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STATE OF NEW MEXICO

ENERGY o MINERALS DEPARTMENT ’\ L ;
OiL. CONSERVATION DIVISION . -
| November 29, 1983 3
TONEY ANAYA ' POST OFFICE BOX 2080
GOVERNOR . : STATE LAND OFFICE BUILDING %
, SANTA FE, NEW MEXICO B7501
* 15051 827-5800
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er.,Rlchard T, C. Tully, P.A.
P. O. Box 268
Farmlngton, New Mex1co 8;499 0268

AT FES DRI (RPN SRR T SR S

Re:, 0CD Case No. 6993, Order No.
R=0245°

‘Dear Rle‘

e Your letter: to’ Joe Ramey of November 14, 1983, asking
~ for'a declaratlon that Order No. R-6455 be declared null
and v01d has been’ given to ‘me for response. = I have
~reviewed .our . normal - forced "pooling order and I don't ..

. believe" that it is necessary for this order to be declared
inull and void ‘since, it appears to’ me, that if no partles

. are forced pooled by - the ordex it simply. is of no ‘effect.
“Therefore, I suggest’ that we leave: the order in place and
it will not. have any ‘effect on: those parties who agree to-
:3part1c1pate 1n one way or another._ : .

NP AR Uk MR

SNTRRLARY

L *~tnrs P op"seu approaﬂh causes ‘you or your clients
_;undue “burden, ‘please let me know -at. your earllest
,convenlence.)~' R o L L . :

Sy

- Sincerely,

w. PERRY PEARCE”V
General Counself;'
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September 15, 1980 (h : ' .

Dr. Eugene P. Mathias
12027 Venice Blvd.,
Los Angenleg, CA 90066

Southland Royalty Co.
410 Seventeenth St:, Ste...1000
Denver, co 80202 )

New Mexico Energy & Minerals Dept.
011 Conservation Division
Attn: Mr, Joe D. Ramey
P.0. Rox 2088

Santa Fe, KM - 87501

R A S R R 50
N

Re: NMOCD Compulsory Pooling Order No. -
R-6455; Tom Bolack #1 Tommy Bolack
Well, SW/4 Sec. 1, T30N-R12W, N.M.P.Kis -
San Juan County, New Mexico &

‘Dear Sir,

7 “in comp;xance with’ the New Mexico 01l Comservation Division Order
No. R-6455, issued September 10, (copy attached), Mr. Tom Bolack here-
5 -with supplies éach of you with a copy of an itemized schedule of esti-
mated well: costs for this Dakota Test well, which estimate ‘has been
'previoualy sent to each addressed party. it 1is requested ‘that the non-
consenting working interest owner- indicate i1f he now plans:to pay his
share of the estimated well costs to the operator. If the previously
'non~consepting working intérest owner does plan to join in the drilling
of ‘the well, would he please sign one copy of the attached vell cost
estimate in the appropriate space and return it, together with ‘a check
‘in the amount of his. pro-rata share of the estimated cost, to ‘the opera~
tor, If the non—consenting working intercat owner “does elect to join
in the drilling of the well, it is requested that he execute one copy of
the Operating Agreement for ‘the. well previously supplied him or, 1f _
'unavailable, ‘request an additional copy from the operator.

Very truly yours,

_=TOM:BOLACK,,0perator

i T % Willdam R
., ce: Tom Bolack ' ‘ . Agent for

>

e Operator
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BRUCE KING
GOVERNOR

LARRY KEHOE
EECRETARY

STATE OF NEW MEXICO

ENERGY ano MINERALS DEPARTMENT

OIL CONSERVATION DIVISION

1980 . .
POST OFFICE BOX 2088

BANTA FE, NEW MEXICO 87604
(505) 827-2434

Mr. Richard T. C. Tully

P, 0. Box 268

Farmington, New Mexico 87401
‘Re: Exteiigion of Time
Order No. R-6455

Dear Sir:

L ‘Reference is made to' your letter dated November 21,
19§0,’wherein“you"réQUest'additional time for Mr, Tom
Bolack td'cdmmedpe,drilling'operatidns’dh the $/2 of
Section 1, Township 30 North, Range 12 West, NMPM, San
Juan County, New Mexico, which lahds‘were‘péoled by
gaid'order and a commeﬁcemént'date of December 1, 1980,
established for the unit well.

L \‘Mr. Bdiéck is hereby authorized an extension of
time until JahUafy_lS,_lQSl,'in which to_start’drilling .

" operations. It'is,hbpéd“that,the'drilling’rig“availability
and tubular goods problems will have been worked out

_and that the unit well may be commenced on- or before

‘that déte.

1t is left up to the operator to notify ail
interested parties of this extension.

Vepy‘truly yours,

JOE D. RAMEY,
‘Director

JDR/DSN/dr

ccs Case File 6993

STATE LAND OFFICE BUILOING
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JamMes B. COONEY, P‘A; NOVQAsgo

ATTORNEYS AT LAW i ~ A

JAMES B. COONEY (1908-1079) 811 WEST APACHE »
RICHARD ¥. C. TULLY P. 0. BOX 268 o CONSFRVAT (Fon227-aase
RICHARD L. LEE g IoN D'WS]ON

. FARMINGTON, NEW MEXICO 87401 SANTA frE

November 21, 1980
;” ':,ALfo_g‘-L! FAY

Joe D. Ramey, Director

New Mexico 0il Conservation Division
Post Office Box 2088

Santa Pe, New Mexico 87501

Re: - Tom Bolack ‘
Tommy Bolack No. 1 Well
gan Juan County, New Mexico

Dear Mr. Ramey:

On September‘fb, 1980 the New Mexico 0il Conservation Division issued
order No. R-6455 for Case No. 6993 in the Matter of the Application
of Tom Bolack for Compulsory Pooling, San Juan County, New Mexico.

This Force Poollng order pertalns to the Dakota Formation underlylng

the S/2 of Section 1, Townshlp 30 North, Range 12 West, NMPM 'San

Juan County, New Mexico. The Dakota well to be drilled in this half
section is named the "Tommy Bolack No. 1 Well".

Under Paragraph (1) of the above-descrlbed Order, Tom Bolack as oper-
ator of this well must conueiice the drilling cf *h’“"wﬁ11‘““ or-hefora:
the first day of December, 1980. This letteér is a request to ‘the NMOCD
to extend the commencement ‘date for the drilling of the Tommy Bolack

No. 1 Well to January 15, 1981.

e

The request for an exten31on of the time to commence this well is .

based upon several reasons:

Flrst, ‘a drllang contract for this well has been entered
into, but the drllllng contractor will not have a rig avail-
”able nntil after December,l 1980.

faecond the operator of ‘this well has encountered numerous’
‘obstacles and difficulties in securing casing and tubular
goods for this well. Fortunately, this problem of securing
casing and tubular goods has now been resolved, but took up

a tremendous amount of time between the issuance of the above-

descrlbed Order and the present time.

vy w2k -‘h,‘."“;%/}u S ptesd




«* Joe D. Ramey
November 21, 1980
Page TvoO

Finally, the request for an additional 45 days to commence

the arilling of this well is necessary because rig avail-
ability from the drilling contractor is still somewhat in

a state of uncertainty. Hopefully, the drilling contractor
will be able to arrange his very tight drilling schedule to
accommodate the operator of this well sometime during Deccember;
1980. However, if a rig does not become available during
December, 1980, it is respectfully“requested that an additional
period of 15 days into January, 1981 will allow an additional

time period within which this well can be commenced.

If you wish additional information concerning this extension of time
to be submitted, including a copy of the executed drilling contract,
please advise and we will promptly send the requested information
and nmaterial. :

‘Thank you;in;%dvanéé for your assistance'and'coOperation in this
matter. Pleade advise if you need further information.

Sincerely,

CEWRYAN!S

Richard T. C. Tully o

K,

RTCT:cb’

‘yc: Tommy Bolack and Terry Bolack,
Co-Personal Representatives of the
Estate'of Alice‘N.>Bolack, peceased
Route 3 South, Box 47
Farmington, New Mexico 87401

william R. Speer. . ' -
Consulting Geologist

post Office Box 255 S
Farmington, New Mexico 87401

, Larry Van Ryan s
»ProdgchibnﬁSupefintendent

Squthland“ROYaltY“COmpany

post Office Box 570 SR . R o » .
.Farmington, New Mexico 87401 .. Frank Cthngﬁquervisor

s Lo S ~ _Distfr»‘iCt“”I'I;I‘_ Office
'Jﬁnrsihs;1D£Strictiﬁn§ineer ‘B '”fff;‘W;:fijIS‘Départmqnt {
U.fS;”Geélbgibalﬂsurvey. New Mexico Oil C nservation Div.l.
post Office Box 959 ~ 1000 Rio Brazos Road - . =
' Farmington, New Mexico 87401 Aztec, New Mexico 87410




LARRY KEHOE
SECRETARY .
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STATE OF NEW MEXICO

ENERGY AND MINERALS DEPARTMENT
DIL CONSERVATION DIVISION

JDR/fd

_Hobbs OCD
‘Artesia ocD

POST OFFICE BOX 2068

SN I 5 L T I e e

Enclosed herew1th are two copies of the above—referenced
Division order recently entered in the subject case.

STATE LAND OFFICE BUILDING
: BANTA FE, NEW MEXICO 87501
. 7
September 12, 1980 (305 Ber-2ix
S Re: CASE NO. 6993
Mr. Richard T. C. Tully « ORDER NO. R-6455
James 8. Cooney
Attornéys at lLaw E a
P. 0. Box 268" e Applicant:
Farmington, New Mexico 87401 ' e
Tom Bolack
Dear Sir.

JOED. ~mm’isz’ T

Director - //
'iCopy of order also sent to~<
- Aztec OCD o

N e Y e
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|  STATE OF NEW MEXICO

ENERGY AND MINERALS DEPARTMENT
0IL CONSERVATION DIVISION

Ho ki THE MATTER OF THE HEARING
£ CALLED BY THE DIt COSSERYATION
b 1VISION FOR THE PURPOSE OF

FONSIDERINGS

" CASE NO. 6993
. Ordor No. R=64533

kPPLICATIDN OF TOM BOLACK FOR

SOMPULSORY POOLING, SAN JUAN'

;Quntv,;nsyynexxco; o |

'ORDER OF THE 1viSIoN ‘
pY_THE, DIVISION: :
’ffﬁib-causa oaﬁe on-fdt]haaring at 9 a.m. ON August 6,'1980)

Hat :rﬁ'hnt‘é";Fa, New Maxico, pefore Examiner paniel $. Nutter.

| NoW, on this  1ogh..98Y of September, 1980, the Division iR S
{iDdractory having oonafﬁered thaftoatxmnny, tha:rocptd,,ahd the E S ' SR

~ |irecommendations of the Examiner, and being fully advised in the
- ppenigca; o , ' , - : L

~ fINDS3

Sy

q‘igsdxﬁy 1

‘(1) That duse public noﬁioo'hQVing*baen:divaﬁ as u
subjeot

Jav, the Division has jurisdiction of this causs and the
matter thereof. R , C

- (2) That the applicant, Tow Boleck, seeks an ordst pooling
lalld minerai iﬁt::zetssin,théuuakota-formation underlying the S/2
of Sestion 1, ngnuhgpf3D'N0rth,‘Rango iz %ast,'NMPH,-aaalng
Dakota Pocl, San Juan County, New Mexico. ' '

"(53"fhit the abbiicint has the :1gh€ to’drill‘and"propqags

‘ t§ d:£11 a vell st 8 standard jocation thereon.

I 5(4f; That thers ir;iiﬁtvrostvguhdt- in thé pxopoind,prorqﬁion ‘
Hunit who heve not mgreed to pool their jntereats, B

‘””5(5)ﬁ?het'to'avnid‘ﬁh! dgxllsn¢7677uhhoéb-a-zy‘u¢11.,fﬁd'_

prn&éot»dorrtlatzva<rtgﬁ§iy and to afford to the owner of each
: 1n$itq:t;1n,ltld un;t'thi,bppobtUhityjto‘rcqovorjo:‘rceiz;s,‘”
n w&thqu@?unnscquqry‘oxpenna his jupt,andvfair’phqrq of the gas
»lan ssdd poaol, the eubject appligitgpn’shQuld bi’!PPIOVQdiby ' \
,M'¢Qg;1ng‘g11 nincral'lhtarpgts,;vhat0vur*thaynay be, within seid ¢
Cllgndts ‘o : SR ’ a ha

b
%
[
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i .
‘L (6) That the appliocant 8hould be designatad the spora
f the "iject PR .

Weax and unit,

(8) That any non-conasnt{
oes not nay his azhars of estimated well coats should have
ithheld f:om‘ptOdqotion his share of the reasonable well costs
plus an additional 200 perosnt thereof as a reasonable charge

for the risk involved in the drilling of the well,

(10) That following determination of reasonable well ¢osts,

Ny non-consenting working interest awner who has paid his
hares of estimatad costs should pay to the operator any amount
hat raaaonqblb_noll~§qnta?9§qapd estimated well costs and

hould receive from tha'opbthtbr‘any'amoUﬁt that paid estimated

ell costs exceed reasonable well costs.

_ (11)  That $1045.00 per month while drilling and $200,00
or aonth uhila“thGQOing should be‘fixod,aa\rpasnnabio,ehargeh

‘.,-i.fer;supgéggaiégj(§nginqg:fixod_ratea);;thnt the operator should
o Ea'authorlzidGEo withhold from production the propartionate share

" lbe suthorized to withhold from production the proportionats share

| contanting,wofkingvintarapt; Lo

fﬁtuah=¢upérvii£ah,chétgéejéttrlbutiﬁiéﬁto‘aﬁchwnaneconsbﬁtiﬁg?
Qrkinc‘intérdat;reﬁdf‘n;;dditipﬁ‘thdreto._tho operator shotld

Gf actual expenditurss required for operating the subject well,
not 4in oxcass of what are reasonable, attributable to each non-

'F ' (11)»;Thét all piuoobda from,produnti&h frou thO”aubJabt
“7;prQQf of ownership,

. dnititofcobn.nco,dillling'or‘thngoll'ab-nhlgh‘nild,dnlt_ie

‘ , unit should become null and void and of ne effect whattoqvor,

181l whioch are not disbursed for fny reasofi shguld be’placed
in escrow to bs paid to the true owner thereof upon demand and

~{13) " That upon the failure of the operator of said pooled 5
dediceted on or befors Ddcpubér“l,'1980;’tho4¢rdor:p0611ng gaid ‘

4
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Cane No. 655>
R~6455

PDrder ~Oo

11 18 rncacronz}onozaao:
(1)

That all mineral interesta, whatever thsy may be,

{An the Dakota formation underlying the 5/2 of Section 1, Town-

hip 30 North, Range 12 West, NMPM, Basin-Dakota Pool, San Juan
cunty, New Mexico, are hereby pooled to form a standard 320-acre

(gas spacing and proration unit to be dedicated to 2 well to be

rilled at a standard location thereon.

L - PROVIDED HOWEVER, that the operator of gaid unit shall

ommence ths drilling of sasid well on or bsfore the first day

ipT Decewber, 1980, and ehall thereafter continue the drilling

f said well with due diligence to a depth sufficient -to test
he Dakota formationa

Pauvzogn FURTHER, that in the svent said cperator does not
ommenge ] ng of said well on or before the first day
id Daaombor, 1980, Order (1) of this order shall be null and

oid and of no effect whatscever, unless eaid aperatar obtains
tino extenaion from the Oivision for good cause shown,

PROVIDED FURTHER, that should said well not be drilled to
onplation, or abandonment, within 120 days sfter commencement
heresof; said oporator shall appear before the Division Director’
nd show causs why Order (1) of this order should not be rescinded,

PO days prior to commencing said well, the operator shall furniah-

he Biviglen and sach known working intereast owner in the aubject
it an. ltamizod acﬁodule or s8tima »ad well eosts. :

(4) That within 30 days from the dete the schedule of

lentimated well coats is furnished to him, any non-consenting
vorking interest owner shall have the right to pay his ahars

if eatimated well coats to the operator in lisu of paying his

4’huro ‘of reasonsble well costs out of production, and thet any

uch owner who pays his ghare of estimated well costs ea pro-

|vided. above shall remain liabls for opo:ating noats" but shall

a* bg liablo for risk charges,

(5) That ‘the eperatar shall furniah the Divza;an and each

"nonn working interest owner an itsmized schedule of sctual well

u"o.ta within 90 deys followlng completion of the well; that it

h')e obJoction to the ectual woll coata is receivad by thc Divicioh 1

“

(2) That Tom Bolack is horeby dasignated the oparator of the |
ubjoct well and unit. ‘ ‘
(3) That after the effective date of this ordar and within
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der No. R-6435

nd the Diviaion has not objanted within AS days fsllowing receipt
of said schedule, the actual well costs shall be the reasonable

ell costa} provided however, that if there ia an objestion to
ctual well coata within said 45-day period the Division will
stermine reasunable well costs after publio notice and hea;ing.

(6) That within 60 days following determination of reason-
ble well costs, any non-cansenting working interest owner who
a¢ peid his share of estimated coste in advanse as provided
bove shall pay to the operator his pro rata share of the amount
het reasonsble well costs excesd estimated well costs and shsll
sgeive Trom the operator his pro rata share of the amount that -
stimated well costs exceed reasonable well costsa,

(7)  Thet .the operator 1a heredy authorized to withhold
he following costs and charges from productioni

(A) the pro rata share of raaaonabls well coate A
attributable to each non-cansenting working
interest owner who has not paid his ghare of
estimated well costs within 30 days from the
date the aschedule of estimated well costs is"
furnishad to him.

~ (8) As s chargs for the riek involvad in the
* drilling of the well, 200 percent of the pro
rata share of reasonable well costs attribu-
- table to each non-consenting working interest
~owner who has not paid his shars of estimated
well coasts within 30 daye from the date the
_schedule of estimated well costa is furniahad
to him. : ‘

e

Thnt tha cporator shall distribute eaid ooata and
;qlwithgold from production to the partiau who advanced
coste, .

That $10¢5 nn per month while drilling and $200.00

nhilo p;adueing are hereby fixed as ocaonnblo charges
1ion (dombined fixed ratec); that the operator is here-

d to withhold from production the proportlonate share

vision gharges attributable to each non-consenting -

, and in addition ‘tharetc, the operstor is hereby

¥ .wlthhold froniproduotion the proporticnate share

tusl oxpond!turoa required for opsrating such well, not in

of what sre reasonable, attributable to each non-

g worklng interest,

i
B
fry
%
EaY
3
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(18) That any ynsevered mineral interest shall be considered
a sevan-sighths (7/8) working interest and a one-eighth (1/8)
royalty interest for the purpose of allocating costs and charges

‘undar the terms of this order, '

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

: _1(12) That all proceeds from production from the subject

‘|iw611 which are not disbursed for any reason shall immediately

be nlaced in escrow in San Juan County, New Mexico, to be paid
to ths true owner thersof upon demand and proof of ownership;
that the operator shall notify the Division of the nams and

lladdress of said ascrow agent within 30 days from tho date of

first depoeit with aaid escrow agent.
. (13) That jurisdiction of this cause is retainsd for the

'“wﬁﬁt?y?df‘aqoh'further‘ordera es the Division may deem necsssary.

' DONE at Santa Fs, New Mexico, on the day and year herein-

. -bquq d-;ignatad;‘

SYATE OF NEW/MEXICO |
0jL CONSERVATION DIVISION. =~ .-

A 2. .‘ R

306 D,
Director
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Dlrect 'Examination by Mr. Tully

Cross Examination by Mr Nutter

A

_ant Exhlblt'FBﬁr} Letter

ant EXhlblt Fiﬁe, Document
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‘ A ‘sulting geologist from Farmington, New Mexico, 401 Petroleum

2|l 6993,

8 i WLlliamR ;Sp_eer.

106"

®

I By MR, thniY:
18 . :

‘and occupation?

LR

Page

3

' MR. NUTTER: We'll call next Case -Number

MR, PADILLA: Application of Tom Bolack

. 4 || for compulsory pooling, San Juan County, New Mexico.

'MR. TULLY: I'm Richard Tully, Farmington

8 | New Mexico, representing Tom Bolack.

I have-one witness to be sworn, Mr,

(Witne s}s ‘sworn ;]

- . WILLLAM R, SPEER

“oath, tegtified as follows, tomwit:

~ DIRECT EXAMINATION

‘Would y'ou’pl"ease state your

My name is NJ.llJ.am R, Speer. I'm a con- |

2

heir_lg""éalie_d ‘as’ a' witness and having been duly sworn upon his

name, "addxess

i
k]

: Andurwhatoapacxty—a;e -you-appearing - -

As a ‘rep}"eSéni:'a'téive‘ aknd:'ddns_ultént for

S e e S -
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ffor compulsory poollng submltted on pehalf ©

?New Mex1co.

~ field axea. ,The appllcant, Mr. Bolack, is a'50’pércent workin

‘isought the agreemen

half drxlllng unlt and have not received the approval of Dr.

/5Eugene Mathlas, “who owns a 12«1/2 percen

Page A

Mr . Tom'Bolack;
0 Have you previously testified pefore the
New Mexico 0il Coocervétion'ﬁiviéion?
A Yes, 1 have.,
MR, TULLY: Mr. Nutter, are Mr, speer's
qualificatioﬁs acceptable to testify as an expert witness?
MR. NUTTER: ves, -they are.
Q. ‘Referring novw to Exhibit Numbef One, whicll

‘I belleve you have in front of you;‘would you pléase identify

and brlefly explaln this exhibit?
A Exhibit Number oOne is our application

£ Mr. Bolack, for

a proposed Dakota ‘well to be 1ocated in the south.half of'

QSectlon 1, Townshlp 30 North, Range 12 West, San Juan County,

Thé.appllcatlon,proposes to dedicate the

”éouthﬂhaif of that section for 2 pakota test well within the

-}

nterest owner in that south half of Sectlon 1. We haVe

t of other 1nterest holders in that_couth

3

¢ working intérest

':gipiﬁhe,pakota drllllno'unlt‘

Ne have»made appllcatlon to poolfthié

lxng order from the CommlsSLOn,
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Page 5

0 Does this‘'application indicate that Dr.
Mathias was nsé;xt the appl‘ication' by certified mail, return re-
ceipt requested?

A Yes, it does. On the copy submitted ive
have shown the copies of our receipt for receipt of our copy
sent to Dr., Mathias,

[0} 'Reférr'ing’now to Exhibit Number Two,

_would you please 1dent1fy and explaln this exhiblt'>

A  Yes, Exhibit Two is a ‘map of the area

i,nv'o‘_lvéd’ in our appl,icat:i:on, ~termed the Flora Vista Area. It

shows portlons of Townsh;p 31 North and 30 North, Ranges 11

¥

and 12 West, in San Juan County, New Mexxco.

Cente:_:,eq on the" 'map is the arillin ng unhit

outlined ih red, the south half of Section 1 of 30 North, 12

%Bolack 280 acres J.n ‘the southeast to he 1eased by ‘southland

MR. NfJT:TER’:; Nét 280 acres.
A ” j‘ﬂb,’it:wbuld be - |
| MR NUTTER 120 acres.
A | = 120 acres, And 40 acres to Dr,

Mathlas, also 1n the southeast quarter‘

i

I Ve hlghllghted the data shown on each

‘,é_,f.r_».m;;g;és:e ell

s

"wes"t.;j'"i-t ‘shows the s"‘di_mgf;h@;ié‘stf_dﬁa"‘r,tex' to be leased to Mr.

ThlS a;rea
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four different, five different, productive zones,

indicate the producing formation, the 1979 production, both of

“by month ‘and year, the cumulati?e_gaS'production and cumulativg

“6il production.

11

5ﬁave”Tbm'Bbiack designated as the operator of this well and

‘also that the pro

”Exhlblt Number Three, would you please 1dent1fy and explaln

'thls exh;blt’

'“fcal SurVey s Albuquerque offlce, with both El Paso Natural

»T;Gas Company and Mr‘ Bolack

;?subgect t’idralnage in thelr estlmatlon,'and they request that

Page : 6

_Quy concern

is with the Dakota formation, the production from each of the

lling unit from the Dakota formation

4.

F'r

rd

£u

: , .
surrcunding this

have been highlighted in yellow for your better view.

The legend shows the production data to

gas and oil, the date of the first production from the wells

o

0 : Is it the intent of this application to
posed well be drilled on his lease?

A Yes. it is,

;

o o Referrlng now to what has been marked as

Lo

a Exh;brt Three is a series of letters, corp

respondence between the U, S. Department of Interlor, Geologlw

pertaln;ng to a request Qf the

;SGS that the 1ease of Mr; Bdiack‘s NMO-2707, éppeartho'be

ad M Bty b he AR o8,

ol
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g‘was gent to El Paso Natural Gas Company s
takenly. The owner of recdrd, Mr, polack, has
low ‘the mesaverde on this partlcular 1ease. El Paso Natural .
Gas Company has a half interest in all rights above the Mesa-

verde.

S0 Mr. John Ahlm, landman ~gox, Bl Paso

.Natural ‘Gas Company, in'the second jetter advised the ysGs of

b"fffthls 51tuat10n and forwarded a copy of the letter to Mr. Bolac

for answer. B

The thlrd letter, dated March 13th,jlela
reply from Mr. Bolack to the USGS“offlce in Albuquerque, Mr.
saniel, p Lntlng out that the ‘state regulatlons requlred the

dédicatidn of 320 acres to the DaKo a3 we ]l and that it would

fbe necessary to communxtlze th;s 320 to drlllia Dakota test.

”It p01nted out that,”ih the eerond paragraph, W1th_respect to
fwhether the drllllng of such a Dakota well is anreconomlc

Déndé&Vor, he consxdered that to be open to’ questlon. 1t sets

‘oﬁt>some:of‘the ﬁroductionydatavon the surroundlng Dakota

e
W;;ls-m-

“And on the seco page

‘i'étatesithat it‘ie‘doubtful that a Dakota well on my jease is

feconomically feas1ble at thls time.

And 1t does also pomnt’outfthat if pro-

E"ductlo from other formatlons c uld be obtalned and produced

“concurrently from a Dakota well on the subject 1ease a con«
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Page 8

dlseratlon which appears p0031b1e from my studies, then the
economles could be more favorable,
the third letter is a letter from the GS
allowing an extension of time to study this more thoroughly,
The August 5th letter from Mr, Bolack is
a reply to the GS again, and states that the delay in reply to
his letter was occasioned by the'heed to await:the‘data pre-

sented‘ih‘Case 6533 held before the NeW‘MekiCO 0il Conservation

"DlVlsiOn on April the 30th, and the subsequent ruling on this
'case whlch.was not Lssued‘UntiI~May~the‘22nd.,hThis case

:dealt W1th;chanqes ln the Comm1551on s Order R~1670 and R-1670C

pertalnlng to spac1ng regtlatlons for Dakota formatlon wells

in the San Juan Basin.

‘The 1etter goes on to state “that ‘the

testlmony pr esented at the NMOCC hearlng by the most active

he Bas1n 1ndlcated that -because of the lithologigq
ﬁafﬁgé\éf fhe,gas'prOGUCtive'Dékotaiformation in the Basin, a
single well would ot effi‘cien"cl,y' and effectively drain a 320-
ééEEfﬁfofétiQn unit; |

It further says that, ‘on “the second page,

'ln llght of thls testlmohy I requested Mr. Wllllam R. Speer,'
AVTConsultlnq Geologlst, 1n the San Juan Bas;n to evaluate the

Avsubject 1ease to determlne 1f ;n h;s oplnlon, the lease ;s

belng subJected to dralnage‘, As hlS attached report w;ll show,

he aoesinot belleve that the lease is. belng dralned at a11 by
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:p031t10n of Tom Bolack and yourself: s a consultant, that this

‘well would‘probably not be an economlcal venture°

X explaln that exhlblt°

;dated Aprll the let of this year,

1 Barton Well.

His study also indicates that a well
drilled on any lease for Dakota production'—— on mynlease for
Dakota production only would not be. an economical venture. I
concur in his opihion,

‘Ali of that exhibit is co¥respondence
with the USGS.

Q ~ so as of August 5th, 1979, it was the

A That is correct.,
0. ‘Okay. Now, referring to what has been

marked as Eihibit“ﬁumber'Four,lwould ypu please jdentify and

7A 1 EXhlblt Four 1s a letter to South ld

Royaity Company and to Dr. Eugene Mathlas, worklng 1nterest

'h61ders in the south ‘half of Sectlon 1, Townshlp 30'North)

Range 12 West, San. Juan County, New Mex1co. That letter is

(Y

Between the last letter that we referred

o : ) S
to 1n Exh;blt Three, Whlch was August the 5th of ‘79,;the~1ette:

‘:to Mr. Danlel Consolldated 011 and Gas Company drilled a well,

o w111 xefer to Exhlblt TWO agaln, Consolldated drllled

a?well;jn.Sectlon -2 of 30 North, 12 West, ;n ‘the extreme south—

v¢3$f°¢§?n§¥v whlchvis a dlrect offaet to Mx: Bolack's lease.
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that well and it was 1ogged on January the 23rd of 1980, and

Page 10

This well has -~ is in the process of

being completed now, but we dld obtain a copy of the log of

the log test indicates that production is possible from both

the Gallup and the Mesaverde sections, as well as the Dakota,

and with thJ.s addlt:.onal 1nformatlon, we considex the prospectd

N

of an econ_oinical dual completion of a pakota test on Mr. Bolack

property, :and the re-— assessment allowed me to suggest that a
dual completlon would be an economical venture, and it resultec

in the letter that was Exhibit Number Four.

The letter states, from Mr. Bolack to

"Sonthlen_d‘Royallty and Eugene Hathlas, thét he ’propt)ses that’
‘we po‘ol our vr'es'p_e‘eta.ve oil and gas leases in the south h.alf, of

SectLon 1, Townsh;p 30 North, Range 12 West, San Juan County,

'11 -
l

New Mex1co, o form' a Dakota driiting

"requi‘_refg‘i by State and Federal l1aw, and that we jointly drill a

#880. foot Dakota formatlon test well in the soﬁthwest quarter

“southwest quarter of that sectlon.

T further propose to act as’ the fope::at'or

fox such unit.

Further‘i'n' ‘the letter he says, b‘ecause

Pl

product:l.on possibiiities ‘alfso.' eXist' under the proposed 1ocat101'

1 from both the Gallup formatlon and the: Mesaverde formatlon, 1

’se to evaluate these pOSSlbllltleS for a dual completion

and . p atlon unit, as

je‘ Dakota w1th e:.ther of these format:.ons, when total dept

e
GRS

t',t,:"\‘:‘fr-,i:,,\w;-,vu. P

-
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for the’proposed well is reached and electric logs are avail-
able. Since the Gallup formation would appear to offer the
greater potentialities and would not require additional legal
agreemehts, it would be‘given'preferential'consideratlon for
a dual cdmpletion:

On the secOnd page he stated, should a

dual completlon be attempted, the operator then would ‘prorate

the costs of the attempt on the basis of an ABC method of allo—

estlmates‘ Spllttlng ‘the cost between the common cost those

attrlbutable solely to the Dakota and those attrlbutaple en-

‘jparticipant wlth_respect to hisvintereSt in: compar;son w1th

pay’Only-his4prop0rtioﬁate share oF the cost allocated to his
flnterest in the well, 4

t'He stated that whlle thls method of allo—
”catfng well costs"for'afdual completlon is somewhat more comF»
:plex th n for a 31ngle completlon, it is necessarj for a |

drllllng block in wh;ch lease ownershlp 1s varled as to formaw’

thosetlncurred ina 31ng1e zone completlon,

Should a dual Dakota Mesaverde completlon

attempt appeax warranted it would be necessary to obtaln ad—

};Ltlona Jcommunltlzatlon and operat;onal agreements before

ondu tI

tire v to the Gallup or Mesaverde. Each part1c1pant then wouldl

3tionaltinterest, It will also result in a lesser cost for eacly

K A e e
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lnterest in the Mesaverde under this particular lease, and of

lﬁfbpdsea.commuhitizat‘ A 4 1% vou’ e sgrecaBie

.and under the terms of the enclosed proposed operatmg adree-

Phone (505)455-7409

cost estunates by notarlzed 31gnature keeping one copy and

_'rxeturnlng the balance to me.

which we are enter;).ng as Exhlblts Five, Six, and Seven,

and ‘seveh,‘ if the proposed well is completed in the Gallup

formatlon, what oil pool would that be in?

:jwould you please ldentlfy and explaln this exh1b1t°

Page ____ 12 —

I'a like to interject here the reason for

that is that, of course, E1 Paso Natural Gas Company has a half

course, woiild require communitization of the Mesaverde interest

as well as a new operating agreement to cover it,

Going on in the letter, it says, if you

do own the o0il and gas leases, as indicated on the enclosed

R

to j01n1ng in the drlllﬂlng of the Dakota test well, as pProposed

ment, please have the aoproprlate person execute the communle

tlzation and operat:mg agreements, approve the proposed well

Accompanylng this letter were documents

0 ~ Before going to these Exhibits Five, Six,

o

A - That would be in the Gallup Flora Vlsta

Pool wh;.ch is spaced ‘on 160-—acre spac:mg.

3

Q. , Referrlng now to Exhlblt Number F;Lve, ‘

A. IR Exhlblt Flve is a proposed commumt;.zatlo

agreement cover:.ng ‘the subject well whlch was qent with €he
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o

cover the. Dakota formation on that?

s
11
12
13 bbe ”com_qnl,ti.zed' to thlswell? N
in BRI SN AT RNCEEES L

16 ‘viously describea,

161
’17;.w111 you please rdentlfy and explaln this exhibit?
18 ..

19

?agreement. 1t descrlbes the acreage as welve prev1ously der'

”;fscrlbed in the communltlzatlon agreement, It haslattaéhedva

13.

,Pnge

letter dated April the 21st, 1980,

It's a standard communltlzatlon agreement,
which, if you wil1 look at page three, has been executed by
both.Mrq Bolack and the attorney for Southland Royalty Company,

G, B. BabcocP Approval by the Southland people was made on

May the 27th 1984q,

0 And does this COmmunitizatiOn’agreemehtk

A, ; ~ Yes, it does,

0 : Referrlng now to Exhlbrt A.of Exhlblt

Number Flve, the communltrzatlon agreement ‘does this EXhlblt

A deflne the parameterb of the oil and gas leases that would

A  Yes, it doés, ehOWihg the acreages pre-

Q- | And referring now to Exhibit Number Six,

A Exhlblt Number S;x is the operating agree-

ment that also accompanied the April 213t letter, It‘s a stanqv

ard operatlng agreement, standard in that it very closely

follows AAPL Form 610, 1977 edltlon, for a- model operatlng

COPAS 1974 exhlblt as EXhlblt A, accountlng procedures for the

301nt operatlons of thlS well ‘which we've called the Tom Bolac‘

]

e

(3

G
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fmite;s AFE, for the Tom”Bolack No. 1 Tommy Bolack Dakota

page_ 14

Nn. 1 Tommy Bolack Well.

under the Exhibit A we call for overhead
drilling and producing‘operation on a fixed rate basis. Salari
wages, and personal eipenses of techﬁical employees and/ox the
cost of professional‘consultant service, contract services,
shall not be covered by the overhead rates, and the fixed rate
basis that we've proposed on it is for drilling well rate of
$i045 per month, and a produc1ng ‘well rate of 9?00 per month.
Q. : Refefring ‘to 1t looks 1ike some additional

1anguage up at the top of thls overhead 111, there is in paren-

‘thesis; it says see Sectlon VI, Miscellaneous. Would you

please adviée us what that refers to°

A Yes., THat's shown on page five of that

Exhlbxt A. It pertalns to overhead costs and is in essence a
request for --— to be allowed to adjust these Fixed rates on

thé,baSiS'oi*an lnflatlonary factor, which would be determined

|| £zom time to ime.

@ Has £his'operating agreement been exe-
uted by any of the worklng lnterest ownets?

A. _ It has been executed by Southland Royalty

0 Referrlng ‘now to Exhlbit:Numher seven,
woﬁiddyoubpleaSe identlfy and explain thls exhibit?

-‘tA o Exhxblt Number Seven is a well COSt esti%

_x

LS 4
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‘tLQGallupiproductlon were 1t obtalned;'ﬁis'intefeSts'WIth.reepect )

which the costs would be prorated between the Gallup and Dakota

10 -

1$503,140, that's the first column total.

Page 15 -

Well, a copy "of which accompanic 4 the April 21st 1etter_to
working interest owners w1th1n the south half of Section 1.
It -- the Exhibit Seven is for ‘the Gallup—Dakota,possible

Gallup*Dakota‘dual"completion well, and it shows the method in

interests, should that completion he made .
The same well cost estimate can be utilize
and i nflllzed in the event that a Dakota only‘production is
obtalned from the well‘ Wlthout going through it in detoil,
and 1111 he glad to answer questions about it, tne totals and

all, T tﬁink-wé Should look down at the bottom and see that

the estlmated costs for a Gallup—Dakota dual completion 1s‘

‘The_second column shows ccmmon costs' to
both the Gallup and the pakota, and below the total, thch was
$292 3G0vfor ‘common costs, has been added’ the Dakota costs,
that ere column C, to_give‘a $426,805 for a Dakota only com-
91étich;f | |

Now the costs, of course, prorated to the

L dlfferent 1nterests, in this case for a'dualgcompletion;in the
'Gallup, we would have, referring‘aifeCtly~to pr. Mathias' 40-

"acre 12- 1/2 percent 1nterest, in the Dakotavonly, his costs

n the basxs of these totals would pe for Dakota production,

j$53 350, and because Dr. Mathlas would not have an Lnterest 1n
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in the Gallup éither, would they?

.§ion of costs for Gallup and Dakota?

;it*would result in‘e CheaperVCOSt to them in the Dakota well,

Awould you please identify and explain th;s exh1b1t°

‘COxrespondence between Mr. Tom Bolack and Dr. E. P, Mathlas of

Page 16

to a duel well, the cost to him for such a dual completion

would be $35,082,

0 Has this AFE, or well cost estimate, been
executed by any of the working interest owners?

A Yes, the copy that has been made for Ex-

5

hibit Seven has been executed by Mr. Van Ryan of Southland
ﬁoyalty, and‘indicates their approval of this AFE for the
Tommy Bolack No. 1.
B AQF Who preparedithis‘well cost ‘estimate?

A I:Fdid-.

MR, NUTTER: ~Now Southland would not Share

A No, they would not;

R. NUTTER: And they agreed to this divid

A ‘Yes, they did. T assume in part because

should ‘it be dual completed.

3

0. '~ Referring now to Exhibit Number Elght,

A Exhibit Eight is a series of letters, of

Los Angeles, perta;nlng to,h;s 1nterest in the proposed well

The ;n;t;al letter is dated May the 30th

”19§0,'ahd_thié was Subséqueﬁt*td“the originalfletter oquprll

SO LS PETPILRE

PR

b2




s

21

SR Ay

|| posed well,

Y
A !
; o
j 2
» 2
4
5
»6
_1
8
‘ },~-é,
6 Bs -
g2gd M
> 2EY =
«.Q ¥=L
e 1
Badf
> a& 13
2 4
x °

14
s

"SBO1ackft6'Dr; Mathias, dated June the 17th, a reply to his

| is still that you join in the drilling ‘of the proposed well; -

Page 1'7

th 21st, sent Dr. Mathias with the operating -- proposed oper-

ating‘agreemént, unitization agreement, and AFE.
Summarizing sdme of the points in the ini-A
tial:}etter here, dated May the 30th, Mr. Bolack says, I have
since received a- favorable response frcm Southland Royalty but
have not heard ffom-you to date. Would you please respond?
And'ﬁbtés that'thé‘Scarcity*of'aVailab1E'drilling'figs'and
‘slowdown ih(gdvernmental clearances, and that it is his inten-
g%iéﬁ to drill this weil atvleaét“by the fall, and certainly
IQUriﬁgleBO;"and he urgently requests that Dr. Mathias inform

him.asrto whether or ﬁét'hewis,gding to elect to join the pro-

Mr. Bolack received a reply from Dr. Mathi

‘on June the 13th, which the last line says, I am willing to
: PR The

“consider a reasohable huy offer for the total 80 mores.

80 acres refers to the fact that Dr, Mathias has an additional
0. acres adjoining his 40 in the south half of Section 1, that
lies in ‘the north half, It consists of the northeast of the -

¥
)

T mean the southeast of’the northeast quarter of Section 1.

by Amdqo in the north half of Section 1.

The third letter is-a letter, from Mr,

> vy

and that 40; ineidentally, is dedicated to a Dakota test drillﬂd

fiéttéf,‘tdfﬁrgrﬁéthias' letter, He states that, my preference

as

4
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that I am reluctant to‘make an offer for your acreage primarily
because it is burdened with what I think an excessive over-
riding royalty, if the information that I have is cofrect that
there is 30 percent in outstanding royalties against the lease]|]
In the interests of, ﬁowever in the interest possibly of
speedlng the drllllng the well, I'm willing to make an offer

to purchase your acreage, and further that I would need to knov

kall of the commltments attached to the northern 40 acres; fur-
ther that thls offer would be conditioned upon your providing

'me w1th.complete documentatlon of your ownershlp and the teims

and’ prov151ons of your ob11gatlons. I'm sure that you re

‘aware that the State of New Mexico has forced pooling provisiof

in its regulations,

He sayS thet because there has been a cond

Siderable time since I made my original drilling proposal to

you w1thout response ‘on’ your part, and because our other partr
ner, Southland Royalty Company, has executed the required agreg
ments, I earnestly request that you give prompt con51deratlon,
fLrst, to’ 301n1ng us ‘in the dr;lllng of the well by executlng

the agreements prevlously«Sent to you, QY falllng that, to din--

»form me: soon if my‘offer to purchase your interest is acceptab

He says further, that if I do not hear

ﬂfrom you before the flrst of this" comlng month. 1t would be

necessary for me to ask for a hearing before the 011 and Gas

ConserVatlon Division to request that your acreage in the
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involved in any more drilling.

mentation or refer‘en‘ces so that we may read this ruling in

Tits e'n'tiret"y{, ruling referring to the compulsory pooling ruling

‘Mathias starts out, in response to your request for docmenta\;.-"
'-ti‘on of the State of New Mexico regulations o;"

,'poollng,.I 'm encloSJ.ng, . flrst, a copy of the act Dertalnlng

"to statutory unlflzatlon, secondly, a copy of the draft form

vatio'n; Division in a 'compuisory'pool'i‘ng"he'ar‘ing;, and thirdly,
‘a copy of a recent docket for the OCD, show:.ng four cases in-

_volv1ng compulsory or forced poolJ.ng requests by varlous oper-

“hopeful that you will g‘ive serious cohsideration to joining

. Southland Royalty and me in the drlllmg of ‘this proposed we11

~,1,;1:=iist"11:‘né;-,';3ﬁef..;psé>rs:,'v'y.ouf-‘d.id: not indicate in your letter =

Page 19
scuth half cof Scction 1 be force pooled to the proposed Dakota
test.
The next letter, dated June 19th,‘ from
Dr. Mathias to Mr. Bolack, says in part, my offer to you to

purchase the necessaxry acreage for your communitization should

™~

have indicated a reluctance on my paft to become financially

At the bottom is says, please send docu~

 Mi. Bolack‘'s June ‘the 24th reply to Dr.

compul sory

showing the type c')f information considered by the Oil Conser-

ators.

