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

IN THE MATTER OF THE

APPLICATION OF MERIDIAN OIL INC.

FOR COMPULSORY POOLING AND AN TN g
UNORTHODOX GAS WELL LOCATION, SAN "

JUAN COUNTY, NEW MEXICO - PROPOSED CASE NO. 11434
SEYMOUR WELL NO. 7A

APPLICATION TO THE OIL CONSERVATION COMMISSION
FOR DE NOVO HEARING ON AND DENIAL OF MERIDIAN’S APPLICATION
AND FOR PARTIAL WITHDRAWAL OF DIVISION ORDER OF
FEBRUARY 22, 1996

Doyle and Margaret Hartman, d/b/a Doyle Hartman, Oil Operator
("Hartman"), by their undersigned attorneys, and pursuant to Rule 1220 of the OCD Rules
and Regulations and NMSA 1978 § 70-2-13 (1995 Repl.), hereby move for a de novo
hearing before the Oil Conservation Commission for the purpose of considering and
denying the application of Meridian Oil Inc. ("Meridian") for compulsory pooling and an
unorthodox gas well location for its proposed Seymour Well No. 7A in San Juan County,
New Mexico (“No. 7A Well").

Hartman requests that the Commission deny Meridian’s application in its
entirety on grounds that the Division has no authority or jurisdiction to reform the parties’
valid pooling agreement or force pool the interests at issue. NMSA 1978 § 70-2-17(C)
(1995 Repl.). Hartman also requests that the Commission withdraw that part of the Order
of the Division issued February 22, 1996, Order No. R-10545, which found that the
Division has the authority and jurisdiction under NMSA 1978 § 70-2-17(E) (1995 Repl.) to

both (a) modify an existing operating agreement between private parties and (b) force



pool interest owners of a proration unit, for purposes of a proposed second well on that
unit, where the interest owners have already entered into a valid, binding agreement
voluntarily pooling their interests. A copy of the Order is attached as Exhibit A.
As grounds for this Application, Hartman states as follows:
FACT PPORTIN IS APPLICATION

1. On November 8, 1995, Meridian filed its Application for compulsory
pooling and an unorthodox gas well location. The matter was assigned Case No. 11434.
The application sought an order pooling all mineral interests in the Blanco Mesaverde gas
pool underlying the E/2 of Section 23, T31 N, RS W, NMPM, San Juan County, New
Mexico. Meridian sought the formation of a standard 320-acre spacing and proration unit,
which unit was to be dedicated to Meridian’s proposed No. 7A Well to be drilled at an
unorthodox gas well location, to test for production from the Mesaverde formation.

2. Meridian, Hartman and Four-Star Oil and Gas Company (*Four-Star")
are working interest owners in the E/2 of Section 23. Meridian is the designated
operator. Hartman and Four-Star are nonoperating working interest owners.

3. All mineral interests in the Blanco Mesaverde gas pool underlying the
E/2 of Section 23 are already voluntarily pooled. The E/2 of Section 23 is comprised of
two federal leases, one dated May 1, 1948 leased to John C. Dawson (Lease No.
SF078505), and the other dated May 1, 1948 leased to Claude A. Teel (Lease No.
NMO03601). On March 30, 1953, the then owners of leasehold interests in the E/2 of

Section 23 (through whom Meridian, Hartman and Four-Star take their interests in the



tract) entered into a Communitization Agreement as to the E/2 of Section 23. Under the
Communitization Agreement, all interest owners pooled their interests in the two
separately owned tracts insofar as the Mesaverde formation underlying those lands. A
copy of that agreement is attached hereto as Exhibit B.

4, On April 10, 1953, the interest owners in the E/2 of Section 23
entered into an Operating Agreement for the economical and joint operation of the
Communitized tract, which agreement designated Southern Union Gas Company as the
operator. A copy of that agreement is attached hereto as Exhibit C. There are no other
effective communitization or operating agreements governing the Mesaverde interval as
to the E/2 of Section 23.

5. By virtue of the Communitization Agreement and Operating
Agreement, the interest owners in the E/2 of Section 23 unanimously agreed to pool their
interests as to an entire 320-acre standard Mesaverde proration unit. Under the
Communitization Agreement, the parties voluntarily agreed that only one well would be
required for the unit absent unanimous agreement on a second well. The only well
provided for under that Operating Agreement was drilled in 1953 and is known as the
Seymour No. 7 well. The 320-acre proration unit is presently dedicated to the Seymour
No. 7 well, which has produced since it was drilled in 1953.

6. Because of the original unanimous agreement of the parties to require
the drilling of only one well, neither the Operating Agreement nor the Communitization

Agreement provide for the impaosition of a penalty for non-consent owners. A second well



is not required to be drilled under the Communitization Agreement unless unanimously
approved by all parties. There is consequently no need for a non-consent penaity
provision in the Operating Agreement.

7. Prior to November 14, 1974, the established well spacing program
for the Mesaverde Formation in San Juan County, including E/2 of Section 23, allowed
only one well per 320-acre proration unit. On November 14, 1974, the Oil Conservation
Commission issued Order No. R-1670-T. That Order provides, in pertinent part, as
follows:

(1) That the Special Rules for the Blanco
Mesaverde and Pool in San Juan and Rio Arriba

Counties, New Mexico, as promulgated by
Order No. R-1670, as amended, is hereby

amended rmit t tional driling of a
second well on each proration unit . .
(Emphasis added).

A copy of Order No. R-1670-T is attached as Exhibit D.

8. For almost 20 years, during a portion of which time there existed very
favorable gas pricing, Meridian and its predecessors in interest took no action in response
to Order No. R-1670-T. By letters dated January 27 and April 12, 1993, Meridian (a)
admitted to Hartman and Four-Star that the 1953 Operating Agreement did not contain
any required subsequent well provisions, (b) sought agreement of Hartman and Four-Star
for the drilling of a second well on the unit (on terms favorable to Meridian), and (c)
proposed an amended Joint Operating Agreement for the driling of an infill Blanco

Mesaverde well in the E/2 of Section 23. A copy of that correspondence is attached as



Exhibit E. Meridian renewed its request by letter dated October 31, 1995.

9. Neither Hartman nor Four-Star have agreed to Meridian’s proposal.
The Operating Agreement does not require that an interest owner shall be penalized for
not immediately agreeing to a second well on the unit. The Communitization Agreement
guarantees there will not be a mandatory requirement to drill a second well.

10.  Despite the obvious economic concerns on the part of Hartman and
Four-Star pertaining to the immediate drilling of a second well, Meridian has failed to
furnish any economic justification for the immediate drilling of a second well. Given the
current restricted Eastern outlet for San Juan Basin gas and the oversupply of gas into
the California market, the combination of which are responsible for the existing
unfavorable San Juan net-back wellhead gas pricing, the immediate drilling of the
proposed Seymour 7A well would cause, rather than prevent, waste. Such drilling would
result in the development of deliverability that would permit the production of natural gas
from a gas well in_excess of the reasonable market demand. Such drilling would resuit
in economic waste by syphoning off funds from more viable oil and gas prospects. This
would reduce in the short term the total reserves that can be developed and produced.
NMSA 1978 § 70-2-3 (1995 Repl.). There is no reason for the immediate drilling of this well
under current pricing constraints, particularly where, as here, there is no documented risk
of drainage or waste. Moreover, Meridian has requested the imposition of a risk factor
which would effectively deprive Hartman of its interest in the property given the current

economics of the proposed No. 7A well.



11.  Inresponse to Meridian’s November 8 application, both Hartman and
Four-Star moved to dismiss Meridian's application on the grounds that the OCD lacks
jurisdiction under NMSA 1978 §70-2-17 to force pool interest owners in a proration unit
where those interest owners have already entered into a valid, binding Communitization
Agreement pooling their interests. Under the Communitization Agreement and the
Operating Agreement, the interest owners in the E/2 of Section 23 have already pooled
their interests in the Mesaverde Formation, which is the target formation for the proposed
Seymour 7A well. The Communitization Agreement requires the drilling of only one well,
the No. 7 Well.

12. Hartman does not contend that Meridian is precluded from
immediately drilling the proposed No. 7A well. Instead, Hartman contends that any new
drilling as to the already communitized 320-acre tract must be preformed under the terms
and provisions of the Communitization Agreement and the Operating Agreement. Neither
agreement authorizes the imposition of a risk factor if Meridian fails to obtain unanimous
agreement for such drilling.

13.  Meridian’s application was set for hearing and heard on January 11,
1996. Michael Stogner was the hearing examiner for the OCD. The hearing examiner
took evidence on land and ownership matters only, and heard argument on the motions
to dismiss filed by Hartman and Four-Star. The hearing examiner also heard evidence
on the issue of whether Meridian made a reasonable effort to obtain voluntary joinder of

all working interest owners for further development in the E/2 of Section 23.



14. On February 22, 1996, the Division entered Order No. R-10545,
finding in pertinent part as follows:

Pursuant to Section 70-2-17.E. of said Act [New
Mexico Oil & Gas Act] the Division may modify
the 1953 Operating Agreement to the extent
necessary to prevent waste. The Division
therefore has jurisdiction over this matter.

15.  The Division also found that Meridian had *failed to make reasonable
efforts to adequately obtain voluntary joinder* and dismissed Meridian’s application on
those grounds. Hartman does not contest this portion of the Order.

16.  The Division did not hear evidence, nor did it make any finding of fact,
as to whether the proposed No. 7A well was or was not necessary to prevent waste.

17.  Although Hartman was a party of record in Case No. 11434 and
appeared through counsel and participated in the hearing, and notwithstanding that the
Order of the Division was signed and filed February 22, 1996, notice of an order being
issued was not provided to Hartman or Hartman's counsel by the Division until March 4,
1996. Even then, a copy of the Order was provided to Hartman’s counsel only after
Hartman’s counsel learned of the issuance of the Order from William F. Carr, counsel for
Four-Star, and called the OCD and requested a copy of the Order.

ARGUMENT AND AUTHORITY

1. The Division Has No Authority to Force Pool Interests Which Are
Already Pooled by Private Agreement.

18. An administrative agency or body has only such authority as is

granted by the Legislature. Vermijo Club v. French, 43 N.M. 45, 95 P.2d 90 (1938); In re



Proposed Revocation of Food & Drink Purveyor’'s Permit, 102 N.M. 63, 691 P.2d 64 (Ct.
App. 1984).

19. The New Mexico legislature has expressly defined and limited the
power of the Division to force pool tracts of land to those circumstances where the owner
or owners have not already agreed to pool their interests. NMSA 1978 § 70-2-17(C)
provides as follows:

When two or more separately owned tracts of
land are embraced within a spacing or proration
unit, . . . the owner or owners thereof may
validly pool their interest and develop their land
as a unit. her ver h r
owners have not agreed to pool their interests,
and where one such separate owner, or
owners, who has the right to drill has drilled or
proposes to dril a well on said unit to a
common source of supply, the Division, to avoid

the drilling of unnecessary wells or to protect
correlative rights, or to prevent waste, shall pool

IlLor an rt of lan r inter r both in th
spacing or proration unit as a unit. (Emphasis
added).

Section 70-2-17(C) governs the issues presented by Meridian’s application and requires
denial of the application.

20. The OCD lacks jurisdiction to force pool the already pooled interests
in the Mesaverde formation underlying the E/2 of Section 23. Section 70-2-17(C) does
not authorize force pooling where, as here, the interest owners in a tract have already
pooled their interests under the terms of the Communitization Agreement and Operating

Agreement. The Communitization Agreement and Operating Agreement control the



means by which the property is pooled and define the manner in which the parties have
agreed to economically develop the property. There is no statutory authority in the New
Mexico Oil and Gas Act which authorizes the Division to force pool Hartman's interest
which has already been pooled under a valid, binding agreement.

21.  There is no statutory authority which authorizes the Division to
supersede or reform the private pooling and communitization agreement. Only a court
of competent jurisdiction could hear and adjudicate such a claim. Any modification or
reformation here would benefit only one of the parties to that agreement (Meridian) and
cover only a single proration unit within a pool.

22. The Division’s reliance on NMSA 1978 § 70-2-17(E) is misplaced.

That statute provides as follows:

never it t the owners in an |

r

hav r n lan for th ing_of
wells, or upon a plan or method of distribution
of any allowable fixed by the Division for the
pool, or upon any other plan for the
development or operation of such pool, which
plan, in the judgment of the Division, has the
affect of preventing waste as prohibited by this
Act and is fair to the royalty owners in such
pool, then such plan shall be adopted by the

Division with r h . however, th
Division n_hearing and r_noti m
ntly modify an h to the extent

Act. (Emphasis added).
23. The Division's interpretation and application of § 70-2-17(E) under

these facts is legally erroneous and inconsistent with the OCD’s own definitions. Section



70-2-17(E) does not apply to or govern Meridian’s application. Instead, it applies to a
pool-wide development plan, (i.e., a pool-wide plan for the spacing of wells). Section 70-
2-17(E) has no application to pooling agreements by interest owners in one proration unit
which is only a part of an entire pool.

24. The OCD defines pool as follows:

POOL means any underground reservoir

containing a common accumulation of crude

petroleum oil or natural gas or both. Each zone

of a general structure, which zone is completely

separated from any other zone in the structure,

is covered by the word "pool* as used herein.

“Pool" is synonymous with the “common source

of supply" and with “common reservoir."
"Pool" in this case does not refer to or mean a single proration unit producing from a
pool.

25. Section 70-2-17(E) applies to and authorizes the approval or
modification of a pool plan such as is embodied in Order No. R-1670-T, which applies on
a pool-wide basis to all proration units in the Mesaverde pool. The Division, under these
facts, has no authority to apply Section 70-2-17E to a single proration unit in a pool.
Application of the statute to a single proporation unit in order to negate or reform a
private, valid and binding agreement between the interest owners in a single proration unit

constitutes an action in excess of the Division’s jurisdiction and authority. Gontinental Qil

Co. v. Oil Conservation Commission, 70 N.M. 310, 373 P.2d 809 (1962).

26. Order No. R-1670-T does not authorize the Division to modify an

existing, valid operating agreement between private parties. That Order permits the
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optional drilling of a second well on a 320-acre proration unit but does not require the

immediate drilling of a second well. It does not even suggest that the drilling a second
well is desirable. Order No. R-1670-T does nothing more than authorize interest owners
to drill a second well on the proration unit if they agree to do so under terms acceptable

to the parties.

2. The Order of February 22 js Inconsistent with Established OCD

Precedent an ives Meridian Preferential Treatment.

27.  The Division’s finding that it has authority to modify the existing
pooling agreements between the interest owners of the E/2 of Section 23 is inconsistent
with and contrary to prior Division orders issued in identical cases. A case directly on
point is NMOCD Order No. R-8013 in Case No. 86086, the Application of Doyle Hartman
for Simultaneous Dedication and Compulsory Pooling related to Hartman'’s proposed E.E.
Jack Well No. 5, a Jalmat infill gas well, which application was filed and heard in 1895 at
a time of very favorable gas pricing. A copy of the Division’s Order is attached hereto as
Exhibit F. In that case, Hartman sought compulsory pooling as to a 160-acre unit area
which was already covered by a binding and existing operating agreement between the
working interest owners. The Division denied the application for compulsory pooling as
follows:

Because of a lack of evidence to the contrary,
it appears that the “"Agreements” are current
binding operating agreements for the subject
proration unit, having provisions governing
those issues to be addressed in compulsory

pooling cases obviating the need for such a
hearing in this case.

11



28. The OCD issued a ruling contrary to that embodied in the February
22 Order in Case No. 11294, involving an application by Santa Fe Energy Resources to
force pool the interest of Phillips Petroleum Company. There, the Division dismissed the
application based upon the objection of Phillips that the section at issue had already been
voluntarily committed to a spacing unit and could not be made subject to a compulsory
pooling case without violating NMSA 1978 § 70-2-17. A copy of the Order and Objection
are attached as Exhibit G.

29. The Division, in entering its finding that it has jurisdiction to consider
Meridian’s application, has exceeded the authority granted it under NMSA 1978 § 70-2-17,
and has given Meridian preferential treatment inconsistent with and contrary to the
treatment given other applicants by the Division on this same issue.

30. Resolution of this issue in favor of Hartman and this application for
de novo hearing will resolve the dispute between Hartman and Meridian, obviate the need
for any future Division proceedings, prevent waste, and conserve valuable administrative
resources.

WHEREFORE Hartman respectfully requests that the Commission set this
matter for de novo hearing, and withdraw that portion of the Order of the Division of
February 22, 1996 which finds that the Division has jurisdiction and authority to modify the
Communitization Agreement and Operating Agreement pursuant to NMSA 1978 § 70-2-
17(E). The Commission should enter its Order holding that the Division (a) lacks

jurisdiction and the authority under § 70-2-17(E) to modify a valid, binding agreement

12



between interest owners in a proration unit to voluntarily pool their interests, and (b) lacks
jurisdiction or authority under § 70-2-17(E) to force pool Hartman's interest in the E/2 of
Section 23 for the purpose of approving the No. 7A Well. Finally, Hartman requests that
the Commission order that no further proceedings be held on any future application
Meridian may file to force pool the interest owners of the E/2 of Section 23 as to the
Mesaverde interval.

Respectfully submitted,

GALLEGOS LAW FIRM, P.C.

o il |- b

J.E. GAL@GOS

MICHAEL J. CONDON
460 St. Michael's Drive, Bldg. 300
Santa Fe, New Mexico 87505
(505) 983-6686

Attorneys for Hartman

ERTIFICATE OF SERVICE

I hereby certify that | have caused a true and correct copy of the foregoing
to be hand-delivered on this day of March, 1996 to the following:

Tom Kellahin
117 N. Guadalupe
Santa Fe, NM 87501

William F. Carr
Post Office Box 2208

Santa Fe, NM 87504-2208 W /1{ ;

MICHAEL J. C({?DON
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RECEIVED 5. Mavele o
STATE OF NEW MEXICO

ENERGY, MINERALS AND NATURMAL. RESOURGESPEPARTMENT
OIL CONSERVATION DIVISION
. CALLECOS LAW FIRM P.C.
IN THE MATTER OF THE HEARING
CALLED BY THE OIL CONSERVATION
DIVISION FOR THE PURPOSE OF
CONSIDERING:

CASE NO. 11434
ORDER NO. R-10545

APPLICATION OF MERIDIAN OIL, INC. FOR COMPULSORY POOLING AND
AN UNURTHODOX GAS WELL LOCATION, SAN JUAN COUNTY, NEW
MEXICO.

ORDER OF THE DIVISION
BY THE DIVISION:

This cause came on for hearing at 8:15 a.m. on January 11, 1996, at Santa Fe,
New Mexico, before Examiner Michael E. Stogner.

NOW, on this 22nd _ day of February, 1996, the Division Director, having
considered the record and the recommendations of the Examiner, and being fully advised

in the premises,
EINDS THAT:

(1)  Due public notice having been given as required by law, the Division has
jurisdiction of this cause and the subject matter thereof.

(2)  The applicant, Meridian Oil, Inc. ("Meridian"), secks an order pooling all
mineral interests in the Blanco-Mesaverde Pool underlying an existing 313.63-acre gas
spacing and proration unit comprising Lots 1, 2, 7, 8, 9, 10, 15, and 16 (the E/2
equivalent) of Section 23, Township 31 North, Range 9 West, NMPM, San Juan County,
New Mexico, for the drilling and completion of its proposed Seymour Well No. 7-A to
be drilled at an unorthodox infill gas well location 1,615 feet from the South line and

2,200 feet from the East line (Unit J) of said Section 23.

3) Said unit is currently dedicated to Meridian's Seymour Well No. 7 (API

No. 30-045-10597), located at a standard gas well location 1,170 feet from the North line
and 970 feet from the East line (Lot 1/Unit A) of said Section 23.

