STATE OF NEW MEXICO
DEPARTMENT OF ENERGY, MINERALS AND NATURAL RESOURCES
OIL CONSERVATIONBYKIION AM 11 49

APPLICATION OF DEVON ENERGY PRODUCTION COMPANY, L.P.
FOR AN ORDER AUTHORIZING THE DRILLING OF WELLS IN THE
POTASH AREA, EDDY COUNTY, NEW MEXICO.

CASE NO. 13368
CASE NO. 13369
CASE NO. 13372

MOTION OF DEVON ENERGY PRODUCTION COMPANY, L.P. FOR AN
ORDER RE-INSTATING/GRANTING APPLICATION FOR PERMIT TO
DRILL, AND DISMISSING THE OBJECTION OF IMC MINERALS/
MOSAIC POTASH TO THE APACHE 24 FEE WELLS NO. 6, NO.7, AND
NO. 7A.

Devon Energy Production Company, L.P. (“Devon”) hereby moves the
Division for an order re-instating/granting its Applications for Permit to Drill its
proposed Apache 24 Fee Wells No. 6, No. 7 and No. 7A, dismissing the
objection of IMC Minerals/Mosaic Potash to this location and dismissing this

case, and in support of its motion states:

1. Devon Energy Production Company is the current lessee of valid
oil and gas leases from all mineral interest owners covering the oil and gas
mineral rights under Section 24, Township 22 South, Range 30 East, NMPM,
Eddy County, New Mexico. A copy of the Oil and Gas Lease(s) from all mineral

interest owners to Devon are attached hereto as Exhibit A.

2. Devon filed an Application for Permit to Drill (“APD”) three wells
in the SW/4 NW/4 of said Section 24: the No. 6 Well at a location 1980 feet from
the North line and 660 feet from the West line and proposed to drill the well to a
total depth of approximately 7900 feet to test the Delaware formation; the No. 7
Well at an unorthodox surface location 1460 feet from the North line and 1150
feet from the West line to an unorthodox bottomhole location 598 feet from the

North line and 2059 feet from the West line and proposed to drill the well to a




total depth of 7850 feet; and the No. 7A at an unorthodox location 1460 feet
from the North line and 1150 feet from the West line and proposed to drill to a
total depth of 15,500 feet to test the Devonian formation. Devon’s Applications
for Permit to Drill are attached as Exhibit B.

3. Since the proposed wells are within the designated oil/potash area
as described in the New Mexico Oil Conservation Division/Commission Order R-
111-P (“Order R-111-P”), Devon timely and properly notified all potash lessees
within a mile of the proposed well location of its intent to drill. IMC Potash
Carlsbad, Inc., now Mosaic Potash, (“IMC/Mosaic”) is the only potash lessee

within a mile of the proposed well locations.

4. On February 19, 2004, the Oil Conservation Division granted
Devon’s APD to drill the No. 6 Well. The BLM has taken no action on the APD
for the No.7 Well. On September 20, 2004, the Oil Conservation Division

- rejected Devon’s application for permit to drill the No. 7A Well.

5. Kenneth Smith, Incorporated, is the surface owner of the SW/4
NW/4 of said Section 24 and is an interest owner of the oil and gas minerals and

potash minerals located under these lands.

6. Mr. Smith, all other mineral interest owners (which includes the
potash reserves) and Devoh have reached mutual agreement for the development
of the minerals under this land whereby Devon will drill for and develop the oil
and gas under this land and the potash resources under this property, if any, can
thereafter be mined. Attached hereto as Exhibit C is an affidavit from Mr. Smith
supporting the application of Devon for the drilling of the Apache 24 Fee Wells
No. 6, No. 7, and No. 7A.

7. Although IMC/Mosiac does not own potash rights under said
Section 24, IMC/ Mosaic filed written objections with the Qil
Conservation Division’s Artesia Office. On April 12, 2004, IMC/Mosaic
objected after the period for filing objections for the No.6 Well had run




and after the Division had approved the APD. On August 30, 2004,
IMC/Mosaic objected to Devon’s application for the No. 7 and No. 7A
Wells. Copies of the objections are attached as Exhibit D.

8. On September 20, 2004, the Division’s District Office rescinded
Devon’s APD for the No. 6 Well and rejected the APD for the No. 7A Well. The
BLM has taken no action on the No. 7 Well. A copy of the Division’s
September 20, 2004 letter is attached hereto as Exhibit E.

9. Order R-111-P makes no provision for an LMR determination when
the proposed well is located, as here, on fee lands nor does Order R-111-P
authorize a potash lessee to designate a Life of Mine Reserve (“LMR”) area over
lands not leased to that potash lessee. See, Oil Conservation Division Order No.

R-9990, Finding 11, attached hereto as Exhibit F.

10.  In this case Mr. Smith, as owner of the unleased potash underlying

its acreage, has consented to Devon’s drilling of the Apache 24 Fee Wells and
desires to have its oil and gas minerals developed first and in preference to any

potash reserves underlying its fee property.

11.  There is mutual agreement of the owners of the oil and gas
minerals and the potash minerals under the SW/4 NW/4 of said Section 24 for
the drilling of the Apache 24 Fee Wells and the provisions of Sub-part G(e)3 of
Order R-111-P, the provision cited by IMC/Mosaic as the basis for its objection,
have been met and Devon’s APD’s were improperly rescinded/rejected and

should be re-instated/approved.

12.  Devon has followed the provisions of Order R-111-P, subpart
G(e)(2), which requires it to provide notice of its intent to drill to all potash
lessees within one mile of the proposed well location and as provided in sub-part
H of order No. R-111-P. Pursuant to Commission precedent, the APDs of Devon
should not have been rescinded/rejected. Devon is entitled to drill the subject

well as proposed with a representative of IMC/Mosaic present during the




drilling, cementing, casing and plugging of said well to observe conformation

with all requirements of Order No. R-111-P.

13. Based on the facts of this case and clear Commission precedent, the
Division should dispose of this matter without hearing, immediately order the re-
instatement and approval of the drilling permits for the Apache 24 Fee Wells No.

6, 7 and 7A and dismiss this case.
WHEREFORE, Devon Energy Production Co. request the Division:

(1)  apply the precedent established by its Order No. R-9990 to the facts

of this case;

(2) re-instate Division approval of Devon’s Application for Permit to

Drill the Apache 24 Fee Well No. 6, 7 and 7A: and

(3)  dismiss the objection of IMC Potash Carlsbad, Inc/Mosaic Potash

to this proposed well location.

Respectfully submitted,

HOLLAND & HART Lrp

William F. Carr
Ocean Munds-Dry

ATTORNEYS FOR DEVON ENERGY
PRODUCTION COMPANY




CERTIFICATE OF SERVICE
I certify that I have caused a copy of the foregoing pleading to be delivered to
Gail McQuesten, Esq. Attorney for the Oil Conservation Division by Hand Delivery, Dan
Morehouse, Mosaic Potash by facsimile [Fax No. (505) 887-0589] and to Charles High,
Esq., attorney for Mosaic Potash, by facsimile [Fax No. (915) 546-5360] on this 24th day
of November 2004.

‘ -
William F. Carr l
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OIL & GAS LEASE

this 20™ day of October, 2003, berween GEORGIA L. BERGSTEN A/K/A GEORGIA LOU LONDON BERGSTEN m
THIS AGREEMENT made this y - N

{whether one or more) and T. VERNE DWVER, 500 West “Lessoe™ To i 3k Leey Gazer AVenwe ~ V. AMuzcL gt N X754

i LessormconswdmuuofTENANDOTHERDOH.ARSmhandpad,mpIofthushcmby ulawwizdued.mdol‘dnmynhm ided and of the agr of
the Lessee herein contained, hereby grants, leases and lets exclusively unto Lesses for tbe purpose of i pecting, dritling, and operating for miptodu:maoil and gas,
injecting gas, waters, other fluids, and air into subsurface straia laying pipelines, storing oil, building tanks, roadways, |clcphone Imcs and other structures and things thereon to produce, save take
care of, freat, process, store and transport said minerals, the following described Jand in EDDY COUNTY, NEW MEXICO, to-wit:

1P 22 SOUTH. NGEIE

SECTION 24;: SW/4 NW/4

‘al), Swite 310, Midiand, Texas 79701,

Said land is estimaied 1o comprisc 40.00 acres, whether it scwally comprises niore of less.

2. Subject 10 the other provisions herein contained, this lesse shall remain in foroe for a tenn of three (3) years from this datc (called *'primary tenn™) and as long thereafter as oil
or gas is produced ivom said Jand or trom land with which said lund is pooled.

3. The royalties to be paid by Lessee ase: (2} on oil, mdolhuhmudhydrocarbmsuvedulhcwell 3/16* of that produced and saved from said Iand, smme to be detivered

at the wells or to the credit of Lessor in the pipeline to which the wells may be d; (b) on gas, includi head gas or other gaseous substance produced om said land and used off the

i used in the fi ofsmlmemotherpmdaus,d\emfketvnlucallhcwellof!ll“ of the gas used, provided that on gas sold on or off the premises, the royalties shail be J/16*
oflheumum realized from such sale; (c) and at any tine when this lease is not validated by other provisions hurvof and there is a gas and/or condensate well on said iand, or land pooled therewith,
but gas or condensate is not being so sold or used and such well is shut-in, cither before or afier production therefom, then on or befare 90 days after said well is shut in, and thereafier at annual
intervals, Laseemuypnyo!lmdam.d\inceshm-mm)lllyeqlnl!o“ Wpunumofuswr sgasaaeuclhcnheldm\dermuhmbyﬂwmmdun;mhwymemonmdu and %0 long
s said shul-in royalty is paid of tendered, this lease shall not terminate and it shall be considered under all clauses hiereof that gas is being produced from the leased premises in paying quantities.
Eochmhpeynu-m shall be paid or tendered to the party or parties who gt the time of such payment would be entitled to receive the royalties which would be paid under this lease if the well were in

fact producing. Thepaymemmt:nderofmyﬂlmorﬂlul-mroynlnesmybenud:byd:eckmdnﬁ Any timely peymens of lender of sini-in royalty which is made ina bona fide artempt to
make proper payment, but which is emoneous in whole or in part as to parties or amounts, shalt be ient ic prevent ination of duis lease i the same manser as though s proper
payment had been made if Lessee shall correct such error within 30 days after lessee has received writien notice thereof by certified mas from the party or parties entitled to reccive payment together
with such written instruments (or certified copies thereof) as are necessary o enable bessoe to make proper payment. The amount realized from the sale of gas on or off the premises shall be the

price esiablished by the yas salcs d entered into in good faith by Lessee and gas purchaser for such term and under such conditions as are y in the indusiry. “Price” shall mean the
net amount received by Lesser afier giving effect to applicable regulatory orders and after application of eny appli price adj ified in such th onders. Inthe evet
Lessee compresses, treats, purifics, or dehydrates such gas (whether on or off the leased i ports gas off the leased ises, Lessee i ing royalty hereunder may deduct from

such price a reasoable charge for each of such functions performed.

