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Oil Conservation Division
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Santa Fe, New Mexico 87505

e
Rand L. Carroll, Esq. {91 e,
On

Re: MOTION TO DISMISS Cas¢ 11926
Application of KCS Medallion Resourges, Inc.
for Compulsory Pooling, Eddy County, New Mexico

Gentlemen:

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.

Very truly yours,

W. Thomfas Kellahin

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 TO 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.1 has "behind the pipe" potential for
future gas production from the Morrow formation. See Exhibit 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) g Febryary 1 0X¥ )staked the well location for the OXY
"33" Federal Well No. 2 in th¢ SW/4 of Section 33.

ARGUMENT

The problem with Medallion’s application is that they are secking 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-10561 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 of Section 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

-Page 4-



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
of Section 70-2-17 NMSA (1978).

W, Th(:yés Kellahin

KellahirY & Kellahin
P. O. Box 2265

Santa Fe, New Mexico 87504
(505) 982-4285

CERTIFICATE OF SERVICE

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

W. Thomz;é Kellahin
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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 rcgulatory affairs
engincering 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 me by Richard E. Foppiano, who
personally appeared before me this 13th day of February, 1998.

Notary Public
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DOCKET: EXAMINER HEARING - THURSDAY - FEBRUARY 19, 1998
8:15 AM - 2040 South Pacheco
Santa Fe, New Mexico

wckets Nos 6-98 and 7-98 are tentatively set for March 5, 1998 and March 19. 1998. Applications for hearing must be filed at least 23 days

. advance of hearing date. The following cases will be heard by an Examiner:

CASE 11923:

CASE 11924:

CASE 11928:

CASE 11926:

CASE 11877:

Application of Shahara Qil, L.L.C. for a unit agreement. Lea County, New Mexico. Appiicant seeks approval of its Shahara
State Unit Agreement for an area encompassing 320 acres. more 0r less, of State lands consisung of 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.
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 Qil 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 Maljamar-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 3). Applicant further seeks approval to drill two new
producing wells along the westzem edge of the proposed Unitized Area at locations considered to be unorthodox. The proposed
project area is located approximately 5.5 mules east-southeast of Maljamar, New Mexico.

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 far 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 umt for said pool.

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 undertying 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 ali formatons and/or pools developed on 160-acre spacing within said vertical extent; the N/2 SW/4 of
Section 33 to form a stand.:rd 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 Pool: and the NW/4 SW/4
of Section 33 for any and ail formations and/or pools deveioped on 40-acre spacing within said vertical extent, including but not
limited to the Undesignated Old Millman Ranch-Bone Spring Associated Pool. the Undesignared Fadeaway Ridge-Delaware Pool.
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 compledng 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
nsk involved in driiling said welil. Said unit is located approximateiy 11 miles east-southeast of Lakewood. New Mexico.

(Continued from February 5, 1998, Examiner Hearing.)

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 surtace to the base of the Morrow formaton undertying
all of Secdon 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 Mormow 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 wiil be the costs of drilling and
completing said well and the allocation of the costs thereof as well as actual operatng 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 saxd well. Said unit is located
approximately 15 miles southwest of Carisbad, New Mexico.

EXHIBIT

e




AA.PL FORM 61O

MODEL FORM OPERATING AGREEMENT—1956
' Non-Tederal Lands

OPERATING. AGREEMENT

DATED
19 ) .
FOR UNIT AREA IN TOWNSHIP. _19 South_ __, RANGE .28 gast

Eddy - COUNTY, STATLE OI'. _New Mexico

vie

[P}

EXHIBIT 2

Attached to and made a part of Farmout Agreement
dated December 12, 1975, between Atlantic Richfield
Company, and Penroc Oil Corporation, covering §/2
Section 33, T-19-5, R-28-E, Eddy County, New Mexico.

AMIRICAI ASSOCIATION OF PETROLEUM LAMDMEN
APPROVED TORM AAPL LD 410
MAY CL OROINED CIRECTLY FROPA THC ['UULISHLR
RO - MARTIN COMIPANY,  EOX 809, TULSA 74100

Ay

EXHIBIT
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A.ADPL. FORM 610

OPERATING AGREEMENT

THIS AGREEMENT, entered into this . day of 19 between
PENROC OIL CORPORATION

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

WITNESSETH, THAT:

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

unleased mineral interests in the tracts of land described in Exhibit “A”, and all parties have reached an

agreement o explore and develop these lcases and interests for oil and gas to the extent and as hereinalter

provided;

them.

0
(2)

(3)

4)

(%)

(6)

(7

~—

(8)

NOW, THEREFORE, it is agreed as follows:
1. DEFINITIONS

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

The words “party” and “parties” shall always mean a party, or parties, to this agreement.

The parties to this agreement shall always be referred to as “it” or “they”, whether the parties be cor-
porate bodies, ﬁarlnerships, associations, or persons real.

The term “oil and gas” shall include oi); éas, rasinghead gas, gas condensate, and all other liquid or gase-
ous hydrocarbons, unless an intent to limit the inclusiveness of this term is specifically stated.

The term "“oil and gas interests’” shall mean unleased fee and mineral interests in tracts of land lying
within the Unit Area which are owned by parties to this agreement.

The term “Unit Area’” shall refer to and inclmlie.all of the lands, oil and gas leasehold interests and oil
and gas interests intended to be developed and operaied 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",

The term “drilling unit” shall mean the area fixed for the drilling of one well by order or rule of any
state or federal body having authority. If a drilling unit is not fixed by any such rule or order, a drilling
unit shall be the drilling uriit as established by the pattern of drilling in the Unit Area or as fixed by ex-
press agreement-b¢ the faartig:.‘_« ]

All exhibits attached to this 'agreement are made a part of the contract as {ully as though copied in full
in the contract. .

The words “equipment” and "materials” as used here are synonymous and shall mean and include ail

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

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

A. Title Examinalion:

No well shall be drilled until the drillsite title and form of lease covering

said drillstte has been accepted by the parties participating in the drilling of
the well. In connection with such drillsite all abstracts, title opinfons and
curative work presently in the possession of any party shall, on request, be fur-
nished to any other party, without charge, and such other party shall have a
reasonable time to examine same. '

—

"“Individual Loss”
_ Hevised 1967

A9

(S}
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B, FAILURE OF TITLE:

Should any oil and gas lense, or interest therein, or oil and gas interests,
be lost through failure of title (provided, such loss shall not be deemed

a fallure of title should the party whose lease or interest is affected

by such fallure of title secure a new lease or title covering the same in-
terest and subject same to this agreement within a period of ninety (90)
days, commencing on the date it is determined finally that title failure

has occurred) then this aogreement shall, nevertheless, continue in force

ag to all remaining lesses and 1lnterests, and

(1) The party whose lease or interest is affected by the title failure shall bear alone the entire loss and it
shall not be entitled to recover from Operator or the other parties ary development or operating cosls
which it may have therctofore paid, but there shall be no monetary liability on its part o the other par-
tics hercto by reason of such title failure; and -

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

(3) If the proportionate interests of the other parli-'c‘s hereto in any producing well therctofore drilled on
the Unit Area is increcased by rcason of the titla’ f:;ilurc, the party whose title has failed shail receive
the procceds attributable to the increase in such interests (less operating costs attributable therelo)

until it has been reimbursed for unrecovered costs [ia'id by it in connection with such weil; and
(4

~—

Should any person not a partyv to this agreement, who is determined to be the owner of any interest in

the title which has failed, pay in any manner any part of Lhe cost of operation. development, or cquip-

ment, or cquipment previously paid under this agrecement, such wnount shall be proportionately paid to

the party or parti;“s_ hereto \\.‘ho in the first instance paid the costs which are so refunded; and

(5) Any liubkility to né‘uuul'fl to' n lii"irzl-pnrly for prior production of nil und gas which arises by rcason of

title failure shall be borrne by the party or paitics whese titie failed in the same proportions in which
theyv shared in such pricv production.

C. Loss of Leases for Causcs Uther Than Title Failure:

It any lease or interest subject Lo this agreciaent be lost threcugh failure to develop or because express
or implied covenanls have not been pcrformed, or if any lcase be permitted lo expire at the end of its primary
term and not Le renewed or extended, or il any lease or interest therein is lost due to the fact that the produc-
tion therefrom is shut in Ly reason of lack of market, the loss shatl not be considered a failure of lille and all
such losses shall be joint losses and shall Le borne by ail paitics in pruportion to their interests and there shall
be no readjustment of interests in the Unit Area.

