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: STATE OF NEW MEXICO
ENERGY AND MNINERALS DEPARTMENT
OIL CONSLRVATION DIVISION
STATE LAND OFFICE BLDG.
SANTA TE, NEW MEXICO
23 Junc 1982

EXAMINER HEARING

IN THE MATTER OF: .

Application of Southland Royalty EESETN

Company for compulsory pooling, ﬁ

Eddy County, New Mexico. 617
BLFORE: Daniel S. Nutter

TRARSCRIPT G ilEARING
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For the 0il Conservation W. Perry Pearxce, Esqg. ;
Division: Legal Counsel to the Division
State Land Office Bldg.
Santa Fe, New Mexico 87501

For the Applicant: William F. Carr, Esq.
CAMPBELL,; BYRD, & BLACK P.A.
Jefferson Place ..
Santa Fe, New Mexico 87501
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MR, NUTPER: Call Casce Numbers 7616 and

MR, PEARCE: ‘rhose cases are on the app]iuz
cation of Southland-Royalty Company for compulsory vocling,
Eddy County, HNHew HNexico. s

MR, CARR: may it please the Examiner, my
namre is William F. Carr, with the law firm Campbell, Byrd, andg
Black. P. A., of Santa fe, appearing on behalf of Southland

Royalty Company.

I have one witness.
(tlitness sworn.)

DOW DAVIS
being called as a witness and being duly sworn upon his oath,

testified as follows, to-wit:

DIRECT EXAMINATION

BY MR. CARR:

Q Will you state your name and place of resid
dence?

A I'm Don Davis. I live in Midland, Texas.

Q By whom are you employed?

A Southland Rovalty Company,
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b4 A Yes, they were. ;
10 Q- Are vou familtiar with the applications -
1 filed in this matter of behalf of Zouthland Rovalty Company?
12 Aa. ves, sir.
13 Q Are you familiar with the subject acreage
14 and the subject well?
15 A Yes, sir.
16 MR. CARK: Are the witness’ éualificaticns
Ly acceptable? : |
18 MR. NUTTER: They are. |
19 Q | Wiilyyou briefly state what Southlana i
20 seeks in this case? "

21 A Southland first is seeking to be desig-

nated operator of both wells.

Management Department for communitization of both weils, we

22
23 Secondly, due to a reguest by the Minerals
24
28

-~ the Commission approve a forced poOling‘drder

(11}
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2 a In what capacity? :

- - 1

AS a peLroiCum ialkinias. {

:

. e N s {

4 Q llave you previously test:ified before this

) Cormission ¢r one of its Examiners? :

6 A Yes, I have. f

H

1 Q Yiere your credentials as a landman accepte@
8 and made a matter of record at that time?
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£ of Cection 21 T¢ir the 21-a Vell, and

poy
w
o

ot

pooling the north i
the souith nalf of Scetion 21 for the 21 lo. 1 Vell.

As all parties have joined in the wells,
we are not seeXing any type of penalty orvder.
Q 17111 vou vlease refexr to what has heen
sarked for identificatioir as Scoutihiland Exnhibit rumber One and
review the information contained tnercon?

A Okay. The first portion of Exnibit One
are the -- is a breakdown of the acreage noldings in Section
21, wnich show the ownersihip in the southeast quarter below’

a depth of 3500 feet to be nwned by Sonthland 100 percent.
The north half;df the southwest guarter
of the section is owned by John Trigg, 50 percent, T. J.
Sibley, 37-1/2 percent, and ¥%. T. Wynn, 12-1/2 percent, while
the south halfiof the southwest guarter of 3Jection 2] is owned
by atlantic Richfield'Company.
Portion two
is acreage holdings in the north half of Section 21. It
shows the northwest guarter of Section 21 to be owned once
again by Jonn Trigg, 50 percent, T. J. Sibley. 37-1/2 percent,
and ¥W. T. Wynn, 12-1/2 percent, while the northeast quarter

of the section is owned by Atlantic Richfield Company 100

,

percent.

9 ¥Will you now refer to Southland Exhibit

e v s vt s v e oo e e ]

NI




2 | Nuwler Two and reviow this for the Examiner?

3 A Exhibit liumber 9wo is a plat of hasically
: §
¢ | Townsihiy 18 South, Range 29 Last. It shows our producing well

§ | in the soutn nalt, whicn 1s producing from the Strawn forma-

6 tion and it also indicates no other Strawn wells producing in
g this areca.
8 0. And now I would direct your attention to
9 | the Soutnland Exhibit iumber Three and ask you to review tnis
10 | for Mr. Nutter,
11 A Okay, this plat shows Socouthland’s producing
_12 well in the north half of Section 21 from the Morrow formation,
13 | and it also shows any additional Morrow producers in 18, 29.
14 4) And in both cases you are proposing to
15 | dedicate standard spacing units to each of the wells,
16 A That is correct.
17 0 And the wells were drilled at orthodox
18 | locations.
i9 A Yes, they were. l

20 0. What is the status of the acreage that

21 | is involved in each of these applications?

22 A Oxay, the acreage, all of Section 21 is
23 | Federal land.

24 Q Have you given notice to Mr. Trigg of
25 | this poolinyg application today?
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A Yes, sir, we have.
o And ave copies of letters giving notice
what has been marked as Southland Exhibit Number Four?
A » Yes.,
0. Would you refer now to Southland Exbibit

Number Five and review for Mr. Hutter your efforts to obtain
Mr. Trigg's joinder in the communitization agreement?

A, Okay, the first is a letter dated October
9th of 1981. 1It's a request by Southland Royalty to have Mr.
Trigg execute the -- our proposed communitization agreement

for the SRC Empire Federal 21 Com No. 1 in the south half

of 21,

Page number two is a letter dated October
9th, 1981, requesting that Mr. Trigg executebour proposed
communitization agreement covering the Empire Federal 21 Com
A-1. |

Third letter is a letter dated January
28th, 1982, from Southland ﬁé‘Mr. Trigg once‘again‘requesting

that he execute both communitization agreemerts for these

wells.

0. To date has Mr. Trigg been willing to

execute the communitization agreements?

A. No, sir.?

[ Will you now refer Lo Southland Exhibit
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Number Five and identify this?

A Exhibit Number Five is the Southland form
or a standard APL operating agreement covering all of Section
21, 18, 29, below a depth of 3500 feet. AaAll parties have
executed this operating agreement, including Mr. Trigg.

0. And this operéting agreenment provides
for overhead and administrative costs and nonconsent penalty,
is that correct?

A Yes, it does. That's correct.

0. And if all the parties have agreed to do
this, it is unnecessary for the Commission to address it to-
day.

A. No, sir, not at this time. Even Mr.
Trigg has executed this agreement.

0. Would you nlease identify what has been
marked as Scuthland Royalty Company Exhibit Number Seven?

A Exhibit Number Seven are tne -- first of
all you’ll find the proposed comﬁunitization agreement covering
the south half of Section 21. 1It's the Federal form of com-
munitization agreement. It has béen executed by all parties
except Mr. John Trigg.

The second portion of this exhibit is

the communitization agreement covering the north half of

Section Z21i.
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MR. NUTTER: 1 don't bhelieve that's in
here.
) Was the other communitization agreement
identical to this except for the description of the property?
A, Yes, it was.
0. How, Mr. Davis, let me be sure I understang
what the situation ig, with each of these wells.
Southland proposed to drill the wells, is

that correct?

A, That's correct.

0. And Mr. Trigg executed an operating agree-
ment.

A Yes, sir.

0. He also approved the AFE?

A Yes, sir.

Q The wells have been drilled.

A. Yes, sir.

0. And at this point in time the proklem you

have is that he has declined to execute a communitization

agreement |

A That is correct, and we've been approached
at least two times by the Minerals Management Department con-
cerning getting this acreace communitized to each of these

wells.

|




1 » | ] 10
2 Q0 ~And absent the executed communitization
3 agreement, you need a forced -- or a pooling order from the
4 0il Conservation Division.
‘f 5 A Yes, sir.
F 6 Q. | In your opinion will granting this appli-
f 7 cation be in the best interest of conservation, the prevention :
8 of waste, and the protection of correlative rights?
9 A Yes, sir.
10 0. Were Ixhibits One through Seven compiled
11 by you or under your direction and supervision?
12 A Yes, sir, they were.
13 MR. CARR: At this time, Mr. Hutter, we
14 would offer into evidence Southland Exhibits One through
% 15 Seven.
E 16 MR. NUTTER: Southland's Exhibits One
£ ' -
% 17 througn Seven will be admitted in evidence.
E i8 MR. CARR: And that concludes our direct
% 19 presentation.
; 20
21 CROSS EXAMINATION
2 | BY MK. NUTTER:
23 0. Mr. Davis, does Southland have any interest
24 in the north half of the section?
P A ¥o, sir. You can tell by the operating
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24

agreement: the parties agreed to unitize for working interest
purpuses all of Section 21; therefor, at rhis noint in time,
due to the execution of the operating agreement, Southland

owns a 2ortion of 21.

unit ~-
A,
proration units.

A.

P Yo Yo =
soulll naif

0.

interest in the north half.

A,
0.
and he's 50 percent
A.
o)

A,

A.
Q.
the north half.

A.

11

Okay, so you've got a working interest

Yes, sir.

-- covering the entire section, being two
That's correct, the north half and the
But only by virtue of that have you any

Yes, sir, that is correct.

Now Mr. Trigg is a working interest owner
of the north half of the southwest 21.
Uh-huh.

And he's 30 percent of the northwest --
Yes, sir.

-- of 21.

Yes, sir, that's correct.

So he's got 1/4 interest in the well in

A fourth interest in the lease 1o tie
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north nalf, but due to execution of the operating agreement

he has diluted his interest to the entire section.

Q. To the entire goction,

A, Yes, he --

Q. Is he a signatory to the working interest
unit?

A ’ Yes, sir, he is, and you'll find in the

operating agreement there his signature page is included.

0. I see, He just hasn't agreed to the indi-
vidual well communitization.

A Yes, sixr, we haven'iL been ablelto gét‘him
to execute the well communitizations.

0. Okay, now you stated you're seeking no
penalty.

A Yes, sir, because he has agreed to joiﬁ
the wells, The operating agreement itself contains a 100
percent to 300 percent nonconsent penalty and contains other
provisions which relate to -~ to that type of penalty involved,
so we feel that there's need for the Commission to come up
with some type of penalty in this case.

0. It's subject to the private contract that
you've got.

A. Yes, sir, that's correct. All we're

asking for is that the acreage be communitized as stated by




1 13
2 the Minerals Management Commission.
3 o I coe. How abeout -~ how about the order
4 normally covering combined fixed rates for operating costs
5 while driiling and nroducing?
6 ‘ A Okay, they are in the‘agreement and they
7 are standard for the area, contained in the accounting proce-
8 dure.
9 Q Does the order nced to mention those?
10 A, No, sir, all the rder needs to do is to
11 force pool the working interest ownership in the north half
12 for the first well and in the south half for the same thing.
13 4} Without being subject to any of the normal
14 provisions of risk or --
15 A, Yes, sir.
16 Q. -- combined fixed rates.
17 A Yes, sir. Because ﬁe has executed the
18 agreenent which pertains to all working operatios, all billlngf,
19 all accounting procedures, all gas balancing provisions, et
20 cetera.
21 |- Q . And that's all part of the working interest
22 unit.
23 A Yes, sir.
24 0. J see. Okay.
25 Does anyone have any further gquestions of
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Mr., Davis? ile may

either.

A

be excused.

And well costa are nnt consideverd here,

Ho, sir, not at all.  These were exenuted

and he agreed to them,

Q
A

conmunitization.

Q

I see.

The only thing we're asking for is the

Okay, and one welil is a Morrow well and

the other well is a Strawn well.

x
e

. LI

_ PR T T T e B . -
Yes5, Sir, nortil alf 18 a fMorrow welil and

the south half is Strawn.

guestions of Mr. Davis?

MR. NUTTER: Does anyone have any further
He mav be excused.

Do you have anything further, Mr. Carr?
MR, CARR: Nothing further in this case.

IMR. WUTTLR: Does anvone have anything

to offer in Cases 7616 and 7617?

We'll take those cases under advisement.

(Hesring concluded.)
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CERTIPICATE

I, SALLY W. BOYD, C.S.R., DO NSUBY CENTIFY that
the foregolng Transcript of Hearing l;efore the 0il Conserva-
tion Division was reported by me: that the said transcript
is a full, true, and correct record of the bhearing, prepared

by me to the best of my abllity.
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STATE OF NEW MEXICO

ENERGY ano MINERALS DEPARTMENT

OIL CONSERVATION DIVISION

July 2, 1942

Mr. Yilliam F. Carr Re:

Campbell, Byrd & Black
Attorneys at Law

Post Dffice Box 2208
Santa Te, New Mexico

Dear Sir:

POST OFACE 80X 2088
STATE LAND OFFICE BUILDING
SANTA FE, NEW MEXICO 87501

(R} RD7-+434

CA3E NO. 7616
ORDER NO. w-7013
Applicant:

Southland Royalty Company

Enclosed herewith are two copies of the above~referenced
Division order recently entered in the subject case.

JOE D. RAMEY
Director

JDR/fd
Copy of order also sent to:
Hobbs OCD X

Artesia OCD «x
Aztec OCD

Other




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 PURPGSE OF
CONSIDERING: ’

CASE NO. 7616
Order No. R~7018

APPLICATION OF SOUTHLAND ROYALTY
COMPANY FOR COMPULSORY POOLING,
EDDY COUNTY, NEW MEXICO.

ORDER OF THE DIVISION

BY THE DIVISION:

This cause came on for hearing at 9 a.m. on June 23, 1982,
at Santa Fe, New Mexico, before Examiner Daniel S. Nutter.

HOW, on this 2nd day of July, 1982, the Division
Director, having considered the testimony, the record, and the
recommendations of the Examiner, and being fully advised in the
premises,

FINDS:

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

(2) That the applicant, Southland Royalty Companrny, seeks
an order pooling all mineral interests in the Pennsylvania‘n
formation underlying the N/2 of Section 21, Township 18 Sou#
Range 29 East, NMPM, Eddy County, New Mexico. o

L :

K5

~ (3) That the applicant has the right to drill and has
drilled a well at a standard location thereon.

(4) That there are interest owners in the proposed
proration unit who have not agreed to pool their interests.

(5) That to avoid the drilling of unnecessary wells, to
protect correlative rlghts, and to afford to the owner of each
interest in said unit the opportunity to recover or receive
without unnecessary expense his just and fair share of the ga4
in said pool, the subject application should be approved by
pooling all mineral interests, whatever they may be, within said
unit, :




-2
Case No. 7616
Order No. R-7018

“{6) That the applicant should be designated the operator
of the subject well and unit.

(7) That all proceeds from production from the subject
well which are nét disbursed for any reason should be placed in
escrow to be paid to the tiue owner thereof upon demand and
procf of ownership.

1 IS THEREFORE ORDERED:

(1) That all mineral interests, whatever they may be, in
the Pennsylvanian formation underlying the N/2 of Section 21,
Township 18 South, Range 29 East, NMPM, Eddy County, New Mexico,
are hereby pooled to form a standard 320~acre gas spacing and
proration unit to be dedicated to a well to be drilled at a
standard location thereon,

{2} That Southland Royalty Company is hereby designated
the operator of the subject well and unit.

(3) That any unsevered mineral interest shall be
considered a seven—-eighths (7/8) working interest and a
one~eighth (1/8) royalty interest for the purpose of allocating
costs and charges under the terms of this order.

(4) 'That any well costs or charges which are to be paid
out of production shall be withheld only from the working
interest's share of production, and no costs or charges shall be
withheld fiom production attributable to royalty interests.

(5) That all proceeds from production from the subject
well which are not disbursed for any reason shall immediately bg
placed in escrow in Eddy County, New Mexico, to be paid to the
true owner thereof upon demand and proof of ownership; that the
operator shall notify the Division of the name and address of
said escrow agent within 30 days from the date of first deposit
with said escrow agent.

(6) That jurisdiction of this cause is retained for the
entry of such further orders as the Division may deem necessary.

e

et s




o
Case No,
Oordexr No.

761¢
R-7018

DONE at Santa Fe,
hereinghore designated.

New Mexico, on the day and year

STATE OF NEW MEXICO
01l ONSERVATIOﬁ;B}VISION

AL

OE D. RAMEY
Lo Director




ACREAGE HOLDINGS
) S$/2 Section 21, TI18S, R29E
Eddy County, New Mexico

SE/4 of Section 21, below a depth of 3,500', LC~067132
OWNERSHIP: . Southland Royalty Company - =~  100%

N/2SW/6 of Section 21, NM-030752

" OWNERSHIP: J. H. Trigg - 507%
T. J. Sivley - 37.5%
W. T. Wynn - 12.5%

S/28¥/6 of Section 21, NM-3446]
CWNERSHIP: Atlantic Richfield Company -  100%

BEFORE EXAMINER NUTTER
QIL CONSERVATION DIVISION |
SRC. EXHIBITNO. _)

CASE NO._24 (6 aned 2 6IF




NW/4 of Section 21, NM~030752

OWNERSHIP: J. H. Trigg - -
T. J. Sivley -
W. T. Wynn -

NE/4 of Section 21, NM-34461

OVNERSHIP: Atlantic Richfield Co.