The sécond paragraph, he says,*I'm still

Further on in ‘the body of the letter,

Sl
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VI m willing to increase my prev1ous offer for your acreage by

‘ on your part is necessary, as i am obliged to proceed with the

freéuést for compulsory pooling hearing very-soon, due to the |

that our hearing had been scheduled for August the 6th, and
ffurthef'to explain'to him; as well as I could, about compulsory
~either JOln or. to- sell hls 1ease.

enotes, I made the call to Dr. . ‘Mathias in Los ‘Angeles, talked

"and wanted to explaln ‘'some of the facts as we saw them w1th‘

:frespect to ‘the well, and 1 ‘aid inform h;m at that- time that

:four hearlng was set for Auqust ‘the bth.

Page 20

if my assumptions about your interest are correct.

) k And in the final'péragraph,_he states,

an addltlonal $1000 if you still will not contemplate ]oinlng

in the well, ThlS offer is again contingent upon your providing

g
R

documentation to verify my assumptions as to your ownership ob+

1igations on the 80 acres. Further, again, a quick decision

B

time constraints.
phere was .~— there had- been no reply up

't; ﬂ

the;10£hy;wﬁenLthe;ﬁéplicatidn'fbr‘cohpulSdry pooiing

i Number One. and on July the 25th Mr.

was made}"thét“iS'EAh b

»
.
A

;.4.

Bblack,aéked me to contact_Df,‘Mathias by ph0ne to inform him

poollng, ‘about the geology, about the ecbﬁomids of the drilliﬁﬁ"

of this well, and to ‘see agaln if we could persuade hin to

vOn JulY’the 26th, from mxfpersonal diary

?

to hlm at some 1ength told him that I represented Nr.'Boiacki

3
4

v i e e e e
N M o !




Page 21
S 1 We went through a rather lenathy discus-
2 | sion of all of the t}iings. I don't believe in my own mind
- 3 j-that Dr. Mathias is too knowledgeable to the oil and gas busi-
3 . -4 | ness, so we tried to -~ to make as clear and objective a pre- |
6 || sentation as we could of what the economics of this ﬁell and : Yo \
6 || the produ‘ctyiori»'po'ssinbifliities were. | ‘ | .
7 o ’ s Dﬁ'ri*ng, that conversation he reiterated < ‘
8 that he would prefer to sell the lease, I discussed with him )
“9#% Lwhether oxr- not he knew exactly what his interests were, and
' :f; e '10; ‘he stated that he de not that he would advise me to check |
;gg g ) " :‘W1th h.‘LS‘ attorneys, gave me the name of hls attorneys there
'> §§§§ | '2 in v“Los Angeles, ‘and that ke would like to have me 'go over this
- &% 8 , ‘
g %E 1—? same discussion with his lawyers, ‘in'partii"c'uiar a Mr., David |
@’ T jReeve (SJ.c) ' who was knowledgeable in the oil and gas buSLness :
i ‘and then hlS lawyers could ‘contact hJ_m for dJ scuselon of thls. , _
16 ; | Late‘;, from my personal diary, on JUly | _
7 the 30th T did call Mr David Reeve (sic) with the law fixm ‘
8 of‘R_os’en, Wattell, and Gilbert (sic)-in Los Angeles, about Dr, | o

1'9_‘_ Matﬁié‘s" acreage.' I thoroughly reviewed a]l the cm:respondencg

;
:
I
E:
:
¥

. 20 'that we tye dlscussed here as’ Exm.ba,t Number Eight, and deter-—

z mlned from my conversatlon of some length with him, that they

Y : ;

AdZLd not elther have the ownershlp WJ..th respect -- they could

>

"ri,ojt verify-‘that his ‘net revenue 'interes’t wafs -70 percent in the}

-

3

| ~-ﬁf1£wef"“1feas_e.’sl'; ‘ox in the 80 ‘acres,

In the interlthad checked the county,
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"‘the offer by agreelng to accept some of the costs that were
‘north half of‘the}sect;on, as an additional 1ncent1ve to have

" 'hearlng and I was told by Mr.

:back in touch w1thtme before next WPek prlor to “this hearlng‘

18

ceptable agreemeht; Whether for.jornrnglln the well or for

A gf: T thlnk we dldq
i - Referrlng now to Exhibit Number Nlne,
fﬁouidﬂyodﬁéiease 1dent;Fy and explaln this. eyhlbrt9 ,‘ -

Page 22

ov T had had the county records checked, and was satisfied in
my own mind that there are 30 percent in royalti interest out
against these leases; that he has a 70 percent net revenue
interest in both of these 40's.

I told Mr. Woo (sic) in my conversation
that the prrce offer by Mr, Bolack for the purchase of these

was afalr prlce in my estlmatlon, Inifact, we -~ we furthered

agalnst the Amoco well to the north that were outstandlng

osts that Dx. Mathlas ‘had - acqulred in the 40 acres in the

h;m sell. . We: Stated at‘that time to‘hlm that we would have

to have an answer to this offer before “the August the 6th

N

To - date I have not had any correspondence

or‘phbn
0 _ In your opinion -did Tom Bolack and your—

self‘uee reasonable efforts to txy to come to a mutually ac-

purchas;ng Dr. Mathlas interest?

e conversatlons w;th.elther Mr, Woo (sxc) or Dr‘ Mathla.

158

Woo (sic) that he would be gettlz‘

~«jiA1‘dAvA o Exhlblt Nrneols an exhlbrt that I prepare

H-
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|

1f you 111 look at that 1n conjunctlon Wlth Exhlblt Two,; if I

13

productlon recor

, on the productlon hlstory ‘chart, Exh;blt Nlne, were obtained

;ffqmethe>0CDfrecords as.I had them to date,

Page 23

i

primarily to help the_Examiper‘endhthe Commission to
evaluate our request for a 200 percent risk factor fox thev
operatorxr in assuming Dr. Mathias' costs of drilling and com-
pleting and equipping this proposed well. ‘

T'd direct your attention to, first, to
the last page of-thievexhibit, if you will, which is a Dakota
oil and‘gasvproduction hiStory teﬁulation of selected wells

that are adjacent “to- Mr, Bolack‘s lease in the Section 1, and

can but flnd Exhlblt Two, here we 9o, the Flora Vista map,
you‘ll see that the wells listed on that producticn history

>

ohart are wells surroundlng the proposed location forfthe“No.
1 Tommy Bolack well. | |
The‘firstfbeihg‘the Texaco No. 1 Barton
Well Wthh is the offset well to the soutn Of tiie propoe
location. Agaln I would refer you to the legend on the map ,
1ndlcat1ng that the hlghllghted in yellow are the Dakota pro—-
ductlon flgures current on ‘the map, and they should correspond
with the productlon hlstory chart, end if- ‘you look carefully,
you‘ll see’ that they do not exactly correspond. The reason
for this is ‘that the productlon data that I put ontthe~map,

Ekhlblt Two, were obtalned from El Paso Natural Gas Company's

ds avallable to me, The product;on 1nformat10:a

LT
E TN

Wlth the exceptlort

r Ayt i b2 1
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.no, not with exception. The last ~- this productlon history

carries through to June of this year.g In other words, it showg

. 1
(o R ¥

| 1979 cumulative figures,

'is the Amoco Scott Well, which is to the north of our -- in

the north half of Section 1. You'll note I show the Southland
“nsrthwcst of o

Ttlflat»‘i',,}{a't: well, a completion attempt was made in the Dakota

'offsettlng, or dlagonally offsettlng the proposec‘i locatlon.
Section 2 in 'the.southw_‘eStr'quarter. The Beta, Well is included
because it was Clted in the USGS letter to Mr‘ Bolack as a

, also, in thl,s'..chart.

Page 24

the first half of this year production, so that these productid
fighre's are very current, but there is a slight discrepancy
and I think that the discrepancy -- I say I think, because it
now‘ occurs: to me_that theproductiOn figﬁres I see here do in-

ude - the fiwrst -half of '80 and on my map I show only through

it"s a minor difference.

Also included on the production history

<

Royalty No. 1 ~Zachary Well, which is -- is immediéteiy to the

\

caed 'Mcahrm-- and T'11 note at this #ime

i
ns"
it
o

as BT e e

and it was abandoned after some 11¥mi)'11ion cubic feet of pro-

duction. So we do have a well th__at was abandoned i’iﬁme’diateiy
Consolidated No. l ‘Clayton Well is in

Itts up in Section 36 of 31, 1'2. It was included primarily

pOSSlble dra:,nlng well, so it was J.ncluded the data on it,

"
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.fme.the Dékbta'has beehybroaucing since 1962, 8o each of

the number of years they've been producing is listed at the

"tﬁéspioduction,fidm’the'Consoliaated Well on Exhihit Number
‘Two from the Gallup formation, you'll’ see that that:.well has

‘produced in excess of 2-billion cubic feet of gas from the

Page 25
Mow back to the «~ well,; T'd like to take

a moment to point out that the production from all 6f the
Dakota surrounding wells, and there are four immediate ones,
the maximum production to date from the Dékota, the 'best pro-
duction to date is from the Consolidated Well in the southwest
6f’Section 2, which has a cumilative gas produétibn of 346.7-
million Cﬁbic‘féét, énd‘that well has been producing, is one

of the longer producing wells, if not the longest, in the area,

these wells has a productive history that should allow a fair

As you can see,

estimation of what their capabilities are,
e
bottom of each column,

I»ﬁhiﬁk.from our correspondehce'and dis;
éusSiQn' it'S obﬁibué tha§JWe consider théTDékéta as a»maiginai
eeanéﬁical‘ﬁentuxe'in there, and it's only.that we have the
potehtiaiity of a dual complefion‘in:there'that_wéuld appear
to -~ to us tvoffér‘the best economiqal cdnsiderations, and

as I said, the Gallup is the primary»conCe:ng If you look at

>

Galiﬁp,'so‘it's a substantial reservoir here,

Now, with the Consolidated 1-~E Well having

{

.}bééﬁﬁd#iiléaffn'£ﬁeﬁéoﬁ£he35t'Of‘Sédtiéﬁ'2, and ibékiné”éf“tﬁé '

e 5
192

S
3
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Math,las port;Lon of a Dakota well cost only would ‘be $53,350,

‘We further'assume that from Dakotg gas productlon only in the

“Section 103 ’p‘:c'i;ce*-or sz';zsel*/z“pér‘im‘i‘inon BIU, Weive as-

b justment of 15,025, We've assumed taxes at the rate of 7 pér-

at that net price of $1,59,4 per Mcf, -

‘what it m:.ght take in gas to recover that$53 350 cost to Dr.

productmon from' t‘1e well would requlre roughly 267-m11110n

f'before we- would have a return of that money, anﬁ we look back

"c'atjthefbhart bn*the’last‘page gf thlsfexhibitvEOVarxive,at

Page 26

log and seeing the fact that the Gallup is répresented on that
log, we're of the mind that we have a reaskonable opportunity
for a dual complet§on, but of course our consideration in this
hearing is for a Dakota well only, and looking back at the

first page of Exhibit ’I\Tine‘,’ we've attempted to do some eval-
in here,

We ve assumed from our area fee that Dr.

proposed location, that we ‘could expect a net price ifor Dr,
Mathias' interests of something on the order of $1.59~<»per McE,

and we arrived at that figure by taking the July, 1980 NGPA

sumed a BTU adqutment of ll 000 BTU ‘in the area, by 1ook1ng

at several of the wells, and we' ve made a pressure base ad-—
. . RS ) ) -
cent, and we've assumed his royalty to be 30 percent; 'to arrivg

Now, we equate that back in B, 1- B, to

Mathlas at those -« at that net prlce, and we 1nfer that the

-~
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years,
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these figures, that in order to produce 267-million from the
Texaxo Barton Well it took, I'll say approximately 18 plus
years because the Barton Well has not yet produced 260-million

cubic feet.

Thg»Amoco Well took approximately 11 years
to prbauce?267;~tﬁe Consol, 11.7 years; the Beta Well, 15+
» Now if we'assu@e”an ll-year rgcovery of
ﬁ#ﬁt 267—ﬁiliion cﬁbic feei,kwhich.is'the best of the four
wells we referred to, a$d we make sbhe assumptions about the
cast: of the’moﬁQY7_of>12 pgxcenf interest rate, which is the
cuireﬁtlprime rate plﬁs one percent, assumé it-is cbmpoundéd

seﬁi—anﬁually;lthenvthat cost of $53,350 has an undeferred

value cf'$181,»367 . That's from a present worth factor of .233

and then - and thus the compounu factor is 4,29, or in essencg

4.29, T beg your pardon, which 1s‘é9$éﬁtiélly 429 percent of

‘that Mathias wellrcost.

‘Further, if we under E, add a_9.percent

'péi year Lnflatlon rate to those 1l-year recovery results, we

‘end up w1th a compound amount factor of almost 9. to L.

Now that a11 pertalns to-the D kotéwwellﬂ

 and assﬁmes only‘DaKOta“prOGUCtiph. We've lodked inzII ét

the possibllltles under a Dakota-Gallup dual completlon for

‘:4ﬁiﬁ Mathlas' 1nterests. Hls portlon of the cost for such a

.Jwell would be $35 082 | We‘ve ysed the ‘same assumptlons with
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‘ ﬁ 11 a net gas price and to recover the $35,08_2‘it would require
2 || approximately 176-million production fromthe well. Again we

? 3 | made a comparison of the four surrounding wells and -~ ag to
‘4 | numbexr of years to took to produce 176-million, and we get

¥

5 I in the Texaco Well, 13.3 y"ears; from the Amoco, 5.6; in the

6 Consol:.dated, 5. 8, ”f’r"om ‘the Beta, 14.7.

70 L S Aga:m in this case we've assumed that

v

8 10‘—-‘3(ear‘re‘covery,’ whlch is an average of those four wells, and

9 |l we come up with a c‘om'pound amouht factor of 3.4. ,

.‘f,§ I» ol | o E . - Then. we assumed a 5. o—year recovery, wﬁlcf
, ;’é%g’ " E is the best 1nd1cated by any of the wells around there, and we
i Eé%% ’ 2 fdo get a compound amount factor of 1. 81.
3%5 13 " | . Now if jou take that best - possmle re- j
i "" Acovery and add on a 9 percent per year Ll a cisn Eats, welget ;
: . . i
. |

'1?’ sa compound amount factor of 3. 06
L [ ~ All of thlS, of course, J.S des:.gned, this i
17 :

analys:ts, 15 to po:.nt out that the recovery of the monles Dr.

8 ’attrlbutable to Dr. ﬁath.ras‘ J.nterest should Justlfy the 200

g 19 'percent rlsk factor that has been requested by Mr. Bolack.
20 o Q. | : Would 1t be faJ.r then to state tnat Dasea
- 2 upon thrs economlc eValu’ati,o‘n, as well as ’the ‘surroundlx}g

Dakota productlon, or 1ack of Dakota productlon, that Jou are S
4 request:.ng a rlsk factor of 200 percent in th:.s hea,rmg'> 2
B R N Yes, it is, ~
B o ; 0 C Were these exhlblts prepared under your
- - T :

Lrahd e PR N & e g
<5 £ L WL S8 o2 R SCAREYS 1 3 SR 3 (ISP SENGE B2y Sz
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superv1910n and control?
A Yes, they were.
MR. TULLY: At this time I would move
for the introduction of the Exhibits One through Nine into

evidence.

MR. NUTTER: Exhibits One through Nine

-l will ke admitted in evidence.

0 I ',"professional opinion, will the
'ébproﬁallof‘ﬁﬁisx ng appllcatJon result in the

recovery of addltlonal hydrocarbons' it will not commit waste;

it‘wiii‘nOt 1mpa1r correlatlve rlghts- and(it>will‘aVCid‘tﬁe
drllllng ui“oﬁnCC?éééfQ.ﬁéils?;k |

A, That is corféct,

o ' po you feel, in your profeésional opinion
that the terRe and conditions that you have proposed in the
0poratiﬁg agreemont are just and reaéohabie? o

| A Yes; 1 do. S

MR. TULLYY. I ‘have :no Further 'questions.

CROSS EXAMINATION
‘BY MR. NUTTER:
'y - Mr. Speer, Exh;blt Nlne shows that the

payout plcture is bleak. for the Math;as lnterest here, whether~

1t's a dual completlon or a 51ngle completion, 1 thlnk, andk :

'ufor‘that reason you say thAt Bolack is gust'fiedﬁin'asking

s

B







¢
Gl B e

™

| SALLYW.BOYD,CSR. =

"Rt. 1 Box 193-B:"

‘Santa Fe, New.Mexico 87501

Phonc (505) 45577409

Page 31

conversation with me, paid an exoxrbitant §rice for the acreage
originally, |

o I think in one of his notes there he
stated that he had paid slz,obo for the lease originally,

A $12,500 for 40 acres, right, which is

what, $150 an acre, or something on that order.

I think it's obvious in my own mind that

theupaid>too'highVa price’ for this origina11§,~and then of

course, he allowed too much royalties out, but as‘We'poihted

out to him, I felt”like'the‘dffer'made by Mr. Bolack was in
11ne with what the current ‘prices are, Aﬁﬁarehtly his -~ he
would ltke to get hlS money back from the thing, and -«

e
A _ He never has stated what he wanted for

_the*iease; has he?

T “:Na;ﬂi”
Q . I didn‘t see it qnywhere in this corres~f
pondence, |

A - No, he has never,givenieny'indieetien.‘

Q, He sa;d that he had pald $12, 000 but he

'fdecaned an offer of $2000 for the 40 or - $3000 for Lhe 80 and

kvithen Bolack upped it to $4000 for the 80 dzdn't he?

A ’ Yes, I belleve that s what lt is in the

23;ftbody Of these 1etters here, and then as a final offer that I

REPRLTS

-

-fmade on the phone, when we found out that e and Dr. Math;as

S

Jin conversatlon he sai d that he owed somethlng in - excess of
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82000 to Amoco on the Dakota well to the vnof{‘:h', I counseled
Mr. Bolack, and he said we would accept his obligations on

that. So in essence he's offered him $6000 for 80 écl-es, which

is $75 an acre.

50 But if it takes, in the case of the

that would pay off $53,000, It will take three times 18 years,

‘or 54 years, for him to pay off his thare of the well plus the

100 'pérceh{; penalty.
o A I WO‘l;lldk’fbibh\k. yOﬂr analysis is correct.
0  How old 'is"'Dr'., Méthiaé? |

A I don't have any idea. 1've én’ly tégil{:ed"

“to him on the phone,

‘for the Dakota lone for anybody.
o Right.
A : In my estimation, Tt ’h‘ahgs’;oﬁ being able

B

“to be ‘dually produced,

a Okay, now up at the top of your Exhibit -
' Nine, point IV there under A, where you say royalties at 30
Mpér’cernt“

Iz

A , Yes,

Sit?

No, that '}s“"éent's"‘fp"er ‘ Mcf. |

!

péxado Well, it took 18 years to produce the amount of gas |

.- Obviously, this whole tHing wouldn't fly ||

S N " Where you‘ééy‘ 0.759, fth.a,tv's'“b"d‘olflars,' 1sn' 1
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75.9 cents,

A,

Pag"o \\33\\ ;

Yeah, but it would be ,759 déllars,»or

Yeah, right,

Yeah, it dldn't have 3 dollar sign there,

‘I'm sorry, Idldn--t ndt’ice '*that.

And it'sg not percent It's --

It t's dollars

It’s ‘a dollar, th.ch is subtracted from

the gas to come up with the net value of $1 59

:g“j

tions of Mr, gpeess

Under 'jadvi‘seme'ri t,

Correct Taxes ‘and royaltles have been

MR, NUTTER: Are there any further ques-'
‘He may be excused

Do you have anythlng further, Mr, Tully?

MR, TULLY: ‘No, s:.r, “thank you"

MR. NUTTER: wet11 ‘take Case Numher 6993

(Hearing concluded, )

A o e B TRy b o .
R i e -
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I, SALLY W. BOYD, C.S.R., DO HERERY CERTIFY that

the foregoing Transcript of’ Hearing before the 0il Conserva-

is a full,

-

true, and

h
he 3

g

Page

34

CERTIFICATE-

~tion Division was reported by me; that the said transcript

est .of my ability.

correct record of the hearing, prepared

A

AT S
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M
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Application of Tom Bolack for com-
-pulsgory pooling, San Juan County,
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“and ocoupation?

L]

Page

MR. NUTTER: We'll call next Case Number
6993,

Mﬁ. PADILLA: Application of Tom Bolack
for compulsory pooling, San Juan County, New Mexico.

MR. TULLY: I'm Richard Tully, Farmington,

~

New Mexico, representing Tom Bolack.
I have one witness to be sworn, Mr.

“tWitness sworn.)

WILLIMM R. QPEER =
being called as a witness and having been duly sworn upon his:

oath, testified as follows, o-wit.

'DIRECT EXAMINATION

i BY MR. TULLY:

: g P _quld'ypu please éﬁateLyour name, address ‘h‘

j A\; S "My"haﬁe'is‘willihkaw Speefx' I'm a con-

“:

sulting geologist from Faxmdnqton, New Mexico, h01 Petroleum

| here today?

Plaza Bldg. T "-';.7 R : SR R

el
R

Q. .fs},' And in what capacity are you appearing

‘u

S j’};‘f ;Aﬁ‘airépﬁéééﬁtatiﬁb'ﬁﬂé consultant for

SRR

SR R

o o AR A T g T 4
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1| -qualifications acceptable to testify as an expert witnoss?

“and briefly explain this exhibit?

~8ection 1, Township' 30:North, Renga 12 Waat, fan fuan County,

;”ihigréét ownex iﬁ'tﬁ3t>scuth half ofeSection 1. We have

'half drilling unit and have not received the approval of Dr.
'.Eugene Mathias, who owns a 12~1/2 . percent working interest

;in the Dakota drillinq unit.

N gginterast as a CQ§QUL¢?rY pooling order from the Commission.
-;:,N_,,‘.u : Lt (

Page 4

Mr. Tom Bolack.
. 0 Have you previously testified before the
New Mexico 0il Conservation Division?
A } Yes, I have.

o

MR, TULLY: Mr. Nutter, are Mr. Speexr's

MR. NUTTER: Yes, they are.
. 0 | Referring now to Bxhiblt Humwber One, whiél
.
I believe you have in front of you, would you please identify

,i Exhibit Number One is our application
for compulsory pooling submitted on behalf of Mr. Bolack, for

a‘proposed‘Dakotaewel} to be'located in the south half of

New Mexico.:
The applicatjon proposes to dedicate the

south ‘half of that gection for a Dakota test well within the

field area. " The apglicanﬁ, Mr.' Bolack,-is a 50 percent workinj"'

iah ?‘ Tﬁ*‘"ﬁ4of other- lteresc noLaers in tnat gouth

We have made application to pool this

R B M A AR R o

7
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= well, ind:.cates production data from” those wells, This area

10

"

12

14

'Wnﬂt oz o the soutnwest quarter to be leased to Mr.

‘Mathias, also in the southeast quarter. :

Page —
5
0. Does this application indimte thes& Dy,

Mathias was sent the application by certified mail, return re-

ceipt requested?

A Yes, it does. on the copy submitted we

have shown the copies of our receipt for receipt of our copy

sent to Dr. Mathias.

Q Peferring now to Fxhibit Number Two,

would you please identify and explain this exhibit?

A Yes. Exhibit T™WO - is a map of the area

involved in our application, termed the Flora Vista Area. It
shows portions of 'rownship 31 North and 30 North Ranges 11

and 12 ﬂest, in San Juan’ County, New Mexico.

Centered on" the" map is the drillinq unit

outlined in red the south half of Section 1 of 30, North 12

Bolack 280 aores in the southeast to be leased by Southland

Royalty Company -~

MR, N’U’ﬂ‘jmm Not 280 acres.
“31.101 ic wou.Lct be -3-
MR. -NUTTER: | 120 aeres., A

A - - 120 acres. And 40 acres to Dr.

'I've hlghliqhted the data shown on each

is an old developed area with production coming from at least,k
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, by month and year, the cumulative gas production and cumulativﬂ

oil production.

“have Tom ‘Bolack designated as the operator of this well and

QExhibit Number Three, would you please identify and explaln

cal Survey s Albuquerque office, with both El Paso Natural

»Gas Company and Mr Bolack, pertaining to a request ‘of the

‘”USGS that the ‘lease of Mr. Bolack's NMO-2707, appears to be
‘subject to drainage in their estimation, and they request thaty

~information reqarding plans to protect the Federal acreage

Page ) 6

four di€fferent, five different, productive zones. Our concern
is with the Dakota formation, the productibn'from‘each of the
wells surrounding this drilling unit from the Dakota formation

have been highlighted in yellow for your better view.

The legend ehows the producticn’data to
indicate the producing formation, the 1979 production, both of

gas and oil, the date of the first production from the wells

0. Ie it the intent~of’this application to

also that the proposed well be drilled on his lease?
A ' ‘:Yes it is.

0 4 Referring now to what has been marked as

this exhibit?

A i," Exhibit Three is a series of letters, cor

respondence between thc u. s Department of Interior, Geologi—

-

from drainage. v

‘ThevfirEtvietter,{nethe sequence on ExXt

)
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"Page ‘7
1 kﬁibit Three, was.sent to ElVPaso Hatural Gas Company, mis-
‘2 takenly. The owner of record, Mr. Bolack, has the fights be~
3 low the Mesavefde on this particular leaso. El1 Paso Natgral
4 || Gas Company has a half interest in all rights above the Mesa-
5 tarde. | '
6 ‘So Mr. John Ahlm, -landman foxr El Paso
7 Natural Gas Company; in the secbpd]letter advised the USGS of
oh. thié Situation and forwarded a'c0py of the letter to Mr. Bolacﬁ
; él ffot‘answer.
‘1°} “ - The third 1etter, dated March 13th, is a
reply £from Mr. Bolack to the USPS office in Albuquerque, Mr. |
?2 ‘paniel, poiﬁtiﬁg out that the State regulations raquired the
| , fdedicatioh’of 326'acres to the Dakota well énd that it would
tijég “be nccsssdrf to‘communitiza'tr’é 3**'tobdril'»a'bakota‘teSta
15;';It pointed out that, in the second paragraph, with respect to
e whether the drllling of such a Da?ota well is an economic |
L ,endeavor; he conSidered that to be open to question; It sets
i;?f;jkoutosome of the p*oduction data on\the ‘surroundling Dakota
rojéi'“wellg. o
???o o ‘ And on the second page of that letter
21;'-states that it is doubtful that a Dakota well on my lease is
;ﬂ?f; ‘economically feasibleia* this time. e - ’ ‘
”?3; | And it does also point out that if pro-
'z‘o"ductio from otho; formations could be obtained and’ produced
vwcoocurrently from a Dakota well on the subject lease, a con*k

i i
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diseration which appears possible from my studies, -then the

economics could be more favorable.

allowing an extension of time to study this more tﬁoroughly.

a reply to the GS again, and states that the delay in reply to
his letter was occasioned by the need to await the data pre~
sented in Case 6533 held before the New Mexico 01l Conservation
Division on April the 30th, and the subsequent ruling on this ,
v case, which was not issued until May the 2"nd This cas}'e

BT E
12 ‘k pertaining to spacing regulations for Dakota Formation wells

_‘1"37 ,in the San Juan Basin.

testimony presented at the NMOCC hearing by the nost active

operators in the Basin indicated that because of the litholocic

nature«’_of the gas productive ba}-\ota‘ rmation in the Basin, e'
single well would not efficiently and eff'e'atixiéiy drain a 320-

-acre _;f‘p:dration ; uhi;t" .

in light of this testimony I requested ‘Mr, t?illiam R. Speer,

i ,'Consultinq Geologist, in the San Juan Basin to eva]uate the

| tsubject lease to deternine if “in his opinion the lease is

;"beinq subjected to (drainage. 28 his attached report will show,

Paga . - 8

The third letter is a letter from the GS

The Auqust, 5th letter from Mr. Rolack is

dealt with changes in the Commiqsion s Order R-1670“and R-16’7’0‘C.,._ =

The letter goes on’ ‘to state that the

‘ It further says that on thé second paqe
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f;;‘Royalty Company and to Dr. Eugene Mathias, working interest
‘iholders in the south half of ection 1 Township 30 North.
\‘f Range 12 West San- Juan County, New Mexico.~ That 1etter is

"m;kdated April the let of this year,

with the usgs.

:'position of Tom- Bolack and yourself as’ a consultant, that this

- marked as Exhibit Number Four, would y04 please idehtffy ang -

Page : 9

the Texaco Wo. 1 Barton Well.

His study also indicates that a well

drilled on any lease for Dakota production ~- on my lease for

Dakota production only would not be an economical venture. I

‘concur in his opinion.

N

All of that exhibit is, ecorrespsidence
¢ "~ .80 as of Auqust Sth 1979, it was the

well would probably not be an economical Venture?
A ve:‘.mhat is correct.i‘

i

U "Okay. Now, referring to what has been

explain;that exhibit?‘“ RS
, - g Exhibit Four ig- a 1etter to SOuthland

>

’eeu the last ietter that we referred

to in Exhibit Three, which was August the 5th of '79, the lettelf -

l'to Mr Daniel Consolidated oil and Gas Company drilled a well
2 if you will refer to Exhibit Two again, Consolidated drilled

‘a well in Section 2 of 30 North 12 West,yin the eatreme south~ ,’f>

eaqt corner- which is a’ direct offset to Mr. Bolack's lease.‘




SALLY W. BOYD, C.SR. .
Ret. 1 Box 193-B

Py

hi

Santa Fe, New Mexico 87501

‘Phone (505) 455-7409 -

~5

g
1
12

13

14

18|
. 45,;‘ 17 .

e

"of an economical dual completion of a Pa
‘property, and the re-assessment allowed me ‘to suggest that a

‘dusl completion would be an economical venture, and it resu

production possibilities also exist under the proposed locatioxﬁ

Page

P
o

This well has -- is in the process of
being completed now, but ve aid obtain a copy of the log of
that well and it waes logged on January the 23xd of 1980, and
the log test indicates that production is possible from both
the Gallup and the Mesaverde sections, as well as the Dakota,

and with this additional irformation, we consider the prospects

.L‘fi'é'eh
in the letter that was Exhibit Number Four.‘

“The 1etter states, from Mr. Bolack to

~Southland Royalty and Bugene Mathiae, that he proposes that
we pool our respectiVe oil and gas leases in the south half of
Section l, 'l‘ownship 30 North Range 12 West, San Juan County,
New Mexico, to form a Dakota drl.l..l.lng anu fgro:::atic nousle aa
required by State and Federal law, and that we jointly drill a
6880 foot Dakota formation 'test well in the southwest quarter
narte f that section. |

I further nropose to act» as the operator
for -vs‘u‘ch‘ unit., |

Further in the 1etter he says, because

from both the Gallup formation and the Mesaverde formation, I

propose to evaluate/ these poqsibilities for a dual completio"“"

of the Dakota with. either of these fox‘mations, when total deptl e

0 R Gt
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2 || abie. nince b

‘>iof estimates.
‘11-fattributable solely t

:1?*»tire1y to the Gallup or

;1&é> interest in the well.
‘tlfiei _
t:191,cating ‘well costs‘fo
'eiié‘plex th
ttij‘thdrillinq'block in which le

‘Eiz? }participant with respect to hi

Pago . B B

1 || for the proposed well is reached and alectric loys are avail-

~ the Gallup formaticn wonld appear to oifer the

greatex potentialities and would not require additionel'legal

erential consideration for

4 agreementa,-it would be given pref

65 ||a dual completion. i

on the second page he stated, should a

7 dual completion'be attempted, the opef&tot“then would prorate

the costs of the attempt on the basis of an
d by thehtwowenclo

Bf‘cation:ih’the mannex j1lustrate

splitting the cost between. ‘the ¢o

o the Dakota and those attributable en-

Mesaverde. anh

13 || pay only his‘proportionate share of the;oos

He stated that while thia e

 of a dual ‘conp s

an for a single completiOn, it is necessary for a

ase ownership is vamied

19:  tiona1 interest._ It.wi1l also result in a 1

] interest in

a single zone complétionaa;

fthose inourred in.

';Should a dual Dakota~mésa¢a da

it would be neoa

’:fhtteﬁpt%eppear warranted,

:ditional communitization and " operational aqreements before

’ ,conduoting the attempt.

~~mmon cost; those

partlcipant then woul

comparison with

—_

apC method of allo

ysed well cost

t allocated to his

thod_of‘allo~

plotion is somewhat mote com-

as to forma~

esser cost for eac

M ) ’“' L:,, ; ‘.
saa completion

ssary to obtain aé~.
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thaty is that, of courge, El Paso Natux

do own the oil and gas leases, as indicated on the enclosed

'proposed communitization agreement, and if you are agreeable

f‘tization and operating agreements,' anprove the p‘r’ob‘ose‘d we>11

‘cost estimates by notarized signature, keeping one copy and

kwhich we are enterinq as Exhlbits Five, Six, and seven.

:and‘ Seven, if {:he proposed well‘ is co‘mpJ_.e,ted in the Gallup

formation, what oil pool would that be in?

'would you please Ldentify and explain this exhibit?

: agreement _covering th

Page 12

14 1ike to interject here the rcason for

-uxal Gas a halfl

{nterest in the Masaverde under this particular lease, and of
course, would require communitization of the Mesaverde interest

as wall as a new operating agreement to cover it.

Going on in the letter, it says, if you

to inina in the drilling of the Dakota teet well, as proposec

-

and under the terms of: the enclosed proposed operating agree-

fneht, please h‘ave the appropriate person_*exe’oute the cormmuni-
returning the balance to me.
Accompanying this - letter were documents

e Before goinq to these Exhibits: Five, Six,

That would be in the Gallup Flora Vista

ad on 160- acre spacing.

Referring now 'to B‘xhibit Number, Five_, )

3

A e Exhibit Five is a- proposed communitizatio

e s"‘ubje‘ct' w‘ell," which was s‘ent with the
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fment that also accompanied the April 219t letter,

fscribed in the communitization agreement.

r-.joint Operations of this well, ,which we ve called the Tom Bolac

Page

13

letter dated April the 21st, 1980.

T+lag a ndard. communitization aareementj

gta
which, if you will look at page three, hasz been executed by
both Mr. Bolack and the attorney for Southland Royalty Company
G. B, Babcock. Approval bydthe Southlaﬁd people was made on
May the 27th, 1980. | |

0 B And does this communitizati on agreement
cover the Dakota formation on that? H

A Yes, it does.

0 o Referring now to Exh;lbit B of Exhibit

»Nu&tber Five, the cdxm‘nunitization agreeméht,c does this Exhibit
A define the pararneters of the oil and gas leases that would

be communitized to this well?.

,A. L “Yes, it does, showing the acreages pre-

‘viously described.:
o And referring now to Exh‘bit Number Six, A

17 will you please identify and explain thie cexhibit

A Exhibit Number Six is the operating agree-

' .L‘t’f:t a stand

ard operating agreement, sta.ndard in that it very closely

,.ffouows AAPL Form 610 1977 edition, for a model operating

agreement It describes the acreage as we ve previously de~

It has attached a_

COPAS 1974 exhibit as Exhibit A, accounting procedures for the

g AN R+ ot e




4, Tommy nolack Well.

under

at we've prop

H 2

! .

2 3 drilling and producing operation on a £ixed

' 1 4 ||wagese. and personal expenses of technical erplovees and/oY the

5 j‘ g || cost of profesaienal consultaﬁt gervice: contract gervices,

Er!fi} 8 ghall not be covered by the overhead rates ., and the fixed rate‘
for‘drillinq well rate of \

basis t‘n

‘$1045 per month,
referring to

ﬁequest for - to be allowed
f.l.at.;.uu "‘1

"the:_basis of an in

from tiwe tO time.
o Hag this
y of the working .’mte

)

would you ¥ please 1 :Ldentif

fﬁ##?y‘oxearﬂ.’fdt'fﬁﬁ”T°m'B°

Page ———

the Exhibit &

factors

op’eratingﬂ agr
rest’ owners?

1t has been » axecuted by

Reféiring nov
y and explai.
Exhibi.t Number s
Yack WO 1

BT

ove rhead

Salari“as ’

howe ~all for

rate has is.

$200 per month.

e some edditiona

exe is in paren

b o
' 3 § 10 janguage uP at t;,,he top of tnismmrhead TII, th
%%E% 11 tﬁeaisv, it s‘ays’seeﬁs_ecgioQ VI, Miacel}.eneous. Wo‘uid .yeu
Q i‘% %% R j’p}f_e‘ase advise us8 whae that refe'rs to?
' -TE;,“%E 13 | ' p.. » ._»Yes'} That's snovn on 'x::‘a"ge give of that
. Exhib’it a. It pertains to ,overhead costs and is in essence a -
to adﬂust these fixed rates on ;

whi.ch would be’ determined

reement been exe-

southland royalty

5

to Exhibit Numbef -Seﬁen’,
n thi.s exnibi‘t?'

even is a W well cost esti~
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;$503,140.f ThatAS?the firstﬂcolumn‘totalv

pletion.

rage

H
in

Well, a copy of which accompanied the April 21st letter to

working interest owners within the south half of Section. 1.
It -- the Exhibit Seven is for the Gallup-Dakota,possible
Gallup~Dakota dualicompletion well, and it shows the'method in

which the costs would ‘be prorated between the Gallup and Dakotd

The same well cosﬁ;eatimate can be utilize
and is utilized in the event that a DakOta‘only production is

obtained from the well. Without‘goingﬁthrough it in detail,

“aﬁd_I’il be glad"fo*answer'queStions aboﬁt it, the totals and
fdll, I think we  shduld look down ‘at the bottom and see that.

‘the ‘estimated cbsts for a Gallup Dakota dual completion is’

e

The second solumn’ ‘shows common coete to

:both the Gallup and the Dakota, and below the total, which was

}$292 300 for common ‘costs, has been added ‘the Dakota costs, -

thet are columnvc;wto5give a $426;805ﬁfor’a Dakotaeoﬁly com-~

" Now the costs, of ﬂourse, prorated to the

‘different interests, in this case for a dual completion in the

vj B

Gallnp,‘wefwould have, referring airedtlygtofnr. Mathias?® 40~

P  pre'12~l/2 peréent interest, in the thbta‘051Yr his .costs
‘fxqon the basis of ‘these totals would be for Dak°ta production;

E;T$53 350, and because Dr. Mathias would not have an interest in

a,

;ffGallqp produotion were it obtained, hil interests with respect
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Acorrespondence between Mr. Tom Bolack and pr.

Page 16

to a dual well, the cost to him for such a dual completion

would be $35,082.

o -  llas this AFFE, or well cost estimate, been

executed by any of the working interest owners?

a
£o Ye"

s, the copy that has been made for EX-

hibit Seven has been executed by Mr. Van Ryan of Southland

Royalty, aﬁdiindicates their approval of this AFE for the

‘Tommy Bolack No. 1.

Q th“preparedlihis‘Wéll cost estimate?

' MR. NUTTER: Now southland would not share

ln the Gallup either, would they° =

A ‘- No, they would not.

dfMR. NUTTER: And they agreed to this divi-~‘1

i

A Yes, they did I agsume in part because
it would(résult in a cheaper cost to them in the Dakota well,

:should it be dual completed.

ir

‘-Q Referring now to Exhibit Number Eiqht,

would you please identify and explain this exhibit?

A Exhibit Eight is a. geries of letters, of

fLos Angeles, pertaining to his interest in the proposed well.

¥

The initial 1etter is dated May the 30th,

1980, amd «“ﬁhiv‘sﬁaa_aubsequent (;o,fthe‘ d:’lgin.al_ 1e_ttg: qf April A

E. P.‘Mathias-of

=
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|| 40 acres adjoining his 40 in the south half of Seotion 1, that

: ;And that 40, incidentally, is dedicated to a Dakota tast drill%d

by Amoco in the north half of Section 1. | o

have not heard ffom you to date. W’ouid you pleasé réspohd?
And notes that f.he‘ scarcity of available drilling rigs and

’-él‘ov‘vdotm ixi'qove:nmental clearances, ahd théfa it is his inten-
’duriﬁ«j 1980,. andk"hﬁe’ ‘ur‘:‘ge‘ﬁﬁiy requests .thgt, Dr: Mathias informv‘
-posed;'weil. :

on Juns the 13th, wnich the last line says, I an willing to

: ‘;co_xisidér‘ a ‘rea‘s,bna‘ble buy offgr 'for'thé.‘ total 80 ‘gc'res. The

80 acres refers to the fact that Dr. Mathias has an additional

'1ies> in ﬁhe north half. It consis{;s'of the northeast of the -+

I mean the southeast of the northeast quarter of Section 1.

"yletter, to Dr. Mathias' letter. "He st:at-.es that, my preference

is still that you join in the drilling of the proposed well: k

Page . 17

th 21st, sent pr. Mathias with the operating - prop‘oéed opexr~
ating #greement, uniﬁization agreement, and AFE.

Summarizing some of the pﬁints in the ini-
tial lsttor here ,_- dated May the 30th, Mx. Bolack says, I have

since received a favorable response from Southland Royalty but

ti'o;i ko arill this f_we'l_l at least by the fall, and .‘certainly‘

¢ whasthssr or .Gt'he'i‘s going to elect to join the pro-

‘Mr. Bolack received a reply From Dr. Mathifkas |

The “third letter is a letter from Mr.

Bolack t.o Dr. Mathias, dated J’une the 17th , & reply to his
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8speading the‘drilling the well, I'm willing to make an offer
all ofytha commi tments attached to the northern 40 acres; fur-

ﬁEﬁe£'£ﬁ££*tﬁié'béfer'wcuia‘bé cOnditiohed upoﬁ your‘providing '

”me W1th complete documentaﬁicn of your ownership and‘theﬂterms

‘first, to joining us in the drilling of the well by executing

| ,the’egreemehts*prevlously zent to yQu,for,faillng that,'to in-~

. from you before the first of this ccminq month it would be

"necesaary for me to ask for a hearing betore the Oil and Gas

Page - 18

that I am reluctant to make an offer for your acreage primarily
because 1t is"burdened with what I think an excessive over-
riding royalty; if the information that I have is correct that

there is 30 percent in outstanding royalties against the lease.

to purchase your acreage, and further that I would need to knov

o

and provisions of your obligations. 'I'm,sure that you're

“F

aware that the State of ‘New Mexico haa forced pooling provisior

in its regulations.