4. This is 8 paid-up lease ang Lessee shall nof be obliyated during the primary term hereof 1o commence or continue any op
berounder in order to maintain this lease in force during the primary term; however, thupmvusnomswmltndedwMmmdmcwhmmlommduummmmmb

the provisions or paragraph 3 hereof.

5. Lesses is hereby granted the right and power, from time to tine, 10 pool or combine this lease, the land covered by it or any pant or horizon thereof with any other land,
mineral estates or parts thereof for the production of oit or gas. Units pooled hereunder shall not exceed the standard proration unit fixed by law or by the Oil Conservation Division of the Energy
mdMmmlsbepmanoﬁhesmeothchxlcoorbynnyotherluwﬁdau(homy rnnheponluuumwhnchmdlmdusmuned.plwnolnmemtcnpaunl. Lesses shall file writien anit
designalions i the county in which the premises are located and such units may be designated from time to time and either before nt after the completion of wells. Drilling operations on or
production trom any pan of any such unit shall be considered for all purposes, except the payment of royally, as opesati ducted upon ar production from the land described in this lease.
There shall be allocated 1o the land covered by this lease included in uny such unit that portion of the totat production of pooled mmer&lsfrmnwellnm:hzmn afier deducting any used in leass or
unit operations, whnohlhznetoulorgasmugemrhelmdcovmdhythshmmcludedmdnnmubwslolhctoﬂlnwnbaofsm‘facemmwm The production so allocated shall be

idered for all purp g the payment or delivery of royalty, to be the entire production of pooled minerals from the portion of said land covered hereby and included in said wnit in the
same mmnuumough produeedﬁmn-s-nd Lund under the 1erms of this lease.  Any pooted unit designated by Leasee, as provided herein, may he dissolved by Lessee by recording an appropriate
instrument in the county where the land is situated at any time after the completion of a dry hole or the cessation of production on said unit.

6. Ifat the expiration of the pmwy(cnn lhmu no well upon said Jand capable of producing oil or gas, but Lessee has commenced operations for drilling or reworking
thereon, this lease shall remain in foree 50 long as d with no ion of morc than 60 consecutive days, whether such operation be on the same well or on & different or
nddmom]wellorwells.andlflhryresudlmth:produmondoﬂotps,mhng |hcruﬁeruo:lovgnsupmduoedfmmnldlmd If, afer the expiration of the primary term, all wells upoa said
land should become mcnpabl:orpwducmgformyc-use this bease shall sot inate if Lessee for additional drilling ar for reworking within 60 days thereafier. )f any

drilling, additional drilling, or g Op resuit in production, then this lease shall remain in full force 5o long thereafier as oil or gas is produced hereunder.

7. Lessec shall have free use of oil, gus and water from said land, except water from Lessor's wells and wanks, for all operations hereunder, and the royalty shall be computed after
deducting any so used. Lesses shall have the right at any time during or afier the expiation of this lease to remove all property and fixtures placed by Lessee on seid Lend, including the right 1o draw
and remove all casing.  When required by Lessor, Lessee will bury all pipelines on cultivated lands below ordinary plow depth, and no well shall be dnifled within two hundred feet (200 f1.) of any
residence or bam now on said land without Lessor’s consent. Lessor shall have the privilege, at his rigk and expense, of using gas from any gas well on said land for stoves and inside lights in the
principal dweiking thereon, out of any surplus gas not needed for operations hereunder.

8, The rights of either panyherwndzr may be assigned in whole or in part and the provisions bescof shall extend to their heirs, and assigns;
but no change in the ownership of the land or in the ownership of, or rights to receive, royahies or shat-in royalties, however accomplished shall opevate toenhrpe the obligations or diminish the
rights of Lessee: and 80 such change or division shalf be binding upon lessee for any purpose until 30 days afies Lessee has been fumnished by certified mail at Lessee's principal place of business
with acceptable instruments or certified copies thereof constituting the chain of titk from the ariginal lessor.  f any such change in ownership ocours through the death of the owner, Lessee may, ol
its option, pay of tender any royakies or shut-in royalties in the name of the deccased or 10 his estale of 10 his heirs, executor or administrator untd such time as Leasoc has been furnished with
evidence satisfaciory o lessee as to the persons entitled to such sums.  An assignment of this leuse in whole or in past shall, to the extent of such assign , relieve and di Lessce of any
obligations hereunder and, if Lessee or assignoe of part or parts hereof shall fail or make default in the paynent of the proportionate part of toyalty or shut-in royalty due from such Lessee or
assignee or £ai to comply with any of the provisions of this lease, such default shall not affect this lease insofar as it covers a part of said lands upon which Lessce or sy assiynee thereof shall

property comply or make such payments.

9. Should Lessee be prevented from complying with any express or implied covenant of this lesse, or from conducting drilling or king op b der, or from
pmduqngml or gas Menndahy reason of scarcity or inability to obtain or use equipment or material, or by upcration of force mjan,orbymyl:edadormllwnrmyordu rule or

of go ity, then while so prevented, l:tsee sdulyshallbcmspended mdlcsseeshllllubelublefnrﬁtﬂmmwmplyduwnh.mdmkluumbemdedwhﬂe
lnd:oluuns].,cssecx«wevuuedbyanysmhcauufrom % drifling or I3 from p g il or gas b der, and the time while Lessee is so prevented shatl not be
counted against Lessee, anything in this lease 10 the contrary notwithstanding.

10, Lessor bereby warrants and agrees to defend title to said land and agrees that lossee at its option may discharge any tax, mortgage or other lien upon said land , and in the event
Lessec does 5o it shall be subrogated to such lien with the right 1o enforce same and to apply royalties and shut-in royaltics payable hereunder toward satisfying same. Without impeirment of
Lessee's rights under the warranty, if this lease covers a less interest in the oil or gas in all or any pan of said land than the envire and undivided fec simple estate (whether Lessor's interest is hevein
specified o not) then the royalties, shut-in royalty, and other paymets, if any, accruing from any part as to which this lease covers less than such full interest, shall be paid only in the proportion
which the interest therein, if any, covered by this lease, bears to the whole and undivided foe simple estate therein. Should any one or more of the parties maned above as Lessors fiil to execute this
lease, it shall nevertheless be binding upon the party or parties executing the same.

11, Lessee, its or his successors, heirs and assigns, shall have the right st any time 10 surrender this lease, in whole or in part, 10 Lessor or his heirs, muccessors and assigns
by delivering or mailing a release thercof to the Lessor, or by placing a releasc thereof of recard in the county in which said land is situated; dlereupon Lessee shall be relicved from alt obligations,
expressed or implied, of this agreement as to acreage so surrendered, and thereafier the shut-in royalty payable hereunder shal) be reduced in the proportion that the acreaye covered hereby is
reduced by said relcase or releases.

T VERNE DWYER
OIL & GAS INVESTMENTS
500 W WALL STE 310

/\7 L :{: ﬁ/ MIDLAND TX 79701
GféRGM Eli éTEN X EORG WU LONDON T T T T

2L
BERGSTEN{OEALING IN HER SOLE AND SEPARATE

PROP) PRINTED NAME: CXEOR &1/ L. TFERCTEN
ss#:_ - - EXHIBIT
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INDIVIDUAL ACKNOWLEDGMENT (New Mexico Short Form)
EW MEXICO §
§
COUNTY OF §
Ls K
The foregoing instrument was acknowicdged before me this r2 Q day of E s (a1 &'.h hZ] 2003, by GEORGIA L.
BERGSTEN.
Y 4 - “/'ﬂ
Expires, 42 0071 P e :
10r e  Newry Publi?‘ of New Mexico
e, [
%, Ca y
* "’.,’ Printed Name (/)(, LW, N ~'zzf. Ll t\(’
N INDIVIDUAL ACKNOWLEDGMENT (New Mexico Short Form)
P . X
f/,"gF N L\“" -
STATE 8 \8W MEXICO §
§
COUNTY OF §
The foregoing instrument was acknowledged before me this day of » 2003, by
My Commission Expires _

Notary Public, Stete of New Mexico

Printed Name,

RECEPTION NO: 031562
NEW MEXICO, COUNTY O
RECORDED 1272272003
BEQOK 0534 PAGE Qilz-
JEAN BLENDEN, COUNT

4 STATE OF
EDDY

8 27 AM
cLF
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OIL & GAS LEASE

THIS AGREEMENT made this 2 day of Octobes, 2000, berwees WILLIAM JEFF GLENN AND LLORA NELL GLENN, AS TRUSTEES OF THE WILLIAM JEFF
GLENN AND LORA NELL SMITH GLENN REVOCABLE TRUSY DATED FEBRUARY 13, 1992, of 378 Ridge Road, Siiver City, NM 88061, hercin called
“Lessor™ {whether one or mare) and T, YERNE DWYER, 500 West Wabl, Swine 310, Midiand, Teass 73703 , “Lessoe™

of

12 Lessor, in consideration of TEN AND OTHER DOLLARS in fiand paid, receips of which is hereby acknowledged, and of the royaliies horsi ided ‘*‘vh.-,'
the Leasee herein contained, hercby grams, leases aud ers exclusively umo Lessee fur the pwpose of i igaing, exploring, prospecting, driiling, and opernting for and producing oft and gas,
injectiog gus, waters, other fluids, and air o subsirface strat laying pipelines, storing i), building tanks, roadways, lelephons lines, and other saructures and things thoreon to produce, save ske
care of, treat, process, slore and transport said mincrals, the following described jand in EDDY COUNTY, NEW MEXICO, to-wit:

TQWNSHIP 32 SOUTH, RANGE 30 EAST

SECTION 24: SW/4 NWH

Said land i estinated 10 comprise 40.00 scres, whether it scnully comprises mor ur less,

2. Subject 101he other provisions herein comained, this lease shafl zemain in force for & tenn of three {3) years from this date {cailed “pramary ictm ) and &s long Whereafier us ofl
or gas is produced from said land or from Jand with which suid land is poolest