3. UNLEASED Oll. AND GAS INTERESTS

If any parly owns on unleased oll sodd ginn inicerst in The Unit Arvea, thad intereat shinll ba trented fur Lhe
purpose of this agrecinent as if it were a Jeased intevest under the form of oil and gas lease atlached as “Exhi-
bit “B" and for the primary term thercin stated. As to such intetests, the owner shall reeeive royalty on produc-
tion as prescribed in the form of oil and gas lease attached hereto as Exhibit * B, Such party shall, however,
be subject to all of the provisions of this agreement relating Lo lessees, 1o the extent that it owns the lessee

interest.,
4. INTERESTS OF PARTIES

Exhibit “A" lisis all of the partics, and their respective percentage or fractional interests under  this
agreement. Unless changed by other provisions, all costs and liabihilics incurred in operations under this con-
tract shall be born~ and paid, and all equipment and material acquired in operations on the Unit Area shall be
owrncd, by the partics as their intorests ate given in Euhibt "A” AN production of oil and gos from the Unit
Area, subject 1o the payment af lessor's royaltics, sholl adso be vwned by the partics in the same manner,

-
*Individunt Losy" .
H‘-.-"vi.wdnl{yﬁ

o



I the interest of any party in any oil and gas lease covered by this agreement is subject to an overriding
royalty, production payment, or other charge over and above the usual one-cigthh ('a) royally, such party shall
assume and alone bear all such excess obligations and shail account for them to the owners thereof out of ils

share of the working intercst production of the Unit Arca.

S. OPERATOR OF UNIT
PERROC OIL CORPORATION shall be the Operator of

the Unit Acea, and shall conduct and direct and have full 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 it shall have no liability as Operator to the other _pgrtics for losses sustained,
or liabilities incurred, excepl such as may result from gross negligence or Irom/f)}cac luu( the provisions of

this agreement.
6. EMPLOYEES

The number of emplovecs and their selection, and the hours of labor and the compensation for services

performed, shall be determined by Operalor. All employees shall be the employees of Operator.

On ot before the day of 19 Operator shall commence the dgil-
ing of a

11 for oil and gas in the following location:

and shail thereafter continue the ing of the well with due diligence

unless granite or other practically impenetrable sGbstance ishageountered at a lesser depthor unless all partics
agree to complele the well at a lesser de

Operator shall make reasona tests ol all formations encountere uring drilling which give indica-
tion of containing oil andi'ga

plication to a specific {

A'\‘qum'\_lit,ics sufficient to test, unless this agreer t shall be limited in its ap-

fation or fofmations, in which event Operator shall be requwred to test only the

formatlon or for fons to which this agreement may apply.
perator’s judgment the well will not produce oil or gas in paying quantities, and wishes to

d abandon the test as a dry hole, it shall first secure the consent of all parties to the plugging, a the

3 3 3 dmopabe 3 i Y el
thermr—hre—ploggea—ane o e aeat—protn Pyt P onorateT

8. COSTS AND EXIENSES
Except as hercin olherwise specifically provided, Operator shall promptly pay and discharge all costs
and expenses incurred in the development and operation of the Unit Arca pursuant to this agreement and shali
charge each of the parties hereto with thuir respeclive proportionute sharcs upen the cost and expense basis
provided in the Accounting Procedure attached herelo and marked Exhibit *C". If any provision of Ex-

hibiL “C** should L inconsistent with any pravislon ctntained in the Yody of this agreement, the pravisions in

the body of this agrecment shall prevail.

Operalor, at lis election, shall have the right from lime to time to demand and receive from the other
partles payment In advance of thelr respective shares of the estimuted amount of the costs to be incurred in
operations hercunder during the next succeeding month, which right may be cxcrcisced only by submission to
each such party of an itemized statement of such estimaled costs, togcther with an invoice for its share there-
of. Each such statement and inveice for the payment in advance of estimated costs shall be submitted on or
before the 201h day of the next preceding month,  Each party shall pay to Opcerator ils proportionate share of
such estimale within fiftcen (15) days after such estimate and invoice is received. If any party fails to pay its
share of said estimate within said time, the amount duce shall bear interest at the rate oft;bc&pcrccnl (%b cr
annum until paid. Proper adjustment shall be made monthly between advances and actual cost, to the end
that cach party shail bear and pay ils proportionate share of actual costs incurred, and no more.

—3—
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9. OPERATOR'S LIEN

Opcrator is given a first and preferred lien on the interest of cach party covered by this contract, and
i/ cach barly s irierest m oil and gas produced ANEEERAKEXIERI xand upon each party's interest in ma-
terial and equipment, to secure the payment of all sums due from each such party to Operator.

In the event any party fails to pay any amount owing by it to Operator as ils share of such costs and
expense or, such gdvance estimate within the time limited for payment thereof. Operator, without prejudice to

incqluaing reasonable attorney fees in the event of suit to collect any delinguency
other existing remedies{ is authorized, at its election, to collect from the purchaser or purchasers of oil or gas,
the proceeds accruing to the working interest or interests in the Unit Area of the delinquent party up’lo the
amount owing by such party, and each purchaser of oil or gas is authorized to rely upon Operator’s stalement
as to the amount owing by such party. _

In the event of the neglect or failure of any non-operating party to promptly pay its proportionale part
of the cost and expense of development and operation when due, the other non-operating parties and Operator,
within thirty (30) days after the rendition of statements therefor by Operator, shall proportionately contribute
to the payment of such delinquent indebtedness and the non-aperating parties so contributing shall be entitled
to the same lien rights as are granted to Operator in this section. Upon the payment by such delinquent or
defaulling party to Operator of any amount or amounts on such delinquent indebtedness, or upon any recovery
on behalf of the non-operating parties under the lien conferred above, the amount or amounts so paid or re-
covered shall be distrib-u!ed and paid by Operator te. the other non-operating partics and Operator propor-

tionately in accordance with the contributions therctgfore made by them.

10. TERDM OF‘:AGREEMENT

This agrecement shall remain in [ull force and eff:ect for as long as any of the oil and gas leases subjected
to this agreement remain or are continued in force as to any part of the Unit Area. whether bv production, ex-
tension. rencwal or otherwise; provided. however, that in ._.Um cvent the first well drilled hercunder results in
a d(;'r\;'eh%!ﬁnn({\gegoeofggrt)\,vc&llgos;r%gnfisng oil or gas ir‘x paying quantities from the Unit Area, then at the end
of HAXXIKAINYX WYX after abandonment of the first test well, this agrecement shall terminate unless one or
more of the parlies are then engaged in drilling a well or wells pursuant to Section 12 hereof, or all parties
have aegreed to drill an addilional well or wells under this agreement, in which event this agreement shail con-
tinue in force until sucl';{'.\vc'}l o.r weHs' shall have been drilled and completed. If production results there-
from this agreement shall continue ir; force thereafter as if said first test well had been productive in paying
quantities, but if production in paying quantitics does not resull therefrom this agreement shall terminate
at the end ofﬁggiy'gm;ggwgévg: %bgr}(?c?n)mgr?tygﬁ such well or wells. It is agreed, however, that the term-
ination of this agreement shaill not relieve any party hereto from any liability which has accrued or attached
prior to the date of such termination.

11, LIMITATION ON EXPENDITURES

Without the consent of all parties: (a) No well shail be drilled on the Unit Arca except any well ex-
pressiy provided for in this agreement and except any well drilled pursuant 1o the provisions of Section 12
of this agreement, it being understood that the consent to Lhe drilling of a well shall include consent to all
nceessary expenditures in the drilling, testing, comnl(-lilm.‘and cquipping of the well, including neceszary
tankage; (b) No well shall be reworked, plugged back or decpencd exceept a well reworked, plugged back or
decpencd pursuant to the provisions of Section 12 of this agreement, it being understood that the consent to
the reworking, plugging back or deepcning :)l a well shall include consent to all necessary expenditurcs in
conducting such operations and completing and equipping of smd well to produce, including necessary tunk-
age; {c) Operator shail not undertake any single project reasonably cstimated to require an expenditure in

excess of ~———TEN THOUSAND AKND NO/100 ----------—--—--eoooooommm—on Dollars ($ 10,000 .00

except in connection with a well the drilling, reworking, deepening, or plugping back of which has been pre-
viously authorized by or pursuant to this agrecement; provided, however, that in case of explosion, fire, {lood,
or other sudden cmergency, whether of the same or different nature, Operator may take such steps and incur
such expenses as in ils opinion arc réquired to deal with the emergency and to safeguard life and property,
but Operator shall, as promptly as possible, report the emerpgency to the other partics. Operator shall, upon
request, furnish copies of its “Authorily for Expendilures” for any single project costing in ex-

cess of § 5,000.00

——

* Sce Scction 31 (b) for odditional provision,
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12. OPERATIONS BY LESS THAN ALL PARTIES*