ACREAGE HOLDINGS
Section 21, T18S, R29E
Eddy County, New MeXico

N/2 Section 21, T288, R2GE

50%
37.5%
12.5%

100%
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CAMPBELL. BYRD & BLACK. r.A.

LAWYERS
VACK M. CAMPBELL JEFFERSON PLACE
HARL D BYRD BUITE 1 - 1.G NGRTH GUASALLPE

BRUCE D BLACK
MICHAEL B CAWPBELL

WILLIAM F. CARR SANTA FE. NAW MLXICO 87501
EFRADFORD ¢ BERGE
WILLIAN & WARDLE

LEMP W GORYE v TCLLCOF LR (SOS) €RI-EMNAD

FOLT CFF:CC BOX 2208

TLLDT T L Rl Q- a

June 21, 1982

Mr. John H. Trigg
Post Office Box 520
Roswell, New Mexico 88201

Re: New Mexico 0il Conservation Division Case 7616

Dear Mr. Trigg:

Enclosed is a copy of the docket for the June 23, 1982 0il
Consexrvation Division Examiner Hearing.

You may have an interest that will be affected by the above-
referenced cases. ;

Very truly yourgs,

William F. Carr

VFC:rx

Enclosure

CERTIFIED MAIL ,
RETURN RECEIPT REQUESTED
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CAMPBELL. BYRD & BLACK. P.A.

LAWYERS

JAHACH M CAMPECLL
AL D O BYRD
bBRFUCE T EBELACHK
MOmALL B CAMEBRELL
Wil bizanhe FCAFI
SRLDFORZ C BRERGE
VicLk AN G WERDLE

rENE W GORTwEY

June 21,

ir. John H. Trigg
Post Office Box 520

Roswell, New Mexico 88201

—~—~

JEFFERESIN FLACE
SUITE !« 10 NCRTH GUADALUPE
PCEYT OFFICE BOX 2208
SANTA FL. NEW MEXICO 87501
TCLEF-CONE, IECS: gE-24 21

TELECOFIER IEBCE) GEZ-60D43

1982

Re: New Mexico 0il Conservation Division Case 7617

Dear Mr. Trigg:

Enclosed is a copy of the docket for the June 23, 1¢82 0il
Conservation Division Examiner Hearing.

You may have an interest that will be affected by the above-

Ve:y truly yours,

referenced cases.

William F.

WFC:rr
Enclosure

CERTIF1ED MAIL .
RETURN RECEIPT REQUESTED

NO INSURANCE COVERAGE PROVIDED—
NOT FOR INTERNATIONAL MAIL

RECEIPT FOR CERTIFIED MAIL

(See Roverse)

Carr
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T T T Oetober 9, 1981

Mr, John H, Trigg
P. 0. Box 520
Roswell, New Mexico 68210

RE: Communitirzation Agreement
SRC-Empire Fed.. “21" Com. 1
8/2 8ec. 21, T188, R2SE
Bddy County, New Mexico
BRC 500478 J/0

Dear Mr. Trigg:

Referance is made to the subject well completed as a producing Strawn gas
well., Enclosed is an original Communitization Agreement which contains
four sets of signature pages, communitizing the 5/2 of Section 21 for
production from this well., At such time as you approve this Communi-
tization Agreement, please execute all signature pages returning three
executed originals to our Midland Office.

As soon as the approval letter is received, you will be furnished a copy
of same. In the weantime, should you have any questions oconcerning the
above matter, please don't hesitate contacting the undersigned.

Yours very truly,

SOUTHLAND ROYALTY COMPANY
- Original Signed By
c L

A ' Y AR WX
I ¥V WYY

bon W. Davis
Landman

DWD:1h

BEFORE EXAMINER NUTTER
OIL CONSERVATION DIVISION

_SRe EXHIBIT NO. S
CASENO. 2¢ie amd P4i}




" octobsr 9, 1981

Mr. J. H. Triqg
P. 0. Box 520
Roswell, New Mexico 88210

RE: Communitization Agreement
BRC~Empire Fed. "21" Com. #A~)
N/2 Sec. 21, T18S, R29E
Bddy County, New Mexico
SRC 500478 J/0

Dear Mr, Trigg:

Reference is made to the subject well completed as a producing Morrow gas
well. Enclosed is an original Communitization Agreement along with four
sets of signature pages, comnunitizing the Cisco~Canyon-Strawn-Atoka and
Morrow formations under this well. At such time as you approve this
Communitization Agreement, please execute all signature pages returning
three eveonted aiagnature pages to our Midland Office.

In the meantime, if there are any questions, please don't hesitate
calling.

Yours very truly,

SOUTHLAND. ROYALTY COMPANY
Original Signed By
DON W, DAVIS

Don W. Davis
Landman




Mr. J. H. Trigg
P. 0. Box 520
Roswell, New Mexico 88210

RE: Communitization Agreement
* BRC~Empire Fed. "21" Ccm. #$A~1
N/2 Sec. 21, T18S, R29E
Bddy County, New Mexico
SRC 500478 J/0

Dear Mr. Trigg:

Reference is made to the subject well completed as a producing Morrow gas
well. Enclosed is an original Communitization Agreement along with four
sets of signature pages, communitizing the Cisco~Canyon~Strawn-Atoka and
Morrcow formations under this well. At such time as you approve this
Communitization Agreement, please execute all signature pages returning
three executed signature pages to our Midland Office.

In the meantime, if there are any questions, please don't hesitate
calling.

Yours very truly,

SOUTHLAND ROYALTY COMPANY
Original Signed By
DON W, DAVIS

Don W, Davis
Landman

DWD:1h
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January 28, 1082

Mr. John H. Trigg
P, O. Box 520
Roswell, New Mexico 88210

RE: Communitization Agreements
SRC-Empfre Fed."2]" Com. #]
SRC~Empire Fed. "21" Com. #A-]
Sec. 21, Ti8S, R29E
Eddy County, New Mexico
SRC 500478 J/O

Dear Mr. Trigg:

Reference is made to my letters of October 9, 198], and the enclosed
Communitization Agreements therewith. SRC has not, as of yet, received either
of the captioned Communitization Agreements executed by you. At your
earliest convenience, please execute these Communitization Agreements in the
presence of a Notary Publie, returning three executed signature pages from each
to our Midland Office.

If you have any questions, or need any additional information, please advise.
Yours very truly,
SOUTHJAND ROYALTY COMPANY

DWD:lh
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AAPL/EO}%M 610-1977
MODEL FORM OPERATING AGREEMENT

]

OPERATING AGREEMENT
DATED

Szptember 23 , 19 80

SOUTBLAND ROYALTY COMPANY

CONTRACT AREA

Sec. 21, T18S, R29E,; helow a depth of 3.500°'

- COUNTY OR. PARISH OF

Eddy STATE OF

New Mexico

COPYRIGHT 977 ALL RIGHTS RESERVED
AMERICAN ASSOCIATION Of PETROLEUM LANDMEN
" APPROVED FORM. A AP.L NO. 410 - 1977 REVISED
MAY BE ORDERED DIRECTLY FROM THE PUBLISHER
KRAFTBILT PRODUCTS, BOX BOO, TULSA, OK 24101 .
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OPERATING AGREEMENT

THIS AGREEMENT, entered inlo by and belween SQUTHLAND ROYALTY COMPRNY

. hereinafter designated and
referred to as “Operator”, and the signatory party er parties other than Operator, semelimes hereinafiler
veferred tc individuaily herein as “"Non-Cperator”. and collectively as "Non-Operators’,

WITNESSETH:

WHEREAS., the parties 10 this agreement are owners of 91] and gas leases and-or ol and gas in-
terests in thé land idehlified in Exhibit A", ‘and lﬁ‘é’partm’s“h'e'x'e“lﬁ have reached an agreement to explore
and develop these leases and or oil and gas interests for the production of oil and gac {0 the extent and
as hereinafter provided:

NOW, THEREFORE. it is agreed as follows:

ARTICLE 1. , »
. DEFINITIONS -

As used in this agreement, the following words and ferms shall ha\{e the meanings here ascribed

. to them:

A. The term "oil and gas" shall mean oil. gas, casinghead gas. gas condensate. and all other liquid
or gaseous hydrocarbons and other marketable substances produced therewith. unless an intent to
Hmit the inddusivendss of inis terin i3 specifically siatea.

B. The terms "—o0il and gas lease”., *“‘lease” and “leasehold” shall mean the oil and gas leases cov-
ering tracts of land lying within the Contract Area which are owned by the parties to this agreement.

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

D. The term “Contract Area” shall mean all of the Jands. oil and gas leasehold interests and oil
and gas interests intended to be developed and operated for oil and gas purposes under this agreement.
Such lands. oi]l and gas leasehold intérests and oil and gas interests are described in Exhibit “A".

E. The term “drilling unit” shall mean the area fixed for the drilling of one well by order or rule
of any state or federal body having authority.- If a2 drilling unit is not fixed by any such rule or order,
a drilling unit shalI be the dr)]lmg unit as established by the pa‘tem of dn)]mg in the Contract Area
or as fixed by express agreement of the Drilling Parties.

F. The term *‘drillsite” shall mean the oil and gas lease or interest on which a proposed well is to
be located.

G. The terms *Drilling Party” and “Consenting Party” shall mean a party who agrees 1o join in
and pay its share of the cost of any operation conducted under the provisions of this agreesment.

H. The terms *“Non-Diilling Party” and “Non-Consenting Party” shall mean a party who elects
not 1o parucipatéin a proposed operation.

Unless the context otherwise clearly indicaies, words used in the singular include the plural, the
plure] includes the singnlar, and the neuter gender includes the masculine and the feminine.

ARTICLE 11,
EXHIBITS

The following exhibits, as indicated below and atiached hereto. are incorporated in and made a

part hereof:
X A Exhibit “A" shall include the following information:

(1) Identification of lands" subject to agreement,

(2) Restrxcuons. 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 purposes.

: X B. Exhibit “B", Form oi Lease. ) f’“
[:XC Exhibit “C", Accounting Procedure. . ' =
< [¥ D. Exhibit D", Insurance. ‘ : :'
(¥ E. Exhibit “E”, Gas Balancing Agreement. ak
{% F. Exhibit “F, Non-Discrimination and Certification of Non-Segregated Facilities. : ,:‘1
. —'—4

I any provision of any exhibit, except Exhibit “E", is mconsxstem with any provmon eon'tamed
in ‘the boedy of this agreement the provisions in the body of this agrcement shall prevaxl e, \‘\
' N
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ARTICLE HL
INTERESTS OF PARTIES

A, Oil and Gns Intercsts:

If any party owns an unleased oil and gas interest in the Contract Area. that interest shall be
reated fey the purpose of this agreemont and during the term hereof os i ) were @ leased interest
8 under the form of oil and gas lease attached as Exhibit "B, As to such interes!. the owner shall re-
9 ceive rvoyally on production as prescribed in the form of oil and gas Jease attached hereto as Exhibit
10 B, Such party shall. however, be subject to all of the provisions of this agreement relating to lessees,

=3 O W), v

—~-———11 to the exlent that it owns the lessee interests - ~= e
12
13 B. Interest of Parties in Costs and Production:
14 '
15 Exhibit “A™ lists all of the parties and their respective percentage or fractional interests under this

16 agreement. Unless changed by other provisions, all costs and liabilities incurred in operations under
17 this agreement shall be borne and paid. and 3ll equipment and malerial acquired in operations on the
18- Contract Area shall be owned by the parties as their interests are shown in Fxhibit- A", Al produc-
19 tion of oil and gas fre 11 the Contract Area, subject to the payment of lessor’s royallies vertelr—eesil—boe-
20 bormcbr—thedoint—4ecount. shall also be owned by the parties in the same manner during th» term
2} _hereof: provided. however. this shall not be deemed an assignment or cross-assignment of interests cov-
22 ered hereby.

24 ARTICLE IV.
25 TITLES

27 A. Title Examination:

29 Title examination shal) be made on the drillsite of any proposed well prior to commencement of
30 drilling operations or. if the Drilling Parties so request. title examiration shal! be made on the leases
31 . and or oil and gas interests included. or planned to be included. in the drilling unit around such well.
32 The opinion will include the awnership of the working interesl. minerals, rovaly. overriding royvalty
33 - and preductinn pavments under the anplicable leases. Al the time a well is proposed. each pariy con-
24 tributing leases and or oil and gas interests to the drillsite, or to be included in such drilling unit, shall
35 furnish to Operator all abstracts (including Federal Lease Stiatus Reports). title opinions. title papers
36 and curative material in its possession fiee of charge. All such inrformation not ir the possession of or
37 made available to Operatos by the parties. but necessary for ihe examinatio.” of title, shall be obtained
28 by Operztar. Operator shall cause title to be examined by altornevs on its staff or by outside atterneys.
39 Copies of all titie opinions shall be furnished to each party hereto. The cost incurred by Operator in
40 this title program shall be borne as follows: -

42 = ; ) FULRY e . setes e ot
43 preliminary, supplemental. shut-in gas royalty. opinions hvisd
part of the administraiiv 33P0

itle opinions) shall be a

sTgTovaded ih Bxnibit he-a direst ")‘“T“P whether

47 X Option No. 2: Costs incurred by Operator in procuring abstracts and {ees paid outlside atiorneys
48 for tille examination (inc)uding preliminary. supplemental. shut-in gas rovalty opinions and division
49 ~ order- title opinions) shall be borrie by the Drilling Parties in the proportion that the interest of each
50 - Drilling Party bears o the total intesest 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

.82 pnrtnrmggge of the ahave 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 int2rests contributed by such party. The Operator shall be
56 responsible for the preparation and rucording of Pooling Designations or Declarations as well as the
57 conduct of hearings before Governmental Agencies for the securing of spacing or pooling orders Thnis
a8 shan not prevent any party from appearing on its own behalf at any such hearing. —::

‘60 No well shall be drilled on the Contr act Al ea until after (1) the title to the dJrillsite or dnlhng unit
61  has been examined as above provided, and (2) the title has been approved by the examining atlorney

T 62 itle ha\ been uccepted by all of the parties who are to participate in the drilling of the well.

63 g PR
64 B. Louss of Title: .;f“-‘ \\'
65 : : : N

66 . L Fauilure of Title: Should any-oil and gas interest or lease. or interest therein, be. !o<x lhrough
67 fuilure of title. which loss results in"a reducuon of mlcxecl from, lhat shown on Exhibit "A thix agrce-

68 ment, ngvcr\hclcs. sha)l continue in force as 16 "all remaining il and gus Icases and interests, and -

ST 69 - {a} The purty whosce oil und gas lease or m!cn.-ﬂt is affected by the title fuilure shall bear alone

70 - the entire Joss and it shall not be entitled’to wbovor from Operator or the other énuho\ any dmclnpmcnt T .
_except when such costs are incurred in ‘connection with an operation con cte& ‘undex Article

in which event such costs are to be borne by the-drilling parties in the
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: Operalor of the Contract Area, and shali conduc‘ and direct and have full control of all opet‘anons' -

or operating costs which it may have thereteofore paid, but there snall be no monetary liabilily on its
pary te the other parties hereto for drilling, development, operating or other similar costs by reason of
such title failure: and

(b) There shall be no retreactive adjustment of expenses incurred oi revenues received from the
operation of the interest which has been lost, but the interests of the parties shal! be revised on an acre-
age basis, as of the time it is determined finally tha! title failure has cecurred. so that the interest of
the party whose lease or interest is affected by the title failure will thereafter be reduced in the Contran:
Arvea by the amount of the interest lost: and

{c) If the proportionate interest of the other parties hereto in any producing well theretofore drilled
on the Contract Area is increased by reason of the title failure. the party whose title has failed shall
receive the proceeds attribitable 1o theincrease in-such~interests—(less costs and burdens atiributable
thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such well:
and . ) .
(d) Should any person not a party to this agreement, who is determined 1o 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 tc the parly or parties who bore the cosis which are so refund-
ed; and -
(e) Any liability 10 account to a third parly for prior production of oil and gas which aris«s 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 . ‘

() 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 herelo, it being the intention of the parties
hereto that each shall defend title to its interest and oear all exXpenses in connection therawith.

2. Loss by Non-Pavment osr_Erronecus Pavment of Amount Due: If, through mistake or oversight,
any rental, shut-in well payment, mmmimum royally or royalty pavmient, is not paid or is erronesusly
paid, and as a result a lease or interest therein lerminates. there shall be no monetary liability against
the party who failed to make such payment. Unless the party who failed to make the required payment
secures a new lease covering the same interest within ninety (20) days from the discovery of the fail-
ure {o make proper pavment, which acquisition will not be subject to Article VIII.B., the interests of
the parties shall be revised on an acreage basis, effective as of the date of termination of the lease in-
volved, and the party who failed to make proper payment will no longer be credited with an interest in
the Contract Area on adcount of ow nership of the iease &t intercst which has terminated. In the event
the party who failed to make the required payment shall not have been fully reimbursed, at the time of
the loss, from the proceeds of the sale of oil and gas attributable to the lost interest, calculated on an
acreage basis, for the development and: operating costs therelofore paid on account of such 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 previnusly drilled or wells previously abandoned) from so much of the following
as is necessary to efiect reimbursement:

(2) Proceeds of oil and gas. less operating exﬁenses, theretofore accrued to the credit of the lost
interest, on an acreage basis, up 10 the amount of unrecovered costs;

(b) Proceeds, less operaling expenses, thereafler accrued attributable to the lost interest on an
atreage basis, of that portion of oil and gas thereafter produced and marketed (excluding production
from any wells thereafter drilled) which, in ihe sbsence of such lcase termination, would be attributable
to the lost interest on an acreage basis. up 10 the amocunt of unrecovered costs, the proceeds of said
vortion of the oil and gas to be coniributed by the other parties in proportion to their respective irn-
terests; and

(¢) Any monies, up lo the amount of unrecovered casis, 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 1o this agreement,

3. Qiher Losses; Al lessss incurred, other than those set ‘forth in Articles IV.B.l. and IV.B.2.
above, shall not be considered failure of title but shall be joint losses and shall be borne by ail pariies

in proportion to their interests. There chall be no readjustment of interests in the remaining portion of

the Contract Area.