MG

EXHIBIT "A"

[l —



Case No. 11434
Order No. R-10545
Page 2

4) By New Mexico Oil Conservation Commission ("Commission") Order No.
799, dated February 25, 1949, the Blanco-Mesaverde Pool was created, defined, and 320-
acre spacing was established therefor. By Order No. R-128-C, issued on December 16,
1954 the Commission instituted gas prorationing in the Blanco-Mesaverde Pool to be made
effective March 1, 1955. By Order No. R-1670-T, dated November 14, 1974, the rules
governing the Blanco-Mesaverde Pool were amended to permit the optional "infill drilling”
of an additional well on each 320-acre gas spacing and proration unit within the Blanco-
Mesaverde Pool.

&) Prior to the hearing Doyle Hartman and Margaret Hartman, doipg business
as Doyle Hartman, Oil Operator ("Hartman"), who own a 12.500% working interest in
the subject acreage, filed a motion to dismiss this case. By letter dated January 8, 1996
the Division denied Hartinan's request and this matter remained on the Division's docket
for the immediate hearing. :

(6) At the time of the hearing Hartman and Four Star Oil & Gas Company
("Four Star") again requested that this matter be dismissed on the grounds that the subject
acreage is currently subject to an Operating Agreement and a Communitization Agreement
that have been in effect since 1953 and that Meridian failed to undertake reasonable efforts
to obtain voluntary joinder of their respective interests in drilling the proposed infill well.

(7Y  Meridian was allowed to present testimony on land and ownership matters
in this case, which indicates that:

(@) the E/2 equivalent of said Section 23 consists of two
separate Federal oil and gas leases, each dated May 1, 1948,
with: ' .

@ tract 1 comprising the NE/4 equivalent of said
Section 23 issued to John C. Dawson; and,

© (i) tract 2 comprising the SE/4 equivalent of said
Section 23 issued to Claude A. Teel; -

(b)  on March 30, 1953 a communitization agreement was made

- for the E/2 equivalent of said Section 23 between Southern

Union Gas Company, Meridian's predecessor in interest and

as operator of the Seymour Well No. 7, and Skelly Oil
Company, Four Star's predecessor in interest;

(©) on April 10, 1953, the working interest owners in the E/2
equivalent of said Section 23 entered into an operating
agrezment which:



Case No. 11434
Order No. R-10545
Page 3

@) provided for the drilling of the Seymour Well No. 7
in Unit "A" of said Sectjon 23,

(i})  designated Southern Union Gas Company operator
of the unit;

(iii) governs operations in the Mesaverde formation in
the E/2 equivalent of said Section 23; and,

(iv)  binds the successors and assigns of the original
parties; and,

(d on November 10, 1953 Southern Union Gas Company
spudded the Seymour Well No. 7 and completed it as a
producing Mesaverde gas well to which the E/2 equivalent
of said Section 23 was dedicated.

(8) By letters dated January 27 and April 12, 1993 Meridian advised all
working interest owners within this 320-acre unit that the 1953 Operating Agreement did
not contain any subsequent well provisions and therefore proposed a new Joint Operating
Agreement for the drilling of an "infill" Blanco-Mesaverde well in the SE/4 equivalent of
said Section 23. :

&) Meridian by letter dated October 31, 1995 renewed its request for a
voluntary agreement of the working interests for the drilling of the proposed infill well.
Eight days later by letter dated November 8, 1995 Meridian filed with the Division its
application to force pool this acreage for the Seymour Well No. 7-A.

(10) It is both Four Star's and Hartman's position that pursuant to Section 70-2-
17.C of the New Mexico Oil & Gas Act of N.M.S.A. 1978 the owners of Mesaverde rights
in the E/2 equivalent of said Section 23 have a voluntary agreement in place and that the
Division may not force pool this acreage.

FINDING: Pursuant to Section 70-2-17.E. of said Act the Division may modify
the 1953 Operating Agreement to the extent necessary to prevent waste. The Division
therefore has jurisdiction over this matter.

(11)  Meridian, however, failed to make reasonable efforts to adequately obtain
voluntary joinder of all working interests for further development of this acreage prior to
filing its application, see Finding Paragraph (9), above; therefore, this case should be

dismissed at this time.



Case No. 11434
Order No. R-10545
Page 4

ITIS THEREFORE ORDERED THAT:
Case No. 11434 is hereby dismissed.
DONE at Santa Fe, New Mexico, on the day and year hereinabove designated.

STATE OF NEW MEXICO
OIL CONSERYATI N DIVISION

SEAL
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1. The lands covered by this egreement (hereinafter referred to as “com-

mmitized area”) ave described es follovs:

Towmghip 31 North, Range O Went, ¥,U,P.N,
San Juan County, Hov Mexico

Soction 231. EY

containing 320 acres, wore or less,

and this ngreement sball extend to end inulu'ake ouly the Heagvarda
formation underlying said lands and the dry gas and sssoclated 1iquid hyfro-
carbons (bereinafter referred to. es "commnitived substances™) producible from
.such Lformation. ‘
2. Attached hereto, and made a pert of this sgreement for all pﬁrposes, is

Exhibit A deaignasting the t;pemtor of the commmitized srea and ghowing the

' screege, peroentege and cvnership of oil end gas interests in sll lands within
the commmitiged aves, and the eutharizetion, if eny, for commnitizing cr poole

ing eny patanted or fee lends within the communitized area, -

3. All wattere of operation shell he governed by the Operator wnder and
pursusnt to the tems and provisions of this sgreement. A suecessor éperator
way be desgignated vy the .awners of the working interest in the communitized ares
sod four (%) executed copies of & deaignation of successor operstor shall be )
£11ed with the 011 and Gas Supervisor. ‘ '

b, Operstor ehall furnish the Secretary of the Interior, or bis euthor-
ized representative, with & log amd history of amy well drﬂl;d. on the commn-

itifed. ares, wonthly reports of operations, stetewents of gas sales end royalties
end such other reports as are deemed necessary to coupute woothly the royelty
due the United States, ms mpecified in the applicable oil and gas opera.ung.
regulations. Operator, in operations hereunder, shall not diseriminate egainst
any employee or applic‘m.t for ewmployment because of r-a.cé, creed, color or mational
origin-end an identfeal provision shall be incorpocated fn &ll sibeontractea..

5. ‘The comm-itized.area shall be .de\reloped and, Sperated 8s aun entirety
with the understanding snd egreement between the partles hereto that all

3
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commmitized subotances produced therefron shull be ollocated emong the lease-
holds comprising seid srea in the proportion thet the acreage interest of each
leasehold bears to the entire mcresge interest commdtted to this egreement,

6. The royalties paysble on commmitized substances allocated to the 4n-
dividusl leases comprising the commnitized area and the remtals provided for in
pald lesses shsll be determined end paid on the basls prescribed in each of the
individual leages. Payweut of rentals under the terms of lesses subject to this
agreegent shall not be affected by thie agreement except as provided for under
‘the terms mnd provisions of sald lemses o &8 may herein be otherwise provided. .
Except as herein modified and cha.ngefl, the d‘i:L and gas leagses subject to this
agreement phall remain 4n full force and effect as originally maae and Lissued,

Te "Ihezje ghall be no obliéation on the lessees to offset eny dry gas well
cr wells completed in the same rmtion as covered by this egreewent on separste
couponent tracts {nto which the commmitized eree 4s now or may heréai‘ter be 44~
vided, nor shall any lessee be required to meagure seperately commmitired gube
stances by reeson of the diverse ownership thereof, but the lessees hereto shall
not be released from their cbligation to protect satd commmitired sres from
drainsge of commmitized subastances by e well or wells which may be drilled
offsetting sald sres. A ' .

8. The commencenent, completion, continued operation or production of a
well. oz vells for commmitized substances on the commmitized erea shall be cone

gtrued and considered as the commencement, completion, comtimed operation. e
prod.uctionmee.chauﬂ.;.u.cfthe dands vithin and compricing sail commmitized
area, and operstions or produstion pursusnt to this agrecuent shall he deemed
to be operations or prod;zntion ar to esch lease committed hereto.
- 9. Production of commmitized substances sand dispogal thereof ghall be in
conformity with ellocation, allotwents and quotas msde oy fixed by any duly
ewthordzed person or regulatory body under spplicable Federal or State statutes,
This agreement sghall be subject ta 1l epplicable Federal and State lawn or
e:necat_ive orders, rulea and regulations, and no party h::reft:o shall suffer a
foifeiture or be lisble in domages for fallure to ‘comply with ey of the pro-
visions of this sgreement if guch compliance s prevented by, or if guch fatlure

results from, complisnce with any such laws, orders, rules or regtlations.

3.



10. This agreement shall be effective as of the date hereof. upon execution
by the necegsary porties, notwithstanding the date of execution, and wpon spprovel
vy the Secretary of the Interfor, or kls duly authorized representative, and shall
remain in force and effect for & period of two (2) yesrs and so long thereafter
ae communitized gsubstences are produced from the commmitirved erea in paying
quantities; provilded, that prior to production in paying quantitles from the
commmitized area and upon fulfiliment of all requirements of the Secretary of
the Interior, or hig dwly authorized represemtative, with respect to eny dry hole
or ebandoned well, this agreement may be terminated et smy time by mmtual agree-
went of the‘partien hereto, ;

11. Tt 18 sgreed between the partles hereto that the Secretary of the
Interior, or his duly aubhorized represenmtative, shall have the right of super-
vision over all operations vithm the commmitized area to the ssme extent and
3egree as provided in the ou';ml gas leases under which the United Etates of
Americs 1s lessor end m‘the applicable oil end gas regilations of the Deperiment
of tbe Tnterior, d

12. The covemants herein ehall be constrved t0 be covenants vuming with
the land vith regpect to the vommmitized inmterests of the parties hereto end
thelr succegsors in interest uotil this egreement terminates, and auny grant,
transfer or conveyance of axy such lend or tnterest subject hereto, vhether
‘voluntayy or not,.eball be snd bereby 18 conditiomed upon the essumption of all
chligations hereunder by the grantee, trausferree or other euceesa& it interest, °
end ag to Federal 1and shall be subject to approval bty the Secretary of the‘
Interior.

13. This sgrecnent shall be binding upon the psriies hareto amd ghall
exterd to and be binding upon tbeir respective heirs, executors, sduinistrators,

-

successors and assigus.

1. This sgreement may be executed in any number of cc;unterparbs, no
one of vhich needs to be executed by al), pa-rtiea, or pay be ratified or con-
sented to by seperate instrument, in writing, specifically referring bereta,

and shall be binding upon all parties who have executed such a counterpart,

R
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ratification or ccngent heretc with the gsme force eand effect as if all partice
had signed the same document.

IN WITNESS WHERECQP, the parties herets have execuled this egreement &s of the
day apd year first above written and have set opposite their respective names the

date of exacution.

ATTEST: SOUTHERR UNION GAS C
/"tm( , . B;Q C—%yy

"Cliude A, Teel

yZz

- Ma Aeze Tael, hia wife
. . ‘—ﬁg—"" — . Appn--érﬂn

ATTEST: OTL cozmmg./‘ &

foes CL -,\ "ﬁ“" e

aident

_Mn[_(z‘:)“w :

£
g - .
T Rutter, nis vife
: ) ) |
. §¢ H. Efnest
‘ ¢
- Ernest, hia vife
ATTEST: ALBUQUERQUE ASSOCIATED OIL COMPANY

.._—-.._..._—_—.—-——-———.— ‘-
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STATE OF __ JEAAS . E .

county of __MHagers

On thie :3 ad day of )Z(ie s 19 593 ; before me

rersonally aipeared Joun Ca Nawgon acd ’(m)l//g /g Dasvrson, hie wvife ’

imown to me to be the person(e) who executed the sbove and foregoing in-
strument end acknowledged to me that they  executed the same as their
free act and deed.

IN WITHESS WHEREOF, I have set wy hand and sesl of office on this

,:5—”-‘/@01 xﬁc , 19 53 : J

w C?miasioh Expires: ; ‘Notu-y Publie 1f1 end for

Matace Dt ",,n',;m, Y,;, e £rwnte_Texes , /L/c?rns _ County, “Jexads
My Commission Expires June { 1955 4'

STATE oF _ TEXAS"

COURTY oF  DALIA3 % &8 .

" cuthia 72 tayar 4,@,«,2 , 1993 ., before
we appeared / J M ) ’ ffo ne perhona.ll: kn;vu, who,
being by ue cm; svorn, 344 sey that ke ig the Vice ‘President ;:

SOUTIERR URION GAS COWFASY end that.the seal

affixed to the foregoing instrument 1s the corporate seel of gaid corporation
and that said ingtrument vas signed snd tesled in behalf of sald corparation
by suthority of its Board of Directors, endsatd 4 A 2 7

acknovwleldged said instrument to be the free act u.u( decd of sgid corpo'ro.ti..on.

IN WITRESS WHEREQF, I bave set wy band and seal of office on this ZZ_:

8y of ?g/pj , 1993,

-

My Cotmission Expires:
Juae 1, 1953




STATE OF ;
B6S
COURTY OF ) .
On thie ,QZ day of %Vt/—j , 19 83 , before me
personslly appeared Clauda A, Teel end /M;y /28 Teel, hin vifa ,

¥nown to me to be the person(s) who executed the.sbove and foregoing in-
strument snd acknoviedged to me that hey executed the eame as thoir
free act end deed.

IN WITRESS WEEREOF, I have set uy hand and seel of office on this

27 dayor‘éal.&/ ~,1953 .

My Comnission Expires: ary Public 4n snd for

Qa{éd ) -f/fJZ _ ﬂ,a.um County, ﬁ”:/ffw

STATE OF /(?//, .‘47.._,/2 o
COURTY c@f"ﬂ, Da . )y .
s 2/, s |
ou this 2/ ch_ tay of . /;;'/.‘..-.‘_I , 1993 ., before
we eppeared ,'f }J‘/ l/.//“,ﬁ,ﬂ;f ,/f-( : y to me persovelly knm, who,

teing by we duly wvorn, did sey that he is ‘che!{ 2o Presideut of
SXELLY OIL COMPANY . and that.the gesl

affixed to the foregoing instrument is the corpora:te sesl of eaid corporation

and that sald inetrument was sighned and sesled in behslf of seid corporation

by authority of its I'ioa.rd of Directors, and said f?/;‘if,ﬁ 12‘;«4., P e /
ackuovledged safd instrument to be the free mct and deed of said corporatf;on.

v 4 and Tl Tt
= ?’sﬁm- I have set my hand and ¢e&al of office on this .- ~
aay of S , 1993 .

rd
- / -
-
R

PR
< .-141 , # o~
u".'."_/:' ., ,.ﬁ./ (/}7 /",?".‘ (AR Oy
My Comission Expires; - Ny/e.ry Pubiic in and for // N
HATEL 22, RAOY i 2 -, i
Kelry fubfic. Tolna County, Okishams ‘___,._..-f-/- ,.'{.‘;:f.‘ /  County, (71/,(:'-1,_///—-«

et
Ny Gimniltica Expices Jettanry 2, 1047




THE STATE OF NEBW KEXICO i
COUNTY OF BSRNALILLO

Ca this R7th  day of A 1953,
before m6 peracoAlly sppoare orL T Kicwa to be tha
person who exsouted the foregoing mat.nmeat m behalf of ¢, A, koAdams,
and ecknowledged that ahe exscuted the sams as a free &ct end deed of
nm G. Lo Mdm.

M WITNESS WHBREQF, I havs hereunto get py hand and effixed xy
aeel on this, the dsy and yoar first above wrivten.

‘e
\

.My comiuiou sxpirest

o:--l-ln ,Wwat.u.u Rotaxy or B
” Gounty, New Kexico.

THE STATE OF KEW MEXICO }
COUKTY OF BERNALILLO ) ) .
* onthds _27th dq E 1953.
bafare me parfoaally &ppear
40 e knom to be the persmn dawribed in and who cucuud the !mgoing

Snotrunent, and ackiowledged %0 pa that she executed the saw &g hor Lres
sot and deed.

IN FIINESS WHEREQE, Ihl“ herauwnto utwhandmd&tﬁxodwud
ca this, the day and yoar first shove wriltan.

1y cosmisaton explrest @ﬂﬁa %

3y Conndrndon Kepires Septanber 27, 1528 Q or
Qounty, Kaw Maxico.

A



STATE OF

558

[P Y

COUNTY OF
On this day of e , 1953 , tefore me

peraona)ly appeared Co A. FoAdoms &1‘ ot ‘e Ry ( o ehdoms, his wife |

_ known to me to be the person(s) who executed. tl{e above and foregoing in-
strument end ecknowledged to me that ey  executed the same as thelir
free act and deed,

IN WITKESS WHEREOF, I have set my hand and seal of office on this
day of s 19 53 .

v Notary Public in and for

My Commission Expirea: County,
ETATE QF
£8
COUNTY OF
On this . day of , 19 93 |, vefore ne
personally eppeared Ao W Ruttar end Rutter, bis vife S

Inown to me to be the p?rsou(s) who axecuted the sbove eand foregoing inv-
strument end scknovledged to me that they  executed the same s LDOLT
free act and deed.

N WITNEGS HKER?OF, I bave set my hand and seal of office on this

day of ,19 93

Notery Public in eud for

-~

My Commission Expires: County,
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STATE OF 3
85
COURTY OF )
On this day of , 19 83, before me
persopelly sppesred R, I, Krheot ard Ernast, his wife '

¥nowvn to me to be the person(s) who executed the above and foregoing in.
strument and ecknovledged to me that H37  executed the same as their

free act and deed.
I WITNESS WHEREOF, T bave set wy hand and seel of office on this
dsy of s 19 33 .

My Comission’Expires: - Kotary Public in and for

Com:ity,

. . BS
COURTY W'M ' :

On this £9 % day of (f;&;‘&,.(.: , 19 53 . , before
ue eppeared M.‘ @M » to we personally km;\m, vha,
bedng by me duly avorn, 444 say that be 1a the " Prestdent of

ALDUIQUENRUE ASICCLATED OIL COLTANY and thet the geal

affixed to the foregoing instrument is the corporate gesl of saild corporation
and that pedd instroment vas signed aud sealed in behalf of sedid corporaticn

by suthority of its Board of Directors, and said MW

acknowledged suid mstnm_ut to Ve the free act and deed of aai.d corporation.

IN WITRESS WHERECF, I have set my hand end ceel af offlce on this 2 7

day of (%‘,0 : , 19 33 .

My Comxission Expires: - m Ci'r”y'l’ublé: in g&
/A-~2¢ .3 M County, ""'“’22%‘_"'




Exbibit A to Communitization Agreement
- datéd March 30, 1953,  embracing: ¥ of Section 23,
Township 31 North, Range § West, N.M.P.M., Ben Juan County, New Mexico

Operstor of Commnitized Area: Southern Uniocn Gas Company,

DESCRIPTION OF ) mg&s_ COMMITIED
I.e.uor: United S.tates of America
lessee of Record: John C. Dawson
Beris) Xo. of leage: Santa Ya 078505
Date of lease: May 1, 1648

Description of lands Committed:.  Township 31 Korth, Range 9 West, K.M.P.M.
Saction 23: Ner

Kutber of Acres: 160

Vorking Interest and Percenteget Jolm C. Davson 84l

¢
0.R.R.I. and Fercentage: €. A. McAdams 3/b of 1%
A, ¥, Rutter 1/% or 1%

R. H. Ernest 1/k of 1%

Albuguerque Associated 011 Co. 1-34%

Iract ¥o. 2
Ici.sor: United States of America
Le'ssee of Record: Cleude A. Teel
Serial Ko. of Lesset in«-oaeu
Dete of Jemse: May i, 1948

Description of Jands Committed: Township 31 Norih, Range 9 West, N.M.P.M.
Section 23t 8Ef

Mumber of Acres: 160

Working Iuterest and Percenmtage: Ekelly 041 Company 81} ¢

&R.R.I. and Percentage: Claude A. Teel 14
(This interest is subject to CFR 192.83)

Albuquerque Associated 011 Co. 5§
BRecapituiation )
No. of Acres ) Pel;centage of Interest
Tract Number _Committed In Cormunitized Ares

1 160 50%
) |0

1En
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1953 , by and betveon SQUIHERN UNIUK GAS COMPAXY, -namu-f: x
’] o b

sutborized to 6o business in the Stete of Xov Haxico, and having 1t1 wnd.ycl

office in Dallas, Texas (bereinatter callsd "Southern Uoion” or "Operater®), and
SXELLY OIL COMPANY '

Y. ow
" [$a]
m &
f: €< =
o N s
(bereinsfier eailed "Hom-operetor”, vhether one or maore), ol = o
38
VITEXESSXYTH TEAT ¢ :T‘! R"‘ .
5 8
VHEREAS, wmder dxte of March 30, 1953 . & ceTtaln comtinitize~

t4on (or pooling) sgreemast wos mads spd entered into providing for the commme
itization, pooling snd consolidstion of certsin ofl sud gus leages therein

H}

described 50 85 t0 form & &rilling unit (hereinafter referred o as “mnit®),

cxhracing the following degcridbed land 1A San Juan County,
Kev Mexico:

hi Kexrth, Re West, N.M.P.M.
Section 23: TH

to vhich agreepext veference 48 here wnde for sll purposes; snd

WHEREAS, the parties beretc dzgire to provide for the econonical and Joint

cperation of safd wnit for the production of ges unt ssgocisted 1iquid hydro-
carbonds producible from pesaverds formation

subject ta and 4n eccordsnce vith the terms end provisions of this agresment:
T, THEREFOHE, in cousideraticn of the jreniges aol of the wutusl covesants
end promises hereln contsined, the parties haretc sgree ss follows:
' 1.

