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‘ STATE OF NEW MEXICO |
ENERGY ano MINERALS DEPARTMENT

OIL CONSERVATION DIVISION

BRUCE KiNG , POST OFFICE BOX 2088
GOVERNOR . B STATE LAND OFFICE BUILOING
A e September 25, 1981 BANTA FENEW MEXCO 27501
Mr. Sim Christy . Res. ggggRNgé Z;Z
Jennings & Christy , + R=

Attorneys at Law1180
Post Office Box . .
Roswell New Mexico 88201 Applicant:

' Bandera Enerqy Company

_ Dear Sir:

PR
Di'v'.&aa.vn order recen

eéntered in the subject cdase.

Enclosed herewith are two copies of- the‘above-feferenced
T

Copy 6f order also sent to:

Hobbs OCD
Artesia OCD X
" Aztec OCD
Other  pgyi Cogter, William F. Carr
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STATE OF NEW MEXICO
¥ ENERGY AND MINERALS DEPARTMENT
i OIL CONSERYATION DIVISION

IN THE MATTER OF THE HEARING
{CALLED BY THE OIL CONSERVATION
IDIVISION FOR THE PURPOSE OF
CONSIDERING: )

CASE NG. 7253 -
1 Order No. R-6768
APPLICATION OF BANDERA ENERGY

COMPANY FOR CQMPULSORY POOLING, )
iLEA COUNTY, NEW MEXICO.

ORDER OF THE DIVISION

8Y THE DIVISION:

This cause cams on for heariﬁg at s a.m.fQN‘May 20,"1981,

ijat Santa Fe, New Mexico, before Examinar Daniel S, Nuttsr,

NOW, on this_24th” - day of September, 1981, the Division
Director, having considered the testimony, the record, and the

recommendations of ths Examiner, and ‘being fully advised in the
premises, .

 FINDS:

o SRR S AN . S el ™ d 7
law, tha Diviaion hag Jurisdiction of this cause and the subject
matter thereof. ‘ . v

4

(2) .That the applicant, Banders‘Energy Company, seeks an
order psoling al} mineral interests in the Morrow formation
underlying the E/2 of Section 27, Township 16 South, Range 35
East, NMPM, Shoe Bar Field, Lea County, New Mexico.

(3) That the epplicant hes the right to drill and proposes
to drill a well at a atandard location thereon, being ‘
approximately 1980 feset from the North line and €50 feet from
the East line of said Section 27, and projected not only to the
Morrow formation but a8lso to the Devonian formation.

(4) That according to thq,geplpu;gal.evidanca»srasaﬁted‘at

the~haafiﬁg;wawNortﬁﬁiﬁt]ﬁéﬁfﬁqast trénding fault cute across

||the €72 of the subject Section ‘27, and there is o greatas
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ithe dedicsated proration unit.

iche well or be pooled into the proposed 320-acre unit.

obtained in a well drilled at the proposed location, such well

efficiently and effectively drain ths sntire €7z of:Section 27,
‘thereby causing wastes.

denied.

g \
iiCase No. 7253 §

iiﬂrder No, R-6768

{(5) That said Shoe Bar-Devonian Pool is developed on 40-
acre spacing, and if the proposed well should be comploted in {
the Davonian formation, the SE/4 NE/4 of Section 27 would be

{6) That the aspplicant, Bandera Energy Company, is the '
owner of the £/2 E/2 of sald Section 27. i

(7) That shotld the p;nposed well be completed in the
Devonian formation, it would be located on, and have dedicated
to it, only lands belonglnq to Bandera, although the owners in
the W/2 E/2 of the sections are being asked to particéipate in

(8) That the formation of a Morrow proration unit comprising
tha N/2 and/or the $/2 of Section 27 and the drilling of a well
at a standard location thereon would better serve the protection
of correlative rlghts than approval of the subject application.

{9) That even if production from the Morrow formation were

would probably not encounter as good a pay section in the Morrow
as a well drilled farther west, and probably would not as i

sction of eorralatiua

{10 That in the intarast of th t
8Le, pplication should be

I‘lahte and “hn ppaunr‘tian 5% wa

IT 1S THEREFORE ORDERED:

(1)  That the application of Bandera Energy Company for an
order pooling all mineral intereets in the Morrow formation-
underlying the €/2 of Section 27, Township 16 South, Range 35
East, NMPM, Lea County, New Mexico, is hereby denied.

(2) That 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 yesar hereinabove
dBSigm

TATE OF NEW MEXICO
IVISION

JOE 0. RAMEY
Director




d ( ;
' ¢
A.AP.L FORM 610-1977
MODEL FORM OPERATING AGREEMENT
SHOE BAR PROSPECT )
b - "
=
| , OPERATING AGREEMENT
o DATED f
May 15, 1981 ,
. ;7>_:'__ by s - . Towns '_': ..- . € e ‘L ;
CONTRACT AREA g/2 Section 27, Township 16 qough, R:??ge" 35 East
of the NMPM (320 acres, more or less)
1 COUNTY OR PARISH OF Lea STATE OF_New Mexico
i L :
COPYRIGHT 1977  — ALl RIGHTS RESERVED »
AMERICAN ASSOCIATION OF PETROLEUM LANOMEN : ,
APPROVED FORM.  AAP.L NO. 610 - 1977 REVISED s 4

‘_ _MAY BE ORDERED DlRECl’LY FROM THE PUBlISHER
KRAFTBILY PRODUCTS, 80X 800, TULSA, OK 74101 B oo T B S

| U BEFORE EXAMINER NU TTER |
» Il CONSERVATION DIVISION

‘ Dot EXHIENT no._ [/
cise o, 7248
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OPERATING AGREEMENT
THIS AGREEMENT, entered into by and between
BANDERA ENERGY COMPANY . hereinafter designated and

referred to as “‘Operator”, and the signatory parly or parties other than QOperator, sometimes hereinafter ...
referred to individually herein as “Non-Operator'. and collectively as *Non-Operators”,

WITNESSETH:

WHEREAS, the parties to this agreement are owners of oil and gas leases and/or. oil and gas in-
terests in the land identified in Exhibit "A'"~and the parties hereto have reached an agreement to explore
and develop these leases and or oil and gas interests for the productlon of oil and gas to the extcnt and
as hereinafter provided:

NOW, THEREFORE, it is agreed-as follows:

ARTICLE 1
DEFINITIONS

As used in this agreemént, the following words and terms shall have the meanings here ascribed
to them: ‘

A. The term “oil and gas™ shall mean oil, gas, casinghead gas. gas cdndensate, and all other liquid
or. gaseous hydrocarbons and -other marketable substances produced therewith. unless an intent to
limit the inclusiveness of this term is specifically stated.

B. The terms “oil and gas lecase”, “lease” and “leaschold” shall mean the oil and gas leases cov-
ering tracts of land lying within the Contract Area which ai'e owned by the parties to this agreement.

S_ @l ¢ 9! i . v ] ” l i l . v l . l ¢ . ¢ ¢ f

D. The term “Contyact Area” shall mean ‘illfa‘;ff:‘the lands, oil and gas leaséhcld interests and oil
and gas interests intended to be developed and operated for oil and gas purposes under this agreement. 1
Such lands, oil and gas leasehold interests and oil and gas interests are described in Exhlb;f_,“A” o

- B The term “drilling- uiil” shail ‘mean” tne area ‘tixed for thé d@rilling of one well ‘by order or rule
of any state or federal body having authorlty If a’drilling Unit is not fixed by any such rule or order,
a drllllng unit “shall be the drilling unit as established by the pattern of drll]mg in the Contract Area .
or as fixed by express agleement of the Dnllmg Partles e :

F. The term “drillsite” shall mean the 011 and gas lease or interest on Whl(,‘h a proposed well is to
be located. . :

G. The terins “Drilling Party” and *Consenting Party” shall mean a parly ‘who agrees to‘join in
and pay its share of the cost of any operatlon conducted under the provisions of this agreement.

H. The terms “Non-Drilling Party” and "Non-Consenlmg Party” shall mean a parlty who elects
not to parllmpate in a ploposed operation.

Unless the context otherwise clearly i.ﬁdicales, words used in the singular include the plural, the
plural includes the singular, and the necuter gender inciudes the masculine and the feminine.

ARTICLE 11
EXHIBITS

The following cxhibits, as indicated below and attached hereto, are incorporated in and made a
part hereof: Y
3 A. Exhibit “A", shall 'inclq‘de‘the following information: :
(1) Identification of lands subject to agreement, : .
(2) Restrictions, if any, as to depths or formations,
(3) Percentages or fractional interests of parties to this agreement,
(4) Oil and gas leases and - or oil and gas interests subject to this agreement,
(5)‘Addresses of parties for notice puiposes.

@ C. Exhibit C”, Accounting Procedure. » o i )
‘[§ D. £xhibit “D”, Insurance. ' o '
[ E. Exhibit “E"”, Gas Balancing Agreement. -’?,;
[ F. Exhibit “F”, Nor_l-DiscriminaliOn and Certification of Non-Segregated Facilities. . oy

!
If any provision of any exhibit, except Exh!bxt “E"”, is inconsistent with any plows/u/)p dé’ntamed
in the body of this agreement, the provisions in the body of this agrecement shall plcvall, S
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ARTICLE 11l
INTERESTS OF PARTIES

treated for the purpose of this agreement and duxing the term hereof as_j
e l‘oxm of oxl and gas lease altached hereto us Exhibit
“B". Such e THowever, be subject to all of the provisions of this agreement relating to lessees,

atfies in Costs and Produetion:

nteresi of P

Exhibit “A" lists all of the parties and their respec!ivé perceniage or fractional interests under this
agreement. Unless changed by other provisions, all costs and liabilities incurred in operations under
this agreement shall be borne and paid. and all equipment. and material acquired in operations ‘on the
Contract Area shall be owned by the parties as their intervests are shown in Exhibit “A". AN produc-
tion of oil and gas from the Contract Avea, subject to the payment of lessor’s royalties which will be
borne by the Joint Account. shall also be owned by the parties in the same manner during the term
hereof; provided. however, this shall not be deemed an assignment or cross-assignment of interests cov-
ered hereby. '

ARTICLE 1V.
TITLES

A. Title Examination:

Title examination shall be made on the ‘Chilisite of b‘any proposed well prior to- commencement of

dnllmg operattons or if-the Drllhng Partleq sa request  titla m,.,m‘,.utw" shiall be made on the leases . -

and“or oil and gas interests inchided, or planned to be included. in the drilling unit around such well.
The~ opmlon will include the ownership of the working interest, minerals, -royalty, overriding royalty
and productlon payments under the applicable leases. Af the time-a well is, proposed, each party con-

”lnbutmz léases. and ‘or oil and: gas interesis io the drillsite, or to be included in such drilling unit, shall

furnish to Operator all abstracts (including Federal Lease Status Reports), title opmlons title papers
and curative material in its possession free of charge. All such information not in the possession of or
made available to Operator by the parties, but necessary for the examination of title, $hall ‘be obtained
by Operator Operator shall cause title to be examined by attorneys on its staff or by outside attorneys.
Copies of all title opmlons shall be furnished to each party hereto. The cost incurred by Operator in:
this title program shall be borne as follows:

F—Option—Ne—+—Coesta—ine m*ed—by—eﬁew—we; -
preliminary, supplemental, shut-in gas royally opinions
part of the administrative -head

ifle  opinions} shall be a

x Option No. 2: Cosis incurred by Operator in prqcui‘ing abstracts and fees paid outside atforneys
for title examination (including preliminary, supplemental, s}iu_l-in gas royalty opinions and division

~order title opinions) shall be borne by the Drilling Parties in the proportion that the intci‘éstpof cach

Drilling Party bears to the total interest of all Drilling Parties as such interests appear in Exhibit “A".
Operalo. shall make no charge for services rendered by lts staff attorneys or other personnel in the
performance of the above functions.

Each pariy shall be responsible for securing curative matter and pooling amendments or agreements
required in connectidn with leases or oil and gas interests contributed by such party. The Operator shall be

‘responsxb!c for lhe preparahan and recordmg of Poo]mg Des:gnahons or Declaratxons as. wclk as (he )

shall not prevenl any parly from appearing on its own bohalf at any such hearing. o

' .

No well shall be drilled on the Contract Arvea uniil after (1) the title to the drillsite or drnlhng unit
has been ¢éxamined as above pxov:ded and (2) the title has been approved by the examining ﬂuo'rm'
title has been accepted by aii of the parties who are to participate in the drilling of the well. - ’

S R

B. Loss of Title: \
. N , . :

3. Faiiure oi_Title; Should any oil and gas interest or lease. or interest therein, bc !ost lhlough
failure of title, which loss results in a reduction of interest from that shown on Exhibit "A" lhle agree-
ment, nevertheless, shall econtinue in force as to all remaining ol and gas leases and m!crmh. and

(a) The parly whose o1l and gas lease or interest is affected by the title failure shall bear alone

the entive loss and it shall not be entitled to recover from Operator or the other parties any development

-2-
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or operating costs which it may have theretofore paid, but there shall be no monetarvy liability on its
part 1o the other parties hereto for drilling, development, operating or other similar costs by recason of
such title failure: and

‘(b) There shall be no retroactive adjustment of c\pemm incurred or revenues received from the

operation-of the-interest-which-has -been -lost,bul ihe TH{erests 61 the pariics shall be revised on an were. T T

age basis, as of the time it ic determined finally that title failure has occurred, so that the interest of
the party whose lease or-interest is affected by the title failure will thereafter be reduced ifi the Contract
Area by the amount of the interest lost: and

(c¢) If the prop’oriionato interest of the other parties hereto in any producing well therctofore drilled
on the Contract Area is increased by reason of the title failure, the party whose title has failed shall
receive the proceeds attributable to the increase in such interests (less costs and burdens attributable
thereto) until it has been reimbursed for unrecovered cosis paid by il in connection with such well;
and , ‘ :

(d) ‘Should ény person not a party to this agreement, who is determined to be the owner of any in-
terest in the title which has failed, pay in any manner any part of the cost of operation, development,
or equipment, such amount shall be paid to the party or parties who bore the costs which are so refund-
ed; and - : !

(e) Any liability to account to a third party for prior préduction of oil and gas which arises by
reason of title failure shall be borne by the party or parties in the same proportions in which they sharved
in such prior production; and - L

(f) No charge shall' be made to the )omt account for legal expenses, fees or salaries, in connect:on
with the defense of the interest“claimed by any party kéreto, it being the intention of the parties
hereto that each shall defend title to its interest and bear all expenses in connection therewith.

S ' [ N -
2. Loss by Non-Payment or Erronecus Payment of Amount Due: If, through mistake or oversight,

_any rental.” shut- m well payment, minimum royaltly or rovalty pavment, is not paid or is erroneously

paid, and ds a result a lease or interest therein terminates, there shall be rio monetary liability against
the party who failed to make such payment. Unless the party who failed 1o make the required payment
secures a new lease covering the same interest within ninet; (90) days from the discovery of the fail-
ure to make proper payment, which acquisition will nol be subject io Arlicle VHI.B., the interests of

_ the parties shall he revised on ‘an acreage basis, offcctive as of ‘the daie of terminaiion of ine iease in-

volved ‘and the party who failed to make proper payment will no longer be credited with an interest in
the Contract Area on account of ownership of the lease or interest which has terminated. In the event
the party who falled to make the required payment shall not have been fully re\mbursed at the time of

the loss, from ihe plOCLCdS ‘of 'the sale of oil and gas aitribuiable 1o the lost interest, calcu‘ated on an

acreage basis, for the development‘and operatlng costs theretofore paid on account of &tch interest, it
shall be reimbursed for unrecovered actual costs theretofore paid by it (but not for its share of the
cost of any dry hole previously drilled or wells previously abandoned) from so much of the foliowing
as is necessary to effect reimbursement: ,

.(a) Proceeds of oil and' gas, less operating expenses, theretofore accrued to the credit of the lost
interest, on an acreage basis, up to the amount of unrecovered costs;

‘(b) Proceeds, less operating expenses, thereafter accrued atiributable to the lost 1ntercst on an
acreage basis, of that portion of oil and gas thercafter produced and marketed (excluding production
from any wells thereafter drilled) which, in the absence of such lease termination, would be atiributable
to the lost interest on an acreage basis, up {o the amount of unrecovered costs, the proceeds of said
portion of the oil and gas to be coniributed by the other parties in proportion to their respective in-
terests; and

(c) Any monies, up to the amount of unrccovcrcd costs, that may be paid by any party who is, or
becomes, the owner of the interest lost, for the privilege of participating in the Contract Area or be-
coming a party to this agreement.

3. Other Losses: All losses incurred, other than those set forth in Articles IV.B.1. and IV.B.2.
above, shall not be considered failure of title but shall be jcint losses and shall be borne by all parlies
in proportion to their interests. There shall be ne readjustment of interesls in the remaining portion of
the Contract Area. '

ARTICLE V.
OPERATOR

A. DESIGNATION AND RESPONSIBILITIES OF OPERATOR: s
BANDERA ENERGY COMPANY shail bc the
Operator of the Contract Area, and shall conduct and direct and have full control of all opera'hons on
the Contract Arca as permitted and required by, and within the limits of, this agreement. It shall con-
duct all such operations in a good and workmanlike manner, but it shall have no hablhty as Opmator
to -the other parties for losses sustainced or liabilities incurred, except such as may res_ull from gross
negligence or willful misconduet. T

-3 -
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B. Resignation or Retmoval of Opcrator and Scélection of Successor:

1. Resignation or Removal of Operalor: Operator may resign at any time by giving writien notice
thereof to Non-Operators. If Operator terminales its legal existence, no longer owns an interest in the
Contract Area. or is no longer capable of serving as Operator, it shall cease to be Operator without any
action-by Nen-Operator. except the selection of a successor. Operator may be removed if it fails or
refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in receivership,
by the affifmative vote of two (2) or more Non-Operators owning a majority interest based on owner-
ship as shown on Exhibit “A”, and not on" the number of parties remaining afier excluding the voting
interest of Operator. Such resignaiion or removal shall not become effective until 7:00 o’clock A.M.

“on the first day of the calendar month following the expiration of ninety (90) days after the giving of

notice of resignation by Operator or action by the Non-Operators to remove Operator, unless a successor
Operator has been selected and assumes the duties of Operator at an earlier date. Operator, after effect-

“ive’ date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of

a corporate-name or struciure of- Op rater or iransfer of Operator’s interest to any single subsidiary,
parent or successor corporation shall not be the basis for removal of Operator.

2. Selection of Successor Oberator:" Upon the resignation or removal of Operator, a successor Op-
erator shall be selected by the Parties. The successor Operator shall be selected from the parties bwning
an‘interest in the Contract Area at the time such successor Operator is selected. If the Operator that
is removed fails to vote or votes only to succeed itself. the successor Operator shall be selected by the
affirmative vofe of two (2) or more parties owning a majority interest based on ownership as shown
on Exhibit “A”, and not on the number of parties remaining after excluding thz voting interest of the
Operator that was removed. A

C. Employees:

The number of emeO)"-e‘es used by Operaior in condueting operat}éns hereunder, their Se]ection,
and the hours of labor and the compensation for services performed, shall be determined by Cperator,
and all such employees shall be the employees of Operator.

D. Drilling Contracts: -

‘All ‘wells drilled on the Contract Area shall be dnlled on a competmve contract basis at the usual
rates prevallmg in the area. If it so desires, Operator may employ its own tools and equipment in the
dnllmg of wells, bui its charges therefor shall not exceed the preval}mg rates in the area and the rate
of such charges shall be agreed upon by the parties in writing before ‘driliing operations- are cam-
menced, and such work shall be performed by Operator under the same terms and conditions as are
customary and usual in the area in contracis of independént contractors who are doing work of a sim-
ilar nature.

. ARTICLE VI
DRILLING' AND DEVELOPMENT

_A. Initial Well:

On or before the Y8t day of September- 19 81 Operator shall commence the drill-

ing of a well for oil and gas at the following location:

SE/4 of the ‘NE/4 of Section 27, T-16-8, R—35~E
Lea County, New Mexico

and shall thereafter continue the drilling of the well with due diligence to

12,800 feet or to a depth sufficient to test the Morrow formation; whichever
is the lesser.

“c

unless granife or other practically impenectrable substance or conditicn in the hole, which - renders
‘further drillifig impracitcal, is encountered al a Jesser depth or unless. all parhes agree lo complele or
abandon the well at a lesser depth. - S s

.‘.-. f
Operator shall make reasonable tests of all formations encountered during drilling which® §1ve in-
dication of containing oil and gas in quantities sufficient to test, unless this agreement shall bE limited
in its application to a specific formation or formalions, in which event Operator shall be requned to

test only the formation or formations to which this agreement may apply. oty

If. in Opcralor’'s judgment, the well will not produce oil or gas in paying quanmxes and S{ ‘wishes
to plug and abandon the well as‘a dry hole; it shall first secure the consent of all parties and shall
plug and abandon same as provided in Article VLE.1l. hercof. ‘ T

_4-
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B. Subscquent Operations:

1. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area
other than the well provided for in Article VLA, or to rework, deepen or plug back a dry hole drilled
at the joint expense of all parties or a well jointly owned by aill the partics and not then producing
in paying quantities, the party desiring to drill, rework, deepen or plug back such a well shall give the
other parties written notice of the proposed operation, specifying the work to be performed, the loca-
tion, proposed depth, objective formation and the estimated cost of the operation. The parties receiv-
ing such a notice shall have thirty (30) days after receipt of the notice within which to notify the -

- ‘pariies wishing to do the work whether they elect to participate in the cost of lhe proposed operation.

If a drilling rig is on location, notice of proposal to rework, plug back or drill deeper may be given
by telephone and the response period shall be limiied 1o forty-eight (48) hours, exclusive of Satnrday,
Sunday or legal holidays. Failure of a party receiving such notice 1o reply within the period above fixed
shall constitute an election by that party not to participate in the cost of the ‘proposed operation. “Any
notice or response given by ielephone shall be promptly confirmed in writing.

2. Operations by Less than A]l»PariieS’: "If any party receiving such notice as provided in Article

VLB.1. or VLE.1. elects not to ‘participate in the proposed operation, then. in order to be entitled 1o

the benefits of this article, the party or parties giving the notice and such other parties as shall elect
to participate in the operation shall, within sixty (60) days after the expiration of the notice period of
thirty (30) days {or as promptly as possible after the expiration of the forty-eight (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 diligence. Operator shail’ peiform all work for the account of ‘the
Consenting Parties: provided, however, if no drilling rig or other equipment is on location, and if Op-
erator is a Non- Consentmg Party, the Consenting Parties shall either: (a) réquest Operator to perform
the work- required by such proposed operation for the account of the Consenting Parties, or (b) desig-
nate one (1) of the Consenling Parties as Operator to perform such work.’ Conéenting Parties, when
conducting operahons on the Contract Area pursuant to this Artlcle VI B 2., shall comply with all terms
and conditions of this agreement. 2T

If less than all parties approve any ploposed operation, the proposing party, immediately after the
expiration of the apphcable notice perlud shali advxse the Consenling. Parties of {a) the {otal-intercst
of the’ partlés approvmg ‘such operatlon, and (b) its recommendatxon as to whether the Consentmg Par-
ties' should proceed with the operation as proposed. Each Consenting Party. within forty eight (48)

hours (exclusive of Saturday, Sunday or legal holidays) after receipt of such notice, shall advise the

- oronosmg nartv:of ite desireto {a) limil participation to such pariy’s inferest as shown on Exhibit “A”,

or (b) carry its proporiionate part of Non-Consenting Parties’ interest. The proposing party, at its
election, may withdraw such proposal if there is msuffxcnent participation. and shall promptly notify
all parties of such decision.

The entire cost and risk’ of conducting such opeyr -ations shall be borne by the Consenting Parties: in
thie proportions they have elected to bear same under the terras of the preceding paragraph. Consenting
Parties shall keep the leasehold estates involved in such operations frce and clear of all liens and
encumbrances of every kind created by or arising from the operations of the Consentmg 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 expense. If any well drilled, reworked. deepened or plugged back under the provisions
of this Article results in a producer of oil and ‘or gas in paying quantities, the Consenting Parlies shall
complete and equlp the well to produce at their sole cost and risk, and the well shall then be turned
over to Operator and shall be operated by it at the expense and for 1he account of the Consenting Parties.
Upon commencement of operations for the drilling, reworking, deepemng or plugging back of any such
well by Consenting Parties in accordance with the provisions of this Article, cach Non-Consenting Party
shall be deemed to have relinquished to Consenting Parties, and the Consenting Parties shall own and
be entitled to receive, in proportion to their réspective interests, all of such Non-Consenting Party's
interest in the well and share of production therefrom until the procceds of the sale of such shale,
calculated at the well, or market value thereof if such share is not sold (after deducting ploduchon
taxes, royalty, overriding royalty and other interests existing on the effective date hereof, parrable out of
or measured by the production frem such well aceruing with respecl to such interest until it reverts)
shall equal the total of the following: . ' :

(a) 100% of each such Non- Consenting\%‘t‘i’érty's share of the cost of any newly acquired surface
equipment beyond the wellhead connections (including, but nol jimited to, stock tanks, separators,
treaters, pumping equipment and plplng) plus 100% of each such Non-Consenling Party’s share of the

‘cost of operation of the well commencing with first production and continuing until cach sich Non-

Consenting Party’s relinquished interest shall revert to it under other provisions of this Article, i being
agreed that cach Non-Consenting Parly’s share of su¢h cosls and equipment will be that interest which

. would have been chargeable to cach Non-Consenting Party had it participated in the well from the be-

ginning of the opcralion: and

(b) 300_% of that portion of the co«lb and expenses of drilling reworking, deepening, or plugping
back, testing and completing, after deducting any cash contribations received under Article VIILC., and
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300__% of that portion of the cost of newly acquired equipment in the well (to and including the well-
head connections), which would have been chargeable o such Non-Consenting Party if it had parlici-
pated therein.

Gas production attributable to any Non - Cousenting Party’s relinquished interest upon such Party's
clection, shall be sold to its purchaser, if available, under the terms of its existing gas sales con-
tract. Such Non - Consenting Parly shall direct its purchaser to vemit the proceeds receivable from
such sale direct to the Consenting Parties until’ the amounts provided for in this Article are recov-
ered from the Non - Consenting Party’s relinquished interest. If such Non - Consenting Party has not
contracted for sale of its gas al the time such gas is available for delivery, or has not made the elec-
tion as provided above, the Consenting Parties shall own and be entitled to receive and sell such Non-
Consenting Part§’s share of gas as hereinabove provided during the recoupment period.

. During the period of time Consenting Parties are entitled to receive Non-Consenting Party’s share
of production, or the proceeds thercfrom, Consenting Parties shall be responsible for the payment of
all production, severance, gathering and other laxes, and all royally, overriding royaliy and other
burdens applicable to Non-Consenting Party’s share of production.

<

In the case of any reworking, plugging back or deeper drilling cperation, ihe Consenting Parties shall

be permitted to use, free of cost, all casing, tubing and other equipment in the well, but the owneiship of
all such equipment shall remain unchanged: and upon abandonment of a well after such reworking,
plugging back or deeper drilling, the Consenting Parties shall account for all such equipment to the

“ owners thereof, with each party receiving its proportionate part in kind or in value, less cost of

salvage.

Within sixty (60) days after the completion of any operation under this Article, the partv con-
ducting the operations foi' the Consenting Parlies shall furnish each Non-Consenting Party with’ an in-
ventory of the equipment in and connected to the well and an itemized statement of the cost of drilling,
deepening, plugging back, testing, completmg, and equipping the well for production; or, at its option,
the operéting party, in lieu of an itemized statement of such costs of operation. may submit a detailed
statement of month]y b)llmgs Each month thercaftel dunng the t)me the Consentmg Parties are being

ish the Non- Consenhng Paxtxes wnh an uemlzed statement of a]l costs and habllntles ‘incurred in the
_operation of the well, together with ¢'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. In dotormining the gquantity of oil and . gas produced during any month, Consenting Parties

shall use industry accepted methods such as, but not limited to, metering or periodic well tests. Any
amount realized from the sale or other disposition of equipment newiy acquired in connection with any
such operation which would have been owned by a Non-Consenting Party had it participated therein
shall be credited against the total unreturned costs of the work done and of the equipment purchased,
in determmmg when the inferest-of such Non-Consentirg Party shall revert to it as above provided;
and if there is a credit balance, it shall be paid to such’ Non-Consenting party.

If and when the Consenting Parties recover from a Non-Consenting Partys relinquished interest
the amounts pxov:ded for above, the relinquished interests of such Non- Consenting Party shall auto-
matically revert to it, and, from and after such reversion, such Non-Consciiting Party shall owr the same
interest in such well. the material and equipment in or pertaining thereto, and the production there-
from as such Non-Consenting Party would have been entitled to 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
accordance with the terms of this agreement and the Accounting Procedure, attached hereto.

‘Notwithstanding the provisions of this Article VI.B.2, it is agreed that without the mutua) consent
of all parties, no wells shall be comp!éled in or produced frem a source of supply from which a well
located elsewhere on the Contract Area is producing, unless-such well conforms to the then-existing
well spacing pattern for such source of supply. ‘;_

The prowsnons of thls Article shall have no apphcahon whatsoever to the drilling of the initial

““Twell “described in~Article vxn""exccpt {a) when Oplion- 2 Article VILD.L, has been m‘nﬂ*oﬂ' or_{h)

to the reworking, deepening and p!uggmg back of such initial well, if such well is or thereafter- shall
prove {o be a dry hole or non-commercial well, after having been dritled to the depth specified u} "frticle
VLA, :

C. Right to Take Production in Kind:

Each party shall have the right lo take in kind or separalely dispose of its proporfxona{? share of
all oil and gas produced from the Confract Arca, exclusive of production which may he used - m de-
velopment . and producing operations ‘and in preparing and treating oil for m'nkolmg purpmcs ‘and
production unavoidably lost. Any exira expenditure incurred in the taking in kind or scparate dispo-
sition by any party of its proportionate share of the production shall be borre by such parly. Any
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) party taking its share of production in kind shall be required to pay for only its’ proportionate share
2 of such part of Operator’s surface facilities which it uses.
3 .
4 Each party shall execute such division orders and contracls as may be necessary for the sale of its '
.5 _ interest in production from the Contract Arca. and. except as provided in Article VILB., shall be entitled
6 to reccive payment direet from the purchaser thereof for its share of ail prodiiction.
7 .
8 In the event any parly shall fail to make the arrangements necessary to take in kind or scparately
8 dispose of its proportionate share of the oil and gas produced from the Contract Area, Operator shail have
10  the right, subject t6 the revocation at will by the party owning it, but not the obligation, to purchase such
. 11  oil and gas or sell it to others at any time and from time to time, for the account of the non- taking
K 12 palt_v at the best price obtainable in the area for such production. Any such purchase or sale by Op-
13 erator shall be subject always to the right of the owner of the production 1o exercise al any time its
14 right o take in Kind, or separately dispose of, its share of all oi! and gas not previcuély delivered to a
15  purchaser. Any purchase or sale by Operator of any other party's share of oil and gas shall be only for
16  such reasonable periods of time as are consistent with the minimum needs of the industry under the
L 17 particular circumstances, but in no event for a period in excess of one (vl) year. Notwithstanding the
o 18  foregoing, Operater shall not make a sale, YKXKIXHUXX XXX into interstate commerce, of any other party's
5 19 share of gas production without XKXXKNNXX0KN XU KXIX KX XNNRN X AR X XRUKK 0HH KX XX XU RREHASHK
L 20 ¥R¥X securing approval of said-party.
e 21 '
22 In the event one or morée parties’ separate disposition of its share of the gas causes split-stream de-
23  liveries to separate pipelinés and or deliveries which on a day-to-day basis for any reason are not
24 exactly equal fo a party’s respective proportionate share of total gas sales o be allocated to it, the
25 . balancing or accounting belween the respective accounts of the parties shall be in accordance with
: 26 any Gas Balancing Agreenient between the’ parties ‘hereto, whether such Agreement is attached as
F ; 27  Exhibit “E”, or is a separate Agreement.
i 28
29 D. Access to Contract Area and Information:
: 30 : .
o i- 31. . Each party shall have access to the Contract Area at all reasonable times, at its sole risk to inspect
32 or observe operations, and shall have access at reasonavle iimes iv infoimafion portaining to the de-
; .33 velopment ‘or ‘operation thereof. inciuding Operator’s books and records ’relatmg _theréto. Operator, upon
34  request, shall furnish each of the other parties with copies- of all forms or reports filed with govern-
35 mental agencies, daliy drilling reports, well logs {ank tables, daily’ gauge and run tickeis and reports
36 of slock on hand at the first of each month, and shall make available samples of any cores or cuiiings - S
37 taken from any well drilled on the Coniract Area. The cost of gathering and furnishing information to
' 38 Non-Operator, other than that specified above, shall be charged to the Non-Operator that requests the
39 information.
40
41 E. Ahandonment of Wells:
42 ’
43 1. Abandonment of Dry Holes: Except for any well drilled pursuant to Article VL.B.2., any well
44 which has been drilled under the terms of this agreement and is proposed to be compieted as a dry hole
45 shall not be plugged and abandoned without the consent of all parties. Should Operator, after diliglent
46  effort, be unable to contact any party, or should:any parly fai)l to reply within forty-eight (48) hours
47  (exclusive of Saturday, Sunday or legal holidays) afier receipt of notice cf the proposal to plug and
48 abandon such well, such party shall be deemed to have consented 1o the proposed abandonment. “Al
49  such wells shall be plugged and abandoned in accordance with applicable regulations and at the cost,
50 risk and expense of the parties who participated in the cost of drilling of such well. Any parly who ob-
51  jects to the plugging and abandoning such well shall have the right to take over the well and conduct
52 further operations in search of oil and or gas subject to the provisions of Article VLB.
53 '
54 2. Abandenment of Wells that have Produced: Except for any well which has been drilled or re-
j 55  worked pursuant to Article VI.B.2. hereof {iir which the Consenting Parties have not been fully reim-
’ 56 bursed as thercin provided, any well which has been completed as a producer shall not be plugged and “ l
57 abandoned witksut the consent of all parties. If all parties consent to such abandonment, the well shall J
|

i 58 5& plugged znd sbandoned in accordance with apphcable regulations and at the cost, risk and expense
! ; 59 of all the parties hereto. 'If, within thirty (30) days after receipt of notice of the proposed abandonment
} ' 60 of such well, all partics do not agree fo the abandonment of any well, those wishing to conhnue ite op-
,’ ) 61 eration shall fender to each of the other parties its proportionate share of the value of the well’s salvable
! material and equiprient, delermined in accordance with the provisions of Exhibit *C", less the cs.lmaled
63 cost of salvaging and the eslimated cost of plugging and abandoning. Each abandonmg pmty shall
] 64 assign to the non-abandoning parties, without warranty, express or implied, as to title or as to quanmy.
65 quality, or fitness for use of the equipment and mafterial, all of its inferest in the well and related cquip-
66 ment, together with its interest in the leaschold estate as to, but only as to, the interval or intervals of the

67 formation or formations then open to production. %Mﬂmnﬁamngﬂmﬂﬁwm
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“BY. The assignments or leases so limited shall encompass the “drilling unit” upon which the well is
located. The payments by, and the assignments or lcases Lo, the assignces shall be in a ratio based upon
the relationship of their respective percentages of participation in the Contract Arca to the aggregate of
the percentages of participation in the Contract Area of all assignees. There shall be no readjustment
of interest in the remaining portion of the Contract Area.

Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the op-
eration of or..production from the well in the interval or intervals then open other\!han the royalties
retained in any lease made under the terins of this Article. Upon request, Operator shall contlinue fo
operate the assigned well for the account of the non-abandoning parties at the rates and charges con-
temp]ated by this agleement plus ary additional cost and charges which may arise as the result of
the separate owiiership of the assigned well.

. ARTICLE VIIL
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

The lability of the parties shall be several, not joint or collective. Each party shall be responsible
only for its obligations, and shall be liable only for its proportionate share of the costs of developing
and operating the Contract Area. Accordingly, the liens granted among the parties in Article’ VIL.B. are
given to se'c‘-ure only the debts 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, o1 to render the

parties liable as partners.
B. Liens and Payment Defaults:

Each Non- Operaton glants to Operator a lien upon its oil and gas rights in the Contract Area, and a
secunty mterest inits shax‘e of oil -and or gas when extracted and its interest in“all’ equlpment to secure
payment of its share of expense togethel with interest theleon at the rate provided in the Accountmg
Procedure attached hereto as Exhlblt “C”. To the extent that Operator has a securlty interest under the
Umt‘orm Commercial Code of the State Operator shall be entitled to exercnse the rights and remedies

of a secured ‘party under the Code:-The bu‘ug:ug of 'a’suit and the uutanuug ux JngluL(u u_y \th:tal.Ul

for the secured indebtedness shall not be deemed an election of remedies or ‘otherwise affect the lien

. rights or security interest as security for the payment thereof. In addition, upon default by any Non-

Operator in the payment of its share of expense, Operator shall have the right, without prejudice to
other rights or remedies, to collect from the purchaser the proceeds from the sale of such Non-Operator's

+share of oil and or gas until the amount owed by such ‘Non-Operator, plus interest has been paid.” Each

purchaser shall be entitled to 1e]y upon Operator’s writlen statement concerning the amount of any de-
fault. Operator grants a like lien and security interest to the Non-Operators to secure payment of Op-
erator’s proportionate share of expense.

If any party fails or is unable to pay its share of"(‘:xpense within sixty (60) days after réndition of
a statement therefor by Opferator. the non-defaulting parties. including Operator. shall. upon request by

‘Operator, pay the unpaid amount in the proportion that the interest of each such party bears to the in-

terest of all such parties. Each party so paving its share of the unpaid amount shall. to obtain reimburse-
ment thereof. be subrogated to the sccurity rights described in the foregoing paragraph.

C, Pavments and Accounting: -

"Except as herein otherwise specifically provided. Operator shall promptily pay and discharge expenses
incurred<in the development and operatioh of the Contract Area 'ﬁuu'suaht to this agreement and shall
charge each of the parties hereio with their respeciive proportionate shares upon the expense basis pro-
vided in the Accounting Procedure attached hereto as Exhibit “C”. Opelaton shall keep an accurate

record of the joint account “hereunder. showmg expenses ‘incurred and chalges and credits made and

Operator, at its clection, shall have the right frem.lime to time to demand and receive h;'om the
other parties payment in advance of their respective shares of the estimated amount of the expense to
be incurred in operations héreunder during the next succeeding month, which right may be exercised oniy
by submission to cach such party of an itemized stalement of such cstimated expense, togetHer with
an invoice for ils share thercof. Each such stalement and invoice for the pavment in advance"o'f esli-
mated cxnons(e shall be submitted on or before the 20th day of the next preceding month, Each par!y
shall pay to Uperalor its proportionate share of such estimate within fifteen (15) days aftcn tuch es-
timate and invoice is received. If any party fails to pay its share of said estimate wilhin said {ime, the
amount: due shall bear interesl as provided in Exhibit “C" until paid. Proper adjustment shall be
made monthly between advances and actual expense to the end that cach party shall bear and pay its
proporlionaté share of actual expenses incurred, and no more.

-8-
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D. Limitation of Expenditures:

1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, ex-

“cepl any welldrilled-or deepened pursuant to the provisions of Article VI.B.2. of this Aglcement 1t bemg

understood that the consent to the dul]mg or deepening shall include:

X1 Option No. 2: All necessary expenditures for the dnllmg or deepemng and teslmg of the well. When
such well has reached its authorized depih, and all tests have been completed, Operator shall give im-
madiate notice to the Non-Operators who have the right to participate in the completion costs. The parties
receiving such notice shall have forty-eight (48) hours (exclusive of Saturday Sunday and legal holi-
days) in which to elect 1o participate in the setting of casing and the complellon attempt. Such election,
when made shall include consent to all necessary expenditures for the completing and equipping of such
well, mcludmg necessary tankage and/or surface facilities. Failure of any party receiving such notice
to reply within the period above fixed shall constitute an election by that party not to participate in
the cost of the completion attempt. 1f one or more, but less than all of the parties, elect to set pipe and
to attempt a completion, the provisions of Article VI.B.2. hereof (the phtase “reworking, deepening or
plugging back' as contained-in Aniicle VI.B.2. shall be deemed to include “completing”) shall apply to

" the operations thereafter conducted by less than all parties.

‘

2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged
back except a well reworked or plugged ‘back pursuant to the provisions of Article VI1.B.2. of this agree-
ment, it being understood that the consent to the reworking or plugging back of a well shall include
consent to all necessary expenditures in conducting such operations and completing and equipping of
said well, including necessary tankage and/or surface facilities.

Other”OperationS' Operator shall not undertake any single project reasonably estimated to reQuiré

T an expenuuum... cneess of Fifteen. 'Ihousand Dollaru-"-;':--'—:-.--—-{)o!lars ($.15,000.00 b))

except in connection with a well, the drilling, rewor kmg, deepening, completing. recompieiing, or piig- ’
ging back of which has been previously authorized by or pursuant to this agreement provided, how-
ever, that, in case of explosnon fire, flood or other sudden emergency, whether of the same or different
nature, Operator may ‘take such steps #nd ineur such expenses as in its opinion are required to deal with

" the emergency to safeguard life and property but Operator. as promptly as possible, shall report the emer-
gency to the other parties.  If Operator prepares “Authority for Expenditures” for its own use,
‘Operafor, upon request, .shall furnish copies of ils “‘Authority for Expenditures” for any sinfle project

costing in excess of Fifteen Thousand Dollarg————~——= Dollars ($ ]5,000.00 ).

- E. Royalties, Overriding Royalties and Other Pé_vmé’nts:

Each party shall pay or detiver, or cause to be paid or de]fvered. all royalties to the extent of
18.75% due on its share of production and shall hold the other parties free

from any liability therefor. ~If the interest of any party in any oil and gas lease covered by this agree-
ment is =ub1ect to any rovalty overriding royalty, productlon payment, or other charge over and above
the aforesaid royally, such party shall assume and alone bear all such obligations and shall account
for or cause to be accounted for. such m(eresl t{o the owners thereof.