ARTICLE V. . : = ‘\-
OPERATOR |
A. DESIGNATION AND RESPONSIBILITIES OF OPERATOR: ’;;F
' SOUTHLAND ROYALTY COMPANY
TY snalf be

the Contract Arca as perrmtled and required by, and within the hmnu of. this agreement. 1t sbsﬂ ‘.‘;
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B. Resignation or Removal of Operator and Seleclion of Successor:

1. Resignation or Removal of Operator: Operator may resign at any lime by giving written notice
thercof{ to Non-Operators. 1f Operator terminates its legal existence. ro longer owns an interest in the
Contract Area, or is no longer capable of serving as Operator, it shall cease 1o be Operator withou! any
action by Non-Operator. except the selection of a successor. Operator may be removed if it fails or
refuses to carry out 1ts duties hereunder, or becomes insolvent, bankrupt or is placed in receivership,
by the a2ffirmative vote of two (2) or more ‘Non-Operators owning a majority interest based on owner-
ship a¢ shown on Exhibit “A™. and not on the number of parlies 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 expivatiorr v ninety (90) dayvs after the giving of
notice of resignation by Operator or action by the Non-Qperators to remave Operalor, unless a successor
Ogerator has been selected and assumes the duties o¢f Operator at an earlier date. Operator, after effect-
ive date of résignation’ or removal, shall be bourd by the terms hereof as a Non-Operator. A change of
3 cofporat’e name or siructure ¢f Operalor or transfer of Operater's interest 1o any single subsidiary,
parent or successor corporation shall not be the basis for removal of Operator.

2. Selection of Successor Operator: Upcn the resignation or removal of Opsarator. a successor Op-
erator shall be selected by the Parties. The successor Cperator shall be selected from the parties owning
an interest in the Contract Area at the time such successnr Operator is selected. If the Operator that

-is removed fails to vote or voles only 1o succeed itself. the successor Operater shall be selécted by the

affirrative vote ¢f two (2) or more parties owning a majority interest based on ownership as shown
on Exhibit "A”. and nct on the number of parties remaining after excluding the voting interest of the
Operator that was removeg.

C. Employees:

The. number of emplovees used by Operator in conducting operations hereunder, their selection,
ansl the hours of labor and the compensation for services performed. shall be determined by Operator,
aad all such employees shall be (he employees of Operator.

D. Driiling Conltracts:

All wells drilled on the Contract Area shall be drilled 6n a compelitive contract basis at the usual
rates prevailing in the area. If it so desires, Operalor may employ its own icols and equipment inthe
drilling of wells, but its charges therefor shall not exceed the prevalhncr rates in the area and the rate
of such charges shall be agreed upon by the parties in writing Lefurc drilling operations are com-
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 mdependem contractors who are doing work of a sim-
ilar nature.

ARTICLE VL

WIT ¥ 201 AWTY YUY A NG
Dnluulnu it uuvuuup"p A

A. Initial Well:

On or before the__ 23RD day of January .19 81 Operator shall commence the drill-
ing of a well for oil and gas at the following location:

860' psL & 2I80' FEL, Sec. 21, T18S, R29E,Eddy County, New Mexico

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

11,750' or a depth sufficient to test the Morrow formation,

s

&

unless granite or other practical!y irripenetrable substance or condition in the hale, which- "i'enders
further drilling impractical, is eacouniered at a lesser depth. or unless all pames agree to complete or

abandon the well al a lesser depth.

Operator shall make reasonsbie tesis of all formations encountered during drilling. wh:ch'gl're in-
dication of containing oil and gas in quantilies sufficient 10 test, unless this agrecment shall be'hmxled
in its application o a specific formation or formations, in which event Operator shali be rc-qulred to
test only the formazlion or formations to which u'ns agreement may apply.” o1

If. in Operator's judgment, the well will not produce oil or gas in paying quantities, ;md it wishes.

Rt

“to plug and abundon thé well as a dry ho]e. it shaly’ first sccure the consent of “all parties and ehail
plug and ..b.mdon same as pxowded in -Article VLE.1. hereof. , -

i

- GG T . o om e . B o i+ L AR



!
1
Prd Pt b el et St D et
W T O L W

19

33

...
O W N D W R —

/'.
/

A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1977

B. Subsecquent Operations:

}. Proposed Operations: Should any party hereto desire to drill any well on the Conlract Area
other than the well provided for in Article VLA, or to rework, deepen or plug back a dry hole drilled
at the join! expense of all parties or a well jointly owned by all the partics and not then producing
in paving guantities, lhe party desxrmg to drill, rework, decpen or plug back such a well shall give the
other parties written notice of the proposed operation. specifving 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) davs after receipt of the notice within which to notify the
parties wishing to do the work whether they elect to participate in the cost of the proposed operation.
If & drilling rig-is om location, -notice of preposal e rework:--pleg back or drill deeper may be given
by telephone_and the response period shall be limited to forty-ecight {48) hours. exclusive of Saturday,
Sunday or legal holidays. Fuilure 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 telephone shall be promptly confirmed in writing.

2. Qperations by Less than All Parties. If any party receiving such notice as provided in Articie
VI.B.1. or VIE.I. elects not to participate in the proposed operaticn. then. in order- to be entitied to
the benefits of this article, the party or parties giving the notice anéd such other parties as shall elect
10 participate in the operation shél!, 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 shall perform all work for the account of the
Ccnsenting Parties: provided. however, if no drilling rig or other equipment is on location, and if Op-
erator is a Non-Consenting Party. the Consenting Parties shall either: {(a) request Operator io perform
the work required by such proposed operation for the account of the Consenting Parties, or (b) desig-
nate one (i) of the Consenting Parties as Operator tc perform such work. Consen’ting Parties. when
conducting operations on the Contract Arez pursuant to this Article VI.B.2.. shall comp!y with 21l terms
and condilions oi this agreement. ’

1f fess than all parties approve any proposed operation, the proposing pariy. immediately after the
expiratinn of the applicable notice period. shall advise the Consenting Parties of (2) the total interest
of the parlies approving such opeération, and (&) its'recommendation as to whether the Consenting Par-
ties should proceed with the operation as proposed. Each Consenting Party. within forty-eight (48)
hours (exclusive of Saturday. Sundayv or legal holidavs) after receipt of such notice. shall advise the
proposing:party of its desire to (a) limit participation to such party’s interest as shown on Exhibit “A”,
or (b) carry its proportionate part of Non-Consenting Parties” inf¢ “esi.  The proposing party. at its

“election, may withdraw such proposal if there is insufficient part:c:patlon and shall promptly notify

all parues of such decision.

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in
the proportions they have elected to bear same under the terms of the preceding paragraph. Consenting
Parties shall keep the leasehold estates involved in such operations free and clear of all liens and
encumbrances of every kind created by or arising from the onerations of the Consenting Parties. If such
an operation results in a dry hole, the Consenting Parties shali plug and abandon the well at their sole
cost. risk and expense. If any well drilled. reworked. deepened or plugged back under the provisions

f this Article results in a producer of oil and or gas in payving guantities, the Consenting Parties shall
complele and equip the well to produce at their sole cost and risk. and the vell shall then be turned
over 1o Operator and shall be operated by it at the expense and for the account of the Consenting Parties.
Upon’ commencement of operations for the arilling, reworking, deepening or plugging back of any such
well by Consenting Parlies in accordance with the provisions of this Article, each Non-Consenting Party
shall be deemed to have ke!inquished to Consenting Parties. and the Consenting Parties shall own and
be entitled to receive in proportion to their respective interests, all of such Non- -Consenting Party's
interest in the well and share of production therefrom until the proceeds of the sale of such share,

 calculated at the well, or market value thereof if such share is not sold (after deducting - production

taxes. royaity, overndmg royalty and other interests existing on the effective date hereof, payable out of
or measured by the producuon “from such well-accruing with respect to such interest until- it reverts)
shall equal the total of the following: . g

re

(a) 106% of each such Non-Consenting Party’s share of the cost of any newly acquxred surfaee

~eqa.apment beyond the welthead connections {including, but .not limited to. stock tanks. sepanﬁo:s.

treaters, pumping equipment” and p:pmg) plus 109% of each such Non-Consenting Party's share of the -
cost of operation of the well commencing with first production and contmumg unul each such Non-

' Conscnting Party's rehnqmchcd interest shall revert to.it under other provisions of this Artmle it being

apreed that cach Non-Consenlmg Party's share of such costs and cquipment will be that interest which
would have been chargcable 10" each Non-Consenting Party had it participat<d in the weil hom the be-
gmnmg of the operation: and

(b} 300 % of th..ul portion of the costs and ewpcnsz-x of drilling reworking. decpening. or pluggmg
buck. testing xnd completing. after deducting any cash contributions received under Article VIILC.. and
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- well spacing pattern for such source of supply. .

390 % 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-
psted therein,

Gas production attributable to any Non - Consenting Party's relinquished interest upon such Party's
election. shall be sold t¢ its purchaser. if available. under the terms >f its existing gas sales con-
tract. Such Non - Consenting Party shall direct its purchaser to remit 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 Parly's relinquished interest. 1f such Non - Counsenting Party has not
centracted for sale of its gas at the time such gas is available for deiivery. or has not made the elec-

- tion as provided abo¥e. the Consenting Parties shall ownarnd-be entitled to receive and sell such Non-

Consenting Party'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 therefrom, Consenting Parties shall be responsible for the payment of
all production, severance. gathering and other taxes, and all royalty. overriding royally 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 shall
be permitted to use, free of cost, all casing. tubing and other equipment in the weli, but the ownership of
all such equipment shall remain unchanged; and upon abandonment of ‘a well after such reworking,
plugging back or deeper drilling, the Consenting Farties shall account for all such equipment to the
owners thereof, with each party receiving its proportionate part in kind or in vslue, less cost of
salvage.

Within sixty (60) cays after the completion of any operation iinder this Article. the party con-
ducting the operations for the Consenting. Parties shall furnish each Non-Consenting Party with an in-
ventory of the equipment in 4nd connected 1o 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 siatement of such costs of operation, may submit a detailed
statement of monthly billings. Each month thereafter, during the time the Consenting Parties are being
reimbursed as provided above, the Party conducting the operations for the Consenting Parties shall furn-
ish the Non-Consenting Parties with an itemized statement of all costs and liabilities incurred in the
operation of the well. together with a statement of the quantity of oil and gas produced from it and the
amount of proceeds realized from the sale of the well's working interest production during the preceding
month. In determining the quantity of oil and gas produced during ‘any month, Censenting Parties
shall use industry accepted methods such as, but not limited to, metering or periodic well tesis. Any
amount realized from the sale or other disposition of equipment newly acquired in connection with any
such- operation which would have been owned by a Ndn-Consenting Party had it participated therein
shall ‘be credited against the tolal unreturned cousts of the work done and of the cquipment purchased,
in determining when the interest of such Norn-Consenting Party shall revert to it as above prowvided;

and i there Is a credil baslance, it shall be paid to au\.h Nen-Consenting party.

If and when the Consenting Parties recover from a Non-Consenting Parly’s relinguished interest
the amounts provided for above, the relinquished interests of such Non-Consenting Party shall auto-
matically revert to it, and. from and after such reversion, such Non-Consenting Party shall own the same
interest in such well. the material and equipment in or perlaining 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 Procédure. attached hereto.

; Notwithstanaing the provisions of ‘this Article VI.B.2, it is agreed that without» vth_e mutual consent
of all parties, 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

The provnsxons of this Arucle shall have no apphcatmn whatscever to the drilling of the inigial
well described in Article VI.A. except (a) when Option 2, Article VIL.D.1., has been selecled' or (b)
o the reworking, deepemng and pluggmg back of such initial well, if such well is or thereaiter shail
prove to be a dry hole cr non-commercial well after having been drilied to the depth specxf:ed m Amc,e

VLA. . o
: 5 e 4::;
C. Right to Take Production in Kind: - ',.\}.\ |

Each party shill- have the nght to take in kind or separately dispose of its propomonate share of

" all oil and gas produced from the Contract Area, exclusive of production which may be u:ed m ‘de-

\clopmcnt and producing opcrations’ and in preparing and treating oil for marketing purpmcs and
production unavoidably lost. Any extra expenditure incurred in the taking in kind or separate dispo-
sition by any party of its proportionatce share of the production shall be borne by such party.- Any"~
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party taking its share of production in kind shall be required to pay for only its proportionate share
of surh part of Operator's surface facilities which it uses.

Each party shall exchle such division orders and contracts as may be necessary for the sale of its
interest in production from the Contract Arca, and. except as provided in Article VILE.. shall be entitled
o receive pavment direct from the purchaser thereof for its share of all production.

In the event any party shall fail to make the arrangements necessary lo take in kind of separately
dispose of its proportionate share of the oil and gas produced [rom the Contract Area. Operator shall have
the right. subject to the revocation at will by the parfy owning it, but not the obligation. to purchase such
oil and gas or sell it to others at any-time-and “frét time-totiffte. 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 to the right of the owner of the production to exercise at any time its
right to take in Kind. or separately dispose of, its share of all oil and gas not previously delivered to a
purchaser. Any purchase or sele by Operator of any other party’s share of oi] and gas shall be only for
such reasonable periods of time as are consisient with the minimum needs of the industry under the
particular circumstances, but in no event for a period in excess of orie (1} yvear. Notwithstanding the
foregoing, Operator shall not make a sale, including one into interstate commerce. of any other party’s
share of gas production without first giving such other party thirty (30) days notice of such intended
sale.

In the event onc os more rarties’ separzte disposition of its share of the gas causes split-stream de-
liveries to separate pipelines and ‘'or deliveries which on a dav-to-day basis for any reason are not
exactly equal to a party’s respective proportionate share of total gas sales to be allocated to it, the
palancing or accounting between the respeclive accounts of the parties shali be in accordance with
any Gas Balancing Agrcement between the parties hereto, whether such Agreement is attached as
Exhibit “E"”. or is a separale Agreement,.

D. Access to Contract Area and Information:

Each party shall have access to tne Contract Area’ 3!-all reasonable times. at its sole risk to inspect
or observe operations, and shall have access at reasonable times (o information pertaining to the de-
velopment or operat‘ion thereof. mcludmtI Operator's bookq and records relating thereto. Operator, upon
request, shall furnish each of the other parties with copies of all forms or reports filed with govern-~
mental agencies, daily drilling reports, well logs. 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 any cores or. cuttings
taken from any well drilled on the Contract Arez. 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 Drv Holes Excepl for any well drilled pursuant to A:Ucle VI.B.2.. any well
which has been drilled under the ierms of (his agreement and is proposed 10 be completed as a dry hole
shall not be plugged and abandoned without the consent of all parties. Should Operator. after dlhgent
effort, be unable to contact any party. o’r shcild any party fail {o reply within forty-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 deémed to have consented 10 the proposed abandonment. All

" such wells shall be plugged and abandoned in accordance with applicable regu]a‘iions and at the cost,

risk and expense of the parties who participated in the cost of drilling of such well. Any party who ob-
jects to'the plugging and abandening such well shall have . the right to take over the well and conduct
further operations in search of oil and ‘or gas subject to the provisions of Article VIB

2. Abzndonment of Wells that have Produced: Except for any well which has been drilled or re-

" worked pursuant to Article V1.B.2. hereof for which the Consenting Parties have not been fuilly reim-

bursed as therein provided, any well which has been completed as a2 producer shall not be pluoged and
abandoned without the consent of all parties. If all parties consent to such abandonment, lne we]] shal}
be plugged and abandoned in accordance with applicable regulations and at the cost. risk and! expense
of all the pames hereto. If, within thifty (30) days after receipt of nolice of the proposed aban.donment
of such well. all parties do not agree to the abandonment of any well, those w:shmg to conuuue.xts op-
eration shall tender to each of the other pames its pxoporuonate share of the. value of the well s salvable,
maierial and equipment, determined in accoldance with the pr ovisions of Exhibit * C ‘less the esumated
cost of salvaging and the estimated. cost of pluggnng and abandonmg Each abandomng parzy shallt
ussign to the non-abandoning parties, without warranty.-express or implied. as 1o title or “as to quanuty,
quality, or fitness for use of the equ;pment and material. all of its interest in the well and related equip-
moent, tu;,cthcr with ns mlcrecl in the lcasehold estate as {o. but only as to, the interval ox :mewal: of the
formation or formations then open to production. If the interest of the abandomng paxt; is or includes
an oil and gas interest, such party shall execute :md dchver to the non-abandoning party or partxcs an
“oil wnd zas lease, limited (@ the interval or intervals of lhe formiation or for mations then open to pxoduc-
tion. for a term of one year and so long lhutaﬂcl as 0il and or gas is produced from the inter \‘al o inter=




{ .