He says that because there has been a con

siderable timﬂ since I made my original dri]linc proposal to

you without response on your part, andjbecause our other part-

ner; Southlahd5Roya1tyzCOmpany, has executed the required agree—

'r uest that you give prompt consideration,

“f‘fform m@raoon’ifgnwioffer to purchase your interest is acceptabis

3,

He says furthér;‘thatlif I do not hear

onservation Division to request that your acrque in the E

.o
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o have indioated a reluc: tance on my part to become financially
7 >‘ixfayoivad a.v“ any 00 re‘ arilling. ’

B : " At the pottom is 9aya, please ‘gend docu-
9 »f;ne:n'tat"izon or re!eron'ces 80 th’at we may read £his ruling in

e :"~i’1;3.entirety, ruling referrinq to the compulsory pooling rulin
“ 11: Bolack 2] June the 24th reply to Dr.
"»Mothi‘és starts out, in responsa to your requesL for - documenta-_
13 t‘fﬁion‘ of the State of New Mexico regulati.bns on comoulsory

14

Page /_._—-———19_,,.,

1 || south half of gaction 1 be force pooled to the prop‘bsed pakota
2 || test.
3 | The next letter, dated June 19th, from

4 | py. Mathias to Mr. polack, says in poart, My offer to you to

purchase +he nec‘esimry acreage for your comnunitiz‘ation.should

:pooliog. I'm enclosing, first, a copy of the act oertaininq
1 ‘to statuumy i .ization- aec'ondly, a copy of the draft form
6 ,‘ 'ehoiéii‘ng the typa of information cons;.dered by the oil "‘11 nséé:‘-’-v
vation Division in"a compulsory pooling hearing: and thtrdly, \
a copy of a_‘,‘reoo‘n"tf docket ‘for the OCD/ showing four cages in-

‘yolving comﬁuiéoty or gorced pooling requests by various oper-

‘_ba_xt‘o':.:s.

EPT o

The ' second paragraph, he says, ,I m still
o hopeful that you wi;ll qive serious consideration to joining

2 _'So’utbliand Royalty and me in the drilling ‘of this proposed well

ther on in the body of the letter,

jast”line, he gayé”,' you aia not indicate An your 1etter
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1f my assumptions about your interest are corxrect,

in the well. This offer is again oontingent upon y our providingy

‘filon YQur‘pert°islnecessary, as I am obliged to proceed ‘with the

Al raguagt for Sompulsory pooling hearing very soon, due" to the

to Juiy the JOth when the application for compulsory pooling

" Rt 1Box 193-B
Phonc, (505) 455.7409

*.. Santa Fe|

’*7Bolaok asked mea  to contact Dr. Mathias- by phone to inform him :

”,that our hearind had b n :chedd led lor.August the’ 6th, and

‘pooling,'aboutfthe geology, about the economics of the drillingv

: {éeither dofn or t 2611 his lesse.

‘ “to him at some length told htm that I° represented Mr. Bolack;
© fl-and wanted to explain some of the’ factsuas we saw tliem with

!Vzcspect to the well, and I did inform him at that time that

Page..__e_..____ee__ezil_______

And in the final paragraph, he states,

I'mwilling to increase ny previous offer for your acreage by

an additional $1000 1if you still will not contemplate joining

documentation to verify nmy assumotions 4s to your ownership ©b-]

liqationa on the780-acre". - Further, again, a quick*decision

time constraints,

There was ~- there had been no reply up

was made,»that is Exhibit Number One, and on July the 25¢h Hr.

nuoht comoulsory

of!this well, and to 8ee again if we dould persuade Him to

On July the 26th from my personal diary‘

nones, 1 made the call to Dr. Mathias in Loe Angeles, talked

our hearing was set for August the 6th*:ﬂ'

P R AN MRS A S
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T

| that we've '&ié‘éuséed here as Exhibit Nufiber Eight, and deter-

"sion of all of the things. I don't believe in my own mind

sentation as we could of' what the economics of this well and

'che producticnn Bsibilltias weke.

,that: ‘he woyuld prefer to sell the 1ease.. 'A discusseﬁ with him
haf'st‘ama that he 4id not; that he  world
“_m Los Angeles, and that he would 1ike t:o have me qo over this
‘same discuasion with his lawyers, in particular a Mr. David

Reeve (sic), who waa knowledgeab le in the oil and gas business,‘

and then his 1awyers could contact him fcr discussion of thia.

“the 30th I daid call Mr. ‘David Reeve (sic) with the law . fim
;Ma»thias' acreage.. I.thoroughly reviewed ,all:‘the‘corr‘espondenc;q

,- did not either have the ownership with respect - they could

not verify that his net revenue interest was. 70 percent 1n the

“two 1ea8es, or :I.n the 80 acres.

that Dr. Mathias is too knowledgeable to the o0il and gas busi-~

ness, 8o we tried to -- to make as clear and ohjective a pre- k

Durinq that conversation he reiterated

wnethex",'or not he knew exnctly what his ‘interests were, and

Jil

t‘!.‘ise me to check

‘wlth his attorneya, gave me the name ;'f_ his attorhej(s there

¢

Later, from my personal diary) on July

mined from my conversation ’of somé ‘1en§ff:hw:-ii‘thf him, that they
D

>

In the :mterim I had checked the county y -:
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or I had had the county records chackad, and was satisfied in

my own mind that there arc 30 porcant in royalty interest out

‘against these leases; that he has a 70 percent net revoenue

interest in both of these 40's.
7 I told Mr. Voo (sic) in my conversation

that the price .offer by Mr. Bolack for the purchase of these
was afaixr price in ny estimation. In

the offer by agreeing to acéept some of the costs that were

”against the Amoco well to the north that were outstanding

 costs that Dr. Mathias had acquired in the 40 acres in the

north half of the section, as an additional incentive to have

‘him sell. We stated at that*time tofhim’that we‘would~nava:’

to have an answexr to this offer beforé“théyAugust7tﬁe56th
hearing and I was told by Mr. Woo (sic) that he would be gettir
in touch with me ha fo next week nrior to this hearinq.

..o date I have not had any correspondence

or phone conversations with either Mr. Woo (sic) or Dr. Mathiaa;,_§ '

T AT n
- oRr O

FYd

self use reasonable efforts to- sry to aome to a mutually ac A

Y

ceptable aqreement, whether for joining in the well or for

purchasing-Dr. nathias' ;nterest?

A © I think we- aia;

Q .v/ n Referring now- to Exhibit Number Nine,~

':Twould you please identify and explain tﬁ7s'exhibit?

Exhibit Nine is an exhibit that I prepare ;'

9
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10
L E o

"z; chart are wells. surrounding the pr09094a location for the No.

'"‘hﬁ;duction figures current on the map, and’ they should correspond

['”';with the production history chart andﬁifwyou.look carefullygg,.

zgf .
*production records available to me,‘ Th iproduction informatioﬂ

»recehﬁly, primarily to help the Examiner and the Commission to-

|| that are adjacent to Mr. Bolack's lease in the Segtion 1, and
if youill look &t that in conjunCtion wiéthxhibitdmwo,'if I

-can but findonxﬁiﬁfﬁfTwo, here we go, ﬁhe ‘Flora Vista map,

3:{W911, which is the offset well to the south of the proposad

‘-Qlocationi Again I would refer you to the 1egend on’ the map,

ffor this is that the production data that 1 put on the map,

| »Exhibit Two, were obtained from E1 PasQfNatural Gas Company 85

?on the production history chart, Exhibi ﬁNine, were obtained

Fage - 23—

evaluate our request for ‘a 200 percent r»igk factor for the
operator in assuming Dr, Mathias' costs of Arilling and comf
pleting anad equippingkthis propoced well,

| I'd direct your atténtion to, first, to
the last page of this exhibit, if_you will, which is a Dakota

oll and gas production history tabulation of selected wells

thHad xe wa;;a sttea on that production history

R e
SG e 9GS

The first being the Texaco Nc. 1 Barton

indicating that the .highlighted in yellow are the Dakota pro~»

i\
Al
SN

WL i W A
CG‘fs.Em‘yuuG. Ty ceaaon I

«l

Tdfrom the OCD records as I had them to da&e. : ith the exceptio*"é-i

.‘/‘> .
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- T.’ because it was cited in the USGS letter to Mr Bolack as a B

no, not with exception, Thé last -~ this production history

1979 cumulative figures.

"it's a minor difference.

' Poyalty No. 1 Z‘e;chég.‘ well, '.-.'..ic.
‘northwest of ‘our proposed location, and I'1ll note at this ‘time

| that that well, a completion attempt was made in the Dakota |
offsetting, or diagonally offsetting the proposed location.

AIt s up in Seotion 36 of 31 12 It was includad primar* ly

Page 24

carries through to June of this vear. In other words, it shows

the first half of this year production, so that these productidh

figures are very current, but there is a slight discrepancy
and I think that the discrepancy ~~ I say I think, because it
nov occurs ‘to me tha.t the productlon figures I see here do in-

clude the first half of '80 and ‘on my map I show only through
. Thero is a slight difference but I believ:#

5 m. 30 included. fé’ri*i."éiie" ' 'p"'rbéiiéiéiféﬁ" histovy
is the Amoco Scott: Well, whicn is to the north ‘of our ~~ in

the noxth half‘of Section 1. You'll note I show the Southland

h 4 a ....A-la 4mmn dataTy J-Q ha
L8 RS- ~ately- < e

and it was abandcned after some 1?1-m111~1°n‘ cubic fféet";‘of pro-

ducﬁiori; So we do have a well t:hat was abandoned immediately

7

Consolidatad No. 1 Clayton Well 18 in

Section 2 :I.n the southwast quarter. The Beta Well :ls included

possible draining well, 80 it was included, the data ‘on 1t,

alao, in th:ls chart. :

=
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‘a moment to point out that the production

‘raillion cubic feet, and that well has been producinq, is one

of the longer producing wells, if not the longest, in the area.

“from the Dakota has heen producing since 1962. So oach of
'these wells has a productive history that should allow a fair

'estimation of what their capabilities are As you can see,”}

’bottom of - each column

jto -~ to us to offer the best economical consioerations, and
Jas I said, the Gallup is the primary concern. If you 1ook at
'the production from the Consolidated Well on- Exhibit Number -
iTwo from the Gallup formation, you 11 see that that well has f
1produced in excess of 2~billion cubic feet of gas from the

’,Gallup, 8o it's a substantial reservoir here,

Page 25

“Now back to the - well, I'd like to take
yom all ¢f the
Dakota surrounding wells, and there are four immediate ones,
the mayimum production to’date from the Dakota, the best pro-
duction to dafe is from the Consolidated Well in the southvest

of Section 2 which has a cumulative gas production of 346.7~

tho number of years they ve been producinq is listed at the

3

I think from our correspondence ana dis~'
cussioh, it's o v.‘i.f)ﬁs‘-tllat we c¢onsidae:
economlcal venture in there, and it's only‘that we have the"

potentiality of a. dual completion in there'tﬁat would“appear

) RN,

e

Now, with the Consolidated l—E Woll hav*n

boen drilled in the southeast of Section 2 and*looking at the

- s a mar inaiﬁ;;;

‘f?g?
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log and seeing the fact that the Gallup is reprasented on that §

2 loy, we're of the mind that we have a reasonabyle opportunity

P o s e o i

3 | for a dual completion, but of course our consideration in this
4 || hearing is for a Dakota well only, and looking back at the
firast page of Exhibit Nine, we've attempted to do some eval-

6 vation of the economics involved with Dr. Mathias' interest

- g B ) . R R
*\”* S R K " 7 ‘in here. R R S [T ' v . \ o
'_8 R We've assumed frdx‘ﬁt:_dﬁr‘area fea ﬁhat DE. -
A 9 -Mathias' portion ‘o‘f a Dakota well costl‘v*b‘hly would be‘ $53,350." : SR
‘_4 "w‘ VE L ‘, ; R - N ! v
R | g 10 A We further assume that from Dakota gas production only in the
: ie o ¥ 170 Vv
: g gzgg _proposed location, that we could e«cpect a. net price for Dr. -
{0y BARR. ULk sk ol aemething dn Eh ord £ $1.59 Mot e
o ; é‘,}f‘.g' “mu\..u.sqo LHCSETHs - T SOmMatiing e er o) per C ’ o S S ‘:
> s& S N b ERRREE
_ 5 8 ‘and we arrived at that figure by taking the July, 1980 NGPA
2 . B

SR 7Y _
',;Section 103 pric‘ei-‘of* $2~.2.>~l/2 per milfliion"BTU. We've as~

:" sumed a BTU adjustment of 11, 000 BTU 1n the area, by Yooking

i,}at several of the wells, and we ve made a pressure base ad-—

“Justnent of 15.;5025’. We've assumed taxes at the rate of 7 per

‘cent, and we’ve‘fﬁ:ass‘;umed his royalty to;jf‘l}a‘_ef;’,o ‘percent, to arrive

- at that net price of- $1 59.4 per: Mcf .

Now, we equate that back in B, 1-B, to:

:s tc recover that:$53 350 cost to Dr.
; j'-Mathias at those el at that net price,':_ﬁn'd ‘We inferathat Athe, .
‘ produotion from" the Well would reqnire‘roughly 267-million

?-before we would hav‘e a return of that money, ‘and we look back"

_t the chart on "'{:he last page 3exhibit to arrive at .ol
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:4)8 oo (ﬁs":

: ”’4Fw¢11_wod1a,be sss;oaz-

‘years.

‘Wells we referred to,
-current p rime rat-

value of 5191,367;
oand then ~*Zana Thus the bumyuuul

od .29, T beg your pardon, which is
8

fper year inf

;end up with ‘a compound amount factor of almost 9 'to 1.
: and assumes only Dakota productlon.

Y:b Mathias' intereats._

27 -

Page

these figures, that in oxrder to produce 267-mil1lion from the

Texaxo Barton Well it took, I'll say approximately 18 plus

vton Well has not yet,producea 260-million

cubic feet.
The Amoco Well took approximately 11 years

to produce 267;‘ﬁhe Consol, 11.7 years;'the Beta Well, 15+

Now 1if we assume an;ll—year racovery of-

'that 267-million cubic feet, whic is'ihé beat of the four

and we make some assumptions about the

'dost of the money of 12 percent interest rate, which is the

plus one percent, assumejit is oomPOunded

semiuannually, then that cost of $53, 350 ‘has an ondeférrecl>

‘phat's from a present worth factor of .233

essenﬁially 429 percént'ofv

that Mathias well cost.

Further, if we under B, add a 9 percent

Now that all pertains to the Dakota well

3

We ve 1ooked in II at

fthe possibilities under a Dakota-Gallup dual conpletion for

A.29; draih“93ﬂ3n¢4,f

lation rate to those ll—year recovery resuLts, we

K

i

His portion of the cost for such a.
LY

-We' ve used fhe same assumptions with
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a nat. gan price and to recover the $35,082 it would.require‘
approximately 176-million pnoduction fromthe well. Again we
made a comparison of the foilf. surrounding wells and -- as to
number of years to took to produce 176-mitlion, and we get - ~

in the Texavo Well, 13.3 years; from the Amoco, 5.6; in the

|| consor1dated, 5.8 from the Beta, 14.7.

Again in this case we've assumed that

: _;04yéar recovery, which is an average of those four wells, and

we come up with a compound amount factor of 3.4.
“Theén we assumed:a;.S*.'Gr-'y'ear recovery, which

is the best indicated by‘ any of the wells around there, and we

do gaet a compound amount factor of 1.81,

Now if you t’aké thaﬁ'best*poss‘iblle re-

covery and add on a 9 percent per year inflation rate, ve get ‘

a comoound amount factor of 3 06.

All of this, of course, is designed this

v;analysis, is to po'j.nt ‘out that the _Areo'o\lery ‘of the monies ’Dr.‘ 4

+

aﬁtribut{&b‘ie to Dr. Mathiés' i"nte'r‘est' sﬁouid Justify the :200

o 'percent risk factor that has been requested by Mr. Bolack.

[ ' Wcmld it be fair then to state’ tha*- based

upon this economic evaluation, as well as. the surrounding

vDakota production, or lack of Dakota product.ion, that you are

requesting a- risk factor of 200 pe*cent in this hearing?

]

A. ‘)'ﬂl:'l‘ Yes, it is.,v :

“Were gljese exhibits :"p're,é’a’rod under your :
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g&*kxcv 1“ F this forced pooling application result in the

frecovery of additio

‘it will not impair correlatlv ‘¥ights; an

_+hat the terms and . conditions that you have proposed in the

BY MR. NUTTER: | B

HfEPaYOUt
éitls a,dual completion or a single completion, I think, and

29

Faygo

supervision and contyrol? =

N
!

A Yes, they were,

MR. TULLY: At this time I would move

foy the introduction of the Exhibits One throuéh Ninékiﬁto

evidence.

MR. NUTTER: Exhibits one through Nine

ill he admitted in avidence.

g In your professxonal opinion, will the

nal hydrocarbons, it will not commit waste,

N X W

nd it will avoid thev»

drxlllng of unnecessary wells?

A o That is corrcot

[+ S Do YOu feél, in yoﬁ:_professional oninion

operating agxeement,arefjust and reasonable?

MR. TULLY :.- Imhave no further quéationa.
CROSS EXAMINATION. .

Q Mr. Speer, Exhibit”ﬂine shows that the

picture ig bleak for the Mathiae interest hore; whether

u say that Bolack is justifiéd inpaékiug

ifof thattreasonoyo

!77.
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| SALLY W. BOYD, G:SR.

Rt. 1 Box 193-B
Santa Fe, New Mexico 87501

Phone (505) 4557405

i

o,

o
2
18

4
;a;jé;
e

o

e

200 percent.

;mha nnunnf for. him is even bleaker thanfit is=for’Boleck, isn’' ﬁ
12
is? E
‘eell the lease to Bolack?

'hléeout is on it. It's obvious that you're probably'correct.

fit s selling the lease, Or se]ling it to anyone, p0531b1y.

s s g R o
5 e 2+ g e g T N .

Page 30— —

: _ A Ve're making the asﬁumption\that a ocom-
pusory pooiing would be justified and indicating that 200 per-
cent should be a falr factor, yes.‘ |

Q But actually, bafore Mathias would ever
cong in for a penny, he would have to pay far more than this
'$53,000. He'd have to pay $106,000 on top of the $53,000,
wouldn't he? ‘

Ao 36660 from what?

0 $6000?'rNow the 200 percent penalty --
) oh, I see.
0 C e h*s cost for a single completion is

$53,000. You're asking for 200 percent, 80 his share would

be $53 009 plus $106 000 penalty, oY he'd have to pay $159, 000.

cmee— -

N

P

A : Yes, it is.

o what do you think Mathias' best out is,

A

A Oh, well, I wouldn't speculate as to what

His problem, if 1 may make an observation

}is of course that his interests, he 8 got a terrible overridin%.éi,

royalty interest attached to this, and ‘he apparently, from his
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Mexico. g7

Fe, New.
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Santa
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o
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505) 455-7409

|| would 1ike

Phore (

”Q*in[éohvbrsagionﬁ

ginally,
‘A $12,500 for 40 acres, right, which is

what, $150. an acre, or Something on that order.

X think it'g obvious in my own mind that

;fiine with what the dﬁrrent'pfices are. prparentiyﬁhis -

s_money‘back from the tﬁiﬁg, and --

- He never has Stated What he wanted er,

uthé 1éase; has he?

Q S | didh’t see 1t»an§Where in this correg~

e ‘ }es,/I beliéve:that's what itoig incthe_”
(‘;body‘bt tﬁese'letterg{here) £nd then astg>f1na1'b£fét]that I

T;ﬁadéldh thé)phohc,'wﬁén’we*fbuﬁd~dgt't§&§ —~'aha Dr“uaﬁhiag'l,

_he saig that he oweq gdmething7in‘éx¢essiofv,

LA e M gt Sty
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Page __ —— 32

! $2000 +n AMeCo ot the bakota vell to the north, 1 counseled

Mr.\Bolack, and he said we would accept his obligations on

that, So in assence he's offerec ed him 285
is $75 an acre, )
0 But iF it takes, in t¢he case of the

Texaco Well, i¢ took 18 years to produce the amount of gas

that would pay off- $53 000, 1t wil) take three times 18 years

or 54 years, for him to pay off hxsﬂshare of the weilvplus the
100 percent penalty.~
A I would think your analysis is correct,

‘d -“i-'f How old is Dr. Mathias?

\

'5,£O~him on the phone;

.obviougly, this whole thing wouldn't fly

for the Dakota lone fOr anyhody.~

A

s Ig. Right

ﬁ','ﬁ ©1n my estimation.

”;ftohangs‘Oh;being‘able

to be dually produced

;fai “Okay, now up at the top of your Exhibit
Nine, point v there under A, ‘where you say royalties at 30

percent.

”‘o~¥es.

| Whero‘youﬁsay'0.7§9, that's dollars, isn'fl

oy

 ffﬁo,i£haE's>ceﬁts‘égrchf,'

900 for 80 acres, whic

B S
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. EOYD, X
Kt 1Box193B "

Santa:Fe, New: Mexico 87501~

. SALLY W

™ under advisement, -

“Phone (505)455-7409 .

R

2 175,9 cents,

o
b

Q. .
A. .

Q

e

S

12 dollars per Mcf

.1’1,3;. 0
14

T

the ;valu_e‘ of the gas to come up with the net valun of $1 59

added together and subtracted from the previous fiqure of 2,63

‘tions of Mr. Speer?

Page : 33

Yeah, but it would be .759 dollars, or

Yeah, right.

N

Yeah, it didn't have a dollar sign thare.

I'm sorry, I didn't notice timt'.
And it's }:_wt percéfntQ It's -

It's dollars,

;[t"s a dol‘la'r, which 'fis sub‘tra‘c’t'ed from

Co*rect. Taxes and royalties have been

That doesn t hav‘e‘ a ‘dollar 8ign on it, elthey,

~ Okay..

MR- NUTTER: Are ‘(:here ‘anv: Fll‘l"f‘ha‘r‘ rxnnn_ :

‘;He may be excused.

S

Do you . have anything f,uxther, Mr . Tully?

MR. TULLY: Ho, sir, i:hank you.

MR, NﬁTTE‘h: e 11._“-_ »_tak’e‘ Caae ‘Num_ber 6993

{Hearing vconcf‘.'hlldeé:;;)‘
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CERTIF.ICATE

I, SALLY W. 'BOYD, C.S.R., DO HERERPY CERTIFY -that

the forégoin'g Trarscript of Hearing before the 0il Conserva-

tion Division was reported by me; that the said transcript

is a full, true, and correct record of _the hearing, pfépared

? by me to the best of my abillity-.

1do hér:eb‘)‘!~ certifs that the foregoin'g is
» oo nfthe prcceedi_nqs in

“the Examiner hearing pf Lgse o 96%
heard by MAON_— X i*é"” 19,

- Examiner -

on Division
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OIRECTORS!

JOHN R.COONEY

Joe D.
pivision

New Mexico Oi

P. O. Box
santa Fe,

-
-

Appl

Re:
’ San

Pear Mr. -

Enclosed.

Amniilan

to be located in

12 WeSt,
( » -]- -

2.

.of the above-descri
Ceoclagical Survey,.

1t would

hearing on or a

Thank 'you

-matter,

-“7QRTQT:cbk

. Enclosures.

VAMES 6. COONEY(1908-1979)
RICHARD T.C,TULLY

KENDALL O.SCHLENKER

Ramey

TS G o2 5

" rthree copies Of ‘the Application.

JaMES B, COONEY, P.A,
ATTORNEYS AT LAW ¢
Bl WEST APACHE [sos) 327-2388

, . P.O BOX268
PARMINGTON, NEW MEXICO 8740 ) !
. ]
July 10, 1980 ;
i

ctor
1 Conservation Division
2088 ' '
New Mexico

Dire

87501

on for Compuléory'Pooling

icati ‘
County, New Mexico

Juan
liait{ey :

efning‘the'xpplication
proposed pDakota well
nship 30 North, Range

ng instruments conc

are the followi
a

ry. Pooling by Tom Bolack for
the §/2 of Section 1, T¢
i

n Juan County, New Mex

w
NMPM, Sa co

e of Mailing stating
all other working in-
Formation in the 5/2
the United States
sor of the Dis-
Oil Comscxvation
‘Application.

Three copies of a certificat
that Dr. Eugene P. Mathias,
‘terest dWhers in‘the;Dak6ta
bed Section 1,
and the ‘SuperV:
£ the New Mexico
tified of this

trict 1II office of

pivision have been no

‘be'appféCiatéd*if~You;WOuld'piace this Application for

fter RAugust 6, 1980. :

vance for your'aSSist3n¢e‘and‘cobperation in this
her information.

in ad ur- ass
i £ “you- nee

Please advise da furt

sincerely,
g S SR

Richard T. C. Tu

BEFORE EXAMINER NUTTER |
OIL CONSERVATION DIVISION
exHiBTNO__ |
case No___ (2993

1

e vy i € T e s IR R TR e M d T e g R e T




-

> EEN R

R e W

o

AL

&

DA

District IIT Office
_Aztec, New Mexico

Post Office Box 959

3. fDr.,EﬁgeﬁefP. Mathias

Post Office Box 570

Route 3 South, Box 47

6. ~Willian R. Speer
Consulting Geologist
Post Office Box 255
Farmington, New Mexico

Farmington, New Mexico

1. Frank Chavez, Supervisor

2. Jim-Sims,;District Engineer
U. S. Geological Survey

iProdg¢§i9n~Superinténdent
Southlahd'ROyalty‘Company

Energy and Minerals Department

New Mexico 0il Conservation Division
1000 Rio Brazos Road .
87410

- - Farmington, New Mexico ‘87401

B . ; B . Re
; 12027 Venice Boulevard L
' Los Angeles, California 90066
4: ‘Larry Van Ryan ‘

87401 -

ack, Deceased

- PATRI TG TSN, - New Mexico 87401

18740)

‘AllEntries MUST be in'Ball. PointPen or

CUSTOME,R}CQMPLETION‘ :

5.  Tommy Bolack and Terry Bolack,
;Cqéperspnal Representatives of the
Estate of Alice N. Bol

REGISTERED No.m\”7600

" POSTMARK OF

o 13 B i R R R
Reg.' Fee s~ « g’;ﬁ?:r'y §: 0
v lwzlHandiing .~ Return :
§: &’2 Cliarge ... 3 - . = Receipe  $..0 -
o i
L I 5’ Restricted
Q; Po_s!a“ge; $ L/ Oelivery  $
o ,
e
£8
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FULLVALUES T A S

oo - i 4

i

u

- ‘(PleasePrint).: - .

lef

PS FORM
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STATE OF NEW MEX

ENERGY

oI

FOR CcOMPU

COMES NOW

rovided by S

and, as P

hereby makes app
jnterests in and under

Range 12 West, NMPM,
ftﬁereo,

1. ‘Abplicant P

mentioned gection 1 0 a ve
FOrmation w1th1n the boundary of ‘the pro ‘ed‘pooled unlt.
2; ’Appllcant is the owner cf 50% of the worklng jnterest
in and under tne s/2 of the above—mentloned gection i and Appll-’
cant has the right to drlll theredn
3. App1; ant has. sought and at the time of flllng‘this .
: ﬁpplicatlon has been unable to obtaln the v’ *rta y qreement ‘or Y i
1 from the fOllOWlng - rfiﬁ“iifffh

consent to joii

operatorsi
'fﬁamej Interest
Dx. EugeneJP. Mathias\ ‘Ogédi*Working interest
4. To the best of the Appllcant s 1nformatlon and belief,
ce- Boulevard,

the address for pDx.

~ Los Angeles, Call

‘E; The poollng of t
1 "’d’thefdrilling

OF THE APPLICATION
ULSORY POOL-—

NEW MEXICO

Tom Bolack,
ection 70 2 ~-17(C) .,

liCation;for

san Juan County:,

urther states.
roposes to dedl

n ln the drll

fornla 90066

"correlative

DEPARTMENT

AND MINERALS
DIVISION

NSERVATION

CASE NO.

APPLICATION

by hls attorney s Rrichard T. C._Tully,\

NMSA 1978 Compilation,

an Order pooling all of the mineral

1on 1, Townsh1

and in support

the /2 of\Sect p 30 North;
New Mexico,

+h /2 of the above \
Dakota B e

1ing of the wel

Eugene P Mathias is 12027 Ven1

he above interest and the completion of
of unnecessary wells, it will

€ W111 prevent waste.

rlghts, and i

Ly

Xl

o
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fom.. L

6. In order to permit the Applicant to obtain his just and
fair share of the o0il and gas underlying theVsubject lands, the
“mineral interests should be pooled and the Applicant should be

designated as the Operator of the well to be drilled.

WHEREFORE, Applicant prays that this Application be set for'\

hearing before the Divieion or the Division's duly-appointed
examiner, and that after notice and hearing as required by law
the Division enter its Oxrder poollng all of the mineral interests
of the Dakota Formatlon underlylng the S8/2 of Section 1, Townshlp
30 North, Range 12 West, NMPM. Applicant further prays that he

be named Operator of the well, and that the Order make provision

for the Applicant to recover out’ of productlon his costs of drilling,

complet1ng,_equ1pp1ng, and operating the subject well, including-

‘costs of superv151on and overhead charges, and a risk factor in the

amount of 2008 for the risk assumed by the Appllcant in drilling,
completlng, and equ1pp1ng the well, and such other and further
rellef as may be proper. :

| Respectfully” submitted,

TOM BOLACK

\scw

~Q1eherd T‘,o, Tully
Attorney for Appllcant
JAMES B. COQNEY P.A.
“P. O. Box 268

Farmington, New Mexico 87401

 505-327-3388

- CERTIFICATE OF MAILING

tlon ‘to Dr. Eugene P. Mathlas at 12027 Venlce Boulevard Los Anqeles,

| Callfornla 90066 by "Certltled Mall - Return Recelht Requested“ and

I hereby certlfy that I.mailed a copy of the fore901ng Appllca~';

T e R S L : ' ‘




by First Class Mail,

other worklng interest ownexs in the Dakota Format ion

S/2 of the above- descrlbed Section 1,

pre-addressed and postage pre-paig, to all

-~

in the

the United States Geological

Survey, and the Supervisor of the Dlstrlct 111 Offlce of the

New Mexico Oil Conservation Division on the _ l ‘:_ day of July,

1980.
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(Street or PO. Box)
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Richard T. C. Tully
Attorney for Applicant

@ SENDER: Complele Hemns 1,2, and 3.
your address Iin the "RETURN TO“ space on
reve:se
- The following servnce |s requesled (check one) S/
R’ Show to whom and date delivered....... ... ‘5_1_.6

0 RESTRICT ED'DELIVERY .
Show to whom and dale dehvered .......... 6
O RESTRICTED DELIVERY .
Showio w‘nom date, and address of' del |very

ICQNSIJLT p(\e'ru‘l\e'rsp :nn ccc:e\

Lo
3. ARTICLE DESCRIPTION
REGISTERED NO.

2. ARTICLE ADDRESSED TO

Dr. Eugene Mathias - T
12027 Vem.ce Boulevard L :
J.;Eorna.a_aﬂﬂﬁf_

CERTIFIED NO. | INSURED NO..
738989 ‘

{Always oblain signature of addressee or agent) -

‘0393151938 'ld‘laoaa NHNL3Y

| have recenved the amcle described above
SIGNATURI: i

I

0 Aulhonzeé agem

DATE OF os;& lZ

5 A[/DREbb(Complele only it roque

NYW oaislmaa:‘o,w o’aansm

6 UNABLE TO DELIVER BECAU&;,, \.
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BEFORE EXAM!'\ RN ‘UT"’ R
OIL CONSERVATION DIVIS.ON
EXHIBIT NO. »__B‘”

casENo_ a3

PeTETEES
1-M K

B —  Coach
L Tank

E.P.N.G..

24s so

’ el , P ’ ot
Zac 'f- "Com,
R ,: N : :: ")"

GEND’
X - PICTURED»CLI F‘Fs WELL

€9 - mesave ROE WELL'

@ GALLUP WELL -
A- FRUITLAND WELL

i A D T T 5T A S 4 LT 2 O 0 L AT 8 R A RS G e 8 R R Y s

P FLORA VISTA kAREA
San Juan Counfy, New Mex:co
PRODUCTION DATA
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A United :ates Department of-the .
[¢)
y GEOLOGICAL SURVEY

Conservation Division
P, 0. Box 26124
Albuquerque, N, M. 87125

terior

FEQ 0 F 1979

CERTIFIED MAIL
RETURN RECEIPT REQUESTED

El Paso Natural Gas Company

P. 0. Box 990
Farmington, New Mexico 87401

Gentlemen?

According to our records,fyou are the ope

- gas lease NM-02707. This lease is subjec
listed on the
‘drainage is the sWy sec. 1, T. 30 N., R. 12 W., N

. Both the tetrms of your lease and the o
£ the leased lands from-drain

the attached sheet. Land within the lea

FEB ¢ 3 1979

ratb:‘of,Fedetél oil and
t "to drainage by the wells

se.subject to
M.P.M.

11 and gas'operatihg fegulations

age. Accordingly,

require protection o ‘
from receipt of this

-please advise us by no later than thirty days
lettex regarding your plans fox ‘protecting the su
“fyom ‘drainage. : :

1f at that time, it is déZiﬁéﬁwéhéi“ﬁa“gLfoyb,,-
detailed engineeringj geologic aid economic 'data

to justify your positicn.

Sincerely yohrs;

bject Federal lease

:*’—*4“%Jctghrﬁhh*i&xnééﬁééé?y;i

should ' be furnished

_,<’éiac<«i5“q;¥¢4«JL4éff ’

GENE F. DARIEL

Asst. 0il and Gas Supervisor, SRMA

‘Enclosure :

i

OIL CONSERVATION DIVISION

. | caseno___L143

BEFORE EXAMINER NUTng‘ﬁ'ﬁé;f.,g;;"m
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l/ " ﬁ\

exaibit No._3 LT e gy
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50D
T-’"\" N.M.P.M. This well was reported as completed on September 15,

2) 1377 Drea.t

.
¢ mmem— - o

s o e e e

~ -

')J. / -/v/f ~')
1) L. M. Barton Well No. 1, in the SEXNW% sec. 12, T. 30 N., R. 12 W.,

1961 -in the Dakota formation with an inlt:[al potential of 2, 305
MCF per day. 'AoF (TP~ 25200r) Uy TP 1813 07CF, 2013 Il - AOF

State Gas Com Unit "A" Well No. 1, in the SE%SW% sec. 36, T. 31 N.,
R. 12 W., N.M.P.M." This well was reported as completed on March 9,
1965 in~the Dakota formation with an initial potential’ of 2,486

MCF per day.
Scott Gas Unit Well No. 1, in the NEYNEY sec. 1, ,T. 3¢ N., R, 12 W,,

N.M.P.M.  This well was reported as completed on June 9, 1962 in
the Dakota formation with an 1nitial potential of 2,541 MCF per

'day.

o

T Sl Lot

AT (:’IIWCFP[)/‘JJ-IY- u.p“.,zfn/ 5 e s a’) ‘ G]_g' SieT 677%

relf (13,3521 in"77) . WHFP 5z
M‘; 1S Ky pyg pred 27008
L/v-f}fr'-?‘/ o Comivl. “2ie" 77 - 74,8538 pacF
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AR
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£ Z2,560) I/Cf /”'Ii"P.» N e

Conil-4ir0'17 - 172,988 _ICF (5,369 102015 77)

/75‘,$// ratE Thes 5T (/3.5/}5)

13,77-’//
3//, 57 e
co/. 972

N i ‘ﬁ'ﬂ-i‘ LA gg,(w ,«\/sdn-iu Js;wf-




- NATURAL GAS P O,BOX 990
El PE]SD COMPANY rArfgm)é;lou_ NEW MEXIGO 87401
PHONE. 5053252843

Y

February 15, 1979

* UNITED ‘STATES GEOLOGICAL SURVEY
“Attention: Mr.. Gene F. Daniel -
‘Post Office Box 26124
Albuquerque, New Mexico 87125
Your Letter Dated February 6, 1979
Regarding Possible Drainage to
Federal 0il § Gas lease NM-02707
San Juan County, . New Mexico

‘Gentlemen:
ngquVAf}éEé ‘dithé.ﬁébﬁﬁuuﬁﬂgléfﬁéi.?egqrdiﬂgprSSible drainage to the
SW4 Section 1, T30ON, R12ZW, in the Dakota tormatiom. : Co e

Please be»adviéed-ihat'the Dakota rights_ih this lease are owncd.by;Mr.-Tom
Bolack and-not El Paso Natural:Gas Company. Therefore, we are forwarding

" your létter to Mr.:Bolack for his reply.

Yours' very ciruly,

ohn A. Ahlm ,
Regional Land Manager

Energy Resolirce Development

,‘7JAA}DMP{id‘

AR DA




March 13, 1979

Mr. Gene F. Daniel,

Ass't, 0i1 and Gas Supervisor

U.S. Geological Survey, Conservat1on Div.
P.0. Box 26124

A]buquerque, New Mexico 87125

Re: Federal 0i1 and Gas Lease NM-02707
SW/4, Sectlon 1, T30N, R12QW,
San Juan County, New Mexico

~Dear Mr. Daniel, N

By Ietter dated February 6, you 1nformed £1 Paso Natural
Gas . Company as operator of the above lTease that the lease was
subJect to drainage by off- sett1ng vells. Since the wel]s;ﬂ
noted in-your letter producé from the Dakota formation and”El
“Paso has oil and gas rights only to the base of the Mesaverde
format1on, they forwarded the letter to me as the owner of the
Dakota rlghts for a reply.

As you are aware. state regu1at10ns requwre the dedlcat1on
of 320 acres to ‘a Dak. ~ well and as my lease covers only 160
~acres’ ‘(the southwest quarter), it wou]d be necessary..to com-
munitize the lease with that of the ‘owners of the southeast .
quarter in. order to drill such a well. (State records indicate
that the north half of the section is dedicated to the Amoco #1
Scott Gas Unit well in the NE/4 NE/4 of the same section), I
am’ ertain as to- the ownership of 01l and gas.rights under the
southeast quarter as it appears from my records to be divided
among several lessees, but I will undertake to determine this and
will contact the owners to determlne whether or not they wou1d be
lnteresfed in Jnln1ng such 2 test, as an initiail requ1rement.

ct t0~whether the dr1111ng of suchAa Dakota test

; K vestion. The production

ng”Dak ells. 11sted 1n you 1etter show cum-
' ( ons throug e end of 1978 to range fro 175.6 -

‘ﬂmax1mum of 325.4. MMCF, These wells have beenﬂproducing
1 ears.. Reservoir engineer1ngustud1e5“

~ ,is an econ
_jrecords on’

WOl 0 : 1tw1nrprodUEtion 1 ’
s.range. . Given the current well costs for a Dak
,(approximately $275, 000),‘the royalty and tax rates attributable

SN ] Rt R S A R N TSI A e i AT S AR R A o B SAREE LA BT L Y i e
; & s “ PR T el i




Page 2

fo the lease and the difficulties in obtaining appropriate
governmental ciearance to dri1l -such a well, it 1s doubtful

that a Dakota well on my lease is economically feasible at this

time.

- If production from other formations could be obtained and
produced concurrently from a Dakota well on the subject lease,
a consideration which appears possible from my studies, then
thg,economics could be more favorable. Since the formation
rights on my lease vary, and may also on the adjoining lease,
some negotiation would be required to put together an agree-
ment to test these possibilities. 1 intend to pursue this
matter with the appropriate lease-owners.

Very truly yburs,

Tom Bolack

0 T e B guv\rr{.:a ».f:.«;.;«;a«_c;;z is?wf&*;;’g‘gwﬂ;ﬁgﬁ,_ :',“ W&f a =0
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AL

Your letter of ‘March 13, 197

necessary dn- ‘order’.to contact ot
An the drainige” protectlon of Fedeéral 1ease NM-02707.

‘fdetailed englneerlng, chLugi-
B to Justlfy your positlon.

United States Department of the Interior

. GEOLOGICAL SUR VEY
Conservation Division

P. 0. Box 26124
Albuquerque, New Mexico 87125

jon 1 1979

Mr. Tom Bolack
South Route 3 .

Box 47
Bloomfield Highway
Farmington, New Mexico 87401

Dzar Mr. Bolack:

9" indlcated that addltlonal t1me was
her lessees who might have interest

An exten51on of thlrty days is hérebyfgranted; Accordingly, please
advise us by no later than April 13, . 1979 regarding your plans for

”protect1ng the- subJect Federal lease from drainage.

that no offset protectlon is necessary,
and scanomic data should be furnlshed

Sincerely yuuis,

~f‘!:‘\'lﬂ‘ v nANT‘Pl‘. .
Asst. 011 and Gas Superv1sor, SRMA

e

o

e

PO N . :
By L |




Mr., Gene F. Daniel
Asst.
U.S.

: P'O,'

““Albhuquerque,’

"Box 26124

Dear Mr. Daniel,

T

New Mexico

e e LA S . Py e o o
- A e s B T S R T

August 5, 1979

0il & Gas Supervisor
Geological Survey

87125 -
Federal 01il & Gas Lease NM-02707

sw/4, Sec.l-T30N-R1AW, N.M.P.M.
San Juan Co., New Mexico

Ret

The delay in my reply to your letter of llay 4 on the above

“lease was occas
in Case No. 6533 held

mis51on ‘on April:30 and ~the subsequent ruling on this case,
was not issuved until May 22.

dealt’ with changes 1n
pertainlng ro bdeLus
San Juan Basin. The
a Tequest to- permlt t
-‘well on proration uni
1ocation requirements
both wells on the uni
“The " outcome of this ¢
would materlally affe
drilllng operatlons m
1ease to protect it f
assessed »

- The tes tlmony pr
‘goperatorsjin the Basi

nature of the gas—pro
o well! would ndt effeci
'Vunit,_V was_ prese

ﬁshow

. y B 1
-#geolo ical evaluation that a single,

- w111 not drain the ga

0011 Co., Hesa Petroleum Co.,

e 8 SRR A € S N 1 A AR VT e L
L e T " i

ioned by the need to awailt the oata presented

before the New Hexico Cil ‘CEwEcYvatien Com—-

which

The case, as_ you are probahly ‘aware,
the Comm1531on s Orders No. R1670 ‘and R1670-C,
‘regela for Dalkota: formation wells in the

applicatlon, made by ELl Paso ‘Natural Gas, was

he " optional drilling and production of a second
ts i the Basin-Dakota Pool, to establish well

, and to prov1de that the deliverabilitiee of

t would be ‘additive for allowable purposes.

ase and the ruling arrived at by the Comnission

ct my, response to your letter stating that

ust be commenced by August 2 on the subject

rom’ dra1nage or counpensatory royalty ‘would be

wulatdsne

0y
9

cC hearing by ‘the most active

because of thé lithologic ..
a single

esented at the NHO
n 1ndicated that,
ductive“Dakota formation in the Basin,
ently and effectively drain a.

ated by El.- Paso- Natural Gas Co.;
Southland Royalty Co.,

all of wﬁom control more than ‘75%
yeted in the Basin,» which’

uction' data and by S

akota well in ‘the Basin

’typical
3 economirally from a 320-acre drilling unit,

4

e o e N

e
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. "to-'this lease

and, ~in many cases, will not cffeciively drain even A 160<acre unit.
In light of this testimony I requested Mr. William R, Speer, a
consulting geologist with 28 years experience {n the San Juan Basin
to evalvate the subject jease to determine 1f, in his opinion, the

jease 1s being Bubjected to drainage.

As his attaéhed report will show, he does not believe that the
lcase is being drained at all by the Texaco #1 Barton well and that
the charging of compensatory royalty for this alleged draining would
‘be unwarranted. His study also indicates that a well drilled on my
lease for Dakota production only would not be an economical venture.
1 concur in his opinion and request that your office reviev this new
information and relieve me of any requirement to drill an off-
'Set1wé11 on the lease o1 to pay compensatory royalty as 2 result of
production from the #1 Barton well. Should .additional off-set wells

' ‘be drilled in the future, 1 will, of course, re-evaluate
d act-as required.

the ledse for possible drainage an
Very truly yours,

»

Tom Bolack

=
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~provisions.