No party shall ever be responsible, on any price basis higher than the price received by such party,
to any other party's lessor or royalty owner; and if any such other party’s lessor or royalty owner should
demand and receive settlements on a higher price basis, the party contributing such lease shall bear the
royalty burden insofar as such higher price is concerned.

F. Rentals, Shut-in Well Payments and Minimum Royallies:

) Rentals, shut-in well paymentis and mitimum royalties Whl(.‘h may be 1cqu:rcd under the &elms of
any lease shall be paid by !he parly or pdluna who subjected snch !ease to this agreement at its nr !helr

agreement such parties may designate one of such parties to make said paympnls for and on behplf of ali
such parties. Any party may request, and shall be entitled to receive, proper evidence of all subh pay-
ments. In the event of failure to make proper payment of any rental, shut-in well payment or m)mmum
royally through mnstdke or oversight where such payment is required fo continue the lcase ’in force, --
any loss which results from such non- payment shall be boyne in accordance with the provmons Artlcle

P

1IVv.B.2

?
} rasi v
“Operator shall notify Non-Operator of the anticipated completion of a shui-in gas ;v\,!';, or}hé»éhu!-
ting in or return to produciion of a producing gas well, at least five (5) days (excluding Salurd?y, Sun-
day and holidays), or at the carliest opportunity permitted by circumstances, prior to‘{akmg such action,
but assumes no liability for failure to do so. In the cvent of failure by Operator’ 1o so notify Non-
Opcrator, the loss of any lease contributed hereto by Nan-Operator for failure to make tim ely payments

-0 -
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of any shut-in well payment shall be borne Jointly by the parlieg hereto under the provisions of Article
IV.B.3.

G. Taxes:

Beginning with the first calendar year after the effective date hereof, Operator. shal) render foradg

valorem taxation all_property. su}.xjectrreo'this*agleement which by Jaw should be rerdered for such

taxes, and it shal) pPay all such taxes assessed thereon before they become delinquent. Prior to the ren-
dition date, each Non-Operator shall furnish Operator information as to burdens (to include, but not be
limited to, royalties, overriding rovalties and prodiuction pPayments) on leases and 0il and gas interesis con-
tributed by such Non-Operator. If the assessed valuation of any leaschold estate is reduced by reason of its
being subject to outstanding excess royalties, overriding royalties or production payments, the reduction in
ad valorem taxes resulting therefrom shalj inure to the benefit of the owner or owners of such leasehold
estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such

parties agree to abandon the protest prior to fina) determihétion_. During the bendency of administrative
or judicial proceédings, Operator may elect to pay, under brdtest, all such taxes and any interest and
Penalty. When any such protested assessment shall have been finally determined,‘ Operator shajl pay
the tax for the joint account, together with any interest ang penalty'accrued, and the total cost shall then
be assessed against the parties, and be raid by them, as provided in Exhibit “cn,

Each pirty shal pay. or cduse to be pafd all prqductiqn, severance, gathering and siher taxes im-
posed upon“or with respect to the produciion op ha:idling of such Party’s share of oil and/or gas pro-

H. Insdrance:

At all tirhes while operz;tions are cdnducted ,‘hereUnder, Operatoxfsha]l comply with the Worlimeonts
Compensation Law of the State where tha ereratisng src being conducted; provided, however, that ‘Op-

€faivr may; be a self-insurer for liability under said compensation laws in which event the only ‘charge

that shall be ‘made to the joint account shall be an amount equivalent to the prér’niumrwhich would have
~ been paid had such insurance been ‘obtained. Operator shall also ecarr or provide insurarice for ‘the

benefit of the joint account of the parties as outlined in Exhibit “D", attacheéd to and made a part hereof.
Operator shalj require all contractors engaged ip work on or for the Contract Area {o co'mply with the
Workmen's Compensation Law of the State where the operations are being conducted and to maintain

» ARTICLE v,
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A Surrender of Leases:

However, shduld ‘émy party desire to surrender itsllinterest in any lease oy in any portion thereof, and
other parties do not agree or consent t_heretd, the party desiring to surrem_ier shall assign, without e‘)spress

or implied warranty of title, all of its interest in such lease, or portion thereof, and any well, material and

éruing,
but not theretofore accrued, with respect to the acreage assigned and the operation of any wg_u‘\ {ﬁ’ reon,
and the assigning party shalj have no further interest in the lease assigned and its oquip[h‘;ent'fa‘\n;pro-

. . . . . I3 AT
duction, STt edin—tmyeasethudetndertle termoefthis-Andale The'parties

> j £, !
assignee shall bay to the party assignor the reasonable salvage value of the latter's intc_r‘e.s_t m'ﬁnyt vells
: PN A W
and equipment on the assigned dcreage. The value‘ol’ all material shall be delermineaif_n ncgqrda:nce
with the provisions of Exhibit “C”, less ihe estimated cost of salvaging and the estimated ‘¢ost of plug---

ging and ahandoning. ii the assignment s in favor of more than one party, the assigned interest shall :

-10 -
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1 be shared by the partics assignee in the proporiions that the interest of each bears to the interest of all
2  parlies assignee, ’
3 . _
4 Any assignment or surrender made under this provision shal) not reduce or change the assignor's or
5 surrendering parties’ interest, as it was immcdialcly before the assignment, in the balance of the Contract
6 Area: and the acreage assigned or surrendered, and subsequent operations ihereon, 9hall not thereafter
o n 7 __be subject_to the terms and provisiens of this agreement.
8
9 B. Rencwal or Extension of Leases:
10 ,
11 If any party secures a renewal of any ¢.l and gas lease subject to this Agreement, all other parties i}
12  shall be notified promptly, and shall have the right for a period of thirty (30) days following receipt
13 of such notice in which to elect to participate in the ownership of the renewal lease, insofar as such
s s 14  lease affects lands within the Contract Area, by paying to the party who acquired it their several proper
B : 15 proportionate shares of the acquisition cost allocated to that parl of such lease within the Contract Area,
16 which shall be in proportion to the interests held at that time by the parties in _the Contract Area.
17
‘18 If some, but less than all, of the parties elect to parhcnpate in the purchase of a renewal lease, it
s 18 shall be owned by the parties who elect to participate therein, in a ratio based upon the relationship of
, . 20  their respective percentage of participation .in the Contract Area to the aggregate of the percentages

g
—

< of participation in'the Contract Area of all parties participating in the purchase of such renewal lease.

22 Any‘renewal lease in which less than all parties elect to participate shall not be subject to this agreement.
~— 23 _ , , ,

24 Each party who participates in the purchase of a renewal lease shall be given an assignment of its

25 proportionate interest therein by the acquiring party.

26

A The provisions of this Article shall apply to renewal leases whethel they are for the entire interest

28 covered by the expiring lease or cover only a portion of its area or an ifiterest therein. Any renewal lease
i 29  taken before the expiration of its predecessor lease, or taken or contracted for within six (6) months after
o 30 the expiraticn of the existing lease shall be subject 16 this provision: but any lease taken or contracted
31 for more than six (6) months after the expiration of an existing lease shall not be deemed a renewa!
32  lease and shall not be subject to the provxsxons of this agreement.

34 The provisions .in this Article shall apply also and in like manner to extensions of 01l and gas
" 35 leases. L
36 C. -ACREAGE OR CASH CONTRIBUTIONS

38 toward the drilling of a "well or any other operation on “the Contract Area, such :
39 contribution shall be paid to the party who conducted the drilling or other operation -
40 and shall be applied by it against the cost of such drilling or other operation.

R 4) If the contribution is in the form of acréage, the party to whom the contribution

- © 42 is made shall promptly execute an assignment of the acreagje without warranty of title

43 to all parties in proportion to their interest in the Unit Area at that time, and

44 such acreage shall becomeé a part of the Unit Area and be governed by all the provisions

45 of this contract.- -Each party shall promptly notify all other parties of all acreage

46 - Or money contributions it may obtain in support of any well or any other operation

5 47 on theé Unit Area.. When any contribution is contingent upon the completion of any

o 48 one or more operations in which all of the parties hereto do not participate through

fe 49 the earning of such contribution, the contribution shall belong solely to those parties

: 50 who participated in all steps of the operation constituting such condition precedent

and any party not participating in all steps of such condition precedent shall not

1_ “ % 37 If any party receives while this agreement is in force,a contribution of cash

i
“ 2; recieve any part of such contribution. ;
53 ~If any party contracts for any consideration relating to disposition of such party s
g 54 share of substances produced hereunder, such consideration shall not be deemed‘a :
55 contr1but1on as contemplated in this Article VIII.C. _
56 D, SUBSEQUENTLY CREATED INTEREST: ‘ - ) 4
57 Notwithsianaing Tthe provisions of Article VIILE. and VILG., if any party hereto shall, sugéequenl :

58 1o execution of this agreement, creale an oveniding royalty. production payment, or net plocecds inter-

59  est which such interests are hersinaiier referred io as sibsequently created’ interest”, such subsequcnlly '
60 created mterest shall be specifically made subject to allof the terms and provisions of this agreement. as

61 follows: .
62 T
63 1. If non-consent operatians are conducted pursuant to any provision of thv: aglecmenl and the

64 party conducting such operations becomes entitled to reccive the production attributable’tp the interest
65 out of which the subsequently created interest is derived, such party shall rveceive same free and clear
‘66 of such subsequently crcated interest. The party creating same shall bear and pay all such sub:::equ‘cnﬂy

<

87 crecated interests and shall indemnify and hold the other parties hereto free and harmless. ﬁom any and

e

"'f8  all liability resulting therefrom. e f AL e e
1)
- 70
- -11-
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2. If the owner of the inlerest from which the subsequently created intevest is derived (1) fails to
pay. when due, its share of expenses chargeable hercunder, or (2) elects to abandon a well under pro-
visions of Article VLE. herveof, or (3) clects to surrender a lease under provisions of Article VIILA.
hereof. the subsequently created interest shall be chargeable with the pro rata portion of all expenses
hereunder in the same manner as if such interest were a wo1k|ng interest. For purposes of collecting
such chargeable expenses. the parly or parties who-receive assignments as a result of (2) or (3) above

_shall have the right to enforce all provisions of Article VILB. hereof against such subsequently created

interest.

E. Maintenance of Uniform Interest:

o ' - o . c i . a . ] 1 inteno
eoneied-by-—this-agissmenl—and-nohvithstanding—any—otholprovisions—to-the-conttasy No party shall

sell, éncumber, transfer or make other disposition of its interest in the leases embraced within the Con-.
tract Area and in wells, equipment and production unless such-dispesition—covers—cither:

Brery Suchsale, encunibrance, transfer or other disposition made by any party shall be made ex-
pressly subject to this agreement. and shall be made without prejudice to the right of the other parties.

If, at any time the interest of any party is divided among and owned by four or more co-owners,
Operator, at its discretion, may require such co-owners to appoint a singlé trustee or agent with full
authority to receive notices, approve expendltures receive billings for and approve and pay such party’s
share of the joint expenses, and 1o deal generallv with, and with power to bind, the co-owners of such
party’s interests within the scope of the operatnons embraced in this agneemenf., however, all such
co-owners shall have the right to eiter into and execute all contracts or agreements for the disposition
of their respective shares of the 0il and gas produced ‘from the Contract Area and they shall have ‘the
right to receive, separately, payment of the sale proceeds hereof.

F. Waiver of Right to Partition:

If permitted by thé laws of the state or states in which the properly covered hereby is located, each
party hereto owning an undivided interest in the Contract Area waives any and all rights it may have
to partition’ and have set aside to it in severslty its iindivided interest therein : -

<

SRt itY—pPa Sie 8 e a < . Py > € ~am=gaivye ag O 24 - grd

interests in the Contract Area. it shall promptly give written notice to the other pa’i‘l’i“es,.\" 1 infor-

" mation concerning its proposed sale, which shall include the name and address_af#1€ prospective pur-

chaser (who must be ready, willing and able to purchase), the purchage-fice, and all other terms of
the offer. The other ‘partie‘s shall then have an optional prior+ght, for a period of ten (10} days after
receipt of the notice, to purchase on the same terms_aad™conditions the interest which the other party
proposes to sell; and, if this optional righl ie~Txercised, the purchasing parties shall shareﬁthe pur-
chased interest in the proportions theat"the interest of each bears to the tofal interest of all purchasing
parties. However, there shalBe no preferential right to purchase in those cases where any parly wishes
to mortgage its_in ests, or {o dispose of its interests by merger, reorganization, consolidation, or sale
of all_gs—stibstantially ‘all of its assets to a subs‘idiary“‘or parent company or to a subsidiary of a parent

O or-a v pary VYRi€ B § Sirew 8

v ra 7S

N ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create, and shall not be consirued to create, a relationship of part-
nership or an association for profit between or among the parties hereto. Notwithstanding any pro-
visions hereln that the rights and liabilities hereunder are several and not joint or collectlve or that this
sgreement and operations hercunder-shall- nol-constitule @ parinership, ify {for Federal income ;ax pur-
poses, this agreement and the.operations hereunder are regarded as a parinership, each party hcreby
affected elects to be excluded from the application of all of the provisions of Subchapter “K”,’ ¢ }?apter
I, Subtitle ““A”, of the Intérnal Revenue Code of 1954, as permitied and authorized by Secuon* 761 of
the Code and the rcguldllons promulgated thereunder. Operator is authorized and dlreclcd to caecu!e on
behalf of each party hereby affected such evidence of this clection as may be required by lhe Sccnetary
of the Treasury of the United Siates or the Federal Internal Revenue Service, including” spocm'éiﬂly but
rot by way of limitation, all of the returns, statements, and the data required by Fedcral chula-

tions 1.761. Should there be any requirement that cach party hereby affected give iulﬁlel eudencc ‘of
- {his "eleéetion, each 'such parly shall exccute such documents and furnish such other ov:dcnco as may be !

required by the Federal Internid Revenue Scervice or as may be necessary to evidence this cléclion. No

- 12 -
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such party shall give any notices or take any other action inconsistent with the election made hereby.
If any present or fulure income tax laws of the state or states in which the Contract Area is located or
any future income tax laws of the United States contain provisions similar to those in Subchapter “K”,
Chapter 1, Subtitle “A”. of the Internal Revenue Code of 1954, under which an election similar {o that
provided by Section 761 of the Cade is permitled, each party hereby affected shall make such election as
may be permitted or required by such laws. In making the foregoing election, each such party states that
the income derived by such party from Opcrations hereunder can be adequately determined without the
computation of partnership taxable income.

ARTICLE X. .
CLAIMS AND LAWSUITS

Operator may settle any smgle damage claim or suit arising from operations hereunder if the ex-
pendilure does not exceed Tén Thousand Dollars and no/lOOths h Dollars
($ 10,000, 00 ) and if the payment is in complete settlement of such claim or suit. If the amount
required for settlement exceeds the above amount, the parties hereto shall assume and take over the
further handling of the claim or suif, unless such authorily is delegated to Operator. All cosis and ex-
pense of handling, seitling, or otherwise dischargiﬁg such claim or suit shall be at the joint expense
of the parties. If a claim is made against any parly or if any party is sued on account of any matter
arising from operatlons hereunder over which such individual has fio control because of the rights given
Operator by this agreement, the party shall immediately nolify Operator, and the claim or suit shall
be treated as any other claim or suit involving operations hereunder. ‘

ARTICLE XL
FORCE MAJEURE

If 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
other parties prompt wriftén notice of the force majeure with reasonably full ‘pérticulars concerning it;
thereupon, the obligations of the party giving the notice, so far as they are affected by the force majeure,
shall be suspended during, but no longer than, the continuance of the force majeure. The affected party
shall use all reasonable diligence to remave.the force majoure situation as quicKiy as practicable.

The requireinent that any force majeure shall be remedied with all reasonable dispatch shall not
require the seltlement of strikes, lockouts, or other labor difficulty by the party involved, contrary. toits

. wishes; how all- such”difficulties shali be handied shall be énhrely within the discretion of the party

concerned.

The term "foxce ma]eure". as here employed shall mean an act of God strike. lockout, or other
industrial dxsturbano) b act of the public enemy, war, blockade, public riot, hghtmng, fire, storm, flood,
explosion, governmemal action, gevernmental delay, restraint or mactxon unavailability of equipment,
and any other cause, whether of the kind specifically enumerated above. or otherwise, which is not
reasonably within the control of the party claiming suspension.

ARTICLE XIL
NOTICES

All notices authorized or required between the parties, and required by any of the provisions of
this agreement, unless otherwise specifically provided, shall be given in writing by United States mail
or Western Union telegram, postage or charges prepaid, or by teletype, and addressed to the party to
whom the notice is given at the addresses listed on Exhibit “A". The originaling nolice given under any
provision hereof shall be deemed given only when received by the party to whom such notice is directed,
and the time for such party fo give any nofice in résponse thereto shall run from the date the originat-
ing notice is recewed The second or any responsive notice shall be deemed given when deposited in
the United States mall or with the Western Union Telegraph Company, with postage or charges prepaid,
or when sent by teletype. Each party shall have the right to change its address at any time, and from
time to time, by giving written notice hereof to all other parties.

-~ - ARTICLE XIil. :
TERM OF AGREEMENT : ke
!\.

This agreement shall remain in iull force and effect as to the oil and gas leases and. or oil and, gas in-
térests subjecled herelo for'the period of time sclected below; provided, however, no. pdrly heu:!lo shall
ever be construed as having any right, title or interest in or to any lease, or oil and gas 1nlelest con-
tributed by any other party beyond the term of this agreement. :<;, s o

:. - :,:_“
KX Optlon No. 1; So long as any of the oil and gas leases subject to "this ameemont xomam o1 "aie con-

__tinued in force as to any partof the Contract Area, whether by productlon extension, leneWﬂl or other-

wise, and/or so long as oil and/or gas production continues from any lease or oil and gas interest.

-13-
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erations have.been completed and if produclion res

F—OpHen—No~d—Itn—the—eveni—the—well-deseribed—i—ArticleVEAr—or-any—sttbye
under any provision of this agreement, results in production of oil and ‘or gas in paying quapWtfes, this
agreement shall continue in force so long as any such well or wells produce, or are )
tion, and for an additional period of _days from cessation of all pro fon; provided, however,
if, prior to the expiration of such addiliqnél period, one or more o parties hereto are engaged in
drilling or reworking a well or wells hereunder, this agreer shall coniinue in force until such op-
herefrom, this agreement shall continue in
escribed in  Article VLA, or any subsequeni well
7and no other well is producing. or capable of producing oil
rea, this agreement shall terminate unless drilling or reworking opera-
in___ days from the date of abandonment of said well.

force as provided herein. In the event the
drilled hercunder, results in a dry
and. er gas frem the Contrasty—
tions are commenced wi

-hgreed, however, that the termination of this agreemerit shall not reheve any party hereto from

ARTICLE X1V,
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders: .

This agreement shall be subject to the conservation laws of the state in which the committed
acreage is located, 1o the valid rules, regulations, and orders of any diily conslituted regulatory body of
said state: and to, all dther applicable federal, state, and local laws, ordinances, rules, reg\;lattons and
orders.

B. Governing Law:

The essential validity of this agreement and all matters pertammg thereto, including, but not lim-
1ted to, matters of perforinance, non-perfmmance breach, remedies, procedures, rwhts duties and in-
terpretahon or construction, shall be govemed and determinéd by the law of the state in which the
Contract Area is located. If the Contract Area is in two or more states, the law of ‘the state where most
of the land in the Cpntract Arvea is located shall govern. L

ARTICLE XV.
OTHER PROVISIONS

NONE

- 14 -
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ARTICLE XVI.
MISTCELLANEOUS

This agreement shall be binding upon and shal) inure to the benefit of the parlies hereto and to their

respective  heirs, devisees, legal rcpresenlaiives, successors and assigns,

This instrument may be executed in any number of counterparts, each of which shall be considered -
- an original for all purposes.

IN WITNESS WHEREOF, this agreement shall be effeclive as of day of

—

19

OPERATOR
BANDERA ENERGY COMPANY

NON-OPERATORS

Marathon 0il Company

BY:

J.M. Huber Cofporation

BY:

PO N M




Part I

Part 1IX

EXHIBIT "'A"

Attachked to and made a part of that certain Operating Agreement

dated May 15, 1981, by and between Bandera Energy Company as

Operator and J.M. Huber Corporation and Marathon 011 Company as:

Non-Operators.

" CONTRACT AREA

EBast "half (E/2) of Section 27
T-16-S, R-35-E,” N.M.P.M.
Lea County, New Mexico

DEPTH OR FORMATION RESTRICTION

 Morrow Formation Only

" Part III INTEREST AND ADDRESSES OF PARTIES FOR NOTICE PURPOSES

Part IV

Bandera Energy Company ' 50%
602 Gihls Tower West
Midland, Texas 79701

(915) 684~9009

- J.M.. Huber Corporation. . _ . 957
1900 Wilco Building
Midland, Texas 79701
(915) 682-3794
Marathon 0il Company 25%

P.0. Box 552
Midland, Texas 79702

(915) 682-1626

See Attached Schedule




Pége 2

EXHIBIT “A" ,
- | s LEASE DATE & RECORDED  BASIC ~ OVERRIDING
LESSOR ‘ LESSEE ' DESCRIPTION EXPIRATION - BOOK/PAGE ROYALTY ROYALTY
Robert Boyce R, C. Jeter and E/2 E/2 Section 27 10/16/80 331/182 3/16 . 52
Edison oo Wife, Hattie Mae T-16-S, R-35-E . 10/16/81 _ ‘ 1.25% (to
Jeter . - :

{Additiohal Lease intormation : \
from J.M. Huber & Mewewnsa.)

e srathon - -




EXHIBIT "A"

© Wife, Hattie Mae
- qetet
Ln

N - LEASE DATE & RECORDED BASIC OVERRIDING

LESSEE DESCRIPTION EXPIRATION .~ BOOK/PAGE . ROYALTY ROYALTY
» R. C. Jeter and g/2 E/2 Section 27 10/16/80 331/182 3/16 5% .
F T-16-S, R-35-E 10/16/81 ' 1.25% (to be assigned)




EXHIBIT "B"

B ’ : NONE

S
LT
e
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COPAS — 1974

Recommended by the
Councit  of Petroleum
Accountants Socictics of
North Americo
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EXHIBIT ¢ "

Attached to and made a part of .that..certain.Operating.Agreement...
dated-May.-15,-198Ll,..by. and.-between.Bandera.Energy. Company..as
Operator-and..J. M. Huber. -Corporation. .and_Marathon..0il..Company.
28 NON=0PELALOYS e

ACCOUNTING PROCEDURE
JOINT OPERATIONS

T v ' ; I. GENERAL PROVISIONS

Definiiions ’

“Joint Properiy” shall mean the real and personal property subject to the agreement to which this Accounting
Procedure is attached.

“Joint Operations” shall mean all operations necessary or proper for the development, operation, protection and
maintenance of the Joint Property.

“Joint "Account” shall thean the account showing the charges/ paid and credits received in the conduct of the Joint
Operations and which are to be shared by the Parties,

“Operator” shall mcan the party designated to conduct the Joint Operations.
“Non-QOperators” shall mean the parties to this agreement other than the Operator.
“Parties” shall mean Operator and Non-Operators.

“First Level Supervisors” shall mean thofe employees whose primary function in Joint Qperations is the Qirect
supervision of other employees and/or contract labor directly employed on the Joint Property in a field operat-

.ing capacity.

“Technical Employees” shall mean those employees having épecial and specific engineering, geological or other

~ professional skills, and whose primary function in Joint Operations is the handling of specific operating ‘condi-

S,

tions and problems for the beneflt of the Joint Property.
“Personal Expenses" shall mPan travel and other reasonable rexmbursable expenses of Operators employees

it -

"Contrcllable Materlal” shall mean Materlal whlch at the tlme is so classxfled in the Matenal Classnflcatlon Manual
as most recently recommended by the Council of Petroleum Accountants Societies of North America.

Statement and B!"mgs _ . i T

Operator shall bill Non-Operators on or before the last day of ‘each month for then‘ proportxonate share of the
Joint Account for the preceding month. Such bills will be accompanied by statements which idenlify the author-
ity for expenditure, lease or facility, and all charges and ‘credits, summarized by appropriate classifications of in-
vestment and expense except that items of Controllable Material and unusual charges and credits shall be sep-

. arately identified and fully described in detail.

Advances and Payments by Non-Operators

Unless otherwise provided for in the agreement, the Operator may require the Nen-Operators to advance their *

share of estimated cash outiay for the succeeding month’s operation. Operator shall adjust each monthly billing
to reflect advances received from .the Non-Operators.

Each Non-Operator shali pay its proportion of all bills within flfteen (15) days after receipt. If payment is not
made within such time, the unpaid balance shall’ bear inter¢st monthly at the rate of twelve percent (129 ) per
annum or the maximum contract ‘rate permitted by ihe applicable usury laws in the state in which the Joint
Property is located, whichever is the lesser, plus attorney’s fees, court costs, and other costs in connection with

the collection of unpaid amounts.

Adju;tmenis
Payment of any such bills shall not ‘prejudice the right of any Nont‘Operator fo protest or question the correct-

ness thereof; provided, however, all bills and statements rendered 1o Non-Operators by Operator during any
_calendar year shall conclusively be presumed to be true and correct after twenty-four (24) months following

the end of any such calendar year, unless within the said twenty-four (24) month period a Non-Operator takes
written exception thereto and makes claim on Operator for adjustment. No adjustment favorable to Operator shall
hé ' made unless it is made within the same prescribed period. The provisions of this paragraph shall not prevent
adjﬁ"stments resulting from a physical inventory of Controllable Material as provided for in Section V.

Audits

A Non-Operator, upon notice 1n wrntmg to Operator and all other Non- Operators shall have the nght to audit Ope-

period following the end of such calendar year; provided, however, the makmg of an. audit shall not extend the
time for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this
Section 1. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort fo
conduct joint or simultaneous audits in a manner which will result in a minimum of inconvenience to the Opera-
tor. Operator shail bear no portion of the Non-Operators’ audit cost incurred under this paragraph unless agreed

to by the Operator,

Appreval by Non-Operators
Where an approval or other agréemcnt of the Pargtes or Non-Operators is expressly requxred under other sec-

_tions of this Accounting Procedure and if the agreemient to which'this Accounting Procedure is attached contains

ne contrary provisions in regard thereto, Operator shall notify all Non-Operators of ihe Operaior's proposai, and
the agreement or approva] of a majority in interest of the Non-Operators shall be controlling on all Nen-Opera-

tors.

_1
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11. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

L

2.

3.

4.

Rentals and Royalties
Lease rentals and royalties paid by Operator for the Jomt Operations.
Labor

A. (1) Salaries and wages of Operator’s field employees dlrectly employed on the Joint Property in the conduct
of Joint Operations.

{2) Salaries of First Level Supervisors in the field,

(3) Salaries and wages of Technical Employees directly employed on the Joint Property if such charges are
excluded from the Overhead rates.

B. Operator’s cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to
employees whose salaries and -wages are chargeable to the Joint Account under Paragraph 2A of this Section
. II. Such costs under this Paragraph 2B may be charged on a “when and as paid basis” or by “percentage as-
) _sessment” on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this
Section II. If perceniage assessmieni is-used, the rale shall -be-based oh the Operator’s cost experienes. .. .

C. Expenditures or contributions made pursuant to assessmenis imposed by governmental authority which are
applicable to Operator's costs chargeable to the Joint Account under Paragraphs 2A and 2B of this Sec-
tion I,

D. Personal Expenses.of those employees whose salaries and wages are chargeable to the Joint Account under
Paragraph 2A of this Section II.-

Employee Benefits

Operator’s current costs of established plans for employees’ group life insurance, hospltahzatxon pension, re-
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labor
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Sechon 11 shall be Operators actual
cost not to exceed twenty per cent (20%]3}.

Material

Material purchased or furmshed by Operator for use on the Joint Property as provided under Section IV. Only
such Material shall be purchased for or transferred to the Joint Property as may be required for immediate use
and is reasonably practical and’ consnstent with efficient and economical operations. ‘The accimulation of sur-
plus stocks shall be avoided.

Transportatxon .
Trancporfation of emplovees and Material necessary for the Joint Operations but subject to the following limita-
tions:

A If Material is moved {o the Joint Property from the Operator’s warehouse or other properties, no charge shall
" be ‘made to the Joint Account for a distance greater than the distance from the nearest reliable supply store,
recognized ‘barge terminal, or railway receiving point where like material is normally available, unless agreed
to by the Parties, .

B. If surplus Material is moved to QOperator’s warehouse or other storage point, no charge shall be made to the
Joint Account for a distance greater than the distance to the nearest reliable supply store, recognized barge
terminal, or railway receiving point unless agreed to by the Parties. No charge shall be made to the Joint Ac-
count for moving Material to other properties belonging to Operator, unless agreed to by the Parties.

C. In the application of Subparagraphs A and-B above, there shall be no equalization of actual gross trucking cost
of $200 or less excluding accessorial charges.

Services

The cost of contractéervtces equipment and utilities provided by outside sources, except services excluded by
Paragraph @ of Section II and Paragraph 1. ii of Section II. The cost of professxonal consultant services and con-

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

-~ O3 ACTS

"'uamagea anid-Losses-4c. X

Overhead rates. The cost of professional consultant services or contract services of technical personnel not di-
rectly engaged on the Joint Praperty shall not be charged to the Joifit Account unless previously agreed to by

the Parties.

Equipment and Facilities Furnished by Oﬁ‘érator

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates com-
mensurate with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other
operating expense, insurance, {axes, depreciation, and interest on investment not to exceed eight per cent (8%)
per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediate area
of the Joint Property. , |

B.. In iieu of charges in Paragraph 7A above, Operator may elect to use average commercial rates prevailing in
the immediate area of the Joint Property less 209;. For automotive equipment, Operator may elect to use rates
publlshed by the Petroleum Motor Transport Association.

!
ossos. éo Faint P anerty

b - S

Al costs or expenses necessary for the repair or replacement of Joint Property made necessary ‘because of dam-

_ages or losses incurred by fire, flood, s;orm, theft, accident, or other cause, except those resulfing from Operator's

gross negligence or willful misconduct.” Ogerator shall furnish Non-Operator written notice of damages or losses
incurred as soon as practicable after a report thereof has been received by Operator.

Legal Expense

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgments

and amounts paid for settlement of claims incurred in or resulling. from operahons under the agreement or

necessary to protect or recover the Joint Property, except that no charge for services of Operator's legal staff
i focs or expense of oufside attorneys shall be made unless previously agreed to by the Parues All other legal

expense is cmlsxdered to be covered by the overhicad provisions of Section Il uniess-ctherwise agreed to by the

Parties, except as provided in Section 1, Paragraph 3.

—_2
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Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the opera-
gon thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the
arties. :

Insurance

Net premiums pald for insurance required to be carried for the Joint Operations for the protectlon of the Par-
ties. In the event Joint Operations are conducted in a state in which Operator may act as self-insurer for Work-
men’s’ Compensation and/or Employers Liability under the respective state’s laws, Operator may, at its elecuon
include the risk under its self-insurance program and in that event, Operator shall include a charge at Operator's
cost not to exceed manual rates.

Other Expendltures

_ Any other expendlture not covered or dealt with in the foregoing provisions of this Section II, or in Section !I[,

and which is incurred by the Operater in the necessary and proper "onduct of the Joint Operations,

liI. OVERHEAD

Overhead - Drilling and Producing Operations

i. As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge
drilling and producing operations on either:
( XX ) Fixed Rate Basis, Paragraph 1A, or
( ) Percentage Basis, Paragraph 1B. )
Unless otherwise agreed to by the Parties, such ‘charge shall‘ be in lieu of costs and expenses of all offices
and salaries or wages plus applicable burdens and expenses of all persennel, except those directly chargeable
under’ Paragraph 2A, Sectiiin I -The cost and expense of services from outside sources in connection with
matters of taxation, trafflc, accounting or matters before or involving governmental agencies shall be considered
as included in the Overhead_ rates provided for in the above selected Paragraph of this Section III unless such
cost ahd expense are agreed to by the Parties as a direct charge to the Joint Account.
fi. The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant
services and contract services of technical personnel directly employed on the Joint Property ke () shall
not (v-) be covered by the Overhead rates.

A. Overhead - Fixed Rate Basis

(1) Operator shall charge the Jomt Account at the following rates per well per month:

Producmg Well Rate $ {400 .00
(2) Application of Overhead - Fixed Rate Basis shall be as follows:

(a) Drilling Well Rate
[1] Charges for onshore drilling wells shall begin on the date the well is spudded and terminate on

the date the drilling or completion rig is released, whnchever»xs later, except that no charge shall
be made during suspensi_on of drilling operations for fifteen (15) or more consecutive days.

[2] Charges for offshore drilling wells shall begin on the date when drilling or completion equipment

) arrives on location and terminate on the date the drilling or completion equipment moves off loca-
tion or rig is released, whichever occurs first, except that no charge shall be made during suspen-
sion of drilling operations for fifteen (15) or more consecutive days

{3] Charges for wells undergoing any type of workover or recompletion for a period of five (5) con-
secutive days or more shall be'made at the dn]lmg well rate. Such charges shall be applied for
the period from date werkover ‘operations, with rig, commence through date of rig release, except
that no charge shall be made during suspension of operations for fifteen (15) or more consecutive
days.

(b) Producing Well Rates

[1} An active well either produced or injected into for any portion of the month shall be considered
as a one-well charge for the entire month.

{2] Each active completion in a multi-completed well in which production is not commingled down
hole shall be considered as a one-well charge prov1dmg each completion is considered a separate
well by the governing regulatory authority.

[3] An inactive gas well shut in because of overproduction or failure-of purchaser to take the produc-
tion shall be considered as a one-well charge prowdmg the gas well lS dxrectly connected to a per-
manent 'sales outlet, - '

L4J A one-well charge may be made for the month in which plugging and abandonment operations
are completed on any well.

(5] A1l other inactive wells (including but not limited to inactive wells covered by unit allowable,
lease allowable, transferred allowable, ete.) shall not qualify for an overhead charge.

(3) The well rates shall be adjusted as of the first day of April each year following the effective date of the
agreement to which. this Accountmg Proceduré is attached. The adjustment shall be computed by multi-
plying the rate currently in use by the percentage increase or'decrease in the average weekly earnings of
Crude Petroleum and Gas Productibn Workers for the last calendar year compared to the calendar year
precedmg as shown by the index of average weekly earnings of Crude Petroleum and Gas Fields Produc-
tion Workers as published by the United States Departmént of Labor, Bureau of Labor Statistics, or the
equivalent Canadian index as publlshed by Statistics Canada, as applicable. The adjusted rates shall be
the rates currently in use, plus or minus the computed adjustment.

—3—
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age—Basis
( perator shall charge the Joint Account at the following rates:
4

(a) BKelopment
Percent { %) of the cost of Development of the Joint Property exclusive of costs
provided undKPalagraph 9 of Section II and all salvage credits.

(b) Operating

o _Percent %) of the cost of Operating thé Joint Property exclusive of costs provided
under Paragraphs 1 and 9 o ction 11, all salvage credits, the vaiue of injected substances purchased
for secondary recovery and all ta and assessments which are levied, assessed and paid upon the min-
eral interest in and to the Joint Pro

(2) Application of Overhesd -'Perceutage Basis shatige as follows: -
For the purpose of determining charges/ on a percen basis under Paragraph 1B of this Section III, de-
velopment shall include all costs in connection with drilli redrilling, deepening or any remedial opera-
tions on any or all wells involving the use of drilling crew an uipment; also, preliminary expenditures
necessary in preparation for drilling and expenditures incurred in ndomng when the well is not com-
pleted as a producer, and original cost of construction or installation o ed assets, the expansion of fixed
assets and any other project clearly discernible as a fixed asset, except M3 Construcuon as defined in
Peragraph—2~of this-Section~-Hi—AH-other costs-shall-be-eonst ¢

2, Overhead - Major Construction

To compensate Operator for overhead costs incurred in the constructlon and installation of fixed assets, the ex-
pansion.of fixed assets, and any other project clearly discernible as a fixed asset required for the development and
operation of the Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shail
charge the Joint Account for Overhead based on the following rates for any Major Construction project in excess
of § 25,000.00 . * to be negotiated

L
A. ____% of total costs if such costs are more than $_2_5__0_(l0__0_9 but less than $,L0_9M; plus
B. _ % __ % of total ‘costs in excess of $__100,000,00 py¢ Jess than $1,000,000; plus
- C. __* o of total costs in excess of $1,000,000.

Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts
of a single proiect shall not be treated separately and the cost of drilling and workover wells shall be excluded

3. Amendnment ‘of Ratas

The Overhead rates provided for in this Section III may be amended from time to time only by mutual agreement
between the Parties hereto if, in practice, the rates are found to be insufficient or éxcessive.

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

Operator is responsible for Joint'Account Material and shall make proper and timély charges and credits for all ma-
terial movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; how-
ever, at Operator’s option, such Material may be supplied by the Non- -Operator. Operator shall make timely dlsposmon
of idle and/or surplus Matenal such disposal being made either throtligh sale to Operator or Non-Operator, dw:sxon in
kind, or sale to outsiders. Operator may purchase, biit shall be under no obligation to purchase, interest of Non- Opera-
tors in surplus condition A or B Material. The disposal of surplus Controllable Material not purchased by the Opera-
tor shall be agreed to by the Parties. ’

1. Purchases 1 _
Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. In case
of Material found to be defectiive or returned to vendor for any other reason, credit shall be passed to the Joint
Account when adiusiment has been received by the Operator.

2, Transfers and Dispositions

) 'Matenal furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the
Operator, unless otherwise agreed to by the Partles, shall be priced on the following bases exclusive of cash dis-
counts: . :
A. New Matenal (Condntlon A)

(1) Tubular goods except line pxpe shall be priced at the current new price in effect on date of movement ona

maximurm carload or barge load weight basis, regardless of quantity transferred, equalized fo the lowest .
published price f.o.b. railway receiving point or recognized barge terminal nearest the Joint Property -

where such Material is normally available.
(2) Line Pipe

(a) Movement of less than 30,000 pounds shall be priced at the current new price, in ‘effect at date of

—Tiovement; as -listéd by “a reliabie supply store nearest the Joint Property where such Material is nor-
mally- available.

(b) Movement of 30 000 pounds or more shall be priced under provisions of tubular goods pricing in Para- -

graph 2A (1) of this Section IV.

(3) Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliable
. supply store or f.0.b. railway receiving point nearest the Joint Property where such Material is normally
available,

B. Good Used Material (Condition B)
Material in sound and serviceable condition and suitable for reuse without reconditioning:
(1) Material moved to the Joint Property
(a) At seventy-five peré'ent (75%.) of current new price, as determined by Paragraph 2A of this Section IV.
(2) Material moved from the Joint Property ’

(a) Al seventy-five percent (756 ) of current new price, as determined by Paragraph 2A of this Section IV
if Material was originally charged to the Joint Account as new Material, or

—
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3.

E. Pricing Conditions -

(b) at sixty-five percent (65%) of current new price, as determined by Paragraph 2A of this Section
1V, if Material was originally charged to the Joint Account as good used Material at seventy-five per-
cent (75%) of current new price,

The cost of reconditioning, if any, shall be absorbed by the transferring property.
C. Other Used Material (Congition C and D}
(1} Condition C

Material which is not in sound and serviceable condition and not suitable for its original function until
after reconditioning shall be priced at fifty percent (509%) of current new price as determined by Para-
graph 2A of this Section IV. The cost of reconditioning shall be charged to the receiving property, pro-
vided Condition C value plus cost of reconditicning does not exceed Condiiion B vaiue,

(2) Condition D

All other Material, including junk, shall be priced at a value commensurate with its use or at prevailing
prices. Material no longer suitable for its original purpose but usable for some other purpose, shall be
priced on a basis comparable with that of items normally used for such other purpose. Operator may dis-
pose of Condition D Material under procedures normally utilized by the Operator without prior approval
of Mon-Operators

D. Obsolete Material

Material which is serviceable and usable for its original function but condition and/or value of such Material .
is not equivalent to that which would Justlfy a price as provided above may be specially priced as agreed to by
the Parties. Such price should result in the Joint Account being charged with the value of the service ren-
dered by such Material.

(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (15¢) per
hundred weight on all tubular goods movements, in lieu of loadmg and unloading costs sustained, when_
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section II.

(2) Material involving erection costs shall be charged at applicable percentage of the current knocked- down
price of new Material.

Premium Prices

Whenever Material is not readily obtamable at publxshed or listed prlces because of national-emergencies, strikes
or other unusual causes over which the Operator has 1o control, the Operator may charge the Joint Account for the
requlred Material at the Operator’s actual cost incurred in prov:dmg such Material, in making it suitable for use,
and in moving it to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed
charge prior to bxlhng Non-Operators for such Material. Zach Non-Operator shall have the rigkt, by so electmg and
noi1fymg Operator within ten days after receiving notice from’ Operator, to fiarnich in bind ol or part of his share

“0f sucn malerlal suitable Tor use and acceptable to Operator.

Warranfy of Matenal Furnished by Operator
Operator does not warrant the Material furnished. In case f defective Material, credit shall not be passed to the

' Jolnt Account intil ad]ustment has heen receivad l-\n Opcra or fl“”“ ilie manutacturers or the]r agents

V. INVENTORIES

The Operator shall maintain detailed records of Contirollable Material.‘

1.

Periodic Inventones, Notice and Representafion

At reasonable intervals, Inventories shall be taken by Operator of the Joint Account Controllable Material,
Written notice of intention to take inventory shall be given by Operator at least thirty (30) days before any inven-
fory is to begin so that Non-Operators may be represented when any inventory is taken. Failure of Non-QOperators
to be represented at an inventory shall bind Non-Operators fo accept the inventory taken by Operator.

Reconclliation aind Adjustment of Inventories

Reconcmatlon of a physical mventory with the Joint Account shall be made, and a list of ‘overages and shortages
shall be furnished to the Non-Operators within six months following the taking of the inventory. Inventory ad-
justments shall be made by Operator with the Joint Account for overages and shoriages, but Operator shall be
held accountable only for shortages due to lack of reasonable diligence. .