OPERATOR

e s

Section 1.

LY

Southern Unfon Ges Company f{a hereby dasigmated as Oparator of

A A Ay —— e

EXHIBIT "C"



"the evove degcTived wnit and, subject to the Yerms end conditions of this agree-

ent, ahall bave 2wJ1 comtral of end mn conduct ané menage all operaticus on

g2iZ unit for the joint amccount of the parties hereto. Sowthera Union may ree
sigm as Jperator st any time by glving noilce to essh Ron-operator io writlmg
sixty (60) days in sdvence of the effestive date of such resignaticn and, in
such evezt, the vorking 4nterest owners of said vnit shall fmmediately select a
BUCCORS0T . )

Section 2. Iz the event Southesn Unton aholl sell or othervise dispose of
all of ftx interess 4n sxid uvnit, the right of cperaticn herein conferred shall
20t rin vith the tranefer or assignment of suck interest or imme {o the benefit
of Bozthern Untonts assisnee, but Naz-operator =nd Soutbern Unionf's assignee

"sball fmmediately sclect & mew Cperstor.
Section 3« The mmber of exployees, the selectiar of such ewployeee, the

hours of lahax 1nd the coupensstion for sarvices to be pail axy and all exployees,
4r comnection with operatiocns hereundar, shall be d=terminsd by Operater. m.
expicrees snd contractong used in cperations hereunder snall de enployun'md
contractors of 0pera_tor end shall never be canaidered the employees or cod-
tractors of T'cnecperstor.

B n.
PERCENIAGS (P INTEREST

I% i3 sgreed that for purposes of this mgreement the interest of eack party
hereto 1z said vnit 4z s follows:

NAME ITTERECT

RIRE SOUIEERN WNION GAS COMPANY 50%

SKELLY OIL COMPANY 50%



nI‘

DRILLING GPERATIONS

Saction 1, Subject to all ather applicable provisions of thie agreesent,

Operator, on or before sixty (60) dave. from approyal of the gbove described

izmt n t e3 Canlagicnl Survey N

sbal) eommence, or ceuse to be commnced, operations for thea drilling of & wll
for the Joint sceomnt of the yarties bereto, st the followving locations

Tmthig ﬂ Ncr‘thl ms! 9 VestL I.Mo?.H.
Section 23: Weikmd

and sause suid well to ba diligently drilled witbout wmnecessary delay snd i
s good vorkmanlike pamper tor s sufficlent depth to test the _ Mocavorty
formation, wnless the pariies hereto putuslly sgree to discomtinue dridling vp-
erstions at & lessar depth, It is wnlcrstood and agyeed that the commencemest

dste for said well shall be extended for s reasodable period vhen pecessary to
perfect title €0 ths lands committed to the wnit. '

i ! M
deltver—4o-Operetor—{ta-propertionste—share—of-sasing-asnd-sbher-oquiznent —osoept

Bection 3. Prior to ecmmeacement of drilling cpersticus, &8 provided i
Secticn 1 hereof, Oparstor sRall fwaish ageh Fos-cperstor mn estimste of the
costs sxpected €0 be. incurred in drilling and equipping said well. .

Seetion k. All costs and expenses ineurred i conzectfon with the driliing,
canpleting, testing, equipping, end 7 & 4ry lols, the plugging and abandoning,
Y of seid well shall be borme by the yarties bereto in the proportions sat ot

under Artiecls IT hereof. )

Iv.
LOS3 OR FATLURE OF TITLE

In the svent of the loss ar failure of the title, in vhole or (n part, af

-3
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any party bareto to any leasc, or to any interest thorein, the interwst of auch
party in and to ths producticn obtainsd from the wnit sball be reduced in pro-
portion t0 such loss or failws of title as of the date such lows or failwe of
ti_t_;.o is ﬁn_l.uy datarzined; _ywvidzd, that auch mig!.on of ownarship mqlt
shall not be retrosctive as 1o operating costs and expenses mmd.ar &t
revenms or yrqduc?iqn ot.:tu_.ancd. prior to such d&_t.c; and yfovidnd., turth?r, that
esch party bereto vhose title has been lost or has falled, as aforessid, shall
{ndemify and bold the other parties hereto hirmless tmndmultwud.
€11 loge, cart, damage «ad expense vhich may reeult from, or artse beceuss ef,
the dalivery to such party of production cbtained lereuniar or the paymest of
procesds derived from the sals of aay such producticn, prior to the date loss or
failwe of title is finally determined.
Y.
TERM OF AGREFMERT

_.. Tois sgreerent shall remain in full foree _u.aq..crfceg, wless_sooner termin-
sted by the mutual agreemant of the partiss hersto, &5 loog as tie comunitisstion
{or pooling) wgrsement harcinsbove dsscrived shall remain {3 force and effect.

vI.
CO3TS ARD EIFERSES

Section 1. Unlags Operator slscts +0 requite Nonopsrstor to advance ite
share af ths eosts and expanges, s hereinaftar providad, Operstor eball inftislly
sdvance and psy 6ll costs snd expenses for thz drilling of the well pruvidad gor
under Article ITI herwof as well as operstion expenses of said mnit and shall
cbarge wach Koneoperator with its pro rats pert fhuor oa tha basis of its yro-
portionate interest in the unit as got out wnder Article II herect.

Bection 2. Al1 such costs, expenses, ercdits and related matters, sad the
method of handling ths eccounting with respeet thereto, shall be im acecordance
vith the provisicns of the Accounting Procedwre, attsched hereto as Exhivit "A"
snd xade a part bereof for all purposes. ‘

Bection 3. In the event that Operator elects to require any Fon-opsrater

-k-



to advance ite proportionste eharc of the sbove mentloned coete ana exprucss,
Operator shall subnit an itemized cetimate of fuch costs and expenses for tha
succeeding calender month to such Fon-operstor, shaving therein the proportionate
ypart of the estimated cogty &nd expenses chargeﬂ-Jle to such Non-operator. Within
fifteen (15)_am after receipt of seid astimate, such Fon-operator thal.l TRY
to the Operstor its proportionate share of the estiut& coste and expenses, If
payment of the estimated coste end expenses is not made when due, the wunpaid ‘
balence thereof shall besr interest at the rate of gix per cent (6%) per aznwm
from the due date until puld. Adjustments betveen esttimated and actusl coxts
and expenses shall te made by Operstor at the closs of each calendar month gnd
the eccount of the respective perties sdjusted accordingly.

Section 4. Operstor shall pake no éingle expenditure in excess of Ooe
Thousand Dollars ($1,000.00) vithout first obtaining the consemt thereto of esch
ﬂon:-ope;ator. The approval of the drilling of the well provided for hereinsbove,
h_ovan.x:, shall inclwde a.u- expenditures for the d.riuinx, coupleting, testing
apd equipping of such vell, including the necessary lines and separstors.

vIi.
DISPOSAL OF PRODUCTION

Each Yon-operstor shall own its proportionate share of a1l gus, casingheed
gts and otber hydrocerbon substances produced and saved from the wnit, end shall
be entitled to take 81l or any part theresf in kind, but if sny Foneoperator
takes gll or say part of its proportionmate part of such production fn kind, it
shal)l beer any extra expense incurred by Operstor (n meking such delivery in
xind. In case of sales of production, each Hop<operator sball collsct direct
from the purchaser or purchssers of such producticn for its properticnate pert
thereof.

YIII,
INSURAKCE
Seetion 1. Operator, or Operator's contractors or sudcontrsctors, shall

carry for the benefit of the Joint sccoumt insursuce ta cover drilling cperstiocns
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on the uni{t es follows:

foa ) POLICY FORM MINIMUM LIMITS OF LIABILITY
Workmen's Statutory Statuiory
Compensation
Contracter's Comprehensive (including coverage B.I. . 50,000 each person
Pubidic Lisbiiity wunder all sectiona of. policy) 4000 exch accident

100,000 sggregate
P.D. ($ 10,000 each accilert
50,000 ~gzregete

M¥otor Vehicle Couprehensive (including non- B.X. 50,000 each persan
ownership ltahility and hired 100,000 each &ceideat
autonobile coverage) P.D. 10,000 each accident

Secticn 2. With respect to producing cperstions conducted Lereunder oa the
wit Yy the Operstoer for the joint account of the parties hereto, Operator shall
waintadin in effect at all times vhile operatiors are so conducted hereunder the
folloving insurance coveragé:

XD FOLICT FORM WINIMUM LIMITS OF LIABRILITY
Workmen'ts Statutory statutery
Compengation
Contrecter's Conprenensive (including coversge B.I. i,zoo,ooa each persca
JBPatlic Liabllity upder &1l secticns of policy) $300,0C0 each accident
$300,000 aggregate
P.De .m euch aceident
100,000 agzregats
Motor Vehicle Comprehensive (including nog. B.J. ($100,000 each parson
ovuership 14ability and hired 300,000 each aceident
avtomobile coversge) P.D. 20,000 esch sacident

Operator vill, upon request, furnish to Noneoperator certificate(s) evidencing
such {ngurance. )

.
ABANDORMERT OF VELL

¥o vell on the unit vhich 4s capeble of produsing gas endfor condensate
from the formaticus covered by this agreement shall be sbandoned vithout the
mtus: congent of the parties hereta. If amy of the parties desire to abundcn
such well, such party or parties shall so notify the other party or parties in
writing and the latter shall have ten (10) days after veceipt of suck notice
in which to elect vhether to agree to sush sbandonment. If all parties hevets

ggree to esuch gbandomment, such well shall bte abandmned and plugged by Opexrator
at the expense of the joint sccount, end as much as possible of the casing wnd

_A
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other physical equipment in and on said well ehall be salvaged for the benafit
of the Joint account, If eny pasty or jartices &o not egree 4o said abandomment,
cuch party or parties ahall purchase the interest(s) of the party or perties da-
giring to abandcn sefd well 4n the physical equipment therein and thareon; and,
within twenty-five (25) dayus after the receipt of notice by the party of parties
uct elooting to abandon, the perty or parties dseiring to sbandon shall execute
and Ssliver to the other party or purties an nselgmmmnt, vithout vervanty of
tiile, of its or their interest In said well and physfcal equimmeat, ead 42 the
working {uterest and gas leasehold estate, inscfar as it covers the formaticu(s)
coversd by this cgreemsnt, In safd wit, In exchange for safd masignment, the
purshusing party or parties shall pay to the sssigning party or parties ths sal-
vage value of the latterts interest in the salvable casing end other physical
squimsnt in end on sxfd well, such velus 0 be determined in gocordance with
the provigicns of the Accounting Procasdwmre, attached hereto as Exhibit WAY,

X,
2axz8

mt?parmnhu;gmdn, foradvdoreutaxmoul,thnmmm
hold righis and interests coverel by this agrecuant and all physicel property

. located thareon er used in commecticn therewith, or suck past therecf as may be

st ject to ad valorex taxsaticn under existing lave of the State of New Mexico,
or vileh may be made sublect t0 taxaticon under future lavs, and shall pey for
the banefit of the Joint ‘scoount all sush ad valovem taxas st the time snd in
the pamner Tequired vy lav vhich may be assessed upan or egeinst all or any
portion of such leasehold rights and intercsts and the physicel property locsted
{therecn or used in ccnneotion therevith. Opersator shall Bill each Xoneoperstor
for {ts roportionate shars of such tax peyments provided by ths Accounting
Sroa re, attached hereto as Exhibit "A®, )

II.
QFTYION T0 PURCHASE
Bection 1. In the event that amy party hareto recaives a booa r£ide offer




.~

whick 1% 43 willing to sscept for tde purchase of its interest in the undl, or
any part thereof, from & person, firm or carporatian ready, able and villing to
pixrebase such Interesgt o part thareaf, the party hereto receiving such offer
stall {mmdistsly give written notice therec? 0 each of the other parties hore-
%0, inciuding in such motice the name and address of such effercr, the price
offered and all cther partinent terms and conditicns of the affer, The other
partiss hereto, fora period of seven (7) days after the receipt of tha notice,
shsll bave tha priocr and preferred right and option to purchase the lesse or
leases, or part theree?, covered by the offer, at the yrice end seocording ta
the tarms and oconditions specified therein,

Section 2. T the cthar parsiliss hereto fail 10 exercise their right end
option by giving vritten notice of acceptance within seven (7) days after re.
c&lpt of the sbove menticned notice, the party which received the offer shall
accept it asd complete the sale to tha offercr in accordance with its offer
vithin sixty (60) days after the expiration of said seven (T) dsy perdod;
providsd, that 3£ the party vhich received the offer fatls to sccert &t or to
ccmplete the sele within seld period of sixty (60) days, the rreferved right
and option of tha other parties hereto wnder this Article XTI shall be con-

. sldeTed a5 Tevived, and the party vhich received the offer shall not couplete
such sale to the offercr uwnless and until the cffer again has been prosented
to the cthar parties hereto, ag hereinabove provided, and ths other parties
again have failed to elect ¢0 purohase on the terms and conditions of the
offer. All offers, except gs hereinafter specifically excepted, st any tins
tade to any party hereto fer the purchase of its interest in the pooled wnit,
or & part thereaf, shall be subject to all the terms and capditicns of this
Artfele XI.

Section 3. Tt 48 expressly agreed that the foregoing provisicms of this
Artizle XT ahsll not apply to a tranafer by e corporste party hereto made 4n!
esomnection vith a merger, comsolidation or recrgenization {nvolving such party
and its pavent su‘bud.;'mry oT an affiliasted company, nor the tranafer by any
party to a vholly cwned subsldisry or to amy other person;, firm o corparstica

baving an {dentity of 4nterest or an opticn agrecument covering any of ths larnd

-8-
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and leeses subject to this agreement,

IIx,
FELATION OF PARTIES

The vights, duties, obligeticns and 11sbilities of the psrties hereto shall
be several and not joint ov coilective, it being tha expresg purpose and intens
ticn of tha parties hereto that their ovnership Iz said wnit shall be ag tenants
in otemon; and nmothing havein comtainad shall ever be ccustrued ws croating s
partnership of sny kind, joint vemture, an associstion or & txust or as impoeing
W any opa or move of tha pertieg herets any pertnership duly, ohRigation or
11ab4lity, Each party hareto shall be ind{viduallTrespozsible only for its
cbligsticus, ax set out in this agrecment.

Iy,
ACCESS TO PERMISES, 1065 AND REPOHTS

Operstor shall keep accuxste logs of the well firilled on sadd wuit, vhieh
logs shall be available st ol resgonsble times for inspection by any None
operator. Upon request by any Noa-operator, Operator shall firnish to such
Nor-operstor & copy of said logs, sumples of cores and cuttings of Cormations
: specuntersd, end wonthly progress repirts rolstive 4o the daveloroent azd oper-
| atiom of safd mit, together With any other informatian vhich may be resscnably
tequested pertaining to such well, Each NemeOperntor shall bave access to ssfd
unit and ¢o «ll books and records pertaining to operstions heremdar for the
porpose ©f ingpection st o1l reagonshle timas,

IV,
SUERERDER, mmum.fmmmonmmorm
Ko loase or lsases subject o this egresment shall be surrendered, lat to
apire, sbanlined or relessed, in vhole o {n part, unless ths parties mutmally
consent thereto {n writing, In the event that less than a1l the partias herato
should elect 4o swrender, let expire, sbandon or velease all or axy part of &

lesse or lessas subject to this agreemsnt ani the other party or parties &o not
ccasent o egree, tha party so electing shall notify the cther pariy or parties
not lese than sixty (60) days i= advence of such eurrender, expiration, sbandon.



mont Or Tolecse «nd, 1T requasted 80 TO QU DY Wi PRiiy Uve v oiQuiiug, 3Ruseus
1ately shall essign vithout varranty to tha latter perty or parties all of its
rights, title and faterest in and to said lcase or lesses, the well or wells
located thereon, and the caging and othar physical equipment in or au said well
or vells. I tha party or parties not so eiecting rall(se) to Toquest such assign-
pent vithin such sixty (60) day pericd, the party so electing aball have tha
right to murendar, let expire, ebendon or releage said lease or leases, or any
part tharecf. In the event suck assiznmant L5 80 vequested, the rarty or parties
to vhors such espignment s mads, upen tle delivery thereof, shall pay to the
esaigning perty the salvege velus of {ts ¢nterest {n all the azlvable casing

end other physical equipment in or co thy wnit, sald velue to de datermined in
sccordance with the provisions of the Accounting Prooedure, attached hereto es
Exhibit "A". After the delivery of any such agsigmmant, the party making the
wssicooent sball be Treleased fram exd ddscharged of all the duties and obligee
tions thereafter accruing or erising hereunder, in commacticn with the operstien
and develomment of the unit, vith respect to the sgsignad lsmse or leaxes,

XV,
LAWS AMD RESULATIONS

Thkis sgreement shall be mblect tu 1l valid and applicable State and
Fedarel lave, rules, regulaticns and orders, and the operstions conducted heve-
under shall be performad in accordance vith said laws, rules, regulations and
oxders. In the event this egreemant ¢r any provisicon herect is, or the opers~
tions cantemplated hereby are found to be, inconsistent with on contrary to ey
such lgw, Yule, regulation or ordsr, the latter shall be dsemed to control end
thix sgreement shall be Tegarded es Eddified eccordingly, and as so wodified,
shail centinue {n full force and effect, -

Ivl.
FOXCE MAJEURE
Section 1. In the event that awy perty hereto is rendered unable, vholly
or 43 purt, by forze majeure t0 cuzry ocut its obligaticns wmder this sgreement,
otber than the obligetion tc make paymenis cf amounts due hereunder, upon such

.
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party's glving notfce end reasonably full part{eulsra of such force majeurs in
writing or by telegreph to the otbar partiss hereto within & resscngble tine
after tha cocirrence of the cause rvlisd upon, the obligaticus af the party
giving sald notice, so far as they sre sffectod by such force majoure, ehall be
suspended doring the cantictance of unr. 1nab41ity so caused, but for 1no leager
portod; and ths ceuse of the force pajeure as far es possible ghall be Temedled
with all ressonable dispatch.

