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Division Attorney 
Oil Conservation Division 
2040 South Pacheco 
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Re: MOTION TO DISMISS Cask 11926 
Application of KCS Medallion Rss^urpe^ Inc. 
for Compulsory Pooling, Eddy County, New Mexico 

Gentlemen: 

7 % / 

On behalf of OXY USA Inc., an adversely affected interest owner, please find 
enclosed our MOTION TO DISMISS the referenced case. This case is currently set for 
hearing on the Examiner's Docket scheduled for February 19, 1998. 

cc: James Bruce, Esq., Attorney for applicant 
Oxy USA, Inc. 

Attn: Richard Foppiano 



STATE OF NEW MEXICO 
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

IN THE MATTER OF THE APPLICATION CASE NO. 11926 
OF KCS MEDALLION RESOURCES, INC. 
FOR COMPULSORY POOLING 
EDDY COUNTY, NEW MEXICO 

MOTION T O DISMISS 

Comes now OXY USA Inc. ("OXY"), by its attorneys, Kellahin and Kellahin, 

hereby moves the Division to dismiss this case because the Applicant, KCS Medallion 

Resources, Inc., ("Medallion") Section 70-2-17(C) NMSA (1978) seeking a compulsory 

pooling order for a 320-acre gas spacing unit one-half of which is already committed to 

another gas spacing unit and in Support States: 

RELEVANT FACTS 

(1) Medallion seeks to dedicate the W/2 of Section 33, T19S, R28E, 
NMPM, Eddy County, New Mexico, for a well it wants to drill in the 
SW/4 of said Section 33 to be dedicated to any pool spaced on 320-acre gas 
spacing including the Undesignated Winchester-Wolfcamp Gas Pool, 
Undesignated Winchester-Morrow Gas Pool, Undesignated North Burton 
Flat-Strawn Gas Pool, Undesignated Winchester-Atoka Gas Pool. See 
Exhibits 1 and 2. 

(2) Medallion has no interest in the S/2 of Section 33. 

(3) In December 1975, Penroc Oil Corporation and Atlantic Richfield 
Company entered into a Joint Operating Agreement ("JOA") in which the 
oil and gas leases in the S/2 of Section 33 were voluntarily consolidated and 
committed to this contract which governed the drilling of the Penroc's Arco 
Federal Well No. 1 in Unit J of Section 33 and all subsequent wells in the 
S/2 of Section 33. See Exhibit 3. 



(4) This JOA is still in full force and effect and governs the drilling of all 
wells to all depths in the S/2 of said Section 33. 

(5) On January 1, 1996, and in accordance with this JOA, Oxy USA Inc. 
succeeded Penroc Oil Corporation as the operator of the S/2 of Section 33. 

(6) On March 18, 1996, the Division entered Order R-10561 which 
approved Oxy's application to drill its Oxy "33" Federal Well No. 1 in the 
SE/4SE/4 (Unit P) of said Section 33 and which ordered that: 

"(2) The S/2 of said Section 33 is to be dedicated to the 
subject well (being the Oxy "33" Federal Well No 1.) to form 
a standard 320-acre gas spacing and proration unit within said 
vertical extent, which presently includes but is not necessary 
limited to the Undesignated North Burton Flat-Wolfcamp Gas 
Pool, Undesignated North Burton Flat-Strawn Gas Pool, 
Undesignated Winchester-Strawn Gas Pool, Undesignated 
Winchester-Atoka Gas Pool, Undesignated Burton Flat-
Morrow Gas Pool and Undesignated Winchester-Morrow Gas 
Pool. " See Exhibit 4. 

(7) On April 4, 1996, Oxy obtained an approved Application for Permit to 
Drill its Oxy "33" Federal Well No. 1 dedicated to a 320-acre gas spacing 
unit consisting of the S/2 of Section 33. See Exhibit 5. 

(8) On June 26, 1996, Oxy, on behalf of all of the interest owners in the 
S/2 of Section 33 and for an estimated total costs of $799,502.00 (actual 
costs of $672,300.00) drilled its Oxy "33" Federal Well No. 1 to a total 
depth of 11,286 feet being sufficient to penetrate through the base of the 
Morrow formation. See Exhibit 6. 

(9) The OXY "33" Federal Well No. 1 was completed on August 9, 1996 
with casing set through the base of the Morrow formation and is currently 
producing gas from the Wolfcamp formation within the Undesignated 
Winchester-Wolfcamp Gas Pool See Exhibit 7. 

(10) The OXY "33" Federal Well No.l has "behind the pipe" potential for 
future gas production f rom the Morrow formation. See Exhib i t 8. 

(11) The working interest owners in the S/2 of Section 33 have paid for 
but have not yet recovered the costs of OXY's "33" Federal Well No. 1. 
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(12) On October 28, 1997, Medallion proposed to OXY that Medallion 
drill another Morrow test in the SW/4 of Section 33 and that the W/2 of 
Section 33 be dedicated to this new well. 

(13) On December 5, 1997, OXY prepared and circulated for internal 
approval an AFE to drill the OXY "33" Federal Well No. 2 as a Morrow 
test in the SW/4 of Section 33. 

(14) On December 11, 1997, OXY advised Medallion that the SW/4 was 
not available for a W/2 spacing unit because it was committed to a S/2 
spacing unit and the JOA both of which are still in full force and effect. 

(15) On January 26, 1998, Medallion filed a compulsory pooling 
application seeking to pool the W/2 of Section 33 for a well to be drilled 
in the SW/4 of Section 33. 

(16) On February 6, 1998, and in accordance with the JOA, OXY sent its 
AFE to all of the working interest owners in the S/2 of Section 33 for 
approval to drill the OXY "33" Federal Well No. 2 to be located in the 
SW/4 of Section 33. 

(17) ^ F ^ ^ ^ l 2 ^ J S 9 ^ J ^ ^ t a ^ the well location for the OXY 
"33" Federal Well No. 2 in the7SW/4of)Section 33. 

ARGUMENT 

The problem with Medallion's application is that they are seeking a compulsory 

pooling order covering all of the formations and pools which the Division has already 

approved and ordered be dedicated to a spacing unit consisting of the S/2 of Section 33 

and which is still in effect and committed to Oxy's "33" Federal Well No. 1. Medallion 

has no interest in the SW/4 of Section 33, yet they are asking the Division to take action 

which will void Order R-l0561 and preclude the owners in the SW/4 of Section 33 from 

being able to recover costs they spent for the OXY "33" Federal Well No. 1 located in 

the SE/4 of Section 33. 
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The problem with Medallion's proposal is that the SW/4 of Section 33 is dedicated 

to Oxy's "33" Federal Well No. 1 and cannot be included in any of the spacing units they 

are now proposing. In New Mexico there can only be one operator of a spacing unit. 

Once acreage is included within a spacing unit, it is unavailable to another who desires 

to develop it either through voluntary agreement or compulsory pooling. Medallion seeks 

an orientation for its proposed 320-acre gas spacing unit which would conflict with 

OXY's existing and approved 320-acre gas spacing unit. Medallion's interest in the 

NW/4 of Section 33 may now only be developed in 320-acre spaced formations and/or 

pools with a N/2 spacing unit. To do otherwise would establish a new precedent and lead 

to the disruption of correlative rights in thousands of existing gas spacing units. 

The problem with Medallion's application is that it violates Section 70-2-17(C) 

NMSA 1978 by seeking a pooling order to include the SW/4 of Section 33 which is 

already dedicated to an established spacing unit formed on a voluntary basis. 

The problem with Medallion's proposal is they are asking to drill a Morrow well 

in the SW/4 which is already subject to an existing JOA in which Medallion has no 

interest. By doing so, Medallion is asking the Division to invalidate an existing voluntary 

agreement and to disrupt the correlative rights of the owners in the S/2 ofSection 33 who 

are already proceeding to drill their own Morrow gas well in the SW/4 of Section 33. 

It does not matter that the OXY "33" Federal Well No. 1 is currently producing only 

from the Winchester-Wolfcamp Gas Pool. It was drilled through the Morrow formation 

and still has the potential to produce gas from that formation. Medallion cannot dedicate 
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the SW/4 of Section 33 to any of the 320-acre gas formations and/or pools until the JOA 

covering the S/2 of Section 33 has terminated. 

WHEREFORE Oxy USA Inc. requests that the Division Hearing Examiner grant 

this motion and dismiss Oil Conservation Division Case 11926 because: 

(a) Section 70-2-17 NMSA (1978) is applicable only for those instances in 
which the proposed well is to be located on acreage not already committed 
to a spacing unit and oriented so as not to conflict with any existing spacing 
unit and the parties in that proposed spacing unit have not agreed to pool 
their interests; 

(b) In this case, the S/2 of Section 33 is already committed on a voluntarily 
basis to a producing gas well and therefore SW/4 cannot be made the 
subject of a W/2 unit compulsory pool case without violating the provisions 
ofSection 70-2-17 NMSA (1978). 

I certify that a copy of this pleading was hand delivered to counsel for applicant 
this 13th day of February, 1998. 

W. Thomas Kellahin 
Kellahir/& Kellahin 
P. 0. Box 2265 
Santa Fe, New Mexico 87504 
(505) 982-4285 

CERTIFICATE OF SERVICE 
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VERIFICATION 

State of Texas ) 
)SS-

County of Midland ) 

Comes now Richard E. Foppiano, being first duly sworn, upon his oath deposes 
and states: That he is a licensed professional petroleum engineer and regulatory affairs 
engineering advisor for OXY USA Inc., Midland, Texas, that he has read the foregoing 
pleadings and know.the contents thereof, and that the same is true and correct of his own 
knowledge, information and belief. 

SUBSCRIBED AND SWORN to before tne by Richard E. Foppiano, who 
personally appeared before rne this 13th day of February, 1998. 
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DOCKET: EXAMINER HEARING - THURSDAY • FEBRUARY 19. 1998 
8:15 AM - 2040 South Pacheco 

Santa Fe, New Mexico 

*ckets Nos 6-98 and 7-98 are tentatively set for March 5, 1998 and March 19.1998. Apphcations for hearing must be filed at least 23 days 
..advance of hearing date. The following cases will be heard by an Examiner: 

CASE 11923: Application of Shahara Oil. L.L.C. for a unit agreement. Lea County, New Mexico. Appiicant seeks approval ot its Shahara 
State Unit Agreement for an area encompassing 320 acres, more or less, of State lands consisting ot" the W/2 of Section 16. Township 
17 South, Range 33 East. Said unit area is located approximately 5.5 miles east-southeast of Maljamar. New Mexico. 

CASE 11924: Application of Shahara Oil. L.L.C. for a waterflood/tertiary recovery project, qualification for the recovered oil tax rate 
pursuant to the "New Mexico Enhanced Oil Recovery Act" for said project, and for two unorthodox oil well locations. Lea 
County, New Mexico. Applicant seeks approval to institute a waterflood and tertiary recovery project utilizing micro-organisms 
for enhanced recovery in the Maijamar-Grayburg-San Andres Pool within its proposed Shahara State Unit .Area (being the subject 
of Case No. 11923) to comprise the W/2 of Section 16. Township 17 South. Range 33 East, by the injection of water through 8 
certain existing wells. Applicant further seeks to qualify this project for the recovered oil tax rate pursuant to the "New Mexico 
Enhanced Oil Recovery Act" (Law 1992. Chapter 38, Sections 1 through 5). Applicant further seeks approval to drill two new 
producing weils along the western edge of the proposed Unitized Area at locations considered to be unorthodox. The proposed 
project area is located approximately 5.5 miles east-southeast of Maljamar, New Mexico. 

