Illustration 33, fage 1

H-3120-1 - COMPETITIVE LEASCS
Examples of Drainage Stipulations for Unleased Federal

Minerals Subject to Drainage

(1I1.F)

DRAINAGE STIPULATION

All or part of the lands contalned in thiw lease ars wubject to drainage by
wall{s) located adjacent to this lsasa., The lessse shall be required within 6
monthe Of leass Lssuance to submit to the authorized officer plans for
protacting the leass from drainage. Compansatory royalty will be amsesaed
nffective the axpiration of thiw S~month peried if no plan is submitted. The
Plan must include sither an Application for Permit to Drlll (APD), a
protactive wall, or an application to communitize tha lsase so that it is
allacated production from a protectiva wall off the lsase. Either af thess
options may include obtaining a variance to State spacing for the area. In
lisu of this plan, the lessss shall be required to demonstrate that a
protactive wall would have little or no chance of encountering oil and gaa in
quantities sufficient to pay in axcess the costs of drilling and operating the
well. In the absence of eithar an acceptable plan for protecting the lease
from drainage or an acceptabla justification why a protective wall would be
uneconowical, the lessss shall be obligated to pay compensatory royalty to the
Minerals Managament Sarvice at a rats to be determine by the authorized
ofticer.
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H.3120-1 - COMPETITIVE LEASES
Examples of Drainage Stipulations for Unleased Federal

Minerals Subject to Drainage

DRAIRAGE ETIPULATICON

All or part of the lands contained in thils tract (leass) may ba aubject to
drainage in the [Hamel formation(s) by waell(s) _{Wall ngm;g:[gl located
adjacent to thie tract (lease) in eactlon(s) N

R. ' M., County, Statae of .

The lawesse shall, within § months of lease iLwsuance, submlt for approval by
the authorized cfficer plans for protecting the leass from drainage. If no
plan({s) is submitted, compensatory royalty will be asssssed sffective the
first day following the sxplration of this 6=-month period and shall continue
untll a protactive well has bewen drilled and placed in continued production
status or until the cffending well{s) ceases production, whichever occurs
tirst.

The plan must include either an Application for Permit te Drill (APD) for the
necessary protective well{s) or inclusion to an agreement for the affected
portion(s) of the leass. Any agreement devised shall provide for an
appropriate share of the production from the offending well{s) to be allocated
toe the lease. In lieu of this, the lessse must submit engineering, geologic,
and econcamic data to demonstrate to the authorized officar’s satisfaction that
no dralnage has or fe occurring and/or that a protactive well would have
little or no chance of sncountering oll or gas in quantities mufficient tg
yield a reasonabls rate of raturn iln axcess of the costs of drilling,
completing, and operating the well.

In the absance of sither an accsptable plan for protecting the laase from
drainage by drilling or by entering inte an agresmant or an acceptable
justification aw to why drainage ils not occurting or that a protective well
would he uneconomical, tha lssmes shall be cbligated to pay compensatory
royalty basad on tha dralnage factor{e) determined by the authorized officar.
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