3. The royalties 10 be paid by Lessee are: (2) on 0il, and other fiquid hydrocarboas saved at the well, ¥36® of that produced and saved from said 1a0d, same.#o be delivered
atthe wells or fo the credit of Lessor in the pipeling to which the wells may be & 15 on gus, inclod T d gas ar ather guscous subsance produced from said land and used off the
presmises or used in the mamifacture of gasoline or other products, the market vahue ar the well of 3/16% of the gas used, provided that on gas sold on or off the premises, the rayalties shall be 316
of the amount realized from such sate; {c) and at any time when this lrase is no vlidated by ofher provisions hereof and there is 2 gas and/or condensate well on said bnd, or tand pocied therewith,
but gas of condensate is not being so sold ar used und suck well is shut-in, sither before or aher production thecetiom, then on ar before 90 days after said wall is shat in, and thereafter of annual
intervals, Lessee may pay of tender an advance shut-in toyalty equal te $1.00 per net acre of Lessor's gas ucreage then held uoder this lease by the pasty making such payment or teoder, and sa long
as said shut-in rayaity is paid or cendered, this lease shall not termuaate and it shall be considesed undes afl clauses heseaf that pas is being produced from the leased premises in paying quentitics,
Each such payment shalt be paid o1 tendered to the panty o7 parties who al the tins of such payment would be entitled fo seceive the royaities which wonld be paid wndes this lease if the well were in
fact procincing.  The payiment of tendar af soyalties of shut-in royaltics sy be made by check or drafl.  Any timely payment of tender of thut-in royalty which is made in & bosa fide stiemps to
ke proper payment, but which i esronecus in whiole of in part as o parties o amousits, shal! nevertheless be sufficient 1o prevent tenmination of this lease in the 3ame manties' 35 though » propes
payment bad boen made if Lessee shall comrect such esvor within 36 days after lessee bas received wrinennotice theseof by cenified mad from the pursy or partics enticled fo receive paymens sogether
with such writien instruments (or cestified copies thervof) 83 sre necessary to enable lessee to make proper puyment.  The amount realized fiom the sale of gpas om or off the preniises shall be the
price ished by the gas sales entered info in good faith by Lessee and gas purchaser for such term and undez such conditions as sre customary in the industry, “Price™ shall mean the
nel amouni teceived by Lessee afler giving effect 1o applicable regutatory orders and sfier application of any applicable price adjustments spocified io such contract or reguiatory orders. in the event
Lessee compresses, reats, purifies, o dehydrates such gas (whethes an or off the feased premises) or transports gas off the lessed preanises, Lessee in compating royalty bereunder may dochct fron
such price a reasonable charge for each of such Rnctions performed.

4. This is a paid-up bease and Leasee shali not be obligaied during tht primary 1enm hereof to commence o cantinue 2ny aperations of whatsoever chararter o to make any payments
hereundor in order W mainsain this lease in force during the prirasry term; however, this provision is tiof isended 10 relieve Lessos of the abligation 1o pay royalties on actual production pursusnd to
the provisions or paragraph 3 bereof.

5. Lessee is hereby granted the tight and power, from time 10 time, 1o poo) or cambine this lcase, the land coveced by it or aay part or hotizan thereof with sry ather lad,
minecal estates or pans thereof for the produsction of ol or gas. Units pooled hiersunder shall aot exceed the standard pearation unis fixed by law ar by the Oil Conservation Division of the Exergy
and Minerals Department of the State of New Mexico or by any other lawiul suthoriry ot the pool o¢ arwa in which said tand is situgied, plus 8 tolerance to ten percems, Lessee shall fil writtes: it
designaticas it the county in which the premises are located and such wnits may be designated From time to tirae and sither before or after te comgletion of wells, Drilfing opesations on or
production from any part of any such unit shalt be considered for all purpases, except the payment of rovalty, as i ducted upos o peodurtion from the land described i this lease.
There shull be allocated to the land cavered by this lease iucluded in anry such unit that pottion of the tatal production of povled mincrals from wells in the wik, after dedusting any used in ease o
unit operations, which the net oil ar gas acreayx in the land cavered by this lease included in the wvit deats 10 the tatal number of surface acres in the wnit.  The production so aliocaied shall be

idered for all p including the payment or delivery of royalty, (o be the entive production of pooled minerals from the postion of said fand covered herelry and inchudsd in seid unit in the
same manner ax though peoduced fram said fand under dye verms of this lease.  Any pooled unit designated by Lesses, as provided herein, tay be dissolved by Lessee by recording an appropriste
instnament in the coumy whers the lund is situated a1 any time after dv completion of & dry bole o she cxssarion of produstion on ssss unis. :

6. ifatthe expiration of the primary tens there is no well wpon said tand capabdle of producing il or pas, bt Lessee s commenced operations for drilling or reworking
thereon, this loase sball semain in force 30 louy as opesations are p d with oo tion of more than 69 consecmive duys, whether such operation be oa thie same well or on a differcat or
additional well of wells, and if they sesult in the production of oil of gas, so long thereafter as oib or gas is produced Srom said kand. 1, after the expiration of the primary term, all wells upon said
land shoufd become incapable of producing for any cause, this lease shalf not ingte if L.essee ions for sdditional dritiing or for nking within 80 days thereafies. 1f sny
dnling, additional dnifling, or ki joss iy der tesulf in production, then thit lease shall remain in full force 5o long thercaiter s oil or gas is producod heretnder.

*ing op

7 Lessee shall have free use of ofl, gas snd water from said fand, except water from Lessor's wells and tanks, for all aperations heceunder, and the rayalty shall b d afler
deducting any 80 used, Lme:siullhmmeriumﬂmyﬁmduﬁnguaﬂrrmupinﬁmofmhmwrmmdlpropmynwﬁmupluwdwmmuﬂhnd.immﬁumﬁwmduw
and remove all casing. Whmnqnivedbyu-m,hmwdllb\uympipdmmw!ﬁmedlandsbclouordimryplwdemh.andnowdlshallhed:ﬂledﬁminmhm&edfeet(mm)duy
residence of barn row on said Jand without Lessor's consend. Lessar shall have the privilege, at his risk and expense, of using gas from any gas well an said land for staves and inside lights in the
principal dwelling thereon, ow of apy mrpius gas not necded for aperntions hereunder.

8. The rights of either party herewnder may be assigned in whole or in part and the provisions bereof shall extend to theis beirs, comin: wxd 2asigns;
but 80 change in the ownership of the 1and or in the ownership of, o rights to teceive, royaltivs or shut-in royelties, hawever sccomplished shall opessie io enlarge the obligations or diminish the
rights of Lessee: and no such change or division thell be binding upon lessec for any purpose wntil 30 days afler Leseue s been furmished by conified mail of Lessae's puncipal place of businesy
with scceptable instraments or centified copics thercof constituting the chain of title from the otiginal kessor.  1f sy such chamge in ovorrship oceurs through the death of the owner, Lessee may, s
its opfion, pay or tender ary royulties or shut-in cayaltias in the name of the decensed o¢ 10 his estare or to his heirs, executor o sdministrator unti) such time a8 Lesace has besn fiamished with
evidence satisfictory 1o lesses as 10 the persons enitled to such sums. Aa essignment of this lease in whole of in part shall, 1o the exten of such assipunent , relieve und discharge Lessee of any
abligations hereynder and, if Lessee Or ssignes of part or parts heceof shall fail or make defiacdt in the poymens of the proportionate pant of royalty or shut-in royakty due from such Lessee o
uiymarwlnocomplywimanyofdw;uuvﬁiwaf&isl«sc.mchdefuhshmmnﬂmd\hlmwnukmmamofuidwmMniehlaseeumywigmwswl
propeely cormply of make such peymcnts.

9. Should Lessee be prevented from complying with any express or implied covenant of this fease, or from condi illing or thing ions b , of from
producing oil of gas hecondes by reason of searcity of insbility 10 abisin of use equipment or material, or by operation of force majewre, o by any Federal or state law or sny ordes, nule of
relaci 8 ' ',waﬁlemmvwed.lmec'iﬁmymlbesmpmdcd,mdl:ssc:sha))noibﬁhhlcfalewmlymm;wmﬂhwdﬁ"kwm
snd 50 Jong ss Lesses is preveated by any such cause frowm conducting drifling o rking apermions or froat ing qit or gas b der, and the tirae while Lesses is 80 preveod shalingt be
counted against Lessee, anything in this lease 10 the contrary notwithstanding,

10. {.6s50¢ hevelwy warmanty sud ayrees 1o defend title 10 szid land and agrees thet lessec at its option rany disclarge any tax, mangage or athes ben upon said Jand , and in the evest
Lessee does 50 it shall be subrogated 10 such lien with the right 10 enforce same and to apply royalties snd shut-in ruyalties psyat:leyheander wfnd satisfysg saoe.  Without impairment of
Lasae'mgmmmemmry,imisluuwmalessimereuinlhcoilorwiuuo:.mypmofmidImddummemmux!w:dividedfeesimp!ummwmhm’simmism
spesifisd or not) then the royalties, shut-in royalty, and other payments, if any, accruing from any part ae fo which this lease covers ess then soch full interess, shall be paid only in the proponion
which the ineres: therein, if any, covered by this Jease, bears 10 the whole and widivided foe simple estate thersin. Should auy one or more of the parts d above as Lessors fif 1 this
teasc, 1t shalt pevortliciess be binding upon the party or partics executing the sawne.

L Less«,ilsorhiuucceswrs,hemmdmigm.smnhav::hcﬁp\mmylimexomcn&rmme.i»wmlcuinpm.aoLmumheh Sweessors and assigns
by delivering o mailing s rx;lene thereof to the Lessor, or by placing a release theveol of record in the cousnty in which said land is situated; thereupon Lessee shali be relieved from ah ebligations,
expressed of implied, ofw:uye«nunnioamwsmmi«cd,mdmue-ﬂardxesw-inmyﬂvypay;bkh«mmﬂlumhwmimmmnwwmdmwyh
reduced by said refease or releases.

THE WILLIAM JEFF GLENN AND LORA NELL SMITH GLENN REVOCABLE TRUST DATED FEBRUARY 13,1992

: ;%4/ PO s
BY; WILLIAM JE  TRUSTEE BY: LORA NELL GLENN, TRUSTEE

raidlo. A Ty
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STATE OF NEW MEXICO 8
COUNTY OF ;s §

The foregoing instrument was acknowledged before me this

1 o A

stor 5,30 ot 07729

INDIVIDUAL ACKNOWLEDGMENT (New Mexlco Short Form)

, 2003, by WILLIAM JEFF

GLENN AND LORA NELL GLENN, in the capacity herein stated.