Southland Royalty Company
Attn. M. Larry Van Ryan
P.0. Drawer 570

Farmington, New Mexico 87401

Dr, Eugene P, Mathias

12027 VeniceBoulevard ‘
Los Angeles, Californiz 90066

- Gentlemen,

I propose
the south half
Rew Hexico, to

Scott Gas Unit

. Mhile'l do not-believe these wells are actually draining the
federal lease, _ha o ] produ ,
‘data from these wells does indicate that a solith-half drilling unit
in section 1 should be e

Yocatio

~_be given preferential consideration for a dual completion.

_)Y

quired by state and fe¢erélflawgmand‘that-wé}jpiﬁt]yhdrill a 6880 ft.
Dakdtajfbrmagidn‘test'WéJ] in“the southwest quarter ‘southwest quarter

1 haVe‘béen'cbﬁtaéted'by”theIU;S:,Geo1ogiéaT,Survey regairding
the drilling of such a well on my federal oil and gas lease number
NM-02707(consisting of the southwest quarter of section 1) in
'Order~togprotéct'the]]eaSb,frpm dr§iﬁdge as‘redgiﬁed by;the 1éase
“The U.S.6.S.. cites three off-setting productive Dakota
wells ‘as subjecting the lease to possible drainage. These wells
are 1) the Texaco #] Barton (NW/4, S12-T30H-R12K , 2) the Beta #1
State Gas Com Unit "A" (SW/4, S36-T31N-R12HW), and 3) the Amoco #1

ause production p
ocaticn from both the.G
1-propose to evaluate
“of the Dakota with eitl
~_the proposed well is re
the. Gallup formation wol
~ities’and. would not requi

s /

R L e

S e, o e .
BEFORE EXAMIEINER MNUTTER |
OIL CONSERVATION {3IVIS,ON' ' ; ar

_eweTNo Y sy o1, 1080
‘CASE NO. 6193

AN A AR T AL

Re: Proposed Joint Dakota [rilling Unit,
S/2 of Section 1, Township 30 Nerth, ,
Range 12 West, San Juan County, New Hexico

4

~that we poo]voqr,regpéétive 0il ‘and gas leases ‘in
of section1,-T30N-RI2H, N.M.P.M., San Juan County,
form a Dakota 'drilling and proration unit, as re-

I further propose to act as the Operator of such

(NE/4, 51-T30N-R12W).

and 1 haye,so'nbtjfﬁed?thegu;s;G;S;. the production

conomically productive from the Dakota.

ossibilities also exist under the proposed
forma ‘ héf&ésaverdejfgrmﬁtion,
2se P9551P71itf”$'formaldﬁa7.C6mPTéf15hf 8

of these formations when total depth for
nd electric 1ogs are available. Since
r to offer the greater potential-
re: : ni]ﬁTegal*agbeements;“it’WoUld

allup formation and t

T

Cot ‘-ff'.jr':«;v.v‘f/:‘y?x:-;-:,L;ﬁ'g,;;q‘;.gr-_',f«-‘A».H‘v'{‘."!:“~=f;ix_’ P
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Should a dual completion be attempted, the Operator then would
prorate the costs of the attempt on the basis of an A-B-C method
of allocation in the manner illustrated by the two enclosed Well

‘Cost Estimates, splitting the costs between the common costs, those

attributable solely to the Dakota and those attributable entirely

to the Gallup or Mesaverde. Each participant then would pay on1y
his proportfonate share of the costs allocated to his interests in
the well. While this method of allocating well costs for a dual
completion is somewhat more complex than for a single comp]etion.

it is necessary for a drilling block in which lease ownership is
varied as to formational interests. It will also result in a lTesser
total cost for each participant with respect to his interest in
comparison to-those incurred in a single-zone completion. Should
a dual Dakota/Hefaverde completion attempt appear warranted, it would
be necessary to obtain additional communitization and operational

: agreements before: conduct1ng the attempt.

‘ Your cons1derat1on of this proposa] would be appreciated. If
you do own the o0il and gas leases ‘as indicated on the enclosed pro-
posed commun1t1zat1on agreement and if you are agreeable to joining
in the drilling of a Dakota test well as proposed and under the terms
séd proposed Operating Agreement, please have- the appro-
execlte the,Commun1t1zat1on and Operating Agreements
eipropOSedf €1l Cost Estxmates by notarized s1gnature.
keep1ng one copy” ‘and return1ng,the balance to me. As ‘my information-
on the work1ng ‘and royalty 1nterests ‘on your respeft;ve leases.
as shown on Exhibit B of the communitization agreement may be incom-
p1ete or 1ncorrect. please make any additions or corrections as

necessary, 1n1t1a11ng them.

pr1ate perso

If you ‘have further questions or discussion with regard to my

”proposal, please contact me.

)

Very truly yours.

& Ll

om Bolack

EncTosur
1)8 cop1es Communitizat1on Agreement
2&8 copies-Operating: Agreement
2 copies -Well Cost Est1mates

4 oo ¢ s
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i ‘,:shaukextend 7y and include only The
: ._underlying said lands and the dry gas and assocx.ated 1iquid hydrocarbons

' -:'i trcnsuch formation.

COMMUNITIZATION AGREEMENT

' Contxact No.

"TH1S AGHREEMEWT entered intc ag cf the 91¢=+ Azy of Anpi) .

19 g0, by and between the parties subscxribing, ratifying ox consent:mg hereto,
such parties being hereinaftexr referred to as "parties hereto”,

WITNESSETH:

WHEREAS, the act of February 25, 1920 (41 Stat. 437) as amended and
supplemented authorizes communitization or drilling agreements communitizing ox
pooling a Fegeral oil and gas lease, oxr any portion thereof, with other lands,
whether ox nct owned by the United States, when separate tracts under such Federal
lease cannot be independently developed and operated in conformity with an estab-
lished well-spacing program for the field oxr area and such communitization ox

pooling is determined to be in the public interest; and:

WHEREAS, the parties hereto own working, ‘royaity, oxr other leasehold
interests, ox operating xights under the oil and gas leases and lands subject to

this agreement which cannot be independently developed and operated in conformity

with the well-spacing program established for the fJ.eld oxr area in which said
lands are located; and , .

- WHEREAS, the partles hereto desire to communitize and pool their xespec-
tive mineral dnterests in lands: subject: to this agreement for the purpose of
developing and producing communitized substances in accordance with the texrms

and conditions of this agreement:

NOW, THEREFORE, in consideration of the premises and the mutual advantages
to the paxties hereto, it is mutually covenanted and agreed by and between the

parties hereto as follows:

: ’I'he lands covexed by this agreemant (here:.nafter referrea to as
"commum.tlznd area") are aescn.bed as follows. : .

wansship 30 North. Range 12 West N.HM.P.
Section 1, South half (S/2)
San Juan, County. New Mexxco

i
[

BEFORE EXAM!N"R !\UTTLR‘ /.
OIL CONSERVATION DIVISION '
ExHigiT NO._ S

casENO. - b993

]
4

By
4

ing ol 320 o acres, more or less, a.nd this agreanent
—Dakota - : forxmation

herein referred to ‘as "comunitized substances”, producible

s e e T e N e e e e

P e e vy et e




2. Attached hereto, and made a part of this agreement for all purposes,
is Exhibit "B", designating the operator of the communitized area and showing the
acreage, perxcentage and ownership of oil and gas interxests in all lands within the
communitized area, and the authorization, if any, for communitizing ox pooling any
“patentcd ox £ 1anda within tha comminitized areasa.

3. All matters of operation chall be governed by the operator under and
pursuant to the texrms and provisions of this agrxeement., A successor operatorxr may
be designated by the owners of the working interxe  in the communitized axea and
four (4) executed copies of a designation nf succ .3ox operator shall be filed with

the Area 0il and Gas Supexvisor.

4. Opexator shall furnish the Secretary of the Interior, or his authox-
ized representative, with a log and histoxry of any well drilled on tlie communitized
area, monthly reports of operations, statements of oil and gas sales and royalties
and such othex reports as are deemed necessary to compute monthly the royalty due
the United States, as specified in the applicable oil and gas operating regulations.

5. The communitized area shall be developed and operated as an entiref:y,
with the understanding and agreement between, the parties hereto that all communi-
" tized substances produced therefrom shall be allocated among the leaseholds com-
prising said area in the proportion that the acreage interest of each leasehold
bears to the entire acreage interest committed to this agreement, '

6. The royalties payable'on communitized substances allocated to the
individual leases comprising the communitized area and the rentals provided for in
said leases shall be detexmined and paid on the basis prescribed in each of the ’
indiviGual leases. Payment of rentals under the texms of leases subject to this
agreement shall not be affected by this agreement except as provided for undexr the
texrms and provisions of said ‘leases or as may herein be othexwise provided. Except
as herein modified and changed, the oil and gas leases subject to this agreement
shall remain in full foxrce and effect as oxiginally made and issued. It is agreed
that for any Federal lease-bearing a gliding-or step-scale rate of xoyaity, such
rate shall be determined separately as to production from each communitization

agreement to wh:.ch such lease may be committed, and separately as to any non-

cormunitized lease - produciion, provided, however; =e to leases where the rate

of royalty for gas is based on total lease production per day; such rate shall

be determined by the sum of all cormuniti zed production allocated to- such a lease

plus 'any noncommunitized lease product1on.

7. There shall be no obligation on the lessees to offset any well ox
wells completed in the same formation-as covered hy this agreement on separate
, component tracts ‘into which the communitized ‘area :is now or may hereafter be
lelded, nor shall any lessee be required to measure separately communitized
substances by reason of the diverse ownership thereof, but the lessees herxeto
shall not be released from their obligation to protect said communitized area
from drainage of communitized substances by a well oxr wells which may be drilled

offsett:.ng said area.

' 8;. The commencement, complet:.on, cont:mued opexation or production of
a well or wells for communitized substances on the communitized area shall be-
construed and considexed as the commencement, completion, continued operation ox
production on each and all of the lands within and comprisiig said communitized
area, and operations ox’ productlon pursuant to this agreement shall be deemed to
be operations or production as to ‘each lease committed hereto. .

bl

- T Production of co:nmunltlzed substances and disposal thereof" shall
be in confonnity with allocation, allotments, and quotas made or fixed by any
- duly’ authorized person or rxegulatory body under applz.cable Federal or State
~statutes. This agreement shall be subject to all appl:.cable Federal and State
1aws or executive orders, ‘rules and regulations, and no party hexeto shall suffex
a forfeiture or be liable. in ‘damages for failure to comply . with any of the pro-
visions of thi.s agreement if such campliance is prevented by, or if such failure
recults :Eron, compliance with any such laws, orders . rules or regulations. .
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. extend to and be binding upon their respect:.ve heirs, e.xecutors, admlnn.strators,

10, This agreement is effective Apri) 21 ’ 19131)_ upon
execution by the ngcessary parties, notwithstanding the date of execution, and
upon approval by the Secz.etazy of the Interiox ox his duly authorized representa-
tive, and shall xemain in force and effect fox a period of two (2) yeaxs and for
50 long thereatter as cumiuniiizcd cibstances -are, or can be, produced from the
communitized area in paying quantities; provided, that prioxr to production i
paying quantities from the communitized area and upon fulfillment of all xeguire-
ments of the Secretary of the Interior, or his duly authorized representative,
with respect to any dry hole or abandoned well, this agreement may be texminated’
at any time hy mutual agreement of the parties hereto. This agreement shall not
texminate upon cessation of production if, within sixty (60) days thereafter,
rewozk:mg ox drilling operations on the communitized area are commenced and are
thereafter conducted with reasonable diligence during the period of nonproduction.
The two-year texm of this agreement will not in itself serve to extend the term of
any Federal lease which would otherwise expire during said period.

11. 7The covenants hexrein shall be construed to be covenants. xunning with

-the 1land with respect to the communitized intexests of the parties hereto and their

successors in interest until this agreement texminates and any grant, transfexr, oxr
conveyance of any such land or interest subject hereto, whethex voluntary ox not,
shall be and hexeby is conditioned upon the assumption of all obligations here-
under by the grantee, transféxee, ox other successor in intexest, and as to Federal
land shall be subject to approval by the Secretary of the Interior.

12, 1t is agreed between the paxties hereto that the Secretary of the
Interioxr, or his duly authorized -representative, shall have the right of supex-
vision over all operations within the conmunitized area to the same extent and |
degree as provided in the oil and gas leases under which the United States of
Amexrica is lessoxr and in the appllcable o:Ll and gas regulatlons of the Depart-

ment of the Intexior.

13. This agreement shall be binding upon the parties hereto and shall .

successors, and ass:Lgns co. e i . )

; 14 ‘This agreement may be executed in any nunber of cownternmarts; no
one of which needs to be executed by all paxties, ox may be ratified ox consented
to by separate :Lnstrument, in writing, specifically referring hereto, and ‘shall
be binding upon all partles who have executed such a countexpart, ratification )
or consent hereto with the same force and effect as 1f all pa.rtles had@ signed:the

same  document.

15,  Nondiscrimination. In connectlon with the performance of work undex

this agreement, the operator agrees to comply with all of the provisions of Section

202 (1)! to (7) inclusive, of Executive Order 11246 (30 F.R. 12319), as amended
vhich are hereby incorporated by xeference in this agreement.

- IN WITNESS WHEREOF, the parties hexeto have exec'uted this agreement as
of the.day and year first above written and have set oppos:Lte their respect:.ve
names the date of execution, . }
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STATE OF NEW MEXICO)

]

COUNTY OF SAN JUAN ) S8

s Ape
onwis AT ayer fal

pbefoxe me personally appeaxed Tom Bolack

’ 19 Xo l.

to me known to be. the person _ described in and who executed the foregoing

_instrument, and acknowledged that he _ executed the same as Aff free act

'and dced. ‘ v ‘:;:‘i '.»L - 44512¢r1l .\S (? \IEXE;

. NOTARY PUBLIC

My commission expires: - "

Od‘tl«e&'»:(tj,ﬁi" o

- - e o e e - —— o g
— - o S G i e e i e . T S A T (o i e —

~ he A - .
STATE OF ___ COLORAEG i’

,, : ss
COUNTY OF ___ DENVER )

On this 2 2-#//&1; of

signed,'a Notary Public in and for said. Cou y and State, personally appeared

Gary B. Babcock known to me”to be the person whose name is sub-
scribed to the foregoing 1néttument, who, being by me duly sworn, did say that
‘he is the Attorney—ln—Fact of Southland Royalty Company, and that said instrument

" was executed on behalf of said Corporation by authority of its Board of Directors,

and said __Gary B. Babcock: § acknowledged to me that he executed the
same as his free and voluntary act and deed, and as the free and voluntary act
and deed of said Corporation, for the uses and purposes therein set forth.

: Given uoder my hand and ‘'seal of office on the day and year first above
. wrltten. ' , : ,

o Notary Public

DT L ‘

My do@ﬁi;éiohuﬁipiresi December 17, 1983 = . J
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STATE =~ , Lo -
COUNTY OF . : . : -~

on th ' day of

Cn thic
before me personally appeared pr. Eugene P, Hathias

to me known to be. the pexrson described in and who executed the foregoing

executed the same as frxee act

3 {nstxument, and acknowledged that __he _

and deed.

My c_ommission expiress :

- .
- ———— o

e s o o s =




See Well

[]
Location and

EXHIBIT "A"

Acreage Dedication Plat for the communitized

area of this agreenent xeproduced belows

TBON,RLIZW,NMPM.

[©)

TOM BO LACK,

4 : |
. Federal
NmM-02707

E.P MATHI

SOUTHLAND

ROYALTY

Chriaman Fee

Federal
SF-077482
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EXHIBIT “B"

To Communitization Agreement dated April 21 -, 1980,

embracinas

o et g e e .

the south half (S/2) of section 1, Township 30 North, o
Range 12 West, N.M.P.M., San Juan County, New Mexico i

.

Operator of Comunitized Area; Tom Bolack

" 'DESCRIPFION OF LEASES COMMITTED

»

. _ Tract No. 1
lease Serfal No. WM-02707 @ .. it o R R
Lease D‘ate{ S 5-1-52' ' ' o
Tease Termz. . 5 years (HBP)
Lessoxrs U.S. Governmént
original Lessee: Tom Bolack ©
prement Lessee; ‘,Tom Bbjack;an&ﬁﬁli?aﬁo-Nafural‘GaS4Co..

-

" Descxiption of Lands Committeds « .y . - DA

e Number of Acves: 160,00
i Name and "l’eicent ORR3; Owners: ; S :
A < NONE. - '

b




Oxiginal Lessee: Jganita.Hol der

Present Lessee:

‘Southland Royalty CQmp'anyj

..

’Desct:lp-tion of Lands Committeds - - U
L “Rahge - 12 Hest, Nt

.

 Number of Acres:  120.00

B ﬂame and Percent ORRI Ownexs:

expxprr "B {(cont'd.)
. .. ‘ ' ‘ i
To Communitization Agreement dated April 21
embracing:s ' -
the south half (5/z) of sectiuni, Towish
Range 12 West, N.W.P.M,, San Juan County, N
Opexator of Comunitized Axea:: I'gm Bolack
. ' 'DESCRIPTIQN OF LEASES COMMITTED -
_ Tract No. 2
Lease Serial No. SF077482 . .
 Lease Dates - +3-1-45 : .
Lease Term: - 5 year (HBP)
\ Lessoxr: U.S. Government

AN

P,




To Communitization Agreement dated April 21 » 19ap »

exuiBIT "B* (cont'd.)

oemhvaciinec.
Wwaolinoas.

the south half (S/2) of Section 1 Township 30 North
Range 12 West, N.M.P.M., San Juan’CountY. ﬁew Mexico’

-

-

Opexatox of Comunitized Area: Tom Bolack

'DESCRIPTION OF LEASES COMMITTED,

Tract No. 3 |
Lease Serial No. Fée ‘ o )
Lease Date: 7-3-50 -
Lease "I‘emzl o 10 year
" Lessox: Mm. H. & Carlotta C. Chrisman
Original Lessees | N. S‘pa’tter | | |
fresent‘ll-essegr _ ;'Dr', . E:ugené. P. .jMaéhias:
Wamber of Acres: 40,00
.

- SN o i 0

\
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EXHIBIT "B" (cont'd)

provision of Fee Lease Authorizing Poolings : C
——‘MM—'—

" Acatbar. . .“. . ' :

75 Leasor?
1714 c horelin 8gTee 10 So ure‘b aathorise 1ewwa® =-og s,
or his ade g‘:io , tm gw 4n order to odtain
low opeme dhoomr‘ on oF oid wd /” gee,bat 0o
t tno) in ares,
of xow lhxioo.

B --~m..-.-
-

9 guoh mnit @ 1 emsecd
and shall bo 1 aceerdanse 'ﬂl Qb hvu of Qho State
or other lavfal @ -nouw.
-_,__...—————'""——0 e o

RECAPITULATION

- A Numbexr of Acres percentage of Intexest
Tract Numbexr ____:Committed‘__ ’ _ An communitized Axea

160.00
120. 00

40.00
Total 320.00acs.

i TSI Y K B
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OPERATING AGREEMEWT

Tom Bolack #1 Tommy Bolack Hell

THIS AGREEMENT, made and entered into this 21st day of
April, 1980, by and between TOM BOLACK, an fndividual,
hereinafter referyved to as vBolack"” or "Operator whose
mailing address is P.0. Box 255, Farmington, New Mexico
87401, and Southland Royalty company, whose mailing
address s 1600 First National Building, Fort Horth,
Texas, 76102, and Dr. Eugene P. Mathias, an individual,
whose -mailing address is 12027 Venice gBoulevard, Los
Angeies,'Caiifornie 00066, hereinafter referred to as

“NonaOperators":
WITNESSE TZH:

WHEREAS, the parties hereto are the owners of'certain

Oil and Gas leases, which leases cover, among otherlands,
| the foliow1ng described land in San Juan Qounty, New

'vfMexico. to W1t~

Township 30 North, Range 12 West, Hoii.T.Me
Section 1: South half (5/2)

cdntaining 320.00 acres, more or 1ess; and

HHEREAS.*it'is the desire of the parties hereto to enter

,’into an Operating Agreement covering the deveiopment and'
-q_operation of the above-described tract in the Dekota'forma
>E9iation as hereinafter set out: i ‘
 NOM, THEREFORE, in consideratdon of the premises and of
ithe mutuai covenants and agreements hereinafter contained

‘V]to be kept and performed by the parties hereto. said

.'_iPlft1e$ dO hereby agree as foiiows.

| BEFORE EXAMINFR NUTTER
OIL CONSERVATION D|V|SlON
EXHIBIT NO.

| cask No. L1493




1. FORMATION OF UNIT

For the purposes hereof, it is agreed that the afore-

mentioned 1ea§es, 1nsofar as they apply to the above-described

lands, have been pooled to form a unit covering only the

Dakota formation in and under the land described above, it

, being the intention of the parties hereto in forming said unit
to pool all leases which they may now own or which they may

hereafter acquire covering any 1nterest in the unit.

2. OPERATOR

"Tom Bolack fé nereby designated and shall act as Operator
of such unit in accordance with the terms and provisions of
'this agFeement._ Operator shall have full and compléte manage-
‘ment of the deve]opment and operation of the said unit for dry
gas and associated 1iquid hydrocarbons produc1b1e from the
Dakota formation as an entirety, but Operator agrees that no
well sha11 be commenced upon said unit. except the well here-
dninafter provided for. without the consent of Non Operators.,;‘xi

‘Bolack may resign as Operator at anv time by oiv1na notice

to ‘Non- -0Operators in writing sixty (60) days in advance of the
qeffective date of such resignat1on and, in such event, the.
’, working 1nterest owners of said unit shall 1mmed1ate1y select
a successor, In the event Bolack shall sell or otherwise
‘dispose of all his 1nterest in said unit, the right of oper-

ation herein conveyed shall not run with the transfer of

aesinqment’of such interest or inure to the benefit of Bolack's

' assignee;fbut Non~0pefa£brs and Bo1aok's‘assignee'$ha11 im-
mediEtejy"Se1ECt a new Operator.,

N .
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operations for the jo1nt account of the parties here '
2 location in the SW/4 of the SW/4 of Section 1, Township 30

C o fAp 11mited periods of time 1n order to baIance production

<fifhereto as follows'~'”

3. WELL
Operator shall commence or cause to be commenced drilling

—-L
to at

North, Range 12 Nest,YSan Juan County, New Mexico and shall

thereafter drill said well to a depth sufficient to test the

~Dakota formation, unless salt, caprock, cavities, heaving shale,

abnormal water flow or impenetrable substances are encountered
in said well at a lesser dpeth, The parties hereto may also
mutually agree to discontinue 'drilling operations at a lesser

depth. Upon completion of said well, if it is capable of pro-

“duction, Operator shall notify Non-Operators of the date said

we]l'is connected to a gas gathering system, if it is so con-
nected. ’

| ’Ih the event a well capable of producing gas in paytng
qﬂgﬁ%ities-isshUt-in. Operator shall immediately notify

Ndn#Operétors thereof; except that the Oberator shall not be

,;required to notify Non- Operators if the well should be shut-in

~during peak load periods of time or for reasons of makfng "

meehan:ca1~repairs.‘ Al1l production obtained from the un

area and a]lfmaterialeand equipment acquired hereunder for

" the ‘joint account of the parties hereto shall be owned by

the parties hereto in the proportions hereinafter specified

~in Artfcie-4 of this Agreement.

4. . COSTS AND EXPENSES
: - The entire costs and expenseS‘fnvolved in drilling,

completing and operating said we]l. if said well is a commer-

cial well, or in plugging and abandoning if said well is a

"‘>'dry hole or non commercial well, shall ‘be borne by the parties

L VAN T e eV,
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‘costs and expenses. 1f payment of the estimated costs and

expenses 1s n6t made when due. the unpaid balance thereof

_shaii bear interest at the rate of twelve percent (12%) per

a from the due date untiT paid. Adjustments between esti-
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at the close of each calendar month and the account of the
respective parties adjusted accordingly.

The well ‘to be drilled on the unit shall be drilled on
a competitive.cOntract‘basis at-the usual rates prevailing in
the field. However, Operator; if it so desires, may employ
its own tools and equipment; in such event, the ccst of dril-
11ng shall include, but shall not be 1imited to, the following
charges: (a) al? direct materiai and labor costs; (b) a pro-
portionate amount of applicable departmental overhead and un-
distributed field costs: (c) rental charge on company equipment

empieyed, all such charges to be determined in accordance with

VOperator‘S'accounting‘practice; provided:tha* in no event shail

the t tal of such churges eAceed ‘the prevailing rate in the

; fie]d. and such work shaII be performed by Operator under the

-

same terms and conditions as sha' be cuscomary and usual in

the-Tield “in -contracts c‘-i"depe dent contractors who are

vdoing work of a similar nature.

Operator shall make no single expenditure in excess of

Fifteen Thousand Dollars ($15,000.00) without first obtaining

tneZCOnsent'thereto of Non-Operators; provided. however, that
nethiné'inethis~paragraph shall be deemed to prevent Operator
from making an expenditure in excess of said amount if such
eipenditurefbecomes necessary because of a sudden emergency

which may otherwise cause loss of 1ife or extensive damage to

‘jproperty. In the event of such emergency expenditure, Unit

ufOperator shail; within fifteen (15) days after making such

yexpenditure. give written notice to Non- Operators. The approva1

A




11 provided for hereinabove, however,

of the drilling of a we
v the drilling, comp1et1ng.

shall inc1ude ‘a1l expenditures fo

testing and. equipping of such weii.

5. RENTALS
cach narty agrees to pay all rentals, minimum royalties

r shut-in royalty which may become due und
ting to such unit

uch party is contribu
not have any obliga
and/or shut- -in

perator.

and/o er\the‘?easc
or leases which s
and Operator shall
minimum rovalties
) contributed by 0
efforts to keep

heveunder; tion to
pay any such rentals,
pt as to the lease(s
es tc use 1ts best
fect the oil and ga

vroyalty exce
Each party further agre
n fu11 ‘force and ef

and%maihtain i
y to said anit.

contributed by surh part

6. INSURANCE
1 operations hereunder,
action of the parti

s %o al the Operator'sha

the benefit and prot es hereto:

for

l'mam S Compensation in

(a) Wor
provinc1a1. and federa1

“ince with states

1aws, as applicable, and Em

jnsurance.
sive General L1ab11it

(b) ‘Comprehen
A combxned sing1e

exc1ud1ng products'

ofﬁ$500 000 each accident for b

or death and property damage.
e Automobi1e L1ab111t

(e) ~ comprehensiv
of $500,000 each

A combined single 1imit
accidentifor bodily injuries or dea

Property damage.

R

o be a self 1nsurer

nd 1n such event Op

;;Operator ‘may- elect t
h app11cab1e laws a

complies wit

s lease(s)

11 carry

surance in accord-

ployee's Liability
y insurances
Timit
odily 1njur1es

y insurance:

th and

provided Operator
erator shall
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charge to the Joiﬁt account, in l14eu of any premiums for such
fnsurance, a premium equivalent 1imited to amounts determined
by appiying manuai insurance rates. The Operaioi shall. not

‘be requi'red‘to carry any other insurance for the\‘joint-account.}
Operator shall require all third party contractor performing

work in or on the nre.m.'lse.s covered herebv to carry such

insurance and in such amounts as Operator shall deem necessary.

7. DISPOSAL OF PRODUCTION |
Each of the Parties hereto shall own and have the right,

at its own expense, to take in kind or séparaté]y dispose
of its proportionate part of all gas and associated 1iquid
‘h_ydrocarbons produced and saved from the acreage covered
hereby, exclusive of the production which may be used by
Operator’in developing and continuing operations on the said
tract referred to in Paragraph 1 abeve, and of the production
| unavoidably lost, provided that each of the parties hereto
shall pay or secure the pé‘y‘méht of the royalty ‘1ﬁterest, over-
riding royalty interests, payments out of producﬁon ‘a“n‘d ‘other
;;,Sifinii'l-'ar"1:nt’eif.‘e'§;1;-s-.- Af agy,f'from;it‘s ‘prqpor,t'i”gn;age ‘pa'r"t‘~ 6f- said
prddti’ét'ibn.' If at any time or —timestﬂon‘-Operators sﬁéi"l faﬂ‘
or refuse to take in ki.'nd ar sebar'ate‘iy dispose of its pro-‘
pkor‘f'lo’n'ate part of said .produc‘tion.‘ Operator shall have the
,.L;éh‘t’,;rencabyle by Non-Operators af will, to sell part of
such production at "tyﬁ'e same price wh)ich“op“ér“ator received for.

v1ts own portion of the production. or to take such gas for its

v

' own use for resale; should gas be deHvered by either party
durmg'any- period t’hat such other party or parties have failed
or re"fu's'ed‘to” take or séHvits or the'i‘r gas, fhen "th'e ‘party
'_-récéiving'.or, t,ak'!n’g delivery of the gas agrees t‘o account to

the other party or parties for its or their proportionate part

of the gas so 'd'eT'l:\‘ié}‘ed’(l) if sold by the receW‘ing’ party,




at the market price at the wellhead for said gas, or at the
price received at the wellhead by such party, whichever is
greater, or (2) if taken for its own use or transported for
resale by the receiving party, at the highest pricefit is
paying others in the area at the wellhead for gas of similar
quality and pressure, not to exceed, however, tne applicable
Just and reasonable area cefling rate of the initial guide-
line area rate level,if appropriate, for such gas as prescribed
by the Federal Power Commission or any successor governmental
authority having jurisdiction therein, or (3) 1f no such
purchases are being made by the receiving party, then at tne
market price at the we11head.\ Any sales by Operator of Non-
Operator's production shall be only for such reasonable periods
of time as are consistent with the minumum needs of the
indUstry under the circumstances, but in no event shall any

such sale be for a period in excess of one (1) year.

-8, DURATION OF‘AGREEMENT

Thls Agreement sha1l become effective as of the date
hereof upon execution 'by the parties hereto, notwithstanding
the.date of execution, and shall remain in fuil force and
effect’for a period of one (1) year and so 1ong thereafter

as dry gas and associatbd'liquidfhydrocarbons are or can

 be produced from any part of said unit in paying quantities,

provided that prior to production in paying quant1t1es from
said undt and upon fu1fi51ment of all the requirements of
the 011 Conservation Comm1ssion of the State of New Mexico.

with respect to any dry hole or abandoned well, this Agreement

| lmay bertenminated at any time by the mutual agreement of‘
n;?ltheJﬁarties hereto. This Agreement shall not tenminate
_ ffupon cessation of production 1f. within sixty (60) days
A&“élthereafter, reworking or drilling operations on the unit >

‘s*;are commenced and are thereafter conducted with reasonable

“;fdjligence ‘during the nerjod~or,non-production.'

*
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9. ROYALTY INTERESTS _
It is agreed and understood that the burden of any royalty payable

o
2 : .

shall be borne and paid by

¥ cach party {n accordance with their leasehold

144
b1

interest in each lease in the subject formation.

10. TAXES

Operator shall render, 7vor ad valorem tax purposes, the entire lease-

hold rights and interests covered by this Agreement and all physical
pfoperty located thereon or used in connection therewith, or such part
thereof as may be subject to ad valorem taxation under existing laws of
the State of New Mexico, or which may be made subjest to taxation under
future laws, and shall pay for the benefit of the joint account all such
ad valorem taxes at the tjme and in the manner required by law which may
be assesﬁed‘ﬁpOn or against all or any pbrtion of such leasehoid rights and
"interests and the physical property located thereon or used in connection. |
therewith. Operator shall bill Non-Operators for their proportionate "f?in¥f QfE;fi
share of such tax payments provided by the Accounting Procedure attached [ -\1?>§  :-!;

hereto as Exhibit “A". Al] taxes (other than fnc0meftype taxes) upon or

directly measured by the value of the production from the subject lands,

which are not payable by the purcﬁéser thereof, shall be paid by the

OpehatOr_and apportioned among the Workia Interest Owners in the same

proportions as the assessed value of their respective portions. of produced.

subétanées bears to the whole.

11. TAXATION

This Agreement is not intended to create and shall not be construed to] - =~ -

create a relationship of partnership or an association for profit between oﬁ%? f_ff rf;R'

among the parties hereto. Each of the parties hereto elects, under the

‘authority of Section 761(a) of the Iﬁtérndi‘Revéhhe Code of 1954, to be

excluded from the application of all of the provisions of Subchapter K of

Chapter 1 of Subtitle A of the Internal Revenue Code of 1954. QIn:making

' ,this election, each:party héfeto'stayes that income derived by it from

o ohéfati?hS“under'th{s agreement can be adequately determined without com-

_putation of partnership taxable income. If the income tax of the state

or states in which ihe property’¢GVered o

~-9<




'itimes for 1nspectlon by Von~Operato

f in vritzng.,
‘ should elect to surtender, let expire, abandon or release

hereby is located contain, or may hereafter contain, provisions‘
similar to those contained in the Subchaptcr of the Ihternal-
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, and should the income tax-laws

of such state or states require evidence of such election

the operator’is authorized and directed to execute same

on behalf ef each party ﬁereto. Beginning with the first
taxable year of the operation each party agrees that the.
deemed electiodﬁprovided by Federal Regulatibns Section 1.761~
2(by(2)(ii),wiii apply;and no party will file an appli~-

cation under Federal Regulations Section 1.761-2(b) (3) (i)

to revoke said election.

12. ACCESS TO PREMISES, LOGS AND REPORTS

Opefator shall keep accurate logs of the well drilled

on said unit, which logs shall be available at all reasonable
Upon reguest of
Non-Operators, Operatot shall furnish to Non-Operators a

copy of said logs, samples\of_cores and Cuttings of formations
encodﬁtefed, and electrical suf#éys?teiaiive to the ‘develop~
ﬁent'ehd'oﬁefation«of~said—unlb,»together with any other
information.whiEh”may be feasonabiy requeSEed pertaining

to such well. Non—Operators shall have access to said unit

and to all books and records pertaining to operations hereunder

for the purposes of 1nspectiqniat all reasonable times.

i3, SURRENDER EXPIRATION, ABANDONMENT OR RELEASE OF
LEASE

No lease or leases sub)ect to this Agreement shall

be Surtendered, let to expire, abandoned or re;eased,.}n
Qheie:oriih”part, unleSs the parties mutually consent thereto

In the event that less thén4ai1 barfiesrhereto\.

o
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all or any part of a lease or leases subject‘to this Agreement
and the other party or parties do not consent or agree,

the party so electing shall notify the other party or parties
not less than sixty (60) days in advance of such surrender,
expiration, abandonment or release, and, if requested so

to do by the party not so electing, immediately shall assign
without warranty to the latter party all of its rights,

title and interest in and to said lease or leases, the well
or wells Jocated theﬁeon; and the casing and other physical
equipment in or on said well or wells. Ifbthe party or
parties not so electing'fail(s) to request an assignment
within suck sixty (60) day period, the party so electing
shall have the right to surrender, let expire, abandon or
release said lease or leases, or any part thereof..\In the
event such assignment is so requested, the party or}parties
to whom such assignment is made, upon the delivery thereof,

qha]l pav. to the assrgning oarty the salvage value of’it,

interest in all.the salvable casiﬁg“and“other“physicéi“é&ﬁfp—””'“;”"

ment in or on the unit. After the delivery of any such

'3551gnmenc, the party making the aSSignment shall be relea ed

discharged from all the duties and obligations-thereafter
accruing or arising herennder, in connection with the operation
and development of the unit, with respect to the a551gned

lease or leases.

14. LOSS OR FAILURE OF TITLE

'ln‘thedeuent:of,the loss or failure of the title, in

£

wﬁoie or inipart,'of any .party hereto to any lease,'or any

frinterest therein, covered hereby, ‘the interest of such party
'{in and to the - productlon obtained from the lease acreage
i?shall be reduced in proportion to such loss or failure of
‘dieititle as of the date such loss or f: ilure of title is finally
:%;Tdeterminedz provided that such revision of ownership interest

‘5gsha11 not be retroactive as to operutina costs and expenses

_‘111-




‘ '
incurred or as to revenue or production obtained prior to
such date; and provided, further that each party hereto
whose title has been lost or has failed, as aforesaid, shall

indemnify the other parties hereto against, and shall hold

such other parties harmless from all loss, cost, damage

and expense which may result from, or in any manner arise
because of, the delivery to such party of production obtained
hereunder from the lease acreage covered hereby or the payment

to such party of proceeds derived from the sale of any Such

production, prior to the date said loss or failure of title
is finally determined; and provided, further;‘that in the
S event of ‘the loss or failure of the title, in whole or in
. part, to the leasehold estate upon which the unit well or
wells are located, then the party or parties contributing
such leasehold estate to the lease acreage shall indemnify
‘the other parties hereto for and shall hold the other partxee
A_harmless from all 1oss, costs, damages or expenses which
may result from pa;ment by such other- pqztie f‘CGQ&S‘nﬁd“'“‘
; erpenses incurred in connection with the drilling, equipping

and completing said unlt well prior to the date said loss

or failure of title is finally determined.

15. ABANDONMENT OF WELL

No well on the unit which is capable of producing dry
~fgas and associated liquid'hydrocarbons from the formation |
,;A‘covered by this Agreement shall be abandoned without the
»ib‘mutual consent of ‘the parties hereto. I1f any of the parties

't'e?i{desire to abandon ‘such well, such party or parties shall

jsobnotify the other party or parties in wr1t1ng and the

ﬁfilatter shall have thirty (30) days after receipt of such

~If:a11 purties hereto agree to such abandonment, ‘such well
fsball be abandoned and plugged by the Operatcr at the expense

‘ejOi nt account, and as much as possible of the caszng

E notice in which to elect whether to agree ‘to such abandonmentar

=
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17. FORCE MAJEURE

No party to this Agreement shall be liable to any other

party for any delay or default in pertormance under this
Agreement due to any cause beyond its control and without

its fault or negligence, including but not restricted to

acts of God or the public enemy, acts or requests of the

Federal or‘ State Government or of any Federalz or State officer
purporting f:o act unde;: duly consﬁituted authority, floods,
fires, wars, storms, strikes, interruption of transportation,
freight embargoes or failure, exhaustion or unavailability

"or, delays in deli‘very of any material, equipment or service
n‘ecessary to the performance of any provision hereof, or

the loss of holes, blow-outs or happehing of any unforeseen

acéiden’t, misfortune or casualty whereby performance hereunder

' is delayed or prevented.

18. OPERATOR'S LIEN

~Operator is hereby granted a lien upon the working

_'_,_,:interest and 1easehold estate of Non-Opetators covered hereby

and upon such Non- Operator s interest J’.n ‘the well of wells -

‘located on the lease acreage covered hereby, in the _production
" obtained from said well or well‘s"‘and in the physical"‘ equipment
" used, had and obtained in connection with the opﬂeration

of said well or wells to secure the payment of said Non-

Operator's proportio_nate share of said costs and erpenses-
and of saia estimated costs and expenses, ‘together with
interest thereon at ythe rate of‘tw‘élve pefcent (12%) per

én'rtx'um.* Operator shall have the right to bring any action

: at law or in, eqaity to enforce. collectmn of such indebtedness

wzth or without foreclosure of such lien. 1In addltlon,

‘z

'upon default by a Non-Operator in payment of chargeable

'costs and expenses, Operator shall have the rlght ‘to’ collect

and receive from the purchaser or - purchasers Non-Opetator s

"»proceeds ftom the'ptoduction from the lease acreage,coveted

S i ST G
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hereby until the amount owed of such indebtedness by such

i % noii-Opeivatoir, plus iiterest as aforesaid, nas been paid,

| g By execution hereof, each subscribing party hereto agrees

| v that each such purchaser should be entitled to rely upon
4

Operator's statement concerning the existence and amount

of any such default,

B A ey

19. NOTICES

A11 notices, reports and other correspondence required

or made necessary by the terms of this Agreement shall be
deemed to have been properly served and addressed 1f sent

by mail or telegram as follows: -

Tom Bolack
P.0. Box 255
Farmington, ¥.M. 87401

,Southland Royalty Company
1600 First National Building
Fort Worth, Texas 76102

Dr.,Eugene P.
12027 Venice Boulevard

Los Angeles-,California Qoosﬁh,,;“ L

20. OPERATIONS BY LESS THAM-ALL PARTIES

1 subseouent to the compTetfoﬁ‘or abandonment of the

‘well provided for 1n Paragraph 3, a11 of the parties hereto
"cannot mutual]y agree upon the reworking, deepening or
: plugging oack of such well and such well js not then produc=
ing in:paying quantities, any party.or parties wishing to re-
’WOEk. deepen or plug back such well may give the other parties
‘w}i%fehinotice'of the proposed opeﬁatﬁon, Speoifyihg the
‘work to ‘be performed the proposed dep*h, obJective formation

I and the estimated cost of the operation. The parties receiving

~
™
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such notice shall have thirty (30) days (except as to re»
working, plugging back or‘drilling deeper, where a drilling
rig is on location, the period shall be limited to forty-
eight (48} hours exclusive of Saturday or.Sunday or any
legal hollday) after reeeipt of the notice within which
to notify the parti es wishing to do the work whether they
elect to participate in the cost of the proposed operation.
Failure of a party receiving such notice to so reply to
it within the peried above fixed shall constitute an electien
by that ﬁarty@not to participate ;n the cost of the proposed
operation; ‘ » |

If any party receiving such a notice elects not to
participate in the proposed operations (such party or partiee
being hereafter-referred to as "Non-Consenting Party;),

then in order to be entitled to the benefits of this section,

~the party or parties glving the notice and such other parties

-

- as shall elect to participate in the operat- ns {a i such )

parties being hereafter referrsd to a -thefConsenting’?értiesf:.

’shall, within thirty (30) days after the exp1rat1on of the

'notice period of thi Ty (30) days (or as promptly as possible

after the expiration 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.
'Tﬁe entire cost ard risk of conducting such operations
shall be borne by the Consenting Parties in the proportions

that their respective interests as shown in Paragraph 4

,bear to the total interests of all Consentxng Parties,
“Consentina Parties shall keep the 1easehold estates 1nvolvee
~ in such operations free and clear of all’ liens and encum-

‘Lbrances of every kind created by or arising from the oper-

atlpns of ‘the Consent;ng Partles. 1f such an opera:xon

resdlts‘in a dry hole, the Consentfng Partiec sh&ll plug




A

and/or gas in paying quantities from the Dakota formation,

.interest in the well, its Yeasehold operating rights, and
share of production therefrom until the proceeds or market
4va1ue thereof (after deducting production taxes, royalty.

4,overxiding royalty and other interests payable out of or

'ﬂres ect ‘to such interest until it reverts) shall equal the

and abandon the well at their sole cost, risk and expense.