If all the parties cannot mutually agree upon the drilling of any well on the Unit Arca other than the
test well provided for in Section 7, or upon the reworking, deepening or plugging back of a dry hele drilled
st the joint expense of all parties or a well jointly owned by all the parties and not then producing in paying
quantities on the Unit Area. any party or partics wishing to drill, rework. deepen or plug back such a well
may give the other parties written notice of the proposed opcration, specifying the work to be performed,
the location, proposed depth, objective formation and the estimated cost of the operation. The parties receiv-
ing such a notice shull have thirty (30) days (cxcept as to reworking, plugging back or drilling dceper.. where
a drilling vig is on location, the period shall be limited to forly-eight (48) hours exclusive of SnlurdayananSun-
day) after receipt of the notice within which to notify the parties wishing to do the work whether they clect
to patticipate in the cost of the proposed operation. Failure of a party receiving such a notice to so reply to
it within the period above fixed shall constitute an election by that party not to participate in the cost of the

proposed opcration,

If any party receiving such a notice elects not to participate in the proposed operation (such party or
parties being hercafter referred to as “Non-Cansenting Party™), then in order to be entitled to the benefits
of this scction, the paity or parties giving the notice and such other parties as shall elect to participale in the
operation (all ‘uch partics being hercalier referred to as the “Consenting Parlies™) shall, within thirty (30)
days aller the cxpiration of the nolice period of lhi_rly (30) days (or as promptly as possible after the expir-
ation of the 48-hour period where the drilling rig is on location, as the case may be) actually commence work

on the proposed operation and complete it with due d'ﬂigencc.

The entire cost and risk of conducting such oper'a'lions shall be borne by the Consenting Partlies in the
propoitions that their respective interests as shown in Exhibit “A™ bear to the total interests of all Consenting
Parties.  Consenting Partics shall keep the leasehold estates involved in such operations free and clear of all
liens and encunibrarces of every kind created by or arising from the operations of the Consenting Parties. If
such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well at their sole
cost, risk and cxpenre. Il any wcll drilled, reworked, deepened or plugged back under the provisions of this
section results in a producer of 'bil a.gd_{or gas in paying quantities, the Consenting Parties shall complele and
equip the well 1o produce al their sofe cust and risk, and the well shall then be turned over to Operator and
shall be operuied by ! ut the expanre and for tho account of the Consgenting Partles, Upon commencemant of
operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Parties
in accordance with the provisions of this sectlon, cach Non-Consenting Party shall be deemed to have relin-
quished to Consenting Parties, and the Consenting Parties shall own and be entitled to receive, in proportion
to their respective interests, all of such Non-Consenting Party's interest in the well, its leasehold operating
rights, and share of production therefrom unlil the procceds or market value thercofl (after deducting pro-
duction tuxvs. royally, ov-r.iding royalty and other mur}:(st/lprﬁ.xglrl- S&e o?foiegxgggfreﬁagf l‘lllgrperoduchon

from such well accruing with respect to such interest until it reverts) shall equal the total of the following:

{A) 10u% of each such Non-Consenting Tarty’s share of the cost of any newly scquired surface equipment

beyund the wellhead connections (including, Lbut not limited to, stock tanks, separalors, treaters,
pumping equipment and piping), plus 100¢; of cach such Non-Consenting Partly's share of the cost of
operation of the well commencing wilh first production and continuing until cach such Non-Consenting
Party’'s relinquished interest shall revert to it under ather provisions of this scetion, it being agrecd that
each Non-Consenting Party's share of such costs and equipment will be that interest which would have
been chargeable to cach Non-Consenting Party had it participated in the well from the beginning of

the operation; and

{B) 200°! of thut portion of the costs and expenses of drilling, reworking, deepening or plugging back,
testing and completing, after deducting any cosh cantributions received under Section 25, and 2009,

of that portion of the cost of newly acquired cquipment in the well (to and including the wellhead

conneetions), which would have been chargeable to such Non-Consenting Party if it had participated

therei:

tSce Section 31 B & C for . ° 711
additional provisions VA



In the case of any reworking, plugging back or dceper drilling operation, the Consenting Parties shall
be permitied o use, free of cost, all casing, tubing and other equipment in the well, but the ownership of all
such equipment shall remain unchanged; and upon abandonment of a well after such reworking, plugging
back or decper drilling, the Consenting Partics shall account for all such equipment to the owners thereof,

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

Within sixty (60) days after the completion of any operation under this section, the parly conducting
the operations for lhe Consenting Parties shall furnish each Non-Consenting Party with an inventory of
the equipment in and connected to the well, and an itemized statement of the cost of drilling, deepening,
plugging back, testing, compleling, and equipping the well for production: or, at ils option, the operating
party, in lieu of an itemized statement of such costs of operation. may submit a detailed statement of monthly
billings. Each month thereafter, during the time the Consenting Parties are being reimbursed as provided
above, the Consenting Parties shall furnish the Non-Conscenting Parties with an ilemized statement of all
costs and liabilities incurred in the operation of the well, together with a statement of the quantity of oil
and gas produced from it and the amount of proceeds realized from the sale of the well's working interest
production during the preceding month. Anyv amount realized from the sale or other disposition of equip-
ment ncwly acquired in connection with any such operation which would have been owned by a Non-Con-
senting Party had it pgrticipaled therein shall be credited against the total unreturned costs of the work done
and of the equipment purchased, in determininé when the interest of such Non-Consenting Party shall revert

to it as above provided; if there is a credit balance it 'shall be paid to such Non-Consenting Party.

If and when the Consenting Parties recover fr_om a Non-Consenting Party's relinquished interest the
amounts provided for above, the relinquished interests of such Non-Consenting Party shall automatically
revert to it and from and after such reversion such Non-2Consenting Party shall own the same interest in such
well, the operating rights and working interest lhercin; the material and equipment in or pertaining.lherelo,
and the production therefrom as such Non-Consenting Party would have owned had it participated in the
drilling, reworking, deepening or plugging back of said well. Thereafter, such Non-Consenting Party shall be
charged with and shall pay its proportionate part of the further costs of the operation of said well in accord-

ance with the terms of ihis agreement and the accounting procedure schedule, Exhibit “C", attached hereto.

Notwithstanding the provisions of this Section 12, it is agreed that wilhout the mutual consent of all
parties, no wells shall be completed in or produced {rom a source of supply from which a well located else-
where on the Unit Area is producing, unless such well conforms to the then-existing well spacing pattern
for such source of supply.

The provisions of this section shall have no application whatsoever to the drilling of the initial test
well on the Unit Area, but shall apply to the reworking, dcepening, or plugging back of the initial test well
alter it has been drilled to the depth spccified in Section 7, if it is, or thereafter shall prove to be, a dry
hole or non-commercial well, and to all other wells drilled, reworked, dcepened, or plugged back, or pro-

posced lo bo drilled, reworked, deepened, or plugraed back, upon the Unit Aren subrequeont to the drilllng at

the Initial test well,

13, RIGHT TO TAKE PRODUCTION IN KIND

Each party shail take in kind or separately dispose of ita proportionate share of nil oil and gas pro-
duced from the Unit Area, exclusive of production which may be used in development and producing oper-
atlons and in preparing and treating oil for marketing purposes and production unavoidably lost. Each party
shall yay or deliver, or cause to be paid or delivered, all royalties, overriding royalties, or other payments
due on its share of such production, and shail hold the other parties free from any liability therefor. Any
extra expendilure incurred in the taking in kind or scparate disposition by any party of its proportionate

share of the production shall be borne by such party.

Each party shall exccute all division orders and contracts of sale pertaining 1o its interest in produc-
tion {rom the Unil Areca, and shall be entitled lo reccive payment direct from the purchaser or purchasers

thereof for ils share of all nreduction.