My Comnission Lipises___ o777 _él._
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RECEPTION NQ: 8314331 STATE OF
NEW MEXICQ, COUNTY QF -EDDY
RECORDED 11/1772003 10:13 AN
BOOK 0530 PAGE 07z8

JEAN BLENDEN, COUNTY CLERK

i

é/ﬂ_ﬁ )

Notury Public, Statc of New Mexico

Printed Name p St ri &
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Produces’ s 88<Prodticer’ 3 Reviséd 1994) New Mexico b 42, Paidup

) OIL & GAS LEASE -

THIS AGREEMENT made this 20* day of Octoberr, 2003, betwees KENNETH MARK SMITH A/K/A KENNETH M. SMITH, AND WIFE, PATSY LOU SMITR, of 267
Smith Ranch Rosd, Hobbs, NV 88240, hereip callod “Lessor” (whether one or more) and T, VERNE DWYER, 500 West Wall, Sulte 310, Midiand, Texas 79701 , “Lessec™:

1 Lessor, in consideration of TEN AND OTHER DOLLARS in hand paid, receipt of which is hereby acl ledged, and of the royali h—-i-_, ided ‘M"‘" v of
the Lesses herein contained, hercby grants, leases and lets exclusively unto Lessec for the purpose of i i gt xploring, p i _driuina.mmfwwpmdwmgodnﬂm
injecting gas, wascrs, other fuids, and air into subsurface strata laying pipelincs, stoning oil, building tanks, coadways, telephune tines, and otber structures sud things thereon to produce, save take
care of, trea), process, store and transport said minesals, the followiny described land in EDDY COUNTY, NEW MEXICO, to-wit:

WNSHIP 22 SQOU E

SECTION 24: SW/4 NW/4

Said land is estimated to comprise 40.00 acres, whether it actually comprises more or lexs.

2. Subjectto the other provisions herein contained, this leasc shall remain in force for a term of three (3) years from this date (called *'primary tern™) and a1 long theveafier as ol
or gas is produced from said land or from land with which said land is pooled.

3 Thnoyallieslebepﬁdwws«m:(a)moﬂ,mmwliquidhy&mbomuvedulhewell,.’ul“ofMpmlawedmdnvedﬁ’mnnidlnd.mlobeddivﬂd
at the wells oc o the credit of Lessor in the pipeline to which the wells may be d: (b)on gas, includi inghead gus or other gas > produned froe said land and used off
thepremisesoruudinlhennmlf-etm-rfp:olimorotberpmdmts,thematkuvnlmmthewellof)llﬁ" of the gas used, provided that on gas sold on or ofT the premises, the royalties shall be
3/16* of the amount realized from such sale; (c) and gt any time when this lease is not validated by other provisions heseof and there is a gas and/or condensate weil on said land, or tand pooled
therewith, but gas or condensale is not being so sold o used and such well is shut-in, either before or afier production therefrom, then on of before 90 days afier said well is st in, and thoreafier 2
annual intervals, Lessec may pay or tender an advance shut-in royalty equal to $1.00 per net acre of Lessar’s gas acreage then held under this lease by the party making such payment or tender, and
50 tong as said shut-in royelty is paid or tendered, this leasc shall aot terminate and it shall be considered under all clauses hereof that gas is being p d from the lensed premises in paying
quantities. Eacb such payment shall be paid oc tendeted to the party or parties who a1 the time of such paymeni would be entitled 1o receive the royaltics which would be paid under this lease if the
well were in fact producing. The paymeni or tender of royallies or shut-in royalties may be made by check or draft. Any timety payinent or tender of shut-in royalty which is made ina bona fide
atiempt to make proper paywnent, but which is erroneous in whole o in part as 1o partics of amousts, shall nevertheless be sufficiem 1o provent termination of this kease in the same menner as though
3 proper payment had been made if Lessee shall corvect such evror within 30 days after lessee has received written notice theseof by certifiod mail from the party or parties entitled to receive
payment together with such written instrumenus (o2 certified copies thereof) as are necessary to enable lessee to make proper payment. The amount realized from the sale of gas on or off the
premises shall be the price established by the gas sales contracted entered into in good faith by Lessee and gas purchaser for such term and under such conditios as are customary ip the industry.
*Price” shall mean the net amount received by Lessee after giving effect (o applicable regulatory orders and afior application of any applicable price adj specified in such contract or
regulatory orders. In the event Lessee compresses, treats, purifies, or dehydrates such gas (whether on a7 off the lcased premises) or transports gas off the leasod premises, Lessce in computing
royalty hereunder may deduct from such price 8 reasonable charge for each of such functions performed.

4. This is a paid-up lease and Lessee shall not be obligated during the primary tenn hereof to or continue 2ny operations of wh h or to make any
payments hereunder in order to maintain this lease in force during the primary term; however, this provision is not intended to relieve Lessee of the obligation to pay royahies on actual production
pursuant to the provisions or paragraph 3 hereof.

5. Lessee is hereby granked the right and power, from time to time, to pool or combine this lease, the land covered by it or any pan or horizon thereof With any other land,
mineral estates or parts thereof for the production of oil or gas. Units pooled hereunder shall not exceed the standard prorasion unit fixed by law or by the Oil Conservation Division of the Energy
and Minerals Departinent of the State of New Mexico ar by any other lawful suthority for the pool or area in which said land is situated, plus a 1olerance to ten percent. Lessee shall file written
unit designations in the county in which the premises are located and such units may be designated from time (o time and either before or after the comnpletion of wells. Drilling operations on or
production from any pant of any such unit shall be considered for all purposes, except the payment of royaity, as i ducied upon or production fram the land described in this lease.
There shall be allocated to the Jand covered by this Jease included in any such unit that portian of the total production of pooled minerals from wells in the unit, after deducting any used in lease or
unit operations, which the net 0il or gas acreaye in the land covered by this lease included in the unit bears to the total aumber of surface acres in the wnit, The production o allocated shall be

idered for all p including the payment or delivery of royalty, to be the entire production of pocled minerals fram the poftion of seid land covered hereby and included in said unit inthe
sarme wanacr as though produced from said land under the senus of this lease.  Any pouled unit desiynatud by Lessec, us rovided beaein, may be dissolved by Lessee by i Bppropa
instrument in the county where the land is sitated at any time aftes the completion of a dry hole or the cessation of production on said unit.

6. fatthe expirstion ofthe primary term there is no well upon said land capable of producing il or gas, but Lessce bas commenced operations for drilling or reworking
thereon, this leasc shall remain in force so long as ions are d with no ion of more than 60 consecwtive days, whether such operation be on the same wedl or on a differcot or
additional well or wells, and if they resuft in the production of vil or gas, 30 looy thereafler as oil or gas is produced from said land. 1f, aRter the expiration of the primasy term, all wells upon said
land should become incapable of producing fos any causc, this ease shall not inate if Lessce ions for additional drilling or for reworking within 50 duys thereafter. 1fany

i i h‘lﬂu.

drilling, additional drilling, or rking op result in production, then this lease shall remain in full force o long thereafter as oil or gas is produced

kA Lessec shall have free usc of oil, gas and water from said Jand, except water from Lessor’s wells and tanks, for atl ions b der, and the royalty shall be computed
deducting any so used. Lessec shall have the right at any time during or afier the expiration of this kease to remove all property and fixtures placed by Lessee on said land, including the right to
drew and remove all casing. When required by Lessor, Lessee will bury all pipetings on cullivaied lands below ordinary plow depth, and no wel shal) be drilled within two bundred feet 200 8.)of
any residence or bam now on s8id land without Lessos’s consent. Lessor shall have the privilege, a1 his risk and expense, of using gas from any gas well on said land for stoves and inside lights in
the principal dwelling thereon, out of any surplus gas not needed for operations hereunder.

U PR

8. The rights of either panty bercunder may be assigned in whole or in part and the provisions hereof shall extend (o their beirs,
but no change in the ownership of the land or in the ownership of, or rights to receive, royalties or shut-in royakies, however accomplished shall operate 1o enlarge the obligations or diminish
rights of Lessee: and no such change or division shall be binding wpon lessee for any purpose until 30 days afier Lessee has been furnished by certified tail at Lessee’s principal place of business
with accepiable instruments or certified copies thersof constituting the chain of title from the origina! lessor. Fany such change in ownership oocurs through the death of the owner, Lessee may, &t
its option, pey or tendey any foyahics or shut-in royalties in the name of the deceased or to his estate or 10 his heirs, executar or administretor until such time as Lessee has been furnished with
evidence satisfactory 1o lessee as o the persons entitled to such sums. An assignmen of this lease in whole or in part shall, 1o the extent of such assigment , relieve and discharge Lessee of any
obligations herennder and, if Lessee or assignee of pant or parts hereof shall fail ar make detukt in the payment of the proportionate part of royalty or shut-in roylty due from such Lessee or
assignee or fail to comply with any of the provisions of this lease, such defoult shunumwslusehsduuieovernpmn[slidhndnnpmmichumumynsimlhereofﬁdl
Pproperty comply or make such payments. .

9. Should Lessee be prevented from complying with any express or implied covenant of this lease, or from conducting drilling o tking jons b der, or from

producing oil or gas hereunder by reason of scarcity or inability to obtain or use equipment or material, or by operation of force majeure, or by any Federal or siate law or any order, rule or

jon of g ; | autharity, then while 50 p d, Lessee™s duty shall be suspended, and lessee shall not be liable for failure to comply therewith; and this lease shall be extended while

and 30 long 8s Lessce is prevented by any such causc from conducting drilling ar king operatioas or from producing oil or gas h and the time while Lessee is 30 prevented shall nol be
ciunted againet Lessee, anything in this lease to the contrary nutwithstanding.

10. Lessor hereby warrants and syrees to defend title to said land ang agrees that essee at its option may discharge any tax, mort of other lien sad .and
Lessee does so it shall be subrogated 1o such lien with the right ta enforce same and 1o apply royaliies and shut-in r;:myim.s pa;;nb.l:yhmmldu :rard umiymgm W:h":n @?m
Lessee’s rights under the wasranty, if this lease covers a less interest in the oil or gas in all or any part of said land than the entire and undivided fee simple estate (whether Lessoc’s interest is herein
specified qruos)thcn tl{ergynlha, shul-in royalty, and other payments, if apy, 8ccruing from any part as to which this lease covers fess thas such full interest, shall be paid only in the proportion
which the interest therein, if any, covered by 1his lease, bears to the whole and undivided fee simple estate therein. Showld any onc or more of the parties namod above as Lessors fail 10 execute
this lease, it shall neveribeless be binding upon the party or parties executing the same.