CASE 11925: Application of KCS Medallion Resources, Inc. for an unorthodox gas well location. Eddy County, New Mexico. Applicant 
seeks approval of an unorthodox gas well location within the Turkey Track-Morrow Gas Pool for its PDM Well No. 1 to be drilled 
860 feet from the South line and 660 feet from the West line (Unit M) of Section 16. Township 19 South, Range 29 East, being 
approximately 12.5 miles south-southwest of Loco Hills, New Mexico. The S/2 of said Section 16 is to be dedicated to said well 
to form a standard 320-acre gas spacing and proration unit for said pool. 

CASE 11926: Application of KCS Medallion Resources, Inc for compulsory pooling, Eddy County, New Mexico. Applicant seeks an order 
pooling all mineral interests from the surface to the base of the Morrow formation underlying the following described acreage in 
Section 33, Township 19 South. Range 28 East, and in the following manner the W/2 of Section 33 to form a standard 320-acre gas 
spacing and proration unit for any and all formations and/or pools developed on 320-acre spacing within said vertical extent, 
including but not limited to the Undesignated Winchester-Morrow Gas Pool, the Winchester-Atoka Gas Pool, the North Burton Flat-
Strawn Gas Pool, and the Winchester-Wolfcamp Gas Pool: the SW/4 of Section 33 to form a standard 160-acre gas spacing and 
proration unit for any and all formations and/or pools developed on 160-acre spacing within said vertical extent; the N/2 SW/4 of 
Section 33 to form a standard 80-acre spacing unit for any and all formations and/or pools developed on 80-acre spacing within said 
vertical extent, including but not limited to the Undesignated Old Millman Ranch-Bone Spring .Associated Pooi; and the NW/4 SW/4 
of Section 33 for any and all formations and/or pools developed on 40-acre spacing within said vertical extent, including but not 
limited to the Undesignated Old Millman Ranch-Bone Spring Associated Pool, the Undesignated Fadeaway Ridge-Delaware Pooi. 
and the Undesignated East Millman Yates-Seven Rivers-Queen-Grayburg-San .Andres Pool. Said units will be dedicated to its Many 
Sands "'33" Well No. 1, to be drilled at an orthodox location 1650 feet from the South line and 660 feet from the West line (Unit L) 
of said Section 33. .Also to be considered will be the cost of drilling and completing said well and the allocation of the cost thereof 
as well as actual operating costs and charges for supervision, designation of applicant as operator of the well and a charge for the 
risk involved in drilling said well. Said unit is located approximately 11 miles east-southeast of Lakewood. New Mexico. 

Application of Fasken Land and Minerals, Ltd. for compulsory pooling and an unorthodox gas well location, Eddy County, 
New Mexico. Applicant seeks an order pooling all mineral interests from the surface to the base of the Morrow formation underlying 
all of Section 12. Township 23 South, Range 24 East, forming a standard 640-acre gas spacing and proration unit for any and all 
formations and/or pools developed on 640-acre gas spacing within said vertical extent, which presently may include but is not 
necessarily limited to the Rock Tank-Upper Morrow Gas Pool and the Rock Tank-Lower Morrow Gas Pool. Said unit is to be 
dedicated to its Camero "12" Federal Com Well No. 1 to be drilled and completed at an unorthodox gas well location 500 feet from 
the North line and 2265 feet from the West line (Unit E) of said Section 12. Also to be considered will be the costs of drilling and 
complenng said well and the allocation of the costs thereof as well as actual operating costs and charges for supervision, designation 
of Fasken Oil and Ranch. Ltd. as the operator of the well and a charge for risk involved in drilling said well. Said umt is located 
approximately 15 miles southwest of Carlsbad. New Mexico. 

CASE 11877: (Continued from February 5, 1998, Examiner Hearing.) 



A.A.P.L. i'OKM 610 

MODEL FORM OPERATING AGREEMENT-1956 
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OPERATING. AGREEMENT 

DATED 

: — , 1 9 — , 

FOR UNIT AREA IN TOWNSHIl\ .JL?_South , RANGE 2J_East 

Eddv COUNTY, STATE OF. _Jtew_Mexico 
V". _ . 

EXHIBIT " 2 " 

Attached to and made a part of Farmout Agreement 
dated December 12, 1975, between A t l a n t i c Richfield 
Company, and Penroc O i l Corporation, covering S/2 
Section 33, T-19-S, R-28-E, Eddy County, New Mexico. 
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A.A.P.L. FORM 610 

OPERATING AGREEMENT 

THIS AGREEMENT, entered into this_ 
PENROC OIL COIIPOHATION 

day of 19 between 

hereafter designated as "Operator", and the signatory parties other than Operator. 

WITNESSETH, THAT: 

WHEREAS, the parlies to this agreement are owners of oil and gas leases covering and, if so indicated, 

unleased mineral interests in the tracts of land described in Exhibit "A", and aU parties have reached an 

agreement to explore and develop these leases and interests for oil and gas to the extent and as hereinafter 

provided; 

NOW, THEREFORE, it is agreed as follows: 

As used in this agreement, the following words and terms shall have the meanings here ascribed to 

(1) The words "party" and "parties" shall always mean a party, or parties, to this agreement. 

(2) The parties to this agreement shall always be referred to as " i t " or "they", whether the parties be cor­

porate bodies, partnerships, associations, or persons real. 

(3) The term "oil and gas" shall include oil, gas, casinghead gas, gas condensate, and all other liquid or gase­

ous hydrocarbons, unless an intent to limit the inclusiveness of this term is specifically stated. 

(4) The term "oil and gas interests" shall mean unleased fee and mineral interests in tracts ol land lying 

within lhe Unit Area which are owned by parties to this agreement. 

(5) The term "Unit Area" shall refer to and include all of the lands, oil and gas leasehold interests and oil 

and gas interests intended to be developed and operated for oil and gas purposes under this agreement. 

Such lands, oil and gas leasehold interests and oil and gas interests are described in Exhibit "A". 

(6) The term "drilling unit" shall mean the area fixed for the drilling of one well by order or rule of any 

stale or federal body having authority. If a drilling unit is not fixed by any such rule or order, a drilling 

unit shall be the drilling unit as established by the pattern of drilling in the Unit Area or as fixed by ex­

press agreement ht the parties. -

(7) Al l exhibits attached to this agreement are made a part of the contract as fully as though copied In fu l l 

in the contract. 

(8) The words "equipment" and "materials" as used here are synonymous and shall mean and include all 

oil field supplies and personal property acquired for use in the Unit Area. 

2. TITLE EXAMINATION, LOSS OF LEASES ANO OIL AND GAS INTERESTS 

A. Title Examination: 

No w e l l s h a l l be d r i l l e d u n t i l the d r i l l s i t e t i t l e and f o r m o f lease c o v e r i n g 
sa id d r i l l s i t e has been accepted by the p n r t l e s p a r t i c i p a t i n g l n the d r i l l i n g o f 
the w e l l . I n connec t i on w i t h such d r i l l s i t e a l l a b s t r a c t s , t i t l e o p i n i o n s and 
c u r a t i v e work p r e s e n t l y i n the possession o f any p n r t y s h a l l , on reques t , be f u r ­
nished t o any o t h e r p a r t y , w i t h o u t charge, and such o the r p a r t y s h a l l have a 
reasonable t ime to examine same. 

1. DEFINITIONS 

them. 

"Individual Loss" 
Revised 10U7 

•10 



B. FAILURE OF TITLE: 

Should any o i l and gas lease, or Interest therein, or o i l and Ras in t e r e s t s , 
be lost through f a i l u r e of t i t l e (provided, such loss s h a l l not be deemed 
a f a i l u r e of t i t l e should tho party whose lease or interest i s affected 
by such f a i l u r e of t i t l e secure a new lease or t i t l e covering the same i n ­
terest and subject same to t h i s agreement within a period of ninety (90) 
days, commencing on the date I t is determined f i n a l l y that t i t l e f a i l u r e 
has occurred) then t h i s agreement s h a l l , nevertheless, continue i n force 
aa to a l l remaining leases and Interests, and 

(1) The parly whose lease or interest is affected by the ti t le lai lure shall bear alone the entire loss and it 

shall not be entitled to recover f rom Operator or the other parties any development or operating cosls 

which i t may have theretofore paid, but there shall be no monetary l i ab i l i ty on its part to the other par­

ties hereto by reason of such t i t le fa i lure : and 

(2) There shall be no retroactive adjustment of expenses incurred or revenues received f r o m the operation 

of the interest which has been lost, but the interests of the parties shall be revised on an acreage basis, 

as of the time i t is determined f ina l ly that t i l l e fa i lure has occurred, so that the interest of lhe party 

whose lease or interest is affected by the t i t le fai lure w i l l thereafter be reduced in the Unit Area by the 

amount of the interest lost; and 

(3) I f the proportionate interests of the other parties hereto in any producing wel l theretofore d r i l l ed on 

the Unit Area is increased by reason of the t i t lo fai lure, the party whose t i t le has failed shall receive 

the proceeds at tr ibutable to the increase in such interests (less operating costs attributable thereto) 

un t i l it has been reimbursed for unrecovered costs paid by i l in connection w i t h such w e l l ; and 

(4) Should any person not a party to this agreement, who is determined lo be the owner of any interest in 

the t i t le which has fai led, pay in any manner any part of the cost of operation, development, or equip­

ment, or equipment previously paid under this agreement, such amount shall be proportionately paid to 

the party or parlips hereto who in the f i rs t instance paid the cosls which are so refunded; and 

(5) Any Mobility to ncvounl to n th i rd pnriy for pi-im- production of oi l und yo« which cniscs by reason of 

ti t le fai lure shall be borr.c by the psi ty or paiticd whose ti t le failed in the some proportions in which 

they shared in such prior production. 

C. Loss of Leases for Causes Other Than T i l l e Failure: 

If any lease or interest subject to tliis agreement be lost Ihrcugh fuiluic to develop or because express 

or implied covenants have not been performed, or if any lease be permitted to expire al the end of ils primary 

term and not be renewed or extended, or if any lean? or interest therein is lost due to the fact that the produc­

tion therefrom is shut in by reason of lack of market, the loss shall not be considered a failure of title and all 

such losses shall be joint losses and shall Lo borne by all paities in proportion to their interests and (here shall 

be no readjustment oi intercut* in the Unit Aran. 