Special Inventories

Special Inventorles may be taken whenever there is any sale or change of mterest inithe Joint Property. It shall
be the duty of the party selling tc notify all other Parties as quickly as possible after the transfer of interest takes
place. In such cases, both the seller and the purchaser shall be governed by such inventory.

Expense of Conductmg Periodic Inventories

The expense of conducting periodic Inventcries shall not be charged to the Joint Account unless agreed to by the
Parties.

e




ATTACHED TO AND MADE a part of that certain
agreement dated May 15, 1981 by and between Bandera .Energy
Company, as Operator, and J.M. Huber Corporation and Marathon OI1 Company
as Non-Operators.

EXHIBIT "D"

At all times during the conducting (including Pre-drilling
and Eyploratory Drilling Act1vity) of operations hereunder,

\-:i Operator shall maintain in force the fbllowing insurance:

Lg\,€ : A. Workmen's Compenséfion and/or Employer®s Liability

| Insurance in amounts reasonably sufficient to

- ‘ ~ cover liability for injury to or death of Operator s
5 employees, such insurance, if reguired by laws of
the state in which the leased lands are located,

to be in conformlty with such laws.

! B. Comprehen51vetfenera1 Liability Insurance with
1imits of not ‘less than $300, 000.00 coverlng

; injury to or death of more than one person by

z reason of one accidént, and Property Damage

| Insurance with ‘jimits of not less than $100 000.00

Bhar A Tae

for each accident and $100,000.00 in the aggreoate,

“including coverage for the hazards of contractual
liability, contractor s protectlve liability, -
owners protectlve jjability, products and comnieted
operations. Pollcy should also extend to cover
loss from explosion, blowout and cratering, under-—
ground property damage, and_pollutlon without

1imitation for oil or gas.

C. Comprehensive Automobile Liability Insurance with
1imits of not less than $100,000.00 covering

njury to or Jeath of one person and not less than

$300 000.00 covering injury to or death of more

S USSR

than one person by reason of one acc1dent, and not
less than $100,000.00 covering property of third

.persons, including coverage for all owned, hired, N -é

and non—owned vehicles.

[ b 202 20 A

} . D. Umbrella Liability Insurance in the amounts not
less than $5,000, 000.00 excess of.all primary

i 1imits.

ontrol the Well Insurance covering risks of
damage to drilling and productxon equxpment 1nc1udlng

SRR e S AL SN

cleanuvp and containment coverage, aSs agreed upon

the parties.
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1)

(2)

3)

_share of gas produced. If runderproduced party".constitutes more than one party
entitled to the additional gas produced, such parties shail Jivide such ¢d3itien

: . s . M
@ \ Y
. LXM1IBI1T “E" .

ATTACHED TO AND MADE A part of ;
dated May 15, 1981 p of that certain

Operator and J.M. Huber Corpo

Agreenment
s by and between Bandera Energy Company, as

ration and Marathon 0il Company as Non-Operators.

GAS STORAGE AND BAIANCING AGREEMENT

,,,,,,, period Q;prngi‘qggyhggra‘nx party hereto has no market for, or its
purchaser is unable to take, or if any party fails to take, its share ©f gas
(such a party or parties called individually or collectively "undexrproduced
party™), the other party or parties (called individually or collectively
"overproduced party") shall be entitled to produce each month one hundred percent
of the allowable gas production assigned to thke Unit Area by the appropriate
governmental entity having jurisdiction, and such overproduced party shall have
the right to take all of the share of the underproduced party, subject to the
provisions hereof, until such underproduced party shall exercise its rights to

‘take its share of such gas production. AYl parties hereto shall share in and own

2ll the condensate as actually recovered at the surface in acéordance with their
respactive interests, but the overproduced - party taking all such gas may sell and
deliver all such gas to its purchaser {s), subject to the provisions hereof.
Thereaiter each underproduced party shall be credited with gas in storage equal

to its shaxe of the gas produced, less its share of gas used in lease operations,
vented or lost. Operator shall maintain a current account of the cas balance
between the parties and shall furnish all parties hereto monthly statements showing
the total quantity of gas produced, used in lease operations, vented or 'lost, and
the total quantity of condensate recovered.

After notice to Operator and the overproduced pari:y‘, an underproduced party may
begin taking and/or delivering its share of the gas produced. 1In addition to its
share, each underproduced party, until it has recovered its gas in storage and
balanced its gas account, shall be entitled to take or deliver a volume of gas
equal to thirty-seven and one-half percent {37.5%) of the overproduced party's

T

-
g

gas in accordance with their shares of Unit participation.

At all times while gas is produced from the Unit Avea, each mmviy shall mak

appropriate settlement of a1l royalties, overriding royalty interests, and other

1ike payments for which it is responsible (referred to collectively as "royalty")’
as if each party wexe actually taking or delivering to a purchaser its share,

and its shaxe only, of such gas production; provided that during any period of
imbalance, the overproduced party shall remit to the underproduced party, the.
royalty share of production prcceeds of the underproduced party's Unit share of
gas being taken by the overproduced party. 1In lieu of making payment of such
royalty share of proceeds to the underproduced party, the overproduced party may,
if it so elects, make payment directly to the royalty owners of the underproduced

party. .

3

(4) {Each party producing and/or delivering gas to its purchaser shall pay any and all

(5

(6)

(7

‘production taxes due on such gas. -

Vhen gas sales from a resexvoir {;’m a gas well pexrmanently cease, Operator shall be
responsible for determining the final accounting of underproduction and over-
production. Each overproduced party shall compensate each underprodiuced party in
accordance with said accounting with a sum of money equal to the amount actually
received from the sale of underproduced party's share of gazs by such overproduced
party during each period of overproduction not theretofore re“caverga by w:&r:rpro?uc
party pursvant to Paragraph (2) above, less applicable taxes, on a cunulative basis.

_Pavment for such overproduction shall be in the order of accruval with actual

recovery of underproduced gas by underpiojuced party prior-te such cessationof
production being accounted for as to storage and withdrawal on a ffzst in ~ first
out basis. If such overproduced party has paid the royalties attributadble to suvch
overproduction, the amount of such royaliiies shall be deducted from such payirent,

The provisions of this agreement shall be separately applicable to cach wel} a?d' :
each reservoir within each well to the end that production from one reservoir in
a gas well may not be uvtilized for the purpose of balancing underproduction fram

R Y-t e

other reservoixs or gas wells,

Nothing herein contained shall change or affect each party's obligations to pay
jts propoxtionate share of all costs and liabilities incurred in joint. operations,
as its share thercof is set forth in the above described Operating hgrconent,



F. Other insurance which the Operator may feel is
reasonably reguired to protect the Property covered

under this Agreement from risks, hazards, and
on

Perils which are inherent in the explorati
development, operation, and maintenance of similar - -

“operations.
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“~condftions-

EXHIBIT "F"

Attached to and made a part of that certain Operating Agreement by and between
LAGUNA PETROLEUM COMPANY, as operator, and the non- -operators on the signature

pages, dated May 15, 1981

» regulation cor order, the following terms and
ng the performance of thig contract:

2l o

Unless exempte
sh

o0

I. EQUAL OPPORTUNITY CLAUSE

During the performance of this contract, the CONTRACTOR agrees as follows:

A. The CORTRACTOR will not discriminate against any employee or appllcant for
emp10yment because of .race, color, religion, sex, or national origin. The
contractor will take affirmative action to ensure that applicants are em- _
ployed and that employees are treated during cmployment, without regard to
their race, color, religion, sex, or national origin. Such action shall
include, but not be limited to the following: Employment, upgrading, de-
motion, or transfer, recruitment or recruitment advertising; layoff or
termination; rates of pay or other forms of compensation; and selection
for training, including apprenticeship. The CONTRACTOR agrees to post in
conspicious places, available to employees and applicants for employment,
notices to be provided by the contracting officer setting forth the pro-
visions of this nondiscrimination clause,

. H 4 W

B. The CONTRACTOR will, in all solicitations or advertisements for employees
placed by or on behalf o6f the CONTRACTOR, state that all qualified appli-
cants will receive consideration for employment without regard to race,
color, religion, sex, or national origin.

C. The CONTRACTOR will send to each labor union or representative of workers
with which he has a collective bargaining agreement or other contrabt or
’nﬂnveranﬁsng .2 notiea ta he provided by the agency contracting: officer,
advising the labor union or worker's representative of the CONTRACTOR's
commitments under Section 202 of Executive Order 11246 of September 24,

19635, and shall post copies of the notice in. consp1cious places available
to employees and dpplicanis for eumploywmént,

D. The CONTRACTOR will comply with all provisions of Executive Order 11246 of
September 24, 1965, and of the rules, regulatiovns, and relevant orders of
the Secretary of Labor.

E. The CONTRACTOR will furnish all information and reports required by
Executive Order 11246 of September 24, 1965, and by the rules, regulations,
and orders of the Secretary of Labor, or pursuant thereto, and will permit
access to his books, records, and accounts by the contracting agency and
the Secretary of Labor for purposes of investigation to ascertain compliance
with such rules, regulations and orders.

F. 1In the event of thé CONTRACTOR's noncompliance with the nondiscrimination
clauses of this Agreement or with any of such rules, regulations, or orders,
this Agréement may be cancelled, terminated or suspended in whole or in part
and the CONTRACTOR may be declared ineligible for further Government con-

" tracts in accordance with procedures authorized in Executive Order 11246 of
September 24, 1965, and such other sanctions may be imposed and remedies’
invoked as provided in Executive Order 11246 of September 24, 1965, or by
rule, regulation or order of the Secretary of Labor, or as otherwise pro-
vided by law.

"G, The CONTRACTOR will - inciude the pluv:axuus -of- paracra§u=~A through € din

every subcontract or purchase order unless exempted by rules, regulations,
or orders of the Secretary of Labbr issued pursuant to Section 204 of
Executive Order 11246 of September 24, 1965, so that such provisions will
be binding upon each subcontractor or vendor., The CONTRACTOR will take
such action with respect to any subcontract or purchase order as to the




contracting agency may direct as a means of enforcing such provisions
including sanctions for non-compliance; provided, however, that in the

event the CONTRACTOR becomes involved in, or is threatened with, litigation

with a subcontractor or vendor as a result of such direction by the con-
tracting agency, the CONTRACTOR may request the United States to enter into
such litigation to protect the interests of the United States.

II. CERTIFICATION OF NONSEGREGATED FACILITIES

CONTRACTOR certifies that he does not and will not maintain or provide for his
employees any segregated facilities at any of his establishments, and that he

~does not nor will not permit his employees to perform his services at any

locations, under his control, where segregated facilities are maintaines.

As used in this Certification, the term "segregated facilities" means any
waiting rooms, work arcas, rest rooms and wash rooms, restaurants and other
eating areas, time clocks, locker rooms and other storage or dressing areas,
parking lots, drinking fountains, recreation or entertainment areas, transpor-
tation and housing facilities provided for employees which are segregated by
explicit directive or are in fact segregated on the basis of race, color, re-

ligion or national origin, hecause of habit, local custom or otherwise.
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BM.D[RA ENLRGY COXPANY”

602 Gihls Tower West
Midland, Texas 7970}

l.ease Name

AFE Nos. = = Eidson Ranch

____Original
___Supplement Ho.
__Revision ho.

SENE

Description . -SWH Sec. 27 T165 R3SE

County  (ea

Well NO.‘ 1-27 “ﬂgr_nou)

State New Mexico Area_ shaehar

Operator Bandera

e e

Project D&E Morrow Gas Well Prepared by C.i. Hariwell
Exp'loratwn ) _Development X Recomp]etlon Workover T.D. 12,800 Date  477/81
- INTANG] BLES -3 Dry Hole Completed
Road, Location and Dimages 20,000 20,000
Rig Movmg Expense - ~ : _ 20000 20.000
Drilling-Footage " FT. e $ - [/FT. ’ A
Drilling Daywork _ 55 days € 3 japp/day 407,000 207,000
Completion Rig ‘10 days @ $ 1505/day 15, 000
Rig Fuel 44,000 45000
Water - 5.000 5,000
Mud & Chemicals 60.000 £0. 00D :
Bits & Reams 29,000 30,000
Coring & Coring Analysis 7
Drillstem Tests 12,000 12,000
Mud Logger 45 days @ § 370 /day 16,500 16,500
Electric Logging 27,000 27.000
Cement & Cementing Services 17.000 24.000
Float Equipment, Centralizers 6,000 8,000
Perforating 5.000
Stimulation - 6,000
Miscellaneous Rental Equipment 4,000 6,000
Miscellaneous Labor 5,000 _R,00N
“Hiscellancous-Hauling ] 5,000 8,000
Well Control Insurance 8,000 8,000 . '
- Abandonment Cost 5,000 3
Drilling Supervision 9,000 12,000
Geological Supervision "6,000- £,000-—
Overhead 6,000 6,000 '
Miscellaneous Incidentals & Contingencies 106,725 1137175
TOTAL INTANGIBLES . 818,225 B67,075
TANGIBLES
Conductor 16 ® 30 FT.0$ 30.00 /FT, 300 900
~ Surface Casing 13 3/8* 450 F7.0323.50 /FT. 10,575 10,575
.Intermediate Casing 9 5/8* 4850 FT7.0$17.49 /Ft. 84.828 R4,R78
, : " FT.Q$ /Ft. -
Production Casing 5 1/2" 12800 FT.03%11.67 /Ft. 149,341 !
Tubing 2 718" 1250n FT1.G% 7 ga /FL. . 97.536 :
Wellhecad - 4,000 26,000
Packers & Holddowns 5,500
Tanks & Accessory Equipment 10,500
Line Pipe 3,000
Heater-Treater & Seperators 25,000
Pumping Unit, Engme/hotor
Compréssors
Sucker Rods v
Bottom Hole: Pump
“Hiscellaneous Incidentals & Contingencies 10,031 —41,318
TOTAL TANGIBLES 110,334 454,698
TOTAL TANGIBLES & INTANGIBLES 928,559 1,322,123
LEASEHOLD Total Completed Well Costs 1,332,173
Acreage
Total Completed h'ell Cost Including Acreage
Disapproved .-
Accepted and Approved
: Company/Individual Date
2’4 2 Oq 7283 o o Interest_
< e
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MODEL FORM OPER_ATING AGREEMENT

OPERATOR

.
CONTRACT AREA

A.A.P.L. FORM 610- 1977

SHOE BAR PROSPECT

'OPERATING AGREEMENT ~

DATED

_May 15 , 1981,

'BANDERA ENERGY COMPANY

E/2 Section é?, Townsh{p 16 South, Range 35 East

of the N.M.P.M. (320 acres, more or less)ﬁ

" ‘COUNTY OR PARISH OF___Lea

1

¢ COPYRIGI}'_I’ 1977 — ALl RIGHTS RESERVED
AMERICAN ASSOCIATION OFf PETROLEUM LANDMEN

STATE OF New Mexico

"APPROVED FORM. AAPL NO. 610 - 1977 REVISED
MAY BE ORDERED DIRECTLY FROM THE PUBLISHER
KRAFTBHY PRODUCTS, BOX 800, TUISA, OK 74101

Y74
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+  AAPL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1977
1 OPERATING AGREEMENT
2
3 THIS AGREEMENT, entered into by and between .
4 _ BANDERA ENERGY COMPANY . hereinafter designated and
5 referred to as “Operator”, and the signatory party or parties other than Operator, sometimes hereinafter
6 referred to individually herein as “Non-Operator”, and collectively as “Nen-Operators”,
7
8 WITNESSETH:
9 : .
L 10 WHEREAS, the parties to this agreement are owners of oil and gas leases and/or oil and gas in-
o : 11 terests in the land identified in Exhibit “A”, and the parties hereto have reached an agreement to explore
B 12°  and develop these leases and ‘or oil and gas interests for the production of oil and gas to the extent and
13. as hereinafter provided:
£ ) 14 . . -
; ’ 15 NOW, THEREFORE, it_is agrced as follows:
i 16
. 17 ARTICLE K
T 18 ' DEFINITIONS
: 19 .
*‘ o 20 As used in ‘this agreement, the foIlbwing words and terms shall have the meanings here ascribed
}4« : 21 to them: _
. ' 22 A. The term “oil and gas” shall mean oil, gas, casinghead gas, gas condensate, and all otier liquid
23 or gaseous hydrocarbons and other marketahle substances produced therewith, unless an intent to
24 limijt the inclusiveness of this term is specifically stated.
25 B. The terms “oil and gas lease”, “lease” and “leasehold” shall mean.the oil and gas leases cov-
26 ering tracts of land lying within the Contract-Aréa which are owned by the parhes to this agreement.
7 i 27 %—mmmmmmmmﬂmﬁemd
; 28 lend—iyving—within—the—Centrect—Area—which-me-owned-by-—partics—to—thris—mgreement: ‘
‘ 29 D. The term “Contract Aréa” shall mean all of the lands, oil and gas leasehold interests and oil
: ‘ 30 and gas interests intended to be developed and operated for oil and gas purposes under this agreement.
b 31 Such lands, oil and gas leasehold interests and oil ‘and gas interests are described in Exhibit “A”.
S 32 - E. The term “driiling unii"™ shiall mcan tho area fived for the drilling of one well by order or rule
33 - of any state or federal body having authortty If a dnllmg unit is not fixed by any such rule or order,
: ' 34 a drilling unit shall be the drilling unit as established by the pattern of drilling in the Contract Area
ag»ﬁi'_.,i A o 35 . or as fixed by express _agreement of the ‘Dr ﬂlmg Parties. . -
PR 36 F. The term “‘drillsite” shall mean the oil and gas lease oF inieresi o wmc-h'a"prapcscd~'.-.'c!‘. SR LR
P B 37  be located.
v 38 G. The terms “Drilling Parly” and “Consentmg Party” ‘shall mean a party who agrees to join in
‘ 39 and pay its share of the cost of any operation conducted under the provisions of this agreement.
40 H. The terms *“Non- Drllhng Party” and “Non-Consenting Party” shall mean a parly who elects
41 not to parlicipate in a proposed operation.
42 ; _‘
43 * Unless. the context otherwise’cl_early indicates, words used in the singular include the plura!," the
44 plural includes the singular, and the neuter gender includes the masculine and the feminine.
45
46, ! ARTICLE 1L
47 , EXHIBITS
48 : .
49 The following exhibiis, as indicated below and attached hereto, are incorporated in and made a
‘ 50 part hereof: »
51 {3 A. Exhibit “A”, shall include the following information:
[‘ ' ’ 52 (1) Identification of lands subject to agreement,
| 53 “(2) Restrictions, if any, as to depths or formations, :
f 54 (3) Percentages or fractional interests of parties to this agreement,
55 (4) Oil and gas leases and/or oil and gas interests subject to this agreement
56 ‘ (5) Addresses of parties for notlce purposes.

- 57 B—B—-Evchrbﬂ—“ia“—l'mmof-bm
.58 (3 C. Exhibit “C", Accounting Procedure.

59 {} D. Exhibit “D" TIasurance. . T e U,
80 [§ E. Exhibit “E”, Gas Balancing Agreement. _

} I} F. Exhibit. “F”, Non-Discrimination and Certification of Non-Segregated Facilities.
62
63 'If any provision of any exhikit, except Exhibit “E", is inconsistent with any provision_ ¢
64 in the body of this agreoment the provisions in the body of this agreement shall plevall/' =

65

v . .t
1: . RS

66 SN
BT , ‘ Yo

68 R
69 .
70
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P AADPL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1977

1 ARTICLE NI
2 INTERESTS OF PARTIES
3
4 A—Otmd—Gar—Interester—
5
6 datry-panty-ewhs-an—ieased-eil-a 5—4 ; i 3 : —~thrat= 1
7 treated for the purpose of this agreement and during the term hereof as if Jt—wert—T Toased interest
8 under the form of oil and gas lease attached as Exhibjt =B* r[o’;\;ﬁntexesl the owner shall re-
9 ceive royalty on production as i ¢ form of 011 and gas lease attached hereto as Exhibit
10 B Such ; Gwever, be subject 19 all of the pr ovisions of this agreement relating to lessees,
ii 5 . . ’
2. o
13 B. Interest of Parties in Cosfs and Production:
. : 14
X : ) 15 Exhibit A" lists all of ‘the parties and their respective peéreéntage or fractional interests under this
i i 16 agre C'nem Unless changed by other provisions, all costs and liabilities incurred in operations under

17 - this agieement shall be borne and paid. and all equipment and material acquired in ,opgratlons on the
18 Contract Area shall be owned by the parties as their intervests are shown in Exhibit “A”. AN produc-

19 tion of oil and gas from the Contract Area, subject to the payment of lessor's royalties which will be
P~ . 20 borne by the Jeint Accouni, shall also be owned by the parties in the same manner during the term
; 21 hereof; provnded however, this shall not be deemed an assignment or cross-assignment of interests cov-
_,J ' 22 ‘ered hereby.
o 23 )
. o 24 ' ARTICLE 1V.
: : 25 ‘ TITLES
‘ ; 26 - '
{ 27 A. Title Examination:
: 28 “
29. Title examination shall be made on the drillsite of any proposed well prior to commencement of
F 30 drilling operations or, if the Drilling Parties so request. title examination shall be made on the leases

31 and or oil and das interests included, or planned to be included. in the drilling unit around such well.
32 The opinion will include the ownership of the wor kmg interest, minerals. royalfy, :;‘.c.iiuiug"’i’by‘l’ty'
; 33 and producticn payments under ihco-spolicavie teases. At the time a well is proposed, each party con-
~ , o4 tnbutmg leases and or oil and gas interests to the drillsite, or te be included in such drilling unit, shali
o ‘35 furnish fo Opexator all abstracts (mcludmg Federal Lease Siatus Repoxts) htle Oplmons htle paners-
: ¢ 36 and curative material in its possesszon free of charge. Al such-inforinalion’ not in the possession of or
: ) ; .37  made: available- 15 Cpeiaiof by the parhes but necessary for the examination of tltle shall be obtained
e ;’ - 38 by Operator. Operator shall cause title to be examined by attorneys on its staff or by outside attorneys.

- 39 Copnes of all title opinions shall be furnished to each party hereto. The cost incurred by Operator in
40  this title program shall be borne as folows:

41

42 Optier—he- 6 irre ed—by - Operater—r-procurie—abstrattsand—i He—enamingtion—{inalyding
43 preliminary, supplemental shut-in gas royalty opinions_and divisien—order Tille opinions) shall be a
44  part of the administrative aoverhead-asprovided in Exhibit “C,” and shall not be a direct charge, whether
45 PO IR ey —-Oparators—sta LRV E—OF—y—onisid RERG

46 )

47 Option No. 2: Costs incuired by Operator in procuring abstracts and fees paid :outside attorneys

48 for title examination (including preliminary. supplemerntal, shut-in gas royalty opinions and division
48 order title opinions) shall be borne by the Drilling Parties in the proportion that the interest of each
f 50 Drilling Party bears 1o the total interest of all Drilling Parties as such interests appear in Exhibit “A™.
51 Operator shall make no charge for services rendered by its staff attorneys or other personnel in the
| 52 performance of the above functions.
" 53
.54 Each party shall be responsible for securing curative matter and pooling amendments or agreements
55 required in connection with leases or oil and gas interests contributed by such party. The Operator shall be
‘ 56 responsible for the preparation and recording of Pooling Designations or Declarations as wéll.as the
P 57 conduct of hcal'ings before Governmental Agencies for the securing of spacing or pooling ordeifs,' This

o 58 shall not prevent any party from appearing on its own behalf at any such hoarmg e
i 59 S e e r"

S 777777 60 _ _No well shall-be-driifed on tF”Conha(l ‘Area until after (1) the title to the drillsite or dnllmg umt
T 6l has been examined as above provided, and (2) the title has been approved by the examining auqrncy or
5 : 62 title has been accepted by all of the parties who are to participate in the drilling uf the well. < :

1l

e - 63 '

64 B. Loss of Tille: ‘ Sl "‘

€6 1. Failure of Title: Should any oil and gas interest or lease, or interest thevein, be lost th\ough
! 67 failure of title, which loss results in a reduction of interest from that shown on Exhibit “A" this ag.&"‘
' 68 ment, nevertheless, shail continue in foree as te.all-remaining oil and gas leases and mtercs(s and ~ -

59 . w} The patrly whose oil. and gas lease or interest is uffected by the title frilure shall bear alone
70 the entire loss and it shall not be entitled to recover from Operator or the other parties any development

-9.
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or operating costs which it may have theretofore paid. but there shall be no monetary liability on its
part to the other parties hereto for drilling, development, operating or other similar costs by reason of
such title failure; and

(b) There shall be no retroactive adjustment of expenses incurred or revenues rececived from !he
operation of the interest which kas been lost, bul the interests of the parlies shal} be revised on an acre-

age basis, as of the time il is determined finally that title failure has occurred, so that the interest of
the party whose lease or interest is affected by the title failure will thereafter be rediiced in the Contract
Arca by the amount of the n\lor(‘Ql lost: and

(c) If the proportionatz interest of the other pzutles hereto in any ploducmg well theretofore drilied
on the Contract Area is increased by reason of the title failure, the party whose title has failed shall
receive the proceeds attributable to the increase in such interests (less costs and burdens attributable
thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such well;

(d) Should any person not a party to this agreement, who is determined to be the owner of any in-
terest in the title which has failed, pay in any manner any part of the cost of operation, development,
or equipment, such ‘amount shall be paid to the party or parties who bore the costs which are so refund-

ed; and

(e) "Any liability o account 16 a third paviy for prior production of oil and.gas whlch arises by
reason of title failure shall be borne by the party or parties in the same proportions in which they shared
in such prior production; and

(f) No charge shall be made to the joint account for legal expenses, fees or salaries; in connection
with the defense of the interest claimed by any party hereto, it being the intention of the parties

“hereto that each shall defend title to its interest and bear all expenses in connection” therewith.

"2.. Loss by Non-PQyment or Erroneous Payment of Amount 'Due: If, through mistake or oversight,

_any rental, shut-in well pais}ment, minimum royally or royalty payment, is not paid or is erroneously

paid, and as a result a lease or interest therein terminates, there shall be no monetary liability against

the party who failed to make such payrﬁent. Unless the party who failed to make the required payment .

secures a new lease covering the same interest within ninety (98) days from the discovery of the fail-
ure to make proper payment, which acquisition will not be subject to:Article VIII.B.; the interests of
the partics sholl ke Fovicod ‘dnoan acrsaan: Thasi efféctive as of the date of termmatlon ‘of the Jease m—
volved, ‘and the: party who failed to make proper payment will no longer be credited thh’ an mterest in
the Contract Area on account of ownership of the lease or interest which has 1e1mlnated In _the event
the par@_ym\_/vho failed to make the requlred payment shall not have been fully rexmbursed at the time of
the loss; from the proceeds of the sale of 6it and gas atiribuiable to the lest-'interest, caleulated on an
acreage basis, for the development and operating cosls theretofore paid on account of such interést, it
shall be reimbursed for unrecovered actual costs theretofore paid by it (but not for its share of the
cost of any dry hole previously drilled or wells previously abandoned) from- so much of the fo]lowmg
as is necessary to effect reimbursement: -

‘(a) Proceeds of oil and gas, less operating expenses, théretofore accrued to the credit of the lost
interest, on an acreage basis, up to the amount of unrecovered costs;

(b) Proceeds, less operating expenses, thereafter accrued attiributable to the lost” interest on an
acreage basis, of that portion of oil and gas therecafter produced and marketed (excluding production
from any wells thereafter drilled) which, in the absence of such lease termination, would be attributable
to the lost interest on an acreage basis, up to the amount of unrecovered. costs, the proceeds of said
portion of the oil and gas to be contributed by the other parties in proportion to their respective in-
terests; and ‘

(c) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, or
becomes, the owner of the interest lost, for the prwnlege of participating in the Contract Area or be-
coming a party to this agreement.

3. Other Losses: Al losses incurred, aother than those set forth in Arlicles IV.B.1. and IV.B.2.
above, shall not be ‘considered faiture of title but shall be joint losses and shall! be borne by all parties
in proportion to their interests. There shall be no readjustment of interests in the remaining portion of

“the Contract Area.

PN

ARTICLE \'A

“OPERATOR - e e B A

A. DESIGNATION AND RESPONSIBILITIES OF OPERATOR:
BANDERA ENERGY COMPANY

[ IE NP P

shall be the
Operalor of the Contract Area, and shall conduct and direct and have full conirol of all opera lons on
the Contraclt Area as permitted and required by, and within the limits of, this agreement. It shall con-
duct all such operations in a good and workmanlike manner, but it shall have no liability as Opol ator

to the other parties for losses sustained or liabilities incurred. except such as may resull’ hom £ross

negligence or willful misconduct.




o

vt By KB A PR it o

- T S

e st e b

A.

® =W s W —

w

10
11
12
13
14
15
16

17

18
19

21

60

62
63
64
65
€6
67
68
69

7]

A.P-L. ]:()Rh1 6]0 - NK)UhL PAUIICIVE U2 000N AN X LINAT Z3NJana asiveasa v » R

B. Resignation or Removal of Operator and Selection of Successor:

1. Resignation or Removal of Operator: Operator may resign al any time by giving wrillten notice
thereof to Non-Operators. 1f Operator terminates its legal existence, no longer owns an interest in the
Conltract Area, or is no longer capable of serving as Operalor, it shall cease to be Operator without any
action by Non-Operator, except the selection of a successor. Operator may be removed if it fails or .
refuses to carry out its duties hereunder,-or becomes insolvent. bankrupt or is placed in receivership,
by the affirmative vote of two (2) or more Non-Operalors owning a majorily interest based on owner-
ship as shown on Exhibit “A", and not on the number of partics remaining after excluding the voting
interest of Operator. Such resignation or removal shall not become effective until 7:00 o'clock A.M.
on the first day of the calendar month following the expiration of ninety (90) days after the giving of N
notice of resignaiion by Opsrator or action by ihe Non-Gperators (o remove Operator, unless a successor
Operator has been selected and assumes the duties of Operator at an earlier date. Operator, after effect-
jve date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of
a corporate name or structure of Operator or transfer of Operator's. interest to any single subsidiary,
parent or successor corporation shall not be the basis for removal of Operator.

2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Op-
erator shall be sclécted by the Parties. The successor Operator shall be selected from the parties owning
an interest in the Contract Area at the time such successor Operator is selected: If the Operator that
is removed fails to vote or votes only to succeed itself, the successor ‘Operator shall be selected by the
affirmative vote of two 12) or more parties owmng a’ majority interest based on ownership as shown
~on Exhibit “A”, and not on the number of parties remaining after excluding the voting interest of the
Operator that was removed. '

C. Employees:

The number of employees used by Operator in conducting -operations hereunder, their seleétion,
and the hours of labor and the conipensation for services performed, shall be determined by Operator,
and all such employees shall be the employees of Operator.

D. Drilling Coniracts:

- Al wells dniled on _the Contract Area shall be drilled on a competitive contract basis at the usual
rates prevallmg in the area If it 5o desires, Upclcnvl may Snipisy ifc own tocle and emiinment in the
drilling of wells, but 1ts “charges therefor.shall not exceed the prevailing rates in the area and the rate
of such charges shall be agreed upon by the parties in wriling before drilling operations are com-
menged - and-guch waork shall ‘he performed by Operator undei: the same terms and conditions as are
customary and usual 'in the area in contracts- of mdependent contractors who are domg Work of a sim=" T
- ilar nature. : :

ARTICLE VI
DRILLING AND DEVELOPMENT

_A. Initial Well:

On or before the Ist day of September 19 81, Operator shall commence the drill-

ing of a well for oil and gas at the following location:

SE/4 of the NE/4 of Section 27, T-16-S, R-35-E
Lea County, New Mexico

and shall th‘e‘réafter continue the drilling of the well with due diligence to

12,800 feet or to a dépth sufficient to test the Morrow fofmation, whichever
is the lesser.

N

unless granite or other practically impenetrable substance or condition in the hole, which -tenders
further drilling impractical, is encountered at a lesser depth, or unless all parties agree to complete or
abandon the well at a lesser depth. s

”

6i I U e N

dlcauon of containing oil and gas in quantmes sul'l'lclent to test, unless this agreement shall be Jimited
in its application to a specific formation ‘or formations, in which event Operator shall. be requned {o
test only the formation or formatiens to which this agreement may apply. SRR

If, in .Operator’s judgment, the well will not produce oil or gas in paying quanhhes dlld n wnhcs
to plug and abandon the weéll as a dry hole, it shall fivst secure the conseni of all- parties ‘and shall
plug and abandon samec us provided in Article VLE.L hereof.

-
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1  B. Subsequent Operations:
2 .
: 3 1. Proposed Operalions: Should any parly hereto desire to drill any well on the Coniract Area
: 4 other than the well provided for in Article VLA, ‘or to rework, deepen or plug back a dry holé drilled
5 at the joint expense of al} pa.ties or a well jointly owned by all the parties and no! then producing
6 in paying quantities, the party desiring to drill, rework, decpen or plug back such a well shall give the
7 other parties written notice of the pr’oposed' operation, specifying the work to be performed. the loca-
8§ tion, proposed depth. objective formation and the estimated cost of the operation. The partics receiv-
j 9 ing such a notice shall have thirty (30) days aiter receipt of the notice within which to notify the
N 10 parties wishing to do the work whether they elect to participate in the cost of the proposed operation,
o 11  if a drilling rig is on location. notice of proposal to rework, plug back or drill deeper may be given
12 by telephone and the response period shall be Jimited to forty-eight (48) hours, exclusive of Saturday,
13 Sunday or legal holidays. Failure of a party receiving such notice to reply within the period above fixed
14 shall constitute an election by that paity noi {o participate in the cost of the proposed operation. Any
15 notice or response given by telephiione shall be promptly confirmed in writing.
16
b 17 2. Operations by Less than All Parties: If any party receiving such' notice as provided in Article

—
-]

VIB.1. or VI.E.i. elects not fo participate in the proposed operation, then, in order to be entitled to
the benefits of this article, the party or parties giving the notice and such other pariies as shall elect

_\-Aml .
—
o

,;.,(1 20 ' to participate in the operation shall, within sixty (60) days after the expiration of the notice period of
i 21 thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48} hour period
22  where the drilling rlg is ‘'on location, as the case may be) actually . commence work on the proposed
23 operation and complete it with due diligence. Operator shall perform a)l work for the account of the
] 24 Consenting Parties: provided, however, if no drilling rig or other equipment is ‘on location, and if Op-
: 25 erator is a Non-Consenfing Party, the Consenting Parties’shall either: (a) reéquest Operator to perform
3 26 the work required by such proposed operation for the account of the Consenting Parties, or (b) desig-
27 nate one (1) of the Consenting Parlies as Operator to perform stuch work. Conseniing Parties, when
28 conducting operations on ‘the Contract Area pursuant to this Article VI.B.2., shall comply with all terms
29 and conditions of this agreement. -
K o3 . If lece than all parties approve any ploposed operatlon the proposing party, immediately . aiter the
32 exmratlon of the appllcable notice per md shalt advise tho Cansvuting Dartics-of {a).the {otal mteresf
- j 33 . of the parties approving such operation, and (b} its recommendation as to whether the Consentmg Par-
i 34 ties should proceed with the operatlon as proposed. Each Consenting Party, within forty-eight (48)
t 35 houl's {exclusive of. Satutday. Sunday or legal hohdays) after receipt of such notice, shall advise the
! 36 provposing party of its desire to (a) limit participation to such party’s interest as shown on Exhibit “A”,
. ; 37 .or (b) carry its proportionate part of Non-Consenting Parties' interest. The propnsing party, at its
; 38  election, may withdraw such proposal if there is insufficient participation, and shall promptly notify
“39  all parties of such decision.
i 40 ; ’ e .
4] The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in -
42 the propoilions they have elected to bear same under the terms of the preceding paragraph. Consenting
43 Parties shall keep the leaschold cstates involved in such aperations free and clear of all liens and
44  encumbrances of every kind crealed by or arising from the operations of the Consenting Parties. If such
45 an operation resulls in a dry hole. the Consenting’ Parties shall plug and abandon the well at_their sole
' . 46 cost, risk and expense. If any well drilled, reworked. deepened ‘or plugged back under (he provisions
' 47 of this Article results in a producer of oil and ‘or gas in paying quantities, the Consenting Parties shall
; 48 complete and equip the"we.l 1o produce at-their sole cost and risk, and the well shall then be turned
49  over to Operator and eha]l be operated by it at the expense and for the account ¢f ‘the Consenting Parties.
: 50 Upon commencemeni of operations for the drilling, reworking, deepening or piugglng back of any such
51  well by Consenting Parties in accordance with the provisions of this Arlicle, each Non- Consentmg Party
52 shall be deemed 1o have relinguished to Consenting Parties, and the Consenting Parties shall own and
53 be entitled to receive, in proportion to their respective interests, all of such Non-Consenting Party’s

;1*‘54 interest in the well and share of production therefrom until the procecds of the sale of such share,
§5 calculated at the well, or market value thereof if such share is not sold {after deducting production
56 taStes royalty, ovérriding royally and other interests existing on the effective date hereof, payable out of

57 or measured by 1he pl oductlon flom such well accrumg with respect to such interest until it reverts)

e ?‘"

60 (4) 100% of each such Non-Consenting Partys share of the cost of any newly acqunred surface

61  equipment beyond the wellhead councctions (including, but not limited ‘to, stock tanks, sepalators. ;
: 62 treaters, pumping_equipment and piping). plus 100% of each such Non-Consenting Party's share of the

63 cost of operation of the well commeneing with first production and continuing unti) cach, such Non-

64 Consenting Party's relinquished interest shall revert to it under other provisions of this Arhcle 11 being

65  agreced that each Non-Consenting Party’'s share of such costs and cquipment will be lhat mlenest whlch

66 would have beefi chargeable to each Non-Consenting Party hxd it participated in the well from the be-

67 ginning of the operation: and "“ '

68 we o DACTT L
69 (b) 300_% of that portion of the costs and expenses of drilling reworking, deepening, or plugging
70 back, testing and completing, after dedueting any cash contributions received under Article VIILC., and

5.
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300__% of that portion of the cost of newly acquired equipment in the well (to and including the well-
head connections), which would have been chargeable to such Non-Consenting Party if it had partici-
pated therein.

Gas production attributable to any Non - Consenting Party's relinquished interest upon such Parly's
election, shall be sold to its purchaser, if available, under the terms of ils existing gas sales con-
tract. Such Non - Consenting: Party shall divect its purchaser to remit the proceeds receivable from
such sale direct to the Consenling Parties until the amounts providéd for in this Article are recov-
ered from ihe ‘Non - Conseniing Fariy's relinguished interest. If such Non - Consenting Party has not
contracted for sale of its gas at the time such gas is available for delivery, or has not made the elec-
tion as provided above, the Consenting Parties shall own and be entitled to receive and sell such Non-
Consenting Party’s share of gas as hereinabove provided during the recoupment period.

During the pericd of time Consenting Parties are entitled to. receive Non-’Consenting Party's shave
of production, or the proceeds therefrom, Consenting Parties shall be responsible for the payment of
all production, severance, gathering and other taxes, and all royalty, overriding royalty and other
burdens applicable to Non-Consenting Party’s share of production.

In the case of any reworKing, plugging back or deeper drilling operation, the Consenting Parties shail

be permitted to usé, 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 're‘working,
plugging back or deeper drilling, the Consenting Parties shall account for all such equipment to the
owners thereof, with each party receiving its proportionate part in kind or in value, less cost of
salvage.

Within sixty (60) days after the completion of any operation under this Article, the party con-
ducting the operations fof the Consenting Parties shall furnish each Non-Conseh(ing Party with an in-
vent‘ory”of the equipment in and connected to the well, and an itemized statement of the cost of drilling,
deepening, plugging back, testing, completing, and equipping the well for production; or, at its 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
TEinbuTsed a5 proviacd above, tho Porty condustingthe npnrnhnnc far tha ("nn:nnhnv’ Parties shall furn-

ish the Non-Consenting Parties with an itemized statement of all costs and 'liabilities incurred in the
operalion of the well, together with a statement of the quantity of oil and gas produced from it and the

shall use industry accepted methods such as, but not limited to, metering or periodic well tests. Any
amaant realized from the sale o othor uwpv.,.‘..c.. of cguipment newly. acquiréd in connection with"any
such operation- which would have been owned by a Non-Consenting Party had it participated therein
shall be credited against the total unreturned costs of the work done and of the equipment purchased,
in determining when the interest of such’ Non-Consenting Party shall revert to it as above provided;
and if there is a credit balance, it shall be paid to such Non-Consenting party.

If and when the Cansenting Parties recover from a Non-Consenting Party’s relinquished interest
the amounts provided for above, the relinquished interests of such Non-Consenting Party shall auto-
matically revert to it, and, fron and after such reversion, such Non- Conscntmg Pasty shall own the same
interest in such well. the material and equipment in or/pertaining thercto, and the production there-
from as such Non- Consentmg Party would have been entitled to had it participated in the drilling,
reworkmg, deepening or pluggmg back of said well. Thereafter, such Non-Consenting Party shzll be
charged with and shall pay its- proportlonate part of the further costs of the operation of said well in
accordance with the terms of this agreemént and the Accounting Procedure, attached hereto.

Notwithstanding the provisions of this Article VI.B.2,, it is agreed that without the mutual consent
of all parlies, no wells shall be completed in or produced from a source of supply from which a well
located elsewhere on the Contract Area is producing., unless such well conforms to the then-existing
well spacing pattern for such source of supply. :

The provmons of this Arllcle shall have no apphcahon whatsoever to the drilling of the initial

“well described in Arficle VLA. except (a) when Oplion 2, Article” VIL.D.1.. has been~ selecteq, or (b)
to the reworking, deepening and plugging back of such initial well, if such well is or thereafler- shall
prove to be a dry hole or non-commercial well, after having been drilled to the depth specified m Arucle
VI.A. - : LT

C. Right to Take Production in Kind:

[
l‘v Tt
sk

Each party shall have the right to take in kmd or separately dispose of its proportlonate shale of

~ all oil and gas produeced from the Contract Area. exclusive of produclion which may hc uscd m de-

velopment and producing operations and in preparing and treating oil for marketing pnrpmcs and
production unavoidably losl. Any ecxfra expenditure incurred in the taking in kind or separate dispo-
sition by any party of ils proportionale share of the production shall be borne by such parly. Any

-6 -

_amount 'of proceeds reahzed “from the sale of the well s wokag interest produchon durmg the precedmg .
month. In determining the quantlty of oil and gas produced durmg any month, ‘Consenting “Parties

:
i
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party taking its sharve of production in kind shall be required to pay for only its proportionate share
of such part of Operator's surface facilities which it uses.