If any well reworked, deepened or plugged back under the

£

provisions of this section results in a producer of oil

the Consenting Parties shall complete and eguip the well

to produce at their sole cost and risk, and the well shall

then be turined over te Qperator and shall be operated by

it at the expense and for the account of the Consenting

Parties. Upon commencement of operations for reworking,

deepening or plugging back of any such well by Consenting
Parties in accordance with the provisions of this section, |
each Non-Consenting Party shall be deemed to ‘have relin- |
quished to Consenting Parties, and the Consenting Parties ,3
shall own and be entitled tonreceive, in proportion to their

respective interests, all of such Non-Consenting Party’'s .

measured by the production from such well accruing with

total of the following:

A. ?3001 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 to, stock tanks, sesparators, treaters,
pumping equipment and plping), plus 300%. of each
such Non~-Consenting Party's share of the cost of
operation of the well commencing with the first
production and continuing until each such Non-
Consenting Party's }elanuished interest‘shall
revert to it under other provisions of this sec-
tion, it being agreed that each Non-Consenting
Party's share of such costs and equipment will
be that interest which would have been chargeable
to each Non-Consenting Party had it participated
in the well from the beginning of the operation;

‘and
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B. 300% of that portion of the costs and expenses
of reworking, deepening or plugging back, testing

and completing, and 300% 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 therein.

In the case of any reworking, plugging back or deeper
drilling operations, the Consenting Parties shall be permitted
to use, free of cost, all casing, tubing and other eguipment
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 proportionatg part
~in kind or in value.

“ Within sixty (60) days after the completion of any
operation under this section, the party conducting the
operations for ghe Copsentind Patties shall furnish each

,MNOneébhsgnting Pa;ty with an inventory of the equipment
'in andfcoﬁnggtgdvtqmtpe wé;l, and“an_iteﬁized statement
dfkfhekccst of deepening, plugging back, testing, Cbmﬁieting,
and eQUippihg the well for production; or, at its option,
#he operéting’party, in lieu of>an itemized statemént’bf
such costs of operations, may submit a detailed statement
of monthly biiling§:<wﬁéch month theteafter, during the
time ﬁhe,Consgntiﬁg Parfies are being reimbursed as proéided
above, the Conseﬁting Parties shall furhi§h the Non—COnsenEing
Party with an itemizea statement of all costs and liabilities
ihcu@ggdéin’€héM8§€£$£i;ﬁ";f the well, together with a state-
?hégi‘of ﬁhe«quantity of oil and gas produced from it and
the amount of proceeds realized from the sale of the well's
working interest duringytﬂe preceding-month;v Any amount
 rea1iied-f;om theisale or other dispositiéh‘of equipment

~newly acguired in connection with any such bpération which

=
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would have been owned by a Non-Consenting Party had 1t participated
therein shall be credited against the total unreturned costs of

the work done and of the equipment purchases, in determining when

the interest of such Non-Consenting Party shall revert to it as above
provided; if there is a credit balance 1t shall be paid to such Non-
Consenting Party. )

If and when the Consenting Parties recover from a Non-Consenting
Party's relinquished interest the amounts provided for above, the
relinquished interest of such‘Non-Consenting Party shall automaticaily
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 pertain-
ing thereto, and the production therefrom as such Non-Censenting
Party‘would have owned had it participated in the reworking, deepening
™

hereafter, sucih Non-Consenting party

or plugging back of said well.

\/1»

shall be charged with and shall pay its proportionate part of the further

costs of the operation of said we]i in accordance with the terms of

this Agreement and the accodnting procedure schedule, Exhibit "A",

attached hereto. ‘ ‘
Tﬁe p.ov|s|ons of 'his sect-on"haii have no appiication what-

soever to the dril1ling of the initial test well on the Unit Area.‘

Vbut shail appiy to the reworking, deepening, or piugging back of

the initial test well after it has been drilled to the formation
specified in Paragraph 3, if it is, or thereafter sliall prove to be,

a dry hole or non-commercial well.

“21.  HEIRS, SUCCESSORS AND ASSIGNS

Ail of the provisions of this Agreement shaii extend to and

- be binding upon the parties hereto, their heirs, successors and

assigns. and such provisions shall be deemed to be covenants ‘running

"with the 1and covered hereby.

T




22. COUNTERPART EXECUTION

This instrument shall be binding on each party hereto
who executes either the original hereof or a copy or counter-

part hereof.

Signature Page attached to and made a part of that Operating
Agreement dated April 21, 1980, between f&m Bolack, Southland
‘Royalty Company and Df. Eugene P, Mathias, covering the S/2
Sectfon 1, T30N, R12W, San Juan County, HNew Nbxiéo.

IN WITNESS WHEREOF, the parties hereto have executed
this Agreement as of the day and year fivrst above written.

- ‘ . TOM BOLACK

Tom Bdlack

SOUTHLAND ROYALTY AOMPANY

77 G. B. BABCOCK

DR.EUGENE P. MATHIAS

Eugene P. Mathias

ATTORNEY-IN-FACT .
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STATE OF NEW MEXICO )
, SSs,
COUNTY OF SAN JUAN %

The foregoing instrument was acknowledged before me

this &__ day of /4,0/t” , 1980, by
. oo Bolreke .

HITNESS my hand and official seal.

0,3 Pe B

A

Notary Public

My commission expires:

O c,"h (wt 7) [7?’\

STATE OF TIPS
| ss.
COUNTY OF é)kﬁzbu&}¢4\wa3
N

Thi= foregoing instrument was acknowledged before me

th1soiﬂ~—aay of ~/ﬂh\w\j§,kj , 1980, by
-G. B. BABCOCK __~J |

as Attorney ~in- Fact on beha]f of SOUTHLAND ROYALTY COMPANY

HITNESS my - hand and official seal. : .

4{2?7L¢L¢tff2%?z C></;‘k7§3/7\Q)

HNotary Public

Hy‘tommﬁéﬁ%oﬁ:éXpires:
ouy Cosianssion axpires Deceander 7, 1943 |

STATE OF - )
' 3 ss.

‘coﬁﬂrv=or . )

The foregoing 1nstrument was acknow]edged before me v“

¥

this —._ day of ‘ - S » 1980. by

L

~ WITNESS my hand and official seal.

e Notary Publfc

“Jﬁj&fgpmﬁis$16p expires: ’
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P . ‘ L , COPAS — 1974

Recommended by the
Council  of _Petrojeum

heaARE 601, 95%:%°8x raren Accountants Societies of
. : N North America

EXHIBIT *“a"

Attached to and made a part of .Operating_Agreement Dated
Anril 21. 1980 for the #1 Tommy Bolack; S/2?
Section 1, Township 30N, Range isHW, HK.M.P.M.
San Juan County, New Mexico

ACCOUNTING PROCEDURE
JOINT OPERATIONS
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1. GENERAL PROVISIONS

1. Definitions
S “Joint Property” shall mean the real and personal property subject fo the agreement to which this Accounting
v : Procedure is attached. ,
" = i . “Joint Operations” shall mean all operat:ons necessary or proper for the development, operation, protection and
R § maintenance of the Joint Property.

s I “Joint Account” shall mean the account showing the charges paid and credits received in the conduct of the Joint

: Operations and which are to be shared by the Parties. .

I “Operator” shall mean the party designated to conduct the Joint Operations.
e “Non-Operators” shall mean the parties to this agreement other than the Operator.
“Parties” shall mean Operator and Non-Operators.
; “First Level Supervisors” shall mean those employees whose primary function in Joint Operatlons is the direct
superv:slon of other employees and/or contract labor directly employed on the Joint Property in a field operat- )
{ ing capacity,

i “Technical Employees” shan mean those employees ‘having special and specific engineering, geological or other
professional skills, and whose primary function in Joint' Operations is the handling of specific operating condi-

tions and problems for the benefzt of the Joint Property. P
“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator’s employees. B
“Material” shall mean: personal property, equiprnent 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 i Lo
as most recently recommended by the Council of Petroleum Accountants Societies of North America. Pl

: 2. Statement and Billings ‘ | ' |
- Operator shall bill Non- Operators on or before the last day of each month for then- proportronate share of the !
: - ‘Joint Account . for the preceding month, Such bills will be accompanied by statements which identify the author- = :
: ity for expenditure, lease o1’ facility, and all charges and credits, summarized by appropriate classifications of in- i
! vestmerit and expense except that items of Controllable Material and unusual charges and crediis shall be sep-

arately identified and fully described in detail.

3. Advances’ and Payments by Non-Operators
Unless otherwise provrded for in the agreement, the Operator may require the Non-Operators to advance their
share of estimated ecash outlay for the succeeding month’s operation. Operator shall adjust each monthly bllhng
~ to reflect advances received from the Non-Operators.
! ' Each Non-Operator shall pay its proportlon -of all bills within fifteen (15) days after receipt. If payment is not
; made within such trme, the unpaid balance shall bear interest monthly at the rate of twelve percent (12%) per
: annum or the maximum contract rate permitted by the applicable usury laws in the ‘state in which the Joint
" Property is located, whichever is the lesser; plus attorney’s fees, court costs, and other costs in connection with

the collection of unpald amounts,

4. Adjustments

_Payment of any stich bills shall not pre;udrce the right of any Non-Operator to protest or questlon the correct-
ness thereof; provided, however, all bills and. statements ‘rendered to Non- Operators by Operator dur-ng 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
wntten exception thereto and makes clalm on Operator for adjustment No adJustment favorable to Operator shall
be made unless it is made within the same prescrlbed period. The provisions of this paragraph shall not prevent
adjustments resulting from a physxcal inventory of Controllable Material as provided for in Section V

g

© 8, Audits
A, Non-Operator. upon notice in writing to Operator and all other ‘Non-Operators, shall have the right to audnt Ope-
rator’s accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month
.- period tollowing the end of such calendar year; provxded however, the making of an’audit shall not extend the
- time for" the taking ‘of written exception -to’ and the: ad)ustments of accounts as provided forin Paragraph 4 of this
o "Secﬂon 1. -Where there are two or more Non-Operators the Non-Operators shall make every reasonable effort to
- conduct joint or simulténeous audits in a manner ‘which will result in a minimum of inconvenience to the Opera- .
" tor.” Operator shall bear no portion of the Non-Operators’ audit cost incurred under this paragraph unless agreed (Rt

. gto by the Operator.

'ppreval by Non-Openton .

an approval or other agreement of the' Parties or Non-Operators is" expressly mqmred under other sec- 1
‘of this Aceountmg Procedure and if the agreement to which this Accounting Procedure is attached contains T

~ eontrary provisions in regard thereto, Operator shall notify all Non-Operators' of the Operators proposal and - :

ltha ureement or approval of a majonty in interest of the Non-Operators shall be controlling on all Non-Opeéra- *

1y
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II. DIRECT CHARGES Modified

Operator shall charge the Joint Account with the !ollowing items:

Rentals and Royalties
Lease rentals and royalties paid by Operator for the Joint Operations,

Labor
A, (l“)'/'Salaries and wagés of Operator's field employees directly employed on the Joint Property in the conduct

of Joint Operations.

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

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

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

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

tion 1I.
D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under

Paragraph 2A cf this Section II.

. 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 Operators labor
cost chargeable to %he Joint Acf‘ount under Paragrapizs 2A fnd 2B of this Section II shall be Operator’s actual
cost not to exceed tWenty-three per cent

Material

Material .purchased or furmshed 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.

Transportatxan
Transporiation of employees and ‘Material necessary for the Joint Operations but subject to the following l|mita-

tions:

A If Materral 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 railway receiving point where like material is normally available, untess agreed

to by the Parties.
it surp,ub Mat nal is moved to Omarators 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, récognized barge
terminal, or railway receiving point unless agreed to’ by the Pariies, No charge chall be made to:the Joint Ac-

count for moving Material to other properties belonging ‘to Operator unless agreed to by the Parties,
In the apphcatlon of Subparagraphs A and B above, there shall be no equaiizatwn of actual gross trucking cost
of $200 or less excluding accessorial charges.

Services

The cost of contract services, equxpment and utilities prowded by outside sources, except services excluded by
Paragraph 2 of Section 11 and Paragraph 1. ii of Section 1II. The ‘cost of professwnal consultant services and con-
tract services of technical personnel directly engaged on the Joint Property if such charges are excluded from the
Overhead rates. The cost of professional corisultant services or contIdct services of technical personnel not di-

C.

~rectly engaged on the Joint Property shall not be charged to the Joint Account unless prevrously agreed to by

the Parties. ,
Equlpment and Facilities Furmshed by Operator

" A. Operator shall charge the Joint' Account “for use of Operator owned eqmpment and facilities at rates com-
repairs, other -

ve percent(

mensurate with costs of ownership and ‘operation. Such ‘rates shall include costs of maintenance
operating expense, insurance, taxes, depreciation,, and interest on investment not to exceed tw eT
" per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediate area

of the Joint Property.
In lieu of charges in Paragraph 7A above, Operator may elect to Use average commercial rates prevalhng in

B the’ immediate area of the Joint Property less 20%. 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 .Iomt Property made necessary because of dam-
ages or losses incurred by fire, flood, storm, theft _accident, or other cause, except those resulting from Operatior’s
gross neghgence or willful misconduct. Operator “shall furnish Non-Operator writter notice of damages or losses

incurred as soon as practrcable after @ repon thereof has been received by Operator. L

i X Legal Expemo
: mpease of: handling, mvestigatmg and settlmg litigation or clarms dxschargmg of liens,’ payment of Judgments
' f claims.’ incurred " in or’ resultmg from operations under the agreement or
- fnemsary to _protect or recover the Joint Property, except that-no’ charge ‘for services of Operator’s legal stai!
“or fees or expense of outside attomeys shall be made unless previously agreed tq by the Parties. All other legal
' expense is considered to be covered by: the overhead provisions of Sectzon I unless otherw:se agreed .to by the .

. "Parties, except as prov:ded in Section I, Paragraph 3.
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10. Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Jolnt Property, the opera-
gont thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the
arties,

11. Insurance

Net premiums paid for insurance required to be cariica for ths Jatnt Onaratlons for the protection of the Par-

ties. In the event Joint Operations are conducted in a state in which Operator may act as self-insurer 10r wWork-
men’s Compensation and/or Employers Liability under the respective state’s laws, Operator may, at its election,
include the risk under its self-insurance program and in that event, Operator shall mclude a charge at Operator's
cost riot to exceed manual rates, -

'12. Other Expendltures

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

Iil. OVERHEAD

1, Overlead - Drilling and Producing Operations (see section VI. Miscellaneous)

i. As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge
drilling and producing operations ¢n either:
( 9% ) Fixed Rate Basis, Paragraph 14, or
( ) Perceatage Basis, Paragraph 1B.

Unless otherwise-agreed to by the Parties, such charge ghall 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 1. The cost and expense of services from outside sources in-connection with
matters of taxatlon, traffic, accounting or matters before or involving governmental agencies shall be considered
as included in the Overhead rates provided for in the above selected Paragraph of this Section III unless such
cost and expense are agreed o by the Parties as a direct charge to the Joint Account.

ifl. The salanes, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant
services and contract services of technical personnel directly employed on the Joint Property shall (' ) shall

not ()() 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 $ 1045, 00
Producing Well Rate $_.200.00

{2) Anpllcatxon of Overhead Fixed Rate Basis shall be as follows

(a) Drilling Well Rate o
[i1 Charges for onshore drilling wells shall begm oh the date the well is spudded and termmate on
the date the drilling orf coinpletion rig is released, whichever is later, except that no charge shall

.» be made during suspension. of drilling operations for fifteen:(15) .or more consceutive days.

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

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

(b) Producmg “Well Rates ;

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

[2] Each actwe completlon ina multx—completed well m which production is not commxngled down
hole shall be cons:dered as a one-well charge providing each completion is considered a separate
well by the governmg ‘regulatory authority.

e [3} An inactive gas well shut in because of overproductmn or failure of purchaser to take the produc-
tion shall be considered as a one-well charge providing the gas well is dlrectly connected to a per-
manent sales outlet. .

[4] A one-well charge may be made for the month in whxch pluggmg and abandonment operatxons

- are completed on any well.

[5) Al other: inacuve wells (mcludmg but not lumted to- mactwe wells covered by unit allowable,

lease allowable, transfen-ed allowable, etc.) shall not qualey for an overhead charge.

-(3) The well rates shall be ad;usted as of the first day of April ‘each year followmg the effective date of the
agreement to which this Accountmg Procedure is attached. The adjustment shall be computed by multi-
plying’ th, rate cur: ntly in use by the’ percentage ncrease or decrease in the average weekly earnings of
Crude ‘Petroleum ‘and Gas Productlon Workers for the last calendar year compared to the calendar year
precedmg as shown by the index of ‘average weekly earnings’ of Crude Petroleum and ‘Gas Fields Produc-
tion Workers as published by the’ United States Department of Labor, Bureau of Labor Statistics, or the
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be
the rates currently in use, plus or minus the oompv..ted adjustment
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B. Overhead - Percentage Basis
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(a) Development

r

— Percent (

|
1
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7 f (b) Operating
' —_— . Percent (

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

%) of the co't of Development of the Joint Proparty avalusiss o oot

provxded under Paragranh 0 of Cooticn 17 646 all salvage credits.,

%) of the cost of Operating the Joint Property exclusive of costs provided

under Paragraphs 1 and 8 of Section Il, all salvage credits, the value of injected substances purchased
for secondary recovery and all taxes and assessments whmh are levied, assessed and paid upon the min-

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 111, 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 equlpment also, preliminary expenditures
necessary in preparaiion for drillinig 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 projeci clearly discernible as a fixed asset, except Major Construction as defined in

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

! T . B 0

e 2

To com
pansion of fixed a%
operation of the Joint Propé

of $

3. Amendment of Rates

~tor shall be agreed to by the Parties.

1. Purcbases

2. Transfers and Dispositions

counts: ;
A. New Mater:al (Condltlon A)

(2) Line Pipe

mally avaxlable

available T

charge the Joint Account for Overhend

A %of total costs if such costs are more than $

B. 9% of total costs in excess of $ but less
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 cOmpagent parts

‘Operator is responsible for Jomt Account Material and’ shall

. terial movéments’ arfectmg the Joint Property Operator shall prowde M
-ever, at Operator’s option; such’ Material- may be-supplied by tiié NWon-Operator:” Operator shall make timely dlsposmon

of idle and/or surplus Materlal such disposal being made either through sale to Operator or Non-—Operator, division in
kind, or sale 1o outisiders. Operator rnay purchase, but shail bé 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-

% (:ood Used Material- (Condltlon ‘B)
Material in sound and serviceable condition and suitable for reuse wnthout 1econd1txomng

(1) Materlal moved to the Jomt Property .
(a) At seventy-flve percent (75%) of current new prlce, as determmed by Paragraph 2A of this Section IV

~(2) Material moved from the Jomt Property
(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section v,
if Material was ongmally charged to the Joint Account as new Material, or

e Operator for overhead costs incurred in the construction and instalatiorn of fixed assets, the ex-
and any other project clearly discernible as a fixed asset required for the development and
Qperator shall either negotiate a rate prior to the beginning of construection, or shall

ed on the following rates for any Major Construction project in excess

; butlessthan$___ . ; plus
000,000; plus

d-the-ea9 8 L, ¢ . o .. o v gesviev e

The Overhead rates provided for in this Section III may be amended from time to tnme only by miutual agreement -
between the Parties hereto if, in practice, the rates are found to be insufficient or excessive.

IV. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISFOSITIONS

8] Land txmely charges and credits for all’ ma-
Material for 1usé on the Joint Property: how-

Material purchased shall be c‘:arged at the price paid by Operator after deduction of all discounts received. In case
of Material found to be defective or returiied to vendor for any other reason, credrt shall be passed to the Joint

- Account when adjustment has been recewed by the Operator .

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

M .
(1) Tabular goodls, except line pipe, shall‘be prlced at the current new price in effect on date of movement on a
“maximum carload or barge load wexght basis, regardless of quantity transferred, equalized to the lowest
published price f.0.b. railway receiving point or recogmzed barge terminal nearest the Joint Property

where such Material is norrnally available,

(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 relrable supply store nearest the Joint Property where such Material is nor-

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

(3) Other: Matenal shall be priced at the current new price, in ‘effect at date of movement as llsted by a reliable
supply store or 'f.0.b. railway receiving pomt nearest the Joint Property where such Material is normally i
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(b) at sixty-five percent (65%) of current new price, as determined by Paragraph 2A of this Seection
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)

(1) Condition C
Material which is not in sound and serviceable condition' and not suitable for its original function until
after reconditioning shall be priced at fifty percent (50%) of current new price as determined by Para-
graph 2A of this Section IV. The cost of reconditioning shall be charged to the receiving property, pro-
vided Condition C value plus cost of reconditioning does not exneed Condition B value.

(2) Condition D
All other Material, mc]udmg Junk shall be pnced 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 jtems normally used for such other purpose. Operator may dis- :
pose of Condition D Material under procedures normally utilized by the Operator without prior approval

of Non-Operators,

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

dered by such Material.

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

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

3. Premium Prices

Whenever Material is not readily obtainable at publlshed or listed pnces because of ‘national emergencxes strikes
or other unusual causes over which the Operator has no ¢ontrol, the Operator may charge the Joint Account for the
requlred Material at the Operator’s actual cost in¢urred in’ p;ovxdmg such Material, in making it suitable for use,.
and in moving it to the Joint Property; provided notice in writing is furnished to Non-Operabors of ‘the proposed
charge prior to buling ‘Non-Opeérators 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 Matenal suitable for use and acceptable to Operator.

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

V. INVENTORIES

The Operator shall maintain detailed records of Controllable Material.

1. Periodic Inventories, Notice and Répresentation _
At reasonable intervals, Inventories shall be taken by Operator of the Joint Account’ Controllable Material.
"Written-notice of mtentlon to take inventory shall be given by Operator at least thirty (30) days before any inven-
tory is 1o 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.

‘2. Reconciliation and Adjustment of Inventories
Reconciliation of a physxcal inventory with the Joint Account shall be made, and a list of overages and shortages
shall be furnished to the Non-Operators within six months fo]lowmg the taking of the inventory. Inventory ad-
justments shall be made by Operator with the Joint Account for overages and shortages, but Operator shzall be
held accountable only for shortages due to lack of reasonable dlhgence

3. Speclal Inventorles
Special Inventor;es 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. possxb]e after the transfer of interest takes
place. In such cases, both the seller and the purchaser shall be governed by such inventory.

The expense of conducting penodxc Inventones ‘shall not be charged to the Joint Account unless agreed to by the
Parties.

vi. MISCELLANEOUS

percent; h_nge 1n the,GNP implicit pri¢
1.02. The term “GNP 1mp1icit‘pr1ce deflat
the implicit pri ato , =

‘duct, as computed and pubT1s by t )
quarter involved. Thne term "quarterly per v An g
deflator®means the quarterly percentage change 1n the GNP 1mp11c1t price de-f

flator computed and published as an annual rate by the Department of COmmerc
vfor*thev ost’ recent calendar quarter for which such quarterly percentage '

change has been so published at lesst 8 days before the begining of Jaﬁuarx

!
1 of cach year. : §~ u
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°%4i7% sw/a, sec.1, Taoh, Riz Y san Juan *T e Mexice
YA OnuaATION “ :
:;-‘. ' Ga] ] up,/Dakota J TOTAL QCr Y . 101 L DASS
“Prorated Costs On A-B-C liothod ' o :
{Items . Totals A ~Cormon B~ gAL C~ DK
- 3 :
3 ‘ e
GTUBUL AR €000$:s o
Sitloce Covimg=8 .5/ Dheh 250088, 00vF. |S 2,000 3 2.000 s s :
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Liner _ — 5
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k D;s;a" acement charges (Nowsco) 6,000 _ L ‘ 3;’900 - 3,000 l
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pr. Eugene P. Mathias

‘Los Angeles, california

Dear Dr. Hathiass

leases in th

unit on which we would then
letter. includ »

‘agréément‘an' vie
since received a favora
not héard'ffom'you_to“date.
“as soon-as possible, in

‘has qreaied_both scar

that you inform me as to
well. Thank you.

-southiand Royalty fo.

12027 Venice goulevard
90066

Re

: vOne‘mOnthfago I uwrote to you proposing that ¥y
and;South1andeoya1ty Company in pooling our re ,
ase e south half of section 1 Township 30 North,,RangevIZgHest,
N.M.P.M. in San Juan County, HNew Mexico to form a 300 acre drilling _ P e e R
drill a 6880 SO NI T R
Juded a communitization agre ’ ‘ ‘ TN :
d a well cost estimate, all for your approval.
ble response from SoUth15nd'RdyaTty, but have
 Hould you pleas
‘ dicating whéther‘or not;you3wj11'joi
dril]ihg‘ofVthis'prOposed"we]1? ‘ d
) th fcity of avai1ab1e”dri11jng rigs and a s
insgovefhménta1fc1earahtés ;agﬁit;is,my;ihtehtibh;xo5dril1¢this
‘well ‘at least by fall and certainly ‘during
' whether or not You elect to joi

e 4s

e 14 s

May 30, 1980 % ~
. Proposed Joint Dakota Test Well,
sw/4 SW/4, S1-T30N-R12W,
San Juan Co., liew Mexico ! : , e
o B B Y

ou join with me
respective oil and gas

ft. Dakota1test“we11.y_The
enent, a prop0$ed'operating R o

a I have RO hoed
\ e respond to my nquiry
~join in the
11ing activity

The increase in drilling ’
d a slow-down

1980, 1 urgently request. ‘
n the proposed i

Very truly yours, N
. s

Tbm Bolack

CEFORE EXAMINER NUTTER Ane
OIL CONSERVATION DIVISON | B
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KEEPING OUR LANF PRODUCTIVE

EXPLCRIMENTAL FARM

« « o+ BUILDING NEW MEXICO

AGRICULTURAL RESEARCH

ToM BDLACK, OWNER

RT. 3 SOUTH, BOX 47

FARMINGTON,

Eugene P. Mathias, M.D. Inc.
12027 Venice Boulevard o
Los Angeles, California 90066

“'Deér br. Mathias,

NEW MEXICO

a7401

June 17, 1980

~

Proposed Joint Dakota Test Well,
SH/4 SW/4, S1-T30N-R12W,
San Juan Co., New Mexico

d to your June 13 letter. offering . to sell your 40

Qi your June 12 -letler. C , _
‘b“ve'propdsed“driliiﬁg“b10ék,"y<preferenCe is still

that you join

in the drilling of the proposed well, I was hopeful
d have signed and returned the communitization and

operating agreements and vell cost ‘estimate:sent to you over LWo

~months ago
well,

-

by now so that I could

‘proceed with the'dril1ing“bf the

I am reluctant to make an offer for your acreage primarily
. because it is~bufdehéﬂ;WithfWHaf”I,think is an excessive overrid-

~ing royalty, if the
is°30% in outstanding

if the information that I have is correct that there
royalties against the lease.

"Also 1 would

be interested only in the southern 40 acres, as the adjoining 40

acres to the north that
Amoco #1-A Scott well,

relatively weak well showing declining production.
is also burdened with high overriding royalties, 1

less atiractive,

you mention ‘as being communitized for the
would appear to be committed already to a

If this 40 acres
t would be even

. However iu the interests possibly of speeding the drilling of

‘the well, I -am _
if you will act promptly

I am willing to make an offer
ca %1y on the offer.
in the NE/4 SE/4 of section 1, T30N-R1ZW,

to purchase your acreage, .
If your n¢t'revenue‘inﬁbrest‘~
ijs indeed-70% and you re-

pre}éﬁt”ﬁhat'you'OWh;this 0il and gas interest, I will pay you.

.$2,000 for that interest.

| e If you require selling a
~ full-80 acres, I would need to know all of the commi

package of the
ttments attached




K Page 2

to the northern 40 acres, including information on the royalties,
overrides, terms of the Amoco operating agreement, etc, But if
the net revenue interest is the same as the southern 40 acres and
if the Amoco operating agreement is of a standard nature, I would
be willing to add an additional $1,000 for this interest for a -
total of $3,000 for the 80 acres. This offer would be conditioned
upon your prov1d1ng me with the comp]ete documentation of your
ovinership and the terms and provisions of your obiigations.

I'm sure that you are ‘aware that- the state of MNew Mexico has
forced- p0011ng provisions in its regulation of oil and gas opera-
tions. "These rulings prov1de that if a leaseholder in a drilling
block will not agree to join with the other leaseholders, who are
desirous of 'dilling the block, then the other leaseholders may
request a hearing with the 0i1.and Gas Conservation Division for
remedy to: proceed with the drilling. Because there has been a
considerable fime since I made my original drilling proposal to
you W1thout response on your part, and because our other partnerF
Southland Royalty Co., has executed the required agreements and 1is
also eager to comménce the drilling of the proposed will, I earn-
est]y requést that you give prompt cons1derat1on first to Jo1n1ﬁg ;
us in the dr1111ng of the well by executlng the agrboments prev1ous1y
sent to you;: or: fa111nq’that. to inform me soon if my of fer to pur-

“chase ‘your interests is acceptab1e.

<W3f4f~1~dc»nct hear from you before the First of this coming month,
it will be necessary for me to ask for a hearing before the 0il1 and
‘Gas Conservation Division to veguest that youi acreage in iLhe souti
“half of section 1 be force-pooled for the proposed Dakota test.
Please 1et me hear from you soon.

Very truly yours,

Yl

Tom Bolack

1a5v
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FHYSICIAN AND SURGEOR

12027 VENICE BOULEVARD
LOS ANGELES 66, CALIFORNIA

\
(-'W’\{ 17, 1750

TR g

Ko N




e
SRR AR

S Y Bl RS

o borasyi

copy of the draft Torm showing the ‘type of information cons1dered

: them.
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BU''LDING INCYy
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EXPENIMENTAL FARM 1‘— ) . AGRICULTURAL RESEARCH :
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ToM BOLACK, OWNER

R/T. 3 SOUTH, BOX 47
FARMINGTDN, NEW MEXICO 87401

June 24, 1980

Dr. Eugene P. Mathias
12027 Venice Bouievard
Los Angeles, CA 90066

Re: Proposed Joint Dakota Test Well,
SW/4 SW/4, S1-T30N-R12W,
San Jduan Co., New Mexico

Deaf Dr. Mathias.

response to your request for documentat1on on the State of

xice's requlations on compuTsory pgopoling, I am enc1051n
n:

\‘Il
"‘l

copy” of the act perta1n1ng ‘to statutory uniticaliong

In
ew Me
1)

.c‘= :

by the 0i1 Conservat1on Division”in a compuisory pooling hearing
and (3) a copy of a recent docket for the 0.C.D. showing four cases

involving compulsory or forced-pooling requests by various operators..

As stated 1n my" 1ast letter of June 17, I am st11] hopeful
that you will give serjous consideration to joining- Saquthland. Roy-
alty and me in the dr1l]1ng of this’'proposed well. My evaluation
of the economics involved indicates that, even with your owning
only a 70% net revenue and also having excessive lease acqu151t1on
costs, you could still make a reasonable profit from joining in our
well. 1 believe an indepéndent evaluation by competent technical

help would verify this.

I also: recogn1ze your reTuctance to join beuause you
n:.my op1n1on" Was -an exorb1tant price for ,
> 0 or 1980 standards, that you have an -
unusually heavy" tuyunquw'”dPn for a fee lease and that your. 301n1ng B
in the Amoco wel] apparently resulted in a sofiething- le ss-than-sat-
isfactory experience for you. These same ‘considerations‘are ref]eo d
in the amount of ‘my offer to" you for your acreage, but it is an_ offer -
"1 believe to be fair and valid for the circumstances as ! understand
You did not 1nd1cate>1n ‘your letter if my assumptlons about

However,
have already-paid what, i
~this_ acreage by either 3

~ava Y
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Dr. Eugene P. Hathias
June 24, 1980
Page 2

your interest are correct. If they are incorrect I would appreciate
“knowing it and I could then perhaps revise my offer. -

Because going to the 0i1 Conservation Division for a compulsory
pooling order would take both additional time and expense, I am
willing to increase my previous offer for your acreage by an addition-
al $1,000, if you still will not contemplate joining the well. This
offer is again contingent upon your providing documentation to verify
my assumptions as “to your ownership and obligations on the 80 acres.
This offer amounts.to a total of $4,000 for the 80 acres. Again a
quick decision on yotur part is necessary, as I am obliged to proceed
with a request for a compulsory pPooling hearing very soon due to the
time constraints. Please let me hear from you.

Very truly yours,

Tom Bolack

CEnciosure

A T R

WIS T AN
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G ~ ECONOMIC EVALUATION OF DR, E.P. MATHIAS INTEREST
| IN THE BOLACK #1 TOMMY BOLACK WELL

§
4
s-i
bt
=
¢
A

1. Dakota well=$426,805 (from AFE); Mathias portion (]/8) $53, 350,
Assuming Dakota gas production
A. July, 1980, HGPA Section 103 price=$2.255/MM Btu
1. Btu adjustment (assume 1100 Btu)=2.481/HCF - ;
2. Pressure base adjustment (to 15, 0?5 psi )=2.53/MCF ; B O

“ 3, Taxes @ 7%=%50. 176,.
759

4. Royalties @ 30%=
Net pr1ce $1.594/MCF

B. To recover $53,3500%1. 594/MCF net will require
32,469MCF production to Mathias int., or

267 ,754CF production from the well.

C. To produce 267MMCF from the Texaco#] Barton took approx. 18+ yrs.
from the Amoco#} Scott took approx. 11.0 yrs.
from the Consol.#1Clayton took approx. 11.7 yrs.
from the Beta#]1 St.GasCom.A took approx.15+ yrs.

D. Assumlng an 11 yr. recovery (the best) and “further- assumwng
a 12% interest rate (current prime plus 1%) compounded semi-
~annually ’

then $53 350 has an undeferred value of $181,367;
a present worth factor of 0.2330; and

«a i LS,

a compound amount factor of 4.29

E. If a 9% periyear 1nf1at1on rate is added,
Then the 11 year recovery results in
an undeferred value of $478,877; |
a present worth factor of 0.1114; and o
a compound amount factor of 8.98 o . IR

I1. Dakota/Ga]lup ‘dual well= $503 140 (from AFE),
~ Hathias portion=$35,082
A, Again assum1ng Dakota gas production on]y (dath1as does : PO c
not share in Gallup product1on) to bring net price of $%1. 594/MCF, thn#sj co

B. To recover $35, 082@$1 594/MCF net will require
22 ,009MCF product1on ‘to Mathias 1int., or
176, 070MCF production fron the well :

“from the Amoco#lScott ‘took approx. 5.6 Yrs.
from the Consol.#1 Clayton took approx. 5.8 yrs.

:C; To produce 176MMCF from the Texaco#lBarton took approx. 13.3 yrs.
from the Beta#1 St.GasCom.A took approx. 14.7 yrs. i

,‘BEFO"RE EXAMINER NUTTER |~ | . oo
olL CONSERVATION DIVISION ° e
EXHIB]T No.-T

- TR RN

L L e B e N B L 7 e R e g e s an? S TN PR Py Sty
vt v.,-‘.f,,f;,,».;z_.g.,,;,,,_. S S P ¢v~3w~<,—_'?u,..‘,*..,‘*-e‘.—.-;:ﬁub\‘fxxt;l:,;;o;g;:v; S
; Eal R

S F i e s R e L




p. Assuming a 10 Y
‘a 12% interes

$35,082 has an undeferred va
a present worth factor of 0.2942; and

a compound amount factor of 3.40; or

E. Assuming a 5.6 year

435,082 has an u
a present worth factor of 0.5539; and

a compound amount factor of 1.81.

F. If a 9% per year inflation
the 5.6 year recovery results in.
“an undeferred value of $107,224; :
a present worth factor of 0.3272; and
a compound awount factor of 3.06.

}
’ Page 2 % |

) =~ “ . }i

|

|

r. recovery (an average), and further assuming |
t rate comp0unded'semiiannua11y, then

lue of $119,263; ; .

recovery {(the best) then
ndeferred value of $63,563;

rate is added, then

Juiy, 1980

o
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SELECTED WELLS ADJACENT TO FEDERAL ‘LEASE NM-02707

DAKOTA OIL-&

GAS PRODUC

TON HISTORY

SAN. JUAN CO., MEW-MEXICO

TEXACO #1 BARTOR AMOCO #1 -SCOTT GU SOUTHLAND ROY '#1: ZACHARY BETA #1ST.. GAS:COM A:
) SE NW 12-30N-12U NE HE 1-30H-12U SE_UE 2-30H=-124 t.. m woz sz ‘SE SU:36=-31N-124
. YEAR [ HCF BBLS| Cul MiCF MCE 4 BBLS CUM MMCF MCF -BBLS Ul MUCE :nm : o LS
1962 116,505] 682 | (6 mos. ) 54,527
1963 112,005| 989 | 28.5 40,009
1964 i} 6,345] 640 | 34.9 58,992 | 1,265 | (8 mos.) 27,540
1965 ;10,808 654 | 45.7 41,625 . 68 | 100.6 4,249 1 604 | (S mos.) § 23,444 29,543
1966 7,286 457 52.9 29,018 1 129.6 1,717 { 222 |- 559 Hw 369 285351
: 1967 9,823 415 62.8 26,877 0} 156.5 (L yr.) }°19,104 - 18,9595
‘ 1968 {112,670} 378 75.4 21,478 . 01°-178.0 : 16,924 - 11,5088
1969 | 12,056 364 { 87.5 6,262 0 {184.3 g.:omm 4,211
| 1970 11 13,3531 292 {100.9 22,908 0 1207.2 . 13,953 55373
W 1971 {116,056 255 {116.0 12,334 0.} 219.5 13,149 16,820
! 1972 ]| 14,663} 287 1131.6 11,831 0]::231.4 15,893 113,342
1973 114,996 | 292 |146.6 14,545 0 | "245.9 212,322 5,241
1974 {116,285 192 {162.9 13,763 77 | 259.7 11,474 01 6,709
1975 15,147 66 {178.0 24,389 0] °284.1 12,424 o] 13,500
1076 313,867) 96 |191.9 23,176 0] 307.2 . 11,376 0 7,427
~1977 113,352 133 {205.2 11,377 0.1:318.6 12,348 0 e,m 369
1978 111,234 216.5 13,779 0 ].:332.4 12,004 ol 2,601
1979 {12,259 228.7 12,680 0 | -345.1 11,146 0 6,406
lst %'80 6,345 236.6 5,026 343.4 ‘ 4,336
(18 yrs) (16% yrs) : ) :
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DAKOTA 01L & GAS PRODUCTIOH HISTORY

SELECTED MELLS ADJACENT TO FEDERAL LEASE HH-02707
SAN JUAH CO., HEW MEXICO

July 1980

) TEXACO #1:BARTON AHOCO 31 SCUTT GU SDUTHLAHD ROY £1° ZACIARY COHSOLID. M CLAYTOH BETA #1° ST, GAS COM A
o B SECNH 12-308-12Y . . NE HE 1-3001=121 SE NE 2-30H-121 -SH NE 2<30H<~12H SE SH _36-31H~12H
JYEAR ITHCF - CBBLS] CuM HICF HCF BBLS cul HHCF HCF BBLS | CUll-HHCF HCF 38,5 CUH.BNCF MCF BBLS | CUH MMCF
1902 11 165 SOSQtQSZ {6 nos.} : 54,527 11,;418{(12 mos)-
1963 (12,005 989 | 28,5 40,009 | 5731 .94.5 ,

‘19641l '6,345) 640 | 34.9 58, 992v 1 265 (8 mos, ) . . o 27:540 | 285 122:1 VNI PR 5 .
1965 [110,808 | 654 | 45.7 41,625 68 [ 100.6 [ 4,249 0604 | (5 mos.) | 23,444 | 243| 145.5 29,543 1'1,232 ['(6 mos)
1966 11 7,286 1°457| 52,9 29, 018‘ 1]:129.6 1,717 222 |- . 5.9 18,352 ] - 186] 163, 9 28,351 (. 926.].57.9
1967 {1 -9,823|"415: 62:8 26,8177 0 156:5 {1 yr.) 19,104 ~191'1°183,0 18,955 484 ¢+ :76.9

.'1968 .12, 670 ~378-}.:75.4 21,478 0. 178.0 16,924 144 ,200;0 11,088 269 | - 37.9
1969 12 056}”3614 .87:6 L 6,262: N 184,33 16,063? 190}.215.0 4,211 1601 °92.2

. 1970[(13,353(-2927|100.9 122,900 0| 207.2 . 13,953 55| 220.0 5,373:| .[139:]:97.5

197111 16,056 265 1116.0 12, 334fvv 0 f 219.5 - 13;149 194 1242 1 16>8?O? 341 1.3

CTN1972 [1114,6631°287 181 6 2115881 0| 231. 4 15,893 396 |268.0° 13,342 187
1973 || 145996] 292 14656 14,545 0] 2859 12,322 641 270.3 f 5,241 | 144
1974 1165285 192° 162 9. 13,763 77 | 259.7 11,474 “01-281.8 6,7209.4 .0

01975 116,147 66l 178.0 24,389 0] 2084.1 12,424 04{.294;2 13,500 129.

1076 113,867 1 096 1.191,9 23:176 0 {:307.2 11,376 0] 305.6 - 7_427 43
- 1977 113,352 | ‘133 |205.2 11,377 0 ]-318.6 12,348 01317408 5,369 5

"~5197Pﬁ ’!;9‘5 : ?ZSi ‘1o.779 D[ 332.4 12,004 “0)329.9 2,601 0

1979 112,289 228.7 12,680 { 0| 345.1 - 11,146 0f:341.1 - d 6.4060 0
lst It 8OA 6,345 L 236 6. 6,026 34374 0 4 5,636 1. 346.7 . 4,336
, i 1S yrs) " {16% yrs) {18 yrs)

T
p
v




James B. COONEY, P.A,

ATTORNE:YS AT LAW .
[sos) 327-3388

JAMES B. COONEY(1908-1979) S i wemmT ABACME.
RICHARD T. C.TULLY b O.BOX 268 ;
DIRECTORS:

PAR)HNOTON NEW MEXJICO 8740} '

KENDALL O. SCHLENKER
JOHN R.COONEY

July 10, 1980

Joe D. Ramey

Division Director

New Mexico Oil Conservatlon Division
P. O. Box 2088

Santa Fe, New Mexico 87501

Re: Application for Compulsory Poollng
San Juan County, New MexJ.co

Dear Mr. 'Ra‘mey:
Enclosed are the follow1ng 1nstruments concerning the ‘,A‘pbiidafibn'
for Compulsory Pooling by Tom Bolack for a proposed Dakota well

to be located in the S/2 of Section 1, Township 30 North, Range
12 West, NMPM, San Juan county, New Mexico: :

1. Three copies 'of “t}‘i'e,A:pp‘licétion.‘

S 2. _Three cop:Les of a Certificate of Malllng stat:mg
that Dr. Eugene P. Mathias, all other worklng in-
terést owners in the Dakota Formatlon ‘in the S/2

~of the abovn—deecrnhed Section 1, the: United ‘States
' Geologlcal Survey, and ‘the Superv1sor of the ‘Dis-.

"‘LL;eL'III DEfice of the New Mexicdo O0il Conservation

| DlVJ.Slon have been notlfled of this Applloatlon.

1t would be apprec1ated if you would place this Appllcatlon for
hearlng on or after August 6, 1980.

~Thank you in advance for your assistance and cooperatlon in this
matter. Please advise lf you need further lnformatlon.

h 5 H

Sincerely,

\se’\

Rlchard T C. Tully

BEFORE EXAM!N::R NUTTER
OIL CONSERVATION DI\’iSiON
EXHIBIT NO._[_

CASENO- 6333 /»_,,

’
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DISTRIBUTION

pigy mm‘é"?ﬂ";’# @‘iif&m::ﬁm,{fx -

- l. PFrank Chavez, Supervisor
District III Office
Energy and Minerals Department -
New Mexico, 01 Conservation Division
1000 Rio Brazos Road.
~Aztec, New Mexico 8741Q

2. Jim Sims, - ‘District Engineer
U. S. Geological Survey
Post Office Box 959 :
Farmlngton, New Mexico 87401

3. Dr. Eugene P. Mathlas
\ 12027 venice Boulevarad o
- Los Angeles, Callfornla 90066

-
.