—8— .
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In the event any parly shall fail to make the arrangements nccessary to take in kind or separately
dispose of ils proportionate share of the oil and gas produced {rom the Unit Area, Operator shall have the
right, subject to revocation at will by the party owning it, but not the obligation, to purchase such oil and
gas or sell it to others for the time being, at not less than the market price prevailing in the area, which
shall in no event be less than the price which Operator receives for its portion of the oil and gas produced
from the Unil 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 aof, its share of
ail oil and Ga.;. not previously deiivered o a purchaser. Notwithstanding the foregoing, Operator shall not
make a sale into interstate commerce of any other parly’s share of gas production without first giving such

other party sixty (G0) days notice of such intended sale. ARy contract made by OPERATOR specifi-
cally for the sale of non-taking party’s share of Unit production shall not be for a

term longer than is commensurate with the minimum needs of the industry under the
circumstances and shall in no event be for a term exceeding one year,
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
aor operation thereof, inclpding 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 at the first of cach 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 shail be drilled on a compc(ilix.(-)orcgrétézégtlbasis at the usual.rates
prevailing: in the area. Operatlor, if it so desires, may employ its own/tools and ecquipment in the drilling
of wells, but its charges therefor shall not exceed the .prevailing rates in the (ield, and the rate of such
charges shall be agreed upon by the parties in wriling b;:fore drilling operations are commenced, and such
work shall be performed by.Operator under the same terms and conditions as shall be customary and usual

in the field in contracts qf._indepénder,\l contractors who are doing work of a similar nature.

16. ABANDONDIENT OF WELLS

No well, other than any well which has been drilled or reworked pursuant to Section 12 hereof for
which the Consenting Parties have not been {ully reimbursed as therein provided, which has been com-
pleted as a producer shall be plugged and abandoned without the consent of ail parties; provided, however,
il/al‘l parties do not agree to the abandonment of any well, those wishing to continue its operation shall tender
to each of the other parties its proporiionate share of the value of the well's salvable material and equip-
ment, determined in accordance with the provisions of Exhitit “C", less the estitnated cost of salvaging and
the estimated cost of plugging and abandoning. Each abandoning party shall then assign to the non-
abandoning parties, without warranty, express or implied, as to title or as 10 quantity, quality, or fitness for use
of the equipment and material, all of its interest in the well and its equipment, logether with its interest in
the leasehold cstate as lo, but only as to, the interval or intervals of the formation or formations then epen
to production. The assignments so limiled shall encompass the “drilling unit” upon which the well is located.
The payments by, and the assignments to, the assignees shall be in a ratic based upon the relationship of

their tespective percenlages of participation in the Unil Area to the apgregate of the percentages of partlci-
pation in the Unit Aren of oll assignees. There shall be no readjustiment of interest In the remaining portlon

of the Unit Arca.

After the assignment, ihc assignors shall have no further responsibility, liability, or interest in the
operation of or production from the well in the interval or intervals then open.  Upon request of the assignees,
Operalor shall continue to operate the assigned well for the account of the non-abandoning parties at the
rates and charges contcmplated by this agicement, plus any additionai rost and charges which may arise as

the resull of the separale ownership of the assigned well.

swithin fifteen (13) days after receipt _o[liotice of the proposed sbandonment of

such well, e

—
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17. DELAY RENTALS AND SHUT-IN WELL FAYMENTS

Delay rentals and shut-in well payments which may be required under the terms of any jcase shail be
paid by thc party who has subjected such lease to this agreement. at its own expense. 'roof of coch payment
shall be given to Opcrator at feast ten (10) days prior to the rental or shut-in well payment date. Operator
shail furnish similar proof to all other parties concerning payments it makes in connection with its lcases Any
party may request, and shall be entitled to receive, proper evidence af all such puyments. {f. through mistake
or oversight, any delay rental or shut-in weil payment is not paid or is cryoneously paid, and as a vesult a lease
or interest therein lerminates. there shail be no monelary liability against the party who failed to make such
payment. Unless the party wha {ailed to pay a rental or shut-in well payment secures a new lease cuvering the
same interest within nincty (90) days from the discovery of the failure to make proper paymeat. the inteiests
of the parties shall be revised on an acreape basis effechive as of the date of termination of the lease involved,
and the parly who failed to make proper payment will no longer be credited with an interest in the Unit Aica
on account ol the owncership of the lease which has lerminsted. In the event the parly wha failed to pay the
rental or the shul-in well payment shall not have been fully reimbursed. at the tme of the loss, from the pro-
ceeds of the sale of oil and gas attributable to the lost interest calculated on ap acreage basis, for the develop-
ment and oprrating costs therelofore paid on account of such interest, it shall be reimbursed for unrecovercd
actual costs therctofore paid by it (bul not for ils share of the cost uf any dry hole previously drilled or wells
previously abandoned) [rom so much of the fellowing as is nccessary ta effect retmbursement:

(1} Procceds of oil and gas. less operating expenses. theretalove accrucd s the credit of the lost interest, on
an acreage basis, up to the amount of unréﬁwcmd costs:

(2) proceeds, less operating expenses therealier incurred attributable to the Jost interest on an acreage
basis, of that pertion of oil and gas thereaiter p@unﬂ and marketed (excluding production {rom any
wells thereafter drilled) which would. in the sbsenee of such lease terminalion, be attributable to the
lost interest on an acreage basis, up 10 the amount ;:f_ unrecovered costs. the proceeds of faid portion of
the oil and gas o be contributed by the athier pacties in propottion o their respoective inderests: and

{3) an); moncys, up 1o the amount of unrccovered costs. that may be paid by any party who is. or becomes,
the owner of the interest lost, lor the privilege of pavlicipating in the Unit Arca or becoming a porty to
this contract. ‘

Operator shall al(cmp( to nolily alt parties wnen a gas well is shul-in or veturned to production, but

assumes no liabili(yi"whalsoevc!f- for farluse tu do so.

18 PREFERENTIAL RIGHT TO PURCUASE

Should any party doire to scil atl ur any part of its intesests under this conbract, or its rights and in- ,
tevests in the Unit Arca. il shall prumptly give weilien notice ta the uther parfics, with full information con~
corning its proposed cale, which shall inchide the pame ond address of the prospective pirchaser {(who must
be veady. willing sl able ta purchase). the purchase price. and alt other terms of the offer. The other pattics
<hatl then have an optivnal prive rigdi, fov o period of ten (30) davs alter receipl of the notice, to purchase
on the sume (eyms and conditions the interest whidh the other paity proposes to el and, if this optional right
is exercisedd, the purchasing partics sboll share the parchased imterest in the proportions that the interest of
each beacs ta the tolal interest of all purchasiue parties, However, theee shall Le wo preferential vight to pur-
chase in those casex Whtie gny party wisbics to movipare its intevests, or to dispose of itx interests by merger,
reorganizalivn, consulidaton, or sofe of ull of it assels. or v sale or fransfer of ix inlerests (0 i subsidivry or
parent company, ur subsidiary of a parent company, oF [0 any company i which nny une party awns o ma-
jority of the stock,

J9. SELECTION OF NEW orpraton

Should 4 =ple be made by Operator of ifs rights and interests, the other purtics shall have the tight
within sixty (60} sdays after the date of such sale. by mojority vote in interest. to seleel a new Operator. I
a ntew Operatin is not so selected, the Lansferee of the present Opetator shadl issume the duties of and net s
Operator. b cither case, the retiving Operator shall continue to seeve as Operator, ond discharge its duties
in that capaedty under this aercement, untl its suecessor Opesator is seleeted ond begins (0 function, but the
present Opesator <shall not be obivated 1o combinoe the performanes of its dutics for moce than 120 days atter

the safe of s bt cand amteredts has been compleled
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20. MAINTENANCE OF UNIT OWNERSIHP

For the purpose of mainlaining uniformity of ownership in the oil and gas leasehold interests covered by
this contract, and notwithstanding any other provisions to Lthe contrary, no party chall sell, encumber, transfer
or make other disposition of its interest in the leases embraced within the Unijt Arca and in wells, equipment

and production unless such disposition covers cither:
(1} the entire interest of the party in all leases and cquipment and production; or

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

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

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

If at any time the interest of any parly is divided among and vwned by four or more co-owners, Opera-
tor may, at its discretion, require such co-owners to appoint a3 single trustce or agent with full authority to re-
ceive notices, apprave expenditures, receive billings for and approve and pay such party's share of the joint
expenses, and to deal generally with, and with power to bind, the co-owners of such party’s interests within
the scope of the operations embraced in this contract; however, ail such co-owners shall enter into and execute
all contracts or agreements for the disposition of their respective shares of the oil and gas produced {rom the

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

21, l!liSlGNz\'i‘lUN OF OPERATOR

Qperator may resign {rom -its dutics and oblignii:0|1§ 25 Operator at any time upon written notice of not
less than ninety (90) days given to all other parties. In .lhis case, all parties to this contract shall select by
majority vote in interest, not in numbers, a new Open\or who shall assume the responsibilities and dutics and
have the righls, prescribed for Operator by this agreement.. The retiring Operator shall deliver to its succcssor

all records and information necessary to the discharge by the new Opecrator of its duties and obligations.
. 22, LIABILITY OF PARTIES

The liability of Lhe palli‘es shall be several, not joint or collective. Each party shall be responsible
only for its cbliunlions.'iaﬂnd ‘shall bo{']i‘abln only (or iis proportionnte share of the costs of develaping and
operating the Unil Area. Accordingly. the lien granted by each party to Operator in Section 9 is given to se-
cure only the debls of each severally. It is not the intention of the parties to create, nor shall this agreement
be construed as creating, a mining or other partnership or association, or to render them liable as partners.