3. U M . r . A S K I ) O i l . AND CAS IN I I : i : I STS 

I f onv pnrly owns nil unlvnacd a l l ond linn ln ic ie* l in HID Dul l A l l m l !MU>nnt •hn l l bo Ircii tml fui l l iu 

purpose of 111i5 agict ' incnl 3S if i l weio a leased i n t i t t J t under llic form of oi l and gas lease attached as " E x h i ­

bit " D " and for lhe pr imary term therein stuU'd. As lo such intcicsls, the owner shall receive royalty on produc­

tion as prescribed in the fo rm of o i l and gas lease attached hereto as Kxhibit ' U" . Such party shall, however, 

be subject to al l of lhe provisions of this agreement relating lo lessees, to the c x l c n l that it owns the lessee 

interest 
4. INTKIII:ST.S o r rAHTirs 

Exhib i t " A " lists al l of (he parties, and their respective pel rentage or f i actional interests under this 

agreement. Unless changed by other provisions, al l costs and liabtlilies incurred in operations under this con­

tract shall be born" and paid, und a l l equipment and material acquired in operations on the U n i l A i m shall be 

owned, by the parlies us their interests a i r i;iven in Iv-.liihit " A " . A l l pi uiluel ion of oi l nnd |;:is f rom lhe Unit 

Area, subject lo llu* payment nf lessor's royalties, shall also be owned hy the parlies in lhe same manner. 

— 2 — 

" l lu l iv i l l l l J l l l . i l s i j" . _. | 
Hevisel l r -^i? ^ I 



If the interest ol any party in any oil and Ras lease covered by this agreement is subject to an overriding 

royalty, production payment, or other charge over and above the usual one-cigthh (Vi) royalty, such party shall 

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

share of the working interest production of the Unit Area. 

5. OPEKATOIt OF UNIT 

PEHttOG OIL CORPORATION .shall be the Operator of 

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

mitted and required by, and within the limits of, this agreement. It shall conduct all such operations in a good 

and workmanlike manner, but il shall have no liability as Operator to the other parUes^jor losses sustained, 

or liabilities incurred, except such as may result from gross negligence or from/breach of the provisions of 

this agreement. 
6. EMPLOYEES 

The number o l employees and their selection, and lhe hours of labor and lhe compensation for services 

performed, shall be determined by Operator. Al l employees shall be the employees of Operator. 

7. TEST WELL— 

and shall Uiereafter continue the 

unless granite or other practically impcnotrablc^-s'ubslancc is>»ucountcrcd at a lesser depth or unless all parties 

agree to complete the well at a lesser de 

Operalor shall inakc reasonable tests of all formations encountei ecKduring drilling which give indica­

tion of containing oil andi gas<h> quantifies sufficient to test, unless this agreement shall be limited in its ap­

plication to a specific (pritwtion or foiitvaiions, in which evenl Operator shall be retfujicd to lest only the 

formation or forrpaflons lo which Ihis agreement may apply. 

If in,4Jpciator's judgment the well will not produce oil or gas in paying quantities, and iKwishes to 

pluc^ffd abandon the lest as a dry hole, it shall first secure the consent of all parties to the plugging, iftxi the 

cll 'hull Him IJI plugged ami n'mnilmud " i pi'umplly tin |'0;'Diblfi 

8. COSTS AND EXPENSES 

Except as herein otherwise specifically provided, Operator shall piomptly pay and discharge all costs 

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

charge each of the parties hereto with Ihirir respective proportionate sharca upon tho coat and txpomu basis 

provided in Hie Accounting Procedure attached hereto an;! marked Exhibit "C". If any provision of Ex-
hlbu -C" should bq Inconsistent with any provision comMmui in ijit; ijotly of (his nKrccment, the provisions In 

Ihe body of this agreement shall prevail. 

Operator, al lis election, shall have the right from lime to time lo demand and receive from the other 

panics payment In advance of their rrspcitlvc shares of the estimated amount of the costs lo be incurred in 

operations hereunder during; the next succeeding monlh. which riflht may be exercised only by submission to 

each such party of an itemized statement of such estimated costs, together with an invoice for ils share there­

of. Each such statement and invoice (or the payment in advance of estimated cosls shall be submitted on or 

before the 20lh day of lhe next preceding month. Each parly jl iall pay lo Operator lis proportionate share of 

such estimate within fifteen (15) days afler such estimate and invoice is received. If any party fails to pay its 

share of said estimate within said lime, the amount due shall bear interest at the rate ofxxxpcrccnt ( i ^^ ' r l e r 

annum until paid. Proper adjustment shall be made monthly between advances anil actual cost, to the end 

thai each party shall bear and pay ils proportionate share of actual cosls incurred, and no more. 

— 3 — 
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9. OPERATOR'S M E N 

Operalor is n iv rn a f i rs t and preferred lien on (lie interest of each party covered by this contract, and 
, t h e p r o c e e d s f r o a t h e s a l e o f „ 

ir /each parly's i r lcres t i n a i l and gas produced ^ fta^r*£fcx^x^c3HSi$:<??;cand upon each party s interest in ma­
terial and equipment, to secure the payment of al l sums due f r o m each such party to Operator. 

In the ev«nt any par ly fails to pay any amount owing by it to Operator as its share of such costs and 

expense or Mich advance estimate w i t h i n the l ime l imi ted for payment thereof. Operator, wi thout prejudice lo 
I n c l u d i n g r e a s o n a b l e a t t o r n e y f e e s i n t h e e v e n t o f s u i t t o c o l l e c t any d e l i n q u e n c y 

other existing remedies/ is authorized, a l its election, to collect f rom the purchaser or purchasers of o i l or gas, 

the proceeds accruing to the work ing interest or interests in the Unit Area of the delinquent party up "to the 

amount owing by such party, and each purchaser of oi l or gas is authorized to rely upon Operator's statement 

as to the amount owing by such party. 

I n the e»ent o l the neglect or fai lure of any non-operating party to prompt ly pay ils proportionate part 

of the cost and expense of development and operation when due, the other non-operating parties and Operator, 

w i t h i n th i r ty (30) days af te r the rendit ion of statements therefor by Operator, shall proportionately contribute 

to the payment of such delinquent indebtedness and the non-operating parties so contr ibut ing shall be enti t led 

to the same lien rights as are granted to Operator in this section. Upon the payment by such delinquent or 

default ing party to Operator of any amount or amounts on such delinquent indebtedness, or upon any recovery 

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

covered shall be distr ibuted and paid by Operator to1, the other non-operating parlies and Operator propor­

tionately in accordance w i t h the contributions theretofore made by them. 

10. T E R M OF AGREEMENT 

This agreement shall remain in (ul l force and effect (or as long as any of the o i l and gas leases subjected 

to this agreement remain or are continued i n force as to any part of the Unit Area, whether by production, ex­

tension, renewal or otherwise: provided, however, that in the event the f i rs t wel l dr i l led hereunder results in 

a di v hole and no other wclLL* producing oil or gas in paying quantities f r o m the Unit Area, then at the end 
one h u n d r e d e i g h t y ( 1 8 0 ; d a y s 

of HHXX_ir*S8):.\r!«xx af ter abandonment of the f i rs t test wel l , this agreement shall terminate unless one or 

more of the parlies are then engaged in d r i l l i n g a well or wells pursuant to Section 12 hereof, or a l l parties 

have agreed to d r i l l an additional wel l or wells under this agreement, in which event this agreement shall con­

tinue in force unt i l such 'wel l of" weUs" shall have been dr i l led and completed. I f production results there­

f rom this agreement shall continue in force thereafter as if said first test wel l had been productive i n paying 

quantities, but i f production in paying quanlities does not result therefrom this agreement shall terminate 

one h u n d r e d e i g h t y ( I S O ) d a y s 

at the end of ?1ihxwx(W}x(ttWCatler abandonment oC such wel l or wells. It is agreed, however, that the t e rm­

ination of this agreement shall not relieve any party hereto f rom any l iabi l i ty which has accrued or attached 

prior to the date of such termination. 

11, L I M I T A T I O N ON EXPENDITURES 

Without the consent of a l l parties: (a) No wel l shall be dri l led on the Unit Area except any we l l ex­

pressly provided for in this agreement and except any wel l dri l led pursuant lo the provisions of Section 12 

of this agreement, it being understood that the consent to Ihe drillim" of a well shall include consent lu all 
necessary expenditures In the drilling, testing, complctinc and equipping of the well, including necessary 
tankage; (b ) No wel l shall be reworked, plugged back or deepened except n well reworked, plucgcd back or 

deepened pursuant lo the provisions o( Section 12 of this agreement, it being understood thai the consent to 

the reworking, plugging back or deepening of a we l l shall include consent to al l necessary expenditures in 

conducting such operations and completing and equipping of said well lo produce, including necessary tank­

age; (c ) Operalor shall not undertake any single project reasonable estimated to require an expenditure in 

excess n f TEW THOUSAND AKD NO/ 100 ( i 1 0 , 0 0 0 - 0 0 ? 

except in connection w i th a wel l the d r i l l i ng , reworking, deepening, or plugging back of which has been pre­

viously authorized by or pursuant to this agreement; provided, however, that in case of explosion, f i re , f lood, 

or olher sudden emergency, whether of the same or d i f fe rent nature. Operator may lake such steps and incur 

such expenses as in i ls opinion arc required lo deal wi th lhe emergency and to safeguard l i fe and properly, 

but Operalor shall, as prompt ly as possible, report the emergency to lhe other parties. Operalor shall, upon 

request, furnish copies of i ls "Au tho r i t y for ExprtKli lures" for any single project costing in ex-
, , 5 , 0 0 0 . 0 0 

cess of $ 

-- 4 — * 
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12. OPERATIONS BY LESS T H A N A L L P A R T I E S * 

H a l l the parties cannot mutua l ly agree upon the d r i l l i ng of any wel l on the Uni t Area olher than the 

test wel l provided for in Seclion 7, or upon (he reworking, deepening or plugging back of a d ry hole d r i l l ed 

at the joint expense of all parties or a wel l j o in t l y owned by al l the parties and not then producing in paying 

quantities on the Uni t Area, any party or parties wishing to d r i l l , rework, deepen or plug back such a wel l 

may give lhe olher parties wr i t t en notice of the proposed operation, specifying the work to be performed, 

lhe location, proposed depth, objective formation and the estimated cost of the operation. The parties receiv­

ing sueh a notice shall have th i r ty ('JO) days (except as to reworking, plugging back or d r i l l i n g deeper, where 
a nd 

a d r i l l i n g rig is on location, the period shall be l imi ted lo for ty-eight (48) hours exclusive of Saturday t i t Sun­

day) after receipt of lhe nolice w i t h i n which to not i fy the parties wishing to do the work whether they elect 

to paiticipate in lhe cost of the proposed operation. Failure of a party receiving such a notice to so reply to 

it w i t h i n the period above f ixed shall constitute an election by that party not to participate in the cost of the 

proposed operation. 

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

parlies being hereafter referred to as "Non-Consenting Party ") , then in order to be ent i t led lo the benefits 

of this section, lhe pa i ty or parlies giving Hie nolice and such other parties as shall elect to participate in the 

operation (all >uch parties being hereafter referred to as the "Consenting Parlies ") shall, w i t h i n th i r ty (30) 

days alter the expirat ion of the notice period o( th i r ty (30) days (or as prompt ly as possible afler the expi r ­

ation of the 48-hour period where the d r i l l i ng r ig is on location, as lhe case may be) actually commence work 

on the proposed operation and complete i l w i t h due diligence. 