Sect{on 2. Tha term “"force zmajenre® ag ewployed berein ghall noan an ast
of God, striks, lockout or other Indugirial distwrbence, sct of the public enemy,
war, blooksds, Tiot, lightuing, fire, storm, flcod, explosicn, govertmental re-
strafet end eny other cause, whether of the kind herein emumarsted or atherviss,
0ot Teascnstly within the comtrol of the party claiming suspension,

Section 3. The settloment of strikes, lockouts and other lador &ifficulty
shall be entirely within the discrwticn af the perty having the difficulty, Thbe
above yequirement that any force mejoure shull Lo remadied with all Teesosable
aispatch shall not require the settlemant of strikes, lookouts or other labar
dirticulty by aceeding to the demands of opponents therein when such course is
{nadviegsble {n the dfmeretion of the party haring the L{Cficulty,

IvII.
FOTICES ,

Exoept s hevein cthervise exesaly provided, sll notices, Teports wvd
cther communiestions required or psrmitted hereunder eball be daemsd to hn'
Yest properly £iven or delivered vhen dslivered parsonally or vhan sent by
regitarad mafl or telegraph, vith a1l postage or charges fully prepedd, snd
sdi>eased to the parties harets, reppectively, s followst

©0 Noneoperatort Skelly 041 Company

A e T



To Operstor: mhgt"nim Ges Cowpany
Palles 1, Texes
Yhe date of service by mefl shall ba the dste on vhich euch written notice or
other cowmmication fs dapoeited {o ths Tuited States post cffice, sldressed s
above provided. Each party hereto sbail have the right to change its witress
for al) purposes of this Article XVIT by notifying the other parties hereto

thereof i{n writing.

Iviil.
) ROYALYY, OVERRIDING ROYAUTIES, PRODOCTION PAXNENTS, XIC,

Bection 1. The provistons of this agremmest are based on the sssumption
that the nlreﬁn lexses ur opersting Tights aved by the parties hareto emd
mads subject hereto provide for a royulty of 1/6th af the value of ges asd
assoafated liquid hydrocarbons produced, sgved and sold. In the .ﬁutwluu
or lesses subject hereto provile for & royrlty on such products in excess.of the
current warket value at ths well of 1/5tk of that produced, ssved and sold, thare
skall be charged ageinat the intarewt of the perty owning suck lease, lesqes or
cperating rights, the amount of such roymities {n excess of the sadd 1/Bth. The
smount of cost and expense sllocahble to the leaselnld fmterwsts hereundar shall
uet be affected by any such charge or by the existence of sxy such excess royulty.

Section 2. All overriding royulties, production paymants, carried wvorking
mmmmmmtobuwmmmywmumnwuﬁ
s subject shall be borne and puid by such peaxty in sccordance with the previsions
of the sasigewent or other instriment crasting or pertainisg to such obligstice(s).

IX,
EFTECT (F ACREENERT
The terus, covensats ani cond{ticus of this agreemant shall be bindtug upsn
and ehall {mre to the bemafit of the parties bereto nd their respective miccasse
ers snd assigus; and seid terms, covrmanty snd conditicms shall be covemaats
raaing with the land and leasehald estatas covered hareby and with essh tramg.
Ter or sasigument of said land or leasednld estatas.

-12.



XX. -
OFERATOR*S LIEN

Operstor ghall bave en expresz contract lien, vhich 4s hereby granted, upen
the interegt of each Non-operstor in said unit, 4n the oll, gas or other winerals
roduced from such untt end in the materiuls apd equipment located therecn, to
secure the payrast bty each Non-operstor of its proporticnste part of the costs
snd axpenses inourred or pafd by Operator hereunder, and interest, if any, accrued
on guch part, Sush lisn may bde enforced and forecloged ss any other contpact .
1ien. Mepaover, Operator may to the full extent of any {ndsbtednsss owed by it
to axy such Noneoperator, offset such debt zgainst sums oving to Operator haree
under by such loneoperator.

I WINESS WEERECF, the parties Lereto have exscuted this agreswant as of
the day and year £irst shove written, '

SQUTHEERK UITICH GAS COMPAIX

By .

ice [ t

M&*g x
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eTME S _ T g )
} ss
commrror _Mosfias ) : .

Ou this “_(_ dayof ﬂf,,,,'[ , 19.5 3, before me

sppeared , to ma personally kmovan, vho,
- 1
5'1!'8: by ®e svorn 448 sey that be {s the Zlcc e Preatident of

> b and that the sesl affixed to
the foregoing instrument is the corporate seal of said corporation and that
said {nstriment vag signed and seeled in behalf of eeid corporsticn by
suthority of its Board of Directors, and said 9 (2. ﬁd&‘ -
scknoviedged satd {mstrument 0 be the free sct”and daed of sald corporaticu.
IX VITNESS VEXREQF, I have set wy hand 'xnd’seal of offics ou this
ﬁ 4y of ;ga4=z 2 1‘.9 E 2.
. .'.:. ;’:-4' )
A A Yo
A e
""-"; ,\"l‘ikﬁdtum Expires: or
8= = ) K
A - X S 2 ;; Z i
: ' 1TAs e seprrewnd I
g peng Lamay

m
e AIX TIRRLLE

ggéuyoc .19;_'%_,»««:-.@-“&
42 izz &‘“ 4,%& onally known, who, by ms &uly
svorn, 614 sxy that hs 19 the - Prasliant of
and that the seal affized to the foregoing
waut {s t‘lu ‘corperate ssal of said corperstion and that seild fnstrument ves
cigued a2d sesled {n betalf of sa3d corporation by suthority of its Bosrd of
Directors, and uaéz%_‘é‘ﬁé sckmoviedged sadd in.
strunsnt t0 be the free act and deed of said ecorporztica.
VEERECF, T have sat wy baud and seal’of affice onthn?__/{_é

.....
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Aftsched to sad mede a part of __Operating Agreetient between Supron

Energy Corporatien snd Forihvest Pipeline Corporstion dated
of & Twil-N, R« N

ELM.P.M, . San Jusa County, Kew Mexico

ACCOUNTING PROCEDURE
JOINT OPERATIONS

L GENERAL PROVISIONS

L Definitiens

"Joint Property” thall mesn the real and persons] property subject to ths agreement to which this Accountin
Procedure is attgched. ¢

“Joint Operstions” shall mean all operstiens necessary or proper for the development, tlan, protection
maintenance of the Joist Property. e wnd

*Joint Account” shall mean the account showing the charges paid and credits received in the conduct of the Joint
Operstions ead which are to be ahared by the Partles. .

“Operstor™ shall mean the party designated to conduct the Joint Operations.
“Noa-Operstors” shall mean the partes to this agreement other than the Operator.
“Partiss” shatl mean Operator snd Noa-Operators.

*First Level Supervisors™ athigll mean those employees Whose primary function in Joint Operations fs the direct
g:om:'o( cthar employees and/or contrect labor directly employed on the Jaint Property in o mu..m;.

“Technical Employees™ shall mesn those employees having special and specific engineeting, geclogical or oth
peefessional skills, snd whose primary funetion in Joint Operstions i3 the handling ofsped:geependn:rmndz
tioas and problems for the benefit of the Joint Property, .

*  “Pervonsl Expenses™ shall maan travel and other reagonable reimbursable expenses of Operstar's emplayees.
“Material™ shall mesn personal property, equipment or supplies acquired or held for use on the Joint Property.
“Controliable Materisl® shall mean Materlal which at the time is 80 classified {n the Material Clitsification Manual
a8 most recently recommended by the Councl of Petroleum Accountants Societies of North Americs.
. 2. Statement and BUlugs .
. Operstor shall bill Non-Opetators on or before the lst day of each month for thelr properticnate share ef the

Unless otherwise provided for in the agresment, the Operator thay requite the Non-Operstors to advance thelr
el share:of estimated cash eutlsy lonhcne«:ghgmzh'som Operater ghall adjust each monthly bllling

Kach Non-Operator shall pay fts proportion of all blls within fittesns (15) days after receipt. If payment is not
msada within guch time, the unpaid balance shal]l bear interest monthly at the tate of twelve pereent (12
sanum of the maximum contract rate permitied by the applicable usury law, mmem:t;wméth?}om

be true
the end of any such calendar year, unless within the said twenty-f i
written exception thetets and makes claim on Operator for edjustment. No adjustment favorable 10 Operator shall
ba made unless it is made within the same prescribed period. The provisions of this peragraph shall not prevent
sdjustments resulting from s physical inventory of Controllable Material as provided for in Section V.

S Audits

A. Non-Operator, upon notice la writing 1o Operator and all other Nan-Operators, shall have the right to qudit Ope-
Fator’s accounts and records relating to the Joint Account for any calendar year within the twenty~four (24) meonth
periad follawing the end of such calendar year: provided, however, the making of an gudit shall not extend the
time for the taking of written exception to snd the gdjustments of accounts ac provided for {n Paragraph ¢ of this
Section 1. Where there arc twa or more Non-Operators, the Non-Operators shall make every reasonable effort 10

* conduct joint or simultanecus audits in 1 manner which will result {n a minimum of Inconvenience 10 the Opers.
tar, Operator shall bear no portion of the Non-Operators’ audit cost incurred under this paragraph unless agreed
to by the Opcrator.

Approval by NonOparaters

Where an approval or other agreement of the Parties er Non-Operators is expressly required under other sec.
tions of this Accounting Procedure and {f the agreement 1o which this Accounting Procedure It attached coatains
no contrary provisions in regard thereto, Oparatar shall notify all Non-Opetatars of the Operator's proposal, and
the sgreement or approval of a majority in interest of the Non-Operators shall be controlling on all Non-Opera-
tors.

b
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tTa e TA Fu WM CARATTON e RETINEEILEES N LerTAToRYITOY LR ces17ITT



117147985 12:48 38156327616 HARTUAN OIL /‘*?)" HOXE @oi1/023

) - fI. DIRXCT CHARGES | mpﬁs-

Operator shall charge the Jolat Accousnt with the following ltems:,
1 Raatsh und Reyxities :
Lease rentals and royslties paid by Operstor for the Jolnt Operutions
. & Laber
A (1) mmmuommm&mMWmMJmummmmnm
(2) Salsries of Firyt Lavel Superviscrs in the feld

(3) Salaries and wages of Technicsl Employees directly employed on the Jolnt Pro if such charges
exeluded from the Overhesd rates . perty L

B. Operstor's cost of heliday, vecation, elckness and disability benefits and other customary sllowances paid to
employess whose saltries and wages ara chargeshie to the Joint Account under Paragraph 2A of this Sectien
I Such costs under this Paragraph 2B may be charged on a “when and as paid basis™ or by “percentage as-
sessment” on the gmount of salaries and wages chargeable to the Jolnt Account under Paragraph 2A of this
Section I 1f percentage assesgment is used, the rate shall be based on the Operator's eost experience.

C. Zxpenditures or eontributions cnade pursuant to assessments imposed by fovernmental authority whieh
&zugmuommkmmummm:mtm:mmrmmpuuauzs.gm.sg

D. Permdmdtbucmpmymwhaeuhﬂumdmumewlubhﬁmtum&mmundn
Paragraph 2A of this Scction I1

3. Empleyss Benefits .
Oparatsr’s current costs of established plant for employees' group life insurance, hospitalization, panston, re.
tirement, stock purchuse, thrift, bonus, snd cther benefit plans of a like nature, applicable to Operater’s labor
ost chargegble 1o the Jaint Account under Paragrapha 2A and 2B of this Section IT shall be Operatar’s actusl
oast not 10 exceed twenty per sent (20%).

& Material

Materisl purchased or furnished by Operator for use on the Joint Property as provided under Section IV, Only
such Material shall be purchased for or transfecred to the Joint Property as may be required for immediate use
and is ressonsbly snd congistent with efficlent snd economical operstions. The accumulstion of sur-
plus stocks shall be avoided.

5. Transpertatisn
Transportation of employees and Material necessary for the Joint Operations but subject ta the fallowing limits-
tions:

B. If surplus Material is moved to Operater's warthouse o other storage poiat, no charge shall be made to the
:mmm;imagmmmmummmmmppummmbme
arminel, o¢ railway receiving point unlest agreed to by the Parties. No charge shall be made 1o the Joiat As-
count for meving Material to other properties belenging to Operator, unless agreed to by the Parties,

C In the spplicstion of Subparagraphs A and B sbeve. there shall be no equalization of actun] gross trucking eost

. of $200 or Jess excluding eccesscriul charges. . s

6. Secvices

The cost of contract services, equipment and utilitles provided by cutside sources, except sarvices exeluded by

Paragruph § of Section II snd Paragraph L. Li of Section LIL The cost of professiocal consultant services stid con~

tract services of technical personnel directly engaged on the Joint Property if such charges are excluded from the

Overhesd ratet. The cost of professionsl consuliant services or contrsct services of technical personnel not di-

mugengudonm&hu‘nmshmmbcehmdudu:oimAwtmum previously agreed ta by
the n "

.

7. Equipment and Facilities Furnished by Operater

A Oparstor shall charge the Joint Account for use of Operstor owned equipment and facilities at rqtes cem-
mensurats with costs of ewnerthip and operation. Such rates shall include costs of maintenance, repalrs, other
cperating expense, insurance, taxes, deprecistion, and interest on Investment not to exceed eight per cent (1)
per sanum. Such rates shall not exceed average commercial rates currently prevailing in the tmmediste aren
of the Joint Property.

B_ In leu of charges in Paragraph TA atove, Operator may elect {0 use aversge commercinl rates prevailing in
the immediste area of the Jeint Property less 20%. For sutcmotive equipment, Gperator may elect 1o use rates
published by the Peteoleum Motor Transport Associaton.

8. Damages and Lesses to Jolnt Property

All costs or expentes necersary for ihe repair or replacement of Jeint Property made necessary because af dam-
ages of losses incurred by fire, flood. storm. theft, accident, er other cause, except those resulting from Oparstor's
gress negligence or willful misconduct. Operator shall furnish Noa-Opersior written notice of damages or loszes
incurred as goon as practicatle afler a teport therea! has been received by Operator.

9, Legal Expante
Expense of handling, investigating and settllng Utigatlon or claims, discharging of liens, payment of judgmaents
and amounts paid for scttlement of claims incurred tn or resulting from operations under the agreement or
necessary to protect oc recover the Joint Property, extept that na charge for services of Operstar's legal staft
or fees or expense of outside attormcys shall be made unless previously agreed to by the Parties. All other legal
expense s considered (o be coversd by the overhcad provisions of Section 111 unless otherwise agreed to by the
Parties, except 3¢ provided in Sectien I, Paragrapgh 3.
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18. Tuxme

All taxes of every kind and nature asscesed or levied upen or {n connection with the Jolnt Property, the epers-
tion thereot, or the production therefrom, and wiich txxes have been pald by the Operstor for the benefit of the

Any ether 5ot covarsd or dealt with {a the foreguing provisions of this Section I, or in Sectioa
and which §2 by the Operator {a the necessary and proper conduct of the Jalnt Operations. o
I OVIREEAD

1. Overbesd - Drilling and Preducing Operstiens .
L As ton for administrative, su oz, office services gnd warehousia
eo:ap::;t m”m an § sosts, Qperstor shal]l charge
( X ) rized Rate Baslt, Parsnaph 1A, or
{ ) Percentage Basis, Paragraph 1BE.

Unless ethezwise agreed W by the Parties, such charge shall be in lieu of costs and expenzex of all offices
and salaries or wages plus applicadle buzdens and expenses of all perssanel, except thoss directly chacgeable
under Paragrsph JA, Section II The cost and expenise of services from ocutaide sources fn comnection with
matters of taxation, traffic, sccounting of fnatters before ot invelving governmental agencies shill be eoncldered
ss included in the Overhead rates provided for in the above selected Paragraph of this Section IIT unlexs such
east and expense gre agreed to by the Parties as u dicect charge to the Joint Account.

L The sularies, wuges and Personal Expenses of Tachnical Employees and/or the cost of profestions! censultaat
sarvices snd conttect secvices of technical personnel directly emplayed on the Joint Property shall ( ) shall
. not { ) be covered by the Overhead rates.

A. Overbead « Fixed Rate Baais
(1) Operator shall charge the Joint ﬁfcount 3t the following rates per well per month:
Drilling Well Rate 8 30.00
Producing Well Rate §o 1000

(2) Application of Overhesd - Tixed Rate Basis shall be as follows:

(s) Drilling Well Rate
(1] Charges for onshore drilling wells shell begin on the date the well is spudded and terminate on
the date the drilling or complation rig is relessed, whichever is later, except that no charge shall
be made during fuspension of drilling operations for fifteen (15) of more conzecutive duys.
(2] Charges for offshore driliing wells shall begin on the date when drilling or completion equipment
. mmnmwm«muﬁmanmwuummm.:dmtmeﬂm-
tion or rig is veleased, whichever occurs first, except that no charge shall be made during suspen-
sion of operations for tifteen (15) or more consecutive days

{3] Chazges for walls undergoing any type of workover ¢r tecompletion for & period of five (5) can-
secutive days or more shall be made st the drilling well rate. Such charges shall be applied for
the petiod from date workover eperstions, with zig, commence thtough date of rig release, except
Mucummnbemdeduﬁn‘mpewonofamdmlu{inm(ulummmﬂw

(b) Producing Well Rates

{1] An ective well either produced er inj;cu:d {nto for any portion of the month shall be considered
a8 8 one~-well charge for the entife month.

{2] Tiech uctive completion in & multi~completed well in which production iz not eommingled down
tiole ehall be considered as a oneswell charge providing each completion I3 considered a separate
wall by the governing regulatory authority. .

[3] An ingetive gas well shut in because of overproduction or faflure of purchaser to take the produc.
tion shall be considered as & one-well chasge providing the gas well is directly connected 1o & pere
manent Siles outlet.

[€] A one-well charge may be made for the month in which piugging and abandonment operations
are completed on any well.

[5) Al other inactive wells (including but not limited ta inactive wells covered by unit allowable,
Jease allowable, transferred allowable, etc.} chall not quallly for an overhcad charge.

(3} The well rates chall be adjusted as of the first day of April sach year following the effective date of the
agreement ta which thit Accounting Procedute it attached. The adjustment shall be computed by multl-
plying the rate currently in use by the percentage increase or decrease in the average weekly carnings of
Crude Petroleum snd Gag Production Workers for the last calendar year compated to the calendir year
preceding as shown by the index of average weekly earnings of Crude Petroleum and Gas Fields Produc-
ton Warkers as published by the United States Depariment of Labor, Bureau of Labor Statlstics, or the
equivalent Canadian index as publizhed by Statistics Canada, as applicable. The adjusted ratas shall be
the rates currently in uce, plus or minus the computed adjustment.

—3
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B. Overhead - Percontage Basls
(1) Operutor shall charge the Joint Account at the following rates:

(2) Developmant .
e PETCRAL (%) of the cort ¢f Development of tha Joint Property exciusive of
provided under Parugraph ¢ of Section IT and all salvege credits, ve of com

(b) Oparsting
———Petornt (%) of the com af Opernting the Joint Property exclush corts pravided
udcrwlmda«s.eﬂmmmmnctmmmucdhie«dm':s&‘mwrehud
Lor secondary recovery snd sll taxes and assessments which are levied, acsessed and puid upan the min-
oral interest in sad to the Joint Property. .
(3)m1iﬂtba¢tm-‘hmuum¢mtenunm i
Tor the purpose of determining charges ot s percentage basis under Faragraph 1B of this Section INL, da-
welopmaent shall include all costs in connection with drilling, redrilling, decpening oz say cperta
tiong en any oc all wells involving the tte of driiling crw tnd equipment; aiso, preliminary ‘sxpeaditures
pecestary in preparstion for drilling and axpenditures incurred in sbendoning when the well is not coma
S e e poojet eleaciy discoraible 4 5 fiued wic, e5oept 2iador Commbmmpyaton of thcad
aseets any ect e axset, except r Canstructi
Preagraph 2 of this Scction DT All other costs shall be considered a5 Opersting. o8 45 chied ln

2. Ovetbasd « Majer Construction .

To compensate Operntor for everhead costs incurred {n the construction and Installation of fixed the ex-
mu&dmmaayowqrpmimdmbMbkunnxummﬂrdmm«.:k:'m::d
operation of the Joint Property, Operater shall efther negotiate o rate priaz to the beginning of construction, or ghall
charge the Joint Account for Ovethead based on the following rates for any. Major Construction project in excess
ot g 25,000 _ :

A —_5__% of total costa If such costs are mors than §_25,000 __ but Jess than §_100.000 __; plus
B 2 _ % of total costs in excess of §..100,000 __ but less than $1,000,000; plus

€ ol % of total vosts in excess of §1,000,000,

Total eost shall mean the grota cost of sny one project, For the purpose of this parsgraph, the eomponen
aawmmmumumwumwmmmozmummvmmuuau‘a:im

S Amsadment of Raten

The Ovechesd rates provided for in this Section IIT may be amended from time to time only by mutual ggreement
between the Parties herets if, in practice, the rates are found to be insufficient or excessive,

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

Oparater i3 responsible for Joint Account Material and shall make proper and timely charges and credits for all ma-
faovements sffecting the Joint Property. Operater shall provide all Material for use on the Joint Property: how.
nww:mmmwwhmmw&cﬂmm. Obdecutor shall make timely disposition
of {dls and/er surplus Material, such disposal being made slther through sale ta Qperator or Noa-Operator, division in
kind, or ssie ta outsiders. Operator may purchase, but ahall be under no obligation to purchase, interest of Noo-Operae
tors tn surplus condition A o B Material. The disposal of surplus Controllable Material not purchased by the Opera

i

Materisl purchased shall be charged at the price paid by Opetater after deduction of all discounts recelved. In case
of Material found to be defective or retumned to vendor for any other reason, credit shall be pasted to the Joint
Aresunt when sdfustment has been received by the Oparstor.