. 23. RENEWAL OR EXTENSION OFMIRBISKESX JOINT LOSS LEASES
the loss of which would be a joint loss under Section 2 hereof,
If any party sfecures a renciwal of anv oil '\l\r’ nas lcuse subject to this contract/cach and all of the other

if exercised within thirty (30) days after receipt of such notice,
parties shail be notifiecd premptly, and shall have the tighVto participate in the ownership of the rencwal lease

by paying to the party who acquired it their several propur proportionate shures of the acquisition cost, which
shall be in proportion to the interests held at that time hy the partivs in the Unit Area.

If some, bu! less than all, of the parties elect to purlicipate in the purchase ol a rencwal lcase, it shall
be owned by the parties who clect to participate therein, in a ratio buscd upon the relationship of their respee-
tive percentage of participation in the unit urca to the aggiegate of the percemtupes of participation in the unil
arca of all partics participating in the purchase of such 1enewal tease. Any renewal lease in which less than

all the parties elect to participate shall not be subject to this agreement.

without warranty
Each party who participates in the purchase of a renewal lease shall be given an assignmenyol its pro-

portionate interest therein by the acquiring party.

The provisions of Uns xection shall apply to rencwal leases whether they are for the entite interest

new or

covered hy the expiting lease or tover only it portion ol ils area or an interest therein,  Any/ 1enewal lease

taken befare the expivition of it predecessor lease. or taken or contracted for within six (6) months afler
the cxpiration of the existing lease shall be subject to this provisiun; bul any lease laken or rontracted (o
new or
more thun six (8) months sfter the expiration of an vxisting lease shall not be decmed aZrenewal lease and
shall not be subject to the provitmos of this section,
The provessas i s section shall apply aiso and i like manner 1o extensions of oil and gas leases.
.
e
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24, SURRENDER OV 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.

llowevex:, should any party desire to 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 title, all of its inlerest 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 it. Upon such assignment, the assigning party shall be relieved from all obligations thereafter ac-
cruing, bul 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 intcrest in the lease assigned and its equipment and production.
The parties assignee shall pay to the party assignor the reasonable salvage value of the latter's interest in any
wells and equipment on the assigned acrcage, determined in accordance with the provisions of Exhibit “C",
less the estimated cost of salvaging and the estimated cost of plugging and abandoning. If the assignment is in
favor of more than one party, the assigned interest shall be shared by the parties assignee in the proportions

that the interest of each bears lo the interest of all partics assignee.

Any assighment 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 operalions thereon, shall not thereafter be subject to the

terms and provisions of this agreement.

25. ACREAGE OR C;\Sll 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 Areca, such contri-bu(ion shall be paid to the party who conducted the
drilling or other operation and shall be applied by it against the cost of such drilling or other Opera“t:o:ﬁd;‘r
the contribution be in the form of acreage, the party to whom the contribution is made shull promptiy wuncarx
an assignment of the acreage, without warranty of title. to ail parties to this agreement in proportion to their
such tender is accepted by all parties
interests in the Unit Area at that tl.me, and/such acreage shall become @ part of the Unit Area and be governed
by all the provisions of this contract. Each party shall promplly notlify 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.

26. 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 ail 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 propertly covered
hereby is located contain, or may hereafter conlain, provisions similar to thosc contained in the Subchapter of
the Interhai Revenue Code of 1954 above referred to under which a similar election 1s permitted, each of the
portos agracs thut such oloction shall be exercized, Eneh party authorizes and dirgets the Qperntor 1o cxccute
such an election or elections on its behalf and to file the eleclion with the proper govertinental oflice or

agency. 1l requested by the Operator so to do, each purty agrees to execule and join in such an election.

Operator shall render for ad valorem taxation all property subject to this agreemcnt which by law
should be rendered for such taxes, and it shall pay all such taxes assessed thercon before they become delin-
quent. Opcralor shall bill all other parties fur their proportionate share of all tax payments in the manner

provided in Exhibit “C",

H any tax assessment is considered unrcasonable by Opcrator, it may at its discretion protest such valua-
lion wilhin the lime and manner prescribed by law, and prosccule the protest to a final determination, unless
all partles agree to abandon the protest prior lo final determination. When any such protested valuation shall
have been finally determined, Operator shail pay the oaseeament for the joint account, topether with intereat and

penalty acerued, and the total cost shall then be assessed against the parties, and be paid by them, ns provided
In Exhivit *C*,

—-10 — .
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21, INSURANCE

AU all times while operalions are conducted hereunder, Operator shall comply with the Warkmen's
Compensation Law of the State where the operations are being conducted.  Operator shail also carry or pro-
vide insurance for the benefit of the joint account of the parties as may be outlined in Exhibit D™ attached
to and made a part hereof. Operator shall require all contractors engaged in work on or for the Unit Area
to carnply with the Workmen's Compensation Law of the State where the operations are being conducted and
to maintain such other insurance as Operator may require.

In the event Automobile Public Liability Insurance is specified in said Exhibit “D"”, or subsequently re-
ceives the approval of the parties, no direct charge shail be made by Operator for premiums paid for such in-

sutance for operator's {ully owned automotive cquipmcnt.
28. CLAIMS AND LAWSUITS

If any partly 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 title to any lease or oil and gas interest subjected to this con-
tract, it shall give prompt written notice of the suit to the Operator and ail other parties.

The defense of lawsuits shall be under the general direction of a commitlee of lawyers representing the
parties, with Operator'.s attorney as Chairman. Suits may be settled during litigation only with the joint con-
sent of all parties, No charge shall be made for ser‘vices performed by the staff attorneys for any of the
parties, but otherwise all expenses incurred in the ‘defense of suits, together with the amount paid to discharge
any final judgment, shall be considered costs of oper_alion and shall be charged to and paid by all parties in
proportion o their then interests in the Unit Area. Attorneys, other than staff attorneys for the parties, shall
be employed in lawsuits involving Unit Area operatior;s'on]y with the consent of all parties; if outside counsel
is employed, their [ees and expenses shall be considered Unit Area expense and shall be paid by Cper.:\lor and
charged to all of the parties in proportion to their then i‘nlercsls in the Unit Arca. The provisions of this
paragraph shall not be applied in any instance where the loss which may result from the suit is treated as an
individual loss rather than a joint loss under prior prm;'isions of this agreement, and all such suits shall be
handled by and be the sole responsibility of the party or parties concerned.

Damage claims gaused by and _.arising out of operations on the Unit Area, conducted {or the joint ac-
count of all parties, Sh;ll bé handleiby' Operator and its attorneys, the settlement of claims of this kind shall
be within the discretion of Operator so long as the amount paid In scltlement of any one Claim Gocs not excecy
onc thousand 15'1000.00) dollars and, if scttied, the sums paid in scttlement shall be charged as cxpense to

and be paid by all parties in proportion to their then interests in the Unit Avca,

29, FORCE MAJEURFE

I any party is rendered unable, wholly or in part. by force majeure to carry out its obligations under
this agreement, other than the obligation to make money payments, that party shall give to all olher parties
prompl writlen notice of the force majeure with reasonably full particulars concerning it; thereupon, the
obligations of the party giving the notice, so far as they are alfected by the force majeure, shail be suspended
during, bul no longer than, the conlinvance of the force majeure. The affected party shall use all possible
ditgenee to remove the force majeure as quickly as possible.

The requirement thal any force majeure shall be remedied with all reasonable dispateh shall not require
the scttlement of sirikes, lockouls, or other laber difficully by the party involved, contrary to ils wishes: how
all such difficulties chall be handled shall be entirely within the discretion of the parly concerned.