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the 

propoi lions that their respective interests as shown in Exhibi t " A " bear to the total interests of al l Consenting 

Parties. Consenting Parlies shall keep the leasehold estates involved in such operations free and clear of a l l 

liens and encumbrances of every k ind created by or arising f rom the operations of the Consenting Parties. I f 

such an operation results in a dry hole, the Consenting Parties shall plug and abandon the wel l al their sole 

cost, risk and expense. I f any wel l dr i l led , reworked, deepened or plugged back under lhe provisions of this 

seclion results in a producer of oi l and/or gas in paying quantities, the Consenting Parties shall compleie and 

equip the well lo produce al their sole cost and risk, and lhe well shall llicn be turned over to Operator and 
• h a l l bo o p o r „ l « d b y '.! at ths e x p o n ' Q a n d f o r t ho accoun t o f the C o n s o n t t n g P a r t i n * . U p o n c o m m s n c o m o n t of 

operations for the d r i l l i ng , r ewo ikmg . deepening or plugging back of any such wel l by Consenting Parties 

In accordance wi th the provisions of this section, each Non-Consenting Party shall be deemed to have r e l i n ­

quished to Consenting Parties, and the Consenting Parties shall own and be enti t led to receive, in proportion 

to their respective interests, al l of such Non-Consenting Party's interest in the w e l l , ils leasehold operating 

rights, and share of production theref rom un t i l the proceeds or market value thereof (a f te r deducting pre­
e x i s t i n g on t h e e f f e c t i v e d a t e h e r e o f 

duction laxes. royalty, ov-T.'iding royalty and other interests/payable out of or measured by the production 

f r o m such well accruing w i l h respect to such interest unt i l it revcits) shall equal the total of the fo l lowing : 

(A) 10U% of each such Non-Consenting Tally's share of the cosl o( any newly acquired surface equipment 
b e y o n d the w i - l l h e o d c o n n e c t i o n s ( i n c l u d i n g , b u t n o t l i m i t e d ta, s tock t a n k s , sepa ra to r s , t r e a t c r s , 

p u m p i n g e q u i p m e n t a n d p i p i n g ) , p l u s 1 0 0 % of each such N o n - C a i i E c n t i n g P a r l y ' s sha re o f t he cost o f 

operation of the well commencing with first production and continuing until each such Non-Consenting 
Party's relinquished interest shall revert to it under other provisions of this section, i l being agreed that 

each Non-Consenting Party's share of such costs and equipment w i l l be that interest which would have 

been chargeable lo each Non-Consenting Party had i l participated in the wel l f r o m the beginning of 

Ihe operation; and 

{DJ 200^J of that portion of the costs and expenses of d r i l l i ng , reworking, deepening or plugging back, 

testing ond completing, after deducting any cash contributions received under Section 25, »nd 200'o 

of that portion of the cost of newly acquired equipment in the wel l (to and including lhe wellhead 

coiiiiiftioiis), which would have been dinr„iable (o such Noii-Cunsciiling Tarty if it had participated 
I he r r i - ' 

• Sco Section 31 n fc C for — 8 — 
additional provisions S'»J 



I n the case of any reworking, plugging back or deeper d r i l l i ng operation, the Consenting Parlies shall 

be permit led lo use, f ree of cost, al l casing, tubing and other equipment in the wel l , but the ownership of a l l 

such equipment shall remain unchanged; and upon abandonment of a we l l af ter such reworking, plugging 

back or deeper d r i l l i ng , the Consenting Parties shall account for al l such equipment to the owners thereof, 

w i l h each party receiving its proportionate part in k i n d or in value. 

W i t h i n s ixty (60) days after the completion of any operation under this section, the party conducting 

the operations for the Consenting Parties shall furnish each Non-Consenting Party w i t h an inventory of 

the equipment in and connected to the well , and an itemized statement of the cosl of d r i l l i n g , deepening, 

plugging back, testing, completing, and equipping the wel l for production; or. at its option, the operating 

party, i n lieu of an itemized statement of such costs of operation, may submit a detailed statement of monthly 

billings. Each month thereafter, dur ing the time the Consenting Parties are being reimbursed as provided 

above, the Consenting Parties shall furnish the Non-Consenting Parties w i t h an itemized statement of al l 

costs and liabilit ies incurred in the operation of lhe wel l , together w i t h a statement of the quanti ty of oi l 

and gas produced f r o m i t and the amount of proceeds realized f rom the sale of the well 's work ing interest 

production dur ing the preceding month. Any amount realized f r o m the sale or other disposition of equip­

ment newly acquired in connection w i th any such operation which would have been owned by a Non-Con­

senting Party had it participated therein shall be credited against the total unreturned costs of the w o r k done 

and of the equipment purchased, in determining when the inlerest of such Non-Consenting Party shall revert 

to i t as above provided; i f there is a credit balance i t shall be paid lo such Non-Consenting Party. 

I f and when the Consenting Parties recover f r o m a Non-Consenting Parly's relinquished interest the 

amounts provided for above, the relinquished interests of such Non-Consenting Party shall automatically 

revert to i t and f r o m and after such reversion such Non j Consenting Party shall own the same interest in such 

well , the operating rights and work ing interest therein, the material and equipment in or pertaining thereto, 

and lhe production therefrom as such Non-Consenting Party would have owned had i t participated in the 

d r i l l i ng , reworking, deepening or plugging back of said wel l . Thereafter, such Non-Consenting Parly shall be 

charged wi th and shall pay its proportionate part of the fu r ther costs of the operation of said wel l in accord­

ance w i t h the terms of ih i s agreement and the accounting procedure schedule, Exhib i t "C", attached hereto. 

Notwithstanding the provisions of this Section 12, it is agreed that without the mutual consent of all 

parties, no wells shall he completed ln or produced from a source of supply from which a well located else­

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

for such source of supply. 

The provisions of this section shall have no application whatsoever to the drilling of the initial te.it 

well on the Unit Area, but shall apply lo the reworking, deepening, or plugging back of the initial test well 

af le r i t has been dr i l led to the depth specified in Section 7, i f it is, or thereafter shall prove to be, a dry 

hole or non-commercial w e l l , and to al l other wells dr i l led , reworked, deepened, or plugged back, or pro­

posed (o bo dr i l led , roworked, deepened, or pluancU back, upon tho Uni t Aren «ut>M»fitiont lo t l i * d r i l l i n g a l 

the Initial test well. 

13. 11IGIIT TO T A K E PI tODUCTION I N K I N D 

Each parly l h a i l take In k i n d or separntaly dispose of its proporttannic share of ni l oi l and gas pro­

duced f r o m the Unit Area, exclusive of production which may be used in development and producing oper­

ations and In preparing and treating oil for market ing purposes ond production unavoidably lost. Each par ly 

shall yajr or deliver, or cause to be paid or delivered, al l royalties, overr iding royalties, or other payments 

due on i ls share of such production, and shall hold the other parties free f r o m any l i ab i l i ty therefor. A n y 

extra expenditure incurred in the taking in k ind or separate disposition by any party of its proportionate 

share ot the production shall be borne by such party. 

Each party shall execute al l division orders nnd contracts of sale pertaining lo its interest in produc­

tion f r o m the Unit Area, nnd shall be entitled to receive payment direct f r o m the purchaser or purchasers 

thereof for its share nf nil production. 



In the rrent any party shall (ail to make the arrangements necessary to take in kind or separately 

dispose ol its proportionate share of the oil and gas produced from the Unit Area, Operalor shall have the 

right, subiect lo revocation at will by the party owning it, but not the obligation, to purchase such oil and 

gas or sell it to others for the time being, at not less than the market price prevailing in the area, which 

shall in no event be less than the price which Operator receives for its portion of the oil and gas produced 

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

owner of the production to exercise at any time its right to take in kind, or separately dispose of. its share of 

all oil and gas not previously delivered lo a purchaser. Notwithstanding the foregoing. Operator shall not 

make a sale into interstate commerce of any olher parly's share of gas production without first giving such 

other party sixty (GO) days notice of such intended sale. Any c o n t r a c t made by OPERATOR s p e c i f i ­

c a l l y f o r the s a l e o f n o n - t a k i n g p a r t y ' s share o f Un i t p r o d u c t i o n s h a l l not be f o r a 

t e rm longer than i s commensurate w i t h the minimum needs o f the i n d u s t r y under t he 

circumstances and s h a i l i n no event be Tor a term exceeding one y e a r . 
14. ACCESS TO UNIT AREA 

Each party shall have access to the Unit Area at all reasonable times, at ils sole risk, to inspect or 

observe operations, and shall have access at reasonable times to information pertaining to the development 

or operation (hereof, including Operator's books and records relating thereto. Operator shall, upon request, 

furnish each of the other parties with copies of all drilling reports, well logs, tank tables, daily gauge and 

run tickets and reports of stock on hand al the first of each month, and shall make available samples of any 

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

15. DRILLING CONTRACTS 

All wells drilled on the Unit Area shall be drilled on a competitive contract basis at the usual rates 
or r e n t a l 

prevailing in the area. Operator, if it so desires, may employ its own/tools and equipment in the drilling 

of wells, but its charges therefor shall not exceed the .prevailing rates in the field, and the rate of such 

charges shall be agreed upon by the parties in writing before drilling operations are commenced, and such 

work shall be performed by Operator under Ihe same terms and conditions as shall be customary and usual 

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

16. AUANDONMENT OF WELLS 

No well, other lhan any well which has been drilled or reworked pursuant to Section 12 hereof for 
which the Consenting Parties have not been fully reimbursed as therein provided, which has been com­
pleted as a producer shall be plugged and abandoned without lhe consent of all parties; provided, however, 

* 
if /all parties do not agree to the abandonment of any well, (hose wishing to continue its operation shall tender 

to each of the olher parlies its proporlionate share of the value of lhe well's salvable material and equip­

ment, determined in accordance with the provisions of Exhibit "C", less the estimated cost of salvaging and 

the estimated cost of plugging and abandoning. Each abandoning party shall then assign to lhe non-

abandoning parties, without warranty, express or implied, as to tille or as lo quantity, quality, or fitness for use 

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

the leasehold estate as to, but only as lo, the interval or intervals of the formation or formations then open 

to production. The assignments so limited shall encompass the "drilling unit" upon which the well is located. 

The payments by, and the assignments to, the assignees shall be in a ratio based upon the relationship of 

(heir respective percentages o( participation in the Unit Area to tiie aggregate of the percentages of partici­

pation In the Unit Area of nil assignees. There slioll be no readjustment of interest In tho remaining portion 

of the Unit Area. 

After lhe assignment, the assignors shall have no further responsibility, liability, or interest ln the 

operation of or production from the well in the interval or intervals then open. Upon request of the assignees, 

Operalor shall continue to operate the assigned well (or the account of the non-abandoning parties at the 

rales and charges contemplated by (his agicement, plus any additional cost nnd charges which may arise as 

the result of lhe separale ownership of Ihe nssicned w ell. 