2. Transfers gnd Dispositicns
Materlal furnished to the Jeint Property and Material transterred from the Joint Property or disposed of by the
Operxtor, unless otherwite agread to by the Parties, shall be priced on the fallowing bases exclusdve of cesh dis.
counts:
A. New Material (Condition A) .

(1) Tululsr goods, exeept kine pipe, shall be priced at the current haw price in effect on date of movementon a
maximum extjoad or barge load weight basis, regardiess of quantity transferred, equalizad to tha lowest
publiched peice fo.b. railway receiving point or recognized barge terminal negrest the Jaint Property
where such Material is normally avallable.

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

Wm':,n::hmudby-reuabkmpplymwm.rﬂatmmwhmwcnmuﬂdumr.
. .

{b) Mavement ef 10,000 pounds or more shill be priced under provisions of tubular goods pricing in Pars.
graph 2A (1} of this Section 1IV.

(3) Other Material shall be priced at the current new price, in effect at date of mavement, as listed by a velladle
supply stere or S.0.b. railway receiving point nearest the Joint Property where such Materinl ls sormally
avallable.

B. Good Used Materisl (Condition B)
Material in sound and serviceable condition snd suitable for reuse without reconditioning:
(1) Materizl moved to the Joint Property
(3) At sevanty-five percent (75%) of current new price, as determined by Paragraph 2A of this Sectlon v,
(2) Masterial moved from the Joint Property

(2) At seventy-five percent (75%:) of current new price, as determined by Paragraph 2A of this Sectian IV,
{f Material wes ariginally charged 1o the Joint Account és new Material, or

—_— -
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(b) at sixty-five peroent (¢5%) of curreat paw price, st detarmined by Parsgruph 2A of Sectis
IV, it Material was originally d\u(dbth:ldat.\mutugwdund&hddnu:u?#anmt
eent (15%) of eurrent new price.

mmawm;uw.mmhtwwmmm.
C Other Used Material (Candition C and D)
(1) Canditien C

D. Obsolete Material .

Matarisl which (s servicesbls and ussble for its oviginal function but eondition and/or value ef such Materls)
1s vt equivalent to that which would justify a price a3 provided above may be specially priced ss agresd o by
&M”ﬁnﬁmm should result {n the Joint Account being charged with the value of the service ren.

L Prieing Conditians . ,
& (1) Loading aad unloading costs may be charged 10 the Joint Account at the rate of fifteen cents (15
. . Wmumubmummunmuwwmmmmm&‘h’:
sctual huyling cost of such tubuler goods are equalized under provitions of Paragraph § of Section IL
o (3) Material favelving erwctian costs chall be charged at applicable parcentage of the current knocked-down
- priot of pew Material
E 3. Premizm Prices
Whenever Material & not readily obtainable at published ar listad prices becawse of nationsl emergencies, strikes
or other unusus! causes over which the Operator has no control, the Oparator may charge the Joint Account for the
- required Materisl st the Operator’s actual coet incurred in providing such Material in making it suitable for use.

& Warrsaty of Meterial Furnishod by Operstor

Operator does not warrant the Materisl furnithed. In case of defective Material, eredit chall not be passed 10 the
daint Account untll adjustment hat baen received by Operator from the manufactuters or their agents.

o . Y. INVENTORIES
The Operstor shall maintain detafled records of Controllable Materixl,

L. Periodie Izventeries, Notice and Represcmtstion

At ressanable intervals, Inventories shell be taken by Operator of the Joint Account Coatreliable Material
Writlen notice of intention to take inventory shall be given by Operstor at leam thirty (30) days before sny inven-
wry is to begin s that Noa-Operators may be represented when any {aventory fs taken. Failute of Non-Operaters
o be represented at an inventory shall biad Non-Operators to secept the inventary taken by Operator.

2. Reconcitlation snd Adjmstment of Laventerics

e Reconeiliation of & physical inventory with the Jaint Account shall be made, and a list of overages and shortages

ahal] be furnished 1o the Non-Operators within tix months following the taking of the inventory. Inventory ad.
Justments shall be made by Operatar with the Joint Account for overages and shartages, but Cperator shall be
beld accountadle only for sherteges due 1o lack of reasonable diligence. -

3. Special Inveaterios
Special Inventories may be taken whenaver there {3 any sale or change of interest in the Joint Propesty. It shall
be the duty of the patty selling w natify 2ll other Parties as quickly as possible after the transfer of interest takes
place. In such cares, both the geller and the purchaser shall be governed by such inveatory.

4. Expense of Conducting Petiedlc Inventosies
The expense of conducting periodic Inventories shall not be charged ta the Joint Account unless agreed to by the
Pasties.

Cmmv AR [ T L TR
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AMENDMENT OF OPERATING AGREEMENY

This Amendment {s made and entered into as of December 1, 1987 by and
between Unicon Producing Company, Operater and Atlastic Richfield Company and
Northwest P{peline Corporatfon, Non-Operators.

WHEREAS, that certafn Operating Agreement originally between Southern
Unfon Gas Company and Skelly 011 Company dated April 10, 1953, covering the
E/2 of Section 23-31N-9W, NMPM, San Juan County, New Mexica, contatins no Gas
Balancing Agresment.

WHEREAS, 1t is the desire of the present parties to said Operating
Agreemant to amend the Operating Agreement so as to provide for a Gis Balanc-
ing Agreement.

NOW, THEREFORE, in consideration of One Dollar and other good and valu-
able consideration each paid to the other, the receipt and "sufficiency of
which 1s hereby acknowledged by al11 the parties, Operator and Non-Operators
hereby amend said Operating Agreement dated April 10, 1953, as follows: -

The Gas Balancing Agreement attached to this Amendment shall
be attached to and made a part of that certain Operating
Agreement between Southern Union Gas Compiany and Skelly 011
Company, dated April 10, 1853, as Exhibit “t".

) ; . Th: parties hereto have executed this Amendment as of the date first above
written.

This Amendment may be executed {n any number of counterparts, each of which
should be considered an original for all purposes.

- UNICON PRODUCING CONPANY

by ST Bl

L. Charles Schalz L

Director - U. S. Land Operations
Unfon Texas Exploration Corporation,
Hanaging Partner

HON-OPERATORS
AT ICHFI§LD COMP,

%ST 0
: g
Approved ge

ol

0067 .doc
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TXHIBIT “E"

GAS BALANCING AGREEMENT

Attached to and made a part of that cercain Operating Agreceent
deted __ APRIL 10, 1953 + batveen

SOUTHERN INION GAS OOMPANY, CPERATOR, AND
SKEOLY OIL COMPANY, AS NON-OPERATOR
{Covering the E/2 of Saction 23-31N-9W, San Juan County, New Mexico)

The parties to the Operating Agreesent to vhich this Gas Balancing
Agreaegent 1is attachad own the working or opersting interests in the gas vights
underlying the Conttact Ares covered by such Agteement snd are entitled o
share in the parcentages as stated in the Oparating Agreement.

In accordance with the carms of the Opersting Agresment, each party shall
take its shate of ges produced from the Contract Ares and market or otherwise
disposs of same. In tha event a party herata does not taks ja kind or market
{ts shire of gss or tas contracted to sell f{ts share of ges produced from the
Contrect Ares to & purchaser which, &t any time while this Agreement iz 12
affect, faile co tske the share of gea attridutable to the interest of esuch
parcy, the terss of this Gas Belancing Agreament shall sutomatigslly becoss
affactive,

The Operazor has tche duty teo contzrol gas production gnd the
responeibility of adeinistericg the provisfane of <chis GCas BRalsncing
Agreement. The Operator e¢hell csuse deliveries to be made ta the gas
purchasers at such rates st nay be required to give effect to the intent that
the gis production acecuats of all parties are to be drought 4nto balance
pursuant to tha provisions hereof.

1.

During any pariod or periods when uv party hereto does mot taks, has no
market for, or the sarket of & party is not sufficlent to tska that parsy's
full share of the gas produced from any well located on the Contract Area, or
such perty's purchaser s unable to cake its share of gas produced from any
euch well located on the Contract Ares, (such a psrty being bereain referred to
as &n “uoderproduced party”) the othar party or parties shell de entitled, buc
not " required, to produce from saild well oen the Contract Ares {and take of
daliver ta a purchaser), ssch aonth, sll or & part of chat partica of the
allovadle ges production assigned to such Well by the regulatory body taving
jurtsdicetion; provided, however, chat, with vespect to gas produced frow a
vell classified as 2 gas well by the applicable regulatory body (“gas wall
gas"), no party mey, vithout the express vritten approval of the underproduced
party, take or market gas well gus in quantities {n exceas of 1502 of sach
parey’s share of the gas sllovable sssigned by the regulatery bdody having
Jurisdiction to such well ot 1501 of such party's share of the then current
delivarability of the wvell including associated production equipment flowing
st the then current pipeline pressure, vhichever is the lesser quantity of gus
vell gas. Those parties vhich are cepsble of taking and/or marketing
quantities of gas allocable to an underproduced psrty, 4a the absence of any
other agreement betveen thes, shall each take a shate of the gas attributed te
the uaderproduced pacty or psttias fn ths dJiract proportion that their
respective {aterests bear ¢o the total {nterest of all parties taking gas who
are also coneidared overproduced. All partles hereto shall share in and owm
the 1{qu{d hydrocardbons vecovared from such gas by prisary sapsration
equipasent In sccordance vith their respactive interests and subject to the
teres of the above~dascribed Operating Agreement, vwhethar or not such parties
are actually taking and/or warketing gas at such tine.

Ch/CBA.1
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2.

Each party unable to market {ts share of the gas produced or unable to
take Lts full ghare of the gas produced ahall be considered underproduced and
shall be credited wich gas in scorage equal to 1its stare of the gas produced
under this Agreesent, less that porriecn of the ges actually marketed or taken
by such party, gas used i{n operations, vented, or laet. Esach party taking gas
shall furnish or cause to be furnished to the Operator a monthly written
statasent of gas volumes taken and the identity of 1te gse purchaser, if any.
- Operstor shall not be required to sdjust 1its gas sccounting ststegenta

. reflectiag a differant gas puctchaser until the first dxy of the wmanth
following the month in which such notfce was provided to the Opezator. The
Operator will maintsin appropriate sccounting on & amcathly and cumulative

basis of tha quantities of gas each parcy is enticled to receive and the

quantities of gas taken and/or parkeated by each of the parties to thair

vaspective gas purchasers. For the sole purpose of implemencting the terme of

this Agreement and adjusting gas {cbalances vhich may occur, each party

: disposing of gas from the Contract Area {a any month, to the extent required,
e shall furnish or causs to be furnished to the Oparator Ly the las¢ day ef each

; calendar month succeeding the producing calendsr month a statsment showing the
total volume of ges markeced by such party or taken in kad for Lta own

account during the producing calendar month and the idencity of its gas
2 purchaser, {f any. Within ninety (90) days after the end of each producing
: celendsr month, the Operator shall furnish esch party s statement shoving the
scatus of the overproduced snd underproduced accounts of &ll parties. To

deterpine respective volumes of gss takean by separate gas pipelines conpected

to the well, measurement of gas for over and under production ghall bde

S accomplished by use of sales meters, snd leass messurement shall be (n
St accordance with AGA requiremsents, With respect to gas purchased from or
5 trensported for mors than one party by or through one pipelins cannected to
the wvell, sach party salling to or tramsporting through such cus pipeline
shall furnish or cause its gas purchaser or transporter to furnish to Operator

monthly voluse statements showing che split of ounership through ite sales or

pipelive inlet meter during the preceding calendar month. All gas volumes

. under this pecsgrsph vill be 1dentified by the appropriste cateagory under tha
e NGPA or any other lav or regulation in effect including deregulated gas, as
S appropriate. Esch party to this Agreement sgreass that St will not utilize any
R information obrained heveunder for any purposs other than implementing the
o terss of this Cas Balancing Agreement.

3.

Any underproduced party shall endeavor to bring its taking of gus -inmte
balance. After writtsn notice to the Operator, sny party mgy at aay time
. begin taking ar delivering to its purchaser its full share of the gas produced
RPN froa said Contract Arvex (less any used in opatations, veated, ar lost). To

e allov for the recovery of gas in etorage and to balaace the gee account of the
parties 4in accordence with thair respective interests, & party wvith gas in
T starage shall be entitled to take or deliver to a purchaser {ts full share of
e ges produced froa said Couctract Ares (leas any used In operatione, veatsd, or
" lost) plus an amount up Co an addictenel fifty percent (501) of tde monchly

. quantity of gas attribuctable to the overproduced party or psrties. If more

than ons underproduced party is encitled to take addfcfonzl gas, they shall
L divide the addic{ousl ges 1in proportion to their respective underproduced
sccounts. The firsc gas oade up shall be assumed to bde che first gas
underproduced.

CD/GBA.1
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4.

Nothing herein shall be construed to deny aay party the right, from tima
to time, to produce and take or deliver to its purchaser up to 100X of the
entire vell stream to meet the deliversbility cests required by its purchasar,
provided chat such tests sre reasonable in Uight of overall Lnduscry
standards, Esch parcy shall, at all times, use {Cs best efforts to regulate

feni {ts takes snd deliveries from e2id Coatrect Ares sc that said Contract Arsa

E will not be shut-fn for overproducing the allovable assiguned thereto by the
tegulatory body having Jurisdiction. Additienally, each parcty shall
comsunicate, a8 pecessary, the contents of this agreement to its respective
gas purchaser sud shall monitor its deliveries to its gas purchaser so as to
ensure to the greatest excent practicable that its gas putchuer does not take
g3s in excess of the quanctities provided for herein.

s.

At g1l times thile gas is produced from che Contract Area, each party
shall pay or cause to be paid all royalty due and payable on 1ts share of gas
preduction as Lf each party ware taking or delivering to & purchaser its sharae
of production. Zach party sgrees to hold each other party harmless from any
and all claims for royalty payuments agsserted by its royaslty owmers. The tern
. “royslty owner” shall dinclude owners of voyalty, overriding roysities,
production payments,-and similar interests.

6.

] Each party producing and taking or delivering gas to its purchaser shall
o pay, or csuse to be peid, all production and severance taxes dus on all
- volunes of gas actually taken or sold by such parcy.

s .

A If, at the persanent termination of production of gas from a well located
on the Conttact Ares, an imbalence exists between the parcies, & monetary
2 settlesent of the izmbalance between the parties relative to euch well shall be
vade vithin & reasonable leagth of time after product{on permanently caases.
The aaount of the wonatary sectlewent will be limited to the proceeds actually
i received by tha overproduced party or parties at the time of overproductiou,
lass ° production and severznce taxes paid en such overproductien. If che
overproduced party or parties did not sell fca gas, euch ges will be wvalued {n
the same manner used for royslty asnd severance tax purposes when produced.
That portfoca of the monies collected by the overproduced party or parties
which {9 eubject £o refund by ovdars of the FERC may be withheld by the

: overproduced perty or parties uatil such prices ars fully spproved by tha
FERC, wunless the underproduced party or parties furniseh a ecorporate
undertaking agreeing to hold the overproduced party or parties harzlass from
financisl loss dus to refund orders by the FERC,

In order to sdminiater this provision, Operator ¢hsll request each
ovarproduced party to furnish Operator a wonthly statement of revenus and
volume for ssch wmonth during wvhich the overproduction occurred. Within s
regaonable time sfter the permsnent termination of production of gas from &
well located on the Contrect Area, Operator shall involce each overproduced
party for {ts proportionate share of sald overproduction based on suid
statements and ehell distribute the amounts colleected froa the overproduced
parties to asch underpraducaed party proportionate to the relative volumes of
underproducci{on attributabdle €o each such uanderproduced party btesed oa tha
veighted average price teceived by esch overproduced parrty during the pertod
that the underproductlion occurred. Fach party sball retain all producer's
records of volumes taken or sold and revenuea or values accruing thereto for
the full term of this Gas Balancing Agreemeat. Operator agrees that {t will
not utilize any information obtained hereunder for any purpose other than
implementing the terms of this Gas Balanciug Agreement.

CD/GBA.1
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This Agreement shall remain in force sad effect as long es the Operating
Agreement, to which it 4s attached, remains in force and effect, and
theresfter unt{l the gas balance accounts between the parties ave sectled in
full., ‘and shall dnure to the benefit of and be binding upon the parties
herate, their hairs, successors, legal represantatives and assigas.

9.

Nothing herein shsll change or affect each party's obligations to pay its
praportionate share of all costs end liabilicles incurred {n oparations on the
Contract Aras as i{ts share thereof is set forth {n the Opersting Agreement to
wvhich this Agreemant is attsched.

10.
The provisfons of this Agreeseat shall be applied to each wvell and to
asch producing formation in each wvell sepsrately as if each well and esch

producing formation in each such well was s separate wvell and covered by
separate but identical agreements.

CD/GBA.1
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BEFORE THE OIL CONSERVATION COMMISSTION
OF THE STATE OF NEW MEXICO

IN THE MATTER OF THE HEARING
CALLED BY THE OIL CONSERVATION
COMMISSYON OF NEW MEXICO FOR
THE PURPOSE OF CONSIDERING:

CASE NO. 5264
Order No. R~1670~T

APPLICATION OF EL PASC NATURAY, GAS
COMPANY FOR THE AMENDMENT OF ORDER
NO. R-1670, BLANCO MESAVERDE POOL.,
SAN JUAN AND RIO ARRIBA COUNTIES.,
NEW MEXICO.

ORDER OF THE COMMISSION

BY THE COMMISSIQN:

This cause came on for hearing at 9 a.m. on 2ugust 13 and
August 14, 1974, at Santa Fe, New Mexico, before the 0Oil
Conservation Commission of New Mexico, hereinafter refexred
to as the "Commission.®™

NOW, on this l4th Jay of November, 1974, the Commission,
a quorum being preésent, having considered the testimony pre-
sented and the exhibits raceived at said hearing, and being
fully advised in the premises,

FINDS:

(1) That due public notice having been given as'required
by law, the Commission has jurisdiction of this cause and the °
subject matter theraof.

(2) That the Blanco Masaverde Pool, located in San
Juan and Rio Arriba Counties, New Mexico, was created by
Commission Order No. 799, dated February 25, 1949.

(3) That the Blanco Mesavexrde Pool is governed by
special rules and regulations, promulgataed by the Commission
in Order Wo. R—-1670, as amended, which provide for 320-acre
proration units and well locaticns in the NE/4 and SW/4 of
each governmental section, and for the assignment of allawahle
to each proration unit in the pool based on the amount of
acreage in the unit and the deliverability of the nnit well.