Larry Van Ryvan

Production Superlntendent
Southland Royalty Company
“Post . Offlce ‘Box 570
Farmlngton, New Mexico 87401

By TOuﬂy Bolack and T rry Bolack

. Co- Perqnna‘l 'cmv“ﬁscntu-.*vcb or"tnp'

Estate’ ot Allce N. Bolack, Deceaseqd
Route 3 South ‘Box 47 :

Farmington, New Mexico 87401

6. vﬁf/illam ‘Re Speer

Consultlng Geologlst
Post’ Office Box 255

S necwrsnsowo
Farmlngton, New Mex1co 87401 ’AAC7CDC)éD
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"mentioned Sect10nvlkto a well to be drilled to test the Dakota

' Formation’within the‘boundary of the propoSed pooled unit.

in and under the S/2 of the above—mentloned Sectlon 1,

hﬂcant has the rlght to drlll thereon.

" consent to join”in‘the"drilling of thefwell“from the following

‘operators:

{Jthe address for Dr.

; Los Angeles,

‘fthls well w1ll av01d the drllllng of unnecessary wells, it will:

-dgfurther protect correlatlve rlghts, and 1t w1ll prevent waste.

STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT

L OIT. CONSRRUAMTAM NTIrTosais. ..

v W s ALY

IN THE MATTER OF THE APPLICATION

OF TOM BOLACK FOR COMPULSORY .POOL- CASE NO.

ING, SAN JUAN COUNTY, NEW MEXICO

APPLICATION

COMES NOW Tom Bolack, by his attorney, Richard T. C,-Tully,

and, as provided by Section 70-2-17(C), NMSA 1978 Compilation,

‘hereby'makesVapplication for an Order pooling all of the mineral

interests in and under the S/2 of Section 1, Township 30 North,

Range 12 West, NMPM, San Juan County, and in support

New Mexico,
thereof further states:

1. Appllcant proposes to dedicate the S/2 of the above-

2,r Appllcant 1s the owner of 50% ‘of the worklng lnterest

‘and Appli—

A3._ Appllcant has sought and at the time of flllng this

'Applicatlon has been ‘unable to obtaln_the voluntary agreement:or

bd

Nahe Interest

12;50%fwcrking?1nterest

Dr,‘Eﬁgene P. Mathias

’ 3

’vTo the best of the Appllcant s 1nformatlon and belief,
O

Mathlas is 12027 Venlce Boulevard,

Eugene p.

California 90066.’

k'5.» The poollng of the above interest and the completlon of
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CLdix shlace Of the oil andgas

. A

6. In order to permit the Applicant to obtain his just and

5 the enhiant Tands. the
mineral interests should be pooled and the Applicant should be
designated as the Operator of the well to be drilled.

WHFREFORE, Applicant prays that this Application be set for
hearlng before the D1v1510n or the Division'’s gduly- app01nted
examiner, and that after notice and hearing as required by law

the Division enter its Order pooling all of the mineral interests

of the Dakota Formation underlying the S/2 of Section 1, Township

30 North, Range 12 west, NMPM. Applicant further prays that he

be named Operator of the well, and that the Order make provision

for the Applicant to recover out of production his cests of drilling,

coﬁpleting;,eqUipping,'and oberating the subject well, including.

cOsts’of-éuperviéion and overhead charges, and a risk factor in the
amount of 200% for the. risk assumed bv. the Appllcant in drllllng,

completlng, and equlpplng the well 4and such other and further

rellef as may be proper.

g gL

‘Respecttully Sunmltteu,

TOM BOLACK

P, ) TC. m,

Richafd T C. Tully
Attorney for Applicant

JAMES B. COONEY, P.A.

P. O. Box 268

Farmlngton, New Mex1co 87401
505-327-3388

 CERTIFICATE OF MAiLING

3

I hereby certle that I malled ‘a copy of the foreg01ng Appllca—

tlon to Dr. Eugene P Mathlas at 12027 Venice Boulevard Los Angeles,_

Callfornla 90066 by "Certlfled Ma11 - Return RecelptuRequested" and




by First Class Mail, pre-addressed and postage pre-paid, to all

other working interest owners in the Dakota Formation in the

the United States Geclogical

S/2-0f the above-described Section 1,

Suxrvey, and the Supervisor of the District III Office of the

. , 1
New Mexico Oil Conseivation Division on the “ ~ day of July,

 (Quageqn

Richard T. C. Tully §
Attorney for Applicant \
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® SENDER: Complele items 1, 2, and 3,
Add your address in the 'REI'URN TO"™ space on
reverse.

. The tolloviing service is requesied {check one).
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« 0 RESTRIC’TED DELIVERY .
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-0 RESTRICTED DELIVERY , )
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2. ARTICLE ADDRESSED TO:
Dr. Eugene Mathlas B _
12027 Vem_ce Boulevard R O
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United :ates Department of the . - terior

GEOLOGICAL SURVEY

Conservation Division
- P. O, Box 26124
Albuquerque, N, M, 87125

FEQ 0 1979

CERTIFIED MAIL
RETURN RECEIPT REQUESTED

El Paso Natural Gas Comipany FEB 13 1979

P. 0. Box 990 :
Farmington, New Mexico 87401

Gentlemen:

According to our records, you are the operator of Federal oil and
gas lease NM-02707. This lease is subject to drainage by the wells
listed on the attached sheet. Land within the lease subject to

‘drainage is the SWY4 sec. 1, T. 30 N., R. 12 W:, N.M.P.M,

. Both the terms of your lease and the o0il and gas operating regulations

require protection of the leased lands from drainage. Accordingly,
se us’ by no_ later than thirty days from receipt of this
er regarding your plans tor protect1ng ‘the subje¢i Federal léase

from drainage.

'detailed eng:neerlng, geolog1c ‘and economic data should be furnished

to justify your position.

e

Sincerely yours,

P At s B,
GENE F. DANIEL
Asst, 011 and Gas Superv1sor, SRMA

Enclosure

ON DlVlSlON
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. : Dot Dndlyy
A 1) L. M. Barton Well No. 1, in the SEQpwYy sec. 12, T. 30 N., R, 12 .,
yARSE N.M.P.M. This well was reported as completed on September 15
1961 in the Dakota formation with an initial potential of 2,305
MCF per day.-AoF (rp- 21520061 ) gy T 18131/¢F, 2513 mri- AoF

2) State Gas Com Unit "A" Well No. 1, in the SELSWY sec. 36, T. 31 W.,
) ‘ R. 12 w., N.M.P.M. This well wag. reported a

P 1965 1in thie Dakota formation with an Initial potential of 2,486
g » MCF per day. .

» T. 30 N., R, 12 .,
reported as completed on June 9, 1962 4in

I) 1270 Pred. = 22imer SII0LERD fng. v LS. 235 e Ao 25 St G 79%

R ; (N . ; ;
“Corvl, 1 m'77=2¢5‘,'22'3 her (13,352 250" 77 : WHFP Sy
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2 Sys) Coravl. 2000’ 77 - 20353€ ficr
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e A : . 7 s g 'P 300 2l3 _.;»—_..v..- [T
12 Pl 2, 500 1CE (G PELEE T T y |
Loral- 420’77 < 172,988 MCF (5,368 teer 177)
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g~ NATURAL GAS ' P O. 80X 930 | |
~ E’ PEJS[] CCMPANY FARMINGTON. NEW MEXICO 87401
. PHONE. 5053252841
SR & ) February 15, 1979 SR
D ey k o
\
’ A ! ;
: i \ ‘
UNTTED STATES GEOLOGICAL SURVLY \ 2 C g
Attention: Mr.. Gene F. Daniel - '
Post Office Box 26124 )
Albuquerque, New Mexico 87125
Re: Your Letter Dated February 6, 1979
Regarding Possible Dr..lnage to
: , Federal 0il § Gas Lease NM-02707
R . , San Juan Count)', New Mexico
Géntleméh: - ' o o o
We have received ‘the cantloned Jetter regardlng poss1b1e drainage to the
sw'»;s ”tio'n 1 TSON R12W in the Dakota formatlon. T
' Please be ad\used that the Dakota rlghts in th1s lease are owned by Mr. ‘Tom
Bolack and-not El Paso Natural Gas Company. Therefore, we are forwarding
your letter to Mr. Bolack for his reply.
" | Yours very . truly, o
; ohn A. Ahlm
Reg10nal Land ‘Manager
Energy Resource Development
CJAA:DMP:id P '
cc: BBED ‘I‘Drﬁi‘mﬁacﬂ ,
3
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" Ass't. 0i1 and Gas Supervisor

"Gés Company~asfOperatOr’o
subject to dra
“noted in your

USRI PP

¥“arch 13, 1979

Wr. Gene F.,Daniel,

U.S. Geological Survey, Conservation Div.

p.0. Box 26124
Albuquerque, New Mexico 87125 .
Re: Federal 0il1 and Gas Lea

SW/4, Section 1, T30N, R12H,
San Juan County, New Mexico

Dear Mr. Daniel, |
By letter dated February 6, yo

) f the above lease
inage‘byLdff—setting»We11s.. Since the wells
Jetter produce from the Dakota formation and El
Paso has ol and gas rights only to the base of the Mesaverde
he letter to me as the owner of the

4 informed E1 Paso Natural
that the lease was

~ formation, they forwarded t
" Dakota Tights

ts for-a reply.

,;,“mAs;yoq;are;aW§ﬁggstatg5regu1atibﬁs;requ1re the dedication

of 320 aCrgsito-a*uakotdfwé11 ané”asgmyflease*covets only 160
uld be necessary to com-

O 220 Hhe couthiest quarter), it would ssary to
-+ of the owners of the 'southeast .

S initize the lease with that of td
qu@ﬁter,inﬁqrdgr“togdri11 such a well. (State records jndicate
that the ﬁqﬁth‘ha]f‘Qf'the section is dedicated to the Amoco #1
Sco: ,s@Uﬁitywe11f1n’thegNE/4'NEV4 of the same section). I
am uncertaTﬁiQS‘toffhe owﬁéﬁshipébf[d{T‘andjgasgrights under the
‘ s from my‘rgcofds"td"be divided o

‘SoﬁtheaStfﬁuaFter1as,iq'appéar ‘to :
amonyg several lessees, dertake to determine this and

but 1 will unde
to determine wh
h a test, as @

will contact the owners
interested in joining suc
S uffﬁ**i%gg@ﬁ;fﬁ;@&@fﬁer the dri]Tiﬁdif&SUCh a
is‘an‘econqmjta]}éndédvorg‘1t is bpenth‘questiOn. ‘

akota we letter show cum=

e amaston currounding Dakota wells 1isted 10 VAU
fthrough”the'ehdfbf 1978'tofrange}fr0m5175-5

ether or not they would be
‘n initial requirement.
Dakota test _
The production

~ ulative productions through toc 4 range from 175.
ulative proc e mum of 325.4 MMCF, These wells haue been producing
3 iginee jes indicate

from 13% to 16% years. Reservoir engineering stu ;
that ultimate recoveries ‘area might re-
sult iﬁgtotal”produﬁtibn'of 3 BCF to a ma; of. ¢ bt L
somethiﬁg(Tike_au40ﬁyean'time»span. A well location in the south-
ran ; »vthg{curréht well .
m%te1y-$275;000). the royalty and tax rates attributable

2

se NM-02707

~ west quarter woﬂ]ﬂymrbbab1y~resurt'infprdeCtiph'1n the lower half
- of this range. Given. ' costs for a Dakota test . -
| (approxi

i e v e

=




Page 2

to the lease and the difficulties in obtaining appropriate
governmental clearance to drill such a well, it is doubtful
that a Dakota well on my lease is economically feasible at this

‘time.

"If production from other formations could be obtained and
produced concurrently from a Dakota well on the subject lease,
a consideration which appears possible from my studies, then
the economics could be more favorable. Since the formation
rights on my lease vary, and may also on the adjoining lease,
some negotiation would be required to put together an agree-
ment to test :these poss1b111t1es. I intend to pursue this

y

; . . .
. T : ) “
S L . .
AR, ol , o A
W&W ‘k"!""x?t}'i‘.:.." i \ . .
. s

‘matter with the appropr1ate lease-owners,

Very truly yours,

Tom Bolack




United States Department of the Interior

GEOLOGICAL SURVEY

Conservatien Division
P. O, Box 26124
Albuquerque, New Mexico 87125

jir 06 1979

‘Mr. Tom Bolack
South Route 3

> Box 47 ; ;
Bloomfield Highway

Dear Mr. Bolack

Your lettér of March 13, 1979 indicated that additional time was
necessary in order to contact other lessees vho might have interest

An extension of - thlrty days is hereby granted. Accordingly; please
advise us by no later than April i3, 1979 regarding your plans for
protectlng the subJect Federal 1ease from drainage. .

e

-

If at’ that time, t is decided that no ottset protect1on ‘is llebebbdly,
detailed eng1neering, geologic and economic data should be furn1shed

‘to justify you1 position.

s Sineere1y yours,

SR S L GENE F. DANIEL

AFarmington, New Mexico 87401 ' T

A RS 5 W A (R T

'in the drainage protectlon of Federal lease NM-02707. ; S

YT ITIR v

Asst, Oil and Gas Superv;sor, SRMA ' { T

PRys— V“"l“:/“’:'k%""f«i}‘i}nj;\




August 5, 1979

Mr., Gene Fi: Daniel
~Asst. 0il & Gas Supervisor
U.S. Geological Survey
P.O. Box 26124 o
Albuquerque, New Mexico 87125

Re: Federal 011 & Gas Lease NM-02707
SW/4, Sec.1-T30N-R14W, N.M.P.M,
San Juan Co., New Mexico

Dear Mr. Déniel,

The delay in my reply to your "letter of nay 4 on the above
cited lease was occasioned by the need to await the data presentéd
in Case No. 6533 held before the New Mexico 0il Conservation Com-.
m1°31cn?gn Aoril 30 and the oubsequent ruling on thls case, which
was not issued untll May 22, The case, as you are probably awareé,
dealt with changes .in the Commission's Orders No, R1670 ‘and R1670-~C,
pertaining to spacing ‘regulations for Dakota formation wells in the
San- Tuan Basin. ‘The applicatlon, made by E1l Paso Natural Gas, was
a request to- permit the optional drllling and production of a second
well on: proration unlts in-the Basin-Dakota Pool, to establish well
‘location requirements, and to provide that the deliverabilities of
both wells on the unit would ‘be additive for allowable purposes.

The outcome of this case and the ruling arrived at by the Commission
would mater:ally dffect my response to your letter stating that
drilling- operatlons must be coomnencéd by August 2 on the subject
lease to protect it from drainage or compensatory royalty would be

assessed

The test1m0ny presented-at the Yﬁ“bcﬂheari.o by
operators in the Basinm indicated that, because‘of the lithologic
nature of the gas~productive Dakotd formation in the Basin, a single
well would not effeclently ‘and effectively drain a 320-acre proration
‘unit. Data was presented by El Paso Natural Gas Co., Amoco Produc-
‘tion Co.,‘Tenneco 041 Co., Mesa Petroleum Co., Suuthland Royalty Co.,
Dugan - Production Co.: and. others, all ‘of whom control more than 752
‘of the: Dakota drllling that ‘has ‘been conducted: in’ the Basin, which
showed by detailed engineering studies of production ‘data and’ by
geological evaluation that 'a single, typical Dakota well in ‘the Basin
will not- drain the gas economlcally from a 320~acré drilling unit,

by the most active

3
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and, in many cases, will not effectively drain even & ]60-acre unit,
In light of this testimony I requested Mr, William R, Speer, a
consulting geologist with 28 years experience in the San Juan Basin
to evaluate the subject lease to determine 1f, in his opinfion, the

lease is being subjected to drailnage.

N

As his attached report will show, he does not believe that the
lecase is being dxained at all by the Texaco {1 Barton well and that
the charging of ¢ompensatory royalty for this alleged draining would
be unwarranted. His study also indicates that a well drilled on my
. lease for Dakota production only would not be an eéconomical venture.
1 concur in his opinion and request that your office review this new
information and relieve me of any requizement to drill an off-

set well on the lease or to pay conpensatory royalty as a result of
“production from the #1 Barton well. Should additional off-set wells
‘to this lease be drilled in the future, I will, of course, re-evaluate
the lease for possible drainage and act as required.

Very truly yours,

Tom Bolack

<
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BEFORE EXAMIMER NUT'.(ER
OIL CONSERVATION DIVISION
EXFHBH‘hKl__ﬂ__——~—A¥riI 21, 1980
CASE NO. 6913

Southland Royalty Company
Attn, br. Lafry\Van Ryan
P.0. Drawer 570

Farmifgton, New Mexico 87401

Dr. Eugene P. Mathias
12027"VeniceB0uleVard .
Los Angeles, California 90066

Re: Proposed Joint Dakota [rilling Unit,

S/2 of Section 1, Township 30 North,

Range 12 West, San Juan County, New Mexico

Gentlemen,

1,pr0pose;that we pool oun‘regpQCtive‘oil and‘gas;]eases,in
‘the south Half of section' 1, T30N-R12V, N.M.P.M., San Jian County,
New Mexico, to form a,Dakdta‘drilling_andVprorétibn‘ﬁﬁft, as re- _
quired by state and federal law, and. that we jointly drill a 6880 ft.
Dakota formation test well

v

/ in the southwest quarter southwest quarter
of the section. 1 further

propose to act as the Operator of such

ted by the U.S. Geological Survey regarding

well,Qnﬁﬁy;fcdéralfoil and gas lease number
he southwest quarter of section 1) in .

> 45 required by the lease

tting productive Dakota

visions. . .Tha G.S.. t
wells as subjecting the lease to possible’drai nage. These wells
are 1) the Texaco #1 Barton: (NW/4, sm-rsom‘mzw?, 2) the Beta #1
State Gas Com Unit "A" (sw/4, S36-T3IN-R12W), and 3) the Amoco #1
Scott Gas Unit (NE/4, ST1-T30H-R12K)

... Hhile I dqfndt-belﬁévetheSejWQllsjarefactually;drafﬁfﬁg;the
,fedé?alf1§a3§;‘and“IWHEVETsbgnptifiéﬂjthe;U,S;G,S.,1thejprodgctiQn
data‘from:theSe,wellﬁ d0é5”indicatefthat'a SOUth~ha1f'driIJing unit
in section 1 should be economically productive from the Dakota.

SR

from both the G
e to evaluat *

kota with ei
o

clied and electric logs are available. Since
“‘d;{ppéar:tn:dffergthe'areatgf:potentiglf
resaddit bha1vlega] agreeméﬁ£§;]it‘wOqu

RN R e

4 woulc ‘not requ re-additional ja ! €
n’preferent]ai'cbhsideration for a‘dua] completion.
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Should dual completion be attempted,'the operator then would
prorate the costs of the attempt on the basis of an A-8-C method

of allocation in the manner iliustrated by the two enclosed Well

Cost Estimatess sp1itting the costs pbetween the common costs, those

attr1butab1e solely to the Dakota and those attributable entirely‘
Gallup or Hesaverde. Each'participant then would pay only
p onate ¢ the costs altlocated. to his interests in

costS‘for a dual

'companiSOnuto
“a dual Dakota/Mes

be"neceSSary~t0'obta1 aditional comm
fagreements before the attempte.

Ybur‘;bﬁéideratﬁﬁn of this‘propos
you do own the oil and gas leases as in
posed“Communitizgtion'a ent and if ¥

‘inTthe'dri]]ing*of kot st we

of the enclosed P Coced Operating

priate per§bn*EXecﬂt he Commun il
and apprOVe'thefprOp
keeping‘on‘“ py .and . ~F

on the vor d;d‘toya]ty interest (1 { ses

‘“ﬁé“éhéwﬁfﬁn%EXhiwitQB of the communit i : nt may be jncom-
p]ete~or"incdrfbci}TbTéase'make,any a C rections as

By

"necessarys ipﬁtia]w’g'them.

«jlfjyéu?havelfurther’questiOns or discussion-withjregard to my

proposa1;VbTéase‘ccntact me.

very truly ydurs,

om golack

‘EhC105ure$:' : RS B
1 B>copies—commun$tization Agreement
g copies- yerating Agreement '
{2 copies-¥ 11 Cost Estimates

2
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COMMUNITIZAT JON AGREEMENT

sty

' contract NO.

£ the 21st _ day of April ’
ratifying or consenting hereto,
i

; THIS AGREEMENT entered into as ©
"parties hexeto" »

19 80, by and between the parties subscribing,
such parties being hereinaftex referred to as

WITNESSET‘H‘:
1920 (41 Stat. ‘
.drilling agreemen

437) as amended and
ts communitizing OX |
R

t of Februarxy 25,
with other lands,

VTHEREAS' the ac
supplemented authorizes communitization OX
pooling a Federal oil and gas lease, OY any portion thexeof, :
whethexr oOX not owned by the United States, when separate tracts undex such Federal !
1ease cannot be jndependently developed and operated in confoxmity with an estab- k@
lished well-spacing program for the field or area and such communitization ox !
pooling is detexmined to be in the public interest; and .

or other leas ehold

!

rking, xoyaltys i
3 lands svbject to !

!

{

WHEREAS, the parties hereto own WO
gas leases an

. interests, ox opexating rights undexr the oil and
this agreement which cannot be jndependently developed and opexate

with the well-spacing program established for the field ox area in

l1ands are 1ocateds; »and

WHERERS, the parties herxeto desixe to co:nmuhit.ize and pool theixr xespec~
tive mineral 4interests in jands: subject to this agreement fox the purpose of
developing and producing eommunitized substances in accordance with the texms

and conditions of this agreement:

a in conformity
which said

n of the p’remises and the matual advantages

in considexatio
enanted and agreed by and between the

NOW, THEREFORE,
s mutually cov

‘to the parties hereto, it i
parties hereto as follows:

i. ‘Yhe landd covered by this agreement (hereinaftex refexred to as
area") are descxibed as folilows: .

" comuni.ti.zed

Township 30 North, Range 12 West N.M.PLM.
section 1, South half (s/2)
san Juan County, New Mexico

| BEFORE EXAMINER NUTTER
; | OIL CONSERVATION DIVISION
: - , o  EXHIBIT NO.__-

»_ | cAsENO.__ 6193

agreement
formation

c@mtgi.ni.ﬁ'g ——— 320 - ___ acxes, more OX jess, and this

- shall ‘extend to 2nd include only the Dakota R : A

: "_mde_'rlyihg ga3d lands and the dxy gas and associated liquid hydrocaxbons .

SR R hereip“‘feferred'ﬁd"a_s ;'comuni.tized substances®, producible.
“fyom such foxmation. - “ o o j

a3 e A B TN

prsonanryer g
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2. Attached hereto, and made a part of this agreement for all purposes,
is Exhibit "B", designating the operator of the communitized area and showing the
acxeage, percentage and ownership of oil and gas interxests in all lands within the
communitized area, and the authorization, if any, for communitizing ox pooling any
patented or fee lands within the communitized avea.

3, All matters of operation shall be governed by the operator under and
pursuant to the terms and provisions of this agreement. A successor operatoxr may
be designated by the owners of the woxking interest in the, communitized area and
four (4) executed copies of a designation of successor operatoxr shall be filed with

the Area 0il and Gas Supervisox.

4. Operator shall furnish the Secretary of the Interiox, oxr his authox-~
ized representative, with a log and histoxry of any well drilled on the communitized
area, monthly reports of operations, statements of oil and gas sales and royalties
and such other reports as are deemed necessary to compute monthly the royalty Gue
the United States, as specified in the applicable o0il and gas operating regulations.

5. The communitized area shall be deveéloped and operated as an entirety,
with the understanding and agreement between. the parties hereto that all communi-
tized substances produced therefrom shall be allocated among the leaseholds com-
prising said area in the proportion that the acreage interest of each leasehold
bears to the entire acreage interest committed to this agreement. '

6. The xoyalties payable on commun:.tlzed substances allocated to the
individual leases comprising the communitized area and the rentals provided for in
said leases shall be determined and paid on the basis prescribed in each of the )
individual leases., Payment of rentals under the terms of leases subject to this
agreement shall not be affected by this agreement except as provided for undex the -
texms and prov,is:,ons of said leases or as may herein be otherwise provided. Except
as herein modified and changed, the o0il and gas leases subject to this agreement
shall remain in full force and effect as originally made and issued. It is agreed
that for any Federal lease bearing a sliding-or step-scale rate of royalty, such
rate shall be detexrmined separately as to production from each communitization
agreément to which such lease may be committed, and separately as to any non-
communitized lease production, provided, however, as to leases vhere the rate
of xoyalty for gas is based on total lease production per day, such rate shall
be determined by the sum of all communitized production allocated to such a lease

Plus any noncommunitized lease production.

~ 7. There shall be no obl:n.gat:.on on the lessees to offset any well or
wells completed in the same formation as covered hy th:.s agreement on separxate

'component tracts into which the communitized ‘area :is now or may hereaftex be

divided, nor shall any lessee be required to measure separately comnunitized
substances by reason of the diverse ownershlp thereof, but the lessees herxeto
shall not be released from their obligation to protect said communitized arxea
from drainage of communitized substances by a well or wells which may be drilled

offsetting said area.
8. The commencement, completlon, continued operation or. production of

a well oxr wells for communitized substances on the communitized axea shall be
construed and considered as the commencement, complet:.on, cont:.nued operation ox

‘production on each and all of the lands within and comprising said communitized

area, and operations or production pursuant to this agreement shall be deemed to
be operat:.ons or product:.on as to each lease comm:Ltted hereto. -

. 9. Production of communrt:.zed substances and disposal thexeof shall
be in conformity with allocation, allotments, and quotas made ox f;xed by any
duly authorized ‘person oxr regulatory ‘body under- applicable’ Federal oxr State
statutes. This agreement shall be subject to all -appllcable Federal and State
laws or executive oxders, rules and regulations, and no party hereto shall suffer
a forfeiture or be liable in damages for failure to comply with any of the pro-
visions of this agreement if such compliance is prevented by, or if such failuxe
results from; compliance with any such laws, orders, rules or regulations. R

it M40
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successoxrs, and assigns, - e . e -

10, This agreement is effective Aprij 21. s 1980 upon

execution by the ngcessary parties, notwithstanding the date of execution,- and
upon approval by the Secretary of the Interior ox his duly authorized xepresenta-
tive, and shall remain in force and effect for a reriod of two (2) yeaxs and for
s¢ long therveafter as communitized substances are, or can be, produced from the

2 s

communitized area in paying quantities; provided, that prior to production in
praying quantities from the communitized area and upon fulfillment of all require-~
ments of the Secretary of the Interiox, or his duly authorized representative,
wz.th respect to any dry hole or abandoned well, this agreement may be terminated’
at any time by mutual agreement of the parties hereto,
texminate upon cessation of production if, within sixty (60) days thereafter,
reworking ox drilling operations on the communitized area are commenced and are
thereafter conducted with reasonable diligence during the period of nonproduction,
The two-~year term of this agreement will not in itself sexve to extend the texm of
any Federal lease which would othexwise expire durxing said period, :

This agreement shall not

11. The covenants herein shall be construed to be covenants xunning with

-the land with respect to the communitized interests of the parties hereto and their.
successors in interest until this agreement texrminates and any grant, transfexr, oxr
conveyance of any such land or interest subject hereto, whether voluntary or not,
shall be and hereby is conditioned upon the assumption of all obligations here~ -
under by the grantee, transferée, or other successoxr in intexest, and as to Federal
land shall be subject to approval by the Secretary of the Interior.

12, It is agreed between the parties hereto that the Secretary of the

Intexior, or his duly authorized representative, shall have the right of supex-
vision over all operations within the communitized area to the same extent and °
degree as provided in the oil and gas leases under which the United States of
Amerxrica is lessor and in the applicable 011 and gas regulations of the Depart~

‘ment of the Interior.

13. Thls agreement shall be bmdmg upon the parties ‘hereto and’ sball '

.. extend@ to and be binding upon the:.r respective heixs, executors, admlnlstrators,

14, This agreement may be executed in any number of counterpwrts, no

one of wﬂ:tch needs to be executea by ail perles, OoX may be ratified or consented
+o by separate mst:nxment, in writmg, sphclflcallv referr:mg hereto, and shall

..... aypart. ratification.

be b:mdmg upon all parties ‘who have executed such a countexpart;
or consent hereto with the same force and effect as 1f all pa:ctles had signed the

same document.

15, Nondiscrimination. In connection ".';:it! the pexfoxmance of woxrk under

- this agreement, the operator agrees to comply with all of the prov151ons of Section
202 (1) to (7) inclusive, of Executive Order 11246 (30 F.R. 12319), as amended

which arxe hereby J.ncorporated by reference in this agreement.

IN WITNESS WHEREOF, the parties hereto have executed this agreement as

‘of the .day and year first above written and have set opoos:.te their xespect:.ve

names the date of execution. . .

Date/

ATTORNEY lN FACT

WP Hafh'las :
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instrument, and acknowledged that __he _ executed the same as Alf;_free act

My commission expires: ' : ?p“

STATE OF NEW MEXICO) ss ) :
COUNTY OF SAN JUAN ) . : ' o

v
4

ju)
@

(ot
-

v /} .
m s . e ) T - N aa_ | — I
v this Al day of [yt . ’

!
i
H
i

before me personally appeared Tom Bolack

to me known to be. the person _ described in and who executed the foregoing

Yl s aaran S A

and deed.

Jegg

LT . NOTARY PUBLIC

j/ - scribed to the foregoing 1nstrument,‘ who, being by me duly sworn, did say that

Octilee FdP80 —° . o

STATE OF COLORADO )

On thisz z'/fé’{ay of 4@0/ -_.,19@ before me, the under-

signed, a Notary Public in and for sald Ccuﬂ¢3 and State, personally appeared
- Gary B. Babcock ) : known to me’ to be the person. whose name is sub-

he is the Attorney—ln—Fact of Southland Royalty Company, and that said instrument

was executed on behalf of said Corporation by authority of its'Board of Directors,

and said Ga;y B. Babcock e acknowledged to me that he executed the
_ same as his free and voluntary act and deed, and as the free and voluntary act

and deed of said Corporation, for the uses and purposes. therein set forth.

Given UQder ‘my hand and seal of office on the day and year first above
: written. - . . i

Hy‘Cbm?issidn'Exﬁireé: _December 17, 1983
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STATE ' '
COUNTY OF . ‘
before me personally appeared Dr. Eugene P. Mathias ;
to me known to be. the perso;'x___ described in and@ who ’execute‘d the‘ for;going :
Slnstr.um'ent, and acknowledged that __he__Aexecuted t};e same as fxee act {
and deed. L | | : . |
i D R . NOTARY PUBLIC
My commission expiress ' T ' LT e T | "
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embracing:

[] . .
To Communitization Agreement dated April 21 ¢ 19 80
the south half {572} of section 1, Townslhitp S0 Nowvth,
Range 12 West, N.M.P.M., San Juan County, New Mexico
Tom Bolack

Operatoxr of comunitized Areas

Lease Date:

Lease Texm:

J.e8S50X3

Originai Lessee:
Present Lessees :

ibescript:.o“x of Lanas committed.

Numbexr of Acres:

Name and Percent ORRI Ownexs:

Nm and Percent Wl Ovmersz

EXHIBIT "“B"

.‘_'DES.CRIPTI(N OF IEASES COMMITTED

Tract No. 1

' Lease Serial No. NM-02707

5-1-52
‘5 years (HBP) = .
U;S. Government

Tom Bo1ack

/“I e

Tom Bo]ack and E1 Paso Natural Gas Co.

Township 30 North, Range 12 west, N M. P M
Section 1: . SW/a

160.00

'NONE.

-
;
A

TOM BOLACK - 100% (Dakota formation)

Yy .
.

PR




A

" pescxiption of Lands Committeds

gxurprr "B" (cont'd.)

[] .
April 21 ____+19%g0.

, po Ccommunitization Agreement dated
embracings oo
) of sectionl, Township 30 North,

the south half (S/2
M., San Juan County, New Mexico

operatox of comunitized Axeas _ Tom Bolack

' PESCRIPTION OF LEASES COMMITIED . ~

' ~+ mract No. 2
ease Sertal vo. SF077482 o |
‘Lease Date: 3-1-45
_}.éase fl‘erm; 5 year (HBP) ’

" Jessors ‘Uu.S. Government
| 'originai Lessees Jyanita.Holder
% present Less-ee‘ ,'Sou'th‘l‘an,d 'Rpfya_'!.ty' chp'anyj o

~ >Town§ﬁipf301N§rEh
T Section 1:

- W/2 SE/4, SE/4 SE/A .

»'Nm'nber of Acxres: 120.00

- Name and percent ORRI Owners:

I3
o

and Pexcent WI Oownerss

Name
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gxnisxr "* (cont'd.)

To Communitization Agreement dated Apri‘l 21 ¢ 1980 ¢

" embracings .
the south half (5/2) of Sect1on 1 Township 30 North
Range 12 West, N.M.P.M., San Juan'County. New Mexico’

“

-
.

Operatox of Comunitized Axeas Tom Bolack

" ‘DESCRIPTION OF LEASES COMMI?TEDV""

Tract No. 3 ’

Lease Serial No.

Lease Date:

Lease Téﬁns; . »
' 1eséoz: Wm. H. & Carldﬁta'c. Chrisman
Original'Lesseeg*' N. Spatter ' ) '

?resent Lessea: : D Eugene P Mk,a‘{ih‘iasi

"‘Descri.ption o:I:' Lands Comni.tteds

Township 30 North,,Range 12 West. N M P M..
Sect1on 1'*N /4 SE/4 oo

N

‘Numbex of Acres: 40,00

“Name and Percent ORRI Ovnerss

]

IR

O e




] .
provision of Fee Lease Authorizing Pooling:

I o EXHIBIT "B" (cont'd)
]
|
&
|
‘s

/75 ui.ggi borotn uo;o o m ierot; uthori;o 1eemee 3oy -‘E-‘-”. -

| or his mtfu %:‘ ofn oy 13 » ‘ in order to odtain ,
| dow dlnomrz n’% i oil ‘nd /ot gao, b8t no
| lno anit ehall o!.ool (820) sores in sTed,
l . and shall be 4n :caorlnnno with the awa ot tho stuto of Xew Hoxleo.

; or other lavfal awthoritye » N

- ’ umnﬁdw;mwm g _Aay of L _.,._,._“.ﬂ_,,u:g!;_.

’ — {BEALY

- Witoess. )

RECAPITULATION

riumber of Acres

Tract Numbex "committed

160.00
120. 00
40.00

W N

Total 320.00acs.

R ?{&w;ivgn»mwﬁmm ‘f -

et e T
}"‘5' - gt g ani 2

Percentage of Intexest
in Communitized Area

50%
’ ATy
100%

I e 2 1 e AR SN
g

..‘..,.,,,m,,.,w{._“,.‘_,_MA“




OPERATING AGREEMENT

THIS AGREEMENT, made and entered into this 21st day of
April, 1980, by and between‘TOM BOLACK, an individuatl,
hereinafter referred to as "Bolack” or "Operator", whose
mailing address is P.0. Box 255, Farmington, New Mexico
87401, and Southland Royalty Company, whose mailing
address fs. 1600 First National Building, Fort lorth,
Texas, 76102, and Dr. Eugene P. Mathias, an individual,
whose ma%Ting address is 12027 Venice Boulevard, Los

Angeles, California 90086ﬁ hereinafter referred to as

.’"Non 0perators"°
WITNESSETH:

7 _WHEREAS. the parfies'hereto are the owners of certain
‘011‘and Gas‘leaSes. which 1ea$es cover, among otherlands.

‘the fol]owlng described land in San Juan County, New

‘deVi"c, to ;it:

" Towiiship 36 Norih, Range 12 West, N.M.P.M.

SectiOn 1: South half (S/2)
containfng‘szo“bo acres, more or less; and
':thEREAS. it is the desire of the parties hereto to enter

-intoAan Operat1ng Agreement covering the development and
 5oberefTon'of the above- described tract in the Dakota form-
”;ation as hereinafter set out:

;7now. THEREFORE. 1n consideration of the premises and of

’a,ithe mutua] covenants and agreements hereinafter contained

,*eita *e” epn ana performed by the parties hereto. said

‘35flﬂpart1es do hereby agree as follows'

’ T : ' \NN“'-" :.;;;»:..:;,1
BEFOR!: EXARD o \ |
OH.COhwERVArV\\ PR IR B

EXHBH’NO

_Tom Bolack #1 Tommy Bolack Well R T

CASEbKl‘
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1. FORMATION OF UNIT

» For the purposes hereof,
1“ nfar._as_they. “apply to th

it is agreed that the afore-~

ment1oneo “jeasess”

to pool all” 1eases whic

y the
it

1ands. have been pooled to form a unit covering onl
1and described above,
o in formtng said unit

ch they may

Dakota formation in and under the

being the intention of the parties heret

h they may now own or whi

y interest in the unit.

hereafter acquire covering an

2. OPERATOR ,
Tom Bolack is hereby*designated and shall act as Operator

the terms and provisions of

,of such unit’in accordance with
u11 and comp1ete manage-

Operator ‘shall have f
said unit for dry

tnis agreement.

ment of the development and operation of the

1iquid hydrocarbons producib]
but Operator agrees tha
except the well here-~

e from the

.gas and associated
ormation as an ent1rety. £ no
commenced upon said unit,
without the consent of

era+or at any time by (¢}

pakota f

well shall be
Non-Operators.'

1nafter provided for.
1v1ng notice

ack may res1gn as Op
ators in writing sixty
of such- resignation and.
s of said unit shall: {mm
tack shall sell or other
unit, the right of oper-
he transfer of
efit of Bolack' s

-l

B0
N R
Tne

to ‘Hon-Oper (60) days in “advance of
in such event.tt.e‘ S

veffective date

working 1nterest owner
1In the event Bo

ediately select
wise |

a successor.
a11 h1s 1nterest in said

yed shall not run with t
est or inure ‘to the ben

dispose of
ation herein conve

assignment of such 1nter
but Non-Operators an

d Bo1ack s assignee sha11 im-

 ass1gnee

‘med1ate1y select a- ncw Operator.

eropOVefdescribed | P L




';?p.dry hole or non commercial well; shal] be borne by the parties

 f»¥hereto as. follows.

3. HELL

Operator shall commence or cause to be commenced drilling

‘ upere{iﬁﬁS'fbr”ihe joint account of the parties hereto at
a location in the SW/4 of the SW/4 of Section 1, Township 30
North, Range 12 West, San Juan County, New Mexico and shall
thereafter dril1 said well to a depth sufficient to test the
Dakota formation, unless salt, caprock, cavities, heaving shale,
abnormal water flow ur impenetrable substances are encountered -
in said well at a lesser dpeth. The parties hereto may also
mutually agree to discontinue drilling operations at a lesser
depth. Upon completion of said well, if it is capable of pro-
duction, Operator shall notify Non-Operators of the date said
'wei1 is cohnected to a gas gathering system, if it is so con-
nected. |

:In'the'event/a well capabIe of “producing gas in paying

uant1t1esis shut -in, Operator shall immediately notify

Non-Operators thereof, except that the Operator shall not be

required to notify Non-Operators if the we11 should be shut-in

.v'during peak 10ad periods of time or for reasnns of making
mechanica] repairs. A1l production obtained from the unit
»‘area and all material and equipment acquired hereunder for
 the‘Jd1ht accoUhf:of:the parties hereto sha11 be owned by
the;parties hereto in the proportione‘héreinafter~speC1f1ed

, 1h”ArticTe‘4 6f'thisrAgreement.

4. cosrs AND EXPENSES

The entire costs and expenses’ invoIved in drilling.

~ completing and operétiﬁg said well, if said well s a commer-

“'45"2-"“'&'”};“ oF 1u p?ug‘gfuy and- abanuOnlng it Séid well is a

)

ww\¢\0v~ ..\w-uzl;;
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" 7om Bolack

South1and Royalty

50.0%
company 37.5%

py. CugeEns o, Mathias 12.5%

gnless gperator aelects to require Non-Operators o advance

their share of the costs 2

nd expenses, as thereinafter pro-

vided, Operator shall initially advance and PpaYy all costs and

expenses for the drilling of the well provided for in Acticle

'3 pereof, 25 well as OP

shall charge‘uon-Operator

eration expenses of sald units and

s with gheir pro rata part theveof

n the pasis of their proportionate 1nterest in the»unit'as

" set out above.
Al\ such costs, exp

the method of hand1ing the

accounting with respect thevéto.

‘shall pe in accordance with the p.evisions of the‘Accounting

procedures attached nereto 23S pxhibit wpA* and made @& part

hereof for all purposes.

ﬁingthe event of any €0

nf\ict'between the provisions

contained in:the'body of this Agreements and those cantained

‘In the event that'

. ors to'advance its

nd expensess

’ month to Non-Operators,

f the’ estimated
tors. Hithin fifteen

Non—Operato

s€ the estiuated A

provis1ons of the Agraament shall

e share of the abovevman
11 subm1t an jtemized asti~
19 calendar
ing therein the proporttonata part
e to the Non-(per~
er raceipt of saild estimat e

DBtB share
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.-J; expenditure. give W

costs and expenses. 1f payment of the estimated costs and

expenses {s not made when due, the unpaid balance thereof

» interest at the rate’ of twelve percent (12%) per
Adjustments between esti-

annum from the due date until paid.

mated and actual costs and expenses shall be made by Operator

at the'ciose of each calendar month and the account of the

respective parties adjusted accordingiy.

Theywe]i to be driiled on the unit shall be drilled on

a competitive contract basis at the usual rates prevailing in -

the field. However, Operator, if it so desires, may employ

{ts own tools and equipments; in such event, the cost of drii-

1ing shall jnclude, but shalT not be 11
(a) all direct materia1 and labor costs; (b) a pro-
artmental overhead and un-

nited to, the following

charges:

portionate amount of appiicaoie ‘depa

distributed field costs: (c) rental charge on company equipment

such charges to be determin
provided that in no event sha11

employed, all ed in accordance with

) Operator 's accounting practices;

the total of .such charges exceed the prevaiIing rate in the

fie]d. and such work shall be performed by Operator under the

~ same’ terms and conditions as shall be customary and usual in

the fieid 1n cont'u cts of indep pendent contractors who are

doing work of a simiiar nature.

OperatOr shall make no single expendituretin excess of
Fifteen Thousand Doiiars~($15;000.00)‘without first obtaining
"~ the consent thereto of NonQOperatOrs;.provided, however, that

nothing in this paragraph shall be deemed to prevent Operator

from making an expenditure in excess of said amoUht if such

‘expenditure becomes necessary because of a sudden emergency

fwhich may otherwise cause ioss of 1ife or extensive'damage to

property. “In the ‘event of sucrrnmerqencv expenditure, Unit

10perator shalls within fifteen (15) days after. making such

ritten notice to/noh Operators.