• w i t h i n f i f t e e n (15) days a f t e r r e c e i p t _ o ^ j i o t i c e o f tho proposed abandonment o f 
such w o n , - _ ,_ * ] U> 
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17. D E L A Y RENTALS A N D S H U T - I N U E L L YMENTS 

Delay rentals and shut- in wel l payments which may be requited under the terms of any lease shall be 

paid by the party who has subjected such lease to this agreement, at its own expense. Proof of each payment 

shall be gtven to Operator at least ten (10) days pr ior to the rental or shut- in wel l payment date. Operator 

shall furn ish similar proof to nit other parties concerning payments it makes in connection w i th its leases. A n y 

parly may request, and shall be enti t led to receive, proper evidence of all such payments. I f . through mistake 

or oversight, any delay rental or shut- in wel l payment is not paid or is erroneously paid, and as a result a lease 

or interest therein terminates, there shail be no monetary l i ab i l i ty against lhe party who failed to make such 

payment. Unless the party who tailed to pay a rental or shut- in wel l payment secures a new lease covering the 

same interest wi th in ninety (90) days f r o m the discovery of the fai lure to make proper payment, the inleiests 

of the parties shall be revised on an acreage basis effect ive as of the date of terminat ion of the lease involved, 

and the parly who failed lo make proper payment w i l l no longer be credited w i l h an interest in the Un i t Aiea 

art account o l the ownership of lhe lease which has terminated. In the event tbe par ly who failed to pay the 

rental or the shut- in we l l payment shall noi have been f u l l y reimbursed, al lhe l ime of the loss, f r o m the pro­

ceeds of the sole of o i l and gas at t r ibutable to the lost inteiesl . calculated on an acreage basis, for the develop­

ment and operating costs theretofore paid on account of such interest, i t shall be reimbursed for unrecovered 

actual cosls Iherelofore paid by i t (but not for ils share of lhe cost of any d r y hole previously d u l l e d or wells 

previously abandoned) (rum so much of the fo l lowing as is necessary to effect reimbursement: 

(1) Proceeds of o i l and gas. less operating expenses. Iherelofore accrued h i the credit of the lost interest, on 

an acreage basis, up to the amount of unreenvett-d costs: 

(2 ) proceeds, less operating expenses thereafter incurred at tr ibutable lo the lost interest on an acreage 

basis, of that port ion of o i l and gas therealter produced and marketed (excluding production f r o m any 

wells thereafter d r i l l ed ) which would, in Ihe aiss-enee o l such lease terminat ion, be a t t r ibutable to the 

lost interest on an acreage basis, up lo the amount <if unrecovered costs, the proceeds uf said port ion of 

the o i l and gas lo he contributed by Ihe other parlies in p tofx i i (ion lo Iheir respective interests: and 

(3 ) any moneys, up to lhe amount of i inrecovcrrd costs, thai may be paid by any pa l ly who is. or becomes, 

the owner of the interest lost, lor lhe privilege of "participnline in the Unit Area or becoming a party lo 

this contract. 

Operator shall attempt to i i o l i l y all parttes wncn a, gas wel l is shut - in or returned to product ion, bul 

assumes no l i ab i l i t y whatsoever;, for fa i lu re lu do so. 

18. PREFERENTIAL H i U l I T TO r i H C l i A S K 

Should any party desire to sell a l l or any part of its inleiests under this couli act. or its r ights and i n ­

terests in lhe Unit Area, i l shall promptly give wr i t t en notice lo the olher parties, w i l h f u l l i n fo rmat ion con­

cerning ils proposed rale, which shall i iu l iKfe !he name and add*ess of lhe prospective purchaser ( w h o must 

be ready, willine. ami able to purchase!, ll ic purchase price, and all other terms ol the offer . The other pat ties 

shall Ihen have an optional prior right, foe a period of ten (10) days alter icccipl of the notice, to purchase 

on lhe same d i m s and conditions the interest wlm.f i the other pa i ly proposes lo SJ/II: ami . i f this optional r i c j i t 

i j exercised, the purchasing parties shall shaie I lie pt.ticliii.setl inteiesl in lhe prnpoi lions thai the interest of 

each bears lo the l o l a l interest of a l l pui cli:i5UIC parties. However, there shall be no pi e fe ienl ia l r ight lu pur­

chase in those cases tvht ' iv any party wishes to r w n f J K o its interests, or in dispose uf its intcicsts by merger. 

reOrganlZUllUff, C"i>!«ulldiiUun, or sole of ul l of ils assets, or a sale Or l l .nisft ' l ' of its inU'U'StS 10 il subnidluiy or 

parent company, or subsidiary of a purent company. 01 10 ail)' company in whleh nny OM« uni ty uwim » ma­

jor i ty of the slock. 

19. SELECTION o r NKW O I T H A T O I t 

Shook! a sale be made by OpeialtH of ils l ights and inteiesls. l l ic olher parlies shall have the l ight 

wi th in sixty (CO) '.lays af ler the dale of such sale, by major i ty vote in interest, to select a new Operator. I f 

a new Operalm is uol so selected. Hit' l iansferce of the piesenl Opeialor shall assume the duties of and act as 

Opeialor. In either cast', the ret ir ing Opeialor shall continue lo serve iis Operator, and discharge ils duties 

in that capacity undei this m m -mrnl . un t i l its successor ( l p i i a t m is selected ami begins tn funct i im, h i l l lhe 

piesenl Opel aim shall noi he ohh.'.'iiled lo i m i l i um ' 1 lie pel h>i Miami- of its duties lor nun e l imn 120 days alter 

lhe sale ol ils n e l i l - .mil inleiests lias been completed 



20. M A I N T E N A N C E OK U N I T OWNERSHIP 

For the purpose of maintaining un i fo rmi ty of ownership in the oi l and gas leasehold interests covered by 

this contract, and notwithstanding any olher provisions to the contrary, no party shall sell, encumber, transfer 

or make other disposition of its interest in the leases embraced wi th in the Uni t Area and in wells, equipment 

and production unless such disposition covers cither: 

(1) Uie entire interest of the party in al l leases and equipment and production; or 

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

Every such sale, encumbrance, transfer or other disposition made by any party shall be made expressly 

subject to this agreement, and shall be made without pic judice to the rights of the olher parlies. 

I f a l any time the interest of any party is divided among and owned by four or more co-owners. Opera­

tor may, at its discretion, require such co-owners to appoint • single trustee or agent w i th f u l l authori ty to re­

ceive notices, approve expenditures, receive billings for and approve and pay such parly's share of the joint 

expenses, and to deal generally w i l h , and w i t h power to bind, the co-owners of such parly's interests w i t h i n 

the scope of the operations embraced in this contract; however, all such co-owners shall enter into and execute 

a l l contracts or agreements for the disposition of their respective shares of the oil and gas produced f r o m the 

Uni t Area and they shall have the r igh t to receive, separately, payment of the sale proceeds thereof. 

21. RESIGNATION OF OPERATOR 

Operator may resign f r o m its duties and obligations DS Operalor at any time upon wr i t ten notice of not 

less than ninety (90) days given to a l l other parties. In this case, all parties to this contract shall select by 

major i ty vote in interest, not in numbers, a new Opeiator 'who shall assume the responsibilities and duties, and 

have the rights, prescribed (or Operator by this agreement. The ret i r ing Operator shall deliver to ils successor 

all records and informat ion necessary to the discharge by the new Operator of its duties and obligations. 

22. L I A B I L I T Y OF PARTIES 

The l iabi l i ty of lhe patties shall be several, not jo in t or collective. Each party shall be responsible 

only for i l l oblicalions, ' and shall bo;']i'ab!o only for ils proportionate sonic of t Ii st costs of dovoloping and 

operating the Unit Area. Accordingly, the lien granted by each party to Operator in Section 9 is given lo se­

cure only the debts of each severally. I t is not the intention of the parties to create, nor shall this agreement 

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

23. RENEWAL OR EXTENSION OFSEHA'SKSX JOINT LOSS LEASES 
t h e l o s s o f w h i c h w o u l d be a j o i n t l o s s u n d e r S e c t i o n 2 h e r e o f , 

I f any party «ecurps a renewal of nnv oil mu 1 "as lease subject to tliis contract/each and all of the other 
i f e x e r c i s e d w i t h i n t h i r t v C30 ) d a y s a f t e r r e c e i p t o f s u c h n o t i c e , 

parties shall be not if ied promptly, and snail have Hie : syht/'to participate in the ownership of the renewal lease-
by paying to the party who acquired it their several proper proportionate shares of the acquisition cost, which 
shall be in proportion lo Ihe interests held at that time by the parties in th t Unit Area. 

I f some, but less than a l l , of the parties elect to participate in the purchase ot a renewal lease, it shall 

be owned by the parties who elect to participate therein, in a ratio based upon the relationship of their respec­

tive percentage of participation in the unit urea lo the aggicgatc of tlie percentages of participation in the un i l 

area of a l l parlies participating iu the purchase of such icnewal lease. Any renewal lease in which less than 

a l l the parties elect to participate shall not be subject to this agreement. 
w i t h o u t w a r r a n t y 

Each party who participates in the purchase of a lenewal lease shall lie given an assignment/of its pro­

portionate interest therein by the acquiring party. 
The p iov is io i i i of this section shall apply to renewal leases uhethcr they are for the enl i ie interest 

new o r 

covered by the exp i t ing lease or cover only a portion of ils area or an interest therein. A n y / icnewal lease 

taken before the expiration of it? predecessor lease, or taken or contracted for w i t h i n six (G) months af ter 

the expiration of the cMsling lease shall be subject lo this piovis iun; but any lease taken nr nmt iac ted (or 
new o r 

more ihun six (6) months uftcr the eNpiintiou of an existing lease shall not be deemed a/rcncwal lease and 

shall nut be subject to the pioveions of this section. 
The piovis 'on; in Ihis section shall apply aisu anil HI like Miami' i lo extrusions of oil and gas leases. 



24. SURRENDER or LEASES 

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

surrendered in whole or In part unless all parties consent. 

However, should any party desire lo surrender its interest in any lease or in any portion thereof, and 

other parties not agree or consent, the party desiring to surrender shall assign, without express or implied 

warranty of tille, aU of its interest in such lease, or portion thereof, and any well, material and equipment 

which may be located thereon and any rights in production thereafter secured, to the parties not desiring lo 

surrender iL Upon such assignment, the assigning party shall be relieved from all obligations thereafter ac­

cruing, but not theretofore accrued, with respect lo the acreage assigned and the operation of any well there­

on, and the assigning party shall have no further interest in the lease assigned and ils equipment and production. 

The parties assignee shall pay to the party assignor the reasonable salvage value of the latler's interest in any 

wells and equipment on the assigned acreage, determined in accordance with the provisions of Exhibit "C", 

less lhe estimated cost of salvaging and the estimated cost of plugging and abandoning. If the assignment is in 

favor of more than one party, the assigned interest shall be shared by the parties assignee in the proportions 

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

Any assignment or surrender made under this provision shall not reduce or change the assignors' or sur­

rendering parties' interest, as it was immediately before the assignment, in the balance of the Unit Area: and 

the acreage assigned or surrendered, and subsequent operations thereon, shall not thereafter be subject to the 

terms and provisions of this agreement. 