The ferm ‘“‘force majeure” as herc employed shall mean an act of God, strike. lockoul, or other industrial
disturbance, act of the public enemy, war, blockade, public riot, lightning, fire, sterm, flood, explosion, gov-
emmental restraint, unavailability of equipment, and any other cause, whether of the kind specifically enum-

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

All notices authorized or required belween the partics. and requited by any of the provisions of this
agreement, shall, unless otherwise specifically provided, be given in writing by United States mail or Western
Union Telegram, postape or charges prepaid, and addressed to the party to whom the notice is piven at the

—_1] - -
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nddresses tisted on Exhibit "A™. The originating notice to be given under any provision hercol shall be deemed
fiven only when reccived by the party to whom such natice is directed and the time for such party to give any
notice in responsc thereto shall run from the date the originating notice is received. The second or any re-
sponsive notice rhall be deemed given when deposited in the United States mail or with the Western Union
Telegraph Company, with postage or charges prepaid. Each party shall have the right to change its address

at any time, and from time to time, by giving writlen notice thercof to all other parties.
31. OTHER CONDITIONS, IF ANY, ARE:

(a) Notwithstanding anything herein to the contrary, if any working interest owner
shall, subsequent to the execution of this agreement, create an overriding royalty,
production payment, net proceeds interest, carried interest, or any other interest
out of its working Iinterest (hereinafter called "subsequently created Lntercst"),
such subsequently created interest shall be specifically made subject to all the
terms and provisions of this agreement. If the working interest owner from which
such subsequently created interest is created (a) fails to pay when due its share
of costs and expenses chargeable hereunder, and its share of production accruing
hereunder is insufficient to cover such costs and expenses, or (b) elects to go
non-consent under Section 12, or (c) elects to abandon a well under Section 16
hereof, elects to surrender a lease under Section 24 hereof, or otherwise withdraws
from this agreement, the subsequently created interest shall be chargeable with a
pro-rata portion of all costs and expenses hereunder in the same manner as {f such
Subsequently created interest were a working interest, and Operator shall have the
right to enforce against such subsequently created interest the lien and all other
rights granted in Section 9 hereof for the purpose of collecting costs and expenses
chargeable to the subsequently created interest, the party or parties entitled to
receive the working interest production of the non-participating party shall receive
such production free and clar of burdens against such production which may have been
created subsequent to this agreement and the non-participnting party creating such sub-
sequent burdens shall save the participating party or parties harmless with respect to
the receipt of such working interest production,

(b) In spite of any provision to the contrary appearing in Sections 11 & 12 hereof,
consent to the drilling a well shall not be deemed as consent to the setting of
casing and a completion attempt. After any well drilled pursuant to this agreement has
reached its authorized depth Operator shall give immediate notice to Non-Operators.
The parties receiViné“such'nogige.shall have forty-eight (48) hours (exclusive of Sat-
urday or Sunday and legal holiday) in which to elect whether or not they desire to set
casing and to participate in & completion attempt. Fallure of a party receiving such
notice to so reply within the period above fixed shall constitute en election by that
party not to participate in the cost of a completion attempt. If all of the parties
elect to plug and abandon the well, Operator shall plug and abandon same at the expense
of all of the parties. If one or more, but less than all, of the parties elect to set
pipe and to nttempt a completion, the provision of Section 12 shall apply to the oper-
ations thereafter conducted by less than nll parties.

7L . (c) If there be any conflict between this Operating Agreement and that certain
Farmout Agreement by and between Atlantic Richfield Company and Penroc 0il Corporation
dated December 12, 1975, then the latter Agreement shall prevall,

(d) This agreement shall always be subject to Atlantic Richfleld Company's preferentio
right to purchase the oil and gas produced from the Unit Area as provided i{n that cer-
tain Farmout Agreement dated November 21, 1975, by and between Atlantic Richfield Company
and Penroc 011 Corporation.

(e) In the performance of this contract, Operator shall not engage i{n any conduct
or practice which violates any applicable law, order or regulation prohibiting dis-
crimination apainst any person by reason of race, religion, color, sex, national
origin or age; and Operator further apgrees to comply fully with the non-discrimination
provisions of Section 202 of Executive Ordcr No. 11246 (30 F.R, 12319), which are hereby
included in this contract as fully as if copied herein. Operator shall also abide by
the requirements of Executive Order 11598 Occupantionnl Safety and llealth Act and by
Executive Order 11640 Veterans Hire Regulation which orders are inserted herein by
reference,



(1) This agreement shall be gsubject to the conservation laws of the State of
New Mexico; to the valid rules, regulations, and orders of the Oil Conservation
Commission of New Mexico; and to all other applicable federal, state, and municipal
laws, rules, regulations, and orders.

o

(g} Gas well production shall be governed by Exhibit "E, Gas Balancing Agreement
attached bhereto.

This sgreement may be signed in counterpart, and shall be binding upon the parties
and upon their heirs, successors, representatives and assigns.

PENROC OIL CORPORATION

OPERATOR

ATIANTIC RICHFIELD COMPANY

By:

Attorney-in-Fact

NON-OPERATOR



- COQUNTY OF

: )
COUNTY OF MIDLAND )

BEFORE ME, the undersigned outhority, on this day personally eppcored
, Attorney-in-Fact for ATLANTIC RICHFIELD COMPANY, @
corporation, known to me to be the person whose name is subscribed to the fore-
golng imstrumcnt, and scknowledged to me that he executed same as the act and
decd of said Atlantic Richflield Company, for the purposes end considerations
end in the capacity therein expressed,

GIVEN UNDER MY HAND AND SEAL OF OFFICE, this day of .

197,
Notary Public
. ' CORPORATION ACKNOWLEDGMENT
" STATE OF Texas
county oF_____Midland .

BEFORE ME, the undersigned, a Notary Public in and for said County and State, on this day personally apoeared - Sterling J.

Talley knawn to me to be the person and afficer whose name is subscribed to the foregoing instrument ond ocknowledged
to me that the same wos the act of the said Penroc 0il Corporation , 9 corporaticn,
ond that _,_J\e exccuted the same os the act of such curpovol:cn for the purposes and consideration therein expressed, ond in
the CODQEL"Y “thersitt, \v.yorcd

GIVEN UNDER £y HAND AND SEAL OF OFFICE this the 22nd . doy of December AD., 19_75
: ML v AOU EYER - NOTAY ULl - / / =
o IN AL FO.0 AIDLAYID COU e e, 164 AS Y ST oA e 6220 gt

MY co, l.lss:on EXPIRES JUNE 1, 70 RouAY rosic

-
N - 4

E ' CORPORATION ACKNOWLEDGMENT

STATE OF : }

BEFORE ME, the ur\ders‘qn:&,"o'Nolo.ry Puhlic in and for said County ond State, on this day personally oppeared

known 10 me to be thd Eer;on and officer .whose name is subscribed to the foregoing instrument and acknowledaed

to me that the some was the act of the said , @ corporation,
and that he executed the some os the oct of such corporation for the purposes and consideration therein expressed, end in
the capacity therein sioted.
GIVEN UNDER MY HAND AND SEAL CF OFFICE this the_ day of AD, 19
- . NOTARY PUBLIC
) PERSONAL ACKNOWLEDGMENT
STATE OF : }

COUNTY CF.

BEFORE ME, the undersigned, o Notory Public in oand for soid County ond Stote, on this doy parsonclly oppeored,

krown 10 me to be the person whose name subscribed to the foregoing instrument,
ond acknowledged to me thot he executed the same for the purposes and considerotion therein expressed.
GIVEN UNDER MY HAND AMD SEAL OF OFFICE this the day of AD, 19

MOTARY PUBLIC



II.

I11.

EXHUIBIT A

Attached to and made a part of Operating Agreement dated

, between Penroc 011 Corpora-
tion, Operator, and Atlantic Richfield Company, covering
lands in Eddy County, New Mexico.

IANDS SUBJECT TO AGREEMENT:

S/2 of Section 33, Township 19 South, Range 28 East, as to all rights from
the surface down to the total depth drilled plus 100 feet i{n the test wells
drilled pursuant to Farmout Agreement between Atlantic Richfield Company
and Penroc 0il Corporation dated December 12, 1975.

INTEREST OF THE PARTIES TO AGREEMENT AND ADDRESSES TO WHICH NOTICES SHOULD
BE SENT:

Penroc 01l Corporation
P. 0. Drawer 831
Midland, Texas 79701 & 50.00000%

Atlantic Richfield Company - \, >
P. 0. Box 1610 N/
Midland, Texas 79701 ' ( 50.00000%

OIL AND G\S LEASENOLD SUBJECT TO AGREEME

011 and gas lease from U,S.A. as lessor to T. A. Fraser and J. Mack Barnes,

lessce, bearing Serial Number NM-0428657 ‘dated September 1, 1963 covering

above lands and other lands not herein involved, owned by Atlantic Richfield

Company. .