", Lcsaee,i(sorhissuccesson.heimu\dam'gu.shlllhawﬂnrighlllmylilmlomncndcrmisleau,hwbolemin to Lessor or his beirs, successors and assi
byueuvuingornlfdi’ng;l:lenseﬂ-mﬁotheh.ssa,abyphcinnreleaulhereolnfrec«dinlhecoumyinwhichsuidlmdiuilmred;p"‘l' upon L shall be el from afl Jigason
expressed or implied, of this agreement as 10 acreage so surrendered, and thereafier the shut-in royal bie hereunder shail be reduced in the proportion acreage covered hereby i
reduced by said relcase or relcases. Tovely paye “ e "

PATSY LOYSMITH TVeare Doy €

SoowWall St 310
S— — el 05
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INDIVIDUAL A}CKNOWLEDGMENT (New Mexico Short Form)

STATE OF NEW MEXICO §
) §
COUNTY OF §
+\
The foregoing i was acknowledged before me this dayof__ﬂ.ﬁﬂ_o.mh&&_ﬂmbyﬂmﬁm MARK
SMITH.

My Commission m_.S'_-l.-‘lAAk_'

Notary Public, State of New Mexico

Printed Name

", b .
INDIVIDUAL ACKNOWLEDGMENT (New Meklfo S¥drt Fosm)

T ITT
STATE OF NEW MEXICO §
g ! ! §
COUNTY OF §
The foregoing was scknowledged before me this day of 2003, by PATSY LOU
. SMITH.

My Commission Expires S_‘__ ?_"_J_QQL

lic, State of New

et o AU R A Pu) AlLe )
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Producer’ s 88-(Producer’ s Rewised 1994) New Mexico 1 342P, Peid-up

OIL & GAS LEASE

THIS AGREEMENT made this 2™ day of October, 2003, berween WILLIAM C. SMITH A/K/A WILLIAM CREED SMITH, AND WIFE, NANCY SMITH, of P.O. Box
727, Lovington, NM 88260, hercin called “Lessor™ (whether one o more) and T. VERNE DWYER, 500 West Wall, Svite 310, Midland, Texas 79701 , “Lessec™

1. Lessor, in cousideralion of TEN AND OTHER DOLLARS in hand paid, na.emtnfwhadﬂshueby . 'uf:dofd:ﬂT y n‘ b '. id :d d :"‘_ u“wp:
the Lessee hesein contained, hereby grants, leases and lets exclusively unio Lessee for the purpose of i p ing, a for au
injecting gas, waters, other fluids, and air into subsurface strata laying pipelines, storing oil, building tanks, roadways, t:lcphone hllﬂ and other structures sad things thereon to produce, save take
care of, treal, process, store and transport said minerals, the following described land in EDDY COUNTY, NEW MEXICO, to-wit:

TOWNSHIP 22 SQUTH, RANGE 30 EAST

SECTION 24: SW/4 NW/4

Said land is :stimmed 1o comprise 40.00 acres, whether it actually comprises more or lexs.

2. Subject wthe other provisions bercin contained. this lease shall remain in force for a term of 1hrec (3) years fromthndm(ullfd“pnmnyfem')mdulongmﬂcdmnml
or gas is produced from said land or from land with which said land is posiai

3. Theroyalties 10 be paid by Lessee are: (a) on ail, mdomerhqmdlxydmm'bms slvedut lhewell 3/16™ of that produced and saved from said land, same fo be defivered
of the wells or to the credit of Lessor in the pipeline 10 which the wells may be d; (b)on gas, i head gas or other gaseous substance produced from said land and used off the
premises or used is the ofs of gasoline or other products, the market value at the well of 3/16* uf(heg.sused provided that oa gas sold on or off the premises, the royalties shall be 3/16*
of the amount realized from such sale; (c) and at any time when this lease is not validated by other provisions hereof and there is @ gas and/or condensate well on said kand, or land pocled thesewith,
but gas or condensate is not befng so sold or used and such well is shut-in, either before or after production therefrom, then on or before 90 days after said well is shut in, and theseafter a1 anunal
inlervals, Lessee may pay or tender an advance shut-in royalty equal b0 $1.00 per aet acre of Lessor’s gas acreage then held under this lease by the party making such payment or tender, and so loag
as said shut-in royalty is paid or tendered, this lease shall not terminate and it shall be considered under all clauses hercof that gas is being produced from the leased premises in paying quantitics.
Each such payment shall be paid or tendered to the party or parties who af the time of such payment would be eatitled to receive the toyatiies which would be paid under this kease if the well were in
fact producing. The payment or tender of royalties or shut-in royaliies may be made by check or draft. Any timely payment or tender of shur-in royalty which is made in 8 bona fide atempt to
make proper payment, but which lsevmneousmwholeormpaﬂlsmpametoramounh.shlllntwnhelmbtsum:mlwptemllmnonofdmIcmmihmmannﬂlsﬂmudlnpwpu
payment had been made if Lessee shall camrect such error within 30 days afier lessce has received written notice thereof by centified mail from the party or partis
with such written instruments (or cestified copies thereof) as are necessary to enable lessee to make proper payment. mmmlmndﬁomtbeukufmonmoﬂ'ﬂnprmmmﬂbem
pnccesubluhedbythegasulucmmedeurcmdmlomgoodﬁuhbymaeemdg-spmmyhmmmmmmumunewqumhmm *Price™ shail mean the
net amount received by Lessee afler giving effect to applicable regulatory orders and afier ap ion of any applicable price ch contra a‘mﬂlﬂu’ymdus. Inthe evert
Lessce compresses, treats, plmﬁﬁ,md:hychlesmchps(wfmhﬂoawoﬂ'thelusndpremm)ampunspsnﬂ‘ﬂ:ehsed iscs, Lessee in computing royalty b may deduct from
such price a reasonable charye for each of such functions performed.

b

4. Thisis » paid-up lease and Lessee shall not be obligated during the primary term hereof 1o commence or continue any
hgmmdermudutommmmndhslwcmfomedmﬂupnmzrylm however, nnsvrovnsumlsnotwmdedmrelmlﬁueo(ﬂ\eoﬂngmnnmplywylllmmnmnlpmdnnmwm-m

the provisions or paragraph 3 heveof.

s. Lessce is hereby granted the right and power, from time to time, 10 pool or combine this lease, the land covered by it or any part of horizon thereof with any other land,
mineral estates of parts thereof for the production of oil or gas. Units pooled hereunder shall not exceed the standard proration unit fixed by law or by the Oil Conservation Division of the Encrgy
and Mincrals anmn:nl of the State of New Mexico or by any other lawful authority for the pool or area in which said land is situated, plus a tolevance to ten percent. Lessee shall file written unit
designavions in the county in which the premises are located and such units may be designated from time to time and nther befme or after the completion of wells. Dxilling operations on or
production from any part of any such unit shail be considered for all purposes, except the payment of royalty, as op d upow or production from the land described in this lease.
There shall be allocated to the land covered by this lease included in any such unit thot portion of the totel production of pooled minerals from wells in the unit, after deducting any used in lease of
unit opesations, which the et oil or gas acreage in the land covered by this lease included in the unit bears 10 the total number of surface acres in the unit. The production so atlocated shall be

idered for all including the payment or delivery of royalty, to be the entire production of pooled minctals from the portion of said land covered hereby and included in said unit in the
same manncr #s though produced from said lard under the terms of this lease. Any pooled unit designated by Lessee, us provided herein, may be dissotved by Lessee by recording an apgropriate
instrument i the cowly where the land is situased at any time after the completion of a dry holc or the cessation of praduction on said unil,

6. Ifarthe expiration of the primary tenn mnela no well upon said land capable of producing oil or gas, but Lessce has commenced operations for drilling or rewarking
thereon, this leasc shall remain in force so long as op d with no ion of more than 60 consccutive days, whether such operation be on the same well or on a different or
additional well or wells, and if they result in the production nfmlorps.solong lhcrunaucllovgasnpmducedfmmwdhm 1, afier the expiration of the primary term, all wells upon said
land should become mcapobleofpvodumngfofm)cause.l?uslnseshlllnm inate if Lessec for additional dritting or for reworkiny within 60 days thereafier, If any
drilling, additional drilling, or g sosult in p: jon, then this lease shall remain in full force 3o lony thereafier as oil or gas is produced hereunder.

1. Lessee shall have frec use of vil, gas and water from ssid land, except water from Lessor's wells and tanks, for al operations hereunder, and the royalty shall be computed after
deducting any soused. Lessee shalt have the right at any time during or afler the expiration of this lease to remove all property and fixtures placed by Lessee on said b, including the right to deaw
and remove all casing. When required by Lessor, Lessee will bury all pipelines on cultivated lands delow ordinary plow depth, and no well shall be drified within two hundred feet (200 0.) of any
residence or bam now on said land without Lessor’s consent. Lessor shall have the privilege, at his risk and expeuse, of using gas from any gas well on said land for stoves and inside lights in the
principal dwelling thereon, out of any surplus gas not needed for operations hereunder.

8 The rights of cither party hereunder may be assigned in whole or in part and the provisions hereof shall extend 1o thair heirs, dmin und assigns,
but no change in the ownership of the land or in the ownership of, or rights to reccive, royalties or shut-in royalties, however accomplished shall operate to enlarge the obligations os diminish the
rights of Lessee: and no such change or division shall be binding upon lessee far any purposc until 30 days after Lessee has been furnished bycemﬁedmuhl Lessee's principal pince of business
with acceptuble insiruments or cenified copies thereof constituting the chain of title from the original lessor.  [Fany such change in hij ph the death of the owner, Lessee may, at
its option, pay or fender any royalties or shut-in royaltics in the name of the deceased or to his estate or to his heirs, executor or administrator until mmuhuuh:beenﬂmshed\mh
evidence satisfactory 10 lessee as 1o the persoas entitled to such sums.  An assignment of this lease in whole or in pan shall, 10 the exten of such assignment , relieve and discharge Lessee of anry
abligations hereunder and, if Lessce or assignee of pan or parts hereof shall fail or make default in the payment of the proportionate part of royalty or shut-in royalty due Fom such Lessee o
assignee or fail to comply with any of the provisions of this lease, such default shall not affect this leuse insofar as it covers & part of said lands upon which L.essee or any assignee thereof shall

properly comply or make such payments.