A.AP.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1977

ST S D da WY

o
_— O

Y
13
14
15
16

17

18-

i9
20
21
22
23

24

25
26
27
286
29
30
31
32
33
34
35
36
37
38
39
40
4]
42
43

44

45

" 46

47
48
49
50
51
52
53
54
55

56

57
58

59

60
61
62
63

64

65

- 66

6%
68

G9

70

vals of the formation or formations covered thereby, such lease (o be on the form allached as Exhibit
~“B". The assignments or Jeases 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 réSPGCii"f' percentages of participation in the Contract Area 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 Arca.

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 than the royalties
vetained in any lease made under the terms of this Article. Upon request. Operator shzail continue to
opm'ate‘thé assigned well for the-account of the non~abandening—parties at the rates and charges con-
templated by this agreement, plus any additional cost and charges which may arise as the result of
the separate owner<h1p of the assigned well

ARTICLE VI ‘
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties: . -

The ]iability of the parties shall be several, not joint or collective. Each party shall be responsible

.only for its obligations, and shal) be liable only for its proportionate share of the costs of developing
and operating the Contract Area. Accordingly. ‘he liens granted among the parties in Artlcle VILB. are

given io secure only the debts of each severally. It is not the intention of the parties to creaie, nor shall
this agreement be construed as crealing, a minirz or other partnership or asscciation. 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 Contract Area, and a
security interest in its share of oil and or gas when extiracled and its interest in all equipment, to secure
payment of its share of expense, together with interest thereon at the rate provided in the Accounting
Procedure attached hereto.as Exhibit ““C”. To the extent that Operzator has a security interest under the
Uniform Commercial Code ¢of the State, Operator shall be entitled 1o exercise the rights and remedies
of a secured party under the Cade. The bringing of a2 suit and the obtaining of judgment by Operator
for the secured indebtedness shall not be deemed an election of remedises or othexmse affect the lien
rights or security interest as security for the payment thereoi. In aodlfxon upon default by any Non-
Operator in the payment of its share of expense. Operator shall have the right. without prejugdice to
other rights or remedies, to coliect from the purchaser the proceeds from the sale of such Non-Operator’s
share oi oil and.or gas until the amountl owed by sucn Non-Operator, pius inieiest has been paid. Each
purchaser shall be entitled 1o rely upon Operator’s written 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 proporiionate share of expense,

If any partly fails or is unable {0 pay its share of ‘expense within sixty (60) days after rendition of
a statement therefor by Operator. the non-defaulting parties, including Gperator, 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 'par'.ies.i Each party so paying.its share of the unpaid amount shall. to obtain reimburse-

ment thereof. be subrogated’ tc the security rights described in the foregoing paragraph.

C. Payments and Accounting:

Except as herein:otherwise specmcally provided, Operator shall promptly pay and discharge’ expenses
incurred in the development and operatxon of the Contract Area pursuant ‘to this agreement ang shall

charge each of the parties hereto with their respective proportionate shares upon the expense basis pro-

vided in the Accounling Procedure attached-hereto as Exhibit "C". Operator shall keep an accurate
record of the joint account hereunder showmg expenses incuired and charges and credits made and

J-

rccewed

Opérator. at its election. shall have the right from time to time to demand and receive ffom the
other”’ parties payment in advance of their respective shares of the esumaled amount of the expense to
be incurred in operations hereunder durmg the next- succeedmg month, “h:ch right may be exerc:sed only.
by submissior 1o each such party of an itemized statement of such estimated expense. logethex with
an invoice for its share thereof. Each such statement and invoice for the payment in ad\'ance Jof esti-
mated expense shall be submittied on or before the 20th day of the next pxecedmg month Each party

shall pay to Opem.ox its proporuonalc share of such estimate witkin f:ftecn {15) days aﬁex “such es- )
timate und invoice is wu:lvcd If any party fails 1o pay its share of said: oqumatc w:lhm szud time, 1he‘

amount due shall beur -interest as provided in Exhibit C™ until paid. Plopm ad}mbﬂcnl sha]l be

made monthly butween advances and-actual expense to the end that cach party shall bear 'md pay, 1ls,

prupuruonatc share of sctual o\pwscs incurred, and no _morec.

. L L ‘,73
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D. Limitation of Expenditures:

i. "Drill or Deepen: Without the consent of all parties, no well shall be dvilled or deepened, ex-
cept any well dnlled or deepened pursuant to the provisions of Article VLB.2, of this Agreement, it being
understood that the consent to the drilling or deepening shall include:

Ty fetire Hrrreboxh ~tarrd S erstrrfa e —farrites
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X Option No. ? No. 2. All neccessary expenditures for the drilling or deepening and testing of the well. When
such well has reached ‘its authorized depth, and alletests -have~been completed, Operator shall give im-
mediate notice to the Non-Operators who hyve the right 1o participate in the completion costs. The parties
receiving such notice shall have forty-eight (48) hours {exclusive of Saturday. Sundav and Jezal holi-
days) in which lo elcct to participate in the setting of casing and the completion attempt. Such election,
when made. shall include consent to all necessary expenditures for the completing and equipping of such
well, including necessary tankage andjor surface facilities. Fajlure 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. If one or more, but less than all of the p.arties, elect to set pipe and
to attempt a completion, the provisions of Article VI.B.2. hereof (the phrase “reworking, deepening or
plugging back" as contained in Article VL.B.2. shall be deemed to include * completmg") sha]l apply te

: the operations thereafter conducted by less than all parties,

2. Rework or ‘Plug Back: Withou! the consent of all parties, no well shall te reworked or plugged
back ‘except a well reworked or plugged back pursuant to the provisions of Article VI.B.2. of this agree-
ment, it being understood that the consen! o 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 recessary tankage and‘/or surface facilities.

3. Other Operations: Operator shall not underiake any single project reaconably estimated to reguire
an expenditure in excess of ___Twenty~five Thousand and no/100 Dollars ($ 25,000.00 ).
except in connection with a well, the drilling. reworking. deepening. completing. recompleting, or plug-
ging back of which has been previously authorized by or pursuant to this agreement: provided, how-
ever, that, in case of explosion; fire, flood or other sudden emergency, whether of the same or different
nature, Operator may tazke such steps and incur such expenses as in its opinion are reguired to-deal with
the emergency to safeguargd life and property but Oneratar, as prompily as possible, shall report the emer-
gency to the other parties.- If- Operator prepares “Authority for Expenditurés” for its own ‘use,

Qperator, upor reqguest. shall furnjsh copies of its *“‘Authorjly for Ekpendxlmes for_any. sin pro;ect
costing in excess of Twenty five Thousand and no/10 - Dollars ($ % 6 %%

E. KRoyaliies, Overriding Koyaities and Oiher Payments:

Each party shall pay or deliver, or cause to be paid or delivered. all royalties f{o the extent of
-one-eighth (1/8) due on its share of production and shall hold the other parties free

from any ]iabﬁity therefor. If the interest of any parly in any oil and gas Jease covered by this agree-
ment is subject 10 any royalty, overriding royalty, production payment, or other charge c¢ver and above
the aforesaid royalty, such party shall assume and alone bear all such obligations and shall- account
for or cause to be accounted for. such intérest to the owners thereof.

No party shall ever be responsible, on any-price basis highé'r than the price received by such party,
to any olther 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 con_tributing such lease shall bear the
royaity vurden insofar as such higher price is concerned.

F. Rentals, Stut-in Well Payments and Minimum RO)'altiés:

Rentals, shut-in well payments and minimum roya]l:es which may be required under the terms of -
any lease shall be paid by the party or parties who subjected such lease to this agreement at 1ts or their
expense. In the event two oI more parties owzn- and have contrlbuted interests in the same lease 1o this
agreement, such parties may designate one of such parties 10 make said payments for and on bel'galf of all
such parties. Any party may requesi, and shall be entitled to receive, proper evidence of. all such. pay-
ments. In the event of failure to make proper paymentof any xentai shut-in well payment or mmxmumw
royalty through mm'.ake or oversight where such payment is required to continue the lease- m force,
any loss wh:ch results from such non-paymem shall! be borne.in accordance with the prows)ons 5} Al ticle:
V.B.2. - _ - Pt

) TSN ES S

Opcrator shall notify Non-Operator of the antacxpaled completion of a shut-in gas v.eli. ou“xhe shut-‘
ling in or relurn to production of a producing gas well, at least five (5) days (cxdudmg Salulda) Sun-
day und hahdavs) or ut the curliest oppor!umtv permitted by circumstances, prior to taking such action.
but assumes no liability for failure  do so. ln. “the event of failuie by Operator to s¢ notify Non=-
Opcrator. the loss of dny ‘1case contributed hereto by Non-Operator for failure to make timely payvments

. L
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| Compensation Law of the State where the operations are being conducted; provided, however, that“’Op-

‘such insurance foi Operator’s fully owned automotive equipment.

" A. Surrender of Leases:
y

~ lease covering such oil and gas interest for a term of one year and so long thereafter as cil ‘“.ét" 898

A R

r !
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of any shul-in well payvment shall be borne jointly by the parties hereto under the provisions of Article
1V.B.3. »

G. Taxes:

Beginning with the first cilendar year after the effective date hereof, Operator shall render for ad
valorem taxation all property subject ta this agreement which by law should be rendered for such
taxes. and it shall pay 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 royalties and production payments) on Jeases and oil and gas interests con-
tributed by such Non-Operator. 1f the assessett valudtion-ofany leasehold 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 shall inure to the venefil of the owner or owners of such leasehnld
estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such
‘reduction. Ogperator shall bill other parties for their proportionate share of all tax pavments in the man-
ner provided in Exhibit “C". ‘

If Operator considers any tax assessment improper, Operator may, at its-discretion, protest within
the time and manrner prescribed by law, and prosecute the protest to a final determination, unless all
parties agree to abandon the protest prior to final determination. During the pendency of administrative
or judicial proceedings. Operator may elect to pay, under protest, all such taxes and any interest and
penalty. When any such protested assessment shall have been finally determined, Operator shall pay
the tax for the joint account, together with any interest and penalty accrued, and the total cost shall then
be assessed against the parties, and be paid by them. as provided in Exhibit “C”,

Each party shall pay or cause 1o be paid all production. severance, gathering and other taxes im-
posed upon or with respect to the production or handling of such parly's share of oil and/or gas pro-
duced under the terms of this agreement.

H. insurance:

At al! tiines while operations are conducted huereunder, Operator shall comply with the Workmen's

erator may be a self-insurer for liability under said compensatizn laws in which event the only charge
that shall be made 1o the joint account shall be arv amount equivalent to the premium which would have
been paid had such insurance been obtainéed. Operator shall also carry or provide insurance for the
benefit of the joint account of the parties as outlined in Exhibit D", attached to and made a part hereof.
Overator shall require all contractors engaged in work on or. for the Contract Area to comply with the
Workmen's Compensation Law of the State where the operations are being conducted and to maintain
such other insurance as Operator may require.

In the event Automobile Public Liability Insurance is specified in said Exhibit “D™, or subsequently
receives the approval of the parties, no direct charge shall be made by Operator for premiums paid for

. ARTICLE VIII. .
ACQUISITION. MAINTENANCE OR TRANSFER OF INTEREST

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

However, éhould, any party desire to surrender its interest in any lease or in any portion thereof, and
other parties do not agree or consent thereto, the pa,rty desiring to surrender shall assign, without express
or implied warranty'of title, all of its inierest in such lease, or portion thereof, and any well, matqgial and
equipment which may be located thereon and any rights in production thereafter secured, to thé*barties
not desiring to surrender it. If the interest of the assigning party includes an oil and gas inzeresﬁ&he ‘ase 7
signing partly shall execute and gdeliver to the party ‘or parties not desiring to surrender an Qi}:‘épd gas .

is produced from the land covered thereby. such lease to be on the form attached hereto as Exh:!bnt “B, 3
Upon™ such - assignment, the assigning party shall be relieved from all obligations thereafter uerw
but not theretofore accrued. with respect 1o the acreage assigned and the operation of ‘any/‘\g.{ ll'lt"ltereon.
and the assigning party shall have no further interest in the lease assigned and its equxp%gent;gag pro~
duction other than the royalties retained in any lease made under the terms of this A_rtigfgi Th&pameg
assignee shall pay to the party assignor the reasonable salvage valué of the latter's interest imany wells::
and cquipment on the assigned acreage. The value of zll material shall be determined i Eecordgmce
with the provisions of Exhibit “C”, less the estimated cost of salvaging and the estimated cost of plug~ |
ging dl;d abandoning. If the assignment is in favor of more than onc party, the assigned interest shall
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be shared by the partics assignee in the proportions that the interest of each bears to the interest of all
parties assignee. ;

Any assignment or surrender made under this provision shall not reduce or change the assignor's or
surrendering pariies’ interest. as it was immediateiy before the assignment. in the balance of the Contract
Area: and the acreage assigned or surrendered., and subsequent operations thereon. shall niot thereafter
be subject to the terms aud provisions of this agreement.

B. Rencwal or Extension of Leases:

i{f any party securés a renewal of any oi! and-gas-lease—subject- v tnis Agreement. all other parties
shall be notified promptly, and shall have the right for a period of thirty (30) days following receipt
of such-notice 1n which 10 eiect 1o participate in the ‘ownership of the renewal lease, insofar as such
lease affects lands within the Contract Area, by paying 1o the party who acguired 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 to the interests held at tha! time by the parties in the Contract Area.

If some, but Jess than all, of the parties elect to participate 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 respective percentage of participation in the Contract Area to the aggregate of the percentages

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

Any renewal Jease in which less than all parties elect to participate shall nol be subject to this agreement.

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

The provisions of this Article shall apply 1o renewal leases whether -they are for the entire interest
covered by the expiring lease or cover only a portion of its area or an interest therein. Any renewal lease
taken before the expiration of its predecessor lease, or taken or coniracted for within six (6) months after
the expiration of the existing lease shall be subject lo this provision: but any lease taken or contracted
for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal
lease and shall not be stubject to the provisions of this agreement.

'The provisions in this Articie shall apply also and in' like manner to extensions of oil- and gas
leases. ’

C. Acreage or Cash Contributions:

While this agreement is in fnrce. if any party contracts for a contribution of cash toward the dri)iing
of a well or any other operation on the Contract. Area. such contribution shall be paid to the party who
conducted the drilling or other operation and shall be applied by it against the cost of such drilling or
other operation. 1f the contribution be in the form of acreage. the party to whom the contribution is
made shal] promptly tender an assignment of the acreage. without warranty of title, to the Drilling
Parties ip the proportions said Drilling Parties shared the cost of drilling the well, If all narties hereto
are Drilling Parties and accept such tender, such acreage shall become a part of the Contract Area and

be governed by the provisions of this agreement. If less than all parties hereto are Drilling Parties and’

accept such tender, such acreage shall not become a part of the Contract Area. Each party shall prompt-
ly notify all other parties of all acreage or money contributions it may obtain in support of any well or

" any other operztion on the Contract Area.

If any party coniracts for any consideration relating to disposition of such party’s share of substances
produced hereunder, such consideration shall not be deemed a contribiition as contemplated in this

Article VIIL.C,

D. Subsequently Created Interest:

Nc;twithstanding the provisions of Article VIILE. and VIILG., if any party hereto >hall“su§§eque1t
1o e\ecuuon of this agreement, create an overriding royalty, production pavment or net pr oceeds mter-
est, which such interests are hereinafter veferred 10 as “‘subsequenily created interest™, such subsequently
created interest shall be specifically made subject to all of the terms and provisions of this agr eement as

.

1. If non- cohscnt operauons are conducted pursuant to any prov:s:on of ths agreement,; aud the
purty canducting such operations beécomes entitled 1o receive the production attrabutable lo‘thg mterest
out of which the subscqucntly ‘created interest is der:vcd such partly shall receive samc free and clear
of such subsequently cn.-.ned interest. The party creatmg same shall bear and pay all such aubsequenﬂy
créated interests and shall indemnify and hold the other pame\ hercto frec and harmless ftom any_and
ull Jiubility resulting therefrom. .

P N,
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-chaser (who must be ready. willing and able to purchasc), the purchase

2. 1t the owner of the interest from which the subsequently created inferest is derived (1) fails to

pay. when due, its share of expenses chargeable hereunder, or (£} elects to absndon 2 well under pro- -

visions af Article VLE. hereof. or (3) elects toc surrender s 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 manrner as if such interest were 2 working interest. For puiposes of collecling
such chargeable expenses, the parly or partie: who recéive assignments as a result of (2) or {3) above
shall” have the right to enforce all provisions of Article VILE. hereof against such subsequently created
interest.

E. Maintenance of Uniform Interest:

A . - P I e e S |
Por the purpese of muainteining unifdrmity of owneirship in the ¢t and gas leasshold interesic
covered by this agreement, and notwithstanding any other provisions (o the contrary, no party shalil
sell, encumber, transfer or make other disposition of its interest in the leases embraced within the Con-

tract Avea and in wells, equipment and production unless such disposition covers cgither:

1. the entire interest of the party in all leases and equipment and production: or

2. an equal undivided interest in all leases and equipment and production in the Contract Area.