Each party shall execute such division orders and contracis as may be necessary for the sale of its
interest in production from the Contract Area, and. except as provided in Article VILB.. shall be entitled

1o receive payment direct from the purchaser thercof for its share of all praduction.

In the event any party shali fail to make the arrangements necessary to take in kind or separately

~ dispose of its proportionate share of {he oil and gas produced from the Contract Area, Operator shall have

the right, subject to the vevocation at will by the party owning it, but not the obligation, to purchase such

oil and gas or sell it to othet's at any time and from time to time, for the account of the non-taking .

party at the best price obtainable in the area for such production. Any such purchase or sale by Op-
erator shall be subject always 1o the right of the owner of the prciduction to ¢éxércise at any {ime its
right to take in kind, or separately dispose of, its share of all oil and gas not previously delivered to a
purchaser. Any purchase or sale by Operator of any other pariy’s share of oil and gas shall be orly for

¢such reasonable periods of time as are consistent with the minimum needs of the industry under the

pariicular cireumstances. but in no event for a period in excess of one (1) year. Notwithstanding the

foregoing, Opelator shall not make a sale )@XX}'&K}E{X{R” into interstale commerce, of any other partys'

¥RIX securing approval of said party.

In the event one or more parties’ separate disposition of its share of lhe gas causes split-stream de-
hvenee to sepalate pipelines and ‘or dehvenes which on a day-to-day basis for any reason are not
exactly equal to a party’s respective pxopomonate share of total gas sales to he allocated to it, the
balancing or accounting between the respective accounts of the parties shall be in accordance with
anyGas Balancing Agreement beiween the barties hereto. whether such Agreement is aitached as
Exhibit “E”, or is a separate Agreement.

D. Access to Contract Area and Information:

Each party shall have access iv ihc Contract Area al all reasonable times, at its sole risk to inspect
or observe operations. and shall have access at reasonable times to Imiormmaiion portaining o the. de-
velopment or operation .thereof, including Operator's books and records relating thereto. Operator, upon
're'due'si; stiall furnich each of. the other parties with copies of all forms or reports filed with govern-
mental agencies, daily dril]‘ing reports, well jogs; tank tables. daily gauge and run tickets and reports
of stock on hand at the first of each month, and shall make available samples of aiiy corcs or cutfings
taken from any well ,dril!ed on the Contract Area. The cost of gathering and furnishing information to
Non-Operator, other than that specified above, shall be charged to the Non-Operator that requests the
information.

“"E. Abandonment of Wells:

1. Abandonment of Dry Holes: Except for any well drilled pursuant to Article VI.B.2,, any well
which has been drilled under the terms of this agreement and is proposed to be completed as a dry hole
shall not be plugged and abandoned without the consent of all parties. Shauld Operator, after diligent
effort, be unable to contact any party, or should any party fail to reply within foriy-eight (48) hours
(exclusive of Saturday, Sunday or legal holidays) after receipt of notice of the proposal to plug and
abandon such well, such party shall be deemed o have consenied to the proposed abandonment. Al
such wells shall be plugged and abandoned in accordance with applicable regulations and at the cost,
risk and expense of the parties who participated in the cost of drilling of such well. Any parly who aob-
jects to the plugging and abandoning such well shall have the right to take over the well and conduct
furither operations in search of oil and or gas subject to the provisions of Article VILB.

2. Abandonment of Wells that have Produced: Except for any well which has been drilled or re-
worked pursuént to Article VI.B.2. hercof for which the Consenting Parties have not been fully reim-
bursed as therein provided, any well which has been completed as a producer shall not be plugged and

" abtandoned- without. the consent of all parhes If all parties consent to such abandonment, the w;li shall.

be plugged and abandoned in accordance Wwith" appiicable regulations and at the cost, nsk and ‘expense
of all the parties hereto. U, within thnty (30} days after feceipt of notice of the p:oposea auauéu..mnn!
of such well, all partiecs do not agree to the abandenment of any well those wishing to contmug its op-
eration shall tender to each of the other parties its proportionate share of the value of the well’s sajvable
material and equipment, determined in accordance with the provisions of Exhibit “C”, less the é"étimated
cost of salwgmg and the estimated cost of piuggmg and abandomng Each abandomng palty shal}
assign to the non-abandoning parties, without warranty, express o implied, as to title or as o quanmy
quality, or fitness for use of the cquipment and material, all of its interest in the well and related equip-
ment, together with its inicrest in the jeaschold estate as to, but only as to, the interval or inter vah of the
fmmutmn or fm mations thep open to production. MWWMWWM
‘i] . '“ H! 'i ." }i“q“! fl 'E lh éﬂ‘f"' ' 8' i“‘ I.“ ‘. a‘: 'i’f‘—k’"l“l “‘gr I ‘g'.'"l”i j”_' ‘hp" "pi‘" ‘ ]!iidlli'
tiomrforrtermrofone-yemando dongthereafterreotband-mogurisproduesd-from-thodnters-or-inter-
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“B¥. The assignments or leases so limited shall encompass the “drilling unit" upon which the well is
located.” The payments by, and the assignments or leases to, the assignees shall be in a ratio based upon
the relationship of their respective percentages of participation in the Contract Area to the aggregate of
the percentages of participation in the Contract Arca of all assignees. There shall be no readjustment
of interest in the remaining portion of the Contract Azea.

Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the op-
eration of or precduction from fhe well in the interval or mtervals then open other than the royalties
retained in any lease made under the terms of this Article. Upon request, Operator shall continue fo
operate the assigned well for the account of the non-abandoning parties at_the rates and charges con-
templated by this agreement, plus any additional cost and charges \Vhl(.‘h may arise as the result of

the separate ownership of the ascigned well.

ARTICLE VII.
EXPENDITURES AND LIABILITY OF PARTIES

" A. Liability of Parties:

The liability of the parties shall be several, not joint or collective. Each party shall be responsible
only for its ob]lgatlons and shall be ]iable only for its proportionate share of the costs of developing
and operating the Contract Area. Accoxdmgly, the liens granted among the parties in Article VILB. are

_given to secure only the debts of each severally. It is not the intention of the parties to create, nor shall

this agxeement be construed as creatmg, a mining or other partnership or association. or to render the
parties liable as partners.

B. Liens and Payment Defaults:

Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Coiitract Area, and a
securlty mterest in -its share of oil and or gas when extracted and its interest in all equnpment to secure

payment o1 “,S share oi CXpClle, luscun.l ““h :.—JA- ot thavann lof iho rate. n)nwﬁed in’ the ‘Accol)nhng-

Procedure aitached hereto as Exhibit “C”. To the extent that Operator has a security interest under the
Uniform Commercial Code of the State, Gperator shall be entitled to exercise the rights and remedies

of a _secured pariy under the Code The brmglng of a suit ‘and the obtaining of judgment by Operator

for the secured indebtedness shall not be deemed an election of Fémicdies or “otlier wiseaffect-the -len
rights or security interest as security for the payment thereof. In addition, upon ‘default by any Non-
Operator in the payment of its share of expense, Operator shall have the right, without prejudice to
other rights or remedies, to co}_lect from the purchaser the proceeds from the sale of such Non-Operator’s
share of oil and/or gas until the amount owed by such Non-Operator, pius inierest has been paid. Each

" purchaser shal! be entitled to rely upon Operalor's written statement concerning the amount of any de-

fault. Operator grants a like lien and secuiity interest to the Non-Operators (o secure payment of Op-~
erator’s proportionate share of expense.

If any party fails or is unable to pay its share of expense within sixty (60} days after rendition of
a statement therefor by Operator, the non—defaultiné parties, including Operator, shall, upon request by
Operator, pay the unpaid amount in the proportion that the interest of each such party bears to the in-
terest of all such parties. Each party so paying its share of the unpaid amount shall, {o obtain reimburse-
ment thereof., be subrogated to the security righis described in the foregoing paragraph.

C. Paymentsand Accounfing:

Except as herein otherwise specifically provided, Operator shall promptly pay and discharge expenses
incurred in the development and operation of the Contraci Area pursuant to this agreement and shall
charge each of the parties hereto with their respective proportionate shares upon the expense basis pro-
vided ‘in the Accounting Provedu P .attached hereto as Exhibil "C"”. Operator shall keep an accurate

record of the joint account hereundel showing expenses incurred and charges and credits made and

recejved.

_Operator, at its election, shall have the right from time to time to demand and receive ffom the
other partics payment in advance of their respective shares of the esfimated amount of the expentge to
be incurred in operations hereunder during the next succeeding month, which right may be exercised only
by submission to each such party of an itemized statement of such estimated expense, together with
an invoice for its share thereof. Each such statement and invoice for the payment in advé'nce”bf esti-

"mated expense shall be submitted on or before the 20th day of the next preceding month. | E'lch p'arly

shall pay to Operator its proportionate share of such estimate within fifteen (15) days .lflOl cuch es-

timate and invoice is veceived  If any party fails to pay its qhme of said eslimate within s.nd {ime, the

amount duc shall bear inlerest as provided in Exhibit “C" unti paid. Proper .ld)m!mont “shall be

made monthly between advances and actual expense to the end that cach party shall bear and pay its
proporiionate share of actual expenses incurred, and no more.

-8 -




TN W

[~
[

L

A.APL. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1977

R =3 N BB

QB DD DN N AN O DD DD D DD et eachet bt et s el el e e
O © 0 a3 QW = QWD W ~O @

W
[}

D. Limitation of Expendifures:

1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, ex-
cept any well drilled or deepened pursuant to the provisions of Article VI.B.2. of this Agreement, if being
understood -that the consent to the drilling or deepening shall include:

L. s . Ll . . .
Optrar—tio—i- TN Hirrp—or—decpening—testing—rompleting—ard-
0 - . = .

- 33

K] Option No. 2: Al necessary expenditures for the drilling or deepening and testing of the well, When
such well has reached its authorized depth, and all tests have been compléied, Operator shall give im-
mediate notice to the Non-Operators who have the ri‘ght" to participate in the completion costs. The parties
receiving such notice shall have forty-eight (48) hours (exclusive of Saturday. Sunday and legal holi-
days) in which to elect to participate in the seiting of casing and the completion attempt. Such elechon _
when made, shall include consent to all necessary expenditures-for the completing and equipping ‘of such
well, including necessary tankage and/or surface facilities. Failure of any party receiving such notice
to reply within the period abcve fixed shall constitute an election by that party not to participate in
the cost of the completion attempt. If one or more, but less than all of the parties, elect to set plpe and
to attempt ‘a‘completion, the provisions of Article VI.B.2. hereof (the phrase * reworkmg, deepemng or

-plugging back” as contained-in Article VI.B.2. shall be deemed to include “completing”) shall apply to

the operations thereafter conducted by less than all parties.

2. Rework or Plug Back:  Without the consent of all parties, no. well shall be reworked or plugged
back except a well reworké’d or plugged bhack pursuant to the provisioné of Article VI.B.2. of this agree-
ment, it being understood that the consent to the reworking or plugging back of a well ‘shall include
consent to all necessary expenditures in conducting such operations and completing and equipping of
said well, including necessary tankage and/or surface facilities.

3. Other Operatmns Operator shall not undertakP any s'r:glc p. up_u reasonably estzmated to ‘require

o an pyvranditiic i excess of Fifteen Thousand Dollars-zz-- #=~~Pollars ($ 15,090 00 )

except in  connection with a well, the drilling, reworking, deepenmg, completing, récompleting, or plug~ '
ging back of which has been previously authonzed by or pursuant to_ this. agreement; piovided, how-

s

ever, that m case of explosion; fire,- flood 61 other “sudden emer gency. whether of the same or dlfferent
the emergency fo safeguard life and property but Operator, as plomptly as possible, shall report the emer-~
gency to the other parties. If Operator prepares “Authority for Expendxtures" for its own use,

Operator, upon request, shall furnish copies-of its “Authority for Expendllules for any. single project
cost]ng in excess of Fifteen Thousand Dollars""-' ““““““ - Dollars ($ ]5 000 00 )

E. Royallies, Overriding Royalties and Other Payments:

Each party shall pay or deliver, or cause to be paid -or delivered, all royalties to the extent of

18.75% . due on its share of production and shall hold the other parties free

from any l!ablllty therefor. If the interest of any party in any oil and gas lease covered by this agree-

ment is subject to any royalty, overriding royally, production payment, or other charge over and above

the aforesaid royally, such pariy shall assume and alone bear all such obligations and shall account
for or cause to be accounted for, such interest to the owners thereof.

No party shall ever be responsible, on any price basis higher than the price received by such party,
to any othei’ party’s lessor or royally owner; and if any such other pariy’s lessor or royalty owner should
demand and receive seftlements on a hxgher price basis, the party contributing such lease shall bear the
royally burden insofar as such higher price is concerned.

F. Reﬁlals, Shut-in 'Wcll Payments and Minimum Royalties:

Rentals, shut-m well payments and minimum royallies which \'ma'y' be required under the terms of
any lease shall ‘be pald by the parly or pariies who .,ubjccled such lease to this agreement at its" or their
expense. In the event two or more parties own and have contributed interests in the same lease_!o this
agreéement, such parlies'may designate one of such parties to make said payments {for and on behfﬂt’ of all
such parties. Any party may request, and shall 2 entitled to receive, proper evidence of all such pay-
Mments. In the event of failure to make proper payment of any rental, shut-in well payment er mupmum
royalty through mistake or oversight where such payment is required to continue the lease in:force,
any loss which results from such non-payment shall be borne in accordance with the pxovmons él Alhclc
1V.B.2. : :

Operator shall rotify Non-Operator of the anticipated completion of a shut-in gas we}l or: The f;hut-
ting in or return to production of a producing gas well, at least five (5) days (excluding S.nim'day, Sun-
day and holidays), or at the carliest opporlunity permitted by circumstances, prior to taking such v'xcleon.
but assumes no liability for failure to do so. In the cvent of failure by Operator to so notify Non-
Opncerafor the 1ose of anv leasco contribtited hereto by Non-Onoerator for failttire ta make Limaly paviments
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of any shut-in well payment shall be borne jointly by the parties hereto under the provisions of Article

1
2 1V.B3.
3
4 G. Taxes:
5 .
6 Beginning with the first calendar year after the effective date hercof, Operator shall render for ad
7 valorem taxation all property subject o this agrcement which by law should be rendered for suck
8 taxes, and it shall pay all such taxes assessed thereon before they become delinquent. Prior to the ren-
§ ° “dition dats, each Non- Operator shall furnish Operator information as to burdens (to include, but not be
10  limited to, roy_altxes‘ overriding royalties and production payments) on leases and oil and gas interests con-
. 11  tributed by such Non- Operator If the assessed valuation of any leasehold estate is reduced by reason of its
- . 12 being subject to outstandmg excess royalues overriding royalties or production payments, the reduction in
% 13 ad valorem iaxes resulting therefrom shall ‘inure to the benefit of the swner or owners of such leasehoid .
4 estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such
15 reduction. Operator shall bill other parties for their proportionate share of all tax payments in the man-
{ 16 ner provided in Exhibit “C”. \ :
17 . .
T 18 If Operator considers any tax asscssment improper, Operator may, at its discretion, protest within
19 _the time and manner prescribed by law, and prosecute the protest to a final ‘determinatiion, unless all
4«1 20 partles agree to abandon the protest prior to final determiination. Durmg the pendency of administrative
. 21 or judicial proceedings, Operator may -elect to pay, under protest all such tayes and any interest and
"“"" 22 penalty. When any such protested assessment shall have been finally ' determmed Operator shall pay
23  the tax for the joint account, together with any interest and penalty accrued, and the total cost shall then
24  be assessed agamst the parties, and be paid by them, as provided in Exhibit “C”.
i 25 :
§ 26 Each party shall pay or cause to be paid all production,, severance, gathering and other taxes im-
! 3 27 posed upon or with respect-to the production or handling of such party’s share of oil and/or gas pro-
g 28  duced under'the terms of this agreement.
i 29
306 H. Insurance:
31
- Sz ‘At all ‘times whlle operauons are cbnducted hereunder, Operator shall comply with the Workmen’s
32 Compensatxon Law of ‘the State where thé operations are bemg conductvd provxded however, that Op-
erator may be a self-)nsurer for lability under ‘said compensahon “Taws m whnch ‘event the only charge

35 _. that_shall be-made-to-the-joini ‘account shall be an amount equlvaient to the premlum which would have
36 been paid had such insurance been obtained. Operator shall also carry or provide insurance for the
_ 37 . benefit of the joint account of the parties as outlined in Exhibit “D", attached to and made a part hereof.
. 38 Operator shall require all contractors engaged in work on or for the Confract Area to comply with the
o 39  Workmen’s Compensation Law of the State’where the operations are being conducted and to maintain
40 such other insurance as Operator may reguire. i

w
Yy

42 In the event Automobiié Public Liability Insurance is specified in said Exhibit “D", or subsequently
43 receives the approval of the parties, no direct charge shall be made by Operator for premiums paid for
44  such insurance for Operator’s fully owned automotive equipment.

{ 45

46 s ARTICLE VIH.

47 ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

f 48

49 - A. Surrender of Leases:

50 ’ . »

, 51 The leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall
! 52  not be surrendered in whole or in part unless all parties consent thereto.

: £3 g , .

| 54 However, should any party desire to surrender its interest in any lease or in any portion thereof, and

55 other parties do not agree or consent thereto, the party desiring to surrender shali assign, wi(hout express
56 or implied warranty of title, all of its interest in such lease, or portion thereof, and any well, mii iterial and
57 equipment whxch may be located thereon and any rxghts in producuon thereaﬂer secmed to the parhes
58 not desnrmg to surrender it, -

59 i Co T ) L _‘ : ’ RN & reme o “‘:a.v"d‘ gas

v
-

62 Upon such assignment, the assigning party shall be relieved from all obligations therecafier é-clumg,
63 but not theretofore accrued, with respect to the acreage assigned and the operation of any ell hoxeon
g 64 and the assigning party shall have no further interest in the lease assigned and its cqunpmpnt and pro-

‘. o 65 duct:on.ﬁwﬁmmmwmbﬁﬂde%ﬂmm&m “I‘he partxes K

G6 assngnee shall pay 10 lhe party assngnor the reasonable’ salvage valuc of the latter’s m!éreqt in ux.;. wells

68  with the ‘provisions of Exhibit “C”, less the estimated cost of salvaging and the (‘\!lmdt(‘d ‘ost"of plug--
: 69 ging and abandoning. If the assignment is in favor of more than ene parly, the assigned interest shal)

-10 -
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be shared by the parties assignee in the proportions that the interest of cach bears to the interest of all
parties assignee.

Any assignment or surrender made under this provision shall notl reduce or change the assignor's or
surrendering parlies' interest, as it was immedialely before the assignment, in the balance of the Contract
Area: and the acreage assigned or surrendered, and subsequent operations thereon, shall not thereafter
be subject to the ferms and provisions of this agrecement.

B.” Rencwal or Extensioii of Leases:

If any pavly securés a reriewal of any oil and gas lease subject to this Agréérﬁeﬁt, all other parties

- shall be notified promptly, and shall have the right for a period of thirty (30) days following receipt

of such notice in which to elect to participate in the ownership of the renewal lease, insofar as such
lease affects lands within the Contract Area, by paying to the party who acqiured it their several proper
proportionate shares of the acquisition cost allocated to that part of such lease within the Contract Area,
which shall be in proportion t¢ the interesis held at that time by ihe part:es in the Contracl Area.

If some, but less than all, of the parties elect to pariicipate in the purchase of a renewal lease, it
shall be owned by the parties who elect to participate therein, in a ratio based upon the relationship of
their . resnectlve percentage of participation in -the Contract -Aves io the nﬂgregﬂ'n of the perceniages
of parhupatlon in the Contract Area of all parties participaling in the purchase of such renewal lease.
Any renewal lease inn which less than all part&eg elect to participate shall not be subject to this agreement.

Each party who participates in the purchase of a renewal lease shall be given an assigniment of its
proportionate interest therein by the acquiring party.

The provisions of this “Article shall apply to renewal leases whether they are for the entire interest
covered by the expiring lease or cover only a portion of ifs area or an interest therein. Any renewal lease

‘taken before the expiration of its predecessor lease, or taken or contracted for within six (6) months after

the expiration of the existing lease shall be subject to this 'provisipn; but any lease taken or contracted
for more than gix (6) months after .the expiration of an existing lease shall not be deemed a renewal
lease and shall not be subject to the provisions of this agreemenl.

Thé plowsnons in this Artlcle shall apply also and in llke manner lo extensions of ¢il and gas

leases.

C. ACREAGE OR CASH CONTRIBUTIONS I
1f any party receives while this agreement is in force,a “contribution of cash

’imtoward the drilling of a "well or any other operation on the Contract Area, such

contribution ‘shall be paid to the party who conducted the dr11]1ng ‘or ‘other operation
and shall be applied by it against the cost of such drilling or Other operation.

If the contribution is in the form of acréage, the party to whom ‘the contribution

is made shall promptly execute an assignment of the acreage without warranty of title
to all parties in proportion to.their interest in the Unit Area at that time, and

such acreage shall become a part of the Unit Area and be governed by all the provisions
of this contract.- Each party shall promptly not1fy 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. Whep any contribution is contingent -upon the completlon of any

one or more operations in which. all of the parties hereto do not participate through
the earning of such contribution, the contribution shall belong solely to those parties
who participated in all steps of the operation const1tut1ng such condition precedent
and any party not part1c1pat1ng in‘all steps or such condition precedent shall not
recieve any part of such contribution.

If any party contracts for any consideration relating to disposition of such party’s

share of substances produced hereunder, such consideration shall not be deemed'a
“contribution as contemplated in this Article VIII.C.

.0 SUBSEQUENTLY CREATED INTEREST: o

Notwitnstanaing the provisions of Article VIILE. and VHI.G.. if any party hereto shall, <L;g§équenl
to execuuon of this agreement, crezie an overriding royaltly, production payment, or net pxoceeds inter-
est, which such interests are hereinafter referred to as “subsequently created interest”, such subscqucntl;
created interest shall be specifically made subject to all of the terms and provisions of this agreement. as
follows: :

1. If non-consent operations are conducted pursuant to ar.y provision of this agrccmen! and the
party conducting such nperations becomes entitled to receive the production attr |bulable 1p the mloresl
out of which the subsequently created interest is derived, such party shall receive samo free and clear
of such subsequently created interest. The party creating same shall bear and pay all wch wbsequcntly
created interests and shall indemnify and hold the other parties hereto free and harmless, fmnr any -and
all liability resulting therefrom. e £ T v
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2. If the owner of the interest from which the subsequently created interest is derived (1) fails to
pay. when due, its share of expenses chargeable hereunder, or (2) eclects 1o abandon a well under pro-
visions of Article VLE. hercof, or (3) eclects to surrender a lease under provisions of Article VIILA.
hereof, the subsequently created interest shall be chargeable with the pro rata portion of all expenses
hereunder in the same manner as if such interest were a working interest. For purposes of collecting
such chargeable expenses, the parly or parties who receive assignments as a result of (2) or (3) above

~shail have ihe rFighi to #nfofce ali provisions of “Article VILB. hercof against such subsequently created

interest.

E. Maintenance of Uniform Interest:

I TP 5 5 : >tu _No pally shall
sell, encumber transfel or make other dlSpOSlllOn of its mterest in the leases embraced within the Con-

tract Area and in wells, equipment and production unless such—dispesitior—covera—etther:
f!. ll l. - l ‘l F ll I - !l l l : - I i l I- :
2. . ! b iod— Stim—at . . . Jtetion—in—the G Avem

Bvery Suchsale, encumbrance, transfer or other disposition made by any party s_}]a]l be made ex-
pressly subject to this agreement. and shall be made without prejudice to the right of the other parties.

If, at any time the interest of any party is divided among and owned by four or more co-owners,
Operator, at its discretion, may requlre such co-owners to appoint a single trustee or agent with full

. authority’ to receive notices, approve expenditures, receive bzllmg< 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 agreement; however, all such

‘to- -owners shall have the right to enter mto and execute all contracts or agr eements for the disposition

Tt I\:apl:t.uvc shiares ul uu: oI ana Bad pluuuLLu uuul e Cunuact Area and Ulcy shail nave ine

right to receive, separately, payment of the sale proceeds hereof.
F. Waiver of Right to Partition:-

If permitted by the laws of the state or states in which the preperty covered hereby is located, each
party hereto owning an undivided interest in the Contract Area waives any and all rights it may have
to partitien and have set aside to it in severalty its undivided interest therein.

interests in the Contract Area, it shall promptly give written notice to the other parties, wi utl infor-
mation concerning’ its proposed sale, which shall include the name and address g € prospective pur-
chaser (who must be ready, willing and able to purchase}, the purchase-pTice, and all other terms of
the offer. The other partie‘s shall then have an optional prio- rght, for a period of ten (10) days after
receipt of the notice; to purchase on the same terms_asd Conditions the interest which the other party
proposes to sell; and, if this optional righ{ de~€xercised, the purchasing parties shall share the pur-
chased interest in the proportions that the interest of cach bears to“the total interest of all purchasing
parties. However, there sb fe no preferential right to purchase in those cases where any party wishes
to mortgage its_iréeres(s, or to dispose of iis interests by merger, reorganization, consolidation, or sale
of all gu-stl bstantially all of its assets to a subsidiary or parent company or to a subsidiary'of a parent
ARTICLE IX. »

INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create, and shall not be construed to create, a relationship of part-
nership or an association for profit between or among the parties hereto. Notwithstanding a{g)' pro-
visions herein that the rights and liabilities hereunder are several and not joint or collective, or that this
agreement and operations hercunder shall not constitute a partnership, if, for Federal income fax pur-
poses, this agreement and the operations hereunder are regarded as a partnership, cach party hereby
affectéd elects to be excluded from the application of all of the provisions of Subchapter K", 'Chapter
1, Subtitle ‘*A”, of the Internal Revenue Code of 1954, as permitted and authorized by Ser‘hon‘ 761 of
the Code and the regulations promulgated thereunder. Operator is authorized and dlrocted to oxecule on
hehalf of each pariy hereby affected such evidence of this election as may be rvequived bv the SLcletary
of the Treasury of the Uniled States or the Federal Internal Revenue Service, including spocmcully but
not by way of limitation, all of the returis, statements, and the data required by Fedoral Regula-
tions 1.761. Should there be any requirement that cach parly hereby affecled give further " évidence of
this clection, cach such party shall exccute such documents and {urnish such other evidence as may be
required by the Federal Internal Revenue Service or as may be necessary to evidence this election. Ne

-12 -
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such party shall give any nolices or take any other action inconsistent with’ the election made hereby.
If any present or future income tax laws of the state or states in which the Contract Area is located or
any future income tax laws of the ‘United States contain provisions similar to those in Subchapter “K",
Chapter 1, Subtitle “A”, of the Internal Revenue Code of 1954, under which an election similar to that
provided by Section 761 of the Code is permitted, each party hereby affected shall make such election as
may be permitted or required by such laws. In making the foregoing election, each such party states that
the income derived by such party from Operations hercunder can be adequately determined without the
compittation oi parinership taxable income.

ARTICLE X.
CLAIMS AND LAWSUITS

Operator may settle any single damage cla)m or suit arising from operahons hereunder if tne ex-

penditure does not exceed __Ten Thousand Dollars- and no/100ths Dollars

($10,000,00 ) and if the payment is in complete settlement of such claim or suit. If the amount
required foi settlement exceeds'the above amount, the parties hereto shall assume and take over the
further handling of the claim or suit, unless such authority is delegated to Operator. All costs and ex-

-pense -of- handling, scitling; or otherwise gdischarging such cldim or suit §hall be at. the joint expense

of the parties. If a claim is made against any party or if any party is sued on account of any maiter
arising from operations hersunder over which such individual has nd' control because of the rights given
Operator by this agreement, the party shall immediately notify Operator, and the claim or suit shall
bé treated as any other claim or $uit involving operations hereunder.

ARTICLE XI.
FORCE MAJEURE

If any party is rendered“!fmable, 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
other parties prompt written-notice of the force majeure with reasonably full particulars concerning it;
thereupon, the ob]igatiOns of 'the party giving the notice, so far as they are affected by the force majeure,

shall be suspended durmg. but no’ 1onger than - the continuanicé of the force majeure. The atfected party
"shall use all reasonable d:hgence to remove the force majeure siluation as qu1ck1y as practlcable

The reqmrement that any force majeure shall be remedied with all reasonable dxspatch sha]l not
require_the settlement of strikes, lockouts, or other labor dlff!eqlty -by the party involved, contrary to its

wishes; how all such difficulties shall be handled shall be entirely within the .discretion of the party

concerned.

The term ‘“force majeure”, as here employed, shall mean an act of God, strike, lockout, or other
industrial disturbance, act of the public enemy, war, blockade, public riot, lightning, fire, 's_(_orm, flood,
explosion, governmental action, governmental delay. restraint or inaction, unavailability of equipment,
and any other cause, whether of the kind specifically enumerated above or otherwise, which is not
reasonably within the control of the party ciaiming suspension. )

ARTICLE XIil.
NOTICES

All notices authorized or required betwecen the parties, and required by any of the provnsxons of
this agreement. unless otherwise specifically provlded shall be given in writing by United States mail
or Western Union telegram postage or charges prepaid, or by teletype. and addressed to the party to
whom the notxce is given at the addresses listed on Exhibit “A”. The originating notice given under any
provision hereof shall bé deemed given only when received by the party to whom such notice is directed,
and the time for such party to give any nolice in response thereto shall run from the date the originat-
ing notice is received. The second or any responsive nolice shall be deemed given when deposited in
the United States mail or with' the Western Union Telegraph Company, with poslage or charges prepaid,
or when sent by le]etype Each party shall have the right to change its address at any time, and from
time to time, by giving writlen notice hereof to all other parties. e

ARTICLE Xill, b
TERM OF AGREEMENT oy
\ iy

This agreement shall remain in full force and effect as to the oil and gas leases and /or oil an 'gas in-
terests subjected hereto for the period of time sclected below: provided, however, no party here y shall
ever be construed as having any right, title or interest in or to any lcase, or oil and gas lnlerésf con-
tributed by any other party beyond the term of this agreement, FERVA

PR BT
H !

EX Option No. }: So long as any of the oil and gas leases subject to this agreement :emam -or are con-

tinued in force as to any part of the Contract Arvea, \Whet.r by production, e:\lexmon, wnewal or other-

wise, and/or so lorg as oil and/or gas production conlinucs from any learce or oil and gas interest.
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under any provision of this agreement, results in production of oil and or gas in paying guaptitfes, this
agreement shall continue in force so long as any such well or wells produce, or are_capfible of produc-
tion, and for an additional period of _ __days from cessation of all pro ion; provided, however,
if, prior to the expiration of such additional peried, one or more o parties hereto are engaged in
drilling or reworking a well or wells hereunder, this agree shali continue in force until such op-
erations have been completed and if production res therefrom, this agreement shall continue in
force as provided bkerein. In the cvent the vy escribed in  Avticle VIA., or any subsequent well
drilled hercunder, results in a dry ~and no other well is producing, or capable of producing oil
and-or gas from the Contr rea, this agreement shall terminate unless drilling or reworking cpera-

- tions are commenced wi __days from the date of abandonment of said well.

: ARTICLE XIV. )
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

This agreement shall be subject to the conservation laws of the state in which the commitited
acrpage is located, to the valid rules, regulations, and orders of any duly constituted regulatory body of
said state; and to all other applicable federal, state, and local laws, ordinances, rules. regulations,  and
orders. i

B. Governing Law:

The essential validity of this agreement ‘and all matters pertaining thereto, including, but not lim-
ited to, matters of performarce, non-performance, breach, remedies, pxocedutes rights, duties and in-
terpretahon or’ construction, shall be governed ahd determinad hu tha IZur ofiheCsiaie in Which tne
Contract Area is located. If the Contract Area is in ‘two or more states, the law of the staté where most
of the land in the Coniract Area is located shall govern,

ARTICLE XV.

“OTHER PROVISIONS

i

NONE

- -
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1 ARTICLE XVI,
2 MISCELLANEOUS
: 3
4 This agreement shall be binding upon and shali inure to the benefit of the parties hereto and to their
: 5 respective heirs, -devisees, legal representatives, successors and assigns.
6 v ’
' 7 This instrument may be execuled in any number of counterparts, cach of which shall be considered
: 8 . an original for all purposes.
I 9 . fen .
i : 10 IN WITNESS WHEREOF, this agreement shall be effective as of day of .
L. 11 19 . )
ol 12
- 13 OPERATOR
R 15 BANDERA ENERGY COMPANY
T R
Y 18 ‘
. BY:
Y 18
v, 20
! 21
22
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34
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EXHIBIT "“A"

Attached to and made a part of that certain Opérating Agreement
dated May 15, 1981, by and between Bandera Energy Company as
Operator and J.M. Huber Corporation and Marathon 0il Company as
Non-Operators.

Part I CONTRACT AREA

“Bast half (B/2) of Section 27
T-16-S, R-35-E,” N.M.P.M.
Lea County, New Mexico

Part II  DEPTH OR FORMATION RESTRICTION

Morrow Formation Odly

“Part IIT INTEREST AND ADDRESSES OF PARTIES FOR NOTICE PURPOSES

Bandera Energy Company 50%
602 Gihls Tower West
Midiand, Texas 79701

(915)  684-9009

J.M. Huber Co:porétion 257
1900 Wilco Building o
Midland, Texas 79701 S S

(915) 682-3794

MafathQn Oil Company ' 25%
‘P.0. Box 552 }
Midland, Texas 79702

(915)  682-1626

Part IV See Attached Schedule



LESSOR 'LESSEE

Robert Boyce R. C. Jeter and
‘Edison Wife, Hattie Mae
Jeter .

(Additional Lease Information
from J.M, Huber & Monsanto. )

EXHIBIT "A"

DESCRIPFION

E/2 E/2 Section 27
T-16-S, R-35-E

LEASE DATE &

EXPIRATION

‘10/16/80

10/16/81

RECORDED

BOOK/PAGE

331/182

......

BASIC

ROYALTY

3/16

OVERRIDING
ROYALTY




RYHIBT

2 -
DESCRIPTION

er and ~ BEf2 E/2 Section 27

'tie Mae T-16-S, R-35-FE
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'LEASE DATE & - RECORDED
EXPIRATION BOOK/PAGE
10/16/80 331/182
10/16/81

Page 2

OVERRIDING
ROYALTY

5%
1.25% (to be assigned)
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COPAS — 1974
Recommended by the

ral oxX 800 Council of _Peiroteum
. hra/tbin 601, 30¥s2%8x 74101 Accountants Societies of

North Americe

EXHIBIT ¢

Attached to and made a part of .that..certain.Operating.Agreement. ..
dated-May.-15,..1981,. by.and.between. Bandera..Encrgy. Company..as
Operator.and..J. M. . Huber..Corporation.and. Marathon.0il.. Company.
2B T} s ET 50T oF- 1 00 0 of - SO OSSO UP U —

ACCOU NTING PROCEDU RE
JOINT OPERATIONS

1. GENERAL PROVISIONS

Defmihons

“Joint Property” shall mean the real and personal property subject {o th
Procedure is attached.

“Joint Operations” shall mean all operations necessary or proper for the development, operation, protection and
maintenance of the Joint Property.

“Jgint -Account” shall mean the account showing the charges paid and credits'received in the conduct ‘of the Joint
Operatlons and which are to be shared by the Parties.

"Operator" shall mean the party designated to conduct the Joint Operations.
"Non-Opel_-ators" shall mean the parties to this agreement other than the Ogerator,
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agreement to which this Accounting

o

“Parties” shall mean Operator and Non-Operators.

“First Level Supervisors” shall mean those employees whose primary function in Joint Operations is the direct
supervxsxon of other employees and/or contract labor directly employed on the Joint Property in a field operat-
ing capacity.

“Technical Employees”™ shall mean those employees having special and specific. engineering, geological or other
professional skills, and whose primary function in Joint Operations ls the handling of specmc operating condi-
tions and problems for the benefit of the Joint Property.

“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator’s employees.
“Materlal" shall mean personal property, equlpment or supphes acquired or held for use on the Joint Property.

- Aantsailahla” Mitarial” shall mean Material. which at the time is so classmed in the Material Classification Manual

as most recently recommended by the Council of Petroleum Accountants Societies of NOrth America.

Statement and Billings

Ooerator shall bill Non-()peratora on or before the last day of each month for their proportlonate share of the
Joint Account for the preceding month. ‘Such biils will be accompanied” by statements which identify the author-
ity for expenditure, lease or facility, and all charges and credits, summarized by appropriate classifications of in-
vestment and expense except that ilems of Controllable Mateérial and unusual charges and credits shall ke scp-
arately identified and fully described in detail.

Advances and Payments by Non-Operators

Unless otherw:se provided for’ in the agreement, the Operator may requlre the Non-Operators to advance their
share of estimated cash outlay for the succeeding month’s operation. Operator shall adjust each monthly billing
to reflect advances received from the Non-Operators.

- Bach Non-Operator shali pay its proportxon of all bills within fifteen” (15) days after receipt. If payment is not

made within such time, the unpaid balance shall bear interest monthly at the rate of twelve percent (12%) per
annum or the maximum contract rate permitted by the applicable usury laws in the state in which the Joint
Property is located, whichever is the lesser, plus attorney’s fees, court costs, and other costs in connection with
the collection of unpald amounts.

Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correct-

ness therecf; provided, however, all bills and statements rendered to Non-Operators by Operator during any
calendar year shall conclusively be presumed to be true and correct after twenty-four (24) months following
the end of any such calendar year, unless within the said twenty~four (24) month period a Non-Operator takes

" written exception thereto and makes claim on Operator for adjusiment. No adjustment favorable to Operator shall

6.

be made unless it is made within the same prescribed period. "The provisions of this paragraph shall not prevent
adjustments resulting from a physical inventory of Controllable Material as provided for in Section V.,

Audits -

A. Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Ope-
rator’s accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month
period following the end of such calendar year; provided, however, the maklng of an audit shall not extend the
time for the takmg of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this
Section I. Where there are two or more Non-Operators, the Non- Operators shall make every reasonable effori o
conduct joint or simultaneous audits in a manner which will result in a minimum of inconvenience to the Opera-
tor. Operator shall bear no portion of the Non-Operators” audit cost incurred under this paragraph unless agreed

to by the Operator.

Approval by Non-Operators

Where an approval or other agreement of the Parties or Non-Operators is expressly requnred under other sec-
tions of this Accounhng Procedure and if the agreement to vhich this Accounting Procedure is atlached contains
no contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operator’s proposal, and
the agrecment or approval of a majority in interest of the Non-Operators shall be controlling on all Non-Opera-

tors.
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. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:
1. Rentals‘ and Royalties
Lease rentals and royalties paid by Operator for the Joint Operations.
2. Labor

A. (1) Salaries and wages of Operator’s field employees directly employed on the Joint Property in the conduct
' of Joint Operations,

(2) Salaries of First Level Supervisors in the field.

(3) Salaries and wages of Technical Employees duectly employed on the Joint Property if such charges are
excluded from the Overhead rates.

B. Operator’s cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section
II. Such costs under this Paragraph 2B may be charged on a “when and as paid basis” or by “percentage as-
sessment” on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this
Section II. If percentage assessment is used, the rate shall be based on the Operator’s cost experience.

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are
applicable to Operator’s costs chargeable to the Joint Account under Paragraphs 2A and 2B of this Sec-
tion II,

D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under
i . Parazrabh 2A of this Section II.

! 3. Employee Benefits

3 Operator’s current costs of established jlans for employee group life “insurance, hospitalization, pension, re-
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s labor
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section II shall be Operator's actual

cost not to exceed twenty per cent (20%).

4. Material
Material purchased or furnished by Operator for use on the Jomt Property as provxded under Section 1V. Only
; such Material shall be purchased for or transferred to the Joint Property as may be required for immediate use
: and is reasonably practical and consistent with efficient and economical operations. The accumulation of sur-
~  plus stocks shall be avoided.

5. Transportation
Transportation of employees and Material necessary for the Joint Operations but subject to the following limita-

PR N S

A If Materlal 1s moved to the Jomt Property from the Operator s warehouse or omer properhes no charge shall
be made to the Jcint Account for a distance greater than the distance from the nearest reliable supply store,
recognized barge ferminal, or ranlway receiving point where like matérial is normally available, unless agreed

4 __ .  tobythe Parties, - ¢ e
;‘“ B If surplus Materxal is moved to Operators warehouse or other storage pocint, no charge shall be made to the

Joint Account for a distance greater than the distance to-the nearest reliable supply store, recognized harge
terminal, or railway receiving point unless agreed to by the Parties. No charge shall be made te the Joint Ac-
count for movmg Material to other properties belonging to Operator, unless agreed to by the Parties.

C. In the application of Subparagraphs A-and B above, there shall be no equalization of actual gross trucking cost
of $200 or less excluding accessorial charges. .

6. Servrces _
The cost of confract services, equipment and utilities provided by outside sources, except servxces excluded by
Paragraph 9 of Seciion II and Paragraph 1. ii of Section III. The cost of professmnal consultant services and con-
tract services of technical personnel directly engaged on the Joint Propérty if such charges are excluded from the
Overhead rates. The ccst of professional consuliant services or contract services of technical personnel not di-
rectly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed to by

the Parties.