25. ACREAGE OR CASH CONTRIBUTIONS 

If any party receives while this agreement is in force a contribution of cash toward the drilling of a 

well or any other operation on the Unit Area, such contribution shall be paid lo the party who conducted the 

drilling or olher operation and shall be applied by it "against the cost of such drilling or other operation. If 
t ender 

the contribution be in the form of acreage, the party to whom the contribution is made shall pioaiptiy (Lti.Mzotfx 
an assignment of the acreage, without warrantv of title, to all parties to this agreement in proportion to their 

i f such tender i s accepted by a l l p a r t i e s 
interests in the Unit Area at that timei and/such acreage shall become a part of the Unit Area and be governed 

by all the provisions of this contract. Each party shall promptly notify all other parties of all acreage or 

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

2G. PROVISION CONCERNING TAXATION 

Each of the parties hereto elects, under the authority of Section 761(a) of the Internal Revenue Code of 

1954, to be excluded from the application of all of the provisions of Subchapter K of Chapter 1 of Subtitle A of 

the Internal Revenue Code of 1954. If the income tax laws of the state or states in which the properly covered 

hereby Is located contain, or may hereafler contain, provisions similar to those contained in the Subchapter of 

the Internal Revenue Code of 1954 above referred to under which a similar election Is permitted, each of the 

O U U M aajrcea ilia*, n i d i oloellon shall b» e*crel!ctl, Kncn pnrty oiiihprir.es nnd (llrcctf the Operntor '0 MCCUt? 

tueh an election or elections on its behalf and to file the election with the proper governmental office or 

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

Operator shall render for ad valorem taxation all property subject to this agreement which by law 

should be rendered for such taxes, and it shall pay all such taxes assessed thereon before they become delin­

quent. Operator shall bill all other parlies for their proportionate share of all tax payments in the manner 

provided in Exhibit "C". 

If any lax assessment is considered unreasonable by Operator, i l may at its discretion protest such valua­

tion wilhin the time and manner prescribed by law, and prosecute the protest to a final determination, unless 

all parties agree to abandon the protest prior lo final determination. When any such protested valuation shall 
have been finally determined, Operator shall pay the oMMimcnt for the Joint account, together with Interest and 

penalty accrued, and the total cost shall then be assessed against Ihe parlies, and be paid by them, ns provided 

lu Exhibit "C". 
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27. I N S U R A N C E 

A l a l l times whi le operations arc conducted hereunder, Operator shall comply w i t h the Workmen's 

Compensation Law ot the State where the operations arc being conducted. Operator shall also carry or p ro­

vide insurance tor the benefit of the joint account of the parties as may be outlined in Exhibi t " D " attached 

to and made a part hereot. Operator shall require al l contractors engaged in work on or for the Uni t Area 

to comply w i t h the Workmen's Compensation Law of the State where the operations are being conducted and 

to maintain such other insurance as Operator may require. 

I o the event Automobi le Public Liabi l i ty Insurance is specified in said Exhib i t " D " , or subsequently re­

ceives the approval of the parties, no direct charee shall be made by Operator for premiums paid for such i n ­

surance fo r operator's f u l l y owned automotive equipment. 

28. C L A I M S A N D L A W S U I T S 

I f any par ly to this contract is sued on an alleged cause of action arising out of operations on the Unit 

Area, or on an alleged cause of action involving t i t le to any lease or oi l and gas interest subjected to this con­

tract, i t shall give prompt wr i t t en notice of the suit to the Operator and a l l other parties. 

The defense of lawsuits shall be under the general direction of a committee of lawyers representing the 

parties, w i t h Operator's attorney as Chairman. Suits may be settled dur ing l i t igat ion only w i t h the jo in t con­

sent of a l l parties. No charge shall be made for services performed by the staff attorneys for any of the 

parties, but otherwise a l l expenses incurred in the defense of suits, together w i t h the amount paid to discharge 

any f ina l judgment, shall be considered costs of operation and shall be charged to and paid by all parties in 

proportion to their then interests in the Uni t Area. Attorneys, other than staff attorneys for the parties, shall 

be employed in lawsuits involving Unit Area operations only w i th the consent ot all parties; i f outside counsel 

is employed, their lees and expenses shall be considered Uni t Area expense and shall be paid by Operator and 

charged to a l l of the parties in proportion to their then interests in the Unit Area. The provisions of Ihis 

paragraph shall not be applied in any instance where the loss which may result f r o m the suit is treated as an 

individual loss rather than a jo in t loss under prior provisions of this agreement, and al l such suits shall be 

handled by and be the sole responsibility of the party or parties concerned. 

Damage claims eaused by and arising out of operations on the Unit Area, conducted for the jo in t ac­

count of al l parties, shall be handled by Operator and its attorneys, the settlement of claims ot Ihis k i n d shall 

be wi th in the discretion of Operator so long as the amount paid in settlement ol any one claim docs not exceed 

one thousand ($1000.00) dollars und, if settled, the sums paid in settlement shall be charged as expense to 

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

29. FORCE MAJEUHF. 

I f any par ly is rendered unable, wholly or in part, by force majeure to carry out ils obligations under 

this agreement, other than the obligation to make money payments, that party shall give to all olher parties 

prompt wr i t t en notirc of the force majeure wi th reasonably f u l l particulars concerning i t ; thereupon, the 

obligations of the party giving the notice, so far as they arc affected by the force majeure, shall be suspended 

during, but no longer than, the continuance of the force majeure. The nf fec t rd party shall use . i l l possible 

diligence to remove the force majeure as quickly as possible. 

The requirement that any force majeure shall be remedied wi th all reasonable di«patch shall not require 

Uie settlement of strikes, lockouts, or other labor d i f f i c u l t y by the party involved, contrary to ils wishes: how 

all such d i f f icu l t ies shall be handled shall be entirely w i t h i n the discretion of the parly concerned. 

T h e t e r m " f o r c e m a j e u r e " as h e r e e m p l o y e d s h a l l m e a n an act of G o d . s t r i k e , l o c k o u t , o r o the r i n d u s t r i a l 

disturbance, act of the public enemy, war. blockade, public riot, l ightning, f i re , s lorm, flood, explosion, gov­

ernmental restraint, unavai labi l i ty of equipment, and any other cause, whether of the k ind specifically enum­

erated above or otherwise, which is not reasonably w i t h i n Ihe control of lhe party claiming suspension. 

30. NOTICES 

A l l notices aulhori rcd or required between the parties, and requited by any of the provisions of this 

agreement, shall, unless otherwise specifically provided, be given In wr i t i ng hy United Slates mail or Western 

Union Tclcnram, postage or charges prepaid, and addressed to the party to whom Ihe notice is r.iven at the 



nddrrssrs listed on Exl.il.il "A". Tlir originating notice to be given muter any provision hereof shall bo deemed 

Riven only when received by the party to whom such notice is directed and the lime for such party to give any 

notice in response thereto shall run from the date the originating notice is received. The second or any re­

sponsive notice shall be deemed given when dcpos.ted in the United States mail or with the Western Union 

Telegraph Company, with postage or charges prepaid. Each party shall have the right to change its address 

al any time, and from time to time, by giving written notice thereof lo all other parties. 

31. OTHER CONDITIONS, IE ANV, ARE: 

(a) N o t w i t h s t a n d i n g a n y t h i n g h e r e i n to the c o n t r a r y , i f any w o r k i n g I n t e r e s t owner 
S h a l l , subsequent to the e x e c u t i o n o f t h i s agreement, c r ea t e an o v e r r i d i n g r o y a l t y , 
p r o d u c t i o n payment, net proceeds i n t e r e s t , c a r r i e d i n t e r e s t , o r any o t h e r i n t e r e s t 
ou t o f i t s work ing i n t e r e s t ( h e r e i n a f t e r c a l l e d "subsequent ly c rea ted I n t e r e s t " ) , 
such subsequently c rea ted i n t e r e s t slut 11 be s p e c i f i c a l l y made s u b j e c t to a l l the 
terms and p r o v i s i o n s o f t h i s agreement. I f the working; i n t e r e s t owner f rom which 
such subsequently c rea ted I n t e r e s t i s c rea ted (a) f a i l s to pay when due i t s share 
o f costs and expenses chargeable hereunder, and i t s share o f p r o d u c t i o n a c c r u i n g 
hereunder i s i n s u f f i c i e n t t o cover such costs and expenses, o r (b) e l e c t s to go 
non-consent under S e c t i o n 12, o r ( c ) e l e c t s to abandon a w e l l under S e c t i o n 16 
he reof , e l e c t s to su r r ende r a lease under S e c t i o n 24 he r eo f , o r o the rwise wi thdraws 
f rom t h i s agreement, the subsequent ly c rea ted i n t e r e s t s h a l l be chargeable w i t h a 
p r o - r a t a p o r t i o n o f a l l cos t s and expenses hereunder i n the same manner as i f such 
subsequently crea ted I n t e r e s t were a w o r k i n g i n t e r e s t , and Opera tor s h a i l have the 
r i g h t to e n f o r c e a g a i n s t such subsequent ly . c rea ted i n t e r e s t the l i e n and a l l o t h e r 
r i g h t s granted i n S e c t i o n 9 hereof f o r the purpose o f c o l l e c t i n g costs and expenses 
Chargeable to the subsequent ly crea ted i n t e r e s t , the p a r t y o r p a r t i e s e n t i t l e d t o 
r ece ive the w o r k i n g I n t e r e s t p r o d u c t i o n o f the n o n - p a r t i c i p n t i n g p a r t y s h a l l r e c e i v e 
such p r o d u c t i o n f r e e and c l a r o f burdens a g a i n s t such p r o d u c t i o n which may have been 
c rea ted subsequent to t h i s agreement and the n o n - p n r t 1 c i p n t 1 n g p a r t y c r e a t i n g such sub­
sequent burdens s h a l l save the p a r t i c i p a t i n g pa r ty or p a r t i e s hnrmtess w i t h respect to 
the r e c e i p t of such w o r k i n g i n t e r e s t p r o d u c t i o n . 

(b) In s p i t e o f any p r o v i s i o n to the c o n t r a r y appea r ing i n Sect ions 11 & 12 h e r e o f , 
consent to the d r i l l i n g a w e l l s h a l l not be deemed as consent t o the s e t t i n g o f 
cas ing and a comple t ion a t t e m p t . A f t e r any w e l l d r i l l e d pursuant t o t h i s agreement has 
reached i t s a u t h o r i z e d dep th Operator s h a l l g ive immediate n o t i c e to Non-Opera tors . 
The p a r t i e s r e c e i v i ng^'such ' nobi ce. s h a l l have f o r t y - e i g h t (48) hours ( e x c l u s i v e o f Sa t ­
urday or Sunday and l e g a l h o l i d a y ) i n wh ich to e l e c t whether or not they d e s i r e to se t 
cas ing and to p a r t i c i p a t e l n a comple t ion a t t e m p t . F a i l u r e o f a pa r ty r e c e i v i n g such 
n o t i c e ro ao r e p l y w i t h i n the per iod above f i x e d s h a l l c o n s t i t u t e an e l e c t i o n by t h a t 
pa r ty not t o p a r t i c i p a t e i n the cost o f a comple t ion a t t e m p t . I f a l l o f the p a r t i e s 
e l e c t to p lug ond abandon the w e l l , Operator s h a l l p lug and abandon same a t the expense 
o f a l l o f the p a r t i e s . I f one o r more, but less than a l l , o f the p a r t i e s e l e c t t o se t 
pipe and to nttempe u c o m p l e t i o n , tho p r o v i s i o n o f Sec t ion 12 s h a l l app ly to the oper ­
a t i o n s t h e r e a f t e r conducted by less than n i l p a r t i e s . 

( c ) I f there be any c o n f l i c t between t h i s Opera t ing Agreement and t h a t c e r t a i n 
Farmout Agreement by and between A t l a n t i c R i c h f i e l d Company and Penroc O i l C o r p o r a t i o n 
dated December 12, 1975, then the l a t t e r Agreement s h a l l p r e v a i l , 

(d) Th i s agreement s h a l l always be s u b j e c t to A t l a n t i c R i c h f i e l d Company's p r e f e r e n t l o 
r i g h t to purchase the o i l and gas produced f r o n the U n i t Area as p rovided i n t h a t c e r ­
t a i n Farmout Agreement dated November 2 1 , 1975, by and between A t l a n t i c R i c h f i e l d Company 
and Penroc O i l C o r p o r a t i o n . 