2]
98]
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STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

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

CASENO. 11458
ORDER NO. R-10561

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

R OF THE DIVISION
Y VI

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

NOW, on this __jg¢p 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,

EINDS THAT:

9] 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 te drill its Oxy "33" Federal Well
No. | at an unorthodox gas well location 510 feet from the South line and 660 feet from the East
line (Unit P) of Section 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 $/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.

® 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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Case No. 11458
Order No. R-10561
Page No. 2

(©) 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).

) 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.

® The Old Millman Ranch-Bone Spring Associated Pool is currently governed by
the General 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.

€)] The subject well, which is projected to be a gas well within the Undesignated
Old Millman Ranch-Bone Spring Associated Pool, is located within 150 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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Order No. R-10561
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(11)  Further testimony presented by the applicant indicates that the economics of the
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 opportuniry 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 welis
and will otherwise prevent waste and protect correlative rights.

[TIS THEREFORE ORDERED THAT:

N 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) of Section 33, Township 19 South, Range 28 East, NMPM, Eddy County, New
Mexico, to test all prospective gas bearing intervals from the top of the Wolifcamp formation to
the base of the Morrow formation.

Q) 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 Pocl.

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

DONE at Santa Fe, New Mexico, on the day and year hereinabove
designated.

STATE OF NEW MEXICO
OIL CONSERVATION DIVISION

WILLIAM J. LE;
Director

SEAL
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BESTRICT III
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Fe., New Mexico 87504-2088

Revised February 10. 1994
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0O AMENDED REPORT

WELL LOCATION AND ACREAGE DEDICATION PLAT

AP1 Number Pooi Code Poot Name
30-015- 087600 Winchester orrow
Property Cade Property Name Well Number
Oxy "33 Federal 1
OGPID No. Operator Name Elevatioa
16636 OXY USA INC 3306
Surface Location
WZ er lot No. | Section | Township Range Lot ldn Feet from the | North/South line | Feet from the East/West Wine County
P 33 19 S| 28 E £10 South 860 East Eddy
Bottom Hole Location If Different From Surface
WT er lot Na. | Section | Tawnship Range Lat léa Feet from the | North/South lne | Feet from the Easti/West line Caunty
Drdicated Acres Joint or infill Consolidation Code Order No.
320 N 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 DIVISICN

s
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OPERATOR CERTIFICATION

I hereou certsfy the the wmformation
contningd Lerein 15 true and conpiate o the
best of My knowledge and belisf

Wi

Signature

David Stewart
Printea Name

Regulatorv
Title

Analyst

we/Pe

Date
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SURVEYOR CERTIFICATION

[ toraoy cerny that Ue usil localwon shoum
on this piat uas piotizd from fseld notes of
AL U SurVeys mads oy me or UNnEsTY My

Tuperition. ol (hat the Al 15 (rue ang

cerect - the bast cof ™My briey.

—~—

1958,

Decempern 18

Date =urveved
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Professional ~urve(‘or h\‘

T 0\ No= 54‘38’

Certlficate N Gary Lr‘“_lm.s
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XY AUTHORITY FOR EXPENDITURE

)

Region : Western AFE NO: 2307334/ b

| Lease/Plant Name:  OXY 33 FEDERAL #2
| Description : DRILL AND EQUIP
Partnership/Funding: 1998 PLANNED CAPITAL

Locati_o _ Q’

Field: WINCHESTER MORROW Region AFE No: 12894

Qperator Name: OXY USA INC. i PF/Plant/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 drill and equip the OXY 33 Federal #2 as a Morrow
producer in the Winchester Morrow Field, Eddy County, NM.

Projected TD is 11.300 ft. 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 drilling procedure will include setting 8-5/8"
intermediate casing at 3000 ft. with a 4-1/2" production string at
11,300 ft.

The requested funds provide for the drilling and equipment of the
producing gas well.

Estimated Cost Detail Labor
Materials Incidentals Total
Gross Cost 205,902 593,600 799,502
Net Cost@ 14.32510 % W.I. 29,496 85,034 114,529

Asset Team  Business Operations
Leader Team Leader Team Leader Engineering Geology

: (U 3 : ‘ / \ ?'
1 Wl bl “ON mw
- } v [
OXY APPROVAL: ¥ T~ S
& I e e
\ ~—— N
\./
PARTNER APPROVAL: Date:

COMPANY:

Prepared By: GARY WOMA 05-DEC-97

Phone #: 685-5772 4 N




*repared By G. WOMACK DETAILED WELL ESTIMATE
i EASE - WELL NO. OXY 33 Federal #2 DATE: __05-Dec-97
L1OCATION 660 FSL & 1650' FWL DEPTH: 11,300
S5 3 T 188 R 28 COUNTY  Eddy STATE New Mexico AFE NO.
ESTIMATE ESTIMATE REVISED ACTUAL
DESCRIPTION GRADE S$/IFT QUAN. W PRODUCER DRY HOLE ESTIMATE CQOST
T 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
__Imermediate 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 o]
Production 4-1/2", 11.64, S-95 LT&C 5.65. 1900 10.735 0
Wellhead Connections 12.000° 4,000
Tubing 2-3/8". 4.7#, N-80 2.59¢ 11100 28.813 0
Sucker Rods : 0 0
Bottom Hole Pump 0 0
‘Engine or Motor 0 0
FPumping Unit 0 0
Electrical Equipment 0 0
L.ine Pipe & Fittings 5.000 0
Packer and Accessories 8.000 0
TANK BATTERY
Stock Tanks 2 500 bbi 12.000 0
Separator. Heater Treater, Dehydrator 20.000 . 0
fdeter Run & Housing 12.000 0
[_abor & Transportation 20,000 0
Total Tangibles 205,902 37,644
INTANGIBLES
Contract Drilling Labor 255.600° 255,600
Rotary Day Work ‘ 35.500: 35.000
Sewvice Rig Work 10 i 20,000 0
Rig Mohiiization 20.000 20,000
Subsurface Casing Equipment 8,000 2,000 -
D.58.T., Electric, Radioactivity Logs, etc. 23.000 23.000:
Acxizing, Fracing 20,000 0
Preriorating 15,000 0
Afisc. Company & Contract Labor 20,000 15,000
F.oad Building, Location 20,000 20.000
Cement & Cementing Services 25,000 15.000
Cement Squeeze Jobs
Drriling Mud. Chemicais 40,000 40.000
Diamond Caring & Analyses, Bits, Reamers
Miud Logging Unit 14,500 14,500
FRental of Misceilaneous Equipment 25,000 20,000
Caontract Hauling 15,000 10.000
Vilater, Fuel 15,000 15,000
Miscellaneous Incidentals 20,000 20.000
Awchaeological Services 2,000 2.000
Total Intangibles 593,600 507,100
Totai Estimated Cost - 100% 799,502 544,744
T oftal Estimated Cost - 14.3251% 114.529 78,035




MO Draser DD, Artmia, NM 83211471
Diatrict 13

1000 RUs Brusow Bd, Asmerc, NM ¥7418

Déwtriet [V

PO Bou 2088, Sasta Fe. KM 17504 2088
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1L CONSERVATION DIVISION

Box 2088

Santa Fe, NM 87504-2088
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S Copies