7. Equipment and Facilities Furnished by Operator

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates com-
mensurate with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other
operating expense, insurance, laxes, depreciation, and interest on investment not to exceed eight per cent {8%)
per annum. Such rates shall not exceed average commerclal rates currently prevallmg in the immediate area
of the Joint Property.
In iieu of charges in Paragraph 7A above, Operator may elect to use average commercial rates prevailing in

4B X v b
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published by the Petroleum Motor Transport Association.

8. Damages and Losses to Joint Property
All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of dam—
ages or losses incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operator's
/ gross negligence or willful misconduct. Operator shall furnish Non-Operator written notice of damages or losses
! incurred as soon as practicable after a report thereof has been received by Operator.

e AR B

9. Legal Expense

: Expense of handling, investigating and settlmg litigation or claims, discharging of liens, payment of judgments
H ; and amounts paid for settlement of claims incurred in or resulting from operanons under the agreement or
!= necessary to protect or recover the Joint Property, except that no charge for services of Operator's legal staff
: ) ‘or fees or expense of outside attorneys shall be made unless previously agreed to by the Parties. A)l other legal
expense is considered to be covered by the overhead provisions of Section I .unless otherwise agreed to by the
Parties, except as provided in Section I, Paragraph 3.

—_—2

the immediate area of the Joint Property less 209%. For automotive equipment, Operator may elect to use rates’
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11,

1.

Taxes

All taxes of every kind and nature assessed or levied upon or in conneciion with the Joint Property, the opera-

;;ont thereof, ar the production therefrom, and which taxes have been paid by the Operator for the benefit of the
arties.

Insurance

Net premiums paid for insurance requxred to be carried for the Joint Operations for the protection of the Par-
ties. In the event Joint Operations are conducted in a state in which Operator may act as self-insurer for Work-
men’s Compensation and/or Employers Liability under the respective state’s laws, Operator may, at its election,

include the risk under its self-insurance program and in that event, Operator shall include a charge at Operator’s:
cost not to exteed manual rates.
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Any otl_‘ner _expenditure not covered or dealt with in the foregoing provisions of this Section II, or in Section III,
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operations.

1il. OVERHEAD

Overhead - Drilling and Producing Operations
i. As compensation for administrative, supervision, office services and warehousmg costs, Operator shall charge

drl“‘ha gnﬂ 'nrnr!un:ncr onerations’ on olfhnr

roducing - gperations’ on - either:
(XX ) Fixed Rate Basis, Paragraph 1A, or
( ) Percentage: Basis, Paragraph 1B, o

Unless otherwise agreed to by the Parties, such charge shall b.. in lieu of costs and expenses of all offices
and salaties or wages plus applicable burdens and expenses of all personnel, except those directly chargeable
under Paragraph 2A, Section II. The cost and expense of services from outside sources in connection with
matters of taxation, traffic, accounting or matters before or involiring governmental agencies shall be considered
as included in the Overhead rates provided for in the above selected Paragraph of this Section III unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account.

ii. The salanes, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant
" services and contract services of technical personnel directly employed on the Joint Property -olel ( ) shall
not (¥ ) be covered by the Overhead rates.

_ A. Overhead - Fixed Rate Basis

(1) Operator shall charge the Jomt Account at the following rates per well per month:

Drilling Well Rate $ 4,000,00
Producing Well Rate $ 400 00

(2) Appllcahon of Overhead - Fixed Rate Basis shall be as follows:

" (a) Drilling Well Rate

[1] Charges for onshore drilling wells shall begm on the date the well is spudded and terminate on
the date the drilling or completion rig is released, whichever is later, except that no charge shall
be made during suspension of drilling operatiOns for fifteen (15) or more consécutive days.

{2] Cha”ges for offshore drilling wells shall begin on the date when drilling or completion equipment
arrives on location and terminate on the date the drilling or completion equipment moves off loca-
tion or rig is released, whichever occurs first, except that no'charge shall be made during suspen-
sion of drilling operations for fifteen (15) or more consecutive days

[3] Charges for wells undergoing any type of workover or recompletion for a period of fwe (5) con-
secutive days or more shall be made at the drilling well rate. Such charges shall be applied for
the period from date workover operations, with rig, commence through date of rig release.. except
that no charge shall be’ made during suspension of operations for fifteen (15) or more consecutive
days.

(b) Producing Well Rates

[1] An active well either produced or injected into for any portion of the month shall be considered
as a one-well charge for the entire month.

[2] Each active completion in a multi-completed well in which production is not commingled down
hole shall be considered as a one-well ¢charge providing each completion is considered a separate
well by the governing regulatory authority.

[3]1 An inactive gas well shut in because of overproduction or failure of p_!rch er {0 take the produc-

tion shall be considered as a cne-well charge providing the gas well is directly connected to a per-
manent sales outlet, :

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

[5] All other inactive wells (mcludi"ng but not limited to inactive wells covered by unit allowable,
lease allowable transferred allowable, etc.) shall not qualify for an overhead charge.

(3) The well rates shall be adjusted as of the first day of April each year following the effective ‘date of the
agreement to which this Accountmg Procedure is attached. The adjustment shall be computed by multi-
plying ‘the rate currently in use by the percentage increase or decrease in the average weekly earnings of
Crude Petroleum and Gas Production Workers for the last calendar year compared to the calendar year
preceding as shown by the index of average weekly earnings uf Crude Petroleum and Gas Fields Produc-
tion Workers as published by the United States Department of Labor, Bureau of Labor Statistics, or the
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be
the rates currently in use, plus or minus the computed adjustment.
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cad—=Percentage-Basis
{ \%rator shail charge the Joint Account at the following rates:
(a) Dev\elopment

— Percent (%) of the cost of Development of the Joint Property exclusive of costs
r Paragraph 9 of Section II and all salvage cregits.

provxded u

(b) Operating i
—— I %) of the cost of Operating the Joint Property exclusive of costs provided
under Paragraphs land 9o ction II, all salvage credxts, the va]ue of mJected substances purchased
Toior bt:‘LUlludly wwvery‘anu ail taXes and assessments which are lev eu, assessed and pAIQ upon the min-
eral interest in and to the Joint Pro

basis under Paragraph 1B of this Section HI, de-
redrilling, deepening or any remedial opera-
umment also, prehmmary expendxtures
ndoning when ihe weii is not com-
ixed assets, the expansion of fixed
Construction as defined in

For the purpose of determining charges on a percen
velopment shall include all costs in connection with drilli
tions on any or all wells involving the use of dnllmg crew an
necessary in preparation for drilling and éexpendiiures incurred in
pleted as a produrer, and original cost of construction or installation o
assets and any other project clearly discernible as a fixed asset, except Mals
‘Reragraph-2-of-this-Section-IH —~—AH-other-—costs: shah—befensdefed—as §

_Overhéad - Major Construction

To compe'lsate Operator for overhead costs incurred in the construction and installation of fixed arsets the ex-
pansion of fixed assets, and any other project clearly discernible as a fixed asset required for the development and
operation of the Joint Proper‘ty, Operator shall either negotiate a rate prior to the beginning of construction, or shall
charge the Joint Account for Overhead based on the following rates for any Major Construction project in excess
of $ 25,000.00 : % to be negotiated o

A. __* o of total costs if such costs are more than $22,000.00  pyt less than $_100, 000.00° plus
B. % . _% of total costs in excess of $ 100,000.00 pyt less than $1,000,000; plus
C. ___*—% of total costs in excess of $1,000,000.

_ Total cost shall mean the: gross cost of any one project. For the purpbse of this paragraph, the component parts

of a single project shall not be treated separately and the cost of drilling and workover wells shall be excluded.

Amendment of Rates

The Overhead rates provided for in this Section I may be amended from ‘tvir'ne to time only by mutual agreement
betweén {he Parties hereto if, in practice, the rates are fcund to be insufficient or eXcessive.

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

Operator is responsible. for Joint Account Material and shall’ ‘make proper and timely charges and credits for all ma-

~tarial:mavements. affpohng the: Joint.. Property.. .Operator. (ha'll provide all Material for usa'8n the Joint Property:how-

aver, at Operator's ophon such Material may be supphed by the Non- Operator. Operator shall make tlmely d:sposmon

of idle and/or surplus Material, such disposal being made either through sale to Operator or Non-Operator, division in _
kind, or sale to outsiders. Operator may purchase, but shall be under no obhgatxon to purchase, interest of Non-Qpera-
tors in surplus condition A or B 'Material. The disposal of surplus Controllable Material not purchased by the Opera-
tor shall be agreed to by the Parties, .

1.

Purchases

Material purchased shall.be charged at the price paid by Operator after deduction 6f all discounts receiv‘éd. In case
of Material found to be defective or returned to vendor for any other reason, credit shall be passed to the Joint

"Account when adjustment has been received by the Operator,

Transfers and Dispositions

Materaal furnished to the Joint Propertv and Material transferred from the Joint Property or disposed of by the
Operator, unless otherwise agreed to by the Parties, shall be priced on the following bases exclusive of cash dis-

counts:

A. New Material (Condltlon A)

(1) Tubular goods, except line pipe, shall be priced at the current new price in éffect on date of movement on a
maximum ‘carload or barge load welght basis, regardless of quantity transferred, equahzed to the lowest
pubhshed price f.o.b. railway receiving point or recogmzed barge terminal nearest the Joint Property
where such Material is normally available.

(2) Line Pipe

(a) Movement of less than 30,00¢ pounds shall be priced at the current rew price, in eifect at” date of
movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor-

mally available.

{b) Movement of 30,000 pounds or more shall be priced under provnsxons ‘of tubular goods pricing in Para-
graph 2A (1) of this Section 1V.

(3) Other Material shall be priced at the current new price, in effect at date of movement, as listed by a rehable )
supply store or f.o.b. railway receiving point nearest the Joint Property where such. Material is normally

available.
B. Good Used Material (Condition B)
Material in sound and serviceable condition and suitable for reuse without reconditioning:
(1) Material moved to the Joint Property
(a) At seventy-five percent (75% ) of current new price, as determined by Paragraph 2A of this Section lV;
(2) Material moved from the Joint Property

(a) At seventy-five percent (75¢.} of current new price, as deiermined by Paragraph 2A of this Section 1V,
if Matesial was originally charged to the Joint Account as new Material, or
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(b} at sixty-five percent (65%) of current new price, as determined by Paragraph 2A of this Section
1V, if Material was originally charged to the Joint Account as good used Material at seventy-five per-
cent (75%) of current new price.

The cost of reconditioning, if any, shall be absorbed by the transferrmg property.
C. Other Used Material (Condition C and D)
(1) Condition C

Material which is not in sound and serviceable condition and not suitable for its original function until
after reconditioning shall be priced at fifty percent (50%) of current new price as determined by Para-
graph 2A of this Section IV. The cost of reconditioning shall be charged to the receiving property, pro-
vided Condition C value plus cost of reconditioning does not exceed Condition B value.

(2) Condition D

All other Material, including junk, shall be priced at a value commensurate with its use or at prevailing
prices. Material no longer suitable for its original purpose but usable for some other purpose, shall be
priced on a basis comparable with that of items normally used for such other purpose. Operator may dis-
pose of Condition D Material under procedures norma]ly utilized by the Operator without prior approval
of Non-Operators,

D. Obsolete Material

Material which is serviceable and usable for its original functlon but condition and/or value of such Material

_ is not equivalent to that which would’ Justlfy a price as provided above may be specially priced as agreed io by
the Parties, Such price should resuit in the Joint Account bemg charged with the value of the service ren-
dered hy ekl Matorial

E. Pncmg Conditions

(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (15¢) per
hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, when
attual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section II.

(2)-Méteria1 involving “erection costs shall be charged at applicable percentage of the current knocked-down
price of new Material.

Premlum Prices

Whenever Material is not readlly obtamable at published or listed pnces because of national emesgencies, strikes
or otlser, ,unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the
reqmred Material at the Operator’s actual cost incurred in provndmg such Material, in making it suitable for use,
and in movmg it to the Joint Property; provided notice in writing is furnished to Non Operators of the proposed
charge prior to blllmg Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and
notifying QOperator w1th1n ten days after recewmg nohce from Operator, to furmsh m kmd all or part of his share

. nf cush Afatorial en:iol\‘lo fay nen and.ansaniobl. o TNPCIY J
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Warranty of Material ‘Furnished by Operator L
Operator does not warrant the Material furnished. In case of defective Matrvxal credlt shall not be passed to the

Jomt Account untll adJustment has been received by Operator_ from the man..facturers or ‘their agents.

V. INVENTORIES
Operator shall maintain detailed records of Controllable Material.

Periodic Inventories, Notice and Representation

At reasonable intervals, Inventories shall be taken, by Operator of the Joint Account Controllable Material.
Written notice of intention to take 1nvent-ary shall be given by Operator at least thirty (30) days before any inven-
tory is to begin so that Non-Operators may be represented when any inventory is taken Failure of Non-Operators
to be represented at an inventory shall bind Non-Operators to accept the inventory taken by Operator. :

Reconciliation and Adjusiment of Inventories

lleconcxhatlon of a physical mventory with the Joint Account shall be made, and a list of overages and shortages
shall be furnished to the Non-Operators within six months following the taking of the inventory. Inventory ad-
justments shall be made by Operator with the Joint Account for overages and shortages, but Operator shall be
held accountiable only for shortages due to lack of reasonable diligence.

Special Inventories

Special Inventones may be taken whenever there is any sale or change of mterest in the Joint Froperty. It shall
be the duty of the party selling to notify all other Parties as quickly as possible affer the transfer of interest takes
place. In such cases, both the seller and the purchaser shall be governed by such inventory.

Expense of Conducting Periodic Inventories

‘The expense of conducting periodic Inventories shall not be charged ti: the Joint Account unless agreed to by:the
Parties.




ATTACHED TO AND MADE a part of that certain

/,Agreement dated May 15, 1981
~ Company, as Operator, and J.M. Hu

as Non-Operators.

py and between Bandexra Energy
ber Corporation and Marathon OIl1 Company

EXHIBIT "D°

AL all times during the conducting (including Pre-drilling

andizxploratory Drilling

Operator shall maintain

A. Wworkmen's Comp

activity) of operations hereunder,

in force the following insurance:

ensation and/or Employer's Liability

insurance in amounts yeasonably sufficient to

cover liability for injury to of death of Operator's

8.2

employees, such®insurance. if required by laws of

the state in which the leased lands are located;

to be in conformity with such laws.

B. Comprehensive General Liability Insurance with

limits of not less than $300,000.00 covering

injury to or death of more than one person by -

reason of one accident, and property Damage

‘Insurance with

limits of not less than $100,000.00

for each accident and $180,000.00 3jn the aggregate,

sncluding coverage for the hazards of contractval

1iabilit"7~contractor's rotective 1iability.,
: Y rotec

owners protective liability, productsﬂana'édm'iéted~ww«me,W e

operations. policy should also extend to cover

1oss from explosion, plowout and cratering, under-=

ground property damage, and_pollution without

t
jimitation for

o0il or gas.

C. Comprehensive automobile Liability Insurance with

1imits of not

injuxy to or d

less than $100,000.00 covering

eath of one person and not less than

$300,000.00 covering injury to or death of more

than one perso
jess than $100

persons, inclvu

n by reason of one accident, and not
,000.00 covering property of third

ding ccverage for all owned, hired,

and non—owned vehicles.

D. Umbrella Liabi
less than $5,0

1imits.

1ity Insurance in the amounts not

O0,0UG.Gs’eﬁcess of.all primary

g. Control the Wwell Insurance covering risks of

damage toO dril

1ing and production equipmeni including

¢leanup and containment coverage, as agreed upon

the pnrtics.
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. ATTACHED TO AND MAD
dated May 15, 1981

Operator and J.M. Huber Corpo

E A part of that certain Agreement

+ by and between Bandera Energy Company, as

ration and Marathon 0il Company as Non-Operators.

GAS STORAGE AND BAIANCING AGREEMENT

- (1) During the period or periods when any party hereto has no market for, or its-
- purchaser is unable to take, or if any party fails to take, its share of gas
{such a party or parties called individually or collectively "underproduced
party"), the other party or parties (called individually or collectively
"overproduced party"”) shall be entitled to produce each month one bundred percent
- of the allowable“gas production assigned to the Unit Area by the appropriate
£ governmental entity having jurisdiction, and such overproduced party shall have
“ the right to take all of the share of the underproduced party, subject to the
: provisions hereof, until such underproduced party shall exercise its rights to
take its share of such gas production. AY1 parties hereto shall share in and own
G all the condensate as actually recovered at the surface 3in accordance with their
~*- i ... respective interests, but the overproduced party taking all such gas may sell and
o deliver all such gas to its purchaser {8}, subject to the provisions hereof.
Thereafter each underproduced party shall be credited with gas in stb}age equal
to its share of the gas produced, less its share of gas used in lease operations,
vented or lost. Operator shall maintain a current account of the gas balance
between the parties and shall furnish all parties hereto monthly statements showing
the total guantity of gas produced, used in lease operations, vented or lost, and
the total guantity of condensate recovered.

e A 3 g Bk

SR (2) After notice to Operator and the overproduced party, an underproduced party may

‘ begin taking and/or delivering its share of the gas produced. 1In addition to its
share, each underproduced party, until it has recovered its gas in storage and
balanced its gas account, shall be entitled to take or deliver a volume of gas
_egqual to thirty-seven and one-half perxcent (37.5%) of the overproduced party's
share of gas produced. If "underproduced paxty" constitutes more iiiai Gue paiiy
“entitled to the additional gas produced, such parties shall divide such additional
R gas in accordance with their shares of Unit participation.

{(3) At all times while gas is produced from the Unit Area, each mxty shall make
appropriate settlement of all royalties, overriding royalty interests, and other
like payments for which it is responsible (referred to collectively as “"royalty")
as if each party were actually taking or delivering to a purchaser its share,
and its share only, of such gas production; provided that during any period of
imbalance, the overproduced party shall remit to the underproduced party, the
royalty share of production proceeds of the underproduced party's Unit share of
gas being taken by the overproduced party. In lieu of making payment of such

: royalty share of proceeds to the undexrproduced party, the overproduced party may,"

L ~ if it so elects, make payment directly to the royalty owners of the underproduced

party. . .

B U

(4) FEach party producing and/or delivering gas to its purchaser shall pay any and all ‘ |
production taxes due on such gas. ' _— :

(5) .When gas sales from a reservoir in a gas well pexmanently cease, Operator shall be
responsible for determining the final accounting of underproduction and over-
production. Each overproduced party shall compensate each underproduced party in
accordance with said accounting with a sum of money equal to the amount actuvally
received from the sale of underprcduced party's share of gas by such overproduced
party during each period of overproduction not t'heretoforebrecovexed by ur:de'r‘proc.iuc
party pursuant to Paragraph (2) above, less ap_plicable taxes, on a ?'umu]atwe basis.
Payment for such overproduction shall be in 'the'order——c?accrual with act\._lp_l -
Yecovery of undexrproduced gas by underproduced party prior to such.ccss?txon.?f
production being accounted for as to storage and withdrawal on 3 ff.rst in - fu;t .
out basis. If such overproduced party has paid the royalties attributable to such
overproduction, the amount of such royaltzies shall be deducted from such payment,

{6) The provisions of this agreement shall be separately applicable to cach wel} a?d
each reservoir within each well to the end that production from one reservolir in
‘a gas well may not be vtilized for the purpose of balancing undexrproduvction fran

" othexr reservoirs or gas wells.

(7} Nothing herein contained shall change or affect each pa;ty'é obligations to pay
its proportionate share of all costs and liabilities incurred in joint operations,
as jts share therecf is set forth in the above described Operating hyrconment,
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Other insurance which the Operator may feel is
reasonably required to protect the property covered
under this Agreement from risks, hazards, and
perils which are inherent in the exploration
development, operation, and maintenance of similar

"operations.
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: EXHIBIT "F"

Attached to and made a part of that certain Operating Agreement by and between
LAGUNA PETROLEUM COMPANY, as operator, and the non-operators on the signature

pages, dated pay 15, 1981

Unless exempted by Federal law, regulation or order, the following terms and
conditions shall apply during the performance of this contract:

I. EQUAL OPPORTUNITY CLAUSE

During the performance of this contract, the CONTRACTOR agrees as follows:

¥ A. The CONTRACTOR will not discriminate against any employee or applicant for
i employment because of race, color, rellgion, sex, or ‘national origin. The
contractor will take affirmative action to ensure that applicants are em-
ployed and that employees are treated during employment, without regard to
their race, color, religion, sex, or national origin. Such action shall
’Winclude, ‘but not be limited to the folloW1ng. Employment, upgrading, de-

73
s WA b

motion, or transfer, recruitment ‘or recruitment advertising: laysff or
N termination; rates of pay or other forms of compensation; and selection
el for training, including apprenticeship. The CONTRACTOR dgrees to post inm
S G conspicicus places, available to employees and applicants for employment,

; notices to be provided by the contracting officer setting forth the pro-
; visions of this nondiscrimination clause.
: H4
B. The CONTRACTOR will, in all solicitations or advertisements for employees
placed by or on behalf of the CONTRACTOR, state that all qualified appli-
cants will receive consideration for employment without regard to race,
color, religion, sex, or national origin.

C. The CONTRACTOR will send to each labor union or representative of workers
o uith which’ he has a collective bargeining agreement or other contract or
 advising the labor union or worker's representative of the CONTRACTOR's

comuitpents under Section 202 of Executive Order 11246 of September 24,
1965, and shall post copies of the notice in congpicious places available
to employees and applicants for employment.

D. The CONTRACTOR will comply with all prov1sions of Executive Order 11246 of

September 24, 1965, and of the rules, regulations, and relevant orders of
the Secretary of Labor.

E. The CONTRACTOR will furnish all information and reports required by
Executive Order 11246 of September 24, 1965, and by the rules, regulations,
and orders of the Secretary of Labor, or pursuant therete, and will permit
access to his books, records, and accounts by the contracting agency and
the Secretary of Labor for purposes of investigation to ascertain compliance
with such rules, regulations and orders. ‘

F. 1In the event of the CONTRACTOR's noncompliance with the nond1scr1m1nation
clauses of this Agreement or with any of such rules, regulations, or orders,
thic Agreément may be cancelled, terminated or suspended in whole or in part
and the CONTRACTOR may be declared ineligible for further Government con-

"tracts in accordance with procedures authorized in Executive Order 11246 of
September 24, 1965, and such other sanctions may be imposed and remedies
invoked as provided in Executive Order 11246 of September 24, 1965, or by
rule, regulation or order of the Secretary of Labor, or as otherwise pro-
vided by law.

|
|
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G. The COVTRACTOR will 1nc1ude the provisions of paragraphs A through G in
every subcontract or purchase order unless exempted by rules, regulations,
or orders of the Secretary of Labor issuved pursuvant to Section 204 of
Executive Order 11246 of September 24, 1965, so that such provisions will
be binding upon each subcontractor or vendor. The CONTRACTOR will take

. such action with respect to any subcontract or purchase order as to the

!
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contracting agency may direct as a means of enforcing such provisions
including sanctions for non-compliance; provided, however, that in the
event the CONTRACTOR becomes involved in, or is threatened with, litigation
with a subcontractor or vendor as a result of such direction by the con-
tracting agency, the CONTRACTOR may request the United States to enter into
such litigation to protect the interests of the United States.

: 144

. £y T4

?CONTRACTOR certifies that he does not and will not maintain or provide for his
[ employees any segregated facilities at any of his establishments, and that he
: does not nor will not permit his employees to perform his services at any
LS : locations, under hie control > ’
P As used 1n this Cert1ficat1on, the term "segregated facilities" means any
: .waiting rooms, workiareas, rest rooms and wash rooms, restaurants and. other

eating areas, .time clocks, locker rooms and other storage on dressing areas, .
“fparking 1lots, drinking fountains, recreation or entertainment areas, transpor~

tation and housing facilities provided for employees which are segregated by

explicit directive or are In fact segregated on the basis of race, color, re-
i ligion or national origin, because of habit, local custom or otherwise.
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BANDERA ENERGY COMPANY
602 Gihls Tower West

20uL _var West .

____Original
_____Supplement No.
Revision No.

Hell No. 1.97 {Morrow)

Midland, Texas 79701
AFE No:. == Lease Name _ Eidson Ranch
Description .. SH/4 Sec. 27 T16S R3SE

County Lea

State New Mexico Area_ shoehar

Operator Bandera

Project  D3E Morrow Gas Well Prepared by _¢,M, Hartwel}
Exploration__Development X Recompletion_Workover T.D. 12,800 Date  4/7/81
ARTANGIBLES : Dry Hole Completed
Road, Location and Damages 20,000 20,000 .
Rig Mov1ng Expense N 20000 __20.000..
Drilling-Footage FT. B § /FT. ’ -
Drilling Daywork 55 days @ § 7500/day 407,000 07,000 _
- Completion Rig 10 days @ § 1506 /day i 15,000
Rig Fuel - 44,000 45,000
Water 5,000 5,000
Mud & Chemicals 60.000 60,000
_Bits & Reams 29,000 30,000
Coring & Coring AnalySIS ,
Drilistem Tests - 12,000 lZ.OOQ,
Mud Logger 45 days @ § 370 /day 16,500 16,500
Electric Logging v . 27.000 27,000
Cement & Cementing Services 17,000 24,000
Float Equipment, Centralizers 6,000 8,000 -
Perforating V ' 5,000
Stimilation ' ' - 6,000
| Miscellaneous Rental Equipment 4,000 6, 000
. Miscellaneous Labor 5.000 . : 8,
Miscellaneous Hauling 5,000 8,000
Well Control Insurance_ 8,000 o 8.000
.Ahanf!nnmnnt CGSt : b’OUO ;
Drilling Supervision 9,000 12,000
Geological Supervision ‘6,000 65000~ :
Overhead , 6.000_ sonp 1
1. Miscellaneous Incidentals & Contingencies 106,725 113,175
TOTAL INTANGIBLES 818,225 867,675
TANGIBLES : . ' e
Tonductor 16 ® 30 FT.8%$30.00 /FV; 900 900
Surface Casing 13 °3/8* 450 FT1.0$ 23.50 /FT. 10,575 10,575
. Iatermediate Casing 9 5/8% 4850 €§.g 17.49 ;F:- 84,828 84,828
: . [] . ’ . t.
Production Casing 51/2" 12800 F1.@$11.67 /Ft. 149,341
-Tubing 2 778" 12700 F1-88 7 g /FE. 97,536
Wellhecad ’ 4,000 26,000
Packers & Holddowns 5,500
Tanks & Accessory Equipment 19,500
Line Pipe - 3,000
Heater-Treater & Seperators 25,000
Pumping Unit, Engine/Motor
Compressors
Sucker Rods
Bottom Hole Pump =
Miscellaneous Incidentals & Contingencies 10,031 41,318
TOTAL TANGIBLES - e 110,334 454,498
TOTAL TAWGIBLES & INTANGIBLES 928,559 1,322,173
LEASEHOLD Total Complet“‘ Well Cos 1,332,173
Acreage
Total Completed Well Cost including Acreage
Disapproved .
Accepted and Approved ,
Company/Individual Date
Interest BCP
Signature ACP
£y3



Docket No. 16~81

Dockets Nos. 17~81 and 18-81 are tentatively set for June 3 and 17, 1981, Applicaticns for hearing must be
filed at least 22 days in advance 6f hearing date.

DOCKET: EXAMINER HEARING - WEDNESDAY - MAY 20, 1981

9 AM. - OIL CONSERVATION DIVISION CONFERENCE ROOM,
STATE LAND OFFICE BUILDING, SANTA FE, NEW MEXICO

The following cases will be heard before Daniel S. Nutter, Examiner, or Richard L. Stamets, Alternate Examiner:

ALLOWABLE: (1) Consideration of the allowable prohuctioﬁ 6f gas for June, 1981, from fifteen prorated poois
in Lea, Eddy, and Chaves Counties, New Mexico.

(2) Consideration of the allowable production of gas for June, 1981, Irom four prorated pools
in San Juzn, Rio Arriba, and Sandoval Counties, New Mexico.

CASE 7242: (Readvertised)

Application of Harvey E. Yates Company for an unorthodox gas well location, Lea County, New Mexico.
Applicant; in the above-styled cause, seeks approval for thé unorthodox Wolfcalap-Mississippian lo-
cation of its McDonald Well No. 1 to be drilled 660 feet from the South line and 990 feet from the
East line ‘0f Section 33, Township 13 South, Range 36 East, the S/2 of said Section 33 to be dedi-
cated to the well.

. QASE'7243:ﬁ (Readvertised) '

Application of Harvey E. Yates Company for compulsory pooling, Lea County, New Mexico.
Appllcant, in the above-styled cause, seeks an order” ‘pooling ‘all mineral interests in the Pennsyl-
vanian and Hxssxssxpptan formations undetlyxng the SjZ of Section 33, Township 13 South,’ Range 36
_East, for a gas completion and/or.all mimaral imravscec in she Poansylvanian-Devonian formations
undetlytng “the. SEf4 'SE/4. of sa;d Section 33 for an oil completion. Also to be considered will be
the cost of drxllxng and completing said well and the allocation of the cost thereof as well as
actual operating costs and chatges for supervision, designation of applicant as operator of the well,
and, a charge for risk lnvolved in‘drilling said well.

Fe

<::: LASE 7"3: Applxcatlon of Bandera Energy Company for compulsory poollng, Lea County, New Mexico.
~——_____ Applicant, in the above-styled cause, secks an order pooling all mineral interests in the Morrow
- formation underlying the E/2 of Section 27, Township 16 South, Range 35 East, to be dedicated to
a well to be drilled.at a standard location thereon. Also to be considered will be the cost of
driltling and complet;ng 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 risk involved in drilling said well.

CASE 7254: Application of Mesa Petroleum Company for compulsory poollng, San Juan County, New Mexico.

. Applicant, in the above-styled cause, seeks an order poolxng al!’ zineral interésts in the Mesaverde
formation underlying the W/2 of Seétion 15, Towmship 30 Norti:, Range 11 West, to be dedicated to a
wall to be drilled at a standard location thereon. Also to be considered will be the cost of dril-

. ling and completing said well and tie allocatlon of the cost thereof as well as actual operating .
costs and charges for ‘supervision, designation of applicant as operator of the well, and a chatse
for risk involved in drilling said well,

CASE 7255: Application of Gulf 0il Corporation for conpulsory poolxng, Lea County, New Mexico.
Applicant, in the above-styled cause, seeks an ordey. pooling “all mineral interer.s from the top of
the Wolfcamp formation to the base of the Morrow formation underlying the W/2 of Section 28, Township
18 South, Range 32 East, to be dedicated to'a well to be drilled at a standard location thereon.
Also to be considered will be the cost of drilling and conpletxng 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 risk involved in drilling said well.

CASE 7256: Application of Petro-Lewis Corporation for downhole commingling, Lea County, New Mexico.
Applicant, in the above-styled cause, seeks approval for the downhole commingling of Blinebry,
Drinkard, and Abo production in the wellbore of its Gulf Sarkeys Well No. 2 located in ilnit F of -
Section 25, Township 21 South, Range 37 East.

CASE 7257: (This case will be disnissed and a different well will be docketed for hearing later,)
. Appltcatxon of Cities Service Conpany for a salt water disposal well, McKinley County, New Mexico.
Applxcant, in the above-styled cause, seeks authorxty to dispose of produced salt water into the

Eatrada formation at approximately 5300 feet in its Pederal "M" Well No. ! in Unit P of Section 21,
Township 19 North, Range 5 West,
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(e) - CREATE a new pool in Eddy County, New Hexico, classified as a gas pool for Wolfcamp preduction
and designated as the McMillan-Wolfcamp Cas Pool. The discovery well is Marbob Energy Corporation
State CJ Com Well No. ! located in Unit G of Section 24, Township 20 South, Range 26 East, NMPM,
Said pool would comprise:

0°SOUTH, RANGE 26 EAST, MMpM.
2

:

:

(£) CREATE a new pool in Lea County, New Mexico, classified as an. oil pool for Bone Spring produc-
tion and desigaated as the North Osudo-Bone Spring Pool. The- dxscovery well is Jake L. Hamon

__Hamon-Samedan-Petty Well No, 1 located in Unit N of Section 8, Township 20 South, Range 36 East,

NMPM. Said pool would comprise:

S5

TOWNSHIP 20 SOUTH, RANGE 36 EAST, WPM
. Section 8: SW/4 -

(g) CREATE a-new pool in Eddy County, New Mexico, classxfxed as an oil pool for Wolfcamp production

and designated as the West Palmxllo-Wo;fcamp Pool. - The discovery.well is Bass Enterprises Production

Company Palmillo State Well Mo, 1 located-in Unit J of Section 1, Township 19 South, Range 28 East,
NMPM. Said pool would comprise: ‘

TOWNSHIP 19 SOUTH, RANGE 23 EAST, NMPM
Section 1: NW/4 SE/4

. (h) CREATE a new pool in Eddy County, New Mexico, classxfxed as a gas pool for Atoka ptoductxon and

designated as the Scoggin Draw-Atoka Gas Pool. The discovery 21l is Amoco Production Company’ Federal

F Gas Com Well No. 1 locatéd in Unlt G of Section 3, Township 18 South, Range 27 East, NMPM. Said
pool would comprise:

TOWNSHI® 18 SOUTH, RANGE 27 EAST, NMPM

Section 3: Ef2

(i)  CREATE a new pool in Roosevelt County, New Mexico, classified as an oil pool for Cisco production
-and decsonnrnd as .the East Tanneyh111-01sco Pool, -The discovery well is Enetgy Recerves Group, Inc.
El Paso State Well No. 1l located ia Unit P of Sectxon '8, Tounship & South, Rafige 34 Casi,; WMPM. Said — -

pool would comprise:

TOWNSHIP 6 SOUTH, RANGE 310 EAST, N‘{PH
Section 8: SE/4°

(j) ABOLISH the C#rlsBad-Caﬁybn'Gas Pool in Eddy County, New Mexico, descrided as: (acreage to be
added to East Carlsbad-Wolfcamp Gas Pool)

. TOWNSHIP 22 SOUTH, RANGE -27 EAST, ﬁﬁ?ﬂ
Section 21: /2

(k) ABOLISH the Carlsbad Permo-Pennsylvanian Gas Pool in Eddy County, New Mexico, described as:
(acreage to be added to East Carlsbad-Wolfcamp Gas Pool)

TOWNSHIP 22 SOUTH, RANGE 27 EAST, NMP4 ‘
Section 15: All :

(1) EXTEND the Béldridge Canyon=-Morrow Gas Pool in Eddy Coﬁnty, New Mexico, to include therein:

TOWNSHIP 23 SOUTH, RANGE 24 EAST, NMPM
Section 36: S/2

TOWNSHIP 23~SO‘UTHJ KANGE 25 EAST, NMPM
Section 31: S/2

TOWNSHIP 24 SOUTH, RANGE 24 EAST, NMPM
Section 1: E/2
Section 12: E/2

TOWNSHIP 24 SOUTH, RANGE 25 EAST, NMPM
Section 6: W/2
Section 7. N/2
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(y) EXTEND the Maljamar-Strawn Pool in Lea County, New Mexice, to include thereia:

TOWNSHIP 17 SOUTH, RANGE 32 EAST, NMPM
Section 28: W/2

(z) EXTEND the Malaga-Morrow Gas Pool in Eddy County, New Mexico, to inciude therein:

. TOWNSHLP 24 SOUTH, RANGE 28 EAST, NMPM
Section 10: §/2
Section 23: N/2

(aa) EXTEND the North Peterson-Pennsylvanian Pesl in Roosevelt County, New Mexico, to include
therain: S

~ TOWNSHIP & SCUTH, RANGE 33 EAST, NMPM

" Section 17: SE/4

{bb) EXTEND the South Salt Lake-Morrow Gas Pool in Lea County, New Mexico, to include-therein:

TOWNSHIP 21 SOUTH, RANGE 32 EAST, NMPM
Section 5: lots 1, 2, 3, 4, 5, 6, 7,
and 8 . . ‘

(cc) CONTRACT the vertical limits of the Shugart-Pennsylvanisa Gas Pool to include the Morrow
formation only and redesignate said pool as Shugart-Morrow Gas Pool, and extend the horjizontal
limits of said pool to include therein:

TOWNSHIP 18 SOUTH, RANGE 431 EAST, NMPM
Section 26: N/2

&8 EXIEED'ché‘NbiEﬁ“Shugart-Mortou Gac Pool in Eddy County, New Mexico, to include therein:

- TOWNSHIP 18 SOUTH, RANGE 31 EAST, NMPM )
Section 7: E/2 o ) L y
Section 18: 'All _ .. - -

(ee) EXTEND the East Weir-Blinebry‘Pool in Lea County, New Mexico, to include therein:

TOWNSHIP 20 SOUTH, RANGE 38 EAST, N
Section 7: N/2 N/2 -
Section 8: N/2 N/2
Section 9: W/2 wW/4




af

e YV AT e it

% RIS

R

v v e At K

tAW OFFICES OF

JENNINGS & CHRISTY
1012 SECURITY NATIONAL BANK BUILDING
P 0.BOX 1180
ROSWELL, NEW MEXICO 8820!

May 21, 1981

JAMES T. JENNINGS
SIM B.CHRISTY I¥
DEAN GICONSTANTINE

ARgA Coog 505

“Mr. Daniel S. Nutter

Chief Examiner

New Mexico 0il Conservation Division
P. O. Box 2088

Santa Fe, New Mexico 87501 -

Re: NMOCD Case 7253 -
Application of Bandera Energy
Company for compulsory pooling
Lea County, New Mexico
Dear Mr. Nutter:

Wo helizvo'thail ihnere may -be some confusion as to exactly

uwhen payments from Marathon and Huber would be due in the event

that the captloned appllcatlon is granted and Marathon and/or
Huber agree to join in drllllng the well pursuant to the .- - -

—compulsory-~pocling order and following presentation of an AFE.

It is the intent of Bandera that an election to partlclpate
must be made within 30 days after submittal of an AFE or the
non-consentlng party is deemed to have agreed to any risk factor
contained in the Commission's order.

As to any party who does consent within the above time

1limits, then actual payment with respect thereto is deferred

until Bandera has adequately tested, to the satisfaction of

the Commission, the Morrow formation encountered in the drilling
operation, and payment is due whether or not the test results

in a well producing or capable of producing from the Morrow
formatlon, provided, however, that if Bandera elects to complete
the well in any other formation and not to complete it in the
Morrow formation, then no payment is due.

Bandera has no objection to the Commission requiring a further
hearing as to the adeguacy of the Morrow test if performed.

We trust that the foregoing may be of some benefit to the
Commission, and we ask that this letter be included in the record.
By carbon copy hereof we are notifying opposing counsel of the
above, and if they wish to submit a letter to you in reply we have
no objection to it being included in the record.

TELEPHONE 622-B432

N
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JENNINGS & CHRRISTY

Page 2 - Mr. Daniel S. Nutter,
. Chief Examiner,

New Mexico Oil Conservation Division May 21, 1981

Respectfully,“

<~
JENNINGS & CHRISTY

| By //25 0

SBC/jy "S. B. Christy ;v v

rd

cc: Bandera Energy Company ,
cc: Atwood, Malone, Mann & Cooter (Mr. Cooter)
ycc: Campbell, Bingaman & Black

N

CONSENTED AND AGREED:

BANDERA ENERGY COMPANY

By . o T s
° W. C. C. Barnes, ’
General Partner

N
VO
DM
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CAMPBELL, BYRD & BLACK, r.A.

LAWYERS
JACK M. CAMPBELL JEFFERSON PLACE
HARL D. BYRD ‘ SUITE | - 110 NORTH GUADALUPE
BRUCE D. BLACK e
MICHAEL 8. CAMFBELL . POST OFFICE BOX 2208
WILUIAM F.CARR . SANTA FE. NEW MEXICO 87501
BRADFORD C. BERGE TELEPHONE: {505) 088-442)
WILLIAM G. WARDLE
TELECOPIER: {505} 983-6043
June 9, 1981 (31
ol
Mr. Daniel S. Nutter (} d@c‘/
Chief Engineer

New Mexico 0il Conservation

Dq.v:.s ion . HAND DELIVERED
Post QOffice Box 2088 . -
Santa Fe, New Mexico 87501 .

Re: Case 7253: Application -of Bandera Energy Company
for Compulsory Pooling, Lea County, New Mexico

':'béér Mr. Nutter:

This letter is written in response to the letter of Sim B,
Chrlsty, 1V, dated May 21, 1981, in which Mr. Christy outllned
Bandera's payment proposal in the above-referenced matter. We
have reviewed this proposal with Marathon and request that the
following comments be included in the record. ,

"At the time of the hearing, Bandera admitted that its primary

objective in drilling the subject well was the Devonian formation.
It was also admitted that there are better locations on Section
27, Township 16 South, Range 35 East, for a well to test the
Morrow formation.

- It is Marathon's recommendation that no risk factor be imposed .

upon those who do not voluntarily participate in the drilling of
the well. This recommendation is based on the fact that the

proposed well will not be drilled at the most desirable locatidn
for a Morrow well on Sectlon 27. We submit that it is unreason-

share of the ‘well costs when the risk involved is to a large
degree a result of ‘the fact that the operator has elected to
drill at a poor location because the primary objective of the
well is not the formation which is the subject of the pooling
application. Under Bandera's proposal, Marathon will be expected

to pay a share of the well costs if the proposed well is dry in
both the Morrow and the Devonian or if the well is capable of only




Mr. Daniel . Nutter
June 9, 1981
; Page -2-
E i marginal production from the Morrow. It simply appears to us
i that Marathon is being asked to pay a portion of the costs of
[ Bandera's well if they are unable to make a successful completion
- | in the Devonian.
e : We cannot recall any requests similar to that of Bandera having
ever been presented to the Division. We believe that granting
Y it would establish an unhealthy precedent If this application
. is.granted, in the future,
&

seek an order from the Division pooling all zones shallower than

its Primary objective. If the well was dry, such an order would
enable the operator to obtain contribution’ for the cost of
drilling the well from a

11 those mineral interest owners in the
shallower zones. :

Your consideration of these comments is appreciated.