(e) In the performance o f t h i s c o n t r a c t , Opera tor s h a l l not engage l n nny conduct 
o r p r a c t i c e which v i o l a t e s any a p p l i c a b l e law, o rde r or r e g u l a t i o n p r o h i b i t i n g d i s ­
c r i m i n a t i o n aga ins t any person by reason o f race , r e l i g i o n , c o l o r , sex, n a t i o n a l 
origin or ngr?; and Operator further agrees to comply f u l l y with the non-discriminntion 
p r o v i s i o n s o f S e c t i o n 202 o f Execut ive Order No. 112 IG (30 F.R. 12319), which n ro hereby 
Inc luded I n t i l l s c o n t r a c t as f u l l y os t f copied h e r e i n . Opera tor s l i n l l a l s o ab ide by 
tho requirements o f E x e c u t i v e Order 11598 Occupa t iona l Sa fe ty nnd Hea l th Ac t ond by 
Execut ive Order 11G40 Veterans Hi re R e g u l a t i o n which o rders are i n s e r t e d h e r e i n by 
r e f e r e n c e . 
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( f ) This agreement s h a l l be s u b j e c t to the c o n s e r v a t i o n laws o f the S ta te o f 
New Mexico; t o the v a l i d r u l e s , r e g u l a t i o n s , and o rde r s o f the O i l Conserva t ion 
Commission o f New Mexico ; and to a l l o t h e r a p p l i c a b l e f e d e r a l , s t a t e , and m u n i c i p a l 
lows, r u l e s , r e g u l a t i o n s , and o r d e r s . 

(g) Gas we l l production s h a l l be governed by E x h i b i t " E " , Gas Balancing Agreement 
attached hereto. 

This agreement m y be s igned i n c o u n t e r p a r t , nnd s h a l l be b i n d i n g upon the p a r t i e s 
and upon t h e i r h e i r s , successors , r e p r e s e n t a t i v e s and a s s i g n s . 

PENROC OIL CORPORATION 

O P E R A T O R 

ATLANTIC RICHFIELD COMft\NY 

By: 
A t t o r n e y - i n - F a c t 

N O N — O P E I I - A T O It 



) 
COUNTY OK MIDLAND ) 

BEFORE ME, t h o unders igned a u t h o r i t y , on t h i s day p e r s o n a l l y oppeered 
, A t t o r n e y - i n - F a c t f o r ATLANTIC RICHFIELD COMPANY, a 

c o r p o r a t i o n , known t o me t o be the person whose name i s s u b s c r i b e d t o the f o r e ­
go ing I n s t r u m e n t , and acknowledged t o me t h a t he executed same as the net and 
deed o t s a i d A t l a n t i c R i c h f i e l d Company, f o r the purposes and c o n s i d e r a t i o n s 
•nd l o t b a c a p a c i t y t h e r e i n expressed . 

GIVEN UNDER MY HAND AND SEAL OF OFFICE, t h i s day o f 
197 

Nota ry P u b l i c 

CORPORATION ACKNOWLEDGMENT 

STATE OF T e x a s 
COUNTY OF M i d l a n d :} 

BEFORE ME, lhe undersigned, o Notary Public in ond lor said County and Stole, on this day personally appeared. • S t e r l i n g J . 
T a l l e y known fo me to be lhe person ond off icer whose ncrrie is subscribed fo Ihe foregoing inslrumeni ond ocknowledged 

to me that the some wai the ocr of Ihe said P e n r O C O i l C o r p o r a t i o n o cotpoialicn, 

and ihnt f ^i» »»erm»rl the same os the act of such corporation for the purposes ond consideration therein expressed, ond in 

the capoci>y.!ther*i/1 4 t? tcd . 

GIVEN UNDER /AY .HAND AND SEAL OF OFFICE this the 2 2 n d d a y of D e c e m b e r A . D . , 19 75 

M U M O U f r » . H O I A . * Pit:t •: >_>^ 
• . IN , I N U . f U : y l l t O U l i b C O U : ' ! / I f , A S ', S w ' S t ^ f / • < • ' ^ ' f -

J_ M cpf.\i,iiuoH txpwis WM \..'/yy ^ 

'->>••• ' •' 
• M l O C O R P O R A T I O N ACKNOWLEDGMENT 

STATE OF \ 
COUNTY OF J 

N Q T A R t P U B L I C 

BEFORE M£, the undersigned*,"© Notary Public in ond for said County and State, on this day personally oepeared_ 

, k/wTwn to me to be ( h i person and officer .whose name is subscribed to lhe foregoing instrument and acknowledged 

to me that the same was lhe act of the ta id_ , .... , a corporation, 

end that he executed the some OS the act of such corporation for the purposes and consideration therein expressed, end in 

the cacac'ty therein siaitd. 

GIVEN UNDER M Y H A N D A N D SEAL CF OFFICE this the. day of A.D. . 19 

N O T * « V r u s t i c 

PERSONAL ACKNOWLEDGMENT 

STATE OF 

COUNTY CF_ :} 
BEFORE ME, the undersigned, a Notary Public in ond for so'd County ond State, on this day personally appeored_ 

. k n o w n to me to be the pervin whose name subscr ibed to the foregoing Instrument, 

O n d a c k n o w l e d g e d t o « M t h o t h < e u p c u i e d t h e i Q m « fo r t h e pu rposes a n d c o n s i d e r o t i o n t h e r e i n e x p r e s s e d . 

GIVEN UNDER M Y H A N O A N D SEAL OF OFFICE Ihis lhe day of A.O., l ? _ 

N O T A R Y P U l L I C 

G2 



EXHIBIT "A" 

A t t ached to and made a pa r t o f O p e r a t i n g Agreement dated 
, between Penroc O i l Corpora -

t i o n , Opern tor , and A t l a n t i c J U c h f i e l d Company, c o v e r i n g 
lands i n Eddy County, New Mexico . 

I . LAMPS SUBJECT TO AGREEMENT: 

S/2 o f S e c t i o n 33, Township 19 South, Range 28 East , as t o a l l r i g h t s f r o m 
the s u r f a c e down to the t o t a l depth d r i l l e d p lus 100 f e e t i n the t e s t w e l l s 
d r i l l e d pursuant t o Farmout Agreement between A t l a n t i c R i c h f i e l d Company 
and Penroc O i l C o r p o r a t i o n dated December 12, 1975. 

I I . INTEREST OF THE FORTIES TO AGREEMENT AND ADDRESSES TO WHICH NOTICES SHOULD 
BE SENT: 

Penroc O i l C o r p o r a t i o n 
P. 0. Drawer 831 
M i d l a n d , Texas 79701 

A t l a n t i c R i c h f i e l d Com 
P. 0 . Box 1610 
M i d l a n d , Texas 79701 

I I I . OIL AND GAS LEASEHOLD 

O i l and gas lease f r o m U.S .A . as l e s s o r to T. A . Fraser and J . Mack Barnes, 
lessee , b e a r i n g S e r i a l Number NM-CM28657 dated September 1, 1963 c o v e r i n g 
above lands and o t h e r lands no t h e r e i n i n v o l v e d , owned by A t l a n t i c R i c h f i e l d 
Company. 

. 4A 
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STATE OF NEW MEXICO 
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

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

CASE NO. 11458 
ORDER NO. R-l0561 

APPLICATION OF OXY USA INC. FOR AN UNORTHODOX GAS WELL LOCATION, 
EDDY COUNTY, NEW MEXICO. 

ORDER OF THE DIVISION 

BY THE DIVISION: 

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

NOW, on this ig^ri day of March, 1996 the Division Director, having considered the 
testimony, the record and the recommendations of the Examiner, and being fully advised in the 
premises, 

FINDS THAT: 

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

(2) At the time of the hearing this matter was consolidated with Division Case No. 
11454 for the purposes of testimony. 

(3) The applicant, Oxy USA Inc., seeks authority to drill its Oxy "33" Federal Weil 
No. 1 at an unorthodox gas well location 510 feet from the South line and 660 feet from the East 
line (Unit P) ofSection 33, Township 19 South, Range 28 East, NMPM, Eddy County, New 
Mexico, to test all prospective gas bearing intervals from the top of the Wolfcamp formation to 
the base of the Morrow formation. The S/2 of said Section 33 is to be dedicated to the subject 
well to form a standard 320-acre gas spacing and proration unit within said vertical extent. 

(4) Division records indicate that the dedicated acreage for the proposed Oxy "33" 
Federal Well No. 1 is located: 

(a) within one mile of the North Burton Flat-Wolfcamp Gas Pool; 

(b) within one mile of both the North Burton Flat-Strawn Gas and 
Winchester-Strawn Gas Pools; 

EXHIBIT 
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(c) within the governing boundaries of the Winchester-Atoka Gas 
Pool; 

(d) within one mile of both the Burton Flat-Morrow Gas and 
Winchester-Morrow Gas Pools. 

(5) The North Burton Flat-Strawn Gas, Winchester-Strawn Gas, Winchester-Atoka 
Gas, Burton Flat-Morrow Gas, and Winchester-Morrow Gas Pools are all subject to the 
Division's statewide rules and regulations, which currently provide for 320-acre spacing and 
proration, units with wells to be located no closer than 1650 feet from the nearest end boundary, 
nor closer than 660 feet from the nearest side boundary, nor closer than 330 feet to any quarter-
quarter section or subdivision inner boundary. 

(6) The North Burton Flat-Wolfcamp Gas Pool is subject to special rules and 
regulations, as promulgated by Division Order No. R-4949, as amended, which provide: for 320-
acre spacing and proration units (Rule 1); for wells to be located no closer than 660 feet to the 
nearest side boundary of the tract nor closer than 1980 feet from the nearest end boundary of the 
tract (Rule 4); and for a production limitation of 1,500 MCF of gas per day for each well (Rule 
5). 

(7) Applicant's evidence and testimony indicates that the primary objective within 
the Oxy "33" Federal Well No. 1 is the Undesignated Old Millman Ranch-Bone Spring 
Associated Pool. 

(8) The Old Millman Ranch-Bone Spring Associated Pool is currently governed by 
the Genera! Rules and Regulations for the "Associated Oil and Gas Pools of Northwest and 
Southeast New Mexico/Special Rules and Regulations for the Old Millman Ranch-Bone Spring 
Pool", as promulgated by Division Order No. R-5353, as amended by Division Order No. R-
5353-M, which rules provide for oil wells within the Old Millman Ranch-Bone Spring 
Associated Pool to be spaced on 40-acre tracts with (oil) wells to be located no closer than 330 
feet from the outer boundary of the proration unit and for gas wells to be spaced on 80-acre tracts 
with (gas) wells to be located within 150 feet of the center of either quarter-quarter section or lot 
within said 80-acre tract. 

(9) The subject well, which is projected to be a gas well within the Undesignated 
Old Millman Ranch-B*bne Spring Associated Pool, is located within F50 feet of the center of the 
SE/4 SE/4 (Unit P) of said Section 33 and is therefore considered to be a standard Bone Spring 
gas well location. Oxy proposes to dedicate the S/2 SE/4 of said Section 33 to this well in order 
to form a standard 80-acre gas spacing and proration unit therein. 