Every such sale. encumbrance, 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 pardivs -

If, at any time the interest of any party is divided among and owned by four or more co-owners,
Operator. st its discretionh, may require such cc-owners to appoint a single trustee or agent with full
authority to receive notices, approve expenditures, receive billings for and approve and pay surh 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 scouve of the operalions embraced in this zgreement; however, all such
co-owners shall have the right to enter into and execuie al)] contracts or agreements for the disposition
of their respective shares of the oi] 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 the laws of the state or states in which the propertyICO\vered hereby is Jocated, 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 severalty ils undivided interest therein.

G—Preferentiat-RisirvttePorchese:
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interests in the Contract Area, it shall promptly give written notice to the other parties, wit
mation concerning its proposed sale, which shall inciude the name and address of rospective pur-

+c®, and all other terms of
the offer. The other parties shall then have an optional prior ri or a period of ten (10) days after
receipt of the notice, Lo purchase on the same terms an Hiditions the interest-which the other party
proposes to seil; angd. if this optional right “igexefcised. the purchasing parties shall share the pur-
chased interest in the proportions-th e interest of each bears to the total interest of 21l purchasing
parfles However, there sha no preferentia] right to purchase in those cases where ‘any party wishes
to mortgage its inje ,.or to dispose of its interests by merger, reorganization. censolidation. or sale

ARTICLE IX.
N INTERNAL REVENUE CODE ELECTION

“This agreement vis‘ not intended to create, and shall‘not be construed io create, a relationship*gf‘pai't-ﬂ

nership or an association for profit between or among the parties hereto. Notwnhftandmg any pro-
visions herein that the nghts and liabilities hereunder are several and not joint or collective, or .xhat this
agreement and operations hereunder shall not consutute a partnership. if. for Federal income tax pur-

poses, ‘this agreemcnt and the operations- hereunder are regarded as a partnexsh:p. each partv hei'eby '

affected elects lo be excluded from the application of all of ‘the provxsmns of Subchapter “K*.” Chapter
1, Subtitle "A'“ of the Interna) Revenue Code of 1954, as permitted and authorized by Sccuon 761 of
the Code and the regulations promulgated thereunder. Operator “is authorized and dnccled o e\:eculo on
behalf of ‘cach party hereby affected such evidence of this electiori’as may be required b) the Secrelary
of the Treasury of the United States or the Federal lnlcrnal Revenue Service. including specifically. but
not by way of : imitation, ull of the returns, sta\umenls and the duta reguired by Federal Regula-

tions 1.76). Should thmc be any requirement ihal cuch party hereby affected give further v idence of -

this clection, cach sach party shall exeeute such docurnents fird furnish such other evidence as may be
1equired by the Federal Intertal Revenue Scrvice or as may be necessiry to evidence this election. No

ki S 12-00

ntially all of its assets to a subsidiary or parent company or to a subsidiary of a parent
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. Operator by thls agref ment: the Steeehall nnRiadintely Bolify Cpeialér. amd the ofainor
“Be treated ¥ eny Siner claim or suxl involving operations hereunder.

such purty shall give any notices or take any other action inconsistent with the election made herehy.
If any present or future income tax Jaws of the state or states in which the Contract Ares is lncated or
any future income lax Jaws 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 ¢lection similar to that
provided by Section 761 of the Code is permitted, each party hereby affected shall make such election as
mayx be permitled or required by such laws, In making Lhe foregoing election, each such party slates thal
the fncome derived by such party from Qperations hereunder can be adeguately determined without the
computation of partnership faxable income.

. . ARTICLE X.
= CLAIMS AND LAWSUITS™

Operator may settle any single damage claim or suit arising {rom operationg-hereunder if the ex-
penditure does not exceed Five Thousand and no/100----=-=-====-=---~"-=- Dollay

(S 5,000.00 ) and if the payment! is in complete settlement of such claim ov suit. If the amount
required for settlement exceeds the above amoun!, the parties hereio shall assume and take over the
further handling of the claim or suit., unless such authority is delegated tc Operator. Al cosis and ex-
pense of handling. setiling. or otherwise discharging such claim or suit shall 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 matter

arising from operations hereunder over which such. md'\-:d-.:al has no-contro} hecause of the nghtc given

ARTICLE XL
FORCE MAJEURE

1f any party is rendered unable, whally or in part, by force majeure to carry out its obligalions
under this agreement. 2iter than the obligation to'make money pavments, that parly shall give tlo all

" other parties prompt i itten notice of the force majeure with reasonably full particulars concerning it;

thereupon. the obligations of the party giving the notice, 50 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 parly
shall use all reasonable diligence ta remove the force majeure situation as quickly as practicable.

The lcquiacfﬂenl that any force majeure shall be remedied with all 1ea<onab!e dispatch shall not

require the séitiement of sitikes, iocKouis, or oiheéi 1abo difficaliv by the party invslved, contrery to its -

wishes; how 3all 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. sirike, lockout, or other
industrial disturbance. act of the public enemy, war, blockade, public riot. lightning. fire, storm, flocd,
e.\'plosion. governmental action, governmental ‘delay. restraint or inaction, unavailability of eguipment,
and any other cause, whether of the kind specifically enumerated above or otherwise. which is not
reasenably within the enntrol of the party claiming suspension.

ARTICLE XIL
NOTICES

‘Al 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 nolice is given at the addresses listed on Exhibit “A”. The originating notice 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 to give any notice in response thereto shall run from the date the originat-
ing notice s rece;ved. 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 postage or charges prepaid,
or when sent by teletype. Each party shall have the right to change its address at any tlime. and from
time to lime, by giving written notice hereof to all other paities. T

ARTICLE XL
TERM OF AGREEMENT e

This agreement shall remain in ful]l force and offect as'to the oil and gas leases and or oil and gas in-
terests subjected herelo for the period of time selected bolow: provided. however, no party hereto shall-
ever be construed” as having any right, title or interest in or 10 any lease, or oil and gas mletw con-
tributed by any other purty beyond the term of this ag:eemenl.

-tinued in force as 1o any part of the Contract Arcaywhuthes bypsadeetiere oS, TEWWAl OF other-.

IS SN oo a7V, 7 NTSTIRATT TURTUNFEDNPNCT MO JO-CUIPIF ol FUVSHDIRCIDNS BSIT BRI 7S RO o
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P 1 ¥ Option No. 2: In the event the well described in Article VLA, or any subsequent well drilled
’ 2" under any provision of this agreement, resulis in production of oil and or gas in paying quantities, this
3 agreement shall continue in force so long as any such weil or wells produce, o1 ate capablc of produc-
4 Uon. and for an additional period of 90 __ davs from cessation of all production: provided, however,
5 if, prior to the expiration of such additiona! period. one or more of the parties hereto are engaged in
6 drilling or reworking a well or wells ficreunder, this agreement shall continue in force until such op-
7 erations have keen completed and if production results therefrom, this agreement shall continue in
8 force as provided herein. In the event the well described in Article VILA., or any subsequent well
9  drilled hercunder. results in a dry hole, and no other well is producing, or capable of producing oil
10  and or gas from the Contract Avea, this agreement shall terminate unless drilling or reworking opera-
= =11 tions are commenced wlthin.___ﬁo_'___days from the@dte of abanddnment of said well.
12
13 1t is agreed, however, that the termination of this agreement shall not relieve any party hereto from
14  any liability which has accrued or attached prior to the date of such termination.
15
16 ARTICLE XIV.
17 COMPLIANCE WITH LAWS AND REGULATIONS
18- :
19 A, Laws, Regulations and Orders:
20
weoRl o CThis ggrsement. shall be subject to_ the conservahon la\\s of the state .in which the epinniiticd
22 acreage is located, to the valid rules, regulallons and orders of any duly const:lu(ed regulatory body of
23 said stste: and to all other applicable federal, state, and local laws. ordinances. rules, regulations. and
254  ovrders.
25
26 B. Governing Law:
27
28 The essential validity of this agreement and all matters periaining thereto. including, but not lim-
29  ited to, matters of performance. non-performance, breach. remedies. procedures, rights, duties and in-
30 terpretation ar construction. shall be governed and determined by the law of the state in which the
21 Contract Arez is located. If the Contract Avea isin two or more states, the law cf the state where most
32  of the land in the Contract Area is located shall govern.
33 . i :
34 " ARTICLE XV.
35 OTHER PROVISIONS
;‘S 'SALE_OF ROYALTY GAS
38 1t is recognized by the parties hereto that in zddition tc each party's share of
39 working interest production, such party shall have the right, subject to existing
40 contracts, to market the royalty gas attributable to each lease which it contributes
41  to the unit arsa and to receive payments due for such royvalty gas produced from or
42 allocated to such lease or leases. It is agreed that, regardless of whether each
43 party markets or contracts for its share of gas, including the royalty gas under
44 the leases which it contributed to ihe Unit, such party agreées to pay or cause to
. 45 be paid to the royalty owners under its lease or leases the proceeds attributable
46 to their respective royalty 1nterest and to hold all other parties hereto harmless
47 for its failure to do so.
48 » o . |
49 In the event a "consenting party" to this agreement shall become delincuent in its |
50 working interest payments, {(delinquent being defined as the contirued nonpayment of 1‘
51 bona fide joint interest billings from operator, for a period exceeding sixty days), ‘
52  then and in that event, all parties héreto agree that such interest owned by the
53 delinguent party shall be treated for all purposes as if that party had elected non-
54 Pparticipation under the provisions of Article VI B 2 of this agreement contained on
55 Dages 5 and 6 of the agreement. - Notwithstanding the provisions of Article VII C -
56 to the contrary, this provision shall control and be effective. .
57 : =
58 et
- 59 =
. 60 v ) e
g 62 B
! i "_\.\ '
65 DAL
66 i o |
67 . L . i
68 T -
69
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ARTICLE XVL
MISCELLANEOUS

This agreement shal! be binding upon and shall inure 1o the benefit of the parties hereto and to their
respective heirs, devisees, legal vepresentatives, successors and assigns.

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

IN WITNESS WHEREOF, this agreement shall be effective as of day of ,
1S L a S -

- B Y

OPERATOR

W ..o Hean

C.E. Mear, Attorney-in-Fact

&L{!} ,

"NON-OPERATORS

T. J. SIVLEY

W. T. WYIN

JOEN H, TRIGE

ATLANTIC RICHFIELD COMPANY

BY:




Tie OF

CORPORATION ACKNOWLEDGMENT

/,,)

COUKTY OF M

»BEF RE the undersigned authority, on this day persorally appeared
_— . w1/ . known to me to be the person whose name is

subscrilbed to th (

foregoing instrument, as 47 G - Fz g 7~ of

- -l-

; & corp ration, and acknowledged tco me that
“he execuyé “thg sdme the pgzposeﬁgand consideration therein expressed, in the
“?apaortn\ S?d” and a’s the act and -deed of *Baid tdrpoPation.
l

f/’,

g G}\_#n\ ande.r ;ny hand and seal of oifice this the E?J\"/’}day of Zgéé%_o(/ _
: LAl
: R
c.’ 1 \ K

b
w'Ocmm;s 3 °xprr

Ot %/7/

.
LA FFYN

\-l"a’ SOTH

.,

y blic in and
County, 4&4L/‘

CORPORATION ACKNCWLEDGMENT
THE STATE OF
COUNTY OF
BEFORE ME, the undersigﬁed autho#ity, cn this day personally appeared
. , known to me to be the person wnose nane is

‘subscriped to the foregoing instrument, as of
, & corporation, and acknowledged to me that

' he executed the same for the purposes and consideration therein expressed, in the

capacity stated, and as the act and deed of said corporation.

Given  under my hand and seal of office this the day of
A.D. 19 .

My Commission Expires:

Notary Public in and for
County.,

CORPURATION ACKINOWLEDGMENT
THE STATE OF
COUNTY OF

BEFORE ME, the unders;gned autherity, on this day personally appeared
¢ Xnown to me to be the person whose name is
subscribed to the foregoing instrument, as of

, & corporation, and acknowledged to me that
he executed the same for the purposes and consideration therein expressed, in the

, capacity stated, and as the act and deed of said corporation.

Given under my hand and seal of office this the . day of
A.D. 19 . ‘

My Commission Expires:

T

Notary Public - in and for

County .
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ARTICLE XVL
MISCELLANEOUS

This agreement shall be binding upon and shall inure 1o the benefit of the parties hereto and 1o their
respective heirs, devisees, legal representatives, successors and assigns.

-1 O o W D, -

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

10 IN WITNESS WHEREOF thxs agreement shal] be effeclwe as of __

1118 . e eSmoete

day of___ ,

13 : OPERATOR

ns - %Q@ sy: @ & Maar-

19 . C.E. Mear, Attorney-in-Fact

2 | . (ct{@

28 NON-OPERATORS

30 ' T J. SIV'LEY

35 W. T. WYNN

39 . o JOHN H. TRIGG
41 | ATLANTIC RTCHFTELD COMPANY

43 B : BY:

i

e T
(3]
(-]

ey 23



CORPORATION ACKNOWLEDGMENT

" THE STATE OF \ Z; :54g¢7)
P4 /.""
COUNTY OFﬁZZ%&£Qé¢7¢4{7~

Bfﬁg‘/(gp the underslgned authority, on this day personally appeared
; known to me to be the person whose name is

Lore901ng instrument, a5422222¢L44/ qyét \§%z¢;4? of

. ' , , A corpefation, and acknowledged to me that

he executed the e fof the purposeg” and consideration therein expressed, in the

“capacity stated and as the act and deed of “5aid “Torporation.

Given under mj hand and seal of office this the éz;242£Zay of [ﬂzégééégfz,g,/
AU 19 &

¥y (ommA551on Expires:

Dt 24 1752

subscrihed to th

ol

bi‘c;iﬁiéff for G Al sd/

y P
County,

CORPORATIOR ACKNOWLEDGMENT
THE STATE OF
COUNTY OF

BEFORE ME, the undersigned authority, on this day personally appeared
' , known to me to be the person whose name is
subscribed to the foregoing instrument, as of

: ) , a corporation, and acknowledged to me that
he executed the same for the purposes and consideration therein expresssd, in the
czpacity stated, and &s the act and deed of said corporation.

Given under my hand and seal of office this the day of
A.D. 19

My Commission Expires:

CORPORATIORN ACKNOWLEDGMENT
- THE STATE OF

COUNTY OF

THE STATE OF NEw Mexico 1 SINGLE ACKNOWLEDGEMENT
: X
COUNTY OF Eddy X

BEFORE ME.w%he unﬁersignpd authority. on this day personally appeared

T J. .Si ,
known to me to be the person ﬁhose name__=aze/is subscribed to the fore-
going instrument and acknowledged to me that he executed the same

for the purposes and consiéexation therein expressed.

GIVEN UNDER MY HAND AND SEAL OF OFFICE this the Z§

4 ./ A.D., 19 30

i~ sl




(

N . ~ e } C SRC Empire Fed,
X z( ' " 21" ”l
A.AP.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1977 J/0 500478

Empire So. Prospect
ARTICLE XVI.
MISCELLANEOQUS

This agreement shall be binding upon and shall inure 1o the benelit of the parties hereto and to their
respective heirs, devisees, lega)l representztives, successors and assigns.

ST e W N

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

—
S W oo

IN WITNESS WHEREOQF, this ag.epment shaH be effective as of ___ day of ,
19 ¥ - JECYERIIEES 5y

1
t
Pt ot
L

OPERATOR

-
w» W

15

i; : ' ‘SQ BY: O, 2” AHeanr - !

18 C.E. Mear, Attorney-in-Fact

20 | KL(@/ . .‘

24 ‘ NON-OPERATORS

%0 ‘ T. J. SIVLEY |

35 W. T. WYNN

39 S ‘ JOHN H. TRIGG

41 ATLANTIC PICHFIELD COMPANY




CORPORATION ACKNOWLEDGMENT

THE sTATE or§sz{g;z¢9)
COUNTY OF W
on this day personally appeared

EEZQ;&ﬁ)’E, the undersigned authority,
L. £ W/M/ , Xnovn to me to be{the person whose name is
L/ o of

subscrci ed to th feregoing instrument, asé"‘z&ﬂ gé,:{aJm«..a,zg
@%j@%@fﬁ%“, a cor ation, and acknowledged to me that
"he executedé the sdme f the purposes and consideration therein expressed, in the
~capacity stated, and as the act and deed of"'Said"z:'orpo’fatjz? '

Given'under my hand and seal of office this the 229? ——day of i?_ﬁ‘/é/ﬁé/

A.D. 19 fge .
. N \
M7 Commission L-fx'pires: Q
Ot 2/ 1950 .. o ll
- af
Y P ic in ané for %CM
County, /)/M// -

LIS

¢ .

INDIVIDUAL
EDXRLRETTOEX ACKNCWLEDGMENT

THEE STATE OF- NEW MEXICO

COUNTY OF CHAVES

BETORE ME, the undersigi)ed authority, on this day personally appeared
John H. Trigg ___, kaown to me to be the person whose name is
supscribed to the foregoing instrument, as an individual $.94
: , BXXO0RE0RR0H, and acknowledged to me that

he executed the szme for the purposes and consideration therein expressed, in the
capacity stated, and as the act and deed of said JOPPOPEENX, individual.