WFC:1r

SR ' ¢c: Sim B. Christy, Iv, Esq.
R Paul Cooter, Esq.

| ’ Robert J. Pickens, Esq.
Mr., Willie Legg

R
e e e o _ o
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LAW COFFICES OF
JENNINGS & CHRIST

maﬂW)%P e
| JUN O 1198

SAMES T.JENNINGS
SIM B.CHRISTY I¥
DEAN G.CONSTANTINE

1012 SECURITY NATIONAL BANK Bubﬁ‘
P. O. BOX 1180
ROSWELL, NEW MEXICO 8820!

NE 622-8432

NSERVATION DivVI8I@Noo: s05

SANTA FE

1981

May 21,

Daniel 'S. Nutter

. Mr.
. d Chief Examiner
;£ New Mexico 0il Conservation D1v151on )
§ i P. O. Box 2088 : o ' e L
AU Santa Fe, New Mexicc 87501 '
e

NMOCD Case 7253

Application of Bandera Energy
Company for compulsory pooling
Lea County, New Mexico

Re:

N Dear Mr. Nutter:

We believe that there may be some confusion as to exactly
when payments from Marathon and- Huber would be due in the event
o that the captloned appllcatlon is granted and Marathon and/or
=i - . Huber agree to join in drllllng the well pursuant to the

o ' "compulsory poollng order and following presentdtion of an AFE.
It is the intent of Bandera that an election to participate
must be made within 30 days after submittal of an AFE or the
On= puuscuyiug party is deemed. to have agreed to any risk factor
contalned in the Commission's order."

: As to any party who does consent within the above time
limits, then actual payment with respect thereto is deferred .
~ until Bandera has adequately tested, to the satisfaction of : .
" the Commission, the Morrow formatlon encountered in the drilling
operatlon, and payment is due whether or not the test results
in a well producing cr capable of producing from the Morrow
formatlon, provided, however, that if Bandera elects to complete ;
the well in any other formation and not to complete it in the
Morrow formation, then no payment is due.

Bandera has no objection to the Commission réquiring a further
hearing as to the adequacy of the Morrow test if performed.

Commission, and we ask that this letter be included in the record.
By carbon copy hereof we are notifying opposing counsel of the
above, and if they wish to submit a letter to you. in reply we have
no objection to it being included in the record.

{'u ' « . We trust that the foregoing may he of some benefit to the
|
|

el Rl




Mr. Daniel S. Nutter,

Page 2 - »
. Chief Examiner,
New Mexico 0il Conservatlon Division
Respectfully,
JENNINGS
. N BY 4 .
: - ” ; 3 174
i SBC/3y ; _~ 8. B. Christy JV
K cc: Bandera Energy Company
& Cooter (Mr. Ccooter)

feloX] Atwood, Malone, Mann

ccs Campbell, Bingaman & Black

IA o W>VC0NSENTED AND AGREED.
. BANDERA ENERGY coMPANY -
L - W C., . Barnes, )

General Partner :

e o T
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JAMESCT.JESNYB‘I'INGS . 1012 SECURITY NATIONAL BA :D . TELEPHONE 622-8432
SIM B.CHRI ~™ AREA CooE 505
P.0.BOX 1180 v
DEAN G.CONSTANTINE J S Y
ROSWELL, NEW MEXICO 882 A FE ION s

August 20, 1981

Mr. Daniel S. Nutter

Chief Engineer

New Mexico 0il Conservation DlVlSlon
P. O. Box 2088 :
Santa Fe, New Mexico 87501

Re: Case 7253: Application of Bandera
Energy Company for Compulsory
Pooling, Lea County, New Mexico

Dear Mr. Nutter:

You may remember the captloned case was heard before you

on May 20, 1981, and both we and’ ‘attorhey Carr supplemented

the testimony by written letters to you.

" We are wr1t1ng to 1nqu1re lf you wish any further

‘ presentatlon or information prior €0 rendering an Order. - - - oo

Respectfully,

JENNINGS & CHRISTY

SBC/jy . , -~ 8.7 B. Christy IWC7P )

cc: William ¥, Carr, Esqg.
cc: Paul Cooter, Esq.
cc: Bandera Energy Company (Mr. Barnes)
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IN THE MATTER OF:

County, New Mexico.

BEFORE: Daniel S. Nutter

APPE

" 'For :the 0il Conservation
Division:

For the Apvlicant:

For Marathon:
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4App1ication of Bandera Energy Com-
pany for compulsory pooling, Lea

Page 1

STATE' OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
OIL CONMSERVATION DIVISION
STATE LAND OFFICE BLDG.
SANTA FE, NEW MEXICO
20 May 1981

EXAMINER HEARING
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CASE
-7253
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TRANSCRIPT OF HEARING

A RANCES

Ernest L. Padilla, .Bsqg.

Legal Counsel to the Division
State Land Office Bldg.

Santa Fe, New Mexico 87501

Sim B, Christy, IV, Esq.
JENNINGS & CHRISTY

P. O, Box 1180

Roswell, New Mexico 88201

William F. Carr, Esq.
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MR. NUTTER: We'll call next Case Number

7253.

MR. PADILLA: Application of Bandera
Energy Compéhy for compulsory pooling, Lea County,bNew ﬁexico.

MR;\CHRISTY:f Sim Christy, Jennings and
Christy, Roswell, New Mexico, for the applicant.

We have three witnesses, Mr. Examiner,

(Witnesses sworn.)

, ,>MB.

) MR;

putting in an appearances
fluber Corporation,

MR,

Byfd, and Black, entering

MR.

MR.

5

CHRISTY: Mr. Barnes, please.
COOTER: Paul Cooter from Roswell

in that case on behalf of J. M.

CARR: William F, Carr, with Campbel]
an appearance on behalf of Marathon.
CHRISTY: Who?

CARR: Marathon.

)
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WILLIAM C. C. BARNES

being calied as a witness and being duly sworn upon his oath,.

testified as follows, to-wit:

DIRECT EXAMINATION
BY MR. CHRISTY:
0 ' Would you state your name and addreSs,
and by whom you're employed, and in what capacity?

A William C. C. Barnes;‘ I'm employed by

“Bandera Energy Company..  I'm a general partner and land

manager.

0. Mr. Barnes, do you know what is sought
by Case 72537

A Yes, I do.

0 Would you piéase briefly tell the

‘Examiner what is sought?

A Yes, sir. What we would like to do is

seek an order pooling all the Morrow formation under the east |

ihalf of Section 27, of Township 16 Sonth, 35 East, Lea County,

New Mexico.

Q’ What is the working interest ownership
in ;ﬁé;éééﬁ half of Section 272

A The east half of the east half is owned

by Bandera Energy Company. The west half of the northeast
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quarter is owned by Marathon, and the west half of the south-

east guarter is owned by J. M. Huber.

Have you sought agreement to obtain an

operating agreement, or agreement, with these working interest

owners to drill a weli?

A,

g"

A,

0

Yes, sir, I have,.
and what was the response?
We have failed to make an agreement.

Now, let's take Marathon first, Has

Marathon said no, or what?

AQ
0.

together?
year.

AQ

March 18,

They haven't answered either way.

When did@ you start trying to put this
Back in, I believe it was April of this

Could it have been March?

It may have been March, I'm sorry. -
March 18?2

March 18.

And how about Huber?

March 18, also.

And you've been unable to reach agreemen

That is correct.

I
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0 Do yéu héve a‘SQggested‘form of operating
agreemént for the Coﬁmission's consideration?
A ’ Yes, I do.
0. : Please refer to Exhibit One and tell me
‘if that>iskyour proposed'form of operating agreement?
| A, That is éur proposed form of operating
'agreement.
0. - And this is for the Morrow only?
A, That is correct,
o) Now, with resﬁect to drilling and produci
rates, what do you propoSe on that? ( ‘
A " For drilling well we used $4060;fbro;
_ducing well would be $400. |
| 0. Do you feel that is reasonable and fair?
a. That is reasonable and fair.
o) . And you're willing to pay your propor-
tionate part of that? |
B, That is true,
Q. NoQ‘I notice there is one typographical

errof'in the exhibit at page two of Exhibit A thereto. It
speaks about additional lease information from J. M. Huber
éndrMonsanto, That should be Marathon, should -~

A That should be Marathon. -

0. Do you wish to amend the exhibit?

g
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agreement that's standard in the industry in southeast New

Mexico?

0.

respect to any type of penalty for risk in drilling?

A
penalty;
0

A

0

tion is‘granted, they

submit them 3z

e P

o

I wish to amend that.

All right. 1Is this a type of operating

That is correct.

All right, What would you suggest with

‘Recover our cost plus a 200 percent

If they don't belong to it?

If they do not wish to join,

Now you understand that if this a?plica~

still have the right to join after you

That is éorrectq

. You understand that?

I understand.
You agree with it?

I agree, yes.

MR, CHRISTY; No further guestions,

that -change on_page two.

MR. NUTTER: Okay, and this should be

' MR. NUTTER: Mr. Christy, I haven't found

»MR, CHﬁiSTY: It's page two, Exhibit A.
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carrected -to what, now?
“oi o MR CHRISTYw: Mazathom.s - - o oo

Wit cunowvgooow MR, NUTTERt :Oh;tinstead .of ‘Monsarnto.

i R. CHRISTY: Correct. dJust a typo-
graphical erfdr. T DR T R A

ﬁv MR, NUTTER: . Are there ‘any gquestions of

Mr, Barnes?

MR,: COQTER:. :Mr. Examiner; :I haveé.:a few

MR.: NUTTER: -Mr. Coeker. :i ¢ii rot

CROSS IEXAMINABION .« & ot o ;e mleis r»l
BY MR, \GQOTER¢t:x: Lo fomr! Do 5 mvvaac 0 L eniy ot T Wi

SRS - o IRREE ,:,ﬁr;uBarneéf@youruoriginal¥proposal<to

Hubef,wéndxl‘mzassumingfsimilariyjﬁo;Marathdn¢'55*§etxfo;th;
in your letter of March 18,1981, :you propose: to drill your
well in ithe southeast quaiteraqfxthefnortheast»quafter of
Section 27 as a Devonianxtestywdid;you not? wan oo Enian
RTRRTI A The Devonian, 'yes, sir.
0 And in-.that you.ask Hubex to farm out,

whether or not it would.be.intierested:.in.farming out its

acreage tO YO_u. ) Vi T s ) [T IO .‘ié".ff I 1_':_ ¥ E:‘_’.’,‘{‘. t"x

- T pgThat:is’cprEQCt;,_I -+~ that is correct.

Q. And in: reply to your letter of March 18
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Ahalf unit?
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counter proposal?

farm out its acreage to Bandera for your east half test on

~the basis of resexving a 1/16th override prior to payout and

A /vThat'is correct. It was unacceptable
Tto us.

Q Did you reply by letter to that?

A T We reéiied telephonically.

0. ' Were the -- those terms standard, pretty

- well accepted farm out terms for this area?

11
you received, did you not, Huber's letter of March 27, wherein
they advised vou that they were not interested in the east

half unit but proposed as an alternative a possible south

A That was on which day?

0 ~ Their letter of March 27,

A - Yes.,

0 pid Bandefa reply by letter to that

A I don't believe we did. We did not
reply to that. We replied telephonically.
B - -~ "Ahd then Bandera received on or aboﬁt

May 5 from Huber Corporation a proposal whereby Huber would

back in for 50 percent working interest proportionally re-

duced after payout 6f your proposed test.

A Not to us, no,
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sir,

tiohs of”tﬁe witneés?

BY MR. NUTTER&‘
0
half of the east half

A

Q

12

MR. COOTER: That's all, Thank you,

MR. NUTTER: Are there any other ques-

CROSS EXAMINATION

‘Mr. Barnes, now Bandera owns the east

of Section 27, is that correct?
That is correct.

Now, does Marathon and Huber jointly

own the west half of the east half or do they have a divided

interest?

A )

4

They have a divided interest, like I

said. Marathon's interest is the west half of the northeast

quarter and Huber's interest is the west half of the southeast

duarter,
0
50-acre tract, then.

A,

Okay, so each one has its own individual

80-acre tract, yes.
80-acre tract,

Okay, now on this Exhibit:Number Two,

I guess you-haven't -really come to that-yet.

MR. CHRISTY: We haven't ccme to that
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yvet.
MR. NUTTER: Okay.

MR. CHRISTY: Hel's familiar with it,

though, I feel sure.

MR, NUTTER: Well, I might just ask him
now.
MR. CHRISTY: Sure.
0. You‘ve got your second proposed location
with the south half dedicated here. We're not even talking

about the south half -~

A No, we are not,
0. -—- only the east half.
A, This is an exhibit for your own informa-

tion that we submit to our people.

0 Okéy, now, in the examination by Mr.
Cooter, he mentioned the proposal to drill a Devdnian well
and you talked to thém about a farm out on their land. lWhat
is the spacing for a Devonian well in this area?

A, - 80 acres,

0. ' So, actually, if you would propose a
well at'the location you're talking about now, YOﬁ wouldn't
you?

A That is correct.
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S ‘ 2 . o ‘You've got vour own 80-acre tract.
w;; . 3 A | Tha£ is correct. |
 : » 4 0 Matter of “fact, two bf/them. Butvnow
~ee 5 | you're thinking in terms of a'Morrow gas well?
6 A Yes, sir. 1In the drilling of the
7 Devonian you go through;thé == the Devonian is deeper than
: 8 the Morrow.
9 - 0. 7 _ No. Yes, ye&s, sure, so youfré just
10’ talking about a Morrow gas well at this time. |
!;'3 Z o 11 A That's all we're talking about, yés,
, ST 12 o Uh-huh, -
I ‘ 13 MR. NUTTER: Are there any further
o 14 | guestions of Mr. Barnes? He may be excused,
15 v o MR. CHRISTY: Call Mr. Hoilié Brice.
16
7| | o HOLLIS BRICE
: 18 being called as a witness and bheing duly sworn upon his oath,
19 | testified as follows, to=wit:
20
: 21 DIRECT EXAMI‘NATION
e i 22 | BY MR, CHRISTY:
§%~~ BRET—— < 0 ; You've previously been sworn?
§ . 4 A ves. -
! - 28 0. Would you please state your name, your
H
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‘Texas, and received a BS of geology in 1951,

field since 1951, very briefly?

‘through ‘77 with Phillips Petroleum Company.

15
address, by whom you're employed, and in what capacity?
A THollis Brice; empioyed by§Bandera Energy
Company aé aHpartner and geologist, from Midland, Tekas.-

- Q Mr. Bfice, have you previocusly testified
before this requlatory body as a geologist and haévyouriéual—
ificationsvaccepted? |

A No, I hgve not.

‘g Would you briefly £e11 the Fxaminer what
schools of hiéherylearning you weﬁt to and what degrees, if
any,.received?‘ N

A I attended Sul Ross University in Alpine,
o And what have you done in the geology

A Briefly, I was employed by Phillips in

1954 and went through various geological capacities in both
domestic, international.

Returned to the States in 1961 and was

employed as a district geologist in New Mexico from '61

Q Does your expertise in geology include

the area in Township 16 South, Range 35 East, TLea County, New

A it does,

i
A
¢
4

)
v

KY
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MR, CHﬁISTX: Qualifications acceptable,
Mr. Examiner?
MR. NUTTER: Yes, they are,
MR. CHRISTY: Thank you.
Q‘ Mr. Brice, you are familiar with what
is sought in Case 7252, are you not?

A, I am.

0. All right, sir. Let me hand you what's

been marked as Applicant's Exhibit Two, and would you please

“explain to the Examiner what this is and what it depicts?

A . This is a subsurface map atop the Miss-
issippian‘ lime marker in the area of the Shoebar Field. 1It's
based on subsurface data only. It depjicts what we think

might be the structural conditions present around our leaseg

west of the Shoebar Field,

The information is somewhat limitéd,
as wé have only one good west well control,’wh}éh is in the
northeast of the northeast of 34, which indiéates to us there
is a possible fault bounding the west side of the Shoebar
Field,

The Shoebar Field is a field that has

- produced from Devonian, Pennsylvanian, and Abo. West of the

fault there is Morrow production present in several sections

running north/south. We feel that the strike of this fault

bt . N\
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o ‘ 2
3
\ 4 In additibn, the pilat indicatés what
;ti ] wells are productive from which horizong at thlé time
;:? ' 6 0. S0 if you get NOrtheast of tpe fault
o | 7 You get jnte Devonian»
8 A If you get Northeast of the faule you
F f 9 shoulg have Devonian in an optimum structural’position
{ 10 0 » All right, supp081ng
u

12 A
B 13 very well have 4 Poore
4 but you might very well have 4 dep031tional feature in the
;15 Morrow that woyuig tend
16

well on that side.
17 We just don'
18 '

19

| .

oo

i
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A : Or Morrow,‘depending on the posiéion of
the fault,
Q. ' I see. What's a well going to cost,
‘let’s,talk about just to the Morrow? | ’ |
A our completed producer cost on the
| Morrow well is $1,332,173.

0 ’ Is that broken out foér you -- for the
Examiner on your Exhibit Three? |

A it is.

0 All right, sir.

Is there anything’ifhaVen't asked you ¢
that you think would be of iﬁformaiibn to théZExaminer in
csnnection with this hearing? |

A : I feel like we've pretty well cdovered
the conditions,

MR. CHRISTY: That's all from this
witnegs.

MR. NUTTER: Are there any questions
of the witness?

MR. COOTER: Yes, sir.

MR. NUTTER: Mr. Cooter.
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CROSS EXAMINATION
BY MR. COOTER:
' ’ MR. COOTER: Mr. Christy, have you

offered Exhibits Two and Three?.

MR. CHRISTY: I haven't offered any

exhibits.
/ 0. Mr . Brice, from the Exhibit Two, which
is youy -~
A Plat.
0 -~ plat, you show the proposéd locatioﬁ

~in the-southeast qnarter of the northeast quarter as being on

the upthrust side of the fault, do you not?

A Correct.
0 And if that‘be corréct, what YOﬁ're
looking at is, hopefuily, a Devonian completion,

A Yeé, sir, that is correct.

0. ' And if it's a Devonian completion, then
there would be no Morrow unit on ~- formed as a result of that
well, |

A That is correct.

0 If you are correct in your -- your plat,

and the information there -as depicted by you is correct, the

“other Devonian wells to the east of this proposed well have

encountered no Morrow production or no Morrow formation, or
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that would test in the southeast quarter of the northeast of

27,

20
if there is,‘ié's not productive.
A Correct.
0. ~ Now let me turn to your AFE, which you'vsg

been questioned about by Mr. Christy, and you've testified
about the well cost. That's an AFE for a well proposed, I
guess by Bandera, in the southwest quarter of Section 27, is

it not?

A © No, sir, that is proposed for a well

0 ' Well,‘i was iooking at thg‘ﬁescription
at the top and iE“says southwest quarter, Sectioﬁ 27, Township
16 South), Range 35 East.

MR. cﬁRISTY: Same cost.

A Same  cost.

Q. The AFE that you have - that you've
testified about, though, does cover a proposed well in the
southwést quarter.

A That is correct, sir, it does,

And that is the second proposed location

o

on the plat which you've also testified about which shows the
south half of the unit?

A, ' fThat is ébfrect,”sirQ

0 Offsetting that second proposed locatio
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in the southwest quarter of Section 27 there's a good Morrow

well over there in the southeast guarter of Section 28, is

a, That is correct. That's the HNG well.
Tt is a good Morrow well.

0 - And it is also offset by a good Morrow

-wéli to the sduth-bf it in the northwest quarter of Sédtion

34, is it not?

A I don't have my figures on the cumula-

‘tive production on that well. I do not think that it is as

good a well as the one that offsets in the southwest quarter
of 28,
0. I would concur with ycu, and if I sugges;]

that the production from -~ from the HNG well in the northwest

quarter of Section 34 is approximately one million cubic feet

per day, would you ——

A That would --

m"Q -~ agree?
A That would sound about as I remember.
0. All fight, let me go on a little bit

further to the east and -- and point out the well in the
northeast guarter of the northeast quarter of Section 34, as
shown by your plat.

That was a Morrow well, was it not?

red

i
Y
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3, Tt was,.

0 Drilléd to the Morrow but -= but not
productiive,

A It produced approximately -- now we're
talking about the‘wellnin-the northeast northeast 34? |

| 0 Yes, sir.
A It produced approximately 880 miilion

cubic feet of gas and 16,000 barrels of oil before it was
depleted.
It is now a depleted well,

.
Q The Morrow formation over that close to-

the fault 1line, it was on the down side of the fault.

A. It was orn the downthrown side of the

‘fault, with the fault, apparently’ -- appears to have a dis-

placement of approximately 80 -~ about 800 feet betweéh the

_eastern wells as opposed to the well in the northeast north-

east 34. The fault is -~ this is our best indication of the
faulted structure. |

0 But from that well it appeafed that --
that the Morrow formation pincﬁea out as it approached the -~
the fault line. |

A VWeil, yesFVVWell, Morrow on téé of the
fault may not be present. It's -- it'srbne of ﬁhese~things»

that hasn't been tested. It appears that it may be absent

j
)
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completely.
0. Let me ask you what Bandera bropbsés
to do if it -~ if the well that it proposes to drilliin the
northeast quarter,of cection 27 is as -- as e;pected on the
upthrust sidéiof the fault and a pevonian well be encountered?
Let me further assgme that -- that J. M. Huber Cofporation
elects to partiéipate in the drilling of that well.
viould Huber Corporation then own an
jnterest in your»Devonian well?
A i don't think so at this time.
o - Eveﬁ~th02§h-itfﬁl?¢Fe§ to participate
in the drilling? -
A I'm -- 1 don't feel qualified to answer
¢hat. I think you'd pbest -~
MR. CHRISTY; I have another witness on
that question.
| 0. - Would you”beiieve that -- that if it
were a Mofrow test, that based on the geological data which
you have, rhat a laydown unit_comprised of the south half of
section 27 would be much more attractive than the stanéup
unit proposed bY Bandera heré? *
"”A ‘ Well, geoloqically -~ I don't feel
qualified to answer tﬁat-just yet. We -- We have -- if, a8

‘pictured, we would have a situation where we would have no

J:
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Morrow problems. If the fault is positiored whereby we do

| go into the Morrow on the doWnthfbwn side, we would be in a

-

positioﬁ to go either way, actually; except ifll have to let
the ;anﬁ people answer what kind of situation would exist
there.

Q. But you would agree with me, if -- let's
suppose that it;s on the down side of the fault, and iﬁ}s

going. to be very close to the fault, and from the other well,

~particularly the well in the northeast of the northeast of

34, that close to the fault the Morrow is -- is probably going
to not be as productive as fhe wells further to the west,
such as the offsetting well in -- in Section 28 and the other
well in Séction ~- in the north half of Section 34. |

A, I can't say that., The Morrow is a very
erratic forﬁation. Predicting borosities and the permeabiliti&s
in the Morrow»is Very difficult to do. You might very well
encounter a better well. You might véry well encounter a
worse well. This would depend upon dépositional)features of
the.Mofrow sand as it is étvthat location, |

0 Well, Mr. Brice, if there were no
acreage,probleﬁs,and“Banderarhad alluof'Sectionv27,~and»5anyi“

dera were truly interested in a Morrow test, based upon your

~geological experience, where would -~ in Section 27 would

you recommené that Bandera drill?
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A In the southwest quarter.
o ‘Thank you, sir,
MR. COOTER: Thank you, that's all.
MR. NUTTER: Are there any other ques-
tions?
MR. CHRISTY: I have just one or two.
MR. NUTTER: Mr. Christy.
MR, CHRISTY: Go ahead, sir.
MR. NUTTER: No, you can go ahead.

MR. CHRISTY: Fine.

REDIRECT EXAMINATION
BY MR. CHRISTY:
0. Mr. Brice, turning to Exhibit Three

agaih, Mr. Cooter correctly noted that the description says

_ southwest quarter Section 27.

I think your statement was that the
cost was the same?
A The same.

Q ' Would you like to amend this exhibit

to call for a different location?

A Yes. 1'd like to amend this to call

“for the ‘southeast of the northeast,

0. : All right, Now, Mr. Cooter asked you

/i
h
P
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quesfibns concerniné where you < your ideal location was for
the Morrow, What is your Ffirst objective inr—r in drilling
where you're proposing?

A Our first objective is the Devonian at
thigitime.i |

MR. CHRISTY: That's all.

CROSS EXAMIMATION
BY MR. NUTTER:

0 _ Mr. Brice, if this fault is cdrregt, I
see 1000 foot throw here fromuthetéownthfown Side to the up:
thrown side.

A Lettis sée,g85 - Yes, sir, that is
correct, from the easterly -- most easterly -- westerly east

well and -

e 0. Well now, these contours are drawn on

_top of the Mississippian lime and the fault exists here in

‘the Mississippian. Would this fault extend up through the
'Morrowvalso?
A ProBably not. It «- this is -- this

is -~ I had quite a bit of problem with this, dating this

“fault.

There could very well have been movement

in early Penn but then again we cannot verify this geologi-
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experlence 1000 foot -~

Morrow on the east szde il

27
cally from <~ from actuallyISayihg, yes, it is faﬁlted‘ ;We
might have a drapigg effect. We might have had non
due to the struéture, the Shcebar structure, being extremély
high structure in Morrow time.

Also it is p0581ble that 1t's -— it's
eros1ona1 nondep031tlon.
This is one of these things that I don't.
feel that I can answer at this time,
: ré » But in other words you re saying that
under any 01rcumqtances you wouldn't expect -for the Morrow tov

A, No, sir,

Q . e thrust; and the depﬁhs in the Qellé
on the east side of th§>fault and the west side of the fault,:c
the Morrow would be similar,

A, | .They would be similar, fThe ~- the west
51de of the fault depth to the Morrow would be 31m11ar to the
east side of the fault depth,to the Devonian,

o Well would the depth to the Morrow on

the west side of the fault be the same as the depth to the

A Yes -~
0 , -~ of the fault?
A Yes, sir, it just so happens that when

/

N -
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-ximately 12,800 will get you the Morrow on the downthrown side

A W M

remember my figures in.-the section there, Your Honor. It

_believe.

"how can the cost estimate for the well in the southwest quar-

‘900 feet and 900 feet at that depth costs a lot of money.

“the Morrow for you and will not get you-to the Devonian.

28

you cross section this thing, this is the case. 12 -~ appro-

and the-Dévonian on the upthrown side,
A depth of 12,800,
0 And how deep is ﬁhe Morrow on the up-
thrown side, then?

A Well, the Morrow would be -- I doan't

would be in the range about 900 feet above the Devonian, I
0. Well now, if 12,800 gets you to the
Mqrrow,oh the west side, 12,800 ‘gets you to the Devonian on

the east side, and the Morrow is 900 feet above that, then

ter be the same as$ the cost estimate for the well in the southw
east of the northeast?

Because you're talking about another

A Well, I'm thinking, I'm talkipgzaboﬁt

the 12,800 depth:as such would be the same cost -- the cost --

the depth of 12,800 on the west side will get yoh‘e-‘penetrate

0. 7 ~But it will go through the Morrow,

A, But it will go through the Morrow. 1In
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fact -~
| Q. Well, how many feet would you have to
drill to go through ﬁhe Morrow on the east side?
| A I don't have an answér to that because

n; wells over the;ezhave penetrated the -- to the Devonian,
0. Well, didn't-you say, tbough,»that yoﬁ

eXpec£éd the Morrow to 59 some 900 feet above the Devonian?
A - On the east side. Excuse me, did you

say east side or west side?