EXBIBIT "p"

01/08/96 11:32 TX/RX NO.2133 P.0g02 ]
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Case No. 5264
Order No. R-1670-T

(4) That the applicant, El Paso Natural Gas Company,
seeks an oxrder amending said Order No. R-1670 to permit the
optional drilling of an additional well on each 320-acre
proration unit in the Blanco Mesaverde Pool; to determine
the deliverability of each proration unit upon which an
additional well is drilled by adding the deliverabilities of the
two waells; to permit the production of the allaowable assigned
to a proration unit containing two wells from both wells in
any proportion; to consider both wells on a proration unit as
one well for purposes of bdlancing undexrproduction or over-
production; to report the production of each well on the unit
as well as the total unit production; ané to compare the unit
production against the unit allowable for determining whethex

- - & unit should be classified marginal.or non-marginal.

(5) That the Blanco Mesaverde Pool has been developed
for approximately 20 years on 320-acre proration units.

{(6) That to change the unit size now in said pool would
digturb the equities under many of the existing proration
un ts. * N

(7) <That the proration unit size in the Blanco Mesaverde
Pool should continue to be 320 acres.

(8) That Section 65-3-10, New Mexico Statutes Annotated,
1953 Compilation, empowers the Commission to prevent waste
of hydrocarbons and to protect the correlative rights of
the ownars of each interest in said hydrocarbons. .

(9) That Section 65-3-5, New Mexico Statutes Annotated,
1953 Compilation, confers jurisdiction on the Commisgsion. over
all matters relating to the conversion of oil and gas.

(10) That "waste” iz defined by Section 65-3-3, New
Mexico Statutes Amnnotated, 1953 Compilation.

(11) That the evidence reveals that the Blanco Mesaverde
Pool is not a homogeneous, uniform reservoir.

(12) That the producing formation of the Blanco Mesaverde
Pool is comprised of various overlapping, interconnecting,
and lenticular sands of relatively low permeability, many of
which are not being efficiently drained by existing wells in
the poal but which could be more efficiently and economtcally
drained and developed by the drilling of additional wells
pursuant to the rule changes proposed by the applicant.

(13) That infill drilling will substantially increase
recoverable resexrves f£rom the Blanco Mesaverde Pool.

01708796 11:32 TX/RX NO.2133 P.003 ]
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(14) That infill drilling will result in greater ulti@ate
recovery of the reserves undex the various proration units in
the pool. . . :

(15) ‘That infill drilling in the Blanco Mesavexde Pool
will result in more efficient use of resexrvoir energy and
will tend to ensure greater ultimate recovexy of gas from
the pool, thereby preventing wvaste.

(16) That. if infill drilling is implemented in the Blanco
Mesaverde Pool, each operator will be afforded the opportunity
to produce, without waste, his just and equitable share of the
gas from the Pool, and his correlative rights, as defined by
Section 65-3~29, New Mexico Statutes Annotated, 1953 Compila-~
tion, therefore, will not be impaired. o

«

{17) That both wells on a proxration unit should be
produced so long as it is economically feasible to do so.

(18) That the application should be approved.

IT IS THEREFORE ORDERED:

(1} That the Special Rules for the Blanco Masaverde Pool
in san Juan and Rio Arriba Counties, New Mexico, as promul-—
gated by Order No. R-1670, as amended, are hereby amended
to permit the optional &rilling of a second well on each pro-
ration unit: to provide that the deliverability of a proration
unit containing two wells shall be the sum of the deliverabili-
ties of each of the wells: to provide that the unit allowable
may be produced from both of the wells in any proportion; to
consider both wells an the proration unit as ona wall for
purposes of balancing underproduction or overproduction; to
provide for the reporting of production from each well
individually and to reguire the reporting of total produc—
tion f£from the unit; and to.c are the unit production against
the unit allowable. in det ining whether a unit should be
classified marginal or non-marginal. .

(2) That Rule 2 of the Special Rules for the Blanco
Mesaverde Pool, s promulgated by Order Nco. R~1670, as smended,
is hereby amended to read in its entirety as follows:

"RULE 2 (A). The initial well drilled on a proration
unit shalld be located 990 feet from the outer
‘boundary of elther the Northeast or Southwest
quarter of the section, subject to a variation

of 200 feet for topographic conditions. Fuarther
tolerance shall be allowed by the Commission only
in cases of extremely rough terrain where compliance
would necessarily increase drilling costs.

N1T/0R/GR  11-179 TX/RX NO.2137 P.004
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"RULE 2 (B). The second well drilled on a‘proration
unit shall be located in the guarter section of
the unit not containing a well, and shall be
located with respect to the unit boundaries as
described in Rule 2 (A) above.

"the plats (Form C-102) accompanying the Application
for Permit o Drill (OCC Form C-1l0l1l or Federal
Form 9-331-C) for the second well on a proraticon
unit shall have outlined thereon the boundaries
of the unit and shall show the location of the
first well on the unit as well as the proposed
new well. . .

"RULE 2 (C). In the event a second.well is drilled
on any proration unit, both wells shall be produced
for so long as it is economically feasible to do |
so."

(3) That the Special Rules for tha Blanco Mesaverde
Pool as promulgated by Ordex No. R-1670, as amended, are
hereby amended by the addition of the following Special
Rule 9:

RULE 9 (A). The product obtained by multiplying
each prqaration unit's acreage factor by the
calculated deliverability (expressed as MCF.per
day) for the well(s) on the unit shall be known

as the AD Factor for the unit. The acreage factor
shall be determined to the second decimal place
by dividing the acreage within the proration unit
by 320, subject to the acreage tolerances provided
in Rule § (A). The AD Factor shall be computed to
the neareast whole nutber.

RULE 9 (B). The monthly allowable to be assigned
to each marginal proration unit shall be egqual to
its latest available monthly production.

RULE 9 (C). The pool allowable remaining each month
aftexr deducting the total allowable assigned to
marginal proration units shall be allocated among
the non-marginal units entitled to an allowable

in the following manners:

r

1. 8Seventy~five percent (75%) of the pool
allowable remaining to be allocated to
. non-marginal units shall be allocated
among such units in the proportion that
each unit's “AD Factor" bears to the total
"AD Factoxr"” for all non-marginal units in
the pool..

A N0 rac 11.99 TY /DY NN 92111 D ANY
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2. TIwenty—five percent (25%) Of the pool
allowable remaining to be allocated to
non-marginal units shall be allocated
among such units in the proportion that
each unit's acreage factor bears to the
total acreage factor for all non-marginal

units in the pool.

RULE 9 (D). The current deliverability tests, taken

in accoxdance with- the ‘Gas Well Testing Procedures-
San Juan Basin, New Mexico," shall be used in
calculating allowables foxr the proration units

in the pool for the l2-month period beginning
Apxil 1 of the following year.

RULE 9 (E). Wwhen calculating the allaowable for

a proration unit containing two wells, in accordance
with Rule 9 of these rules, the deliverability of
both wells shall be added in calculating the AD
Factor and the unit allowable may be produced

from hoth wells.

(4)

That said Special Rules for the Blanco Mesaverde Pool

are hereby amended by the addition of the following Special
Rule 10 (C}:

RULE 10 (C). The calculated deliverability at the

eliverability pressure" shall be determined in
accordance with the provisions of the current
"Gas Well Testing Rules and Procedures - San Juan
Basin, New Mexico.*

No well shall he eligible for reclassification to
“"Exewpt Marginal®™ status unless it is located on
a marginal proration unit. .

(5)

That said Special Rules for the Blanco Mesaverde

Pool are hereby amended by the addition of the following
Special Rule 12: .

RULE l2. The full production of gas from each
well, including drilling gas, shall be charged
against the proration unit's allowable reqgardless
of the disposition of the gas; provided, however,
that gas used in maintaining the producing ability
of the well shall not be charged against the

- allowable.’

(6)

That said Special Rules for the Blanco Mesaverde

Pool are hereby amended by the addition of the following
Special Rule 14:

nt/nQran 11.19 TY/RY NO 921177 P 06 n
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RULE 14 (A). Underproduction: Any non-narginal
proration unit which has an underproduced status
as of the end of a gas proration period shall be
allowed to carry such underproduction forward into
the next gas proration period and may produce such
underproduction in addition to the allowable
assigned during such succeeding period. Any
allowable carried forwaxrd into a gas proration
period and remzaining unproduced at the end of
such gas proration period shall be cancelled.

ROLE 14 (B). Production during any one month of
2 gas proration periocd in excess of the allowable
assignaed to a proration unit for such.month shall
be applied against the underproduction carxried
into such period in determining the amount of -
allowable, if any, to be cancelled.

{(7) <That sald Special Rules for the Blanco Mesaverde
Pool are hereby amended by the addition of the following
Special Rule 15:

RULE 15 (A). Overproduction: any proration unit
which hags an overproduced status as of the end of
a gas proration period shall carry such overproduc-—
tlon forward into the next gas proration period.
Saild ovexrproduction shall be made up during.the
succeeding gas proration period. Any unit which
has not made up the overproduction carried into a
gas proration period by tha end of said period
shall not be produced until such overproduction

is made up. :

RULE 15 (B). If, during any month, it is discovered
that a proration unit is overproduced in an amount
exceeding six times its average monthly allowable

for the preceding twelve months (or, in tha case of

2 newly cannected well, six times its average monthly
allowable for the months available), it shall not

be produced that month nor each succeeding month
until it is overproduced in an amount six times

or less its average monthly allowable, as determined
hereinabove.

RULE 15 (C). Allowable assigned to a proration unit
during any ore.month of a gas proration period in
excess of tha production for the same month shall

be applied against the overproduction chargeable

to such unit in determining the amount of over-
producgion which must be made up pursuant to the
provisions of Rules 15 (A) or 15 (B) above.

01/08/96 11:32 TX/RX NO.2133 P.007
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RULE 15 (D). The Secretary-Director of the
Commission shall have authority to permit a well
which is subject to shut-in, pursuant to Rules

15 (A) or 15 (B) above, to produce up to S00 MCF
of gas per month upon proper showing to the
Secretary-Director that complete shut-in would
cause undue hardship, provided however, such
permission shall be xrescinded for any well .
produced in excess of the monthly rate authorized
by the Secretary-Director.

RULE 15 (E). The Commission may allow overproduc-
tion to be made up at a lesser rate than pexrmitted
- ynder Rules 15 (A),-15 (B), or 15 (D) above upon
a showing at public hearing that the same ig .
necessary to avoid material damage to the well.

RULE 15 (F). Any allowable accruing to a proration
unit at the end of a gas proration period due to
the cancellation of underage in the pool and the
redistribution thereof shall be applied against
the unit's overproduction. .

RULE 15 (G). The Secretary-Director of the Commis-
sion shal ave authority to grant a pool-wide
moratorium of up 4o three months on the shutting
in of gas wells in & pool during periods of high-
demand emergency upon proper showing that such
emergency exists, and that a significant number
of the wells in the pool are subject to shut—in
pursuant to the provisions of Rules 15 (A) or

15 (B) above. No moratorium bayond the afore-
nentioned three months shall be granted except
after notice and hearing.

(8) That sald Special Rules for the Blanco Mesaverde
Pool are hereby amended by the addition of the following
Section E:

E. CLASSIFICATION OF UNITS

RULE 16 (A). The proration periad (as defined in
Rule 13) shall be divided into four classification
periods of three months each, commencing on April I,
July l, October 1, and January l. After the
production data is available for -the last month

of each classification period, any unit which had
an underproduced status at the beginning of the
proration period shall be classified maxginal

if£ its highest single month's production during

the classification period is less than its average

01/08/96 11:32 TX/RX NO.2133 P.008
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monthly allowable during saild classification
period; provided however, that the -operator of
any unit so classified, or other interested
party, shall have 15 days after receipt of
notification of marginal classification in
which to submit satisfactory evidence ‘to the
Commission that the unit is not of marginal
character and should not be so classified.

RULE 16 (B). The Secretary-Director may reclassify
a marginal or non-marginal proration unit at any
time the unit's production data, deliverability
data, or other evidence as to the unnit's producing
ability justifies such reclassification.

RULE 17. A proration unit which is classified as .
marginal shall not be permitted to accumulate
underproduction, and any underproduction

accrued to the unit priox to its classification

ag marginal ghall be cancelled.

RUOLE 18. If, at the end of a proration period,
2 marginal proration unit has produced more than
the total allowable for the period, assigned to
a non-marginal unit @f like deliverability and
acreage, the marginal unit shall be reclassified
non-marginal and its allowable and net status
adjusted accordingly. (If the unit has been
classified as marginal for one proration period
only, oxr a portion of one proration pariod only,
any undexproduction cancelled as the result of
such classification shall be xeinstated upon
realassification back to non-marginal status.
All uncompensated—for overproduction accruing to
the unit while marginal shall be chargeable upon
reclassification to non-margineal.)

RULE 19. A proration unit containing a well which
has been reworked or recompleted shall be classified
non-narginal as of the date of reconnection of the
well to a pipeline until such time as production
data, deliverability data, or other avidence as

to the unit's producing abiiity indicates that the
unit should be clasgsified marginal.

RULE 20. All proration units not classified marginal
shall be classified non-marginal. i

(9) That said Special Rules for the Blanco Mesaverde
Pool are hereby amended by the addition of the following
Special Rule, 21 {A):

01/08/96 11:32 TX/RX N0O.2133 P.009
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RULE 21 (A). The monthly gas production from each
well shall be metered separately and the gas produc-
tion therefrom shall be reported to the Commission
on Form C-ll5 in accordance with Rule 1115 of the
Commission's Rules and Regulations, so as to

reach the Commission on ox before the 24th day

of the month next succeeding the month in which

the gas reported was produced. The operator shall
show on such repart what disposition has been mada
of the gas produced. The sum of the production from
both wells on the proration unit shall also be
reported for multiple~well units.

(10) 7That said Special Rules for the Blanco Mesaverde
Pool are hereby amended by the addition of the following
Special Rule 23: i :

RULE 23. Failure to comply with the provisions

of this oxrder or the rules contained herein shall
result in the cancellation of allowable assigned

to the affected proration unit. No further allcwable
shall be assigned to the affected unit until all
rules and regulations are complied with. The
Secretary-Director shall notify the operator of

the unit and the purchaser, in writing, of the

date of allowable cancellation and the reason
therefor.

(11) That Jurisdiction of this cause is ratained for
the entry of such further orders as the Commission may deem
necessary. .

DONE at Santa Fe, New Mexico, on the day and year
hareinabove designatad.

STATE OF NEW MEXTCO
OIL CONSE ION COMMISSION
rd

‘ v ' -==2:*r~—~w-h*-*“1

I. ‘R. TROJILLO, Chairman

ALEX J. ARMIJO, Member

s .
A. L. PORTER, Jr., Mfsber & Secretary
S E AL

drx/
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EXHIBIT “A"

HORIZONTAL LIMITS OF THE BLINEBRY OIL AND GAS POOL

LEA COUNTY, NEW MEXICO

TOWNSHIP 20 SQUTH, RANGE 38 EAST, NMPM
Sec. 32: SE/4 Sec. 35: S/2
Sec. 33: NE/& & S/2 Sec. 36: W/2
Sec. 34: NW/4 & S/2 .

TOWNSHIP 21 SOUTH, RANGE 36 EAST, NMPM

Sac. 24: E/2 ] Sec., 36: N/2 & su/é&

Sec. 25: NWE/& & S/2

TOWNSHIP 21 SOUTH, RANGE 37 EAST, NMPM

Sec. 1: Lots 4, 5,9 Sec. 18: SE/4
through 16, Secs. 19 through 3G:

and 8/2 All

Sees. 2 through 4: A1l  Sec. 31: N/2

Sec. 8: NE/4 - Sec. 32: E/2

Seca. 9 through 17: Sacs. 33 through 36:
All A1l -

TOWNSHIP 22 SOUTH, RANGE 36 EAST, NMEM
Sec. 1t E/2 Sec. 12: NE/4
TOWNSHIP 22 SOUTH, RANGE 37 EAST, NMPM
Secs. 1 through 4: A1l Sec. 16: N/2 & SE/4

.See. S5: N/2 - Secs. 22 through 25: All
Sec. 6: N/2 Sec. 26: NE/4 NE/4 and
Sec. 8: N/2-& SE/4 WE/% SE/4
Secs. 9 through 15: Sec. 35: XEBE/4

) ALl Sec. 36: K/2 & SE/4

TOWNSHIP 22 SO!JI'I‘E2 RANGE 38 EAST, NMPM

See. ©6: NW/4 & S/2 Sea. 20: NW/4 & S/2

Sec. 7: W/2 Secs. 29 through 32: All
Sec. 18: W/2 Sec. 33: W/4

Sec. 19: A1l -- .

TOWNSHIFP 23 SOUTH, RANGE 38 EAST, NMPM
Sec. 5: TW/4 Sec. 6: NK/2

N1 /N8 79K 11-79 TV /OV AN a30n
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MERIDIAN OIL

January 27, 1993

Doyle Hartman Williams Production Company
P.O. Box 10426 P.O. Box 58900
Midland, TX 79702 Salt Lake City, Ut 84158-0900

Texaco Exploration & Producing Inc.
P.O. Box 46555
Denver, CO 80201-6555

RE: Seymour #7A Well
Mesaverde Formation
425’ FSL, 790’ FEL

Section 23-31IN-3W
San Juan Co., New Mexico

Gentlemen:

Meridian Oil Inc. proposes that the referenced Mesaverde well be drilled as an infill well to the Sevmour #7
well. The Seymour #7 well is operated under an Operating Agreement dated April 10, 1953 which does not
contain any subsequent well provisions. In this regard we have enclosed a new Joint Operating Agreement
(JOA) in which we propose to include the operations of the proposed well in addition to the Seymour #7 well.
Also enclosed for your consideration is our Authority for Expenditure (AFE) in the amount of $569,600. [ have
also enclosed a 9 section land plat showing the proposed well location. This property is already communitized
under agreement #CA 14-08-001-917 dated March 30, 1953.

If you agree with our proposal, please execute the JOA and return two executed signature pages with

acknowledgements, as well as an executed AFE and a copy of this letter to the attention of the undersigned.
Please don’t hesitate to call if you have any questions.

Alan Alexander
Senior Land Advisor

AA:kaw
NM-9435
The undersigned agrees to participate in the drilling of the Seymour #7A

well and pay our proportionate share of actual well costs this
day of , 1993.

BY:

TITLE:

COMPANY:

Meridian Cif Inc.. 3535 East 30th St.. P Q. Box 4289. Farmington. New Mexico 87499-4289. Telephone 505-326-3700
EXHIBIT "E"



MERIDIAN OIL INC.
Famington Region
Post Office Box 4289
Famington, New Mexico 87499
{505) 326-9700

AUTHORITY FOR EXPENDITURE

AFE No: Date: 11/11/92
Lease/Well Name: Seymour #7A DP No.:

Field Prospect: Blangg Mesaverde Region: Famington
Location: SE/4 Sec. 23, T31N, ROSW County: San Juan State: New Mexico
AFE Type:  Drill (01) Original X Supplement Addendum AP1 Well Type

Operator: Meridian Qil Inc.