Given under my hand and sca’ of office this the 3rd. day of November
R.D--Yg 80 |
'4.‘\?‘21_ [ ”"',
) '.‘My'_-cérmni ssibn :Expi res: .
S - . t; .-
R S OV AR i C ' 67
i HNovember'20,; 3684 sk garet 6-CleZon
Pt Opg C i 3 Notary BGblic in and fox Lhaves
vao T L o5 F County, New Mexico.
UL CORPORATION ACKNOWLEDGMENT

- THE STATE OF.

COUNTY OF
BEFORE ME, the undersigned authority, on this day personally ~appeared
; Xnown to me to be the person whose name 3is.
of

, & corporation, and acknowledged to me that
in the

S

subscribed to the foregoing instrument, a

he executed the same -for the purposes and consideration therein expressed,
capacity stated, and as the act and deed of said corporation.

day of

‘ Given under my
A,- D‘u 19 -

hand and seal of off,ice' this the

My Commission Expires:

Notary Public in and for
County, .
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ARTICLE XVI.
MISCELLANEOU3

This agreement shall be binding upon and shali inure to the benefit of the parties bereto and to their
respeclive heirs, devisees. legal representatives, successors and assigns.

‘This instrumém n%ay be executed in any number of counterparts, each of which shall be considered
an original for all purposes.

. l i )
IN WITNESS WHEREOF, this agreement shall be effective as of ng\bo‘da_v of OC/+0L-‘='f'

19@..' - Ak —_n - o~y T Ty S e

OPERATOR

} | ‘bca 8: O, 2’ Hear -

_ C.E. Mear, Attorney-ir-Fact
KL{@T

NON-OPERATORS

T. 3. SIVLEY

W. T. WYNN

JOHN R. TRIGG

ATLANTIC RICHFIELD COMPANY

o, KV Q) —

ATTGRNEY IN FACT I

a-
‘ﬁ
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CORPORATION ACKNOWLEDGMENT

THE STATE OF

COUNTY OFj77b44£2Zt7¢4{7

BEngé{gE the under51gned authority, on this day personally appeared
; known to me to be the person whose name is

subscriled Lo “th foregolng instrument, asg£12h¢lééqug§1- 4z¢;74' of
7 , a corpekation, and acknowledged to me that
‘he executed the e f; the purpose and conglde*-“lon therein expressed, in the

capacity stated, and as the act and deed of said “corporation.

: Given’ under my hand and seal of office this the gz —'day of /{7£gé§%¢£2A;,/
ALD J.QQQ .

1

My Commission Expires: ' E;7A§7 _Jéil
/274 5%/79&// : : D o £ 5D ///
’ N@y P’Sb ic in and for %é &42
st

County,

¢ .

CORPORATION ACKNOWLEDGMENT

THE STATE OF <A £fme
COUNTY OF PV tamd

4/ BEFORE MC, the undersigned authority, on this day personally appeared
(,74»V¢¢4u1, : known to me to be -the person whcse name is
suoscrloeo to the foregoing instrument, as CLCLPLﬂL¢+ [,M,J}acxf of
b a e g;&i—llbedL (e DAy % a corporation, and acknowledged to me that
he executed the sdme for the p&&posé% and consideration therein expressed, in the
capac1ty statgd, and as the act and deed of said corporation.

vl

u"

"3*7 leen:sz?er my hand ané seal of office this the LS}QL)day of s m e _arcy

ipT e gt 4
‘/%;'.’ P -'. < - S8
Comm1551on‘§xpzres- ST
3, /75"/ '
W : {)A//& /,‘/:)7 M-Jy . Yvonre Brooks

.-)_ ﬁ ,‘ gﬁtary Publxc in and for Qfﬁ44¢é4:ﬁji_

o

CORPORATION ACKROWLEDGMENT .

 THE STATE OF

COUNTY OF

BEFORE ME, the undersigned authority, on this day personally appeared
; known to me to be the person whose name is

subscrzbed to the fore901ng instrument, as of
; & corporatlon, and acknowledged to me that

he executed the same for the purposes and consideration therein expressed, in the
capacity stated, and as the act and deed of said corporation. .

Given under my hand and seal of office this the . day of
A.D. 19 .

My Commission Expires:

Notarv Public in and £or
County,




SRC-Empire Federal "21" & "21-A"
Com. §1 500478

THIRD AMENDED
EXHIBIT "A"

Attached to and made a part of Operating Agreement by and between Southland
Royalty Company, Operator, and other signatory parties, Nor-Operators.

CONTRACT AREA:

Section 21, T18S, R29E, Eddy County, New Mexico,.telow a depth of 3,500'.

ADDRESSES AND WORKING INTERESTS OF THE PARTIES:

Southland Royalty Company
1100 wall Towers West
Midland, Texas 79701

John H. Trigg
P. O. Box 520
Roswell, New Mexico 88201

W. T. Wynn
1603 West Dengar
Midland, Texas 79701

T. J. Sivley
P. O. ‘Drawer "GG"
Artesia, New Mexico 88210

ARCO

P. O. Box 1610.
Midland, Texas 79702
Total

Southland Royalty Company
John H. Trigg

'W. T. Wynn

T. J. Sivley

ARCO

-

Southland Rovalty Company
John B. Trigg

W. T. Wynn
T. J. Sivley
ARCO

Total

BEFORE PAYOUT

.330769231

.173076923

.496153846
1.060000000

AFTER PAYOUT

.321394231
_0- :
.02343750
.173076923
. 482091346
1.000000000

AFTER 300%8 NON-CONSENT PENALTY

259375
.187500
.0234375
.140625
-3890625
1.0006000




SRC Empire Fed. "21"
Comm. #1
500478 J/0

SECOND AMENDED
EXHIBI':‘ IIAII

Attached to and made a part of Operating Agreement by>and between Southland
Royalty Company, Operator, and other signatory parties, Non-Operatores.

Il - S - .

] - s . FRe- LaITL eIl

CONTRACT AREA:

Section 21, T18S, R29E, Eddy County, New Mexico, below a depth of 3,500’.

ADDRESS AND WORKING INTEREST OF THE PARTIES:

Southland Royalty Compzny 0.26875 0.259375
1100 wWall Towers West
Midland, Texas 79701

John H. Trigg 0.1875000 0.18750060
P. 0. Box 520
Roswell, New Mexico 88201

W. T. Wynn ' -0- 0.02343750
1603 W. Dengar

Midland, Texas 79701

T. J. Sivley 0.1406250 0.14062500
?, 0. Drawer "GG" )
Artesia, New Mexico 88210

BRCO 0.403125 0.3890625
P. O. Box 1610
Midland, Texas 79702

1.000000 1.0000000




LACIDIA D

Attached to aund made a part ! Operating Agreement dated Sept:.mber 23, 1980, by and
between Southland Royalty Company, Operator, and other signatory partlf‘s }‘on Operator.

OIL AND JAS 1LEASE

THIS AGRLEFENT made thas day of 15 . between
T Lessor, ond a3 Lesses, WITNESSETH:
. Lessor in consideration of Ten and Xo/100 Dollars ($10.00) in hand psid of the royalties herein provicded, and of the agreements

o0f Lnssor herein contained, hereby grants, lesses and lets exclusively unto Lessee for the purpose of investigating, exploring, producing,
drilling an? riring for ard producing cil and oas, Jaylng pipe lires, bullding roads, tanks, power 3tstions, telepiwne Jinei and Glins
structures thereon to produce, cara, take care of, treat, transport, and own 3sié products, the folloving

descrived land fn . County, Texas, to-wit:

4. .. .- - R g Ame e I

and containing acres, more or less. 1In the event a resurvey of ssid lands shall reveal the existance of excess
and/or vacant lands lying adjacent to the lands cbove described and the Lessor, his heirs, or asgignk, ehalld by wirtuve of its ownership
of the lands adove Jdescribed, have preference right to acquirxe said excess and/or vacant lands, then fn that event this lease shall
cover and include all such excess and/or vazant lands which the Lessor, its successors or sssigns, shall have the preference right o
acquire by virtue of its ovnership of the lands above described as and vhen acquired by the Lessory and the Lessee shall pay the
Lessor for such eizcess and/or vacart lands at the same rate per acre as the cash consideration paid Zor the acreage hereinabove

mantioned.

2. Subject to the other provisions ).me’reln contnir.'ed, this lesse shall be for a teiw of from this
-date (called "primary term®) and as long thereafter as oi) or gas S produced fros said land hereunder.

3.  The royalties to be paid Lessor are: () on oil one-eighth (1/8)
of that produced and saved fror aaid land, the same to be delivered at the wells or to the credit of Lessor into the pipe line to
which the vells ray be connected; lessee ray from time to time purchase any royslty oil in its possession, paying the market price
theiefor presilllng for the field where produced on the date of purciase; and {b) en gas, i sluding cashinghead gas or other gsseous
substance, produced from said land and s0ld or uted off the prenises ox in the manufacture of gasoline or other products therefrom, ‘
the parkel value at the wel) of one-eighth (1/ of

the gas so sold or used, provided that on gas sold at the wellr the scyslty -shall be one—el ghth (178)

of the amount realized from such sale: where gas fro= a well producing gas only is not sold or used, Lessee cay pay 43 annual royaity,
commencing ninety {90) days after such well is first shut in, the sum of per well
per year, and uvpon such payment it will be considered that gas is being produced within the meaning of Paragreph 2 hered?!; provided,
however, that such shut in payments shall not continue this Jeasc in force for ary consecutive period of more than

years. Llessee shall have free use of oil, ¢as and vater frorm said land, except water fros Lessor's wells, fcr all operations-here-
under, and the royalty on 0il, gas or water shall be computed after deducting any so used.

4. 1f prior to discovery of oil or 9ss on said land, Lesree should drill & dry hole or holes thereon, or if after diiscovery of
©i) or car, the production thereof should cease from any cavse, this lesse shall not terninate i{ Lessee comrences additicnal
drilling or re-working operations within sixty (60) days thereafter. 3I{ at the expiration of the primary term, oil or cas is not
being procuced on said land, but Lessee is then engaged in drilling or re~working operations thereon, the lease shall remain in force
s0 long as operations on saié well or for drilling or re-working of any additional well are prosecuted with no Ccssation of wore than

M zixty (60) consecutive days and if they result in the production of oil or gas so long theresfter as oil or gas is produced from said

: land. 1In the event a well or wells producing 0il or ¢as in paying quantities should be brought in on adajacent land and draining the

: ieased preaisss, lessee agrees to dril) such offset wells as a reasonadbly prudent oper-tor would drill under the same or zimilar
circumstances.

5. Lessee shal) have the right at any time until six months after the expiration of this lease to remove all property and
fistures placed by Lessee on said land, including the right to drav and rerove all casing. Wwhen required by lessor. Lessee will bury
a1l pipe lines belov ordinary plow depth, 2and no well shall be drilled within two hundred (200) feet of -any residence or barn ncw on
said land without Lessor's consent. .

6. The rights of either party hereunder may be assigned in whole or in part and the provisions hereof shall extend to the '
heirs, successors end assigns, but no change or division in ownership of the lard, or roy:alties, however accomplished, sheil operate
to eLlarge the obligations or diminish the rights of lessor. No saie Or enlargement by either party shall be bindiny on vhe other
party hereto until ruch party shall have been furnished with a certified copy of recorded instrument evidencing same. If six or more
parties become entitled to royalty hereunder, Lessee may withold payment therecf unless and wntil furmshec with a fecordadble-instruv-
ment executed by all such parties desigrating an agent to receive payment for ail.

7. Lessor herein makes no warranty of title, either express or {=;lizd. Lessor hereby agrees that Lessee at its option may
d{scharge any tax, martcage or other lien upon sald land and in the event lessee does 50, it shall be subrogated to such lien vith the
right to enforce same and apply royalties accruing hereunder tovard satisfying same. It is agreed that if Lessor owns an interest i»
said Jand Jess than the entire fee sizple, then the royalties to b paid Lessor shall be reduced pProportionately.

8. 1f any cperations permitted or required hereunder or the performance by Lessee of an’y covenant, agreement or requircwent
hereof is delayed or interrupted directly or indirectly by any past or future acts, orders, regulations, or requirerents of the
Government of the United States or of any state or other governmental body, or any agent, officer, representative or authority: of any
of them, the pericod of such Delsy or intexsiuption shall »ot Le counted sgainst the lessee, and the pripary term of this lease shall
avtosatically be extended after the expiration of the primery term set’ forth in Section 2 above $0 long as the couse or causes for
such delay eor interruption continue and for a period of six (6) wmonins theresfter; and such ertended term shall constituie and shall
be considered for the purposes of this leasc as a part of the primary term hereof. 7The lessee shall not be liable to lessor ia damages
for failure to perform any operation permitted or required hereunder ©or to compiy with any covesant, soreement OF requiresent hereoi

" during tha time lessee is zelieved fzox: the obligations to comply with such ccvemmu. agTeements, Or reguirements.

IN WITRLSS WKCAZIF, this instrusent {s emecuted on the date first above written.
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EXHIBIT Yo "

Attached to and made a part of .Qperating Agreemevt dated —
Septepber 23, 3980, by and_hetween_Sonthland Rovalty Company,
Qperator,. and_other signatory parties, Non-Operators. e

! ACCOUNTING PROCEDURE
JO!NT OPERAT!ONS

P . [ .
= v

I. GENERAL PROVISIONS

1. Definitions .
“Joint. Property" shall mean the real and personal property subject io the agrcement to which this Accounting
Procadure 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 mean the ‘account showing the charges paid and credits recewed in- the conduct of the Joint
Operations and which are to be shared by the Parties.
‘Q_perator" shali mear: the party designated to conduct the Joint Operations.
“Non-Operators"” shall mean the parties to this agreement other than the Operator.

“Parties” shall mean Operator and Non-Operators.

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

“Technical Employees” shall mean those employees having special and specific engineering, geclogical or other
professional skills, -and- whose primary function in Joint Operations is the handling of specific 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 employeces.
“Materiai” shall mean personal property, equipment or supplies acquired or held for use on the Joint Progerty.

i “Controllavie Materjal” shall.mean Material which at the time is so classified in the Material Classitication Manual
as most recently rccemmended by the Council: of Petroleum Accountants Societies of North America,

2, Statement and Billings )
Operator shall bill Non-Operators on or before the last day of each month for their propertiunate share of the
Joint Account for the preceding month. Such bills will be accompanied by siatemenis 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 items of Controllable Material and unusual charges and crediis shall be sep-’

arately identified and fully described in detail,

3. Advances and Payments by Non-Operators

Unless otherwise provided for in the agreement, the Operator may require 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

Each Non-0perator shall pay its proporiivn of all bi 15 wititin ffteen {15) days after receipt. If payment is not
made within such time, the unpaid balance shall bear interest monthly at ﬁxe—ra-te-of-(we}ve-pertcnt-(i%%-)-per
akRum-or the maximum contract rate permitted by the applicable usury laws in the state in which the Joint
Property is located, whichever is the Jesser, plus attorney’s fees, cousrt costs, and other costs in connection with

the col]ectxon of unpand amounts.
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Payment of any such bills shall not prejudice the right of any Non-Operator to protest or guestion the correct-
ness thervof; provided, however, all bills and statements rendered fo 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 -
be made unless it is made within the same prescribed period. The provisions of this paragraph shall not prevent
adjustments resultmg from a physical inventory of Controllable Material as provided for in Section V.

5. Audits
A, Non-Operator, upon notice in writing to Operator and all other Non-Operators shan have the right to amut 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 making 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 eﬁnn 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 portton of the Non-Operators’ audit cost incurred under this paragraph unless agreeii

P to by the Operator. v

: 6. Approval by Non-Operators - i
Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sec-
tions of this Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains.

no contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operator's proposal, and. ..
the agreement or approval of a ma;onty in interest of the Non-Operators shall be controlling on all Non-Operge. '

s o i 7
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11. DIRECT CHARGES

"+ Operator shall charge the Joint Account with the following items:
1. Rentals and Royalties

2,

8.

I.ease rentale and royzlties paid by COpcerator for the Joint Operations.
Labor’

A. (1) Salaries and wages of Operator’s field employees directly emp]oyéd on the Joint Property in the c
’ “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 charg
excluded from the Overhead rates,

B. Operator's cost of holiday, vacation, sickbéss and disability “beénefils and other customary allowances p
employees whose saliries and wages are chargeable to the Joint Account under Paragraph 2A of this S
II. Such costs under this Paragraph 2B may be charged on a “when and.as paid basjs"” or by “percenta
sessment” on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A ¢
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 assessraents imposed by governmental authority whic
applicable to Operator's costs chargeable to the Joint Account under Paragraphs 2A and 2B of this
tion II.

D. Perscnal Expenses‘ of those¢ employees whose salaries and wages are charg'eable to the Joint Account
Paragraph 2A of this Section I

Employee Benefits . ) )
dperator‘s current costs of established plans for employees’ group life insurance, hospitalization, pensio)
tirement, stock purchase, thrift, bonus,-and other benefit plans of a like nature, applicable to Operator's
cosi chargeable to the Joint Account under Paragraphs 2A and 2B of this Section 1I shall be Operator’s .
cost not to exceed twemtype——cemt—(28<¢). the most recent rate recommended by COPAS.