0. ‘On the-east éfhe.-
~~~~~~~~~~~~~~~~~~~~~~~~~~ R

said west side,

If the Morrow is present, that should --

I don't really think I should answer this because I don't

have my data with me on that, depth of that.

Q. Well then I'm wondering how you can
take a cost estimate that was prepared for the southwest
guarter and say iﬁ's the same for the northeast qﬁarter if
you don't what the depth is you're_goingyto ha;e to drill,
because you knew what the depth was going to be Qhen you

prépared this AFE for your location in the southwest quarter,

and now you've”amenéed'it, or propose to amend-it to the.

southeast ofwfﬁgwﬁéitheast”Without any adjustment, the costr;

for a hole to 12,800 feet.
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2 :N Yes, Sir.

3 0. ' And>12,800 feet,-yoﬁ said, would get
4 | you to the Devonian on the east side of the fault.

5

A 1 would like to request help from My

6 engineer who prepared the AFE.

KR - MR. CHRISTY: Just tell him you don't

8 \ know theianswer.i

9 A 1 don't know the answer to that.
10 : 0 in other words, ve don't have 2 cost
11 es£{ﬁéﬁé“hé26“today for,theyw?ll in the proposed 1ocation.

gineer.
L .MR. NUPTER: Will your other witness
. . . TR /ﬂﬁ
~go jnto this a 1ittle mdsg?$,0kay.
0. Now; Mr. Brice, geologically speakind
here, Mr. Cootér delved into this'somewhat, but geolo@ically
gpeaking, the chances for a Morrow well are much slimmer ac-

cording tO this structure map that you‘ve_got, on the east

20 gide of the fault than they are On the west gside of the fault,

~
‘-‘

are they not?
That is true, sixr .
0. T and I think-you arated that if Bandera \

owned all the acreadeé, you'd propose_that the 1ocation for the

Moxrow

well be in the southwest quarter-

A Again I have O defer tﬁét"£6mﬁﬁé“éﬁ;”"'~wm,~”m“ L



N

o,

s

™

21
2

b

31

A, That's true, sir.

0. Now in ;té aﬁplication here Bandera is
seeking to bring Marathon and Huber into the drilling of d
well to test the_—- for the Morrow formation, but you say it's
your intent to go tothe Devonian.

| Now the terms !of any order that the

Divisio; would enter in A'compuISOry pooling case would be
that it would provide ~- you would provide a cost estimate

for the well; that Marathon and Huber would have thirty days

‘in which they could come up ~with their share of that cost

estimate.

‘A Yes, sir.
0 Now If they came up with their share of
the cost estimate and provided those funds for the drilling

of the well and you didn't get any Morrow but went on to the

Devonian, what would happen to the -- what did you do for -~

prove for them? Did you prove that their Morrow was nonpro-
ductive for them on a -~ on a well that,the chances as seen
right here és of now are pretty nil? Is that what you're
going to do for ﬁhem for coming up with their share of the
well cost?

A , Well, sir, if the pooling was limited

to the Morrow and with no cost to Huber if the well is com-

pleted in any zone and the Morrow is not present, if we
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~extremely close to that fault. I can see and visuvalize how

side, we may not have any Morrow present, and some way in the

32
limited it to the Morrow formation on the east side on the

acreage,

In other words, what I'm saying, we are

we might be across that fault into the Morrow where the chances

of the MNorrow are much better.

If we do cut the fault on the upthrown

agreement, which I feel like could be worked out, that we would
limit this tﬁihg'to‘the‘position of the Morrow if we cut it
and could produce it.

- Qr : ; But ifrybﬁ'diaﬁ?ﬁréhEOUnter the Morrow
you'd go on down to the Devonian.

A ‘ The Devonian,,yes; sir.

0. And you'd have a Devonian well. They
would have come up With'théir share of the cost to the Morrow
and wouldn't have any participation in the Devonian, and all
youive done for them is show -~ is proVe what yoﬁ}re saying
here today, that the Morrow is almost non-existent on yhe east
side of the fault. That's what you've doﬁe for them for their
share of the well costs.

MR.  CHRISTY: I think the other witness
can help you a little bit, Mr, Examinepi N |

To answer you, though, we do not propose
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In other words,
just never bill

the Morrow only, so it does not apply.

to bill them, but what would you do if they got a well, bill

them for their share of cost‘plus the 206 percent?

money.

bill them so how can they put up their money?

" for the order to provide that the payment will be made after

the well is down and it's contingent on it being ~- testing

the Morrow.

v

share of the money without penalty after the well is down?
order to prescribe that. Okay.

the next witness.

until we've gotten the well through.
if it turns out to be a Devonian well, we'll

them and the unit operating agreément covers

33

MR. NUTTER: Well now, you propose not
Yes,

MR. CHRISTY: No, if they put up their
'MR;”NUE@ER:, Well, yoﬁ're not going to
MR. CHRISTY: We'vre perfectly willing
MR. NUTTER: And they could put up their

MR. CHRISTY: Yeah.

i
MR. NUTTER: And you're willing for the

Are there any further questionsg?

MR. CHRISTY: 1I'll go into this with
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MR. NﬁTTER { Okay. |
MR, CHRISTY: I think he's a little
more gualified than the,géologist.
MR. NUTTER: Okay. Are there any
further questions of Mr. Brice?

He may be excused.

MR. CHRISTY: ' Call Mr. Hartwell, please.-

o CHARLES M. HARTWELL

being called as a witness and being duly sworn upon his oat@j

testified as follows, to-wit:

DIRECT EXAMINATION

" BY MR. CHRISTY:

0. Have you previoﬁsly been sworn?
A No. Yes, I've been sworn.
c Would you please state your name, your

address, by whom you're employed and in what capacity?
A - , Charles M. Hartwell. My address is

Midland, mexas, and I'm employed by Bandera Energy as _general

‘partner and manager of operations.

g — Hr, Hartwell, yvou heard the Examiner's
questions concerning costs just a minute ago?

A Yes.
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0. " Would you please explain to the Examiner
exactly what the answer to the question is that he obviously
wants to;know? |
A Okay. I think the general thrust here

is that we're so close to that fault that it could be this is

as much a Morrow test as it a Devonian test. If we cross the

fault We'il get the Morrow at the same depth.

So the Bepth’is the same here to the
Moxrrows as it would be_to thé location I have étated on there,
and it has been amendéd.to thé northeast quarter.

Q All right. Now, what about this cost?

You heard me make scome statements to the Examinei-:FDoes
. . ‘;\ /\‘ ‘:\‘ +

Banéera subscribe to those statements? With respectvfo,when
they pay if they elect to participate.
| A Yes. If ~- if we drill the well, aﬁd ;—
we're drillipg this well and even if :we're on the upthrown
side, we're going to be testing the Morrow zone. It may be
absent and it may be there, too, but - well, we will not --
we won't bill them until we're down, énd!e~

0 \ If it turns out to be a Devonian well
you'll never bill them,
| A , 'Qhat's right,
0. AndggsV;WuQQerstanQ you frqﬁﬂExhibit

Three, the cost is the same whether it's in the southwest
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gquarter of 27 or in the southeast northeast of 27, as to the

Morrow?

A

As far as the Morrow is concerned, that

is correct, and that assumes that we've got a 56-50 chance

that we're going to cross the fault and go into the Morrow,

and it will be the same depth,

Q.

A

BY MR. NUTTER:

Q.

N
.

I see, same depth?

Same depth ana the same cost.

Same cost.

And 12,800 is correct on the depth?
That's righ£.

MR, CHRISTY: That's all.
CROSS EXAMINATION

Well, Mr. Hartwell, youfre saying;that~

you‘d cross the fault. Whatkyou're sayihg is that if you

drill the well at the proposed location in the southeast of

the northeast, and the fault were deflected northward rather

than northwest, and you ended up on the west side of the

fault, that it would be the same depth as the location that's

in the southwest quarter.

A

That's right. If we cross -- cross the

fault and got on the west side of it, the Morrow would be the
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37
same depth there as it would be -~
0 . Right. |
A -~ over where --
Q Right. Now if the fault is where it is,

get a Morrow well if the fault's where it is at this location?
A . It's guite possible and T don't think
anybody knows what's down there. It could be absent but it

could be present, toco.

0 Nowiif it were piesent would it be the
same deﬁth? -
A -No, not if it;s §resent;
Q. It would be at a shalléwer depth, then,

woﬁld it not?
| a " That is —~}that is correct. It would be
at a shallower depth bup you.model>these things and you have
tb model them one way. You can't say, take all conditions” -
into consideration.

0. All right.

B But in my view, you have just as much
ch%nCe of being across the faﬁlt-and getting-the Morrow as
you ‘do not being across the fault at this location. This is
an optimum locatién that we can test more zonés and know what'+

tﬁere. If we don't drill this well at this location, why the
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to 2 Devonian and other will never be tested.

T 3 0. Well, now, with respect to this state-
ég 4 ment that you made about the billing. Bandera proposes to
Y § | drill the well. They're seeking a forced pooling order here

e ;

6 for the east half to go to the Morrow.

7 . _ Now, you'll go on down, you'll drill,

8 | you'll see if the Morrow is present or not, and if it's not

i

9 present, or maybe even if it is present, you'll drill on to

10 the Devonian.

11 : A To the Devonian, correct.

12 0 ' And then you wouldr-d‘iflyou had no

13 | Morrow, then you wouldn't submit any bills at all.

14 A " That's right. That's assuming they

15 | join us for a Morrow test.

16 0. Now, when they join you, are they going

17 | to have to put any money up?

18 o A Not until we get down,
19 0. Not until‘you sendnfhem the bill.
20 | . Till we send them the bill.
21 1) But they have to make an election?
22 2 Yes,
| 23 f. ) -Q' And their élection would be to particiv
- 24 | pate in the -~

25 A Morrow test,
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2 0 : -~ in the Morrew enly.

3 A Morrow only, thaﬁie right. That's the

4 | only question here. t

S 0. And then if you got a Devonian well

6 you wouldn't bill them anything,

7 A ‘That's right, they would never‘be billed|
.8 0 .- Okay.

9 MR. CHRISTY: We"z:‘v'e‘perfectiy willing

10 ‘ for the order to provide that. Our main objective is Devonian

‘11 ‘We're trying to cover ourselves if it turns‘out to be Morrow.

12v | 0. © I see the main objectlve is Devon1an>

13 but the thrust of the order is to the Morrow, because that's
4 | the case. |

15 A Well, I’m not quite in agreement with

16 that. I think our objective here is as much for the Morrow

17 as it is for the Devoniaﬁ;
18 0 Well, if you were feally_goiﬁg for

19 Morrow, you'd be on deflnltely the west side of the fault,

20 ﬁowever, though wouldn't you?

21 I appreciate the fault may be ‘meandering
2 eome-blace in -— |

23 A Yes. If we moved 1t over there, there |
24 is p0551b1e‘Deve;;an and other horizons on the east side of

25

that thing that will never get touched.
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,Q ﬁight,-l see that.
MR. STAMETS; Are there any questions
of Mr. Hartwell?
MR. COOTER: Please, Mr. Examiner.’

MR. NUTTER: - Mr. Cooter.

CROSS EXAMINATION
BY MR. céQTER:
| Q It's been covered that what Qas origi-
nally proposed here by‘Bandera, as evidenced by their first
proposal, was a Devonian test. (

’ A Well, we state Devonian because that's
the deepest horizon. We've_aiways intended that we test the
Morrow on the way down.

0 - | If your Devéhian weil is successful,
though, that the -~ the wellis‘onthe east side of the fault,
or the upthrust side of tﬁe fault, the Morrow has not been
bresént, or if it has been present it's certainly not pro-
ductive.

A " Not necessarily, but that's a -~ I mean
that -~ that ~- there's some thoughgs”in that direction, but
I'tm ~-

0  Well --

A I'm not going to guess what's down there

°}
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0 - » Okay,
A, I've been fooled too many times,
0. But from the wells that were drilled

Mr. Hartwell, over there in;SEction 26 and 35, that were on
the east side,’or the upthrust side of‘the fault, those are
all Devonian wélls.

A Well, not all Devonian, there's other

pays in thefe, too, but I'd rather refer those for »~ I mean

I didn't make this map, so I'm not going to get too much into

‘detail on that. Mr. Brice made the map. But it's my under-

ing-that most of. those wells over there, I”don't-believe
they had MOrréw in theﬁ. But that's 1000 feet.away there,
so a ‘lot of things can change in 1000 feet.

0 | | If youfre.on the west side, of the dowﬁ
sida of the fault, you believe, though, that you wo@ld be
barely on the West'sidé of it by this propésed location.

vA Well, that's just like sé&ipg it just
beiﬁg a little bit pregnant, Yes, you'd be across-the fault
and you'd have jus£vas much chance of -- the depositional
natire 6f the Morrow is =- is hard to guess.

0. Weould you éoncur with me, however, that

the well in the northeast quarter of the northeast quarter of"

‘Section 34, which is the closest to the fault line as shown,

is a podr, or was a poor Morrow well before it was depleted,
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whereas the wélls to the west of that are good wells, gbod
Morrow wells?

A I'li agree with that statement. It has
absolutely no bearing, because from experiepce in the Morrow
in this area, the worst th%ng you can do is offset a good well.
You're more likely to get é_good Well offSetting a poor well,
has beén my experience.

0. .~ Would you concur with Mr, Brice fhat if

Bandera had no acreage problems in Section 27 and were truly

t you propose a
south half or a laydown 320-acre unit aﬁd drill your Morrow
test in the southwest quarter?’

A, I would say that would be a gocd locatiol
probably a better location for the Morraw: than the one we
propose; howeve}, oﬁr idea here iérto test all the zones we
can, and as I said, these other zones will never be testea
if that well isn;t drilled. And I still, my own personal
belief is that this well we're talking about is juéﬁ as much
a Morrow test -as it is a Devonian test.

0. Now, I don't quite understdnd your -~

b

=

let me turn to your AFE, and ycu would propose that -- that
Huber and Marathon commlt themselves one way oOx the other
prior to the commencement of your drilling operatlons.

A, That's right.
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Q. 3But’that they would not be billed until
you took a léok at the hole.

A Until we'éot down, that's right.

0. and if -- you asked for a 200 percent
risk factor? | -

A That's right. This is a high riskiwell,
in my view.
A 0 Particﬁlarly for a Morrow well in the
location as indicated.

A As all Morrow wells, yes.

0. But it's a higher --
. A 1It's a high riég;ﬁpy a pevonian location/
“too. -

0 But the risk for the Morrow is -~ is

greater aﬁiyour propesed location than it would be in the

our exhibit here, we had been looking at that location, and

southwest quarter, in your opinion?

A, That's right, I mean, obviously, from

if the Moryrow is missing here, we may drill down there.

0 ' Do you have any agreeﬁent on = on --
, the sonthwest guarter?
A _ I have no idea. I mean you'd have to

ask our land people.: I'm not familiar.

. Rarnes, could you
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answer that?

1et me get it exact,

Tean .

0.

" gY MR, NUTTER:,
0
this billing and the

pe asked to make.

well and ask them to
going to participate
A

0.

 ——

do you have a farm out agreement

_put they wouldn't have to put up any poney

44

MR. BARNES: Yes, I could.
please do.

1t would be gsouthern Union,

Southern Union Exploration company of

MR. NUTTER: The whole 1607

MR. BARNES: Yes, sir.

A1l right, let me ask you or Mr. Barnes,

with Southern Union?
MR, BARNES: Of sorts.

MR. COOTER: That's all.

Thank you.
RECROSS EXAMINATION

Mr.'Hartwell, 1tm still confused as to

election that Huber and Mérathon would

Now, you'd submit your AFE for a Morrow
make an election as to whether they were:

or not.

That's correct.

and they would have to make that electiop

in advance.

. s
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A.- That's COrrect,

A That's rigﬁt, They'g never‘be billegq.
9. - But if You got a very, very small .wely

in the Morrow, just a puff of gas, wouldntt You send thenm gz

bill then?

pletion in the zZone, Now, wait a‘minute, I béiiev§ —
J 0 . I'm wondering what kind of a well it
would fake before you'd decide to send then a biii,
A - If they're -~ j¢ théy're - if we're

testing the Morrow, Yeés, we would -. it's only if we would

Devqniaﬁ? Would You-bill then if -you got a dry hole in the

Morrow,,wduld You bill them> If théy had made the election

to participates

A, Yes,
0. If you got g dry hole -- jif You got 3 °

2
I
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dry hole in all zones.

A Yes, we'd bill them. I mean we can't
‘guarantee Morrow Production or Devoniah'productibn;

0. No, I know that,

A - This is 3 wildcatter chance,

Q{ Seems like it'sg really wild for the
Morrow,fhoweyer,

A, J Well, I'm -~ I'm not —- I don't~£hink

of Mr.'Hartwell? He may be excused.

. will be admitted in evidence,

*tne appllcatlon to Marqthon and Huber, but I believe they 've

it's:that wild for Morrow., We don't know where that fault

MR, NUTTER: Are there any other questio

MR, CHRISTY We offer in evidence
Applicant's Exhibits one, Two, Three, inclusive, I believe,

MR. NUTTER: Exhibits One, Two, Three,

MR, CHRISTY: Mr. Examiner, I have here

Exhibit Four, which is the certified recelpts of malllng of

now both entered their appearance.
MR,'NUTTER: I believe they got these:

MR. CHRISTY: That's all for the

épplicantg

S




. .

i

- ‘."

&

S

e S——
|

B

|

i

.

!

10
11

12
.
14

1s
16

17

19

21

2

® R B

© o =

i '~ DIRECT EXAMINATION
18 ‘

47

'MR. NUTTER: I would liké another set

of exhibits, Mr. Christy. k
| MR. CHRISTY: 4Yés, sir,

MR. NUTTER: Does”anyone‘ha&e;anythiﬁg
they wish to offer in Case Number 72537

MR. COOTER: - We have one witness who
was nbt'sworn beforé. Cecil Ellis on behalf of J. M, Huber

Corporation.

(Mr; Ellis Sworn.)

CECIL ELLIS
being called as a witness and being duly sworn upon his oath,

testified as follows, to-wit:

Fd

BY MR. COOTER:

0. Would you state your name for the

record, please, sir?

A - Cecil Elli#.
0 And by whom are you emgloyed, Mr. Ellis?
A J. M, Huber Corporation. |

e In what capacity?

A, As District Landman,
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for the drilling of the well in ‘Section 34 in the northwest

48

(O Would you very briefly relate yvour ex-
perience in the industry? |
| A Yes, sir. I've been émployed as a
landman by various ccmpénieg starting in February of '56 down
to date, just’about in all phases of land woik.

0. By whom were you émployed?

A, Humble for about twenty years; Pennzoil

for two years; Monsanto for two and a half years; now J. M.

Q. ' In YOur’present position are you acquaint
with the application of Bandera and its‘;propcse:?.~:«-'ve11'“i"r"i‘;m:_'-“'"i
northeast quérter of Section 277

A - Yes.

e Has your company reviewed the Atoka-Morrg
formatibﬂ and where it lays in this immediate area as fefer—
enced Baﬁdera's Exhibit Two, I believe?

- A Yes, sir, we'lve -~ the company has con-
ducted rather extensive investigation into the Morrow here.
We farmed dﬁt,*as a matter of fact, Huber farmed out to HNG
quarter of 34, and‘we have gctually been contemplating pro-
posing a well in the southwest quarter of 27, but we have not

done so at this time to any of the other possible participants

ed

w

0. You ?ﬂ advised Bandera, though, did you

I
’
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not, in reply to their original letter to you of March 182
A, Yes, we did. We suggested that we didn't
desire the eaSt’half of that sectién as a Morrow unit but we
did in Writiﬁg-propose thét we would seriously consider
joining in a well in the southﬁest quarter for a south half
proration unit.

0. The Atoka;Morrow formation as determined.
or believgd fo be in'existance by your company is on the down-
thrust side or'the west gide of that fault -~

E That's correct,

Q -~ is it not? And runsbgenerally in a

K That's(our best interpretation, based
on, of CQurse,vlargely the existing producing wells,

kQ Let's turn to your farh out of the
acreage to HNG in the north half of Séction 34,

First, what were the terms of that farm
out?

A - Ve comﬁitted the 80-acre tract to the
320-acre unit and farmed out our interest, reserved 1/16th’
overfiée untillpayout; Aérbéfoutrwe‘baéked in for a half
interest,

| Q ‘ Proportionately reduced?

A, Proportionately reduced to the unit.

3
I
»

N
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0. And those are the same terms ‘and provisi4ns,
are they not, as what you proposed to Bandera?
A. That's correct,
0 ‘You would fzrnm out your acreage, bein§
the west half of the southeast querter; on the same terms and

'Neteﬁber of 1980. It was produc1ng right at one mllllon a

day, 900-something, and I don't have the exact figure,:

in the south, pretty near the center of southeast of 28,

A Tht is correct,

0. What type of well isg that HNG well in

the northwest quarter of Section 34?7

A, I only have I belleve ~as of about

0 Has that well paid out?

A Oh, yes, it paid out in about ten
mohths.

0. And that is prbducing in the Atoke—
Morrow? ; -

A That's ~- that's correct,

G How about the _well offse tting 2 proposei

south half unit in Séction 272 Let's go over to the Section
28. Is there a well over there in Section 287

A Yes, in the south -- looks like about




N & o

~3

1
12

13
14

15
16
17

18

19

21
22

R 8

25

51

0 ‘What tyne of well is it?

A | Again with some production fiqures for
the month of, I Believe it was for the month of November,
1980, that well was produc1ng less  than three million a day,
but I don't recall the exact figure, two miilion seven, in |

that range,

0. It was a better well than even the well
HNG well to the south in Sectlon 34
A ' Based on those production figures, 1'a

have to say yes to that,

0 " Who owns the minerals in the o T T

‘which you have a lease in the west half of the southeast

quarter of “Spction 27? From who is that ~-
A - nThat is the State bf New Mexico lease.

I den't know what, swhat institute owns,ﬂhe royaltles, but, 1t

is a:State of New Mexico lease that is held by our production

from the well down in 34,

0 Would you concur with the testlmony
presented here- by Bandera, Mr. Brice and Mr. Hartwell, that
a south half unit, or a lavydown unit omprlsang the south

half of section 27 for a Morrow test, would be much more

attractive than an cast nalf unit?

) et me say,'I’m not a geologist, but

based on what I have seen of the work that's been done by
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Huber employees, certainly, and this is obvious by our comments|

to Bandera that we would much prefer a location in the south~
west quarter for the Morrow, Atoka-Morrow test.

Q. You would concur that tkeir second

proposed location as shown on their Exhibit Two is for a

Morrow test much more attractive than ~— than the one in the

northeast quarter?

2 For Huber it's much more attractive,
right.
0 And do you believe that the chances of

A Well again, based on the data that I've

seen, and T think is probably depicted with this exhibit,

y_es .

o
}

0. - And do you‘égnéggi§ith the proposal as
‘'set forth in Hube;'s‘letter to Bandéra that were a south
half uﬁit to be formed to drill a Morrow test,vthat Huber
swould join in that?

A - Our intent at fhis time would'be fo

-actuall: g of a Morrow

test there.

L T . T - T T T N I - T P T R Y O S
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CROSS EXAMINATiON
BY MR. CHRISTY:
: 0. Mr. Ellis, if the order is not granted
for forced pooling and yo; don't join in this well ‘we're pro-
posiﬁg in the present 1ocatioﬁ, and weﬁgét a Morrow well,

would Huber éxpect any of the production?

A | “The oider is not granted?

0. Right, and you don't join?

A . No.

0 ‘¥ouudonftweXpect;any of éheiproductiOn,

o

even if the proration unit is the east half of 277

A. . .. _Oh, when are you == when are you going —

~to form this unit?

Q. ‘Wé:caﬁit form it agreeably. The
question -~ if we don't form it by force pooling and we driil
it and it turns out to be a Morrow and it's the east half of
27 as a proration unit, do you expéct any’éf the production?

,MR: COOTER: I bélieve the qUestién —
I'ma little bit confused by it assumes facts which cannot
comé'into existence. ‘Theré's either éot to be an order force

he east half of Section 27 for Morrow production,

or a voluntary agreement between the parties to form that -

“proration unit.
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alternatives and I don't understand how that could come about.

is 320, is it not?

54

If the ~-
MR. CHRISTY: Let me rephrase the
question.
'» 0. What ~- what's the acreage that %ubei

»owns? ’

A We own the west half of the southeast
quarter. mm"mwlwmw;wwermuwanf

0. Allvright.

Now, a standard proration -

a - . T believe that's correct.
Q 211 right. Now, '~ 1
A For a MoOxrxrow. |
Q‘ 1f the prorétion unit is the east halfk
of ‘Section 27 forﬁthe Morrow and we do obtain a’Morrow well,
does Huber éxpeCt any portidn of that producticn? \
| MR. COOTER: I'm still ——
A Well, i”don‘t think I Cénnanswer your
question. We've either got to have a proration unit or an
agfeeﬁent:i -

Therg's ﬁbthing:wroﬁgfwith your m

application for a north half unit, is there?-

MR. NUTTER:

think that, Mr. Christy, what would happen if this proratioﬁ”'

Let me interject here,

aking

I
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unit yoﬁ're seeking today was not approved and Bandera was

intent on drilling the well, they would project it as a

quarter.

‘Devonian well and dedicate just the east half of the northeast

Then if they did get a Morrow well, the

people in the horthwest quarter might want to bring a forced

pocling action to create a nQrth half proration unit, or

Huber might want to bring a forced pooling action to create

an east half unit'and”

get in the well.

MR, CHRISTY: Get in the well,

MR, NUTTER: Yeah.

" 'MR., CHRISTY: After the fact.

a nonstandard 80~-acre

MR, NUTTER: After the>fact.

MR. CHRISTY: I don't blame them,
Now, did Huber »*-

MR. NUTTER: Or Bandera could ask?for

gas proration unit,’ too.

MR. CHRISTY: Got a lot of them.

' MR. NUTTER: And keep everybody out of

it,
0

1/16th override until

~—~that coxrect?

A

Now, I think Bandera offered to you a

payout and back in for 25 perceént, is

Yes, sir, I believe that's right,
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o And you proposed 1/16th override and
back in for half.
’A 4That's correct. -
0. : . Sokthe qdarrei Sééms to be not on loca:

tion but on how much you back ‘in for, is that correct?
A I'm not sure whether they're proposal

was limited to the Morrow formation or from top to the botton..

“Cur-propoesed - farm .out to. them would- be our rights from surface

to, let's say, TD or 100 feet below TD.

0. " But looking at the Morrow.
A . No, they proposed a Devenian test,
0. I see. Now, the Devonian is 80-acre

spaciﬁg, is that Eorrect?

A I -- I believe that's correct.

0 All right, ;If-you;fe prdportionately
reduced, how do yoﬁ have anything if it's Devénién?

A Because we're going to propose ghat all
rights, not>just the Morrow, but all rights from the surface

down to TD, would be a working interest unit.

‘Q A working interegt unit.
A A wofking interest unit, right.
2 on the east half of 27.
A | Right.
0 Oh, it's the east half of 27 that you're
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proposing 1/16th and 50 percent back in, is that correct?

A, Right., We'll farm out our interest to
a workiﬁg interest_pnitfon that basis, for the drilling of
a Devohian test.

0 Do -you concur with Mr, Hartwell that
unless the wellaié drilled on-its proposed location, that the
Devonian will never be tested?

A Frankly I'm--— it's not inuch condexn
of mine in the first place. iThere's been namerous Devonian

wells over there very close to the fault as you have it drawn

here on your exhibit,.

rfjgréﬁfgiéA;>gah't'answer that,
Q» _ Cuesst Thank you, that;s all.
MR. NUTTER: Any questions further of
Mr. Ellis?
MR. COOTER: HNo, sir.
MR. NUTTER: He may be excused,
MR. COOTER: We have nothing further.

MR, NUTTER: Did you have anything, Mr.

Carx?

MR. CARR: Nothing; Mr. Nutter,

MR. NUTTER: I'll call for closing
~étatement5~atﬂthis time. Mr. Christy, vou may go last.

(o]

O0TER: Mr. Nutter, it is Huber's
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‘Morrow test, that they would prefer a south half or a laydown

the southwest quarter, so I question their -- their motives

if it -- if it really is a Morrow well, everyone is -in cbmplef

58
position that what Bandera proposed here, or proposes by this,
ie as they set forth in their original letter of March 18, that
they want to drill a Devonian test.

Being close t6 the fault, they have come
up with a proposal to form or‘to pool the east half 6f Section
27 as a Morrow test, but -~ or as a Morrow unit, but that that
Morré& unit may or may not ever come into existence; hopefully.
not, because if‘they encounter a Devonian well, as depicted
on their exhibit, that will be it. |

N They concur that if it were»trulyva
ﬁnit’and drill their Morrow test in the southwest quarter of
the section.

This presents, I believe, an,unusual
fact situation; and one certainly I'm not familiar with before
of really a little insurance which -~ for the drilling of the
well, and as they said, if it's —~- if it's dry they'll --
they'1ll bill those that elect to participate in - in the
Morrow test.

They apparently have some'iind of an

agreement with Southern Union which owns the lease covering

accord that the preferred location would be the southwest

W
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dquarter. If that be so, I think that Bandera should -- should
so state, but then in effect they have when tSey say that what
theyf?e really seeking up here is to test the Devonian and
take a look at it.

If that's a Devonian well all well and
good. The chaﬁces are ii they're across the fault line 6n
the west side, or the -- Qhere the Morrow may be ehcoﬁntered,
or encountered in productive quantity, the -- it's going to
be so close to the fault line that it probébly will not be as
productive as the offsetting<Wells in 28 and 34. |

z'd'point_ont that the -~ that the
closest wéll to that fault line which tested'the Morrow is |
that one in the northéast quarter of the northeast quarter of
Section 34, and there the Morrow production was miﬁimal,

For these reasons we respectfully re-

guest that Bandera's application to form this type of Morrow

»unit be denied.-

If it is granted we respectfully request

since they are;going to take a lock at the Devonian, that any

"election on the part of the other participants in that well

be delayed until such time as Bandera sees what they're going
to have. Lét‘Ehémwdriil”tﬁéir“bevoﬁian tegt and if they want
a Morrow formation at that time, permit Marathon and Huber

te elect whether or not to participate in it, and at that time
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They'll either know or not know, and

the risk factor is nil.
at that time Huber and Marathon may or may not pay. Let
them recover their working -- or let them recoverrtheir com-~
plete costs and at that tiﬁé go forward.

That's all T hgve.

MR. NUTTER: Mr. Carr? Mr. Christy?

MR. CHRISTY: Thanks. Mr. Nutter, I
think it's pretty obvious ffom Mr. Ellis' testimony that
despite'the, shall I say smokescreen of my eminent colleague

that there is not an objectidn to the east half of 27 in the

present location.

The objection is how much you get in
back in, and Mr. Ellis testified to that. They both agreed
to 1/16th override until payoﬁt. The issue is, and it's a

monetary issue, do I get 25 percent working interest after

 payout or do I get 56 percent, and without all the rest of

Sthis, whether it's better to lay it down or stand up or any-

thing, they're not quarreling about ﬁhét because they're
willing to agree, Mr. Ellis just testified he's willing to
agree to a 1/16th with a 50 peiceht backin right where I
told him, in the east half of 27. He said ¢h, yes, but I
wanf a SOvééréent backin;

Now,'if we -- in answer to Mr. Cooter's

testiﬁ&ny -- excuse me, statement, let's drill the well and




»?

o :

n | well tes gifiedy 1S to. testreverythlng up and down. We're

13 \ Moxrrow there. if there 's no Morrow there, we haven't got an

you go righ”‘f .ad, Bandexra, you take all the

thing else. and then if it turns out to he 2 Morrow well,

then we 111 make an election: Well, if it turns out to be 3
decent Morrow well, of course they're going o elect jt, and
no risk factox. | |

‘We take all the risk, a million three,
and they 5ust stand pack and let us take the whole purden en

£he MOrrow.

All right. OUr objective) as Mr. Hart-

12 golng to give them a test in the Morrovw 1f there ‘s any

14

operatlng agreement that we su mltted to you, begaus it's

15 | 1imited to the Morrow.

16 We are nok asking to force pool the

17 Devonlan or anything else. It's simply to 100k at rhe Morrow,

13 and we thlnk it's fair to give us @ risk factor_and to grant
19 | this appllcatlon 1n the event - ﬁe don't kpow where that

20 fauit 1ine is. 1f we 7 it could be anywhere, as ﬁer as we
21 | know.

what we're asking to do is to protect

the -~ the possibillty ‘that we will get 2 Moxrrow OY we will

23
24 | test the Morrow, and that's the only,thiﬁg we've asked a rlsk

35 | gactor. Now W& 7 i¢ we just go &9 n and arill ail the way
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to the Devonian,

won't —- won't apply because it's limited

~all.

thing

MK. NUTTER:

they wish to offer in Case 725372

(Hearing concluded.)

62

complete it as a Devonian well, the order

to the Horrow.

That's all we're asking for. That's

Does anyone else have any—

Wwe'll take the case under advisement,

L

L
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CERTIFICATE

I, SALLY W. BOYD, C.S.R., DO HEREPY CERTIFY that

the foregoing Transcript of Hearing before the 0il Conserva-

b

tion Division was reported by me: that the said trénscript |

-is a Eull, trué, and correct record of the hearing, prepared

by me to the best of my ability.
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_ MR. NUTTER: We'll call next Case Number
MR. PADILLA: Application of Bandera
Energy Company for compulsor§ pooling, Lea County, New Mexico.
MR. CHRISTY: Sim Christy, Jennings and
Christy, Roswell, New Mexico, for the applicant.

We have three witnesses, Mr. Examiner.
{Witnesses sworn.)

Mr. Barnes, please.

-

MR, CHRISTY:

MR, COOTER: Paul Cooter from Roswell | =

putting in an4appearances in ghat case on behalf of J. M,
Huber Corporation. (
MR, CARR: William»?. Carr. with Campbeli}
Byrd, and Black, entering an appearanve on behalf of Marathoﬁ.
| MR. | CHRISTY: Who? |

MR. CARR: Marathon.
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‘BY MR, CHRISTY

WILLIAM C. C. BARNES'
being called ag a witness ang being quiy Sworn upon hisg oath,

testified as follows. to-wit:
DIRECT EXAMINATION

ol Would you state your name and address,
and by whon you're employed, and in what capacity?u

A William c. C..Barnes, I, cméloyed by
BanderapEnergy Company. T'm 2 $eneral partner and land
mahager.

0. Mr. Barnes, 4o you know what is'ééught‘
by Case 72537

A,x Yes, I do.

0 Would You please briefly tell the
Examiner what ig éought?

A Yes, sir. wWhat we would like to do ig
seek an order'booling all the Morrow formation under the east
h&lf of Section 27, of Township 16 South, 35 East,ALea County,
New Mexico. B
2 What is the wé#kiﬁéwihterest ownership
in the east b=1f of Séction 272

A The east half of the east half ig owneqd

by Bandera Enexrgy Company. The west half of the northeast

ﬁ—l
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east quarter is owneq by J. M. nuber,
Q Have ‘you Sought agreement to obtain an
operating agreement, or agreement, with these working interest

oWners to drill a well?

A . Yes, 8ir, I have,

0 And what was the respcnse?W” )
A : We have faileq to make an agreément.

0 Now, let's take Mafathon firet. ias

Marathon said no, or whatp

a, They haven't ansvered either way.

0 -When did- you startﬂtrying to put this
- togaether?

A Back: in, 1 believe it was April of this
year.

| 0 Could it have beentuarch?

A, . It may have been March, 1'pm sorry.
March 18, |

-G 'Maféh”ia?'"'

A March 18,

©

~And how about ﬁﬁﬁer?

A, March 18, also,
0 xndfyou've been unabls to reach agreemeh-
A That is correct,

7
i



1] | o o,
z ) 1] : Do you havé a sugéested form of operatin§
3 | agreement for the Commission's consideration? |
4 A, Yes, I do
S 0 Please rafer to Exhibit One ang ﬁell me
6 [if that is your pProposed form of operating agreement?
7 A That is our proposed form of operaéing
8 agreement:, - |
"9f ‘ “Q WMW”H-JA;drthis is fof‘the Morrow only?
10f - | A - That ig correct,A“ )
117., | ' 0. Ndw, with respect to drilling ang prodgcing

12 rates, wha£ do You propose on that?
LX) A ~ For drilling well we useq $4000; pro-

14 ducing well woulg be $400.

15 [ Do you fee], that ig reasonable and faire
16 A That. is reasonable and fair,-
Ry Q- And you're willing,to pay your propor-

18 tionate part of that?

19 A That is true,

22 Speﬁkﬁuﬁboutadditicﬁal“iease”Iﬁf6fﬁ§£165Ffiom J. M. Huber

23 and Monsanto.: That should be Marathbnf should -
24 A That should be Marathon.

25 0 " Do you wish to amend the.exhibit?




amend that.

2 A 1 wish to
3 0 | Ail right. I8 this a type of operating
4 | agreement that's gtandard in the {ndustxy in goutheast Nevw

Mexico?
A That is correct.
Q All right.‘ Whgt-would you suggest with
alty for risk in drilliné?

Lo any type”éf pen
rcent

—sz %

L réspect
‘9> | 2 Recover Our cost plus a 200 pe
19 | penalty.

vQ 1f they don't belong to it?

A ' -Iﬁvthey do not wish o doin. .
Now you‘understand that if this appiicg—

Q
frexr you

gtill have the right to join 2

14 | tion is granted, they
i5 | submit thém‘an AFE?
16 A That {g correct.
iﬁ 0 You undexstand that?
18 A I understand.
19 Q You agree with it? -
?93’ A 1 agree, yes:
Zlf‘ : . MR cuprary: MO farther questions.
- Sy MR. NUTTER: mr. Christy, T haven't foun
23 | that cﬁégééwéﬁiﬁéééwaGI"W”W”“W"~"w : o
it's page two,-ﬁxh;bifwh:m'“m"””

2% .
MR, NUTTER: Okay, and this ghould be
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dorrected tb what, now?
MR. CHRISTY: Marathon.
MR. NUTTER  op, instead of Monsanto,

MR. CHRISTY-: Correct. Just a typo-

graphical eryror,

MR. NUTTER: Are there any questions of

Mr. Barnes?

MR. COOTER: Mr, Examiner, I have a few

on behalf of Huber.

MR. NUTTER: Mr. Cootey,

‘CROSS EXAMINATION
BY MR. COOTER:
0 Mr. Barnes, your original proposal to

Huber, and 1r'm assuming gimilarly to Marathon, as set forth

in your letter of March 18, 1981, You propose to drill your

“well in the southeast quarter of the northeast quarter of

Section 27 as a Devonian test, dig you not?

A The Devonian, yes, asir,

Q And in that you ask Huber to farm out
whether or not it would be interested in farming out its

acreage to you,

A That is correct. I -~ that is coxrrect,
Q And in reply to your letter of March 18
LAY
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you received, did you not, Huber's letter of March 27, wherein
they advised you that they were not interested in the east
half unit bat proposed as an alternative a possible south

half unit?

A That was on which day?

Q0 . Their letter of Maych 27.

A | Yes,

13 Did Bandera reply by letter to that

counter proposal?
R ’mIﬂdon’t'baiiev"w='dia.
reply to thﬁt. We replied telepﬁonically.

Q; And then Bandera received on or about
May 5 from Huber Corporation a proposal whereby Huber would
farm out its acreage to Bandera for your east half test on
the basis of reserving a 1/16th OVerridé prior to payout and

back in for 50 percené”working interest proportionally re-

duced after;payout of your proposed test.

A That is correct. It was unacceptable
_to us, | |

0 : pid you reply by letter to that?

A We replied telephénidally.

0. Were the - those terms standard, pretty

well accepted farm out terms for this area?

A Not to us, no.
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MR, COOTER: That's all. Thank you,
éir.
MR. NUTTER: Are there any. other gues-

tions of the witness?

CROSS EXAMINATION . .

BY MR. NUTTER:

Q Mr. Barnes, now Bandera owns the east

half of the east half of Section 27, is-that correct?

A That is correct. -
[ Now, does Marathon and Huber jointly

own the west half of the easﬁ half or do they have a divided

finterest?

SRR ,
A They hdve a divided interest, like I

~said. Marathon's interest is the west half of the nertheast

quarter and Huber's interest is the west half of the southeést

7quarter.

o okay, so each one hHas its own individual

50-acre tract, then.

A, k;BO—acre tract, yes.
Q... 80-acre tract. |

Okay, now on this Exhibit Numbé¥ fﬁé;mm
I guess yoﬁ haven't réally come to that yet,

MR. CHRISTY: We haven't come to that
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MR. NUTTER: Okay.
MR, CHRISTY: Ile's familiar with it,
thoﬁgh; I feel sﬁfe.

MR. NUTTER: Well, I might just ask him
now. | | |
MR, CHRISTY: Sure.

11 - Youtyegot youy second p*oposedylocaﬁion
wiﬁh'the south half dedicated here. We're not even talking

about the south half --

n No, we are not.
0 -- only the east half.
A This is an exhibit for your own informa-

tion‘that we submit to our people.
| 0 Okay, now, in the examination by Mr.
Cooter, he mentioned the proposal to dri;l a Devonian well
and you talked to them about a farm out on their land. What
is the spacing for a Devonian well in this area?

A 80 acres,

0 So, actually, if you would propose a

need any farm out from anyone to drill a Devonian well, would
you?

A That is correct,




14
Q Youfve got your own 80-acre tract.
A That is’ correct.
Q Matter of fact, two of theﬁ. But ﬁow
you're thinking in terms of a Morrow gas well?
A Yes, sir. In>thekdrilling of the
’Devénian'YOu go Ehrough.the ~- the Devonian is deeper than
the‘Mbrrow. |
>Q No. Yeé; yés, sure, so vou're just
talking about a Morrow gas well at this time.
A ) ‘That‘s all we're talking about, yesswrjw

o Uh-huh.
MR. NUTTER: Are there any further
questions of Mr, Barnes? Ille may be excused.

MR. CHRISTY: Call Mr. Hollis Brice.
HOLLIS BRICE
being called as ‘a witness and being duly sworn-upon his oath,T

testified as follows,jﬁoﬂwit

DIRECT EXAMINATION

Q You've previously been sworn?
A Yes.
Q Would wvou please state your name, your




' ' L2 address. py whom you're employed, and in what capacity?
- 11is Brice!? employed bY pandera Enexrdqy

from Midlqnd,'Texas.

b o and geologlst,
previously restified

. Mr. Brice, have Yyou
ologist and had your qual-

)
6 .| pefore £his regulmtory pody as & 9¢
1 jfications accepted?
[ 8 A.i No, 1 have not-
9 would you priefly tell the Examiner what

Q
ning you went to and what degrees, if

achc >l18 of higher lear

any s raeceived?
Ross-UniVersity in Alpine.

T atténded'sﬁl

\ A
Texas . and received 2 ps of qeoicgy in 1951.
and what have you done in rhe geolody

o

vary priefly?
ps in

g£ield siﬂce 1951,
joyed bY philll

8

1954 and went thro¥

domesticy interﬁational.
the gtates in 1961 and wase

Returned to

177 with phillips petroleun company «
ge in geology include

st
Y

1 tnIUu‘y N
" poes your expertis

22 0
¢ South, range 35 gast, Lea c

ounty New

n Tcwnshiphl

o

rN
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may be some degree of northwest/southeast, but we do not have

‘extremely close control across our leases,

In addition, the plat indicates what
wells are productive from which horizons,at this time.

Q. So if you get northeast of the fault

you get into Devonian?

A If you get northeast of the fault you

~should have Devonian in an optimum structural position,

0. All right, supposing you get soathwest
of the fault? !

A If you go across the fault you might
very well have a pecorer structural position for the Devonian,
but you mighf very well haﬁé a depoéitional‘feature in the
Morrow that would tend to make you feel that you could pos-
siblyvcompiete a ﬁorrow well on that_side.

0 We just don't know wgere the fault is
going to fall. |

A ‘ We just do not know exactly the position

(0]

of the fault but we feel like we're extremely close to it,

Q . Does -- so you're going to drill through

if there's any Morrow, through the Morrow to the Devonian.

A TRight.
0 And. depending on where the fault is,

try for either Devonian or Morrow.

I
»
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A:- or Moriow, depending on the position of
the fault.
Q I see. What's a we;l going to cost,
let's talk about just to the Morrow? | N
| A - our completedﬁproaucer cost on the
Morrow well 18151,332,173. |
R Q. | Is tﬁatwbroken out for you -- for the

Examiner on your Exhibit Three?

A It is.

0. All right, sir.
t; Is there aﬁythingflﬁhaven't asked you
Ehat you tﬁlnk wouia be of inforﬁation'ﬁbuﬁhe Examiner in
cénnection with this hearing?
| A I feel like we've pretty well covered
the conditions.

MR, CHRIBTY: That's all from this

witness,

MR. NUTTER: Are there any gquestions
of the witness?

MR. COOTER: VYes, sir.

"~
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CROSS EXAMINATION
BY MR, COOTER:
MR, COOTER: Mr. Christy, have you
offered Exhibits Two and Three?

‘MR, CHRISTY: I haven't offeréd any

exhibits.
Q | Mr. Brice, from the Exhibit de, which
- is your --
| A - Plat.
0 : “4, - plat, you show the proposed~lécati0n

"in the southeast quarter of the northeast quarter as being on

the upthrust side of the fault, do you not?
a Corrxect.
Q And 1f that be correct, what you're

looking at is, hopefully, a Devonian completion.

A | | Yes, sir, that is correct.
a And if it's a Devonian_pbmpletion, then
there would be no Morrow unit on -~ formed as a result of that|
well.,
A - That is‘éorreet.
0  If;you are correct in ydur - youraplat,'

and'the information there as depicted by you is correct, the

- other Devonian wells to the east of this proposéd well have

encountered no Morrow production or no Morrow formation, or

I

)
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”1Q v that would test in the southeast quarter of the northeast of
1
‘12

,j313. at the top and it says southwest quarter, Section 27, Township

14

16
Y
18

2R B R

‘guess by Bandera, in the southwest quartér of Section 27, is.

| it not?
’27.

16 South, Range‘35_East.
15 | |

‘testified about, though, does cover a proposed well in the .

southwest quarter.

on the plat which you've also testified about which shows the

20
if there is, it's not productive.
" A Correct. |
Q | Now lat me turn to your AFE, which you'vg

been questioned about by Mr. Christy, ahdiyou‘ve testified

about the well cost. That's an AFE for a well proposed, I
A " Noy sir; that is‘proposed for a well
0o Well, I was looking at the description’

©-:MR. CHRISTY: Samé ‘cost..
A ' ‘Same cost,

o The AFE that you have -~ that you've
A That is correct, eir, it does.
Q " And that is the sceond proposed location

gouth half of the unit?

A - That is correct, sir.

0 Offsetting that second prOposed location

K
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21
in the southwest quarter of Section 27 there's a good Moxrow
wéll over there in the goutheast quarter of Section 28, is
that not -~-

N That is correct. That's the IING well,.
It is a good Morrow well,

U And it is also offset by a good'Morrow
well to the south of it in the northwest quarter Of Section
34; is it not?

A I don't have ny fiééres on the cumula-

tive production on that‘well. I do not think that it is as

-~

good a well as the one that offsets in the southwest quarter

of 28.

Q. | I would concur with you, and if 1 suggest

" that the production from ~- from the HNG well in the northwest

quarter of Section 34 is approximately one million cubic feet

A - That would ~-

@ ~- agree?
A ) That would sound about as I remember.
Q All right, let me go on a little hit

further to the east and -~ and point out the well in the.
shown by your plat.

That was a Morrow well, was it not?

ed
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A It was.

0 . Drilled to the Morrow but ~- but not
productivg.

A " It produced approximately ~- now we're
talking about the well in the northeast northeast 34°?

0. Yes, sir,

A ’ It produced approximately 880 million

cubic feet of gaé and 16,000 barrels of oll before it was

depleted,

It is now a depleted well.
Q - Thne Morrow formation over that close to

the fault 1ihe, it,was on the down side of ﬁhe fault.

A It was on the downthrown side of the

fault, with the faulﬁ) apparently =-- appéars to have a dis~-

placement of approximately 80 -- about 860 feet between the:
eaStérn wells as opposed to the well in the northeast north-
east 34. The fault is -~ this is our best indication of the
faulted structure.

Q- But from that well it appeared that --

_that the Morrow formation pinched out as it approached the -~

the fault line.
A Well, yes. Wéll, Morrow on top of tﬁe
fault may not be present. It's -~ it's one of these things

that hasn't been tested. It appears that it may be absent
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completely.

0 ‘Let me ask you what Bandera proposes
to do if it -~ if the well that it proposes to drill in the
northeast quérter of Section 27 is as -~ as expected on(the
upthrust side of the fault'and-a Devonian weil be encountered?
Let me further assume that -~ that J. M. Huber Corporation
élects to participate in the drilling of that well.

Would iluber Corporation then own an
interest in yéur Devonian well? N

A :_ I don't think so at this time.

113 | Even tﬂgugh it elécted,ﬁo participate
in the drilling? -

P I'm -~ I don;t feel qualified tovanswer
that., I tﬁink you'dkbeét - i |

MR. CHRISTY: I have another witness on
that question,

0 Would you believe that -~ thgt if ;t
were a Morrow test, that based on the geological data which
you have, that a laydown unit comprised of the gouth half of
Section 27 would be much more attractive than the standup
unit propose& by Bandera here?

;8 - Well, geologically -~ I don't feel
qualified to answer that just yet, We -~ we haQe -~ if, as

plctured, we wonid.have a situation where we would have no

g
i
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Morrow problems. If the fault is positiqned whereby we do
go into the Morrcw on the downthrown side, we would be in a
position to go ei#her way, actually, except I'l1ll havé to let
the land people answer what kind of situétion woﬁld exist
there. |

Q 1‘1~ Butﬁyoﬁ would égree with me, if - let's