) AMENDED REPORT

I REQUEST FOR ALLOWABLE AND AUTHORIZATION TO TRANSPORT
' Oprraier same and Addres ' OGRID Nember
oYY USA Iac. 16692
P.ooy. Box 313 ' Remsosn far Filing Codle
Midland, "% I2710-023)
N
* APl Nember ' Poal Name * Pool Cede
0-015-2890 ﬂ"‘/(f"f/’a’/c’a d/,'ng//j//r /I/cﬁ/é,-,/) E?]éé’
" Preperty Code ' Preperty Name ' Wdl Nember
L (8922 oKs 53 Federa/ /
11. 1% Surface Location
Ul or it »e. | Bactoe Tewsship Range Lotlda Fect [rem the NarthiSooth Line | Feet fram the East/ W ot hoe Coanty
e 33 | M5 |ase J/0 wath | lo | Fast | Ehly
"' Bottom Hole Location
UL or it na.} Sectisa Tewsshlp Raage Lot ida Foet frem the Nerth/Sosth ise | Feet frem the | Fast/Wou hae County
"' Lax Code Y Produdag Meahod Cade “ Gas Connection Date *C.129 Permit Number " C-119 EfTective Date " C-119 Expiratics Date
F Va E7/5¢
111. Oil and Gas Transporters
T Y rensperier * Transparter Nase * POD oG % pOD ULSTR Locaties
OGRID asd Address wnd Descripiss
2P.0. Boy /57 /a
A*/c;z'¢'7, I BER(O
Lr5é Aoturn /' gos Aoelive (0. &
£ MR AR M 4
lombund TL 65098 <Ep {0 1996
Gwrd. DIV,
OIST. 2
IV. Produced Water
r POD % POD ULSTR Locaties tnd Descrpties
2212220
V. Well Completon Data
¥ Spud Dawr * Resdy Dute R "D 81D F Perferstme ,
Strofoe 7027 /a¢ VL /172 E932 -F09Y
* Hole Size " Casing & Tebing Size Y Depth Sat * Sacks Cement
/7% a7 g7 R0
/i WE7a 7920 (/00
n” TE /256" 500
i/ 577
VI. Well Test Daa
¥ Dete New 02 » Cos Delirery Dute * Tost Date " Teat Lesgth ¥ Thy. Pressere * Cag, Prosare
J’/fﬁﬁ E7 27 E/23/7¢ Ry FE SO —
* Cheke Sine “0l : * Weter *Cu “ AOF “ Test Mcthod
/3%d 230 ) | /9¢8 /73e 7 ~
* 1 berchy cerufy that e rules of e Oil Conservston Divisa Aave been comobed | T
v and Tt the micrmauon givew ebove 4 Uik and compioe o the best of my OIL CONSERVATION DIVISION
taowiedgs and bebief.
Sy W AT ORIGINAL SIGNED BY TIM W. GUM
Prmct same’ pavid Stewart Tae DISTRICT 11 SUPERVISOR
Tade: Regulatorv Analvse Approved Duie: w © 1996
b s S5 [ P 915-655-5717

“if thin s o change of sperstor (Il (n the OGRID sember and name of the previous eperster

Previoas Operuar Sigusinre

Priaud Name
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N OPERATOR'S NIT D) STATES W“}""’ LA LAA R UMD MU UGl Y
copY /f‘“f,.“

xpees: Febesary 2 UH‘S
"DEPARTMEN1 OF THE INT Rk wln, "*'X 'nff"n...uf.'l.u.".‘i':f.u - Cop:

BUREAU OF LAND MANAGEME SEP QR mp: AMEYREECST

' iV INDIAR. ACLLOTTEEZ OQ TRiSE mawg

AMSL - K105/ l
WELL COMPLETION OR RECOMPLETION RtPORT AND LOG* |

1a TYPE OF WELL. ?\”‘H_ f“,;_, E oar C] o1 T UNIT ACREEMENTY Maman

A\ TYPE OF COMPLETION: !
N sl AR RS S I N B I PO : | 8. FARM OR LEASE NAME, WELL Ng. .

e ¥ i -

2. 7amE OF OrgmatTOR om—— |0/5’ J3 /?c/_gr /2 -
OXY USA Inc. 166%0 3. APIWILLL NO.

3. ADDRES3S AND TELEPHONE NO. 300! F - 2370
P.0. Box 50250 Midland, TX 79710-0250 915-685-3717 10. F1XLo 4ND FOOL. OB WiLDCAT

4. 1OCATION OF WELL (Report [ocelion cicariy 4nd \n eccorvance wiih any Slale requirements)® é{_/é/ 4144' %/,44;

At surface f/é’ FSC 5(0 ;Eé 5fff (/)) n ;: nf“n M. OR BLOCK ANO QUEBYRY
A prod. Interval reported below
o " e TIPS AAEE

14. rERaMIT WO DAYE 188U ED 12. couxrtr on , 13. stare

- | sre/fze ey Ay
19. BLZY. Casimemzal

16. pats T.D. lnﬂuol 17. NaTE COMPL. (Ready to prod )

At total depth

13. D4aTE EPLDO%D 1%, ELXYATIONS {(OF. AKS. BT, GR, ETC.}*

5/50 /56 elel3é | =/%/7¢ T3ce
29. TOTAL DEPTN. MD A4 TVD 21, PLUG, BACK TD. XD & TVD 22. n"rn:t;::‘r;..: comrL., 23. ;:T:::;I'l‘ ROTARY TOOLS CasLE TOOLL
//RE¢ 22 —_ X |
24. PRCOCCING (NTEEVAL(B), OF TM(S COMULLTION—TOP, BOTTOK. NaME (MD 4NO TVD;}*® o3 :'QA:'-aru:r:r:nL
EITR -GS0y aolframp Lo
26. YTPE CLECTRIC ANO OTHER LOGS AUN 27. wWas wWstlL Coamp
Plafrorm BppresS' LS Cn0 e )8 ) A C fes
38, CASING RECORD (Report ald atringe aet in well)
CAMNG UIE/GRAVE | WEIGRT, LB./FT. , OBPTH 8T (MD) Hotr s3Iz \ (0P OF CIMENT, CIMUNTING RLCORD ANMOONT PULLED
rd4 - . rdd
22/ 57 AR, 72 | Sose - Corvalofed —
£ m l 2732 ¥ | F¥Y20° /1 | /(O sx - Crec fafed -
2 ll (7-Rot | [fi2Bg 7 1 TTosc - Rl FlE 7ecS
i
29. LINEZR RECORD | 30. TUBING RECORUD
axs TOP (MD) f SOTTOM (MD) !‘nc:n cEmMENT® ! scezex (o) | size |  perTE ssr (xD) PACKER AT (WD)
| ! 2\ ggrp’ | mEs2’
i ) | l { l /00 ?al
317 rPEaryoRATION 1XCORD ([nfervai, sise and numper) sz ACID, SHOT. FRACTURE, CEMENT SQUEZZE ETC
& y,v"',fé /ST —/0;206 - /0749/ /7740 /{5 BEPTH INTEAYAL (MD) | AMOUNT AND KIND OF MATERIAL USED

[OLF2 10260 fo%ael (5B AilT AT Herdd
Y SPFEOEDR 63, C¢-Biupn, 5050 -5094" EESR - HFY " | e/ (T8 Lefr ML fe

70 fo ! (RS boleS

3. FRODUCTION
OATS FIRSTY PRCOUCTION

PRODLUCTION WMETHOD (Flowing, gos [iff, pumpng—ai2e and (ype of pump) WELL STATUE {Prodncing or

— 1hetin)
5/4/74 /'/0‘4/"44 fbc/k-c/n.s
DATS OF TBET AOUES TEATED CHOKEDN Id' PROD'N. FOR QiL—BBL. CAR—MCTF. WATER—BRL. YABOlL RATIO
TEST PERICD
£/29/5¢ Y T ey — | 22 | /e | o© £55 7
Mow., TUNMNG PFEERS. CASING PRESRLURE ;:!.:g:;:?:f" ot —asl. CAS— MCPY. WATLR-~-RAL. QIL GRAVITY-aPF1 (CORR)
Rero — — | ~Zzo | sses ! O Z.O
34. DISPOSTITION OF 0as (Seld, ueed for fuel, venicd, cte.) ~rCCTE a1
ACCEFTED FUX SETLE
o/ - o

33. LisT OF ATTACMMENRTS

’
Fle0-5 e Sie Loss (,7,{,4-) SERSEArS:
36. | beredy ? %yng and atlacbed information 1s complete aad correct af determioed from all araliable records
SIGNED M David Stewart Regulatory ‘ R o o - ?/5_/7;
(LR

*(See Instructions a EXHIBIT

Fitle 18 U.5.C. Section 1001, mekes it a cnnme ( %

ata on Reverse Side)

ulfully to make to any department or sgency of the

Unsted States sny false, fictitious or fraudulent 83 10 any matter within us jurtsdiction.




SUMMARY OF POROUS ZONES: (Show all important zones of porosity end contents thereof; cored intervals; end al)

inill-stem, tests, including depth interval tested, cushion used, time tool open, flowing and shul-in pressures, and 38. GEOLOGIC MARKERS

‘ecoveries):

FORMATION TOoP BOTTOM OESCRIPTION, CONTENTS, ETC. TOP
NAME

S

A e Ao )

MEAS. DEPTH

TRUFE
VERT. DEPTH

Yales

Grerrs
“\ﬁv\\t'w
O fa e
Lone Spriess
bto [fca e
CiS5co
Caoyoer
SHosecost
Hloka
Horeoas
J5S

292’
/8¢72°
a378°
2887
1%
Sero’
A7
gar2 "’
e ©
0598
/0377’
[0e?’
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