Objective Formation: Blanco/MV Authorized Total Depth(Feet): 5300
Project Descrip_tion: Drill, complete. and equip a Mesaverde infill well.
Estimated Start Date: 1st Qtr 1993 Prepared By: J. D. Falconi
Estimated Completion Date: 1st Qtr 1993
GROSS OST DATA
Drilling Workover/ Constructiory
Dry Hole Suspended Completion Facility Total
Days: 10 8 4 20
This AFE: $225,100 $207,700 $136,800 $569.600
Prior AFE's:
Total Costs: $ $225.100 $207,700 $136,800 $569.600

JOINT INTEREST OWNERS
Working Interest

Company; Percent Dry Hole $ Completed $

MERIDIAN OIL. INC: 37.500000% $213,600
Others: 682.500000% $356.000
AFE TOTAL: 100.00000% $ $569,600

MERIDIAN Oll. APPROVAL

\ / - /
Recommended: ;2 G { __,(_____ Date:  u/¢/¢+ Recommended: ;7_. / Date: _+/is/%Z
Recommended: _\/@@ M Date: _/éz _/y_ 2 Approved: /Mv Date: ///3./9¢

Title: VP Reqionsﬁ"OQeratiqns

PARTNER APPROVAL

Company Name:

Authorized By: Date:

Title:




MERIDIAN OIL - DRILLING WELL COST ESTIMATE

Well Name: Seymour #7A By: E. R. Bauer 0/28/92
Location: SE/4-23-31-09 Approved By:_Z7=R 24
Cty, State: San Juan County, NM AFE Type: 01 Development
Field: Blanco Mesaverde Proposed TD: 5900
Formation: Mesaverde Inter. TD: 3550 ¢
Total Days: 10
ACCT AFE NOMENCLATURE SUSPENDED
248 INTANGIBLE DRILLING CQST
-02 Environmental Studies----—-=---cmcrmmmm e 1,500
-03 Location and Roads Construction----—-—————-ceemee-- 15,000
-05 Move In, Move Qut-——=-—c—cmmmmmr e e Q
-06 Contractor Fees - Footage-- 5900 ft@ $ 10.50 62,000
-07 Contractor Fees - Daywork-- 2 days@ $ 4200 8,400
-09 Drilling Fluids-=——=-—~-—mcm e
-10 Gas and Air Drilling----—=—-——mmmmm e 7,400
-16 Water-—-—-——==——=—c~ e e
-17 Bits~—=—c -
-18 Primary Cementing--- 2 stage cement--------v———cw--- 20,000

* Standard Cementing Program
-20 Mud Logging---———==————mcm e e

-21 Wireline Logging---- Int.TD-TD: DIL/LDT/TEMP-——-—-—- 15,000
*surface-Int TD: CNL/GR
-22 Coring and AnalysisS---—~-c-mmmcmcm e 0

-24 BOP and Wellhead Rentals-—--~-——cvemmecm e -
-25 Drill and Workstring Rentals-------—=~—ocoecma—-

-28 Other Rentals-—--~=~---cemmmmr e 2,000
-29 Trucking and Transportation-——-—---——-—ce—cmmee - 2,500
-33 Tubular Inspection-—--c-emmemm e 6,800
-37 Swabbing and Coiled Tubing---------=ceeemcmeo—— 0
-43 Consultants-———=———— e - 4]
-45 Roustabout and Contract Labor-----—————cocececeu—o- 1,000
-46 Miscellaneougs——=———c e 2,000
-72 Company Supervision and Overhead--------~—-=-v-wu-- 7,500
TOTAL INTANGIBLE DRILLING COST 151,100
-80 Casing (COPAS Price) 65,200

200 ft 9 5/8" - 36.0# HC80 LTC  $22.85 /ft

3550 ft 7" - 20.0# K55 LTC @ $12.34 /ft

2500 ft 4 1/2"-10.5# K55 STC $6.72 /ft
-84 Casing/Liner Equipment-—-———c—c oo 4,300
~86 Wellhead Equipment ———cemee e 4,500
TOTAL TANGIBLE DRILLING COST 74,000

TOTAL DRILLING COST ESTIMATE 225,100



Meridian Qil, Inc.
CompletionfWorkover Cost Estimate

Well Name: Seymour #7A Prepared By: JBK
Location: SE/4 Section 23, 31N-9W Date: 11/10/82
Well Type: Mesaverde Infil Approved By:
AFE Type: Development Drilling - 01 Date: 747 it
Intangible Costs MY
Account Estimated
Number Estimated Days: 6 Cost
03 Construction and Maintenance 3,000
04 Surface Restoration 2,000
05 Move-in, Move-out 7,500
07 Daywork and Completion Rig ($4,100/day) 24,600
Crilling Fluid Systems
09 Liquids
10 Gas and Air Drilling 6,600
11 Processing and Maintenace Equipment
12 Fiuids and Chemicais / Special
16 Fresh Water 7200 bbls @ about $1.80/bbl 13,000
17 Bits (bits, scraper) 1,000
18 Primary Cement
19 Remedial Cement
21 Open Hole Logging Services
23 Fuel/Electricity 500
24 BOP Rental/Testing Surface
25 Drili/Workstring Rentals-Subsurface 500
27 Tank Rentals and Transportation 12 x400 bbl tanks 7,200
28 Other Rental 2,500
29 Transportation 1,000
30 Disposal Service (Offsite)
33 Tubular Inspection
34 Cased Hole Services (Logs/Perforating) 10,000
36 Production Testing
37 Swabbing and/or Coiled Tubing 0 days at $750/day 0
38 Stimulation 7.500
39 Fracturing 75,000
40 Casing Crews and Laydown
43 Consuitants ($750/day) 4,500
45 Contract Labor
49 Packer Rental (2 RBP's) 1,800
72 Company Supervision and Overhead
Contingency (§%) 8,400
Total Intangibles 176,600
Tangible Costs
80 Casing
81 Tubing and Tiebacks (2-3/8" 4.7# J-55 EUE) 5600 ft @ $4.25/ft 23,800
82 Packers, Bridge Plugs and Screens
84 Casing/Liner Equipment
85 Tubing Equipment 800
86 Wellhead - Equipment and Tree 6,500
Total Tangibles 31,100
Total Completion Cost 207,700



Meridian Qil, Inc.
Facilities Cost Estimate

Name: Seymour #7A Preparer: Jay Knaebe|
Loc.: SE/4 Section 23, 31N-8W Date: 11/10/92
Type: Mesaverde Infill Approved:
AFE: Development Drilling - 01 Date:
Tangible Facility Costs
Est. Act.
Acct # Cost Cost

2 Contract Laber 12,000

8 Location, Roads and Canals

27 Separators Fired 13,000

28 Gas Sweetening Equipment

29 Pumping Unit 25,000

31 Prime Mover 12,000

32 Tanks and Pits (fibergiass pits and 2x300 bbl tanks) 9,000

33 Metering Equipment and Telemetry 7,500

34 Flow lines 3,000

36 Buiildings

39 Piping Valves and Fittings 6,000

44 Eng/Lab/Tech Services

47 Compressor Rental

48 Equipment Rental

49 Cathodic Protection 7,000

50 Right of Way, Survey, Archy 1,000

51 Minor Pipelines 6,000

53 Surface Pumps

54 Electrical Accessories and Utility Hookup

55 Misc. Facility Expense 1,000

57 Pulling Unit Costs 1,800

73 Freight/Transportation 2,000

81 Tubing

82 Rods (7/8" rods) 5600 feet 5,400

83 Downhole Pumps 2,500

85 Other Subsurface Arificial Lift Equipment 1,000

86 Artificial Lift Wellhead Equipment 2,000

96 Dehydration Unit 13,000

Contingency Cost (5%) 6,600

Total Facilities

$136,800




SEYMOUR # 7A
SECTION 23-31IN-SW

4 3634 '3 3936 2 3538
NM 943
SA

&3 S

5 w0 T

i 6 30247

23910 1 391
AMOCO




™
V17

March 19, 1993

NM-744529, NM-750381 (TPI)

SAN JUAN COUNTY, NEW MEXICO
E/2-SECTION 23-3IN-9W

OPERATING AGREEMENT - SEYMOUR #7A

Meridian Oil Inc.
P.O. Box 4289
Farmington, New Mexico 87499-4289

Attention: Mr. Alan Alexander \/

Gentlemen:

Upon review of Meridian's proposed Operating Agreement for the captioned well, Texaco
respectfully requests the following revisions to said agreement:

(1) Article II1.D. - Do not delete lines 37-39
2) Article VI.A. - Insert depth of proposed well
3) Exhibit "A" - Include oil and gas leases subject to O/A
(4)  COPAS-Article ITT 1 iii. - "shall" be covered by overhead rates should be inserted instead of
"shall not"
(5)  Exhibit "D", Page 3 - Delete paragraph regarding the furnishing of Certificates of Insurance
. (6)  Exhibit "E" - Meridian's form is being reviewed (requested changes may follow)

Thank you for your consideration of the above revisions. Should you have any questions regarding
same, please advise.

Yours very truly,

TEXACO EXPLORATION AND PRODUCTION INC.

Chuck Snure
West Region Landman

CAS:bw
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MERIDIAN OIL

April 12, 1993
Doyle Hartman Williams Production Company
P.O. Box 10426 P.0O. Box 58900
Midland, TX 79702 Salt Lake City, UT 84158-0900

Texaco Exploration & Producing Inc.
P.O. Box 46555
Denver, CO 80201-6555

RE: Seymour #7A Well
Mesaverde Formation
425" FSL, 790' FEL
Section 23-T31N-R9W
San Juan County, New Mexico

Gentlemen:

Under cover dated January 27, 1993, Meridian Oil Inc. forwarded for your execution a Letter
Agreement, Joint Operating Agreement (JOA), and an Authority for Expenditure (AFE) covering
the captioned well. As of this date, according to our records, Meridian has not received (except
for Texaco's partial comments on the JOA) the executed Letter Agreement, two signature pages
to the JOA, and AFE. If you agree with our proposal, please execute and return same as soon as
possible.

If you have any questions in this regard or need any additional information, please contact the
undersigned.

Very truly yours,

/o //%ﬁwév
Alan Alexander
Senior Land Advisor

AAl
[D:aaapr/3
NM‘:9f}3 5

Meridian Qil inc., 3535 East 30th St., P.O. Box 4289, Farmington. New Mexico 87499-4289, Telephone 505-326-3700



MERIDIAN OIL

September 2, 1993

Texaco Inc.

Attn: Chuck Snure
P.O.Box 2100

Denver, CO 80201-2100

Williams Production Company
Attn: Mr. Vern Hansen

P.O. Box 58900

Sait Lake City, UT 84158-0900

RE: Seymour #7A Well
Mesaverde Formation
425'FSL, 790' FEL
Section 23-T3 IN-R9W
San Juan County, New Mexico

Gentlemen:

Under cover dated April 12, 1993, Meridian Oil Inc. forwarded for your execution a Letter
Agreement, Joint Operating Agreement (JOA), and an Authority for Expenditure (AFE) on the
captioned well. As of this date, according to our records, Mendian has not received your

approval or executed documents. If you agree with our proposal, please execute same and return
as soon as possibie.

If you have any questions in this regard, please contact the undersigned.

Very truly yours,

Mo Aftprntee

Alan Alexander
Senior Land Advisor

AA:ll
NM-9435

Mendian Oil Inc . 3535 East 30th St.. P C. Box 4289. Farmington, New Mexico 87499-4289. Telephone 505-326-9700



MERIDIAN OIL

September 2, 1993

FEDERAL EXPRESS

Mr. Allen Smith

3811 Turtle Creek Blvd.
Suite 730

Dallas, TX 75219

RE: Seymour #7A Well
Mesaverde Formation
425'FSL, 790' FEL
Section 23-T31N-ROW
San Juan County, New Mexico

Dear Mr. Smith:

Under cover dated April 12, 1993, Meridian Oil Inc. forwarded a Letter Agreement, Joint
Operating Agreement (JOA), and an Authority for Expenditure (AFE) on the captioned well to
Doyle Hartman in Midland. As of this date, according to our records, Meridian has not received
your approval or executed documents. Carolyn Sebastian of Mr, Hartman's office has requested
that Meridian forward same for your handling. If you agree with our proposal, please execute and
return a Letter Agreement, two signature pages to the JOA and an AFE.

If you have any questions in this regard, please contact the undersigned at (505) 326-9757.

Very truly yours,

o Sl

Alan Alexander
- Senior Land Advisor

AA
Enclosure
NM-9435

Mendian Oil Inc.. 3535 East 30th St.,. P O. Box 4283, Farmington. New Mexico 87499:4289. Telephone 505-326-9700



l ‘ - ipergn =7 A
. ' eV TOE Sl 3
28 ot
2 B

1 H Xoerner LUICQ ZASIOTIIIN & dempugucn o oo cEEE

noSier et i

September 30, 1993

Meridian Oil Inc. '
Attn: Mr. Alan Alexander /
P. O. Box 4289

Farmington, NM 87499-4289

Re:  Seymour #7A
Proposed Mesaverde Completion
San Juan County, NM

Dear Mr. Alexander:
The subject well does not meet Texaco's minimum economics.

If you have any questions, please do not hesitate to contact us.

Very truly yours,

R. H. Koerner

v et
S. R. Meck
Account Manager
(303) 793-4468

SRM:msk

cc: C. A. Snure - Denver



MERIDIAN OIL

A Subsidiary ot BURLINGTON RESOURCES

Certified, Return Receipt Requested October 31, 1995
Four Star Oil & Gas Company Williams Production Company
Attn: Mr. Chuck Snure Attn: Mr. Vern Hansen
P.O. Box 46555 One Williams Center
Denver, CO 80201 P.O. Box 3102

Tulsa, OK 74101
Mr. Doyle Hartman
P. O. Box 10426
Midland, TX 79702

RE: SEYMOUR #7A WELL
(MESAVERDE NEW DRILL)
SE/4 SE/4 SECTION 23, T31IN, R9W
SAN JUAN COUNTY, NEW MEXICO

Gentlemen:

By letter dated January 27, 1993, a proposal for a Mesaverde new drill was sent to you. To date, according to our
records, Williams Production Company is the only owner that has approved the drilling of said well. This well has
not yet been drilled and we would like to proceed with the drilling of this well in late December, 1995 or the first
quarter of 1996.

Enclosed for your execution is an updated Joint Operating Agreement (JOA) and Authority for Expenditure (AFE)
for the captioned well. The JOA will supersede the previous JOA that was forwarded to you for your approval and
execution with the January 27, 1993, letter. Meridian, again, respectfully requests that Four Star Oil & Gas
Company and Doyle Hartman elect to either participate or go non-consent (per Article XV.C of the JOA) in the
well. We are asking that Williams re-execute the JOA in as much as a significant delay has occurred in the
drilling of this well. If we do not receive an election to participate or non-consent, we will begin force pooling
proceedings in December, 1995.

Also enclosed, for your information and files, is a nine-section land plat. If the JOA and AFE meets with your
approval, please return one (1) copy of this letter, AFE and signature page of JOA to me as soon as possible.

If you have any questions in this regard, please don't hesitate to call the undersigned at (505) 326-9757.

Very truly yours,
Alan Alexander
Senior Land Advisor
AASc
XC: NM-9435
Tom Kellahin
The undersigned hereby approves this day of 1995,
the drilling of the Seymour #7A well.
NAME:
TITLE:
COMPANY:

P.0. Box 4289, Farmington, New Mexico 87499-4289, Telephone 505-326-9700, Fax 505-326-9833
3535 East 30th St., 87402-8891
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MERIDIAN OIL INC.
Farmington Region
Post Office Box 4289
Farmington, New Mexico, 87499
(505) 326-9700

AUTHORITY FOR EXPENDITURE

AFE No.: Property Number: 071252300 Date: 8/18/95
Lease/Well Name: Seymour 7A DP Number: 25791A
Field Prospect: Blanco Mesaverde Operator: Meridian Oil Inc. Region: Farmington
Location: Unit P, SE/4, SE/4, 23-031N-009W County: San Juan State: NM

AFE Type: Type 01-Cap. New Drill Original: __ X Supptement: ___ Addendum:___ APl Well Type:

Objective Formation: Mesaverde Authorized Total Depth (Feet):

Project Description: Mesaverde New Dirill

Estimated Start Date: 1st Qtr 1996

Prepared By: N. Keeler

Estimated Completion Date: 1st Qtr 1896
GROSS WELL DATA

Drilling Workover/ Construction
Dry Hole  Suspenaed Completion Facility Total
Days: 9 7 0 16
This AFE: $214,819 $247,034 $63,000 $524.853
Prior AFE's: $0
TOTAL COSTS: $0 $214.819 $247,034 $0 $524 853

JOINT INTEREST OWNERS

Working interest

Company: Percent Dry Hole $ Completed $
Meridian Qil Inc. 37.50% 0 $196,820
Trust: 0.00% 0 $0
Others: 62.50% 0 $328.033
AFE TOTAL: 100.00% $0 $524,853
MERIDIAN OILING, APPROVAL 7 =
Approved: 2 Approved: MA A
Tiue; roduction Engineer Date: Titlg": Geologist 7 Date:_Y/zs
Approved: _ ¢ Ja ] k,———— Approved: ' wchas
Title: Regervoir Engineer Date: {/7%/9< Title: Ldnd Date: ¥/a5
PARTNER APPROVAL
Company Name: Date:

Authorized By: Title:




MERIDIAN OIL - DRILLING WELL COST ESTIMATE

Well Name: Seymour #7TA Prepared By: F.A. Seidel
Location: 2331N-9W Date: &35 Z

Cty, State: San Juan, NM Approved By:

Field:

B
Formation: Mv Total Days: 9

fanco MV AFE Type: 01

Proposed TD: 5630 t Area Team: 4/§ inter. TD: 3228 ' Est Cst/fFt
Comments:

DRLG-Z49 INTANGIBLE URKILLING CUaT

NO3S88420288898REBRIEBBNRRRUN

3

SRR

Location/Roads - Pre-Construction
Location/Roads - Construction & Maintenance......................

Location/Roads - Surface & Restoration.........c.cceeeeceeesaeennene

Move in/Move out.

Contractor Fees - Footage...........co..owsusees 620 @ $ 12 pertt.
Contractor Fees - Daywork.........c.oeeceeeees -7 days@$ TSXU per day
Fire & Safety Equip -
Drilling Fluid Systems - Liquids
Gas & Air Drilling g days@$ 1550 avg per day

" Driiling Fluid Systems - Processing EQUIP.........ccouvmncerssesnseres

Speciality Fluids & Chemicais.
Sal/Brine Water.
Onsite Fluid Dispesal Services.
Fresh Water.
Bits.