supposce that it'§ én the devn side of the fault, and it's
going to be very close to the fault, and.from the other well, -

particularly the well in the northeast of the northeast of

34;;that close to the fault the Morrow is -~ is probably qung‘

to not be as produotive as the wells further to the west,

such as the offsetting well in -- in Section 28 and the other

well in Seotion -~ in the north half of Sgction 34.

A I can't say that.“ The Morrow is a veiy‘“
erratic formatioﬁ; Predicting porosities and the permeébilities
in the Morrow is very difficult to do. You might very well
encounter a better well. You might ver? well encounter a
worse weli. This wOﬁld depend upon depositional features of
the'Morrow sand as it is at that location.
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acreage problems and Bandera had all of Section 27, and Ban-
dera were truly interested in a Morrow test, based upon your
geological experience, where would -~ in Section 27 would

you recommend that Bandera drill?
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A In the southwest guarter.
Q - Thank you, sir.

MR. COOTER: Thank you, that's all.

MR. RUTTER: Are there. any other ques-—
tions?

MR. CHRISTY: I have just one oOr two.

MR. NUTTER: Mr; Christy.

MR. CHRISTY: Go ahead, sir.

MR. NMUTTER: No, you can go ahead.

i MR CHRISTY: Fine.

REDIRECT EXAMINATION
BY MR. CHRISTY:

Q Mr. Brice, turning to_Exhibit Three

- again, Mr. Cooter correctly noted that the description says

southwest quarter Section 27. 4
| I think your statement was that the
cost was the same?
i’ The sane.
77@ ' - -”ﬁbula‘ydullike'to;*mehduthis':(gi
to call for a different location?
A, Yes, vI’d like to amend‘this to call
for the southeast of the northeast.

0 . A1l right. Now, Mx. Cooter asked you
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"questlons concerning where you -- your ideal location was for

thg Morrow. Whgt is;your first objective in -~ in drilling
where you're proposing?

| A Oour first objective is the Devonian at
this time. |

MR. CHRISTY: That's all.

CROSS EXAMINATION
BY MR. NUTTER:

Qo ’ Mr. Brice, if this fault is correct, I

see 1000 foot throw here from the downthrown side to the up-

,thfown,side.

ﬂ | Let's see, 85 -~ yes, sir, that is
éorrect, from the easterly --- most eaéterly -~ westerly east
well and ---

0. Well now, these contours are drawn on

top of the Mississippian lime and the fault exists here in

' the Mississipplan. Would this fault extend up through the

Morrow also?

A ’ Probably not. It ~- this is -- this

There could very well have been movement

in early Penn but then again we cannot verify this geologil-

/i
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cally from ~- from actua;ly saying, yes,:it is faulted. Ve
might have a draping effect. We might have had néndeposition'
due to the structuré,;the Shoebar stiﬁcture, being extremely
high\Structure‘ in Morrow time.

Alsc it is possible that jt's ~~it's
erosional nondeposition.

This is one of these things that I don't.
feel that I can answer at this time.

0. But in other words you‘re_saying that
under any circumstances you wouldn't expect for the Morrow to
experience 1000 foot -

A ~ No, sir.

0. ~- thrust, and the dépths in the wells
on the easﬁ side of the fault and the wast side of the fault, ¢
the Morrow would be similar.

A They would be gimilar. The -~ the west

side of the fault depth to the Morrow would be similar to the

east side of the fault depth to the Devonian.

0 Well, would the depth to £he Morrow on

te o £
e L

Iﬂ
rrlr

ault be the same aj the depth to the

Morrow on the east gide -~

£

M Yeg ——

Q : -~ of the fault?

A Yes, sir, it just so happens that when
- =
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‘would be in the range about 900 feet above the Devonian, I

'believe=

the 12,800 depth as such would be the same cost —- the cost -~

28
you cross section this thinq, this is tﬁe case., 12 -- apéro—
ximately 12,800 will get you the Morrow on the downthrown side
and the Devonian on' the upthrown side.
A depth of 12,800,

0. . And how deep is the Morrow on the up-

thrown side, then?
A Well, the Morrow would be -~ I don't

remember my;figures in the section there,fYour Honor. It

0 ‘Well now, if 12,800 gets ybﬁ to the

Morrow on the wést side, 12,800 gets you to the;Devonian on
the east side, and the Morrow is 900 feet above that, then
how can the cosf estimate’for the well in the southwest quar-
ter be the same as the(cost estimate for tha well in £he south-
east of the northeast? o | v”,f\“

. Because you're talking about another
900 feet and 900 feet at that depth costs a lot of money.

A Well, I'm thinking, I'm talking about

the depth of 12)860 on the west side will get you -~ penetrate
the Morrow for you and will not get you:to the Devonian.

0 But it will go through the Morrow. 5

A But it will go throﬁgh the Korrow. ‘In
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fact -~
Q wGll} how many feet would you have to
driil to go through the Morrow on the east side?

A I don't have an answer to that because
no wells over there have penetrated the -~ to the Devonian.

0. Well, didn't you'say,'ﬁhough,(that you‘

. expected the Morrow to be some 900 feet‘above the Devonian?

A On the east side. Excuse me,'did you

say east side or west side?

Q On" the east sids

A East side, excusé me, I thought you

- sald west side.

If the Morrow is present, that éhoﬁld -

I don't really think I should answer this because I don't
have my data with me on that, depth of that.

Q " Well then I'm wondering how yoﬁ can

take a cost estimate that was prepared for the southwest

quarter and say it's the same for the northeast quarter if

you don t what the depth 1s you re going to have to drill,

because you knew what the depth was going to be when you
prepared this AFE for vour locatlon in the southwest quarter,

and now you've amended it, or propose to amend it to the

‘southeast of the northeast without any adjustment, the cost

for a hole to 12 800 feet.
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! A Yes, sir.
0 And 12,800 feet, y§u said, wéuld ge£
you to the Devonian on'theveast side of the fault.
| A ‘I would like to reguest ﬁelp from ny

engineer who prepaied the AFE;
MR, CHRISTY: Just tell him youbddn‘t
know the answer. |
A | I don't know the answer to that.
Q In'otﬁef;words, wé don't have a cost
estimaté here today for the well in the proposed location.
A Again I have to defer that toithe en~
agineer. | |
MR, Nvifﬁéf5’Will:four other witness
go into this a little more?‘ Okay.

o Now, Mr. Brice, geologically speaking

here, Mr., Cooter delved into this somewhat, but geologically.

speaking, the chances for a Morrow well:are much slimmer, ac-a
cording to this structure maé that you've got, on the cast
side of the fault than they are on the west side of thé fault,
are ﬁhey not?

A _ That is true, sir.

0. And i-think you stéted that if Bandera

owned all the acreage, you'd propose that the location for the

“Morrow well be in the southwest quarter,

\
\
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R , That's true, sir.

0. Now in its applicatién here Bandéra is
seeking to bring Marathon and Huber into the drilling of a
well to test the ~- for the Morrow formation, but you say it's
»your intent £6 go tOrthe'Dé§onian.

Now the terms of any order’that the
Division would enter ihéé compulsory pooling case would be
‘thaﬁ it would provide ~- you would provide a cost éstimate
fof the well; that Marathon and Hﬁber would have thirty days
in whiéh they conld come up Qith their share of that cost
esﬁihéfé}a"“"”‘” . o

A Yes, sir.

Q Now if the§ came up with their share of
yﬁhe éost estiﬁate and provided those funds for the drilling
of the well and you didn't get any Morrow but went on to the
Devonian, what would happen to the -~ wpat didvyou do for -~
prove for them?v pid you brove that thelr Morrow was nonpro-
ductive for them on a -- on a well that the chances as seen
right here as of ﬁow are prettg nil? 1Is that what you're |
: QOing‘to do for thnem f£or coming up withgtheir»share of the
weli cost? “

A Well, sir, if the pooling was limited

to the Morrow and with no cost to Huber if the well is»com~

ﬁléted'in any zons and the Morrow is not present, if we
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limited it to the Morrow formation on the east side on the
aqreaqé. |

1n other words, what I'm saying, we are
exﬁremely close to that fault. I can see and visualize how
we might be across that fault into the Morrow where the chances
of the Morrow are much better.

If we do cut the fault on the upthrown
side, we may not have any Morrow present, and some way in the
aéreement, which I feel 1ike could be worked out, that we would

1imit this thing to'thé position of the Morrow if we cut it

[ But if you didn't encounter the Moxxrow
you'd go on down to the Devbnién.

4 A ' The Devonian, Yes; sir.

0 ’ And you‘d have a Devonlan well. They
woﬁl& have come up with their share of the cost to the Morrow
and wouldn't have any partiéipatiqn in the Devonian, and all
you've'done for them is show -- is prove what you're saying
here today, that the Morrow is almost non—existent on the east
side of the fault. That's what you've done for them for thgir
gshare of the wgll costs.

MR, CHRISTY: I think the other~§itness

can help vou a 1ittle bit, Mr. Examniner.

To answer you, though, we do not propose

9
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 the Morrow only, so it does_not apply.
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to bill them at all until we've gotten the well through.
In other woxrds, if it tufns>out to be a Devonian well, we'll

just never bill them and thé unit operating agreement covers

!

b

MR. NUTTER: Well now, you propose ﬁot

“to bill them, but what would you do if they got'a well, bill

them for their share of cost plus the 200 parcent?

A Yes,

MR. CHRISTY: No, if they put up their
money. .

MR, NUTTER: Well, you're not going to
bill them so how can they put up their money?

| MR. CHRISTY: We're perféctly willing

for Ehe order to proVide that the payment &ill be made after
the well is down and it's contingent on it being ~- testing |

the Morrow.

MR, NUTTER: And they could put up their

share of the money without penalty after the well is down?
MR. CHRISTY: Yeah.
MR. NUTTER: . And you're willing for the
order to prescﬁibevthat. Okay.
Are there any further questions?

MR. CHRISTY: I'll go into this with

the next witness,
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MR. NUTTER: Okéy.'
MR. CHRISTY: I think he's a little
more dgualified than the geologist.
MR; NUTTER: Okay. Are there any
further queétions of Mr. Brice?'
He may be excused.

MR, CHRISTY: Call Mr. Hartwell, please.-

° CHARLES M. HARTWELL
being called as a witness and being duly sworn upon his oéﬁh,

testified as follows, to-wit:

DIRECT EXAMINATION

BY MR, CHRISTY:

0 Have you previously been sworn?

A ; No. Yes, I've beenlsﬁorn.
Q Would you please state.your name, your

address, by whom you're employed and in what capacity?
A ‘Charles M, Hartwell, My address is

Midland, Texas, and I'm_employed by Bandera Energy as genefal

‘partner and manager of operations. .

0 Mr, Hartwell, vou heard the Examiner's
questions concerning costs just a minute ago?
A Yes.

LY
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) Would you please explain to the Examiner
exactly what the answer to the question is that he obviously

wants to know?

A " Okay. T think the general thrust here
is that we're sé close to that fault;that it could be thié is»
as much a Morrow test as 1t a Devonian test. If we cross the
fault we'll get the Morrow at the same depth.
So the depth is the sa@g here to the

Morrows as it would be to the location I have stated on there,
‘énd it ﬁés béeh-éméndéa ég ﬁﬁé"ﬁérfﬁea9£”éﬁartéf; A ”

o All right. NOw,Awhat about this cost?
You.heard me make some statementg to the ﬁkaminer. Does
Bapdera subscribe to those statements? With respect td,when
they pay if they elect éo participate.

A Yes. If -- if we drill the well, and -~
we're drilling this well and even ifzwé're on the upthrown
side, we're going to be testing the Morrow zone.

It “may be

absent and it may be there, too, but5¥~ well, we wil; not --

lwe won't bill them until we're down, and -~

Q. _ If it turns out to be a Devonian well

you'll never bill them.

A : That's right.

Q And as I undersatand you from Exhibit

Three, the cost is the same whether it's in the southwest

jt
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quarter of 27 or in the southeast noriheast of 27, as to the
Morrow?

. A As farAas‘thé Morrow—is concerned, that
is correct, and that assumes that4we've‘got a 50~50 chance
that we're going to cross the fault and go into“the Morrow,
and it will Be the same depth.

0. I see, same depth?

A Same depth and the same cost.
Q Same cost.

And 12,800 is correct on the depth?
~ Ao That's right.

MR. CHRISTY: That's all,

CROSS EXAMINATION
BY MR. NUTTER:
.Q Well, Mr. Hartwell, you're safinq that
you'd cross the fault. What you're saying is that if you

drill the well at the proposed location in the scutheast of

‘the northeast, and the fault were deflected northward rather

_¥han northwest, and you ended up on' the west szide of the

- fault, that it would be the same depth as the location that's

in the southwest quarter.

o

That's right. If we cross -- cross the

fault and got on the west side of it, the Morrow would be the
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get a Morrow wéll if the fault's where it is at this location?

“could be present, too.

an optimum-location that we can tegt more zones and know what'g

[
~J

gsame depth there as it would be -~

| 0. “Right.
A . =~ over where --
Q , Right. Now if the fault is where it is,

would you encounter the Morrow or will it be gone? Will you

A It's quite possible and I don't think

anybody knows what's down there. It could be absent but it

0 Now if it were present would it be the
same depth?

A No, not if it's present.

| 0 it would be at a shallower depth, then,
would it not?

A That is -- that is correct. It would be
at a shallower depth but you m0631 these things and you;have
tolmodel them one Qay. You can't say, take all conditions: -
into consideration.

¢ - All right.

A But in my view;. you have just as much
chance of being across the fault and getting the Morrow as

you do not being across the fault at this location. This is

there, If we don't drill this well at this location, why the
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Devonian ang other wi;l néver be tested,
Q ‘Well, now, with respect to thig state-

ment that you made about the billihg. Bandera Proposeis to

'drill the well, ‘They!'re Seeking a forceqd pPooling order hersa

Vpresent, Or maybe even if it is present, your'i; drill on to

the Devonian,

A To the Devonién),éorrect, -
@ ~ And then yoy would -~ if you had no

Morrow, then You wouldn'¢ submit any bills at all,

A ~That'sg right, That's assuming they

join us for a Morrow tegt,

) Now, when they join You, are they going

to have ¢o put any money up?

A Not until we get down.
Q v Not until You send then the bill.
.’A : Till we send then the bi1a,
[+ S ”Eué‘they ha&e‘to make an elections
A - Yes,
Q And their electioﬁ would be tg partici-

pate in the --

o

‘Morrow test,

. .
’ : ' — N
) ; A 12 A -
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for the order to provide that. Our maiﬁ"bbjective is Devonianﬁ

We're trying to cover ourselves if it turAs out to be Morrow.

>is,possible Devoﬁian and other horizons on the east side of

39
0. -~ in the Morrow dnly;
B ﬁorrow only, that's right. That's the
only'Question here.
o And then if you got a Devonian well
you wouldn't bill them anything. |
A That's right, they would never be billed.

0 okay. - o A )

MR. CHRISTY: WVe're perfectly willing

0 I sce the main objective is Devonian
but the thrust of the order is to the M¢rrow,<because Eha;'s
the case. |

A Well,bI'm not quite in agreement with
that. I think Our‘gbjective here is as much for the Morrow
ag it is for the’Dafonian.

0 g Well, if you were really going for
Morrow, you'd be on definitely the west gide of thé fault,

I appreciéte the fault may be meanéering

some piace in -

A Yes, If we moved it over there, there

that thing that will never get touched.
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0 Right, I see that,

MR. STAMETS: Are there any qﬁestions

of Mr. Hartwell?

MR. COOTER: Please, Mr. Examiner. .

MR. NUTTER: Mr. Cooter.

CROSS EXAMINATION-

BY MR. COOTER:

o , It's been covered that what was origi?

nally proposed, here by Bandera,

proposal, was a Devonian test.

A, Well, we state Devonlan because that's
the deepest horizon. wé've always intended that we test the
Morrow on the way down.

0 If your Devonian weli is successful,
théugh, that the -- the weilis on the east sidé of the fault,
or the upthrust side of the fault, the Morrow has not been
éresent, or if ih.hag been prééent it's certainly not pro-
ductivg.

VA Not necassarily, but that's a ~- I mean
that -~ that ~-~ there's some thoughts in that direction, but
I'm -~

0. Viell ~-

A I'm not going to guess what's down there

2
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Q Okay.
A, I've been fooled too many times.
0. But from the wells that were drilled

s

Mr. Hartwell, over there infsectigh 26 and 35, that were on
the east side, or the upthrust side of ﬁhe fault, those are
all Devonian wells..

A Well, not all Devonian}:there‘s othér
pays in there, too, but 1'd rather refer those for -- I mean
I didn't make this map, so I'm not gqing to get-too much into

detail on that. Mr. Brice made the map. But it's my under-

standing that most of those wells over there, I don't believe .| ...... .

they had Morrow in them. But that's 1000 feét away. there,

. 80 a lot of things can chan§e in 1000 feet.,

Q If you're on the west gide, or the down

side of the fault, you believe, though, ﬁhat you would be

“barely on the west side of it by this proposed location.

A, Well, that's just like saying it just
being a little bif: pregnant. Yes, you'd be across the fault

and you'd have just as much chance of -~ the depositional

nature of the Morrow ie -- iz hard to guess.
Q "Would you condéur with me, however, that

tﬁe-well in the norﬁheaét quarter of the northeast quarter of

‘Section 34, which is the closgest to the fault line as shown,

is a poor, or was a poor Morrow well befdre it was depleted,
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| Bandera had no acreage problems in Section 27 and were truly

~south half or a Laydpwn 320-acre unit: and drill your Morrow

'if that well isn't drilled. And I still, my own personal

_prior to the commencement of your drilling operations.

42
whereas»the wells to the weét of that are good wells, good
Morrow wellé? |

A I'11 agree with that statement. It has
absolutely no bhearing, because from experience in the Morrow
in this area, thé worst thing you can do is oiffset a good weli.
Ydﬁ're more'likely to get a good Qell offzetting a poor well,

has been my experience.

) Would you concur with Mr. Brice that if
interested in drilling a Morrow test, that yoﬁ propose a

test in the southwest quarter?
A I wouldisay that would be a good iocatior

probably a better-iocation for the Morrow:than thekone we

propose; however, our idea here is to test all the zones we

can, and as I said, these other zones will never be tested

belief is that this well we'xe talking about is just as much
a Morrow test as it is a Devonian test.
oo Naw, X don't quite understand vouxr --

let me turn to your AFE, and you would propose that -- that

Huber and Marathon commit themselves one way or the other

A - That's right,

k
.
P
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Q But that they would not be billed until
you took a look at the hole. | '
A Until we got doﬁn, that's right.
Q. And if -~ you asked for a 200 percent
risk factor?
‘ A That's right. This is a high. risk well,
‘;n my view. :
0 | Partiéularly for a Morrow well in the
location as indidated,
| A, As all Mcrrcw wells, ves.
Q' | But it's a higher -- |
A . It's a high risk for'; Devonian location
£oo. |
Q But the risk for the Morrow islw~ is

greater at your proposed location than it would be in the
southwest quarter, in vour opinion?

A That's-:ight. I mean, obviously, from

our exhibit heré, we had been looking at that 1ocationr and

L)

4% the Horrow is missing here, we may drill down there.

o Do you have any agreement on -- on --
who owné the lease in the southwest quarter?

A I have no idea. I mean you'd have to
ask our land people. I'm not. familiar,

MR, RUTTER: Mr. Barnes, could you
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do you have a farm out agreement with Southern Union?

this billing and the eléction that Hubey and Marathon would

be asked to make,

44
answer that?

MR. BARNES: Yes, I could,

MR. NUTTER: Please do,

MR. BARNES: It would be Southern Union,

let me get it exact, Southern Union Exploration Company of
Texas. |

MR. NUTTER: The ﬁhole 1607

MR. BARNES: Yes,‘sir.

¢ Ml right, fet me ask you or Me. Barnes,

MR. BARNES: of sorts,

MR. COOTER: Thank you, That's all,

RECROSS EXAMINATTON
BY MR. NUTTER: ’ =

0 Mr. Hartwell, I'p still confused as to

Now, you'd submis your AFE for a Morrow
well and ask them to make an election as to whether they were

going to participate or not.

A, That's correct,
0 - And they would hQVG to make that eiectiox

but they wouldn't have to put up any noney in advance.
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A That's righe. They'd never b billeq.

0. But if yoy 90t a very, Very small wejj

nin the'Morrow, Just Puff of qgas, wouldn'¢ you senq them 3

A I belie?é We would, yeg. I'ﬁeéhrthét{éf

the chance you take when &§u'ré in the oil buginegg,
Now, I meapn ve'd have to make a cbm;»

Pletion in ¢pe Fone. Now, wait a minute, 1 believe ..

Q B I'm wondering what king of a well it
would take beforg You'd decige to sengd them 4 bill.

A If they're . if they're =~ 1f wa'yre
testing the Morrow, yes, we WOuid ~ it'é only if ya would
complete it in 454 Devonian thae ve woulq never bilj them.

Q Supposing you get 4 dry hole-iﬁfthe

A Yesg,
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dry hole in all zones.
iy ) Yes, we'd bill them. I mean we can't

guarantee Morrow production or Devonian‘prdduction.

o No, I know that.
A This is a wildcatter chance.
0 Seems like it's really wild for the

Morrow, however,
A Well, I'm —- I'm not ~-- I don't think
it's that wild for Morrow. We don't know where that fault

is. And we'd certainly be testing the Morrow for them, by

VV—MR. NﬁTTEﬁ: Areﬂﬁhe;é anf éﬁhér éuestioﬁ
of Mr. Hartwell?k He may be excused.
MR. CHRISTY: We offer in evidence
Applicant's Exhibits One, Two, Three, inclusive, I believe.
| MR. NUTTER: Exhibits One, Two, Three,

will be admitted in evidence.

| | MR. CHRISTY: Mr. Examiner, I have here
Exhibit Four, which is the certified receipts of mailing of
the applicaﬁion to Marathon and Huber, but X believe they've
néw Soth entered their apbearance. - |

MR. NUTTER: I believe they got these.

MR. CHRISTY: That's all for the

S
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MR, NUTTER: I would iike another set

of exhibits, Mr. Christy.

MR. CHRISTY: Yes, sir.
MR, NUTTER: Does anycne have anything
they wish to offer in Case Number 7253%

MR, COOTER: We have one witness who

‘was not sworn before. Cecil Ellis on behalf of J. M. Huber

" Corporation.

(Mr. Ellis Sworn.)"

\ CECIL ELLIS

béing called as a witness and being duly sworn upon his oath,

testified as follaws,‘to¥wit:

DIRECT EXAMINATION
BY MR, COOTER:
0 ' Vould you state your name for the

record, please, sir?

A - “Cecil Ellis. »
0 - And by whom are you employed, Mr. Ellis?
A d. M. Huber Coxrporation.
0 In wﬁat capacity?
A As District Landman.
TRy PN
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Q Would you very briefly relate your ex-
‘perience in the industry?
A, Yes, sir. ’I;Qe begn employed as a

for two years; Monsanto for two and a half years; noww J. M.

We farmed out, as a matter of fact, Huber farmed out to HNG
quartgr of 34, and we have actually been contemplating pro-

done so at this time to any of the other possible participants

landman by various companies starting in Febfuafy of '56 down’
to date, just about in all phases of land work.
Q By whom were you employed?

A, Humble for about twenty years; Pennzoil

Huber.

Q In your present position are you acquainth

with the application_of Bandera and its proposed well in the
norfheast quarter of Section 277

A Yes,

0 Has your company reviewed the Atoka-Morra
formation and where it lays in this immediate area as refer-
enced Bandera's Exhibit Two, 1 believe?

A Yes, sir, we've —- the company has con-

ducted rather extensive investigaticn iﬁto the Morrow here,
for the drilling of the well in Section 34 in the northwest
posing a well in the gouthwest. quarter of 27, but we have not

Q You so advised Bandera, though, did you

~
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or believed to be in existance by your company is on the down-

northwaest/southeast direction as does the fault itself?

1 interest.

49
not, in réply to their original letter to you of’March 13?
A Yes, we did. We suggested that we didn't
desire the east half of that,secticn as a Morrow unit but we
did in writing propose that we would sefiously consider
jbining in é‘well in the southwest cuarter for a south half
proration unit;

0. The Atoka-Morrow formation as determined.

thrust side or the west éiée of that fault ~~-
A . That's eorrasE

0 A -~ is it not? Anrd runs generally in a

A  That's our best interpretation, based

on, 6f course, largely the exisiing producing wells.

0. Let's turn to your farm out of the
acreage to HNG in the north half of Section 34.

First. what were the terms of that farm

out?

A | We committed the Sﬁnacre tract to the
320-acre unit and farmed out our interest, reserved 1/16th

override until payout. At payout we backed in for a half

Q Proportionately reGuced?

A ~ Proportionately reduced t& the unict.
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And thosge a;erthe Same terms ang provisi%ns,

are they not, ag what you Proposed to Bandera?

A
November of 1980.

day, 900—something,

Q.

A,
monthé.

Q
Morrow?

0

south half unit in

That's correct,

- What type of well is that HNG well in

- I only have, 1 believé; as of about
It was producing right at one million a

and I don't have the exact figure.

Has that weli paiq out?

Oh, yes, it raid out in about ten

And that is’producing in the Atoka-

That's -~ that'g correct,

How about the well offsetting a prdposed

Section 27? TLet's g0 over to the Section

28. 1Is there & wall over there in Section 287

n
(2 1)

in the'south, Pretty near the

Yes, in the south ~-- looks like adout

center of southeast of 28,

50
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Q. What tyre of wmell is it?

n Again with some production figures fbr
the month of, I believe it was for the month of November,
1980 that well was producing legs: than thfee @illion a day,
but I don't recall the gxaét figure, two millién seven, in

that range.

0 It was a beétter well than even the well, -

HNG well to the south in Section 34,
A Based on those production figures, I'd

have ‘to say yes to that.

Q@ 'wWho owns the minerals in the == on |

which you have a lease in the west half of the southeast
gquarter of ‘Section 27? From who is that ~-

A That is the State of New Mexico lease.
I don't know what, what institute owns the royalties, but it
is a State of New Mexico lease that is held by our production
from the well den in 34,

0 Would‘you concuf with the testimony
presented here by Bandera, Mr. Brice and Mr. Ha;;well, that:
a south hélf-Unit,'ofra laydown unit comprising t
half of Section 27 for ajMorrow test, would be much more

attractive than an east half unit?

A Iet me say, 'I’m not a geologist, but

‘hased on what I have seen of the work thnat's baen done by

/i
.
h
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Huber employees,'certainly, and this is obvioun bj our comments
to Bandera that we would much prefer a location in the‘souﬁh»
west quarter for the Morrow, Atoka—Motrow test,

0 ‘ You Qould concur that their second
proposed location as shown on their Exhibit Two is for a
Morxrow test much,mbre»attractive than -~ than the 6ne in the
northeast quarter?

A, . For Huber it's much more attractive,
_right.

o aAnd do you believe that the chances of

success would be better or worse by that location?

A ‘Well again, based on the data that I've

seen, and I think is probably depicted with this exhibit,

ves,

o and do you cohcur with the proposal as
set forth in Huber's letter to Bandera that were a south
haif unit to be formed to drill a Morrow test, that Huber
would join in that?

| A - Our intent at this time would be to
éétualiy join énd'participate'in the driliing of a Morrow
test there.

MR. COOTER: That's all I have.
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CROSS EXAMINATION
BY MR. CHRISTY:
Q Mr. Ellis, if the order is not granted
for forced pooling and you don't join in this well we're pro-
posing in the present location, and we get a Mofrow well,

would Huber expect any of the production?

A ,The-order is not granted?

0 ﬁight, and you @on't join?

A. No.

0. - You don't expectlany of the production,

‘even if the proration unit is the east half of 277

i : Oh, when are you ~- when are you going
to form this unit?

0 ﬁe can't form it“agreeabiy. The
question -~ if_we‘don't form it by force pooling and we drill
it and it turns‘out fé'be a Morrow and it's the east half of
27 as a proratioy unit, do yvou expect any of the production?

: MR. COOTER: I gélieve'the guestion ~--

I'm a little bit confused by it assumes facts which cannot

ol

come into existence. Thare's either got to be an order force

pooling the east half of Section 27 for Morrow production,
or a voluntary agreement between the parties to form that
proration unit.

Mr. Christy's guestion eliminates both
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alternatives and I don't understand how that could come abéut.

If the =~-
MR. CHRISTY:l Let me rephrase the
question,
0 What -~ what's the acreage that Huber
owns?
A "Wle own the west half of the sdutheast
guarter. |
0 Ali right. Now, a standard proration

A. i geiiéﬁe‘tﬁatfs ééfgééé;”

o All right. How, *-~

A h - For é Morrow.

0. | If the proration unit is the east half

of Section 27 for the Morrow and we do obﬁgin a Morrow well;
does Huber expect any portion of that production?
MR. COOTER: I'm still -~
A, Well, T don't think'I can answer your
question. We've either got to have a proration unit or an
agreement.
There's nothing mwong with your making
application for a north half ﬁnit, is there?
' MR, NUTTER: Let me iﬁterject here, I

think that, Mr. Christy, what would happen if this proration
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unit vou're seéking today was not approved and Bandara was
intent on drilling the well, they woﬁld project it as a
Devonian well and dedicate just the east half of the northeast’
quarter.

. Then if they did get a Morrow well, the
people in the northwest quarter might :want to bring a forced
pooling{;ction to create a‘nofth half proration unit, or
Huber might want to bring a forced pooling action to cre;te
an east half uhit and get in the well.

MR. CHRISTY: Get in the well.

MR, NUTTER: Yeah.

”Mﬁ. éﬁRIéf&: Aftexr the fact.

MR. NUTTER: After the fact.

‘MR. CHRISTY: I don't blame them.

Qb Now, did Huber =--

MR. NUTTER: Or Bandera could ask for

é nonétandard 80-acre gas proration unit, too.

MR, CHRISTY: Got a lot of them.

MR. NUTTER: And keep everybody out of

0 Now, I think Bandera offered to you a
1/16th override until payout and back in for 25 percent, is

that correct?

A Yes, sir, I believe that's right.
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o And you proposed 1/16th override and
back in for half.

| ‘That's correct.

Q So the quarrel seems to be not on loca-
tion but On.HdeﬁUCh you back in for, is that correct?

A I'm not sure whether they're proposal
was liﬁitéd to the Morrow formation or from top to the bottom, -
Our proposed farm out to them wouid be our rights from surface

to, let's say, TD or 100 feet below TD.-

0. But looking at the Morrow,
A ‘No, they proposed a Devonian test,
Q I see. Now, the Devonian is 80-acre

gspacing, is that correct?

A I -~ I believe that's correct.

0 ) All right. If you're proportionately
reduced, how do you have anything if it's Devonian?

I Because we're éoing to propose that all
rights, not just the Morrow, but all rights from the surface

down to TD, would be a working interest unit.

R A working interest unit.

A A working interest unit; right.

ol : On the east half of 27.

A, Right.

0. ' Ooh, it's the east half of 27 that you're

I
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proposing 1/16th and 50 percent back in, 1s that correct?

A
a working interest unit on thét basis, for the drilling of
a Devonian test,

0. Do you concur with Mr.{na;twell that
unless the well is drilled on its proposed location, that the
Devonian will nevef be tested?

A ‘_Frank1y<1'm-«~lith~not much concern
of mine in the first place. There's beeh\numérous Devonian-

ver there very close to the fault as you have it drawn

wells

~ here on your exhibit,

I'm afrafdriuéan‘t answer that.
Q : Guess. Thank you, that's all.

MR. NUTTER: Any questions further of

‘Mr. Ellis?
MR. COOSER: No, sir.
ER. NUTTE;: He may be excused.
‘MR. COOTER: We have nothing furﬁher.
MR, NUTTER: Did you have anything, Mr.‘
Carré\ |

MR. CARR: Hothing, #r. Nutter.
MR. NUTTER: I1'll call for closing
gtatementi at this time. Mr. Christy, you may go last.

MR. COOTfR: Mr. Nutter, it is Huber's
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27 as a Morrow test, but -~ or as a Morrow unit, but that that

‘unit and drlll their Moxrow test in the southwest quarter of *

e e i e
po#ition that what Bandera proposed here, or proposes by this,
is as they set forth in their original letter of March 18, that
they ﬁant to drill a Devonian test.

Béinq close to the fault, they have come

up with a proposal to form or to pool the east half of Section

Morrow unit may or may not ever come into e#istence; hopefully-
not, because if they encounter a ‘Devonian well, as depicted
on their exhibit,kthat will be it.:

They concur that if it were truly a

Morrow test, that they would prefer a south half or a laydown

theigection.

This presents, I believe, an unusual
fact situation, and one certain}y I'm not familiar with before,
of really a little insurance which - for the drilling of the
well, and ag_they‘said, if it's -~ if it's dry they'll --
they'1ll bill those that elect to participate in -- in the
Morrow test,

fhey apparently have some kind of an
Southern Union which owns the lease covering

the southwest guarter, so I question their -- their motives

W

if it -- if it redily is a Morrow well, everyone is in complets

accord that the preferred location would be the southwest
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-quarter., If that be so, I think that Bandera should -~ should

e, but then in effect”tﬁey’have when they say fhat what |
they're really seeking up here is to test the Dévonian and
gake a look at it.

If-that's a Devonian well all well and
good. The‘chances are if they're across the fault line on
the west side, or the -~ where the Morrow maf'be encountered,
or encountered in productive quantiﬁy, the -~ it's going to
be so close to the fault line that it probably will not be as

. _
productive as the o

setting ﬁells in 28 and 34.
he == that the
éloéesh Qéil‘to that fault liné‘;ﬁi;grtéé£éémthe Mdrrow is
that one in the northeast quarter of thé northeast quarter of
Section 34, and there the Mdrrow production was minimal.

| For thesg reasons we respectfully re-
quest that Bandera's application to form this type of Morrow
unit be denied.
| | If it is granted we respectfuliyﬂreguest

since they are going to ‘take a look at the Devoﬁian, that any

election on the part of the other partiéipante in that well

be delayed until such time as Bandera sees what they're going

to have. Let them drill their Devonian test and if they want
a Morrow formation at that time, permit Marathon and Huber

to elect whether or not to participate in it, and at that time

I
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the risk factor is nil. They'll ecither know or not know, and
at that time Huber and Marathon may or may not pay. Let
them recover their working -- or let them recover thelr com-
plete costs and at that time go forward;_'
l That's all I have.
MR. NUTTER: Mr. Carr? Mr. Christy?
“MR. CHRIST?(: Thanks. Mri. Nutter, I

think it’s pretty obvious from Mr. Ellté"testimony that

‘despite the. shall I say smokescreen of’ﬁyjeminent colleague

present location,

The objection is haw much you get in’
back in, and Mr. Eilié’testified?to~thgf:’“fﬁéybéﬁﬁ“agfeéd-M
to 1/16¢tk overriﬁenuntil payout. The issue is, and it's a
monetary issue, 4o I get 25 percent wofkfng‘iﬁterest after

payout or do I’get’SO’ﬁerbent, and withbﬁﬁfall the rest of

‘this, whether it's better to lay it dowh‘or'stand up oxr any-

thing, they're not quarreling about that because they're
willing to agres, Mr;"Ellis just testifiad he's willing %o
agree to a 1/16th with a 50 percent backin’right vhere I

told him, in the east half of 27. He said oh, ves, but I

want a 30 percent backin,

Now, if we -- in éhswer'to Mr., Coorer's

testimony -- excuse me, statement, let's drill the well and
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you go right ahead, Bandera, you take all the risk and every-
thing else, and then if it turns out to be a Morrow well,
then we’ll make an election. Well, if it turns out *o be a
decent Morrow well, of‘course“they're going to elect it, and
no risk factor.
We take all the risk, a million three,

and,they just stand back and let us take the whole burden on

the Morrow.

‘All right, oOur objective, as Mr. Hart-
well testified, is to test evérything up and down. We3re

going to give them a test in the Morrow if there's any

Morrow there. If there's no Morrow there, we haven't got an

qperating agreement that we submitted to you, because it's
limited to the Morrow:

| We are not asking to force pool the
Devonian>or aﬁything else., It's simply to look at the Morrow,
and we think it's fair to give us a risk factor and to grant
this application in the event -- we don't know‘where that

fault line 13. If we -~ it could be anywhere, as far ‘as we

know.

What we're‘asking to do is to protect
the -~ the possibility that we will get a Morrow or we will
test the Morrow, and that's the only thing we've asked a risk

factor. Now we -~ if we just go down and drill all the way
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to tﬁe Devonian, complete it as a Devonlian well, the order
won't -- won't apply because it's limited to the Morrow.
That's allvwe're asking for. That's
all.
MR.'NUTTER; Does anyone else have any-
thing they wish to offer in Case 72537

We'll take the case under advisement.

{Hearing concluded.)
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SALLY W. BOYD, C.S.R.

Rt | Box 193-B

Santa Fe, New Mexico 87501

Phone (505) 455-7409
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CERTIFICATE

BOYD, C.S.R..

by me to the pest of my ability.

DO HERERY CERTIFY that
ript of Hearing before the 0il Cor
that the said transcript

ring, prepared

do fify that the foregoing is
{ do hereby ceritiy 1t e

o\p erord Of (he Pro
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meon____——
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© JAMES T.JENNINGS 1012 SECURITY NATIONAL BANK BU|LDIQA’SERVA

SIM B.CHRISTY I¥
DEAN G.CONSTANTINE £.0.80X 1180

ROSWELL, NEW MEXICO 8820!

April 15, 1981

0il Conservation Division 3 7 1*53
P. O. Box 2088 | (’Op)»

ganta Fe, New Mexico 87501

Gentlemen:

We enclosethereWith in triplicéte Application for
compulsory pooling, Lea County, New Mexico, filed in behalf
of our client Bandera Energy Company.

Please advise when the matter has been set for examiner

gL ONE 6228432
£a CooE 505

- hearing.
Respectfully,
JENNINGS & CHRISTY
SBC; Byéggoﬁszﬁggyéyvfg 7 Zj
ipv . B. Christy A
Encl. C/ .

ce: Bandera’Energy Company




‘STATE OF NEW MEXICO
DEPARTMENT OF NATURAL RESOURCES

OIL CONSERVATION DIVISION

IN THE MATTER OF THE APPLICATION , o
OF BANDERA ENERGY COMPANY FOR Case No. )53

COMPULSORY POOLING, LEA COUNTY,

‘NEW MEXICO.

‘APPLICATION

) COMES NOW Bandera Energy Company and hereby makes

! . . :
application for compulsory pcooling of all mineral interest

in the Morrow formation underlying the E% Section 27, Township

"16 South, Range 35 Eéét, N.M.P.M., Lea County, New Mexico,

containing 320 acres, more or ‘less, and for grounds thereof

" states:

1. Applicant has been diligent in its efforts to form H
a proration unit for the drilling of a well, to be located
ih‘the SE4%NE% of said Section 27, but “there remains non-
consenting‘interest owners in the §ubject proration udit who
have not agreed to the pooling of their interest.

2. That to avoid the drilling of unnecessary wells, to
prdfect correlative rights, and to afford the 6wner of each
interest in said proration unit the opportunity to recover
or receive without unhecessary expense his just and faix
share ¢f the gas ahd»associated'hydrocarbons producible from
the Morrow formation, this regulatory body §h6uld approve

the pooling of all mineral interest, whatever they may be,

withinvsaid unit.




3. Applicant proposes to dedicate the subject proration
unit to the well to be located as aforesaid.

4. Applicant seeks permission to withhold the proceeds
from production attributable to each non-consenting working
interest until such time as each interect‘s share of the
cost of'said well has bzen recovered plus 200% thereof as a
chargé for the risk involved in the drilling of the well.'

5.- That after due public notice, thlS regulatoxy body

should enter its order granting compulsory poollng in accordance

“with this Application, fixing a charge for risk, fixing a

per month cost for operating the well, and granting to each

non—ccnsentiﬁg working interest owner the privilege to join
in tﬁe payment of drilling the well in accordance with law.
That such order should furﬁher provide that applicant be
appointed as Operator of the well.

Respectfully,

BANDERA ENE COMPANY

By

A, B. Christy IV J’
Attorney at Law

P. O. Box 1180

Roswell, New Mexico 88201

cc: CERTIFIED MAIL

Marathon 0il Company
P. O. Box 552
Midland, Texas 79701

Attention: Mr. Willie Legg
cc: CERTIFIED MAIL
J. M. Huber Corxporation
1900 Wilco Building
Midland, Texas 79701
cc: Uncertified

Bandera Enerqgy Company

.- Palle)
Clhls Towex ‘Jca\., Suite 602

Mldland Texas 79701
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CHE RYATICN Division
SANTA FE
STATE OF NEW MEXICO
DEPARTMENT OF NATURZL RESOURCES
OIL CONSERVATION DIVISION
IN THE MATTER OF THE APPLICATION ~ :
OF BANDERA ENERGY COMPANY FOR Case No. 253

COMPULSORY POOLING, LEA COUNTY,
NEW MEXICO.

APPLICATION

COMES NOW Bandera Energy Company and hereby makes

; application for compulsory poolingbof all‘minefal interest

in the Morrow formation underlying the E% Section 27, ‘Township

16 South, Range 35 East, N.M.P.M., Lea County, New Mexico,
céntaiﬁing 320 écres, more or less, and for grounds thereof
states:

1. Appiicant has been diligent in its effdrts‘to form

a proration unit for the drilling of a well, to be located

‘in the SEXNEY% of said Section 27, but there remainéanon~

consenting interest owners in the subject proratién unit who
have not agreed to the pooling of their interest.

2. That to avoid the drilling of unnecessary wells, to
protect correlative-fights, and to afford the owner of each
interest in said prdration unit the opportunity to recover
or receive without unnecessary expense his just énd fair
share of the gas and associated hydrocarbons producible from
the Morrow formation, this regulatory body should approve
the pooling of all mineral intereét, whatever they may be,

within said unit.
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unit to the well ¢o be locateg as aforesaiqg,
G Applicant seeks permiesion to withhoig the Proceeds
from Production attributable to each non-consenting working

interest until’ such time ag each intereS"s share of the

Respectfully,

BANDERA ENEBGY COMPANY
- 9

" B. ChYis

Attor ey at Lay
P, 0. Box 1180 : -
Roswell, New Mexico 88201

cc: CERTIFIED MAT]L,

Marathon 011 Company
P. 0. Box 552
Mldland,,-exas>79701

Aftention: Mr. willie Legg
ce: CERTIFIED MAT],

J. M, Huber Corporation
1900 Wilco Building
Midland, Texas 79701

Q
Q

Uncertified

Bandera Energy Company
Gihls Tower West, Suite 692
: Midland, Texas 79701
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STATE OF NEW MEXICO
DEPARTMENT OF NATURAL RESOURCES

OIL CONSERVATION DIVISION

IN THE MATTER OF THE APPLICATION
OF BANDERA ENFERGY COMPANY FOR Case No. 753

COMPULSORY POOLING, LEA COUNTY,
NEW MEXICO. ’

" APPLICATION

COMES NOW Bandera Energy Company and hereby makes

application for compulsory poollng of all mineral interest

"in the Morrow formation underlying the E% Section 27, Township

16 South, Range 35 East, N.M.P.M., Lea County, New Mexido,
cdhfaln;ng 320 acres, more oOr less,>and for grounds thereof
;tates:

1. Appiicant has been diligent in its efforts to form

a preration unit for the drilling of a well, tp'be located

" in the SE%NEX% of said Section 27, but there remains non-

conéenting interest owners in the subject proration unit who
have not agreed to the pooling of their interest.

2. That to avoid the drilling of unnecessary wells, to
pretect”corfeletive rights, and to afford the:owner of each
interest in said pr%ration*Unit the opportunity to recover
or receive without unnecessary expense his just and fair
éhare of the ~gas and associated hydrocarbone producible from -
the Morrow formation, thls regulatory body should approve
the poollng of all mlneral interest, whatever they may be,

within said’unit.

I




1
V4
T

N et YRR SO SETE

e A AR BT ST

e v

USSP

7 o

‘That such order should further provide'that Applicant be

3. Applicant proposes to dedicate the sgbjeqt proration
“unit to the well to be located as aforesa

4. Applicant seeks permission to withhold the proceeds
‘ftom produétion attributable to each non-consentingA"““'“
interest until such £ime as each interest's share of the .
cost of said well has been récoﬁered plus 200% thereof as a
charge for the risk involved in thé drilling of the well.

5. That after due public notice, this regulatory body
-should enter its” order granting compulsory pooling in accordance

with this Application, fixing a ch

or risk, fiking a
per month cost for operating the well, and granting to each
non—consenting working interest owner the privilegevto join’

accordance with law.
A
3

Respectfully,

BANDERA ENERGY COMPANY

A.”B. Christy IV-J“
Attorney at Law

P. O. Box 1180

Roswell, New Mexico 88201

. cc: CERTIFIED MAIL

Marathon Oil Company
P. O. Box 552
Midland, Texas 79701
~~Attentioni Mr. Willie Leaq
cc: CERTIFIED MAIL
J. M. Hubér Corporation

1900 Wilco Building
Midland, Texas 79701

cc: Uncertified
Bandera Enerqgy Company

Gihls Tower West, Suite 602
Midland, Texas 79701
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{ CONSIDERING:

recommendations of the Examiner, and being fully advised in the

+ matter thereof,

' Mexico.

STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
OIL CONSERVATION DIVISION

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

- CASE NO. 7253

Oorder No. R- 268

APPLICATION OF BANDERA ENERGY

COMPANY FOR COMPULSORY PGOLING,
LEA COUNTY, NEW MEXICO.

ORDER OF THE DIVISION

BY THE DIVISION:

This cause came on for hearing at 9 a.m. on May 20 L

Nutter

19 81 , at Santa Fe, New Mexico, before Examiner Daniel S5¢ N .

NOW, on this day of , 19 81 , the Division

DirectortuhaVing considered the testimony, the récord, and the

ittt ana
MiClUiOoTOy

 FINDS:

(1) That due public notice having been given as required by

law, the Division has jurisdiction of this cause and the subject

(2) That the épplicant, Bandera Enera Lompany : o,

seecks an order pooling all mineral interestsinthe Morrow

formation underlying the E/2
of Section 27 , Township 16 South , Range 35 East A
NMPM, Shoe Pen ?w&( ' Lea County, New
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it, only lands belonging to Bahﬂera, although the owners in the

W/2 E/2 of the sections are being asked to participate in the

“obtained in a well drillsd at'the»prﬁpOSed locatiOh, such well

(3)  That the applicant has the right to drill and proposes'

to drill a well at a standard location thereon, belng appr0x1mate1y

1980 feet from the North line and 660 feet from Lhe East line of ;
) and projected ‘
said Section 27'Anot only to the Morrow Formatlon but also

to the Devonian Formatlon.

(4)  That according .ta th

o

'the“héabihg; a NorthWést)Southeast trending fault cuts across the
E/2 of the subject Section 27, énd/there is a greater lildihood |
of encountering oil productlon in the Shoe Bar- Devonlan Pool at

the proposed locatJon than gas productlon in the Atoka or Morrow

formations.

(5) ‘That said Shoe Bar-Devonian Pool is developed on 40-
acre spacing, and if the proposed well should be completed in the
Devonlan formation, the SE/4 NE/4 of Secfion 27 would be ther

dedicated proration unit.

(6) That the applicant, Bandéra Energy Company, is the

o

owner of fh E/2 E/2 5

“H

aaid Section Z7.

I,ﬁ‘\

/) That should the proposed well be completed in the

Devonian formation, it would be located on, and have dedicated to

well or be pqoledrinto‘the proposed 320-acre unit.

(8) That the formation of a Morrow proration un1t comprlsln

f{w}

the N/240r the S/2 of Section 27 and the drilling of a well at

a standard location thereon would better serve the protection of

correlative rights than approval .of the subJect appllcatlon.

(9) That even 1f production from the Morrow formation were

onldvprobably not encolunter as good a pay section in the Morrow :
as a well driilled farther west, and probably would not as
efficiently and effectively drain the entire E/2 of Scction 27,

thereby causing waste.

—gcaldjlcal‘evidéﬁbe“bfesenféd at |
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(10) That in the interest of the protection of correlative

rigﬁts and the prevention of waste, ‘the application should be

denied.

“IT_IS THEREFORE ORDERED:
(1) That the application of Bandera Energy Company for
an order pooling all mineral interests in the Morrow formation

underlying the E/2 of Section 27, Township 16 ‘South, Range 35

East,vNMPM, Lea County, New Mexico, is hereby dehied.

(2) That jurisdiction of this cause is retained for the
éntry o7 such Further orders as the Division may deem necessary.
DUNE»at Santa Fe, New Mexico, on the day and year hereinabov

designated.
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