9. Should Lessec be prevented from complying with any express or implicd covenant of this lease, or from conch g drilling or h des, or from
producmgoulorys her:mdubyremmohcamlyotmnb:hlyloubtamoruseeqmpmmormmml abyovenbonoffmmumubymyFMumhwormym rule or

of go hori tlxenwhxlesopmvmtnd.lﬁsseesdmysh:llbcsuspended,mdlzssee:ha]lmth;hablefmhlmmoomplydmcwnh.ndﬂmluumbeemdadwﬂe
andsolongnsl.useclspfmmedbyanyswbcmﬁun ducting drilling or 18 0p from producing oil or gas h and the time while Lessoe is 50 prevented shafl not be
mwmmmmmm:mwmwnmmmmm

10. Lessor hereby warams and agrees to defend title 10 said land and agrees that lessee at ils option may discharge anry tax, mortgage or other lien apan said land , and in the event
Lessee Gues so it shall be sulrogated 1o such lien with the right to enforve sanc et 1o apply royaliies und shin-in royahties paysbly hareunder wward salisfying same. Without impairmont of
Lessec’s rights under the warsanty, if this lease covers a less interest in the oil or gas in all or sny part of said lund than the enire and undivided fee simple estate (whether Lessor’s inerest is herein
specified or not) then the royalties, shut-in royalty, and other payments, if any, accruing from any part as to which this lcase covers less than such full interest, shedl be paid only in the proportion
which the interest therein, if any, covered by this lease, bears 10 the whole and undivided fee simple estate therein, Should any one or more of the partii d ab Lessors f2il to thi
Jeese, it shall nevertheless be binding upon the party or parties executing the same.

11, Lessee, its or his successors, heirs and assigns, shall have the right al any time to surrender this lease, in whole ur in part, 10 Lessor o his heirs, successors and assigns
by delivering or mailing a relcase thereof to the Lessor, or by placing a release thereof of record in the county in which suid land is situated; thereupon Lcssee shall be retieved from all obligations,
expressed or implicd, of this agreement as 10 acreage 30 suendered, and therenfier the sliul-in royalty payable hereunder shall be redueed in the peoportion that the acreage covered hereby is
reduced by said reloase or relcases.

Z/%M(Q -

WILLIAM C S
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INDIVIDUAL ACKNOWLEDGMENT (New Mexico Short Form)

STATE OF NEW MEXICO

COUNTYOF ___1pn

fi ing i was acknowledged before me this

BT

§

§

§

14th day of _ OCTOBER , 2003, by WILLIAM C.

SMITH. ..

aetidiigyg,
*
5 .

WL
L PUBLIG Sy

) "1,36:-:‘ o

INDIVIDUAL ACKNOWLEDGMENT (New Mexico Short Form)

STATE OF NEW MEXICO §
§

COUNTY OF LEA §
The foregoing instrument was acknowledged before me this __14th dayof OCTOBER

» 2003, by NANCY SMITH.

“\nu'”,r.,'

\\:‘\;A Vg, "r, ‘
My Consrisiin Bipties " DECFMBER 1170, 2005
S ST
S WOTAR - =

ECEFTION NO: 0314
SEW MEXICO, COUNTg

RECORDED 11/17/2 1
BOOK 0530 PAGE 0726 B./77¢unt

JEAN BLENDEN, COUNTY CLERK




" 'APD Form Page 1 of 2

Diswict ]
1625 N. French Dr., Hobbs, NM 88240
District II

1301 W. Grand Ave., Artesia, NM 88210
District IIf

1000 Rio Brazos Rd., Aztec, NM 87410
District IV

§220 S. St Francis Dr., Santa Fe, NM 87505

State of New Mexico Form C-. |

Energy, Minerals and Natural Resources
Oil Conservation Division
1220 S. St Francis Dr.
Santa Fe, NM 87505

_ APPLICATION FOR PERMIT TO DRILL

OGRID Number

N d Addres
Operator Name ani S 6 i 37

| DEVON ENERGY PRODUCTION COMPANY, LP
120 N. Broadway

API Number

i
| Oklahoma City, OK 73102 |
|

30-015-33248

l Property Code i Property Name 3 Well No. i

; 33470 | ~ Apache 24 Fee ‘ 006 :
o SUTface Location - ; e

| ULorLot !
E i

Section |

Township
228 |

24 ;

Range
30E

Feet From

660 |

N/S Line
N

Lotldn
E

Feet From

1980

ProposedPools e

|QUAHADA RIDGE;DELAWARE, SOUTHEAST 50443 _ - 1

Work Type : Well Type Cablc/Rotary % Lease Type Ground Level Elevation .
{ Newwen | OIL | Private | 3366 ;
Multiple , Proposed Depth Formation ; Contractor : Spud Date 1
7900 _ Delaware ‘ 02/01/2004

Casing Weight® | SetingDepth | _ Sacksof Coment || Estimawed TOC__|

2
g I
3
a

Type [ HoleSize | CasmgSize | _
[ swt ] 175 13375 |
fon ] 8es ||

R

_Casing/Cement Program: Additional Comments

13 3/8 crnt lead w/3505x Class C & tail w/250 sx Class C, circ to surface 8 5/8 emt lead w/800 sX Class C & tarl w/200 sx -
;|Class C, circ to surface, 5 1/2 cmt lead w/430 sx Class C & tail w/300 sx Class C & Lead w/450sx Class C & tail w/175sx
dClass C thru DV tool @4000, circ to surface No Hydrogen sulfide or other hazardous gases or fluids have been i
encountered reported or are known to exrst at thrs depth in thrs area !

L o e e s M Ny ettt A s

_Proposed Blowout Prevention Program

[ DoubleRam _
1o  Annular

Manufacturer T i

Working Pressure
o 2000 oo w—

Py ey
i
H




' APD Form Page 2 of 2

,‘I f\crcby cemfy that the mfonnatlon glven above is true and i OIL CONSE:RVATI}:)IW\I DIVISIQN A
‘lcomplete to the best of my knowledge and belief. Elec tromcally “Approved By: Bryan Arrant —
[|Electronically Signed By: KarenCottom l [Title: Geologist o N
fl‘ntle Operations. Techmcmn o E[Approval Date: 02/19/2004 xplx:gt}f)n Date 02'/1'_9/20051
gDate. 12/17/2003 fPhone 405 228 7512 | |Conditions of Approval -
et .. ||| There are conditions, See Attached.
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R

Fomm 31099
(Augus UNITED STATES

DEPARTMENT OF THE INTERIOR
BUREAU OF LAND MANAGEMENT

APPLICATION FOR PERMIT TO DRILL OR REENTER

S

@006/021

FORM APPROVED
OMB No. 1004-0136
Explres November 30. 2000

S. Lease Serial No,
NMNMB9051

6. If Indian, Allottee or Tribe Name

la. Type of Work: & DRILL [ REENTER

7. If Unit or CA Agrecmeat, Name and No.

8. Lease Name and Well No.

1b. Typcof Well: @ Oil Well [ GasWell ([ Other (3 Single Zone [ Multiple Zone APACHE 24 FEDERAL 7

2. Namc¢ of Opcrator Contact: LINDA GUTHRIE 9. APl Well No,
DEVON ENERGY PRODUCTION CO LP E-Ma: thda.guthrie@dvn.com

36, Address 3b. Phone No. (include arca code) 10. Field end Pool, or Exploratory
20 NORTH BROADWAY, STE 1500 Ph: 405.228.8209 QUEHADA RIDGE SOUTHEAST DEL
OKLAHOMA CITY, OK 73102 Fx: 405.,552.1319

4, Location of Well  (Repor! locaiton ¢learly and in accordance with any State requirements. ®)
At surface SWNW 1470FNL 950FWL
Auproposed prod. zone NENW 598FNL 2059FWL

11, See., T., R., M, or Bik. and Survey or Arca

Sec 24 T22S R30E Mer NMP
SME: BLM

14. Distance in milcs and dircction from nearest town or post ofTice®

APPROX 46 MILES WEST OF JAL NM

12. County or Parish 13. Swuate
EDDY NM

15. Distance from propasad lucation 1a nearest proj or 16. No. of Acres in Lease
Jease line, N\, (Also % nearest drig. unit line, if ony)
440.00

17, Spacing Unit dedicated 1w thiz well
40.00

18. Distance from propoaed lucation to nearest well, drilling, | 19. Proposed Depth
completed, applied for, on this leage, ft.

20. BLM/BIA Bond No. on file

8115 MD
78650 TVD
21. Elevations (Show whether DF, KB, RT, GL, ete. 22. Approximate datc work will start 23, Estimaied duration
3354 GL 06/15/2004 1

24, Attachments

The following. compleied in acy ordance with the requirements of Onshore Oil and Gas Order No. 1, shall be attached vo this form:

1. Well plat cemified by a registered surveyor, 4. Bond lo cover the operalions wnless covered by an existing bond on file (see
2. A Drilling Plan. Jten 20 above).
3, A Surface Use Plan (il the lncation ia on National Forest System Lands, the S. Opemtor certification
SUPO shall be filed with tie nppropriute Forest Service OMice). 6. Such other site specific information and/or plans as may be required by the
authorized officer.
25. Signature L Name (Printed/Typed) Date
(Electronic Submission) LINDA GUTHRIE 05/11/2004
Title
REGULATORY SPECIALIST
Approved by (Signawre) Name (Prinied/Typed) Date
Tie Office

Application approvel docs not warrunt or certify the upplicant holds legal or equilable title to thoac rights in the subject leasc which would entitl the applicant to conduct

operations thereon,
Conditions of approval, if any, arc attached.

Title 18 U.S.C. Secrion 1001 and Title 43 U.S.C. Scction 1212, make it & crime for eny person knowingly and willfully to make to any department or agency of the United

States any false, fictitious or fruudulent statements oy represenmations as to any matter within its jurisdiction,

Additional Operator Remarkse (see next page)

Electronic Submlission #30592 verified by the BLM Well Information System
For DEVON ENERGY PRODUCTION CO LP, sent to the Carisba

** OPERATOR-SUBMITTED “* OPERATOR-SUBMITTED ** OPERATOR-SUBMITTED **

10/12/2004 TUE 10:23 [TX/RX NO 6673] @006

[ ——
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Sy

Additional Operator Remarks:

Devon Energy proposes to drill a dircctional Delaware well to 7850 TD for commercial quantities of oil
and gas. If the well iy deemed non commercial, the well bore will be plugged and abandoned per Federal
regulations. Devon Encrgy Production Company, LP will drill the well per the Master Drilling and
Surface Us¢ Program s.bmitted for the Quahada Ridge, SE Field.