The approvai
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of the drilling of a well provided for hereinabove, however,
. - ~ shall include all expenditures for the drilling, compTeting.
i ' testing and equipping of such well. )

k" | 5. RENTALS
Each party-agrees to pay all rentals, minimum royalties é ' .
and/or shut~in foyalty which may become due under the lease : ' '
or Teases which such party is contributing to such unit
hereunder, and Operator shail not have any obligation to
pay any such rentals, minimum royalties and/or shut- 1n S
royaity except as to the lTease(s) contributed by Operator. o
‘Each party further agreas to use its best efforts to keep
and maintain in full force and effect the of1 and gas lease(s)

”contfibuted_by sych'péfty to said unit.

6. INSURANCE RN

As to all operations hereunder, the Operator shall carry

for the benefit and protection of the parties‘hereto:

uorkmaﬁ‘s’Compehsation inéuf%nCe’in‘aCcokd—
ance with state, provinciai. and federal
laws, “ank 1icable, and an'lovoe S L1ab'1l1ty
insurance. |

Comprehensive General Liability insurance,
-excidd%ng prdduéts: A combined $1hg1e limit

of $500, 000 each accident for bodily injuries

or death and praperty damage.

-Comprehensive Automob11e LiabiTity insurance.
A combined'SIngle limit of $o00 000 each
acc1dent for bodily 1njuries or death and

:?uope ;'aumage;?

Operator may eIect ‘to be a self-insurer provided Operator

B complies with applicable laws and in such event Operator shall




charge to the joint account, in lieu of any premiums for such
insurance, 2 premium equivalent 1imited to amounts determined
by applying manual insurance rates. The Operator sha11 not.

be required to carry any other insurance for the joint account.
Operator shall require all third party contractor performing

work in or on the premises covered hereby to carry such

insurance and in such amounts as Operator shall deem necessary.

7. DISPOSAL OF PRODUCTION

Each of the Parties hereto shall own and have the right,
at its own expense, to take in kind or separately dispose
of its proportionate part of all gas and associated liquid

hydrocarbons produced and saved from the'acreege covered

‘hereby, exclusive of the productibn%which may be used by
"Operator in developing and continuing operations on the said

“tract referred to in Paragraph 1 above, and of the production

UnaVOideblV lost, provided that each of the parties hereto
sha11 pay or secure the payment of the royalty interest. over-f
riding royaiiy interests, ,ayments out of production and other .
similar interests, if any, from its proportionate part of said
production. If at any tiiie or times Non- Operators shall fail
or refuse to take- in kind or separately dispose of its pro-
portionate part of said production, Operator shall have the
right, revocable by Non-Operators at will, ‘to sell part of
such production at the same price'whiCh Operator received for
1ts own portion of the production. or to take such gas for its
own use for resaie, shouid gas be de1ivered by efther party

during any period that such other party or parties have faiied

o

jsor refused to take or sell fts or their gas, then the party
ureceiving or taking aeiive ry of +be ‘gas agrees’ to account to

"the other party or - parties for its or their proportionate part

of the gas so delivered,(l) if soid by the receiving party. :




at the market price at the wellhead for said gas, or it the
price received'atvthe weiihead by such party, whichever is
greater, or (2) 1f taken for its own use or transported for
resale by the receiving party, at the highest price’it is
paying others in the area &t -the wellhead for gas of similar
quality and pressure, not to exceed, howeuer. the applicable

Just and reasonable area ceiling rate or the inftial guide-

line area rate level,if appropriate. for such gas as prescribed_

by the Federal Power Commissfion or any successor governmental
authority having jurisdiction therein, or (3) if no such
purchases are being made by the receiving party, then at the
market price at the wellhead. Any sales by Operator of Non-
Operator's production shall be only for such reasonable periods
ot time as are consistent with the minumum needs of the

industry under the circumstances, but in no event shall any

such sale be for a period in excess of one (1) year.

8. DURATION OF AGREEMENT

‘This Agreement shall become effe ctiveas of the date

hereof upon executiOn by the parties hereto, notwithstanding

"the date of execution, and shal} remain in full force and

effect for a period of one (1) year and so long thereafter
as dry gas and associated 1iquid hydrocarbons are or can

be produced from any part of said unit in paying quantities,
provided that prior to production in paying quantities from

said unit and upon fu]fil]ment of ail the requirements of

the 0i1 Conservation Commission of the State of New Mexico,
“with respect to any dry hoie or abandoned wel], this Agreement

‘may be terminated at ‘any time by the mutual agreement of

the parties hereto. This ‘Agreement shail not & ainat
upon cessation of production 1f. within sixty (60) days
thereafter. reworking or drilling operations on the unit

are commenced and are thereafter conducted with reasonabie

"diligence during the period of non- Production.

-8-
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9, ROYALTY INTERESTS

n of any royalty payabie

s agreed and understood that the burde
th their leasehold

aid hy each party in accordance vi

It 1

“A
[137]

shall be borne an

n
s

§
H
H

;

5
1
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jnterest in each lease in the subject formation.

10. TAXES

Operator shall render,
s and interests covered by this Agre

for ad valorem tax purposes, the entire lease- |

ement and all physical

B hold right
with, or such part

property located
thereof as may be subjec
the State of New Mexico, or wh
future laws, and shall pay for the

orem taxes at the time and in the ma

thereon or used in zonnection there

t to ad valorem taxation under existing laws of

ich may be made subject to taxation under
benefit of the joint account ali S
nner required by law which may

n of such leaseholid rights and

uch

ad val

be assessed upon or against all or any portio

Y{nterests and the physical property 1ocated thereon
11 bill Non-Operators for their p

or used in connectivn

roportionate

therewith. Operator sha
e attached

f SLch tax:payments_provided by the Accounting procedur

Al taxes (o

0‘ the pro

-~ share ©
n or

ther than income-type taxes) upo

hereto as Exhibit "A".
oduction from the subject lands,

‘directly measured by the vaiue

which‘are not payable by the purchaser thereof, shali be paid\by‘the
erast Owners in the same

rtioned among the Workin Iat

Operator and appo
essed value of their respective por

'proportions as the ass tions of produCed

substances bears to the whoie.

11. LI\_&M_!Q.E |
. This Agreement is not intended to create and shall not be construed toi_’
tionship of partnership or an aSSOC1

create a reia
"Each of the parties heret

0 eiects.‘under the
of'1954.‘t03be
hapter K of

among the parties: hereto.
(a) of the lnterna1 Revenue COde

Aauthority of ‘section 761

t“ appl iration or all of the. orovisions of. Subc

- excluueo vom
Chapter 1 of Subtitie A of the Inter

na1 Revenue Code of 1954. In making

f:jthis e1ection. each party hereto states that income derived by it from

er this agreement can be adequatel

";ioperations und
If the ‘{hcom

Ni;;§putation of partners
'ffor states in which the pro

hip taxab]e “{ncome. e tax of the state

perty covered

" _ge

ation for‘profit between o{*'

y determined without com- 5
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whole or, in part, uniess the part es mut

hereby is located contain, or may hereafter contain, provisions
similar to those contained in the Subchapter of the Internal
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, and should the income tax laws

of such state or states require evidence of such election

the operator is authorized and directed to execute same

on behalf of each party hereto. Beginning with the first
taxable year of the operation each party agrees that the.
deemed election provided by Federal Regulations Section 1.761-
2(b) (2) (ii) will apply and no party will file an appli-

cation under Federal Regulations Section 1.761—2(5)(3)(1)

to revoke said election.

12. ACCESS TO PREMISES, LOGS AND REPORTS

Operator shall keep accurate logs of the well drilled
on said‘unit,uwhiCh logs shall be available ar‘all reasonable
times for inspection’by Non—operators. Upon request of

Non-Operators, Operator ‘'shall furnish to Non-Operators a

copy.of said Logs,-sampres of cores anﬂ cuttinas of formations

encountered, and electrical surveys relati

P 1a

ment and operation of said unit, together with

information which nay be reasonably regquested per

to such well. Non-Operators shall have access to said unit
and to all books and records pertaining to operations her eunder

for the purposes of inspection at all reasonable Eihes.

13. SURRENDER EXPIRATION, ABANDONMENT OR RELEASE OF
LEASE

No lease or 1ease5~subject to this Agreement shall

’be surrendered, 1et to expirey abandoned or released, in

ey
wa

ly consent'thereto7

in writing. In the event that less than all parties hereto

dshouid’eleCt to surrender, let axpire, abandon or release

I g L e, S "
D T
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ct to this Agreement

all or any part of a lease or leases subje

and the other party or parties do not consent or agree,

the party so electing shall notify the other party or parties

.not less than sixty (60) days in advance of such surrender,

expiration, abandonment or release, and, if requested so

to do by the party not so electing, immediately shall assign

without warranty to the latter party all of its rights,

title and interest in and to sajd lease or leases, the well

or wells located thereon, and the casing and other physical

equipment in or on said well or wells. If the party or

parties not so electing fail(s) to request an assignment

within such sixty (60) day period, the pa
t to surrender, let expire, abandon or

rty so_electing

shall have the righ

release sald lease or leases, Or any part thereof. In the

event .such assignment -is so requested, the party or parties

to whom such asszgnment is made, upon the delivery thereof,

shall pay to the assigning party the salvage value of its

interest in all the ‘salvable ca51ng an

After the delivery of any such

nment shall be released

da other physical equip-

ment in or on the unit.
a551gnment, the party making the a551g
11 the duties and obligations thereafter

discharged'from a
nnection with the operation

accruing or arising hereunder, in co
and development of the unit, with respect to the a951gned

lease or leases.

14. LOSS OR FAILURE OF TITLE

_In the event of the loss or failure of the title, in

whole or in part, of any'party hereto to any lease, or any

interest therein, covered hereby, the 1nterest of such party

in ana ro “the production obtained from the 1ease acreage

shall be reduced in proportion to such loss or failure of

title as of ‘the date such loss ' or”-*lurc of title is finally 2

determined; provided that such revxsion of ownership interest

shall,not beJretroactive as to operating costs and etpenses




A ]
incurred or as to revenue or production obtained prior to

such date; and provided, further that‘each party hereto

whose titlc has been lost or has failed, as aforesaid, shall
indemnify the other parties hereto against, and shall hold

such other parties harmless from all loss, cost, damage

and expense which may result from, or in any manner arise
because of, the delivery to such party of production obtained

hereunder from the lease acreage covered hereby or the payment

to such party of proceeds derived from thé‘sale of aﬁy such
producfion; prior to the date said loss or failure of title
is finally determined; and provided, further, that in the
‘event of the loss or“faiiure’of'tﬁe Eitlg, ih whole or in
part, to the leasehold estate upon_whichvthé anit weli or
wells are located, then the party or patties‘cohttibﬁting

such leasehold estate to the lease acreage shall indemnify

the other parties hereto for and shall hold the other parties
harmless from all loss, costs, damages oOr expenses which

ay result from payment by such other parties‘of costs and

=

incurred in connection with~ the drilllng, equipping

-expenses

nd completing said unit well ptior to ‘the dat;lsaid loss

an y

or-failure of title-is finally determined.

15. ABANDONMENT OF WELL

No)well oh the unit which is:Capable of producing dry
gas and associated liquid‘hyarocarbonS:fiom the formation
cobered.ﬁy this Agreement shall be abandoned without the 
mutual*consenﬁ of the parties hereéo. If any of thé‘parties~
desire to abandon such well, such party or parties shall

) so notify the other party or partles in wrltinﬁ and the

1atter shall have thirty (30) days after receipt 6f such

STE all: Uau ies‘hefefo agrée"t& suéhUabahdbhment, shéh'well
shall be abandoned and plugged by the oPerator at the expense

‘>of the joint account, and as much as possible of the casing

‘i

’;12?

noticé in which to elect whether to agree to such abandonment.
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abandon the party or parties desirin

without warranty

" in said well and physical equipment, and in the working

for said assignment, the pur

. State and Federal laws,

:kor‘the‘oéerattons contemplated hereby are,

B as‘50~modi

4 well shall be

and other physical equipment in and on sai

salvaged for the benefit of the joint account. If any parcty

or parties do hot agree to said abandonment, such party

or parties shall purchase the interest(s) of the party or

parties desirin

therein and thereon; and within twenty-five (25) days after

receipt of notice by the party or parties not electing to

g to abandon shall execute

and deliver to the other party or parties an assignment,

of title, of all of its or their interest

interest and gas 1easehold estate insofar as it covers the

formation covered by this Agreement in said unit.
chasing party or parties shall

In exthange

pay to?the assigning party or parties the salvage value

of the latter's interest in the salvable casing and other

physical: equipment in and on said well,

e
ve

cr
o]

such vaiue

determined in accordance with ‘the

procedure attached hereto as Exhibit "A."

16. LAWS AND REGULATIONS -

This Agreemen
rules, regulations and orders, and -

the operatxons conducted hereunder shall be performed in

accordance with said laws, rules, regulations and orders.

In ‘the event this Agreement or any provision hereof is;

found to be incon-

sistent with or contrary to any such law, rule, regulation'

or order, the latter shall be deemed to control and this

,Agreement shall be regarded as nod1f1ed accoralngly, zng

fied,. shall continue in full force and effect.

g to abandon said well and the physical equipmént

provisions of the Accounting

t shall be subject to all valid and applicable




17. FORCE MAJEURE

No party to this Agreement shall be liable to any other
party for any delay or default in performance under this
Agreement due to any cause heyond its control and without
its fault or negligence, including but notﬁrestricted to

acts of God or the public enemy, acts or requests of the

Federal or State Government or of any Federal or State officer

purporting to act under duly constituted authority, fiocds,

fires, wars, storms, strikes, interruption of transportation,

freight embargoes or failure, exhaustion or unavailability

or delays in delivery‘of any material, equipment or service

necessary to the performance of any provision hereof, or

the loss of holes, blow-outs or happening'of any unforeseen

accident, misfortune or casualty whereby performance hereunder

is delayed or prevented.

13. OPERATOR'S LIEN

Operator is hereby granted a lien upon the worklng

interest and 1easehold estate of Non—Operators covered hereby
and upon such Non-Operator s interest in the well or wells
located on the lease acreage covered hereby, in the .production
obtained from said well or wells and in the physice} equ1pment
used, had and obteined'in connection with the operation

of said weli or wells to secure thekpayment of said Non-
Operator's proportionate share of said costs and expenses

and offgaid_estimated costs and expenses, together with
interest thereon at the rate of'tnelve percent (12%) per

annum; ~Operator shall have the right to bring any action

. at. law or in equity to enforce collectlon of such indebtedness

) wrth or without foreclosure of such lien. In addltron,

upon default by a Non—Operator in payment of chargeable

" costs and expenses, Operator shall have the tzght to- collect

qnd receive,from the purchaser or purchasers Non-Operator s

_proceeds from the productlon from the lease acreage covered

~
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‘and ‘the estimated cost of the operation. The part1e5~rece1y1ngo

hereby until thetamount owed of such indehtedness by such
Non-Operator, plus fnterest as aforesaid, has been paid.
By execution hereof, each subscribing party hereto agrees
that each such purchaser should be entitlad to rely upon
Operator's statement concerning the existence and amouﬁt

of any such default.

19. NOTICES
A1l notices, reports and other correspondence required
or made necessary by the terms of this Agreement shall be

deemed to have been properly served and addressed 1f sent

by mail or telegram as follows:

Tom Bolack
P.0. Box 255 .
Farmington, N.M, 87401 _ Ny

Southland Royalty COmpany
1600 First National Building
Fort Worth, Texas 76102

Dr. Eugene P. Mathias
12027 Venice Boulevard :
Los Angeles, California 90066

20, OPERATIONS BY LESS THAN.ALL PARTIES

If subsequent to the completion or abandonment 9f the
well provided for in Paragraph 3, all of the parties hereto

cannot mutually agree upen the reworking, deepening or

,‘pluggingsbaok_of suoh_weTl and such well is not then produc~

4ing in paying quantities, any party or parties wishing to re-

w0rk; oeeﬂen or'p1ug back such wef1 may give‘the other parties

'work to be performed, the proposed depth. obaective formation

v

-15-
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such notice shall have thirty (30) days (exceptkas to re-
working, plugging back or drilling deeper, where a drilling
rig is on lccaticn, the period shall be limited to forty-
eight (48) hours exclusive of Saturday or'Sunday or any
legal holiday).efter receipt of the notice within which
to notify the parties wishing to do the work whether they
elect to participate in the cost of the proposed operation.
FPailure of a party receiving such notice to so reply to
it within the period above fixed shall constitute an election
by thae party not to participate in the cost of the proposed
operation. |
If any party receiving such a notice elects not to
partiéipéte"infthe proposed operations (such party or parties
being hereafter referred to as "Non-Consenting Part&“),
then in order to be entitled to the benefits of this section,
| the party or patties giving the notice and such other parties
as shall elect to participate in the operations (all such

partiesebeing‘hereaftet referred to as the Consenting Part

\-’

shall, wi*hzn thirty (30) days after the expirzticn uE”Ehe‘
‘hotice period of};hi:ty (30) days (or as promptly as possible
aftetithewexpiretion»of~the 48-hour period where the ‘drilling
rig is‘on_iocatioh, 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 propor tions

that their respective interests ‘as shown in Paragraph 4 -

Vbear to the total interests “of all COnsentlng Parties.
‘Consentzno Partlee shall keep the leasehold estates involved

- “in “such Operations free and clear of all liens and encum-

btances of every kind created by or arisxng from the oper=-

‘?"\

L ations of the Ccnsen*xng Part1es. If such an operation

4A*”-tesu1ts in a dry hole, the C°"se"t1ng Partleb shall plug

o 4 o e e SR W b
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and abandon the well at their sOle cost, risk and expense.

oy '1r any well reworked, deepened oL plugyed vack under iLhe
provisions of this section results in a prcducer of oil »

and/or gas in paying quantities frcm the Dakota formation, ‘
the Consenting Parties shall complete and equip the well
to produce at their sole cost and rigk, and the well shall
then be turned over to Operator and shail be operated b§
it at the expense and for‘the'account of the Consenting
Patties. Upon commencement of opetations for reworking,
deepening or plugg1ng back of any such well by Corsenting

Parties in accordance with the provisions of this section,

each Non~Consenting Party shall be deemed to have relin-
guished to Consenting Parties, and the Consenting Parties
shallxown and be.entitled to receive, in proportion to their
respective inte;ests, all of such Non-Consenting Party's

_ interest in the well, its leasehold operating rights, and . &

share of production therefrom until the proceeds or market

calue-thezeof (after deducting production taxes, toj%lty,
fcoverriaing'royalty‘and other interests payable out of or

measured by the production from such well accruing with

respact to such interest until it reverts) shall equal the

total of the following:

A. -300% of each such Non-Consenting Party's share

of the cost of any newly acquired surface equipment
beyond the wellhead connections (includlng, but
not limited to, stock tanks, separators, treaters,
pumping equipment and piping), ‘Pplus 300%.. of each
such Non-Consenting Party's share of the cost of
operation of the well commencing with the first
production and continuing ‘until each such Non-
Consentinq ‘Party's rellnquished ‘interest . shall

. revert to it under other. .provisions of" thxs sec-
“tion, it being agreed ‘that each Non-Consenting
Party's share of 'such costs and equipment will

“be that interest whzch would have been chargeable
to each Non-Consenting Party had it participated
in the well from the begxnning of the operation;

and




g, 300% of that portion of the costs and expenses

of reworking, deepening or plugging back, testing

and completing, and 300% of that portion of the
cost of newly acquired equipment in the well (to
and including the wellhead connections) which
would have been chargeabie <& such Non-Consenting
party if it had partic1pated therein.

In the case of any reworking, plugging back or deeper

drilling 'operations, the Consenting parties shall be permitted

to use, free of cost, all casing, tubing and other equipnent

in the well, but the ownership of all such equipment shall
remain unchanged; and upon abandonment of a well after such

reworking, Q}ugging back or deeper arilling, the consenting

 parties shall account for all such equipment to the owners

there

L ercof, with each party receiving its proportionatepart

~in kind or in value.

within sixty (60) days after the completlon‘of any
kope‘r'at"ion 'unde’r" this section, the party conducting the
operations for the Consenting parties shall furnish each

Non’-Consenting party with an inventory“ of the eguipment

"i?-‘ and connected to the well, and an itemized statement

of the cost of deepening, olugging'back, testing; conpleting,

‘and equipping “the well for productlon, or, at its option,

the operating "party, in lieu of an jtemized statement of
such costs of " operatxons, may submit a detailed statement

of monthly billings. Each month ‘thereafter, during the

E time the 'Consenting parties are being reimbursed as provided

above, the Consenting Parties shall furnish the Non—Consentlng

Party with an itemized statement of all costs and liabilities

| incurred 4n the operation of the well, together with a state-
ment of the guantity of oil and gas produced from it and”

“the amount of proceeds realized from the sale of the well's

wo"rki’ng*'interest during the preceding month.' any amount

realxzed from the szle or other disposition of. equipment

‘newly acquueo in connection with any such operation w_;h’i‘cﬂh
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,‘ﬁifh*ih§;1dnd cbvéred hereby.

would have been owned by a Non-Consenting Party had it participated’
therein shall be credited against the total unreturned costs of

the work done and of the equipment purchases, in determining when

the interest of such Non-Consenting Party shall revert to it as above

provided; if there is a credit balance 1t shall be paid to such Non-
Consenting Party. | | | :‘

If and when the Consenting Parties recover from a Non-Consenting
Party's relinquished interest the amounts provided for above, the
relinquished interest of such Hon-Consenting Party shall automatically
revert to it and from and after such reversion such Non-Consenting
Party shai] own the same interest in such well, the operating\rights
and ﬁorking interest therein, the material and equ1pment in or pertain-
ing thereto, and the production therefrom as such Non-Consenting
Pérty would have dwned had it participated in the reworking, deepening
or plugging back of said well. Thereafter, such Non-cbnsenting party
shall be charged with and shall pay its proportionate part of the further
costs of the operation of said well in accordance with the terms of~f
this‘Agréement and the accounting procedure schedule, Exhibit "A",
attached hereto. | o

, ’Thg‘provisions of this section shall have ﬁo‘application what-
soever to the drilling of the inftfal test well on the Unit Area,
but shall apply to the reworking. deepening, or plugging back of
the inftial test well after it has been drilled to the formation
spebifieq in Paragrabh‘3.’1f it is, or thereafter shall prove to be,

“a dry hole or non-commercial well.

21.  HEIRS, SUCCESSORS AND ASSIGNS

A11 of the provisions of thiis Agreemént $hall ‘extend to id

‘be binding upbh'ihe’ﬁarties peFeto. their heirs, successors -and

f‘faﬁsigns,’anaysuch“pfOVisfoﬁs shall be deemed to be covenants running




22. COUNTERPART EXECUTION
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who executes either the original hereof or a copy or counter-
part hereof. ‘

Signature Page attached to and made a parﬁ of that‘Operating
Agreement dated April 21, 1980, between Tom Bolack, Southland
'Roya]ty~Company and Dr. Eugene P. Mathias, cove;ing the S/2
Section 1, T30N, R12W, San Juan County, New Pexico.

IN WITNESS WHEREOF, the parties hereto have executed 3

this Agréemeﬁt as ofﬂthe day and year first above written.

ALY

A BN1AC
L] [PV RSN RS VELY

Tom Bolack

SOUTHLAND

/

</  _G.B.BABCOCK
: ATTORNEY-IN-FACT

DR.EUGENE P. MATHIAS

Eugehé P. Mathias
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STATE OF C véék) )
‘COUNTY OF 2)Le4A4)e4;,,3

STATE OF HEW MEXICO )
‘ , Jss.
COUNTY OF SAN JUAN ;

The foregoing instrument was acknowledged before me

+ |
this gc‘> day of /%gﬂil , 1980, by
TD\ LAY Boll‘& s )

NITNESS my hand and official seal.
(“\
Jed

A

Notary Public

My commission expires:

Octhbee T, (7%

SS.

- This-foregoing -instrument was acknow]edged before me

this: ij day of 'L k/qh\q\JﬁL » 1980, by

\ ROVALTY pnpnguv_

Y .

N ’félj"lc Ccﬁ/)z C/</ﬁ ,(',;7,(_)' /9\) '

Notary Public

"My commission expires:

4 Cavsinession expives Decenber 17, 199

STATE oF
COUNTY OF

The forego1ng 1nstrument was acknow]edged before me

*2 ss.

Cthis ____ day of R L 1980. by -

i

" WITNESS my hand’ and official seal.

>

Notary Public

RN RTINS €1
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EXHIBIT A

Attached to and made afmt of .Operating AqreemepLDa ted

April 21,1980 for the #1_ Tommy Bolack; S/2
Section 1, Township 30N, Range 124, N.M.P.M.

San Juan County, New Mexico

ACCOUNTING PROCEDURE
JOINT OPERATIONS

1. GENERAL PROVISIONS

1, Definitions
“Joint Pr:operty" shall mean the real and personal property subject to the agreement to which this Accounting
Procedure is attached.
“Joint Operations” shall mean all operations necessary or proper for the development, operation, protection and
maintenance of the Joint Property. : SR
: “Joint Account” shall mean the account showing the charges paid and credits received in the conduct of the Joint 5 o ) _‘ ;
L] Operations and which are to be shared by the Parties.
"Operator" shall mean the party designated to conduct the Joint Operations.
“Non- Operators” shall mean the parties to this agreement other than the Operator

“Parties” shall mean Operator ‘and Non-Operators.

~ “First Level Supervisors” shall mean ‘those employees whose primary tumtxon in Joint Operations is the direct
supervision of other employees and/or contract labor directly employed on the Joint Property in a field operat- '
ing capacity.
“Pechnical Employees” shall mean those employees havmg special and specific’ engineering, geological or other

- professional skills, and whose primary function in Joint Operations is the handling of specific operating condi-

tions and problems for the benefit of the Joint Property.

“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator’s employees
“Material” ‘shail’ mean personal property, eqmpment or supphes acqulred or held for use ‘on the Joint Property
“Controllablé Material” shall mean Material which at the time is so classified in the Material Classification Manual

as most reu:uuy ‘recornmended by the Council of Petroleum Accountants Societies of North America. o

2. Statement and Billings
Operator shall bill Non-Operators on or before the last day of each month for their proportronate share of the
Joint Acéount for the preceding month, Such- bills will be accompanied by statements which identify the author- {
ity for expenditure; léase or faclhty. ‘and all charges and-ciredits, surimarized by appropriate classifications of in- U S S
vestment and expense except that items of Controllable Material and unusual charges and credits shall be sep-. P

arately identified and fully described in detail.

3. Advances and Payments by Non-Operators . |
Unless otherwise provided for in the agreement the Operator may requu-e the Non-Operators “to” advance - their
share of estimated cash outlay for the succeeding month’s operation. Operator shall adjust each monthly billing !

* to reflect advances received from the Non- Operators | »
Each Non-Operator shall pay its proportion of all bills within fifteen (15) days after receipt. If payment is not . e ,
made within such time, the unpaid balance shall bear interest monthly at ‘the rate of twelve percent (12%) per IR R
annum or the maximum ‘contract rate permitted by the applicable’ tisury 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 i

the collection of unpald amounts. ‘

4. Adjustments
Payment of any. such brlls shall not: preJudlce the rlght of any Non-Operator to protest or ques ion th
ness thereof; provrded however; all bills ‘and statements .rendered to Non-Operators by Oper
calendar year shall’ conclusrvely be presumed to be true and’ correct after twenty-four (24) 1

ng :
ths followmg 1

the end of any such calendar ‘year, unless w1thm the said- twenty-four (24) month’ perxod a Non:Q perator takes
. written exeeption 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
adjustments’ resulting from a physical inventory of Cohirollable Material as provided for in Section V. ,

g il

 Section I. Where there are two or more Non-Operators the Non- Operators shall make every reasonable ettort to
conduct joint or sxmultaneous audits ih a manner which will result in a minimum of inconvenience to the Opera-
tor.  Operator shall bear no portxon of the Non-Operators ‘audit cost incurred under this paragraph unless agreed

tobytheOperator | s :
g 2 Approvul by Non-Openton - SR ;

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

tions of this Accounting Procedure and if the agreement to which this Accounting Procedure. is attached contains

no contrary provisions in' regard thereto, Operator shall. notnfy ‘all Non-Operators of the Operator's proposal, and
the agreement or approval of a majority in mterest of ‘the Non-Operators shall be controlling on all Non-Opera- .

—_—
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?‘ | Il. DIRECT CHARGES - Modif{ed

Operator shall charge the Joint Account with the following items:
1. Rentale and Rayalties
Lease rentals and royalties paid by Operator for the Joint Operations.

2, Labor
A. (1) Salaries and wages of Operators field employees directly employed on the Joint Property in the conduct
of Joint” Operations.
(2) Salaries of First Level Supervisors in the field. ‘
(3) Salaries and wages of Technical Employees directly employed on the Joint Property if such charges are
excluded from the Overhead rates.

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

C. Expenditures or contributions made pursuant ‘to assessments imposed by governmental authority which are

K , applicable to Operator’s costs chargeable to the Joint Account under Paragraphs 2A and 2B of this Sec-

™ ‘ tion II.

L D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account iinder i ‘ '
Paragraph 2A of this Section II. ‘ ‘ S

3. Employee Benefits

b Operator’s current costs of estabhshed pldns for employees group life insurance, hospltahzatron pension, re-
{ tireinent, stock purchase, thrift, bonus, and other benefit p‘ans of a like nature, applicable to Operator’s labor

cost chargeable to the Joint Account under Paragrap l'ts nd 2B of this Section II shall be Operator’s actual o
cost not to exceed twenty ~three per cent . - : | .
f 4. Material . : ~ S IR ‘.'[f T
R 4

X Material purchased or furnished by Operator for use on the Joint Property as provrded under Section IV. Only
f such Material shall be purchased for or transferred to the Joint Property as may be required for immediate use g - P
: and is reasonably practical ‘and consistent with efficient and economical operations. The accumulatlon of sur- IR

plus stocks shall be av01ded

i 5. Transportation : ' . Lo
: . ,‘ o e e e o S e e e e e oa e . P Pl
i Transportation 6f émployees and Material necessary for the Joint Operations buti subjeci io the foliowing iimita-
tions: ;

. v,/

: be made to the Jomt Account for a distance greater than Ine “disiance from the nearest n:liavn: auppry S107€,
‘ - recognized barge terminal, or raxlway receiving point where like material is normally aviilable, unless agreed

; to by the Parties.

B, If surplus Matenal 1s moved to Operators warehouse or other storage point, no charge shall be made to the
Joint Account for a distance greater than the distanceé to the nearest rellable Supply store, rccogmz.,d barge
terminal, or railway receiving point unless agreed to by ‘the Parties. No charge shall be'made to the Joint Ae- * |

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. v 3
6. ‘Services , . ' S : G Eo
' The cost of contrac* serv1ces, qunpment and utllmes prov:ded by outside sources, except: services excluded by Co- e T

% Paragraph 9 of Section II and Paragraph 1. ii of Section III. The cost of professional consultant services and con- * ]
1, tract services of technical personnel directly engaged on the Joint Property if such charges are excluded from the T S
Overhiead rates. The cost of professional consultant services or contract services of technical personnel not di- Je e ey
rectly engaged on the Joint Preperty shall not be charged to the Joint Account unless previously agreed to by ’

.the Parties.

1. Equipment and Facllitres Furnished by Operator ,

A. Operator shall charge the Joint Account for use of Operator owhned equipment’ and facllltres at rates com-
-mensurate with costs of ownership and ‘operation. Such rates shall include costs of maintenance, repairs, other S

. operating expense, insurance, taxes, depreciation, and interest on investment not to exeeedtwei ve. percent( 24 -
' per annum. Such rates shall not exceed average commercial rates currently prevailing in the rmmedrate area | -
of the Joint Property o : R
. In’ lieu of charges in: Paragraph 'IA above Operator may elect to use average commercial rates prevallmg in g St
the nnmedrate areéa_of the Joint Property less 20%, For automotive equipment, Operator may elect to use rates. ST

'pubhshed by the Petroleum Motor Transport Association.

>8‘. szes and Losses to Joint Property . .
All costs or expenses necessary .for: the reparr or replacement of Joint Property 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 neghgenee or. willful ‘misconduct: “Operator shall furnish Non-Operator written notice of damages or losses
curred as soon’ as pracucable after a report thereof has been received by Operator.

. 5 Lenl Expenu » :

- Expense of handling, mvestxgatrn' and settlmg lihgatlon or clalms, dlschargmg of llens, payment ‘of judgments
© and: amounts paid for settleme f ‘clauns incurred in or resultmg from operatrons ‘under -the 'agréement or

necessary to protect or recover the Joint Property, except that no charge for services of’ Operators legal staft

" . of 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 Sectnon unléss otherw:se agreed to by the

: ; Partiu, aeept as provxded in Sectxon 1, Paragraph 3.

—_—2—




10. Taxes

All taxes of every kind and nature assessed or levied upon or in connectlon 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.

ik
113

. -unuuunu’

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Par-
ties. In the event Joint Operations are conducted in a state in which Operator may #ct as self-insurer for Work-
men's Compensation and/or Employers Liability under the respective state’s laws, Operator may, at its election,
include the risk under its self-insurance program and in that event, Operator shall include a charge at Operator’s

cost not to exceed manual rates.

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

III. OVERHEAD

>

. 5
' T B AN KAk PN S R LSRN P o o i e
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1 Overhead - Drilling and Producing Operations (see sectlﬁon VI. Miscellaneous)
1. As compensation for admmistrative supervision, office services and warehousing costs, Operator shall charge
drilling and producing operafions on either:

( x ) Fixed Rate Basis, Paragraph lA, or

( ) Percentage Basis, Paragraph 1B,

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

i, The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant
services and contract services of technical personnel directly employed on the Joint Property shall (" ) shall
not' ()) be covered by the Overhead rates.

i A. Overhead - Fixed Rate Basis . B -
a (1) Operator shall charge the Joint Account at the followmg rates per well per month: r)/
: Dnllmg Well Rate $ 1045.00 . . v’x"
i  Producing Well Rate $.200.00 - ‘ \_,*\‘
q €2) A‘pplication of Overhead - Fixed Rate Basis shall be as follows: ‘s
(a) Drilling Well Rate . !
i {1} Charges for onshore dnmng ‘wells’ shall begm on the date the well is spudded and terminate on

the date the drilling or completion rig is released, whichever is Jater, except that no charge shall
‘be made during suspensxon of drilling opevations for fifteen (15) or more consecutive days.

{21 Charges for offshore dnlhng wells shall begin on the date when' drilling or completion eqtupment
arrives on location and terminate on the date the drilling or completion equipment moves off loca-
tion or rig is released, whichever ‘occurs first, e except that no charge shall be’ made durmg suspen-
sion of drilling operations for fifteen (15) or more consecutive days

(3] Charges for wells undergoing any type of workover or recompletion for a perlod of ﬁve (5) con-
secutive days or more shall be made at the druhng well rate. Such charges shall be" apphed for
the period from date workover operations, with rig, commence through date of ng release, except
‘that no charge shall be made durmg suspension of operations for fltteen ‘(15) or more consecutlve

days\
(b) Producmg Well Rates
[1] An actwe well either produced or mjected into for any portlon of the month shall be considered
as a one—-well charge for the entire month.

[2] Each actwe completxon ina mulh-completed well in which production is not commingled down
-hole shall“be’ considered as a one-well charge provxdmg each completion is conszdered a separate

well-by the governmg regulatory authority.

. tion shall be consxdered as a one-well charge provxdmg 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 pluggmg and abandonment operahons
. are completed on any well. - .
‘ , - [6) All other inactive wells . (m udmg but’not hmited to inactive wells covered by unit allowable,
e e lease allowable, transferred allowable, etc.) shall not qualey for an overhead charge

(3)° The well ratec shall be ad;usted as of the fu-st day of April each year tollowing the etfectlve date of the
‘agreement to which this Accountxng ‘Procedure is attached The adjustment' shail be computed by multi-

-plying the rate cun'ently in use by the percentage increase or deerease in the average ‘weekly earnings of ‘

" Crude Petroleum and. Gas Production Workers for the last calendar year compared to the calendar year
L precedmz as shown by the index of average weekly ‘earnings of Crude Pétroleum ‘and Gas Fields Produc-
‘. tion Workers as published by the United States Department of Labor, Bureau of Labor Statistics, or the

' *-equivalent Canadian index as pubhshed by Statistics Canada, as applicable. The adjuated rates shall be

‘ the rates currently in use, plus or’minus the computed adjustment.

[3] An inactive gas well ‘shut in because of overproductlon or fanure of purchaser to take the produc- ;




all Mo

Operator is respons1ble for Joint’ Account Matenal and shall bi

B. Overhead - Percentage Basis
(1) Operator shall charge the Joint Account at the following rates

(a) Development
. PerCEnt ( %) of the cost of Development of the Joint Property exclusive of costs
provided under Paragraph 8 of Section I1 and all salvage crodits.

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

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

For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section 111, de-"
velopment shall include all costs in connection with drilling, redrilling, deepening of any remedial opera-

tions on any or all wells involving the use of drilling ¢rew and equipment also, preliminary expenditures

necessary in preparation for drilling and expenditures incurred in abandoning when the well is not com-

pleted as a producer, and original cost of construction or instaliation of fixed assets, the expansion of fixed

assets and any other project clearly discernible as a fixed asset, except Major Construchon as defined in

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

perator for overhead costs incurred in the constriction and instailation of fixed assets, the ex-
pansion of fix nd any other project clearly discernible as a fixed asset required for the development and
operation of the Joint Prope: erator shall either negotiate a rate prior to the beginning of construction, or shall
charge the Joint Account for Overhé d on the following rates for any Major Construction project in excess

of § : V
A. .________% of total costs if such costs are more than
B. __________9% of total costs in excess of $
C, .._____..% of total costs in excess of $1 000, 000

but less than $ __  ____:plus
00,000; plus

-3.. Amendment of Rates ,
The Overhead rates provxded for in this Section III may be amended from time to time only by mutual agreement
bétween the Parties hereto if, in pract:ce, the rates are found to be insufficient or excessive.

lV PRICING OF JOINT ACCOUNT MATERIAL PURCHASES TRANSFERS AND DISPOSITIONS
n ke proper and t:mely charges and credlts for all ma-

termi movemenis aifécling the Joint # .rroperty ‘Operaior shali vawue ali i
ever, at ‘Operator’s option, such Material may be supplied by the Non-Operator Operator shall make timely dnsposntlon
of idle and/or surplus Material, such’ dxsposal being made either through salé to Operator or Non-Operator,’ division in
kind, or sale to outsiders. . Operator may purchase; but shall be under no obligation to purchase, interest of Non-Opera-.
tors in surplis’condition ‘A: or B Material, The disposal of suirpliis Controllable Material not purchaséd by the Opera-

tor shallkbe agreed to by the Parties.

1. Purchases
Material purchased shall be charged at the price paidbyOperator after deduction of all discounts received. In case
of Material found to be defective or returried to vendor for any other reason, credit shall be passed to the Joint

Account when adjusiment has been received by the Operator.

2, Transfers and Dispositions .
Material furnished to the Joint Property and Material transferred from the Jomt Property or dlsposed 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 (Conditron A) ;
(1) Tubular goods except lme plpe, shall be prrced at the current new price in effect on date of movement on a
‘maximum carload or barge load welght basis, regardless. of quantity ‘transferred, equallzed to the lowest
published price f.0.b. “railway receiving point or recognized barge terminal nearest the Joint Property

where such Materxal is normally available.
(2) Line’ Pxpe &

(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 siore nearest the Joint Property where such Materxal is nor-
mally avauable : )

(b) ‘Movement of 30 000 pounds or more shall be pnced under provxsrons of tubular goods prxcmg in Para-
graph 2A(1) of ‘this Section IV. T :
(3) Other Matenal shall be prlced at the current new price, in effect at date of movement as hsted by a reliable -

supply store or £.0.b. railway receiving point nearest the Jomt Property where such Material is normally

available. ,

sy

. B. Good Used Material (Condition B)
Materlal in aound and aerviceable condition ‘and suitable for reuse w:thout reconditioning:

(1) llaterial movedtotheJoint Property ,
(a) At aeventy-ﬂve pereent (75%) of eurrent new price, as determined by Paragraph 2A of this Sect:on IV

(2) llaterial moved from the Joint Property '
v aeventy-five pereent (75%) ‘of current new price, as determined by Paragraph 2A ot this Section IV,
N 4 llaterial was origmally charged to the Joint Account as new Matenal or

- o e e gk 1L iy e S v o e A+ e 4k §roan e ot
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. The expense ‘of conductlng periodic Inventories shall not be charged to the Joint Account unless agreed 1o by the

»Parues : -
) : : VI. NISCELLANEOUS

i{xduct,'es’compu
- {nvolved. The ‘term ! quarterly percentage change 1n GNP 1mplflc_i_t pr

ee'means the quarterly percentage change in the GNP Amplicit price de-|™ .-
> computed and published as an ‘annual. rate by the Department of Comme?ce S

¥
Py

(b) at sixty-tive percent (65%) of curreiit new price, as determined by Paragraph 2A of this Section
1V, 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 transterring property.

C. Other Used Material (Condition C and D)

{1)'Condition C
Material which is not in sound and serviceable condition and not suitable for its original function until
after reconditioning shall be priced at fifty percent (§0%) of current new price as determined by Para-
graph 2A of this Section IV. The cost of reconditioning -shall be charged to the receiving property, pro-
vided Condition C value p.us 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 thhout prior approval

of Non-Operators,
D. Obsolete Material
Material which is serviceable and usable for its original function but condition and/or value of such Material

is not equivalent to that which would ;ustlfy a price as provided above may be specially priced as agreed io by
the Parties. Such price should result in the Joint Account being charged with the value of the service ren-

dered by such Material.
E. Pricing Conditions

(1) Loading and unloading costs may be charged to the Joint Accatint at the rate of fifteen cents (15¢) per -

hundred weight on all tubular goods movements, in lieu of loadmg and unfoading costs sustained, when
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section II

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

Whenever Material is not readily obtainable at published or listed prices because of national emergenexes strikes
or other unusual causes oveér 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 provxdmg suchMaterial,’in making it suxtable 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 Opeiator within ten days after réceiving. mnotice from Operator, to furmsh in kind all or part of his share
of such Material suitable for use and acceptable to Operator.

Wananty of Material Furnished by Operator ,
Operator does not warrani tiie¢ Material furnished. Tn case of defective Material, credit shall not be passed to the
nannfc

Joint Account until adjustment has been received by Operator from the manufacturers or their agents.

V. lNVENTORlES

The Operator stiall maintain detailed records of Controllable Material.

Periodic Inventories, Notice and Representation

At reasonable intervals, Inventorles shall be taken by Opnrator of the Joxnt Account Controllable Matenal
Written notice of intention to take inventory shall-be given by Operator at least thirty (30) days before any inven-
tory is to begin so that ‘Non- Operators may be represented when any inventory is tsken. Failure of Non-Operators
to be represente'i at an inveniory -shall bind Non-Operators to accept the inventory taken by Operator.

, Reconciliation and Adjus(ment of Inventories

Reconciliation of a physical invéntory 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 shortages, but Operator shall be

held accountable only for shortages due to lack of reasonable diligence.

Special lnventorles . .
‘Special Inventorxes may be taken whenever there is any sale or change of mterest in the Joint Property It shall

,: be the duty of the party. selling to notify all other Parties as quickly as possible after the transfer of interest takes
place.: In such cases, both the seller and the purchaser shall be governed by such inventory.

