Anticline. With the exception of the Zapata #I Dan-
glade (which had additional section in the top of the Chester Lime), the main

[
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2.
Austin Chester Lime porosity occurs within the top 100 feet of that unit. Thus,
although all of section.8 is shown to be above the estimated gas water contact of

’( ) 9375 feet, the entire Chester Lime porosity appears to be above this datum
only in the south half of the section.

From the above analysis, it appears obvious that the south half of section
8, T-14-3, R-36-E is better located than the north half of _that section, There . .

' 13 ‘a very real possibility that the north half is so low as to be uneconomical

to drill. Thus, if North Half and South Half Proration Units are approved, there

may be only one well drilled in section 8--and that in the South Half. If Prora-

g ; . Units are designated as East Half and West Half, there could be two wells drilled

8 : . e which would be higher on the structure and both of which should- find most of the

i ’ Chester Lime Austin Pay Porosity above the estimated water table. This would re-
sult in more gas being recovered. It could also mean that the State of New Mexi-

; co would have all of its approximately 320 acres in this section committed to wells

i " and potentially revenue earning. With only one well drilled in the south half of
the section, the State of New Mexico would have only 160 acres committed to pro- !
duction.
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