(10) Oxy proposes to "package" the Bone Spring interval with secondary objectives 
which include the Wolfcamp, Strawn, Atoka and Morrow formations in order to reduce the risk 
associated with drilling a stand-alone Bone Spring well at this location. 
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(11) Further testimony presented by the applicant indicates that the economics ofthe 
project necessitate drilling the subject well with multiple pay targets. 

(12) The geologic and engineering evidence and testimony presented by the applicant 
indicates that only a small portion of the structure containing sufficient sand thickness of 30 feet 
and a porosity cutoff of 12% underlies the extreme southeastern one-third of the SE/4 SE/4 (Unit 
P) of said Section 33; therefore, the proposed location is the southeastern-most "orthodox" Bone 
Spring gas well location available to the applicant in order to intercept any potential hydrocarbon 
production from this structure. 

(13) According to the evidence presented and to Division records said Section 33 had 
previous "deep" gas development within the Winchester-Morrow Gas Pool from a well in Unit B 
and within the Winchester-Atoka Gas Pool from a well in Unit J. In the offset acreage to the 
south in Section 4, Township 20 South, Range 28 East, NMPM, Eddy County, New Mexico, the 
E/2 equivalent had attributed to North Burton Flat-Wolfcamp Gas Pool production from a well in 
Unit H. 

(14) According to applicant's evidence the offset acreage to the southeast in Section 
3, Township 20 South, Range 28 East, NMPM, Eddy County, New Mexico, the N/2 equivalent 
has previously been developed in the North Burton Flat-Wolfcamp Pool by two wells in Units H 
and C. In addition, the N/2 equivalent of said Section 3 has previously been developed in the 
Winchester-Strawn Gas Pool by the aforesaid well in Unit H. 

(15) The applicant has notified all affected offset operators of its application, and no 
offset operator and/or interest owner appeared at the hearing in opposition to the application. 

(16) Approval of the subject application will afford the applicant the opportunity to 
economically and efficiently recover oil and gas reserves from the Bone Spring, Wolfcamp, 
Strawn, Atoka, and Morrow formations within the S/2 equivalent of said Section 33, thereby 
preventing waste, will serve to prevent the economic loss caused by the drilling of unnecessary 
wells, avoid the augmentation of risk arising from the drilling of an excessive number of wells 
and will otherwise prevent waste and protect correlative rights. 

IT IS THEREFORE ORDERED THAT: 

(1) The applicant, Oxy USA Inc., is hereby authorized to drill its Oxy "33" Federal 
Well No. 1 at an unorthodox gas well location 510 feet from the South line and 660 feet from the 
East line (Unit P) ofSection 33, Township 19 South, Range 28 East, NMPM, Eddy County, New 
Mexico, to test all prospective gas bearing intervals from the top of the Wolfcamp formation to 
the base of the Morrow formation. 

(2) The S/2 of said Section 33 is to be dedicated to the subject well to form a 
standard 320-acre gas spacing and proration unit within said vertical extent, which presently 
includes but is not necessarily limited to the Undesignated North Burton Flat-Wolfcamp Gas 
Pool, Undesignated North Burton Flat-Strawn Gas Pool, Undesignated Winchester-Strawn Gas 
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Pool, Undesignated Winchester-Atoka Gas Pool, Undesignated Burton Flat-Morrow Gas Pool, 
and Undesignated Winchester-Morrow Gas Pool. 

IT IS FURTHER ORDERED THAT: 

(3) The S/2 SE/4 of said Section 33 shall be dedicated to the subject well in order to 
form a standard 80-acre gas spacing and proration unit within the Undesignated Old Millman 
Ranch-Bone Spring Associated Pool. The location of the proposed Oxy "33" Federal Well No. 1 
is considered to be a standard gas well location for said Bone Spring Pool. 

(4) 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. 

STATE OF NEW MEXICO 
OIL CONSERVATION DIVISION 

S E A L 
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• AMENDED REPORT 

WELL LOCATION AND ACREAGE DEDICATION PLAT 

API Number Pool Code 

30-015- 087600 
Pool Name 

Winchester Morrow 
Property Cade Property .Name 

Oxy "33" Federal 
Well Number 

1 
OGRID No. 

16696 
Operator .Name 

OXY USA INC 
QeraLtoa 

3306* 

Surface Location 
T d . air lot No. 

P 

Section 

33 

Township 

19 S 

Range 

28 E 

Lot Idn Feel f rom Lhe 

510 

North/South, l ine 

South 

Feet f rom Lhe 

660 

East/West Une 

East 

County J 

Eddy 

B o t t o m Hole Location I f Di f fe ren t From Surface 

VCZ. » r lo t No. Section Towusnip Range Lot Ida Feet f rom Lhe North/South l ine Feel f rom t i e Eait/Wrar line County 

Seatcated Acres 

320 
Joint or i n f i l l 

N 

CoxuoUdstUoa Code Order No. 

R-10561 Case No. 11458 

NO ALLOWABLE WILL BE ASSIGNED TO THIS COMPLETION UNTIL ALL INTERESTS HAVE BEEN CONSOLIDATED 
OR A NON-STANDARD UNIT HAS BEEN APPROVED BY THE DIVISION 

OPERATOR CERTIFICATION 
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David Stewart 
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Resuiatorv Analyst 
T i t l e 
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SURVEYOR CERTIFICATION 
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act uc* i w«*v< motif £>v mm «r ' i t i l i r my 

r tr ->«>^*i i o n . a-v: 1 *:at f sonw s i a r ^ 

c r " » c t &ett cf my 6rKe/. 

DecemDer. 1S, -t-99*t-

Cert i f icate No Gorr; U ^ a w d s 7977 
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O X Y 
U A I U b A I I N L . . 

AUTHORITY FOR EXPENDITURE 

Region : Western AFE NO: 

Lease/Plant Name: OXY 33 FEDERAL #2 
Description : DRILL AND EQUIP 
Partnership/Funding: 1998 PLANNED CAPITAL 
Location 660 ' FSL & 1650' FWL. SECTION 33. T19S. R28E. EDDY COUNTY,NM 

Field: WINCHESTER MORROW Region AFE No: 12894 
Operator Name: OXY USA INC. i PF/P!ant/Loc Code: 1446 
Oper. AFE No: i Lease/Plant CC No: 73053381-6 
State/County No: 30015 Co./Div No: 140 77 
Capital Proj.No: 99999 Sec Rec Proj. No: -
Budget Appr No: 980200 Offshore Zone: 
Remarks: 
It is proposed to d r i l l and equip the OXY 33 Federal #2 as a Morrow 
producer in the Winchester Morrow Field, Eddy County, NM. 

Projected TD is 11.300 f t . with Morrow formation as the primary 
completion objective. Secondary objectives are the Atoka and Strawn 
zones. The Wolfcamp zone is not available due to an existing producers 
in the section. The dril l i n g procedure will include setting 8-5/8" 
intermediate casing at 3000 f t . with a 4-1/2" production string at 
11,300 f t . 

The requested funds provide for the d r i l l i n g and equipment of the 
producing gas wel1. 

Estimated Cost Detail 

Gross Cost 
Net Cost® 14.32510 % W.I. 

Materials 
205,902 
29,496 

Labor 
Incidentals 
593,600 
85,034 

Total 
799,502 
114,529 

CONCURRENCES 

Asset Team Business Operations 
Leader Team Leader Team Leader Engineering Geology Land 

Acctg Team 
Lead Leaa ri 

OXY APPROVAL 

PARTNER APPROVAL: 

COMPANY: 

Date: 1 £3 

Date: 

Prepared By: GARY WOMAGtt 
Phone #: 685-5772 y W 

Date: 05-DEC-97 



.Prepared By G. WOMACK DETAILED WELL ESTIMATE 

1EASE - WELL NO. OXY 33 Federal #2 DATE: 05-Dec-97 
LOCATION 660' FSL & 1650' FWL DEPTH: 11,300 
S 33 T 19S R 28 COUNTY Eddy STATE New Mexico AFE NO. 

ESTIMATE ESTIMATE REVISED ACTUAL 
DESCRIPTION GRADE $/FT QUAN. W PRODUCER DRY HOLE ESTIMATE COST 
TANGIBLES 

Casing 
Surface 13-3/8", 48#, H-40 ST&C A 15.91 : 400 6,364 6,364 
Intermediate 8-5/8". 32#, K-55 ST&C A 10.92 1000 10,920 10,920 
Intermediate 8-5/8", 24#. K-55 ST&C A 8.18 2000 16.360 16,360 
Production 4-1/2", 11.6#, N-80 LT&C A 4.65 9400 43,710 0 
Production 4-1/2", 11.6#, S-95 LT&C 5.65 , 1900 10.735 0 

^Wellhead Connections 12.000 4,000 
Tubinq 2-3/8". 4.7#, N-80 2.59: 11100 28.813 0 
Sucker Rods 0 0 
Eiottom Hole Pump 0 0 
Enqine or Motor 0 0 
Pumping Unit 0 0 
Electrical Equipment 0 0 
Line Pipe & Fittings 5.000 0 
Packer and Accessories 8.000 0 

TANK BATTERY 
Stock Tanks 2 500 bbl 12.000 0 
Separator. Heater Treater, Dehydrator 20.000 0 
(Uleter Run & Housinq 12.000 0 
Labor & Transportation 20,000 0 
Total Tangibles 205,902 37,644 

INTANGIBLES 
Contract Drillinq Labor 255.600 255,600 
Rotary Day Work 35.500 35.000 
Service Riq Work 10 20,000 0 
Riq Mobilization 20.000 20,000 
St isurface Casing Equipment 8,000 ' 2,000 
D.S.T., Electric, Radioactivity Loqs. etc. 23.000 23,000 : 
Aadizinq, Fracinq 20,000 0 
Perforating 15,000 0 
Misc. Company & Contract Labor 20,000 15,000 
Road Building, Location 20,000 20.000 
Cement & Cementing Services 25,000 15.000 
Cement Squeeze Jobs 
Drang Mud. Chemicals 40,000 40,000 
Diamond Coring & Analyses, Bits, Reamers 
MJud Logqinq Unit 14,500 14,500 
Rental of Miscellaneous Equipment 25,000 20,000 
Contract Hauling 15,000 10,000 
Water, Fuel 15,000 15,000 
Miscellaneous Incidentals 20,000 20,000 
AnSiaeoloqical Services 2,000 2,000 
Total Intangibles 593,600 507,100 

Total Estimated Cost -100% 799,502 544,744 
Total Estimated Cost - 14.3251% 114.529 78,035 



r o D x x r U U . A K ~ . N M t J ) l l - » 7 l » 

t>i»uv« rv 
r o Boi UC*. t u l i Ft. NM D M * 

OiL CONSERVATION DIVISION 
PO Box 2088 

Santa Fc, NM 87504-2088 

^ubaiit lo Apprcpnei* u i . 
5 Copiti / 

Q AMENDED REPORT 

1 OfKnUf UM mmc\ AMrmm 1 OCR1D Niatoer 

'~>\T ISA Inc . 
V .o . Son 30:?0 wo • 1< r FM ê. Ce<a 
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