Material i

Material purchased or furnished by Operator for use on the Joint Property as provided under Section 1V.
such Material shall be purchased for or transferred to the Joint Property as may be required for immediat
and is reasonably practical and consistent with efficient and economical operations. The accurmnulation o
plus stocks shall be avoided.

Transportation
Transportatici of employees and Material necessary for the Joint Operations but subject to the following Ii
tions:

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

B. If surplus Material is moved to Operator’s warehouse or other storage point, no charge shall be made {
Joint Account for a distance greater than the distance to the nearest reliable supply store, recogmized
terminal, or railway receiving point unless -agreed to by the Parties, No charge shall be made to the Join
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 truckin,
of $200 or less excluding accessorial cnarges.

Services

The cost of contract services, equipment and utilities provided by outside sources, except services exclude
Paragraph 9 of Section II and Paragraph 1. ii cf Section III. The cost of professional consultant services and
tract services of technical personnel directly engaged on the Joint Property if such charges are excluded fror
Overhead rates. The, cost of professional consultant services or contract services oi iechnicai personnei nt
rectly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed 1

the Parties.

Equipment and Faciiiﬁes Furnished by Operator

A Operator shall charge the Joint Account for use of Operator owned equipment ‘and facilities at rates
mensurate with costs of cwnership and operation. Such rates shall include costs of maintenance, repairs;.
operating expense, insurance, taxes, depreciation, and interest on investment not to exceed eight per cent’
. per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediate

of the Joint Property. » - » ‘

B.. In ijeu of charges in Paragraph 7A above, Operator may elect to use average cormumnercial rates prevaili

" the immediate area of the Joint Property less 20%.  For automotive equipment, Operator may elect to use
published by the Petroleum Motor Transport Association. :

Damages and Losses to Joint Property - - - :
All cosis or‘éxpenses necessary for the repair or replacement of Joint Property made necessary because
ages or .losses incurred by fire, flood, storm, theft, accident, or other cause, except those re_sulting from Q
gTOSS negligence or willful misconduct. Operator shall furnish Non-Operator written notice of damags Br |

incurred as soon as practicable after a report thereof has been received by Operator. :

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of j
and amounts paid for settlement of claims incurred in or resulting from operations under the. &

necessary to protect or recover the Joint Property, except that no charge for services of Operator's ‘
or fees or expense of outside atlorneys shall be made unless previously agreed to by the Partxes. Al other
expense is considered to be covered by the overhead provisions of Section IO unless otherwise agreed to. by
Parties, except as provided in Section I, Paragraph 3.. e
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10.

11,

12,

_Overhead - Drilling and Producing Operations

- - (

( (

A
: I
. All taxes of every kind and nature assessed or levied upon or in connection witii the Joint Property, the opera- I
tion thereof, or the p*oduc'lon therefrom, and which taxes have been paid by the Operator for the bnﬂeh' of the
i

Taxes

Parties.

Insurance

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Par- |
ties. In the event Joint Operations are ¢onducted in a state in which Operator may act as self-insurer for Work-
men’s  Compensation and/or hmp]oyers Liability under the respective state’s laws, Operator may, at its election,
include the risk under iis sel{-insurance prograrn and in tha! cveni{, Operator shall inciude a charge at Operators
cost not to exceed manual rates.

Other Expenditures

Any other expenditure not covered or dealt with in"the foregomg provisions of this Section i, or in Section 11,
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operatlons

11i. OVERHEAD

i. As compensation for administrative, supervision, office serwces and warehousing costs Operator shall charge

drilling and producing operations on either:
£ ) Fixed Rate Basis, Paragrapn 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 personne], except those directly chargeable
under Paragraph 2A, Seciion II. The cost and expense of services from outside sources in connection with
matters of taxation, ’Mff‘c, accounting or matters before or involving governmental agencies shall be considered
as ircluded in the Overhead rates provided for in the above selected Paragraph of this Section II1 unless suck
cost and expense are agreed to by the Parties as a direct charge to the Joint Account.

ii. The selaries, wages and Personal Expensec of Technical Employees and/or the cust of professional consultant
services and contract services of technical personnel directly employed on the Joint Property shall ( ) shall
not ( x ) be covered by the Overhead rates.

A. Overhead - Fixed Rate Basis

(1) Operator shall charge the/omt the following rdtes per well per month:
Drilling Well Rate $/ 3,000.00

300.000 /

Producing Well Rate
(2) Application of Overhead leed Rate Basis shall be as follows:

" (a) Drilling Well Rate .
[1] Charges for onshore drilling wells shall begin uvn 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 consecutive days.

[2] Charges for offshore drilling wells shall begin ¢n the date when drilling or completion equipment
arrives on location and terminate on the date the drilling or comp.etion equipment moves off loca-
tion or rig ic released, whichever cccurs first, except that no charge shall be made durmg suspen-
sion of drilling operations for tifteen (15) or more consecutive days

s of workover or »-nnamnlaha-\ far o nnv-uvl r\f five (‘i\ coN- !
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secutive days or more shall be made at the dnlhng well rate Such charges shall be apphed for
the period from date workovef 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 montb

[2] Each active completion in a multi-completed well ir which productxon 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 authonty

. [3] An inactive gas well shut in because of overproductmn or failure of purchaser to take the produc—
tion shall be considered as a one-well charge provxdmg the gas well is directly connected to a per-
manent sales outlet.

{4] A one-well charge may be made for the month in which pluggmg and” abandonment operatxons .
are completed on any well

[5] All other inactive wells (xnciudmg but not limited to inactive wells covered by unit allﬂwahle,
lease allowable, iransferred allowable, etc.} shall not qualify io* an overhead charge. v

(3) The well rates shall be adjusted as of the first day of April each year fol]owxng the effective date of the
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by multi-
plying the rate currently in use by the: percentzge increase or decrease in the average weekly earmngso[
Crude Petroleum and Gas. Producuon Workers for the last calendar year compared to the calendar y
preceding as shown by the index of average weekly earnings of 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 pubhshed by Statistics Canada, as applicable. The adjusted rates shallrbe’ o
the rates currently in use, plus.or minus the computed ad}.xsanent. ‘
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Percemtage—Basie-
- .11_ R ¢ perator shall charge the Joint Account at thé following rates:
(a) “Bevelopment '

ISR |

- Percent ( %) of the cost of Development of the Joint Properiy exclusive of vosts
er Paragraph 9 of Section II and all salvage credits.

providéd u
(L) Operating
: e %) of the cost of Operating the Joint Property exclusive of costs provided
vnder Paragraphs 1 and 8 ¢&Section II, ali saivage credits, the value of injected substances purchased
for secoindary recovery and all td and assessments which are levied, assessed and paid upon the min~
cral interest in and to the Joint Propeuty.

(2) Application of Ovgrhead - Perccntage Basis sh
For the purpose of determining’ charges on a pérce
velopment shall include all costs in connection with dri
tions on any or all wells involving the use of drilling crew &
necessary in preparation for drilling and expenditures incurred 1
pleted as a producer, and original cost of construction or installation
assets and any other project clearly discernible as a fixed ascel except

%WM&%MM

. 2. QOverkead - Major Construction

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the ex-
pansion of fixed assets, and any other project clearly discernible as a fixed asset required for the developmen{ and
operation of the Joint Property, 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

A. 2:0 9 of total costs if such costs are more than $_25,000.00  but less than $100,000.00 : plus
B. 2:0 9 of total costs in excess of $_100.000.00 but less than $1,000,000; plus ;
C. 2-0 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, tt« componeni parts
of a single project shall not be treated separately and the cost of drilling and workover wells shall be excluded.

3. Amendment of Rates

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

be as follows: '
agé basnf under Paragraph 1B of this Section III, de- :
, redrilling, deepening or any remedial opera-
equipment; also, preliminary expenditures
gbandoning when the well is not com-
ixed assets, the expansion of fixed
jor Construction as defined in

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-
terial movements affecling 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 .ion-Operator. Operator shall-make timely dispositicn

. 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 obligation to purchase, interest of Non-QOpera-
tors in surplus condition A or B. Material. The dispusal 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 paxd by Operator after deduction of all discounts received. 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

2. Transfers and Dispositions

Maierial furiished to the Joint Property and Material transferred from the Joint Property or dzsposed of by the
Operator, unless otherwise agreed t¢ by the Parties, shall be priced on the following bases =xciusive of cash dis-

counts:

A. New Material (Condition A)

(1) Tubular goods, except line pipe, shall be priced at the current new price in effect on date of movement on a
maximum carload or barge load weight basis, regardless of quantity transferred, equalized to the lcwest
published price f.0.b. railway receiving point or recognized barge terminal nea.rest the Joint Property
where such Material is norinally available.

(2) Line Pipe

(a) Movement of less than 30,000 pounds shall be priced at the curren{ new price, in effect at date of
movenient, as hsted by a rehable supply store nearest the Joint Property where such Material is nor-

mally available.
(b)Y Movement of 30, 000 pounds or more shall be priced under provxsxons 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 reliable.
supply store or f.o0. b railway recewmg point nearest the Joint Property where such Material is normally

available. _
B. Good Used Material (Condmon B) )
Material in sound and serviceable condition and suitable for reuse without recondiuonmg.
(1) Material moved to the Joint Property '
‘ k T (a) At seventy-fxve percent (75%) of current new price, as determined by Paragraph 2A of this Section ]
(2) Material moved from the Joint Property

(a) At seventy-fwe percent (75%) of current new price, as determined by Paragraph 2A ot this Section. IV,
if Material was ongmally charged to the Jomt Accoun: ns new Material, or .
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(b) at sixty-five percent (659% ) 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¢z) of current new price.

The cost of reconditioning. if any, shall be absorbed by the transferring property.
C. Other Used Material {Condition C ang 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 Materiza l including Junk “shall be pnced al 3 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 Maferial under procedures normally utilized by the Operator without prior approval
of Non-Operators.

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

E. Pricing 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 custs 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 obtainable at published or listed prices bccause of national emergencies, strikes
r oiher unusual causes over which the Operator has no contro}, the Operator may charge the Joint Account for the
required Material at the Operator’s actua) cost incurred in providing 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 billing Non-Operators for ruch Material. Each Non-Operator shall have the right, by so electing and
notifying Operator within ten days after receiving nolice from Operatcr, to furnish in kind all or part of his share

of such Material suitable for tise and acceptable to Operator.

Warranty of Material Furnished by Operator
Operator does not warrant the Material furnished. In case of defective Material, credit shall not be passed to the
Joint Account until adjustment nas been received by Operator from the manufacturers or their agents.

V. INVENTORIES
Operator shall maintaih detailed records of \,omrollable 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 inventory shall be given by Operator at ieast ihiriy {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 ir.ventory taken by Operator.

Reconciliation and Adjustment of Inventories

Reconciliation of a physxcal inventory with the Joint Account shall be made, and a list of overages and shortages
shall be furnished to the Non-Operators within six menths following the takmg of the inventory. Inventory ad-
justments shall be made by Operator with the Joint Account for overages and shortages, but Operator shall be
heid accountable only for shortages due to lack of reasonable diligence.

Spemal Inventories »
Special Inventories may be taken whenever there is any sale or change of ‘interest in the Joint Property. It shall
be the duty of the party selling to 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 Conducting Periodic Inventories
The expense of conducting periodic Inventories shall not be charged to the Joint Account unless agreed to by the
Parties.




EXHIBIT "D"

INSURANCE

Attached to and made a part of Operating Ahgreement dated September
23, 1380, by and between Southland Royalty Company, Operator, and
other signatory parties, Non-Operators.,

(a) Operator shall at all times during the torms of this Agreement carxy
insurance to protecct the parties hereto as follows:
- 4 - e e LR el e e S R

(1) Workmen's compensation and occupational disease insurance as

required by the laws of the statc or states in which operations

will be conducted and employer's liability insurance with a limit

of not less than $100,000.
(2) comprehensive generxal public liability insurance, excluding products
- lizbility insurance, with limits of not less than: $100,0C0 applicable
to bodily injury, sickness or death of any one person and $200,000
for more than one person in any one accident, and $100,000 for loss
of or damace to property in any one accident and $100,000 ‘acgregate
limit arpllcable to all loss of or damage to property du*xng the
pollcy period. .

{3} Autermotive public liability insurance covering all automotive eguip-
ment used in performance of work under this Agreement with limits

of not less than: $100,000 applicable to bodily injury, sickness
or-death of any one person and $369,000 for more than’ one person

in any one accident. '

(b) Operator shall require all contractors performing work under thzs'
Agreemenu to carry the following insurance:

(1) WOrkmen's compensation and occupationaf disease insurance as reguired
by the laws of the state or states in which operations will be con-

o A f Qe s

ducted and employers' 1liability insurance with a limit of not less

than $100,000. .
(2) Comprehensive general lizbility insurance with limits of not less

than: $100,000 applicazble to bodily injury, sickness or death of

any one person ard $300,000 for more than one peréon in any one

accident, and $100,000 for loss of or damage to property in any one

accident and $100,000 aggregate limit apolicable to all loss of

or damage to property during the policy pericd. -
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equlpment-used in performance of work uncder this Agreement with
linits of not less than: $100,000 applicable to bodily injury,
sickness or death of any one person and $300,000 for more than one
person in any one accident, and $100,000 for less of ‘or damage to
properuy in any one accicdent.
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- hold each other harmless from any and all claims for royalty payments asserted

" otherwise disposing of its share of the gas produced from a proration unit with

-taxes due on such gas.

'Noth1ng herezn shall be construed to deny any party the right, from time to

EXHIBIT "E"

GAS BALANCING AGREEMENT

Attached to and made & part of Operating Agreement dated September 23,
1980, by and between Southland Royalty Company’, Operator, and other
signatory parties, NonOperators.

The parties to the Operating Agreement to which this agreement is attached, own
working interest in the gas rights underlying the Unit Ares covered by such
Operating Agreement in accordance with the percentages of participation as set
forth in Exhibit "A" to said Agreement.

In accordance with the terms of- the Operating-Agreement, each party thereto

has the right to take in kind its share of gas produced from the Unit Area and
market or otherwise dispose of same. In the event any party hereto is not at
any time taking or marketing its share of agas, or has contracted to sell its
share of gas produced from the Unit Area to a purchaser which does not at any
time take the full share of gas att. "hutable to the interest of such party, the
terms of this agreement shall automatically become operative.

During the period when any party hereto is not marketing or otherwise disposing
of its share of gas produced f¢om any proration unit within the Unit Area, the
other parties hereto shall be entitled to produce, in addition to their own

: share of production, that portion of such other party's share of production

which said party is unable to market or otherwise dispose of and shall be entitled
to take such gas production and deliver same to its or their purchaser(s). All
part.ies hereto shall share in and own the liquid hydrocarbons recovered from such
gas by lease equipment in accordance with their respective interests; and subject
to the aforesaid Operating Agreement, but the party or parties taking such gas
shall own all of such gas delivered to its or their purchaser({s).

An account shal. be established for each party not marketing or otherwise dis-
posing of its share of the aas produced which account shall be c¢redited with an
amount of gas equal to such party’'s full share of the gas produced, less its
share of gas used in lease operations, vented or lost, and less that portion mar-
keted or otherwise disposed of by such party. The Operator will maintain a
current over and under account of the gas balance between the parties and will
furnish all parties hereto monthly statements showing the total quantity of gas
produced, the amount used in lease operations, vented or lost, the total quantity
of 1iquid hydrocarbons recovered therefrom, and the monthly and cumulative over
and under account of each party.

Each party hereto will make settlement thh the royalty owners to whom it is
dccountable, just as i1f such party were marketing or otherwise d1spos1ng of its
share, and its share only, of such gas production. Each party hereto agrees to

by royalty owners to whom each party is accountable. The term "royalty. owner"
shall include owners of royalty, overriding royaities, production payments and
similar inlerests. )

After notice to the Operator, any party at any time may begin marketing or

respect to which it has an undér account baiance. In addition to such share,.
said party, until it has balanced ‘the gas account as to its interest, shall be
entitled to take a share of gas determined by multiplying thirty-three and one-
third percent (33 1/3%) of the interest in the current gas production of the
party or parties hav1nq an over account balance by a fraction, the numerator of
which is the interest in the proration unit of such party with the under account
balance and the deriominator of which is the total percentage interest in such
proration unit of all parties-having an under account balance and who are cur-
rently marketing or otherwise disposing of a portion of their under account
balance in addition to their share of gas.

Each party narket1ng or otherwise disposing of gas shall pay the productwon

time, to produce and deliver to its purchaser its full share of the allowable
gas production to meet the deTlve"ab111tv tests required by its purchaser.




During the performance of this contract, the Operator agzees as follows:

1.

* The’ 0perator will include the provisions of paragraphs (1) through (7) in every

TN
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EXHIBIT "F"

Attached to and made a part of Operating Agreement dated September 23,
1980, by and between Southland Rovalty Company, Operator, and other
signatory parties, NonOperators.