Expenu of Conductlng Periodic 'Inventories

ost recent ca'lendar quarter for which such quarter'ly percentage

each year.

{
1
b
H
i
H
i

as been so published ‘at lesst 8 days before the begining of January
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agr ement -and & well cost ystinaue,'ali for your approval

‘that~you inform me as to whether o. not

Hay 30, 1980

Dr. Eugene P. Mathias
12027 Venice Boulevard
Los Angeles, California 90066 ‘
Re: Proposed Joint Dakota Test Well,
SH/4 SW/4, S1-T30H-R12W,
San Juan Co., Hew Mexico

Dear Dr. HMathias,
o

‘One month 'ago 1 wrote to vou’ propos1ng that you join with me
and. South]and Roya]ty Company in poo]1‘g‘our respectlve 0il and gas
leases in the south half 'of section 1 Tow 30 North, Range 12 West,
N.M. P.M. in_San Juan_ ‘County, HNew Hex1co“to form”a 320 ac¢re drilling
‘unit on wh1ch we would then drill a 6880 ft. Dakota test well. The
letter 1nc1uded a commun1tlzat1on agreerbnt, ;vproposed operat;ng
I have
since rece1ved a favorable: ‘response from SouthYand Royalty, but have
not heard from you to date. Hould you please respond - to my 1nqu1rv
as-soon.-as poss1b1e. ‘indicating whether or not you vwill join in the

ar1]11ng of this" proposed well? The increase in ar1||1ng activity

" has created both scarcity of available drilling rigs and a slow-down

in governmental clearances and; as it is my intention to: drill this
well at - least by fall .and certainly during 1980, 1 urgent]y request

“Vou e]ect to join the proposed
well. Thank you. .

IVery’tru]y'yours;

Tom“Bolack

. ce: "Southland Royalty Co.
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KEEPING OUR LANP PRODUCTIVE ¢ = B){QLI)IFJG NEW MEXICO

EXPERIMENTAL FARM AGRICULTURAL RESEARCH

N
B Souart Ruaix
Y mirssae
Tor BOLACK, DWNER

RT. 3 SOUTH, BDX 47
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June 17, 1980

Eugene P. Mathias, M.D.
12027 Venice Boulevard
Los Angeles, California _
Proposed ‘Joint Dakota Test Hell,
SN[4‘SH/4,VSI—T3ON#R12w,

San Juan Co., New Mexico

Dear Dr. Mathias,

.. With regard to your 21 ;

acres in‘the,abovefpropred;dri]]ing ock, my preference is still
that you join in the drilling of the“proposed well, "I was hopeful
thatayougwoﬁ}djhave;sighed and returned the communitization and
‘operating agreements and'weii,coﬁt ¢§timate'sent“to‘yOUfover~two»
mo?§hs ago by now so that I could proceed with the drilling of the
well. -

13 Yetter offerifig to sell your 40

N | am reluctant to make an offer for your acreage primarily
because i;_is,burdénedgwith-what’lﬁthiﬁk isfan‘eXceSSive‘Qverrid—
ing royalty, if,theginformatfdn’fhétﬁl‘haVe is correct that there
is_30%fingqutstqndiﬁg'roya1ties,agaiHSt‘the jease. Also I would
‘be interested;ph1y:in‘the‘50uthef“'40 acres, s the adjoining 40
acres to the north that you ‘ment n'as'being ¢6mmﬁhitized1for,the
Amoco #1-A Scott well, would appear. tc be committed already to a
relatively weak well showing declining production. If this 40 acres
is,a1so,hurdened_w11h“high overriding royalties, it would be even
less attractive. ‘
" However in the interests possibly of speeding the:drilling of
'thEWWéillglaam_WTTliﬁgﬁto=make'an“bffét‘tO,purthase your acreage,.
if_you’wi1}“éct“pfdmb§1yﬂohfthe*offgn3 VIf your»net_rgve“xe»ihterest
in the N£/4jSEl4“of‘sectidnil,'T30NfR12N, is ‘findeed 70%‘and -you re-
_present that’you:own this oil and as interest, 1 will pay you.
v"sz,OQOprrﬁthat’{ﬁf§F€§t.'“1f you r?Quire*S¢1lingfa"pdekdge'of,the_A
~.ful1-80 acres, I would need to know a]T‘pf'theicommittméhts'attached

poa
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Page 2

to the northern 40 acres, including information on the royalties,
overrides, terms of the Amaco operating agreement, etc. But if
the net revenue interest is the same as the southern 40 acres and
if the Amoco operating agreement is of a standard nature, I would
be willing to add an additional $1,000 for this intcrest for a
total of $3,000 for the 80 acres. This offer would be conditioned
upon your providing me with the complete documentation of your
ovnership and the terms and provisions of your obligations.

m surc that you are aware that the state of MNew Mexico has

ed-pooling provisions in its regulation of 0i1 and'gas opera-
tions. These rulings provide that if a leasehdlder in a drilling
block will not agree to join with the other Teaseholders, who are
desirous of dilling the block, then the other leaselolders may
request a hearing with the 0i1 and_Gas’thservatibnvﬂiVTsTOh for

Lo proceed with the drilling. Because there has been a

| 1derable time since I made my original drilling préposal to
”ypﬂ;uithoq_mreSpdhse‘on~ydﬁr part, and because our other partner,
SOuth]and’Rbyélty;Cpa,vhas executed thefféQUirédfagreements,and is’

also eager to comme éé”ﬁhe”driliin9 Of:?hﬁfodPOSQdJWﬁll.;IgE.ﬂn;,_

estly reque \*fhﬁﬁiyouigivasprcﬁpt*cansipéfétibqffir§t”f6fjbﬁh,ng_VJ
us -in the drilling .of tle well by executing the agreements previously

. sent‘fO‘yOGQ;thfailing that, to inform me soon if my offer to pur-
chase-your‘intérégts is .acceptable, » :
. 1f I do not hear from you before the firs¢ qf,this”chmihg_moﬁth,
it Will be necessary for me totask_forgg&hegring'befOre;the*Oila;ﬁdS'
Gas Conservati n Division to request that your acreage in the south

half of section 1 be force-pooled for the proposed Dakota test.
Please let me hear from you soon. ' ‘ -

- Very truly yours,

Ve brizi

Tom Bolack
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June 24, 1980

~

Dr. Eugene P. Mathias

12027 Venice Boulevard
Los Angeles, CA 90066
Proposéd‘Jbint”DHKOtadTGSt Well,
SW/4 sW/4, S1-T30N-R12W,
San Juan Co., New Mexico

Dear Dr.'Mathias,

In responseto your request for documentation on the State of

fNeW?Me3i§bf#pﬁegulatjqnsigﬂ onpulsory pooling, 1 am enclosing
(lj;a;copy;Offtheiact“ﬁéﬁta y*tO»statutOry,uni g-a,

op , tization, (2

copy of the draft form showing the typé‘ofjjnfbrmainnfcon51d¢fed
by the 0i1 conSerVatiOn‘UiviEiOnMin‘a'compHTSOry pooling hearing
and (3)}a~copyvofha recent docket for the 0.C.D, showing four cascs

‘ihvo]?iﬁg cbﬁﬁhlSdry'br*fdrced;pooling requests by various operators.

- in the Anoco we
- ¥sfactory exper

As statad in my Yast letter of June 17, I am still hopeful
wypu;wi1]‘givejserigUsfqonsfderatipn‘to;jOiﬁiﬁg'Southlaﬁdedy-

alty ‘and me in the“dfﬁl]ingfdf”this proposed well. My -evaluation

of the economics involved indicates that, even with your owning
only a 70% net revenue and’ ha g excessive lease acquisition
costs, you could still»make[a¢rea§oﬁable”prbfit from joining in our
1 believe an -independeit evaluation by competent technical

UIdiyerify this,

€ ,%If§1§9ﬁfecbgﬁiiefxp”'"'é]uctahée to join because you
x?Paidfﬂﬁat,ﬁipﬁmY“Obi*1ﬁh31Was an exorbitant price for
2 by either - rds, that you have an
: ‘ase and that your joining
1ﬁ§“1es$-thanésat-_
rations are reflected
e, but it is an offer
ces as I understand

=
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Dr. Eugene P. Mathias c-
June 24, 1980 : ‘ .
Page 2

your interest are correct, If they are incorrect 1 would appreciate
_knowing it and I 'coyld then perhaps revise my offer,

0i1 Conservation Bivision for a compulsory
ional time and expense, I am

of $4,000 for the 80 acres. Again a

: irt sary, as I am obliged to proceed

With”a”réqUest for. a combuJSory‘pob]ing hearing very soon due to the
time constraints, Please let me hear .

from you.
] %

Tom Bolack . L '\\\\\

Very truly yours

)

¢
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ECONONIC EVALUATION OF DR, E.P, MATHIAS INTEREST
IN THE BOLACK #1 TOMMY BOLACK WELL

Assuming Dakota gas production = | o
A. July, 1980, NGPA Section 103 price=$2.255/HM Btu
1. Btu adjustment (assume 1100 Btu)=2.481/MCF ‘
2. Pressure base adjustment (to 15.025 psi.)=2.53/MCF
3. Taxes @ 7%=$0.177

4. Royalties @ 30%=0.759

Dakota well=$426,805 (from AFE); Mathias portion (1/8)=$53,350;

. e o S Net price=$1.594/MCF
To rec0ver.$53,350@$1.594/MCF“netkwili_require_ -

» 32,469MCF production to Mathias int., or
267 ,754MCF ‘production from the vell,

produce 267MMCF from the Texd€o#1 Barton ‘took approx. 18+ ywe.
A from the Amoco#1 S¢ itjtookuapprox._lT.ofyrgﬁv
from the Consol.#1C ayton took approx, 11.7 yrs.

from the Beta#1 St.GasCom.A took approx.15+ yrs.

“Assuming an 11 yr. recovery (the best) and further ‘assuming
a 12% interest rate (current prime plus 1%) compounded semi-
e e il A e ] oo annually oo
~then $53,350 has an undeferred value of $181,367; |
‘ a present worth® factor of 0.2330; and
a compound amount factor of 4.29

if a 9%-pér-yean;infTati6n'raterisfadded,
Then'ﬁheyllgyéér;recoveryTresults'in
an undeferred value of $478,877;
a present worth factor of 0.1114; and
a compound ‘amount factor of 8.98
Dakota/Ga]Iup“duil'we]ﬁ#$503;140f(jrom'AFE); ,
, L "Hathiés'prtﬁqhé$35;082" . o
A. Again assuming Dakota gas production only (Hathias does
- not share in Gallup produi ‘
B. To recover $35;p§g@§];59ﬂ]HCF'net'Wil]ﬁnéquire_
’ 225 009MCF production to Mathias int., or
-~ 176,070MCF production from the well

vrfr@mMthefﬂﬁbCQ#LSCOtt?tbOKTénﬁFbxggﬁ;ﬁ'yVS~

_ C. To produce 176MMCF ffbm’théﬁieiécd#jF&Fton”took&approx.'13;3 yrs.

4
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* from fhe'ansdliﬂlfClﬁjfén“tdﬁk‘hppfﬁﬁ;'558’yks.-‘ AR
from the Beta#] St;GaSCom;A took approx. 14.7 yrs, ‘

N A
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ction) to bring net price of $];594/MCF, the#f*;




D. Assuming a 10 yr. recovery (an average), and further assuning
a 12% interest-rate compounded semi-annually, then
$35,082 has an undeferred value of $119,263;
: a present worth factor of 0.,2942: and

a compound amount factor of 3.40; or

L RN N TR R e e g

E. Assuming a 5.6 year recovery (the best} then - : .
$35,082 has an undeferred value of $63,563; : T DRSS

a present viorth factor of 0.5519; and :
a compound amount factor of 1.81.

F. If a 9% per year inflation rate is added, then _

the 5.6 year recovery results in o : : R
an undeferred value of $107,224;" R TRt B
a present worth factor of 0.3272; and D
a compound amount factor of 3.06. ' R e

July, 1980

-
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DAKOTA OIL & GAS PRODUCTION HISTORY
SELECTED WELLS ADJACENT TO FEDERAL LEASE N4-02707
SAN JUAH €O., NEW MEXICO -

July 1980

TEXACO #1 BARTOH " ~AHOCO #1 SCOTT GU SOUTHLAND ROY #1 ZACHARY] CONSOLID. #1 CLAYTOH '1 BETA #1 ST. GAS COM A
_SE ¥ 12-30K-12H , SHE UE 1-30H-12H - .. SE NE 2-300=124 . SiHE 2-30N-120 SE_SY 36-31H-12W
YEAR JITICF [ BBLS|. CUIl HACF || MCF BBLS | CUH MHCF i WCF BBLS | CUIT AITCF_§ icF BBLS _[CUM _INCF_|| WCF BBLS ] CUH FACF
1962 (1 16,505] 682 | (6 nos.) I 54,527 | 1,418|(12 mos) '
1963 |I'12,005] 989 | 28.5 : 40,009 | 5731 94.5
1264 || 1 6,345] 640 | 34.9 '58,992 11,255 { (8 mos.) 27,540 285} 122.1 o 1.
1965 [[10,308]7654 | 45.7 41,625 68 | 100.6 4,249 1604 | (5 mos.) | 23,444 1 243| 14555 29,543 | 15232 | (6 mos)
1966 {|. 7,286} 457 | 52.9 29,018 1| 1296 § 1,717 222 | 5.9 18,369 | -186] 163.9 28,351 926°| 57.9
1967:1..9,823| 415 | 62.8 265877 0 | 156.5 (1 yr.) 19,104 1911 183.0 18,955 484 .1 76.9
1968 [1:125670 | 37 75.4 21,478 0| 178.0 16,924 1441 200.0 11,0881 269 | 87.9.
1969 || 12,056 ] : . 87.5 6,262 0.} 184.3 15,068 190{ 215.0 4,211 160} 92.2
197011 1343531292 1100,9 22,908 0 | 207.2 '13,953°|, 55(.229.0 5,373 139°1.97,5
1971 |116,056 17265 1 116.0 12,334 6| 219.5 13,149 194] 242.1 16,820 | - 341 | 114.3
-1972 1 145663 |° 287 1131.6 ‘11,881 0 | 231.4 15,893 396] 258.0 13,3421 187 }127.7
19731114,9961°292 | 146.6 14,545 0 | 245.9 12,322 64| 270.3 5,241 144°1132.9
1974 H'16,285]:192 [162.9 ©13,763 77 | 259.7 11,474 0} 281.8 6,709 1 . ..01139.6
1975111551471 766 1178.0. ::24;.;339.. RS T BrY Y S | ‘12,424 O 294.2 13,500 129 |'153,1
L1076 13;s§7 96 1191.9 23,176 0| 307.2 11,376 0{ 305.6 7,427 43 1160.6
- 197711135 205.2 11,377 0| 318.6 12,348 0] 317.9 5,369 50 | 165.9 -
19781 11 216.5 13,779 0| 332.4 12,004 .0].329.9 2,601 0]168.,5
1979: 228.7 12,680 o) 34510 11,146 Of 341.1 6,406 0}174.9
lst %180 ll 61345 2366 Il 57026 ] 343.4 5,636 | 346.7 4,336 179.3
{18 yrs) " (16% yrs (184 yrs) {18 yrs)
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Page 2 of 2
Exaniner Hearnng - Wednesday - August 6, 1980 . . Docket No. 25-80

CASE 6992: Application of Amoco Production Company for an NGPA determination, Lea County, New Hexico.
Applicant, in the above-styled cause, seeks a new on3hore reservoir determiration in the Morrow forma-
tien for its Anderson 3 Com, Well No. 1 in Unit R of Section 3, Township 16 South, Range 32 East,

CASE 6956: (Continued from July 9, 1980, Examiner Hearing)

Applxcat1on of Amoco Production Company for an NGPA determznatxon. Lea County, New Mexico.
Applicant, in the above-styled cause, seeks a new onshore reservoir determination in the Horrow
formation for its State "GH' Well No. 1 located in Unit. F of Sectien 21, Township 1% Socuth, Range -
35 East,

{Continued from July 9, 1980, Examiner Hearing)

Application of Amoco Production Company for sn NGPA determination, Eddy County, New Mexico.
Applicant, in the atove-styled cause, seeks 2 new onshore»reservoxr determination in the Morrow
formation for its State HK Com Well No. 1-located in Unit L Gf Section 6, TOHnShlP 24 South, Range
25 East,

Application of Tom Bolack for compulsory pooling, San Juan County, New Mexica.

Applicant, in'the above-styled cause, seeks an order pooling all® mineral interests in the Dakota
formation underlying the S$/2 of Section 1, Towynship 30 North, Range 12 Hest, to be dedicated to a
well to be drilled at a stardard’locition thereon. Also to be considered will be the cost of dril-
ling and completing said well and the allocation of the cost thereof as well as actual ‘operating
costs and charges for supervision, designation of applicant as operator of the well, and a charge for
risk involved in drilling said well.

CASE 6994 Applxcatxon of Enserch Explorat1on, Inc.” for compulsory poollng, Lea County, New Mexico. -
Applicant, in the above-styled causeé, seeks an order pooling all mineral interests in the WOlfcamp
thru Siluro-Devonian formations underlying the N/2 of Sectxon 14, Townshlp 25 South, Range 34 East,
to be dedxcat~ well to ha drilled a2 2 standard 1ocatici ihereon. Aiso to be considered will
be the cost ‘of d lxng and complec1ng said well and the allocation of .the cosi thereof as wetl as
actual operating costs aad charges for supervision, designation of applxcant as operator of the well,
‘and a charge for risk 1nvolved in drllllng gsaid wall.

'CASE 6995?‘ ApplxcaC1on of Pétro-Lewis Corporation for downiole commingling, Lea County, Rew "Mexico.

Applxcant, in the above—styled cause, seeks apptoval for the downhole commingling of Penrose Skelly,
Blinebry, and Drinkard production in the wellbore of its L, G, Warlick Hell No, 2 located in Unit B
~of Sectxon 19, Tounshlp 21 ‘South, Range 37 East.

"~ CASE 6996: Applxcatxon of John E. Schalk for compulsory poolxng, Rio Arriba County, New Hexico.

Applicant, in the above-styled cause, seeks an order podling all nineral interests in the Blancoe

. Mesaverde Pool underlyxng the NE/4:of Section 8, Township 25 North, Range 3 West, to be dedicated to
a well to be drilled at a standard locatlon thereon. Also to be consideréd will be the cost of dril-
ling and rompletxng said well and the~allocation of ‘the cost thereof as well as actual operating
costs and charges for supervision, designation of applxcant as operator of the well, and a charge for
risk- involved in drilling said well.

CASE 6982: (Continued from July 23, 1980, Examiner Heatring)
In the matter of the hearzng called by the 011 Ponservatlon vatsxon on its own mbtxon to permit

Aminoil USA to appear and show cause why its 1980 Flaii of Operation/Development for its Willow Lake
Unit Area, Eddy County, New Mexico, should not ‘be disapproved.

" CASE 6997 Appltcet10n of Benson-Hontxn-Cteer Drxllxng Corpotatxon for amendment of pool rules, Rio Arrxba

County, New Mexico: - Applicant, in the above-styléd cause, seeks the amendment of the Specxal Rules
and Regulatxons for the West: Puerto Chlquxto-Hancos 0il Pnol, as promulgated by Order No. R-2565 B,
) uhxch currencly preact.be 320-acre spacing for pool, .
,Appllcant proposes that said rules be amended to provide for 640- -acre spac1ng units with wells to be
< located within 165° Eeet of the center of a governmental quarter sectxon.

Appltcant further seeks approvnl for the folloutng non~standa'd‘spac1ng unlts 1n Townsh1p 24 North,
- Bange 1 East: - two 640-acre units being the E/2 of Section 7 and W/2 of 8, and the W/2 of Section 17
- :'and’E/2 of 18; and: two. 480-acrc units being the N/2 of Section 19 and NWI& of 20, and the $/2 of Sec-
.tion 19 and SH16 of 20; in Township 24 North, Range 1 West: a 320-acre unit being. the N/2 of Section °
. 1.and two 640-acre units being tha NJ2 of Section: 4 nd’ /2 S 23 and 24~ also i
. the follouxng eight 660-acre unxts. the W/2 of Sectlon 29 F ‘of:30, . ship ‘_“ , Range 1~

85 the W/2 of Sections 5 and 8; the-%/2 of Sections 17 and aqd the W/2-of Sections 17 and 20, ‘all

'iin Township 26 North, Range 1 west. the W/2 of Sections 1°and 12, and*the W/2 of Séctions 13 and 24,
- all in Township 27 North ‘Range 1 West; also. three 600-acre units being the W/2 of Section 25 and all

" of 26, all of Section 27 and the E/2 of 28; and the’ W/2 of Sectxon 28 and all nf 29, Township 27 North,

: lln;n 1 Heot, and one 400-acre unit in the same township comprising atl of Sectlon 30

i
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81l WEST APACHE
P.O. BOX 288

RMINGTON, NEW MEXICO 87401

JAMES B. COONEY(190a-1970)
RICHARD T.C.TuLLy
OIRECTORS:

KENDALL 0. scuirnken
JOHN R.COONEY
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July 10, 1980

“Joe D. Ramey

Division Director . , .
New Mexico 0il Conservation Division
P. O. Box 2088 "

Santa Fe, New Mexico 87501

Re: Application.for‘CompUISOry Pooling
San Juan County, New Mexico

‘Dear Mr, Ramey:

1. ree copie: the Application.
2. Three - pies of a Certificate of Mailing stating
Eugene P. Mathias, all~other‘woxking,in+
terest owners in the Dakota Formati
of the above-describéd S
, GeOlégical,Survey,
‘trict III office of tt
Division have been notifiead
It would be appreciated if YOu would place this Application for-
hearing on or after August 6, 1980.
Tﬁank‘You in‘§dvan¢e for<yqur>assistan¢é and‘cgdpe;atidn in this
matter, Please advise: if you need further information.

3

’Sincerely,

Richard T. C. Tully

RTCT:cb
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DISTRIBUTION

1. Frank Chavez, Supervisor &“ T -
District III Office
‘Energy and Minerals Department ;

New Mexico 0il Conservation Division
1000 Rio Brazos Road > - f : -
Aztec, New Mexico 87410 _ e

2. Jim Sims, District Engineer
U. S. Geological Survey
Post . Office Box 959 s _
Farmington, New Mexico 87401 ' . ” . ‘ .

3. Dr. Eugene P. Mathias
12027 Venice Boulevard :
Los Angeles, Califorqia 90066

4. Larry Van Ryan

Production Superintendent
‘gonthland Rovalty Company

. pPost Office Box 570

Farmington, New Mexico 87401

‘5, Tommy Bolack and Teriy Bolack;

‘ Co-Personal Representatives of the
Estate of Alice N. Bolack, Deceased
-Route 3 South, Box 47 ‘
sFarmington, New Mexico 87401
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STATE OF NEW MEXICO ,
ENERGY AND MINERALS DEPARTMENT
OIL CONSERVATION DIVISION

IN THE MATTER GF THE APPLICATION _
OF TOM BOLACK FOR COMPULSORY POOL- case No. (L 773

ING, SAN JUAN COUNTY, NEW MEXICO

APPLICATION

COMES NOW Tom Bolack, by his attornej, Richard T. C. Tully,
and, as provided by Section 70-2-17(0), NMSA 1978 Compilation,
hereby makes apblication for an Order pooling all of the mineral
interests in and under the S/2 of Section 1, Township 30 North,
Range 12 West, NMPM, San Juan Cdunty; New Mexico, and in support
thereof further states: ¥

1. Applicant proposes to dedicate the S/2 of the ahove-
mentioned Section 1 to a well tojbefdrilied”to test the Dakota
Formation within the boundary of the proposed pooled unit.

2. Applicant is the owner Of 50% of the working interest

in and under the S/2 of the above—mentloned Section 1, and Appllm’

»cant has the rlght to drlll thereon.

3. Appllcant has sought and at the time of filing this

s

Application has been unable to obtain the voluntary agreement or

consent to join in the drilling of the well from the following

‘operators:

Name . Interest
Dr. Eugene P. Mathias 12356%‘Workiﬁ§‘1nterest,

k'ég fTo the best of the Applicant's information and belief,

the address for Dr. Eudene P. ‘Mathias is 12027 Venice Boulevard,

Los Angeles, Callfornla 90066

5. The poollng of . the above 1nterest and the completlon of

‘thls well w111 av01d ‘the drllllng of unnecessary wells, it will

'further protect correlatlve_rlghts,vand it will preventfwaste.
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6. In:ordér to permit the Applicant to obtain his just ana g
fair share ¢f the oil and gas underlying the subject lands, the
mineral interests shonld be pooled and the Appllcant should be
designated as the Operator of the well to be drilled. !

WHEREFORE, Applicant prays that this Application be set for

hearing before the Division or the Division's duly~appointed

examiner, and that after notice and hearing as required by law
the Division enter its Order pooling all of the mineral interests i

the Pakota Formation underiying the S/2 of Section 1, Township

[e)
~

h

30 NOrth,“Range 12 West, NMPM. Applicant further prays that he

be named Operétor of the well, and that the Order make provision

for the AppliCant to recovef out of production his costs of drilling,
completing, equipping, and operating the subject well, including.
costs of supervision and overhead charges, and éArisk factor in the
amcunt of 200% for the risk assumed by the Applicant in drilling,
completing, and equip?ingxthe well, and Such other and further
relief as may be proper.

Respectfgii§’$ﬁbmit£ed,'

TOM BOLACK

~ v-wgr
Richard T. C. Tully :
Attorney for Appllcant
.JAMES B. COONEY, P.A.
P. O. Box 268
Farmington, New Mexico 87401

505-327~3388

CERTIFICATE OF MAILING

I hereby certlfy that I mailed a copy of the foregoing Appllca—
tlon to Dr. Eugéne P. Mathlas at 12027 Venice Boulevard Los Angeles,

Callforn;a 90Q§6 by "Certlflgq Mall - Return‘Recelpt Requested"’and

Baggesy




by First Class Mail, pre-addressed and postage pre-paid, to all
other working interest owners in the Dakota Formation in the
S/2 of the above-described Section 1, the United States Geological

Survey, and the Supervisor of thé District III Office of the
‘ ntk B

New Mexico Oil Conservation Division on the || = day of

=

nlvy,
Y

1980.

Je.5N

Richard T. C., Tully
Attorney for Applicant
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W\ JuL1l4 1980]3
OIL CoNg -
. NSfRMNNON
| STATE OF NEW MEXICO | SANTA FE 0N
! i ENERGY AND MINERALS DEPARTMENT :
| | OIL CONSERVATION DIVISION | ;
3 : ,
; g B ;
' ! IN THE MATTER OF THE APPLICATION
=& OF TOM BOLACK FOR COMPULSORY POOL- case No._ (993
% ING, SAN JUAN COUNTY, NEW MEXICO 3 - -
! : _ :
§ | APPLICATION
i
H

COMES NOW Tom Bolack, by his attorney, ﬁichafa'w. C. Tully,
and, as provided by Section 70~2-17(C), NMSA 1978 Compilation,
hereby makes application for an Order pooling-all of the mineral
interests in and under the S/2 of Section 1, Township 30 North,
Renge 12 West, NMPM, San Juan County, New Mexico, and in support

:thereof further states: ‘ |

1. Applicant proposes to dedicate the S/é of the above-
mentloned Sectlon l to a well to be drilled to test the Dakota
Formation w1th1n the boundary of the proposed pooled unlt.

2. Appllcant is the owner of 50% of the wdrking-interest

in and under the S/2 ‘0of the above-mentioned Section 1, and Appll-

‘cant has the rlght‘uoidr;ll‘thCreon;

3.*,Applicant has sought and at the time of filing this
AppliCatiOn has been unable to obtain tﬁe,voluntary agreement or
consent”to join in the drilling of the well from the following

‘operators:

Name Interest
Name . ) thterest
Dr. Eugene P. Mathias 12.50% Working Interest

4. To the best of the Applicant's information and belief,
,Athe address for Dr. Eugene P. “Mathias is 12627‘Venice Boulevard,

’

Los Ange‘es, Callfornla 90066.

5. “The poollng of the above 1nterest and the completlon of

fgth1s well w111 av01d the dr1111ng of unnecessary wells, it w111

""ﬁafurther protect correlatlve rxghts, and 1t w1ll prevent waste.




i 6. In order to permit the applicant

fair share of the oil and gas underlying the subject jands, the

hould be pooled and
~f the well to be drilled. o B ; .

mineral interests s the Applicant should be 1

LN adbn
—

[

i

% to obtain his just and }

{

] ,_,u,.(l, —— - -l RN A -

| I Gesignaied as +tho Cpcr

| -3

- WHEREFORE, Applicant‘prays that this Application be set for
E_‘<g1f hearing before the Division or the Division's duly-appointed |
B ‘ examiner, and that after notice and hearing as required by law :

1ing all of the mineral interests

B

e

the Division enter its Oxdexr PpoOO

ying the s/2 of Section 1.
prays that he

[t]

]
9
3
m
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of the Dakota Formation underl
applicant further

30 North, Range 12 West, NMPM.
pe named Operator of the well, and, that the Order make provision
for‘the:Applicant‘to recover out‘of production his costs of drilling, : ’
coﬁpleting, equippihg, and operating the sub
7 4 ‘overhead charges, and a risk factor in the e S SR
X e Applicant in drilling, v  ij- , :? ’ :

ject well, including -

costs of supervision an
“amount of 200% for the risk agsumed by th
cémpleting, and equipﬁing the well, and such other and further

‘relief as may be proper.
'Respeétfhlly subnitted,

TOM BOLACK ‘ . '
Attorney for AL
JAMES B. COONEY, P.A.
p. 0. BoX 268
Farmington, Nev
505-327-3388 '

; Mexico 87401

CERTIFICATE OF MAILING

1 hereby certify that I mailed a copy of the,foregoing'Applicar
tion to Dr. Eugene P. Mathias at 12027 yenice Boulevard, Los Angeles,

wcertified Mail - Return Receipt Requested" and

'Caiifoinia 90066 by
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by First Class Mail, pre—addressed and postage pre-paid, to all

other working interest owners in the Dakota Formation in the

sS/2 of 't‘h‘e‘ 'aboaié‘—des’cribed Section L, the uUnited states ©F
pistrict III Office of the
'fL

suarvey, and the Supervxsor of the

New Mexico 0il Conservation pivision on the day of July,

19804.' | <j}Q 9\)(3(:&8/

Richard T. Tully
Attorney for Appllcant

%
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"OF TOM BOLACK FOR COMPULSORY POOL-~

STATE OF NEW MEXICO -
ENERGY AND MINERALS DEPARTMENT
OIL CONSERVATION DIVISION

IN THE MATTER OF THE APPLICATION

case No. (6993

ING, SAN JUAN COUNTY, NEW MEXICO

APPLICATION

COMES - NOW TOm Bolack, by his attorney, Richard T. C. Tully,

and, as provided by Section 70-2-17(C), NMSA 1978‘Compi1ation,

_hereby makes application for an Order pooling all of the mineral

interests in and under the S/2 of Section 1, Township 30 North,
Rahge 12 West, NMPM, San Juén Cbunty, New Mexico, and in support
thereof further states:

1. Applicant proposes to dedicate the 8/2 of the above-
mentioned Section 1 to a well to be drilled to test the Dakota
Formati6n1Withih the BOundary of /the proposed pooled unit.

2. Applicant"is the owner of 50% of the working intereét

in and under the S/2 of the above-mentioned Section 1, and Appli-

Y
i

cant has the right to drill thereon. | {
. 3“ .“‘ 5 .t

3. Applicantkhas sdught and at the time of filing this’

Application has been unable td‘obtain:thefvoiuntary agreement or

consent to join in the drilling of the well from the following

operators:

'Name Interest

Dr. Eugene P. Mathias 12.50% Working Interest

4. To the best of the Applicant's information and belief,
the addréssjfor Dr. Eugene P. Mathias is 12027 Venice Boulevard,
Los Angeles, California 90066 5

5. The pooling of the above interest and the completion of

tﬂiS'well will §v31d théfdrilling of unneceséary wells, it will

further prdtect corréiative!rights, and it will prevent waste.

i
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6. In order to permit the Applicant to obtain his just and

fair share of the oil and gas'underlying the subjcct lands, the

mineral interests should be pooled and the Applicant should he

designated as the Operator of the well to be drilled.
WHEREFORE, Applicant prays that this Application be set for
hearing before the Division or the Division's duly-appointed

examiner, and that after notice and hearing as required by law

the Division -enter its Order pOOIing‘all of the mineral interests

of the Dakota Formation underlying the s/2 of Sectlon l Township

30 North, Range 12 West, NMPM. Appllcant ‘further prays that he .

be named Operator of the well, and that the Oorder make prOVlSlQn

for the Applicant to recover out of productxon his costs of drilling,

completing, equipping, and operatlng the subject well, 1nc1ud1ng

costs of supervision and overhead charges, and a risk factor in the

amount of 200% for the ‘risk assumed by the Applicant in drllllng,

‘comp;ecxng, and eqaipping the well; and

rteg

‘well; ‘and such other and further

‘reiief‘aS'may be proper.
Respectfuily'submitted,

chard T. C. Tully
Attorney for Applicant
JAMES B. "COONEY, P. A.
P. O. Box 268
‘Farmington, New Mexico 87401

505-327-3388

TOM BOLACK

CERTIFICATE OF MAILING

bl

I hereby certify that I malled a. copy of the foreg01ng Applica-

)tion‘to Dr. Eugene P. Mathlas at 12027 Venlce Boulevard, Los Angeles,

california 90066 by’"Certified Mail - Return Receipt Requested" and

N N LR S e e T
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by First Class Mail, pre-addreésed and postage‘pre—paid,to all
other working interest owners in the Dakota Formation in the

s/2 of the above-described section 1, the United States Geological

and the Supervisor of the District IIIX Office of the

New Mexico 0i1 Conservation Division on the l ~ gday of July,

o (R Je 8l

Richard T. C. Tully
Attorney for Applicant

SN




o gTATE OF NEW MEXICO
i ENERGY AND D MINERALS DE PARTMENT
! O1L CONSERVATiON DIVISION

{ IN THE MATTER OF THE HEARING

*‘ AATTLED BY THE OIL CON%ERVM‘ION
. DIVISION FOR e DURPOSE OF -

| CONSIDERING:

i

+

| casE No. 6997

i
‘ order No. B A 5

B

APPLICATION oF TOM goLACK FOR
COMPULSORY POOLING, SAN JUAN
COUNTY, NEW MEXICO.

ORDER OF THE pIVISION

"BY THE vaxsxon-

‘.
1
|

'I‘hi.s ‘cause ca.me on for hearing at 9 a.m. ON Auqust 6
l

19 80 , at santa Fe, New MexicoO. befoic"e-*Exam:,ner Daniel S.

—————'—

NOW, . on this day of___ August o, 1980 __» the Division
L y | *
,“D)irector,"’having considered the testimony, the -record, and the

: reCOﬁ\me‘hdaﬁions of theExam_iner, and being Fully advised in the

. premises:

FINDS=f

,’-—-‘

(i)' That due public sotice having peen given as required bY

1aw, the"Di’viSion, has :)unsdi.’ction of this cause and the subject |

atter thereof .

n (2) ‘ghat the applicant, Tom Bolack

Nutter.

e yom o, P )

o J

; seeks an,‘,or‘d"'er pooling all mn.nerél jnterests intﬁe_\- pakota

|
‘.

o,

1 formation "~ underlying the S/2 ‘

——— 4
, — ,‘

!of gection 1 , Township __ 30 North o Range _12 West I

‘: el T , ¥ y :

) o I,A/L Z’[ L gan Juah county, New \

D
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5that actual well costs should be adopted as the reasonaole well

-2
Case No.
Order No. R-

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

to drill a well at a standard location thereun

(4) That there are interest owners in the proposed proration

unit who have not agreed to pool their interests.

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

w1thout unnecessary expense his juSt and fair share of the gas

in said pool, the subject appllcatxon should be approved by

pooling’allkmineral interests, whatever the may be, within sald

‘unit.

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

(7) " That any non—consentlng working interest owner should

_be afforded the opportunlty to pay his share of estlmated well

costs to the operator in ‘lieu of paylng ‘his snar 6f Teason

“well COScs‘out‘of-productlon.

(8) That any nen-consenting working interest owner who

does not pay h1s share of estlmated"Well costs should have

»Wlthheld from productlon his share of the: reasonable well costs’

plus an addltlonal 200 percent thereof as ‘a’ reasonable charqe

for the risk 1nvolved in the- drllllng of the well.

(9)' That any non-consentlng interest owner should be

‘afforded the opportunlty ‘to object to the actual well”costs but

s

costs 1n the absence of such objectlon.

3

(10) That follOW1ng determlnatlon ‘of reasonable well costs,

any non—consentlno working lnterest owner who has pald hlS

]

share” of estlmated costs should pay to the ooerator any amount

’that reasonable we11 costs exceed estlmated well ‘costs and

should receive from the operator any amount that Fa@d estlmated

'wéll costs exceedjreasonable well costs.

ke ot Ly AT, T

. o—n W a4 T4
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; (11) That $ /O45,00 per month while drilling and

‘* $ ZOO'QO per month while producing should be fixed as reason-
} able charges for supervision (combined fixed rates); that the

ff operator should be authorized to withhold from production the

VAN R MR i

i proportionate share of such supervision charges attributable to

EL ; ! each non-consenting working interest, and in addition thereto, '
the operator should be authorized to withhold from production the
proportionate share of actual expenditures required for operating

" the subject well, not in excess of what are reasonable, attributable

- to each non-consenting working interest.

A e ae v

: (12) That all proceeds from production from theé subject

ijell 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,

sewan e

, ; (13) That upon the failure of the operatov of said pooled
um.t ‘to commence drllllng of the well to which sald unit is ~ AT o,

dedlcated on or before Decembey ' léigo , the order

sa“i'd’in‘jt should become null and void and of no effect 2

i

‘ ;'pool ng- unit
. ; whatsoever. ‘ | - |

i IT 18 'fﬁEREE"ORE ORDERED:

S _ ;(l) That all m1nera1 1nterests, whatever they may be,

1

J.n the Dakota ; formatlon underlylng the S/é'
of Sect:.on 1. ' Tow‘n’Shib 30 North + Range 12 West s '
NMPM, 54,4««4, 'DdJéoJ'd/ p&o'é ffsa,n__ﬂllan County, New Mexico,

are hereby pooled to form a standard ézo — acre gas SpaClng
i ; : g
: !and proratlon unit to be dedlcated to a well to be drllled ‘ i B R I e

o i ‘at ’a standard location thereon.

x

. PROVIDFD “HOWEVFR, that’ the operator of said unit shall-

’ ST commence the drllllng of sald well on or before the -c1r5‘+ day of
SN /Qwé'/wvfy&) ' ng() and shall thereafter continue ‘the drilling

of said well with due diligence to a "d'ep’th sufficient to test the

L

//u,,..

Dakota TN ; - fér:ﬁa‘tifon‘; PR S S R

PROVIDED FURTHER, that in the event said: ‘operator does not

) commence the drlllmg of saJ.d ‘well on or before the _.é,m}- day of
£ b -y 19 ‘é’v ’ Order (L) of ‘this order shall be null Cog ’

and void and of no effect whatsoever. unless said operator _obtalns'

e a tJ.me extens:.on from the . oivmmn for good cause shown. .
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PROVIDED FURTHER, that should said well not be drilled to

i completion, or abandonment . within 120 Jays aftcr commencament

(2) That Tom Bolack is hereby designated

the operator of the subject well and unit,
| (3) That after the effective date of this order and within
0 days prior to commencing said well, the operator shall fgrnish

the Division and each known working iiterest owner in the subject

- unit an itemized schedule of estiﬁated well costs.

(4) That within 30 days from the date the schedule of

 estimated well costs is furnished to him, any n0n-¢onsenting

working interest oWner‘shall have the right to pay his share

Q 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

" not be liable for risk charges.

L

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

':known working interest owner an itemized schedule of actual well

'Lcosts within 90 days follow1ng 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 4§ days followinglreceipt

; , e : . ~ i
: 1% Py SRy e d Y T vy A . ‘ . Sy GIvLT
rwell coats; provlaed-uowever, that 1if there is an»objectlc"

i

L
|
£

——t

3§Of said‘schedulei the actual well costs shall be the reasonable

actual well costs within said 45-day period the Div1 on will
determine reasonable well costs after publlc nothe and hearlng.
:(6) That‘w1th1n 60 days followzng determinatlon of reason- -
t

able well costs, any non-consentlng worklng lnterest owner who

has paid his share of estimated costs in advance as provided

i .

?

|
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|
|
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above shall pay to the operator his pro rata share of the amount

‘charges withheld from production to the parties who advanced

»4)

fproportlonate share of such superv1s1on charges attrlbutable to
‘each non-consentlng worklng 1nterest, and in addltlon thereto, the
Eoperator is hereby authorlzed to w1thhold from productlon the -
’proportlonate share ofiactual eXpendltures requlred for operatlhg

<such’well, ‘not 1n excess of what are reasonable, attrlbutable to

-
Case No.
Order No. R-

that reasonable well costs exceed estimated well costs and shall
receive from the operator his pro rata share of the amount that
estimated well costs exceed reasonable well costs.
(7) That the operator is hereby authorized to withhold

the‘following costs and charges from production: !

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

furnished to him.

(B) BAs a charée for the risk involved in the

N

R
drilling of the well, 206’ percent of the pro rata

TS Y Ry

- share .of reasonable well costs attributable
'to each non-consentlng worklng interest
owner who has not pald his share of estlmated a ;
well costs within 30 days from the date the
schedule of estimated well costs is furnished g
to him.
(8) 'That the operator shall‘distr;bute said ccsts and

il
7

the well costs. -
(9) That $ fDﬁLQ 0O per month whlle drllllna ‘and

$ 200,00

reasonable charges for supervision -(combined fixed: rates); that the

per month ‘while produc1ng ‘are hereby flxec as

gperator is hereby authorized to wlthhold from productlon the

AT : SR S “on N Er 5 X

g L A
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Case
Order No.

(10) That any unsevered minerai interest shall be <O

,a.
Q.a
CD
S

a seven—-eighths (7/8) working interest and a one-cighth (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

i out of production shall be withheld only from the working :

AR e

'interests share of productlon, and no costs or charges shall

be withheld from production attrlbutable to royalty 1nterests.

e W

Spm

)

(12) That all proceeds from production from the subject

well rhich are not “disbursed for any reason shall immediately

A~ - am meRe

i 1 R
e e v it arvan e,

be placed in escrow in - San Juan county, New Mexico, to be - _ e

: - _ .. s ! , : : .
paid to the true owner thereof upon demand and proof of ownership; . F A,

Lo

5

¥ that the operator shall notify the pivision of the name and

ddreSS‘ef said escrow agent within 30 days from the date of ;

L s

‘flrst dep051t w1tn sald escrow

(13) Tuat‘ju sdi“t10n of ‘this cause is retalned for the

: ‘entry of such further orders as the DlVlSlon may deem necessary.

DONE at Santa Fe, New Mexico, on the day and year hereln—

‘above designated.

EEPRRCE b St ot