Dircctions: Frem the junction of Co. Rd. 802 and State Hwy 128, go north on 802 (WIPP Road) for approx.
5.0 miles to lease road; then west on least road for approx 2.5 miles to a point on the proposed
location.

No new access road is proposed for this location.

16712/2004 TUE 10:23 [TX/RX NO 8673] @oor

e ——
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@oo8/021

APD Form
OO —~FEe-
Digtrigtd . Tovo Form C-101
1625 N. French Dr.. Hobbs, NM 88240 State of New Mexico Permit 1519
Riststll Energy, Minerals and Natural Resources
1301 W. Grand Ave,, Anesia, NM 88210 . . .
Diseriet [1] Qil Conservation Division
1000 Rio Brazos Rd., Aziec. NM §74|0 1220 S. St Francis Dl'.
.
1220 S, St Prancis Dr., Sanls Fe, NM Santa Fe, NM 87505
87505

APPLICATION FOR PERMIT TO DRILL

OGRID Number
Operator Name and Address 6137

DEVYON ENERGY PRODUCTION COMPANY, LP

Property Code : Property Name Well No.
APACHE 24 FEE 007A ‘
Surface Location

UL or Lot Scction Township Range Fee; From N/S Feet From Lme Coumy
E 24 228 30E I 460 l 150 Eddy

Proposed Pools

20 N. Broadway e rber
Oklahoma City, OK 73102 v

|

[WILDCAT:DEVONIAN (GAS) 96061

Work Type Well Type Cable/Rotary Type Ground Leve! Elevation |
New Well anatc 3355

—

i_

Muluplc Proposed Depth Formation Conmwror Spud Dare
15500 Devonian 1 I/ 15/2004

J

Progosed Casing and Cement Program

Tyee_ ]| Hole Size || Casing Size Casing WeightR__||_Sehing Depth || Sacks of Cement )| Estimated TOC

Surf 20 ll__ 65.4 [ 65 J 700 | 0 |

It | 1475 | 1075 || 40.5 [ 3s00 [ 2000 | 0 |
oo |95 [ e | s7 s w0 o |
[Toei | o5 L35 L0 T wsw . w | . ]

Casing/Cement Program: Additional] Comments

16 - Cmt lead w/450 sx Class C & tail w/ 250 sx Class C, circ to surf, 10 3/4 - cmt lead w/ 1700 sx Class C & tail w/ 300
sx Class C, circ to surface, 7 5/8- cmt lead w/ 800 sx Cl C, tail w/ 400 sx Cl C, lead w/600 sx Cl C & tail w/200 sx thru DV
tool at 4000, 5 1/2 liner cmt w/ 350 sx Cl C. Hydrogen Sulfide gas may be present in the Devonian. H2S Contingency plan
will be on location. 0-625 mud wt 8.4 - 8.8 vis 29-36 NC filtrate fresh water 625-3800 mud wt 8.5-10.0 vis 29-32 NC

o

filtrate Brine 3800-12050 mud wt 9.0 - 12.5 vis 34-38 10 cc, mud up at 10,000 12050-15,500 mud wt 8.4, vis

‘ Double Ram | 10000 I 10000

Progosed Blowout Prevention Program
Type _J Working Pressure “ Test Pressure ” Manufacturer |

Annvlar S sw ]

http://www emnrd.state.nm.us/ocdpermitting/C101Form.aspx?PermitID=1519&PermitVer... 9/16/2004

1 S s

10/12/2004 TUE 10:23 [TX/RX NO 8679] 008
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APD Form . . : Page 3 of 3

- = —
1 hereby certify that the information given above is true and
complete to the best of my knowlcdge and belief,

| OQIL CONSERVATION DIVISION |

Electronically Approved By:
Electronically Signed By: Linda Guthrie ITitle:
Title: Regulatory Specialist |Approval Date: "Bxpiration Date:

ate: 09/16/2004 Phone: 405-228-8209 E:mditions of Approval:
. [[No Conditions |

http://www.emnrd.state.nm.us/ocdpermitting/C101F orm.aspx?PermitID=15]19&PermitVer... 9/16/2004

10/12/2004 TUE 10:23 [TX/RX NO 8873] @o10

m
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STATE OF NEW MEXICO
DEPARTHENT OF ENERGY, MINERALS AND NATURAL RESOURCES
OIL CONSERVATION DIVISION

APPL!CATIC? OF DEVON ENERGY PRODUCTION COMPANY, L.P. FOR AN

ORDER AUTHORIZING THE DRILLING OF A WELL IN THE POTASH AREA,
EDDY COt NRY, NEW MEXICO.

CASE NO,

i A VIT OF KENNETH

Smith, being first duly sworn upon my oath, statc as follows:

I. Iam ov

2. I am the @wner of the surface and the minerels located at the SW/4 NW/4 in

Section 24, Towhmship 22 South, Range 30 East, NMPM, Eddy County, New Mexico.

3. I signed #n oil and gas lease on October 20, 2003, which sllows Devon Energy

Production Combany, L.P. (“Devon”) to develop the oil and gas under said land,

4. As this J the only lease for minerals, I remain the owner of any potash minerals

in the SW/4 NWV4 of Section 24.

s. J understiind that Devon proposes to drill wells known as the Apache 24 Fee

Well No. 6, No.|[7 and No. 7A on the SW/4 NWM‘of Section 24,

6. 1t is 1oy iljtention as owner of the surface angd minerzls in said arca, to have the
als developed first and in preference (o any potash reserves underlying

oil and gas minf

EXHIBIT
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my land and I therefore support Devon's application for the drilling of the Apache 24

Fee Wells No. !ﬁ. 7, and 7A.

7. The st

¢hed Exhibit A is a true and correct copy of my agreement with Devon.

Lday of ,{/0% ., 2004,

' ke’wéam ’sm"xm;; - §

DATED this

STATE OF N )
) 4,
COUNTY OF Jll eq. )

Subscribgd and sworn to before me this O?Q"d day of N oV , 2004

i K

Notary Public

by Affiant Namip.

Linda K, Mahoney

NUOTARY PUBLIC
STATEOF

My Sanumision Expires:




| - -IMC Potash Carisbad Inc.
) mc e
1361 Potash Mines Road
v Carlsbad, New Mexico 88221-0071
April 12, 2004 505.887.2871 o
Karen Cottom Ié& n -

Engineering Technician P I
Devon Energy Production Company, L.P. (/( ‘
20 North Broadway cf ﬂ( \HM

Oklahoma City, Oklahoma 73162-8260 W LL Md

Dear Ms. Cottom:

IMC Potash Carlsbad Inc. objects to the location of Devon Energy’s Application to Drill
the Apache 24 Fee #6, 1980° FNL, 660’ FWL, Unit E Section 24, Township 22 South,
Range 30 East, NMPM. This location is in an area clearly designated as measured ore by
the BLM, and is in IMC’s LMR containing valuable potash ore. IMC’s 5 year mine plan
shows we expect to mine within % mile of this location in 2007.

Drilling the well applied for by Devon definitely constitutes a hazard to proposed mining
in this area.

IMC Potash Carlsbad Inc. objects the drilling of a well at this location.

Sincerely,

n Morehouse
Superintendent,
Mine Engineering and Construction

cc:  DonPurvis Charlie High
Joe Lara Craig Cranston

Tim Gum Joe Mraz

EXHIBIT

D




IMC Potash Carlsbad Inc.
Qmc I P
1361 Potash Mines Road
Carlsbad, New Mexico 88221-0071
August 30, 2004 505.887.2871
Linda Guthrie
Devon Energy Production Company, L.P.
20 North Broadway

Oklahoma City, Oklahoma 73102-8260

Dear Ms. Guthrie:

IMC Potash Carlsbad Inc. objects to the Jocation of Devon Energy’s Application to Drill
the Apache 24 Fee #7, 1460’ FNL, 1150’ FWL, Unit E, Section 24, Township 22 South,
Range 30 East, NMPM. This location is in an area clearly designated as measured ore by
the BLM, and is in IMC’s LMR containing vatuable potash ore. IMC’s 5 year mine plan
shows we expect to mine within approximately Y4 mile of this location in 2007. Although
this Unit E is privately held, there is no point within this tract that is outside the ¥4 mile
buffer required by R-111-A and any well within the tract would constitute a hazard to the
mining of federally owned potash reserves currently under lease to IMC. '

Drilling the well applied for by Devon definitely constitutes a hazard to proposed mining
in this area. It will expose the men and women working underground to greatly increased
hazards and therefore should not be allowed.

IMC Potash Carlsbad Inc. hereby objects to the drilling of a well at this location,

Sincerely,

Difi Morehouse
Mine Engineering Superintendent

cc:  Don Purvis Charlie High
Joe Lara Craig Cranston
Joe Mraz
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NEW MEXICO ENERGY, MINERALS and
NATURAL RESOURCES DEPARTMENT

Mark E. Fesmire, P.E.
Director
il Conservation Division

BILL RICHARDSON
Governor

Joanna Prukop
Cabinet Secretary

September 20, 2004

Devon Energy Production Company, L.P.

20 North Broadway

Oklahoma City, OK 73102

Attn: Lind Guthrie or To Whom It May Concern

RE: Devon Energy Production Company, L.P.
Apache 24 Fee # 6, located in Unit E (1980’ FNL & 660° FWL) of
Section 24, Township 22 South, Range 30 East, Eddy County, New Mexico
API # 30-015-33248

Dear Ms. Guthrie or To Whom It may Concern,

In regards to the above referenced well, the New Mexico Oil Conservation Division (NMOCD) rescinds
said application to drill (APD) per the letter of objection from IMC which Devon Energy received dated
April 12, 2004.

I apologize for the lateness of this letter of notification.

Please call if you have any questions regarding this matter,

Respectfully yours,

Bryan G. Arrant
PES

CC: Tim Gum, District Supervisor-Artesia
Dan Morehouse, Mine Engineering Superintendent for IMC
Well File

Qil Conservation Division * 1301 W Grand Ave * Artesia, New Mexico 88210
Phone: (505) 748-1283 * Fax (505) 748-9720 * http://www.emnrd.state.nm.us
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’ T ‘ ‘

Guthrie, Linda

M
From: OCD Online System Administrator [ocdonline@state.nm.us]
Sent: Monday, September 20, 2004 11:49 AM
To: Guthrie, Linda
Subject: OCD Permit Rejection

OCD has REJECTED the following permit:

permit Type: APD
ULSTR: E-24-22S=30E
Well Name: APACHE 24 FEE #007A

Please view the ccmments for this permit at OCD Online:
http://www.emnrd.state.nm.us/ochermitting/ViewAPD.apr?PermitID=1519&Version=OCD

Confidentiality Notice: This e-mail,including all attachments is foxr the sole use of the
intended recipient (s) and may contain confidential and privileged inforxmation. Any
unauthorized review,use,disclosure or distribution is prohibited unless specifically
provided under the New Mexico Inspection of Public Records Act. If youv are not the
intended recipient, please contact the sender and destroy all copies of this message. --
This email has been scanned by the MessageLabs Email Security System.