Primary Cementing
Remedial Cementing
Mud Logging
Wireline Logging - Open Hole 2 Logging Runs at inter and TD
Coring & Analysis.
Fuel/Electricity
BOP & Wellhead Rentais (Surface)
DrillWork String Rentats.
Fishing Tool Rentals.
Tank Rentals
Other Rentais
Transportation.
Offsite Disposal Services
Dritt Stem Tests.
Directional Services.
Tubular Inspection & Repair.
Cased Hole Services
Production Testing
Swabbing, Coiled Tubing, & Snubbing
Stimutation.
Fracturing
Casing Crews & Laydown,
Gravel Pack/Sand Control
Consuitants

Miscelfaneous.
Communication Systems
Packer Rental
Pumping Charges - Other.
Environmental Compliance (Assessment)...........ccccevrenerevenes
Environmental Compliance (Remediation).........c.cceeceneersceneane
Company Supervision & Overhead
TOTAL INTANGIBLE DRILLING COST
TANGIBLE DRILLING COST

Casing (COPAS Price)

250 FT 95/8" 360# K55 § 81668 /ft
3228 FT 7 - 20# KS5 § $9.01 /tt
2882 FT 412" 105 # KSS $4.90 /nt
FT - T
Tubing (COPAS Price)
FT -

FT -

FT -
Packers, Screens, & Bridge Piugs
CasingyLiner Equipment.
Tubing Equipment
Wellhead Equip & Xmas Tree

TOTAL TANGIBLE DRILLING COST

TOTAL DRILLING COST ESTIMATE

ft

$
$
$ n
3
$ n

XA TR

8
s8s8ssse

o
8 3
8

g 2 3
88uunendad

@
Seus

2 8
senndulsgguess

58

.. $214,819:



Moeridian Ol inc.
Completion Estimate

T.M

Woell Name: Seymoyr #7A Prepared By:
Location: SE/4 Section 23, TIIN-ROW Date: 8111195
AFE Type: Development Dritting / 01 Approved By: z -
Formation: Mesaverge Date: ke :
intangibie Costs
Estimated Days: 7 Total
Account Mesaverde Estimated
Number Cost Cost
249
Q2 Location, Roads or Canals 0
a3 Construction and Maintenancs 1,650 1,650
o4 Surface Restorauon 1,500 1.500
Qs Move-n, Move-out 8,000 8,000
06 Fees of Contractor - Footage 0
07 Fees of Contractor - Daywork, 29,400 29.400
08 Fire and Safety Equip. 1]
09 Orilling Fiuid System - Liquids 0
10 Gas and Aic Orilling 10,750 10,750
1 Procsssing and Maintenance Equipment 0
12 Speciatty Fluids and Chemicals 5,500 5,500
14 SalBrine Water 0
15 Onsite Oisposal Sve. 0
16 Fresh Water 8,800 8,800
17 Sits 1,200 1,200
18 Primary Cement & SvC's 0
19 Remedial Cementing 0
20 Mud Logging 0
21 Wireline Logging-Open Hole [1]
2 Coring and Analysis ]
23 FueVElectncty 2,520 2.520
24 BOP & Wellhead Rentais(Surface) 0
25 Drill Work Stning Rentais (Surface) 500 500
28 Fishing Tool Rentals Q
27 Tank Rentals 3.150 3.150
28 Other Rentai 2.000 2,000
29 Transportation 500 500
30 Offsite Disposal Service Q
kil Deifl Stem Tests 0
2 Directionat Sve. [)
3 Tubular inspection 1]
34 Cased Hole Servicas 8,000 8,000
36 Production Testing 0
k14 Swabbing & Coiled Tubing Q
8 Stimuiation 2,000 2.000
8 Fracturing 115,000 115,000
40 Casing Crews and Laydown 0
41 Gravel Pack/Sand Control 0
42 BOP Testing Q
43 Consuitants 3.150 3,150
a4 Technical Contract Sve. 0
45 Roustabout Labor 250 250
48 Misceilaneous 0
48 Communication Systems Q
49 Packer Rental 5.000 5.000
50 Pumping Charges 0
60 Oper. Ownad Equip/Facilities 1]
62 Env. Comphance-Assessment ]
63 Env. Comoliance (Remed:ation) [
85 Company Vehicies 0
88 Direct Labor ]
69 Senefits 0
70 Payroll Taxes and lnsurance . [1]
72 Overhead (Cantingency 5%) 11,764 11,764
T4 Employee Expense [)
9 Employee Meais 2]
Total intangibles 220,634 [1] 220,634
Tangibie Costs
80 Casing 0
81 Tubing ana Tiebacks 18,600 18.600
82 Packers and Bridge Plugs 0
84 Casing/Liner Equipment 1)
85 Tubing Equipment 1,100 1,100
86 Wetlhead Equipment & Tree 6,700 6,700
Totat Tangibles 26,400 Q 26,400
Total Compistion Cost 247,034 [{] 247,034




Meridian Oil Inc.
Facilities Estimate

Well Name: SEYMOUR 7A Prepared By: G. L. OSBORNE jp’@
Location: SW/4, SEC. 23, RI1N. TOSW Date: 8/15/95
AFE Type: NEWDRILL Approved By:
Formation: MESA VERDE Date:
Tangible Costs
Estimated Days: Total
Account Facilities Estimated
Number Cost Cost Cost
247
02 Labor-Contract. Roustabout, Consuitants 8,000 8,000
03 Company Vehicles 0
08 Location, Roads & Canals 0
12 Overhead 0
17 Damages, Property Losses 0
20 Equip. Coating and Insulation 0
26 SWD Filtering 0
27 Separators 18,000 18,000
Evaporator 0
29 Pumping Units 0
31 Prime Mover a
32 Tanks 8,500 8,500
33 Metering Equipment 0
34 Flow Line 0
36 Building _ 0
39 Flowlines, Piping, Valves & Fittings 7,500 7,500
43 Safety 0
44 Technical Contract Svc. 0
47 Rental Compressors & Maintenance 0
48 Rental Equipment 0
49 Cathodic Protection 12,000 12,000
S0 Right Of Way 0
51 Minor Pipelines 0
53 Surface Pumps (chemical) Y]
54 Electrical Accessories Q
55 Miscellaneous-Facility Expense 1,000 1,000
57 Pulling Unit Costs Q
60 Oper. Owned Equip/Facilities 0
62 Env. Compliance-Assessment 0
63 Env. Compliance (Remediation) 0
68 Direct Labor 0
69 Benefits 0
70 Payroll Taxes and insurance 0
72 Overhead (Contingency 5%) 3,000 3,000
81 Tubing 0
82 Rods Q
83 Downhole Pumps 0
84 Alternative Artificial Lift Equip. 0
86 Convent Artificial Lift Wellhead Equip. 5,000 5,000
88 Communication Systems 0
95 Employee Meals 0
96 Gas Dehydrator 0

Total Facility Cost 0 63,000 63,000
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Texaco Expl;'ration POBOX2100
and Production Inc Cenver CO 302C
Oenver Division 4601 CTC Boutevard

Oenver CO 80237
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November 21,1995

Meridian Cil, Inc.
P.O. Box 4289
Farmington, New Mexico 87499-4289

Attention: Mr. Alan Alexander

NM744529, NM750381
£/2-Section 23-31N-9W

San Juan County, New Mexico
Proposed Seymour #7A Well

Dear Alan,

Four Star Qil and Gas Company is in receipt of Meridian's application for compulsory pooling
dated November 8, 1995 (received November 13, 1995) covering the captioned well
Additionally, Four Star Oil and Gas Company is in receipt of Meridian's proposal dated
October 31, 1995 (received November 4, 1995) for the driling of said well.

As you are aware, Meridian originally proposed this well on January 27, 1993. Texaco
responded on March 19, 1993 with requested changes to the proposed Operating Agreement
as presented by Meridian. Meridian, following up with their letter of April 12, 1993, asked for a
response from all parties and only mentioned the fact that Texaco had requested changes to
the Operating Agreement. The requested changes to the Operating Agreement were never
addressed. Once again, on September 2, 1993, Meridian requested a response from all parties.
Texaco responded on September 30, 1993 indicating that at that time, this well did not meet
Texaco's economic requirements. Please note that our files do not indicate Meridian
attempted to discuss a farmout, trade or sale pursuant to Texaco's decision not to participate

in the drilling of said well.

Four Star Oil and Gas Company [successor in interest to Texace] has recently received
Meridian's "new" proposal dated October 31, 1995. Once again, it should be noted that none
of the changes to the Operating Agreement originaily requested by Texaco in 1993 have been
addressed.

Although Four Star Qil and Gas Company appreciates the fact that Meridian wishes to drill this
well in a fimely manner, you should be aware that Four Star Oil and Gas Company is currently
evaluating this new proposal and that Four Star Qil and Gas Company intends to respond in a
timely manner. However, the fact that Meridian has chosen to initiate compulsory pooling



Meridian Qil, Inc.
November 21, 1995
Page Two

proceedings immediately after sending out their new proposal without attempting to contact
all parties (except for the proposal dated October 31, 1995), only works to undermine the
cooperation needed for all parties involved. In fact, it appears that pursuant to that certain
Operating Agreement dated April 10, 1953 goveming all operations on this property (E/2 of
Section 23-31N-9VW, San Juan County, New Mexico as to the Mesaverde formation). Meridian is
preciuded from force pooling any party subject to said agreement. Unless amended,
modified or terminated by the mutual consent of all parties and as long as the
Communitization Agreement covering this property remains in force and effect, the 1953
Operating Agreement shall continue to govermn all operations on this property. ‘

Four Star Cil and Gas Company does not recognize Meridian's application for compulsory
pooling as being valid. Please feel free to fumish Four Star Oil and Gas Company with
documentation in support of your position should you not be in agreement with the
aforementioned facts.

Yours very truly,

(st Sor—

Chuck Snure
Rocky Mountain Business Unit

CAS:bw

cc: William J. LeMay, Director
Qil Conservation Division
2040 S. Pacheco
Santa Fe, New Mexico 87505

W. Thomas Kellahin

Kellahin and Kellahin

P.O. Box 2265

Santa Fe, New Mexico 87504-2265

Williams Production Company
P.O. Box 58900
Salt Lake City, Utah 84158-0900

Dovyle Hartman
3811 Turtle Creek Blvd., Suite 730
Dailas, Texas 75219



MERIDIAN OIJL

A Subsudury ot BURLINGTON RESOURCES

December 1, 1995

Four Star Oil & Gas Company
Attn: Chuck Snure

P. O.. Box 46555

Denver, CO 80201

RE: Seymour #7A Well
SE SE Sec. 23, T31N, R9W
San Juan County, New Mexico

Dear Chuck:

In your letter dated November 21,1995, you addressed two main issues concerning the drilling of
the referenced well. The first issue relates to our original proposal to drill the Seymour #7A well
under a new joint operating agreement submitted to the working interest owners under cover
letter dated January 27, 1993. As you were aware, Meridian was at that time considering your
suggested changes to the Operating Agreement. In your letter dated March 19, 1993, which
suggested certain changes (numbered 1 thru 6), you also indicated you were considering other
changes (refer to item number 6) and you would advise Meridian as to same at a later date. Since
both Meridian and Williams Production Company had executed the agreement with no changes
and Mr. Hartman would not respond in any fashion, we were waiting on both Texaco and
Hartman before responding to any changes. In your letter dated September 30, 1995, you
informed Meridian that our project did not meet Texaco’s economic guidelines and I assumed that
meant Texaco did not wish to join in the drilling of this infill well. Since Texaco was not going to
join in this well (i.e. not execute the JOA) the requested changes by Texaco became moot.

The second point raised in your letter concerned the April 10, 1953, joint operating agreement.
This agreement covered the drilling and operation of the Seymour #7 well. Meridian supports
Four Star’s position that the 1953 agreement originally did cover all operations for a single well
on the dedicated spacing unit. This fact changed on November 14, 1974 (refer to NMOCD Order
R-1670-T) when the State of New Mexico changed the spacing rules for the Blanco Mesaverde
Pool by allowing the drilling of infill wells. Since the spacing unit is no longer solely dedicated to
the Seymour #7 well and the 1953 agreement never contemplated nor allows the drilling of an
infill well, a new agreement is necessary. Meridian proposed to amend this agreement by offering
a new joint operating agreement. You will notice that the joint operating agreement forwarded
under cover letter dated October 31, 1995, does allow for an owner to non-consent the initial well
(Seymour #7A) and if Four Star would like to non-consent or join in this well under the
agreement, we would once again be willing to consider changes to the proposed agreement.
Meridian would in fact encourage Four Star’s execution (joinder or non-consent) of the
agreement since that is preferable to an election under a force pooling order. Although not our
normal procedure, if Four Star is interested in selling or farming out its interest we would
consider such a proposal.

P.O. Box 4289, Farmington. New Mexico 87499-4289. Telephone 505-326-9700, Fax 505-326-9833
3535 East 30th St.. 87402-8891



Four Star Oil & Gas Co.
Attn: Chuck Snure
Dec. 1, 1995

Page 2

If you have any further questions concerning the drilling of this well, please don’t hesitate to
contact the undersigned at (505) 326-9760.
Very truly yours,

o e

FETTO U EAINA ST

Senior Land Advisor

AA/Gj
NM-9435

XC: Tom Kellahin



WILLIAMS PRODUCTION camwvr]’/

OWE OF THE WILLIAMS CONPANIES, INC.

PROD-0-014-96

JANUARY 11, 1996

Meridian Qil Inc.

ATTN: Alan Alexander
P.O. Box 4289

Farmington, NM 87499-4289

Re:  Seymour #7A Well
SE/4SE/4 Sec. 23, T31IN, ROW
San Juan County, New Mexico

Dear Mr. Alexander,

To Follow up our telephone conversation, Williams Production Company agrees with Meridian that
the April 10, 1953 operating agreement for the Seymour #7 well does not cover subsequent drilling
operations and a new Joint Operating Agreement is needed for the drilling of the Seymour #7A well.
Williams Also agrees thar if all Working Interest Owners will not exccute a new Joint Operaling
Agreement for the drilling of the Seymour #7A well then Meridian should force pool the non-joining

parties.

Sincerely,
MX/W

VYem Hansen

Senior Landman

cc:  Darrell Gillen

file: Seymour#7A

One Williams Center ¢ R O. Box 3102 ¢ Tuisa, Okilahoma 74101
(918) 588-4592
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- 3 STATE OF NEW MEXICO . -\
EN_. Y AND MINERALS DEPARTMEN. _
Oxts CONSERVATION DIVISION

¢
IN THE MATTER OF THE. HEARING
CALLED BY THE OIL CONSERVATION
DIVISION FOR THE! PURPOSE OF
CONSIDERING: )

CASE NO. 8606
Oxder ¥o. R-8013

APPLICATION OF DOYLE HARTMAN FOR
SIMULTANEOUS DEDICATION AND
COMPULSORY POOLING, LEA COUNTY,
NEW MEXICO.

ORDER OF. THE DIVISION

BY THE DIVISION:

subject matter thereof.

This cause came on for hearing at 8 a.m. on July 2,
1985, at Santa Fe, New Mexico, before Examiner Gilbert P.
Quintana. .

NOW., on this__ 20th day of August, 1985, the Division
Director, having considered the testimony, the record, and
the recommendations of thé Examiner, and being fully advised
in the premises, )

FINDS THAT:

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

(2) The applicant, Doyle Hartman, seeks an order
pooling all mineral interests from the surface to the bhase
of the Jalmat Gas Pool underlying the NW/4 of Section 8,
Township 24 South, Range 37 East, NMPM, Lea County, New
Mexico, forming a previously approved lé0-acre non-standard
spacing and proration unit in the Jalmat Gas Pool.

(3) The applicant proposes to simultaneously dedicate
gald gas proration unit to his existing E. E. Jack Well No.
1 located 1980 feet from the North line and 660 feet from
the West line (Unit E) of said Section 8 and his proposed
E. E. Jack Well No. 5 to be drilled at a standard location
within said unit.

(4) Marilyn A. Tarlton, interest owner in the subject
proration unit and trustee of the surviving trustor's trust

of the Lortscher Family Trust, dated Novemt
has not agreed.to the drilling of said EN'E. GHEk{%We {]No. 5.

08
01309 0CT 2 3 1985

EXHIBIT "F"
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(S} Evidence was presented showing that an operating
agreement entitled, "Operating Agreement”, dated January
le, 1951, coverlng the subject unit area, was entered into
by ané between Howard Hogan, operator, and Charles T.
Scott, Harold S. Russell, Herbert J. Schmitz, and F. D.
Lortscher, non-operators. i

(6) Said operating agreement was modified December
15, 1554, by an agreement entitled, "Modification of
Operating Agreement" and was entered into by and between
R. Olsen, operator, and the same non-operators in Finding
No. (5) above;

(7) The applicant, Doyle Hartman, controls 66.667
percert of the subject proration unit, including the titles
of Howard Hogan, R. Olsen, Herbert J. Schmitz, and Charles
T. Scott, Jr.

(8) Marilyn A. Tarlton controls the title of F. D.
Lortscher, which is 20 percent of the subject proration
unit.

(9) Ms. Tarlton contends’ that the applicant, other
interest owners, and herself are governed by the operating
agreszments in Findings Nos. (5) and (6) above, hereafter
referred to as the "Agreements."

(160) The "Agreements" have prov*sxcns for the drilling
of additional wells on the subject proration unit, including
prOVlSlOns for non-consent.drilling risk penult‘es, drilliing
supervision charges, and production superv151on charges.

(ll) The applicant failed to provide evidence to refute
that the" "Agreements" are not hinding and do not govern the
operation of the subject proration unit.

(12) Because of a lack of evidence to the contrary, it
appears that the "Agreements" are current binding operating
agreements for the subject proration unit, having prcvisions
governing those issues to be addressed in compulsory pcoling
cases obviating the need for such a hearing in this case.

(13) The compulsory pooling portion of this applicaticn
should be denied.

(1L4) The simultaneous dedication portion of this .appli—

cation should be approved, provided the proposed new well
is drilled under the provisions of the "Agreements."
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IT IS THEREFORE ORDERED THAT:

(1) The portion of the application of LCoyle Hartman
seeking an order:pooling all mineral interests from the
surface to the base of the Jalmat Gas Pool underlying the
NW/4 of Section 8, Township 24 South, Range 37 East, NMPHM,
Lea County, New Mexico, is hereby denied.

(2) The previously approved l60-acre non-standard
gas proration -unit, comprising the NW/4 of said Section 8,
shall be simultaneously dedicated to the proposed E. E. Jack
Well No. 5 and the applicant's E. E. Jack Well No. 1 located
in Unit E of 'said Section 8 provided the E. E. Jack Well No.
5 is drilled under the terms of the "Agreements."

(3) Jurisdiction of this cause is retained for the
entry of such further orders as the Division may deem
necessary.

DONE at Santa Fe, New Mexico, on the day and year
hereinabove designated.
e STATE OF NEW MEXICO
O11 NSERVATION DIVISION
p :

R. L. STAMETS
Director ’

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

IN THE MATTER OF THE APPLICATION CASE NO. 11294
OF SANTA FE ENERGY RESOURCES, INC.

FOR COMPULSORY POOLING,

LEA COUNTY, NEW MEXICO

MOTION TO DISMISS

Comes now PHILLIPS PETROLEUM COMPANY ("Phillips"), by
its attorneys, Kellahin and Kellahin, enters its appearance in this case as an
interested party in opposition to the Applicant and moves the Division to
dismiss this case because the Applicant, Santa Fe Energy Resources, Inc.,
has violated Section 70-2-17(C) NMSA (1978) by instituting an application
for compulsory pooling for a spacing unit one-half of which is already
committed to another spacing unit and by filing said application prior to
proposing the well;

And in Support States:

(1) On February 3, 1995, Santa Fe Energy Resources, Inc.

("Santa Fe") requested a term assignment of Phillips

Petroleum Company’s ("Phillips") interest in 480 acres in

parts of Sections 21 and 27, T21S, R33E, NMPM, Lea

County, New Mexico.

(2) On March 28, 1995, Phillips responded it was not
interested in assigning its 480-acre interest to Santa Fe.

EXHIBIT "G"



Phillips Petroleum Company
Motion to Dismiss Case 11294
Page 2

(3) On April 28, 1995, Santa Fe proposed the voluntary
formation of a five (§) section exploratory unit including
Phillips’ 480-acres with the initial unit well to be drilled on
Phillips’ acreage in the SW/4 of Section 27. See Exhibit "A".

(4) However, at no time prior to May 9, 1995, did Santa Fe
propose the formation of a single 320-acre gas spacing unit
consisting of the W/2 Section 27 for a well other than as part
of the five section exploratory unit or as part of a 480-acre
assignment or farmout deal.

(5) On Tuesday, May 9, 1995, counsel for Santa Fe filed a
Compulsory Pooling Application with the Division seeking to
pool the W/2 of Section 27 as a 320-acre Morrow formation
gas spacing unit in which Santa Fe controls 25% (the
N/2NW/4) and Phillips controls the remaining 75% See
Exhibit "B" attached.

(6) On Thursday, May 11, 1995, Santa Fe sent a letter to
Phillips which is referenced "Abe Exploratory Unit" and in
which Santa Fe again proposed the voluntary five section
exploration unit or the inclusion of Phillips’ interest as part of
a multiple well program.

(7) On that same day, May 11, 1995, Santa Fe also sent
notice to Phillips that Santa Fe had filed with the Division a

compulsory pooling application for the W/2 of Section 27,
T21S, R33E, NMPM, Lea County, New Mexico.

(8) The W/2 spacing unit for Section 27, for which Santa Fe
seeks to have the Division issue a compulsory pooling order,
is not available for pooling because the SW/4 of Section 27
has already been consolidated on a 100 % voluntarily basis and
dedicated to a S/2 spacing unit for the drilling of Phillips’
Phillips State Well No. 1 in Unit (N). See Exhibit "C"
attached.