10/12/2004 TUE 10:23 [TX/RX NO 6679] @018




STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

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

CASE NO. 10490
ORDER NO. R-9990

APPLICATION OF NORANDA MINERALS, INC. REQUESTING THE DIVISION TO
RESCIND OR DENY AN APPLICATION TO DRILL A CERTAIN WELL IN THE
OIL/POTASH AREA, LEA COUNTY, NEW MEXICO

ORDER OF THE DIVISION

BY THE DIVISION:

This cause came on for hearing at 8:15 a.m. on September 3 and 4, 1992 and at
8:00 a.m. on O-tober 26, 1992 at Santa Fe, New Mexico, before Examiner Michael E.

Stogner.

NOW, on this 18th day of October, 1993, the Division Director, having
considered the testimony, the record and the recommendations of the Examiner, and

being fully advised in the premises,

FINDS THAT:

(1)  Due public notice having been given as required by law and in accordance
with New Mexico Oil Conservation Division/Commission Order No. R-111-P, the
Division has jurisdiction of this cause and the subject matter th-reof.

(2) On April 1, 1992, Yates Petroleum Corporation ("Yates") filed an
“Application for Permit to Drill" its Snyder "AKY" Well No. 1 at a standard oil well
location 2310 f:et from the South line and 990 feet from the West line (Unit L) of
Section 1, Township 20 South, Range 32 East, NMPM, to test the Delaware formation,

Lea County, New Mexico.

3) On or about April 15, 1992, Noranda Minerals, Inc. (Noranda) filed with
the Division an objection to said Yates’ "Application for Permit to Drill" the Snyder
"AKY" Well No. 1.

"EXHIBIT




Case No. 10490
Order No. R-9990

Page 2

(4) Noranda, the applicant in this matter, under those portions of the "New
Mexico Oil and Gas Act", Sections 70-2-1 through 70-2-36, NMSA (1978) pertaining to
"potash”, seeks an order of the Division rescinding or denying the approval by the
Division of the aforementioned "Application for Permit to Drill" which would authorize
Yates to drill its Snyder "AKY" Well No. 1 at a standard oil well location 2310 feet from
the South line and 990 feet from the West line (Unit L) of Section 1, Township 20
South, Range 32 East, NMPM, to test the Delaware formation, Lea County, New

Mexico.

(5)  Snyder Ranches, Inc. ("Snyder Ranches") is the current fee owner of both
the oil and gas minerals and potash minerals underlying the SW/4 NE/4, the S/2 NW/4,
the NW/4 SW/4 and the SE/4 of said Section 1 (the "Snyder Ranches fee acreage").
Previously, Snyder Ranches sold the surface but retained the mineral estate for the
Snyder Ranches fee acreage. Snyder Ranches appeared at the hearing in opposition to

Noranda and in support of Yates.

(6)  Yates as the current lessee of a valid oil and gas lease from Snyder
Ranches for the Snyder Ranches fee acreage in said Section 1 and proposed operator
of the Snyder "AKY" Well No. 1, appeared at the hearing and presented evidence in
opposition to Noranda.

(7)  Noranda is the current lessee of a valid potash lease with the State
of New Mexico for all of Section 2, Township 20 South, Range 32 East, NMPM and for
all of Section 36, Township 19 South, Range 32 East, NMPM. Noranda is also the
current lessee of a valid federal potash lease with the United States Bureau of Land
Management for the balance of said Section 1, all of Section 11 and the N/2 and SW/4
of Section 12, Township 20 South, Range 32 East, NMPM, all of Section 35, Township
19 South, Range 32 East, NMPM, all of Section 31, Township 19 South, Range 33 East,
NMPM, and all of Sections 6 and 7, Township 20 South, Range 33 East, NMPM, all in

Lea County, New Mexico.

(8)  The proposed Yates well is within the designated oil/potash area as
described in the New Mexico Oil Conservation Division/Commission Order No. R-111-P

("Order R-111-P").

(9)  Order R-111-P provides that for wells on State Lands or on Federal Lands,
the Division shall inquire of the New Mexico State Land Office ("SLO") or the United
States Bureau of Land Management ("BLM"), as the case may be, as to whether the
lands involved are within an area designated a Life of Mine Reserve ("LMR").




Case No. 10490
Order No. R-9990
Page 3

(10)  According to Order R-111-P, an LMR determination by either the SLO
or the BLM is within the exclusive authority of those agencies and such a determination
by them is binding upon the Division.

(11) However, Order R-111-P makes no provision for an LMR determination
when the proposed well is located on fee lands, nor does Order R-111-P authorize a
potash lessee to de51gnate an LMR over lands not leased to that potash lessee.

(12) While this particular matter is yet unresolved, it is a moot issue in this
particular instance in that the proposed well location is within the half-mile buffer zone
of a declared and recognized LMR filed by Noranda and designated by both the BLM

and SLO.

(13) Sub-part G(e)3 of the Rules and Regulations Governing said oil/potash
area, Order R-111-P, provides that;

application to drill in the LMR area,
including buffer zones, may be approved only
by mutual agreement of lessor and lessees of
both potash and oil and gas interests".

(14) Snyder Ranches, as the owner of the unleased potash underlying its
acreage, has consented to Yates drilling the Snyder "AKY" Well No. 1 and desires to
have its oil and gas minerals developed first and in preference to any potash reserves

underlying its fee property.

(15)  Yates has followed the provisions of Order R-111-P, sub-part G(e)2, which
requires it to provide notice of its intent to drill to all potash lessees within one mile of

the proposed well location.

(16) The subject Noranda Minerals, Inc. application should therefore be denijed
and the Yates Petroleum Corporation’s "Application for Permit to Drill" the Snyder
"AKY" Well No. 1 at a standard oil well location 2310 feet from the South line and 990
feet from the West line (Unit L) of Section 1, Township 20 South, Range 32 East,
NMPM, to test the Delaware formation, Lea County, New Mexico, remain in full force

and effect.
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Order No. R-9990

Page 4

(17) At the time of the hearing Yates presented two casing and cementing plans
for the subject well as shown in Exhibits 12 and 12A. The proposal submitted in Exhibit
12A calls for four strings of casing all to be cemented back to surface:

20 inch to 1150 feet;

13-3/8 inch to 3100 feet;
8-5/8 inch to 4500 feet; and,
S-1/2 inch to 8000 feet.

This proposed casing and cementing program meet the criteria for wells drilled and
completed to the Delaware formation in the oil/potash area, as provided in sub-part D

of Order R-111-P.

(18) Exhibit No. 12A in this case should be incorporated by reference into this
order.

(19) Subsequent to the hearing both Yates and Noranda requested
postponement of a decision in this matter because of a possible financial transaction
between Noranda and Horizon Potash Corporation of Carlsbad, New Mexico ("Horizon")
and the concurrent negotiations for a mutual agreement of understanding between
Yates, Noranda, and Horizon. Such an agreement and transaction could have resulted

in a dismissal of this application.

(20) In late April, 1993 the Division was notified that such discussions and
possible transaction had terminated and that these proceedings were to resume. Also,
at that time both Yates and Noranda submitted the required post hearing findings and
memoranda requested by the Division at the conclusion of the hearings. Such
information was not received from the third party in this case, Snyder Ranches, until

May 26, 1993.

(21) By correspondence dated April 22, 1993, the applicant, Noranda requested
this matter be reopened to consider surface ownership of the subject fee acreage as
described in Finding Paragraph No. (5), above, and to allow the submission of an Exhibit
designated "No. 38", which is a "Subsidence Waiver Agreement" between Kenneth Smith,

Inc. and Noranda.

(22)  As provided in sub-part H of Order R-111-P, a representative of Noranda
or a representative of any potash lessee within one mile of the Snyder "AKY" Well No.
1 may be present during drilling, cementing, casing, and plugging of said well to observe
conformation with all requirements of Order R-111-P and of this order.
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(23) Many of the same technical issues such as waste, safety, and the
methodology of determining LMR’s brought out in this case paralleled those of said
Commission Cases 10446 and 10447. The fundamental difference still remains however
that all parties owning potash and oil and gas interest underlying a particular lease -
reached an agreement on the extraction of their minerals. Further, the Division’s

potash/oil and gas rules provided the opportunity for those lessors owning potash leases
within a mile of the proposed well to present evidence and air its concerns and gives
them the opportunity to witness the critical operations over the life of the subject well.

IT 1S THEREFORE ORDERED THAT:

(1)  The application of Noranda Minerals Inc. ("Noranda") to rescind or deny
approval of an "Application for Permit to Drill" authorizing Yates Petroleum
Corporation ("Yates") to drill its Snyder "AKY" Well No. 1 at a standard oil well
location 2310 feet from the South line and 990 feet from the West line (Unit L) of
Section 1, Township 20 South, Range 32 East, NMPM, to test the Delaware formation,

Lea County, New Mexico, is hereby denied.

IT IS FURTHER ORDERED THAT:

(2)  The Yates Petroleum Corporation "Application for Permit to Drill" said
well is hereby in full force and effect.

(3)  The Division shall take administrative notice of Noranda’s correspondence
to the Division dated April 22, 1993 and Yates’ response; however, such Motion to
Reopen and Supplement the Record in this case is hereby denied.

(4)  All provisions of Commission Order R-111-P applicable to the casing,
actual drilling, cementing and plugging of a deep well within the "Designated Potash
Area" shall be strictly adhered to.

THER

(5)  Yates shall cause its Snyder "AKY" Well No. 1 to be cased and cemented
in the manner described in Finding Paragraph No. (17), above. Additionally Yates’
Exhibit No. 12A presented at the time of the hearing shall be incorporated by reference
into this Order.
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(6)  Jurisdiction of this cause is retained for the entry of such further orders
as the Division may deem necessary.

STATE OF NEW MEXICO
OIL CONSERVA DIVISION

WILLIAM J. Le
Director

SEAL