EQUAL EMPLOYMENT OPPORTUNITY PROVISION

The Operator will not discriminat® against~afiy @émployee or applicant for
employment because of race, color, religion, national origin or sex. The
Operator will take affirmative action to encure that applicants are employed,
and that employees are treated during employment without regard to their race,
color, religion, national origin or sex. Such action will include, but not be
limited to the following: Employment, upgrading, demction, or transfer, re-
cruitment or recruitment advertising; layoff or termination; rates of pay or
other forms of compensation; and selection for training, including apprentice-
ship. The Operator agrees to post in conspicuous places, available to employees
and applicants for employment, notices to be provideé for the contracting ’
officer setting forth the provisions of this non-discrimination clause.

The Operator will, in all solicitations or advertisements for employees placed
by or on behalf of the Operator, state that all qualified applicants will re-
ceive consideration for employment without regard tc race, color, religion,
national origin or sex. )

The Operator will send to each labor union or representative of workers with
which it has a collective bargalnlng agreement or other contract or understand-
ing, a notice to be provided by the agency contracting officer, advising the
labor union or workexs' representative of the Operator's commitments under
Section 202 of Executive Order 11246 of September 24, 1965, and shall post
copies of the notice in conspicuous places available to employees and appli-
cants for employment. ‘

The Operator will comply with all provisions of Executive Order 11246 of.
September 24, 1965, and of the rules, regulations, and relevant orders of the
Secretary of lLabor.

The Operator will furnish all information and" reports required by Executive

Order 11246 of September 24,-1965, and by the rules, regulations, and orxders of
the Secxetary of Labor, or pursuant thereto, and will permit access to its
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.

In the event of the Operator's non-compliance with the non-discrimination
clauses of this contract or with any of such rules, regulations, or orders,
this contract may be cancelled, terminated or suspended in whole or in part and
the Operator may be declared ineligible for further Government contracts 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 provided by law.

subcontract or purchase order unless exampted by rules, regulations, or corders
of the Secretary of Labor issued pursuant to Section 204 of Executive Order
11246 of September 24, 1965, so that such provisions will be binding upon each
suhcontracto: or vendor. The Operator will take such action with respect to
any subcontract oxr purchase order as the contracting agency may direct as a
means of enforcing such provisions including sanctions for non~compliance’:

Provided, however, that in the event the Operator becomes involved in, or is
threatened with, litigation with a subcontractor or vendor as a result of such
direction by the contracting agency, the Operator may request the United States -
to enter into such litigation to protect the interests of the United ‘States.




Should production of gas from a proration unit be permanently discontinued

befere the gas account is balanced, settelement will be made between those
parties credited with under account and over account balances. In making such
settiement, the party or parties credited with an under account balance will bde
paid by the party or parties credited with an over account balance a sum of
money equal to that received actributable to such over account, less applicable
taxes theretofore paid. For gas sold or delivered into intrastate commerce said
sum shall be computed at the price received for sale of the gas. For gas sold

-.or delivered ‘into interstate commerce said sum shall be computed at the rate

collected, not subject to possible refund, as provided by the Federal Energy
Regulatory Commission, plus any additional collected amount which is ultimately
not required to be refunded, such additional collected amount to be accounted
for at such time as final:determination is_made with respect thereto.

Nothing herein shall change or affect each party's obligation to pay its pro-
portionate share of all costs and liabilities incurred, as provided in the
aforesaid Operating Agreement.

This agreement shall constitute a separate agreement as to each prorvation unit
within the Unit Area. It shall inure to the benefit of and be binding upon
the parties hereto, their successors, legai representatives and assigns. It
shall become effective in accordance with its terms and shall remain in

force and effect as long as the Operating Agreement to which it is attached
remains in effect.
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Operator acknowledges that it may be required to file Standard Form 100 (EEOL)
promulgated jointly by the Office of Federal Contract Compliance, the Equal Em-
ployment Opportunity Conmission and 2iazns for Progress with Joint Reporting Com-

-.mittee, Federal Depot, Jeffersonville, Indiana, within thirty (30) days of the date

of contract award if such report has not been filed for the current year and other-

wice comply with or file such othay compliance repnrts as may he required under
Executive Order 11246, as amended and Rules and kegulations adopted thereunder,

Operator further acknowledges that he may be required to develop a written affirma-
tive action compliance program as required by the Rules and Regulations approved by
the Secretary of Labor under authority of Executive Order 11246 and supply Non-
Operators with a copy of such program if they so requested.

- - e mmmw . T
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APPROVAL =~ CERTIFICATION ~ DETERMINATION

Pursuant to the authority vested in the Secretary of the Interior under Section 17 (j)
of the MNineral Leasing Act of 1920, as amended (74 Stat. 784; 30 U.S.C. 226 j), and
delegated to the Area 0il and Gas Supervisors cf the U. S. Geological Survey, 1 do
hereby:

Al Approve the attached Communitization Agreement covering the
North One-Half (N/2} sSection 21, Township 18 South, Range 29
Fas N.M.P.M., Eddy County, New Mexico ’
as to natural gas and associated llqu1d hydrocarbons producible
from the Cisco, Canyon, Strawn, ‘Atoka;-and-Morrow formation.

B. Determine that the Federal lease or leases as to the lands com-
mitted to the attached agreement cannot be independently de-
veloped and operated in conformity with the well-spacing program
established for the field cr area in which said lands are located,
and that consummation and approval of the agreement will be in
the public interest.

C. Certify and determine that the drilling, producing, rental,
. minimum royalty and royalty requirements of the Federal lease -
. or leases committed to said agreement are hereby establisheqd,
altered, changed, or revoked to conform with the terms and
conditions of the agreement.

Approved:

Area 0il and CGas Supervisor
U.S. Geological Survey

Effective:

Contract No.: Com. Agr.
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BEFORE EXAMINER NUTTER
‘OIL CONSERVATION DIVISION
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COMMUNITIZATION AGREEMENT

Contract No,

THIS AGREEMENT entered into as of the_ 8th  day of October , 19 81 | by
and between the parties subscribing, ratifying, or consenting hereto, such parties heing
hereinafter referxed to as "parties hereto”. _ .

WITNESSET H:

WHEREAS, the Act of February 25, 1920, (41 sStat, 437), as amended and supplemented
authorizes communitization or drilling agreements communitizing or pooling a Federal oil
and gas lease, oxr any portion thereof, with other lands, whether oxr not owned by the
United States, when separate tracts uynder such Federal lease cannot be indeperdently de-
veloped and operated in conformity with an established well-spacing program for the field
or area and such communitization or pooling is determined to be in the public interest; and

WHEREAS, the parties hereto own working, royalty or other leasehold interests, or
operating xights under the oil and gas leases and lands subject to this agreement which
cannot .be independently developed and operated in conformity with the well-spacing program
established for the field or area in which said lands are located; and

WHEREAS, the parties hereto desire to communitize and pool their respective mineral
interests in lands subject to this agreement for the purpose of developing and producing
communitized substances in accordance with the terms ard conditions of this agreement:

NOW, THEREFCRE, in consideration of the Premises and the mutual advantages to the
parties hereto, it is mutuwally convenanted and agreed by and between the parties hereto
as follows: .

1. The lands cevered by this agreement ,(hereinafte:r referred to
as "communitized arez") are described as follows:

North One-Half (N/2) of Section 2i,
Township 18 South, Range 29 East,
N.M.P.M., Eddy County, New Mexico

Containing 320 acres, more or less, and this agréement shall include
only the Cisco, Canyon, Strawii, Atoka and Morrow formations under-
lying said lands and the natural gas and associated liquid hydro-
carbons, hereinafter referred to as "communitized substances",
producible from such formations. Thls agreement shall apply separately
to the Cisco, Canyon, Strawn, Atoka "and Morrow formations in the same
manner as though a separate agreement for each formation had been
entered into.

2. ttached hereto, and made a part of this agreement for all purposes
in Exhibit "B", designating the operator of the communitized area
and showing the acreage, percentage and ownership of oil and gas
interests in all lands within the communitized area, and the
authorization, if any, for communztlzmg or pooling any patent:er=l
or fee lands within the communitized area. y

3. All matters of operation shall be governed by the operator under
and pursuant to the terms and prov:.sxons of this agreement. A ..
successor operator ‘may be. designated by the owners of the working
interest in the communitized area and’ four (4) executed copies of
a desxgnation of successor operator shall be filed with the Azea
0il and Gas Supervisor.
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10.

Operator shall furnish the Secretary of the Interior, or his
authorized representative, with a log and history of any well
drilled on the communitized area, monthly reports or operations,
statements of o0il and gas sales and royalties and such other
reports as are deemed necessary to compute monthly the royalty
due the United States, as specified in the applicable oil and
gas operating regulations.

The communitized arca shall be developed and operated as an
entirety, 'with the understanding and agreement hetween the
parties hereto that all communitized substances produced there-
from shall be allocated among the leaseholds comprising said area
in the proportion that the acreage interest of each leasehold
bears to the entire acreage interest committed to this agreement.

The royalties payable on communitized substances allocated to
the individual leases comprising the communitized area and the
rentals provided for in said leases shall be deterinined and paid
on the basis prescribed in each of the individual leases. Pay-
ments of rentals under the térms of leases subject to this agree-~
ment shall not be affected by this agreement except as provided
for under the terms and provisions of said leases oxr as may
herein be otherwise provided. Except as herein modified and
changed, the oil and gas leases subject to this agreement shall
remain in full force and effect as criginally made and issued.
It is agreed that for any Federal lease bearing a sliding or
step-scale rate of royalty, such rate shall be determined
separately as to production from each communitization agreement
to which such lease may be committed, and separately as to any
noncommunitized lease production, provided, however, as to
leases where the rate of royalty for gas is based on total

lease production. per day, such rate shall be determined by the
sum of all communitized production allocated to such a lease
plus any noncommunitized lease production.

There shall be no obligation on the lessees to offset any well or
wells completed in the same formation as covered by this agree-
ment on separate component tracts into which the commurnitized

' area is now or may hereafter be divided, nor zhall any lessee

be required to measure separately cormunitized substances by
reason of the diverse ownershln thereof, but the lessees hereto
shall not be released from their obligation to protect said
communitized area from draznage of communitized substances by
a well or wells which may be drilled offsetting said area.

The commencement, completion, continued operation or production
of a well or wells for communitized substances on the communi-

- tized area shall be construed and considered as the commencement,

completion, continued operation or praduction on each and all of
the lands within and comprising said communitized area. and
operations or production pursuant to this agreement shall be
deemed to be operations or production as to each lease committed
hereto.

Production of communitized substances and disposal thereof shall’
be in conformity with allocation, allotments, and quotas made or
fixed by and duly authorized person or regulatory body under
applicable Federal or State statutes. This agreement shall ke
subject to all applicable Federal and State laws or executive
orders, rules and regulations, and no party hereto shall- suffexr
a forfeiture or be liable in damages for failure to comply with
any of the provisions of this agreement if such compliance is
prevented by, or if such failure results from, compliance with

* any such laws, orders, rules or rggulatxons.

This agreement is effective 5 ,
(Mcnth) ’ (Day)
upon executzon by the necessary parties, notwith-

(Year)
standing the date of executlon, and upon approval by the
Secretary of the Interior or by his duly authorized representa-
tive, and shall remain in force and effect as to the Cisco,
Canyon, Strawn,--Atoka and Morrow formations individuvally for a
period of two (2) years, and so long thereafter as communitized
substances are or can be produced in paying quantities from




* " ATLANTIC RICEFIELD COHPANY

communitized formations or formation: provided, that prior to
production in paying quantities from the communitized area and
upon fulfillment of all requirements of the Secretary of the
Interior, or his duly authorized representative, with respect
to any dry hole or abandoned well, this agreement may be termi-
natcd at any time by mutual agreement of the partics hercto.
This agreement shall not terminate upon cessation of production
if, within sixty (60) days thereafter, reworking or drilling
operations on the communitized area are commenced and are
thereafter conducted with reasonable diligence Quring the perxriod
of nonproduction., The two-year term of this agreement wili not
in itself serve to extend the texm of any Federal lease which
would otherwise expire during said period.

11. The covenants herein shall be construeé to be convenants run-

of the parties hereto.and their successors in interests uvntil
this agreement terminates and any grant, transfer, or conveyance
of any such land or interest subject hereto, whether voluntary
or not, shall be and hereby is conditioned upon the assumption

" of all obligations hereunder by the grantee, transferree, or
other successot in interest, and as to Federal land shall be
subject to approval by the Secretary of the Interior.

12, It is agreed between the parties hereto that the Secretary of
the Interior, or his duly authorized representative, shall have
the right of supervision over all operations within thé com-
munitized area to the same extent and degree as provided in
the o0il and gas leases undexr which the United States cf america
is lessor and in the appiicable o0il and gas regulations cf the
Department cf the Interior. -

13. This agreement shall be binding upon the parties hereto and
shall extend to and be binding upon their respective heirs,
executors, administrators, successors, and assigns.

14, This agreement may be executed in any number of counterparts,
no one of which needs to be executed by all parties, or may be
ratified or. consented to by separate instrument, in writing,
specifically referring hersto, and shall Le Linding upon all
parties who have executed such a counterpart, ratification or
consent hereto with the same force and effect as if all parties

had signed the same document.

15. Nondiscrimination: In connection with the performance of work
under this agreement, the QOperator agrees to comply with all
of the provisions of Section 202(1) ‘to (7) inclusive, of
Executive Order 11246 (20 F.R. 12319}, as amended which are
hereby incorporated by reference in this agreement.

IN WITNESS WHEREOF, the parties hereto have executed this agreement as of
the day and year first above written znd have. set opposite their respective names,
the date of execution.

' SOUTHLAND ROYALTY COMPANY

BY:4£5 %'\ _

Attorney-In-Fact

J. B. TRIGG s ‘ , T, J. SIVLEY

v,

S We T. WYNN




CORPORATION ACKNOWLEDGMENT

". THE STATE OF eé,{,«,d_/
COUNTY OF W

BEFORE ME, the under’lgned authority, on this day personally appeared
}ﬂ%L¢A>4/ ___» known to me to bg the person whose name is
su0hcr1bed to the fore901ng lnstrument, as A of
/ Lt y ; : , a corpdration, and acknowledged to me that
he executed the safle fOr'the pu pose and consideration therein expressed, in the
..capacity stated, and as the act and deed of.said corpexation.

Given under my hand and seal of office this the /971 day of cZZ;ziﬁziiaf(“
A.D, 19§/ .

My Commission Expires:

gX. 3/ ) 587

Notary ‘9:2;; in and (oY 900 o o an AV

County,” Z g

CORPORATION ACKNOWLEDGMENT
THE STATE OF

COUNTY OF

BEFORE ML, the undersigned authority, ‘on this day personally appeared
_ ‘ ’ , known to me to be the person whose name is
subscribed to the foregoing instrument, as of
, & corporatlon, and’ acknowledged to me that
he executed the same for the purposes and consideration therein expressed, in the
capacity stated, and as the act and deed of said corporation.

Given under my hand anéd seal of office this the ___ day of
A.p. 19 .

My Commission Expires:

Notary Public in and for
County,

CORPORATiON‘ACKNOWLEDGMENT
THE STATE OF

COUNTY OF

BEFORE ME, the undersigned authority, on this day personally appeared
;. known to me to be the person whose name is

subscribed to the foregoing instrument, as ’ . of
, a corporation, and acknowledged to me that

he executed the same for the purposes and consideration therein expressed in the
capacity stated, and as the act and deed of said corporation.

leen under my hand and seal of office this the . day of
A.D. 19 .

My Commission Expires:

Notary Public in and for
County,




communitizzd formations or formation: provided, that prior to
production in paying quantities from the communitized area and
upon fulfillment of all requirements of the Secretary of the
. Interior, or nis duly authorized representative, with respect
e . to any dry hole or abandoned well, this agreement may be termi-
nated at any time by mutual agreement of the parties hereto.
This agreement shall not terminate upon cessation of production
if, within sixty (60) days thereafter, reworking or drilling
operations on the commwunitized area are commenced and are
thereaftexr ccenducted with reasonable diligence during the period
of nonproduction. The two-year term of this agreement will not
in itself serve to extend the term of any Federal lease which
"would otherwise expire durlng said perlod
Xl. The covenants herein shall be construed to be convenants run-
.. < ing with the land with respect to the communitized interests
: of the parties hereto.,and their successors in interests until
this agreemem': terminates and any grant, transfer, or conveyance
of any such land or interest subject hereto, whether voluntary
or not, shall be and hereby is conditioned upon the assumption
" of all obligations hereunder:by the grantee, transferree, or
other successor in interest, and as to Federal land shall be
subject to approval by the Secretary of the Interior.

A 12.- It is agreed between the parties hereto that the Secretary of |
the Interiox, or his duly authorized representative, shall have |
the right of supervision over all operations within theé com- |

. munitized area to the same extent and degree as provided in
the oil and gas leases undexr which the United States of America
is lessor and in the applicable 0il and gas regulations of the
Department of the Interior. .

13. This agreement shall be binding upon the parties hereto and

shall extend to and be binding upon their respective heirs,
executors, administrators, successors, and assigns.

14. This agreement may be executed in any number of counterparts,
no one of which needs to be executed by all parties, or may be
ratified or consented to by separate instrument, in writing, .
specifically referring hereto, and shall be binding upon all
parties who have executed such a counterpart, ratification or
;i consent hereto with the same force and effect as if all parties
2 had signed the same docum.nt.

) ]

Nondiscrimination: In connectior. with the performance of work
, under this agreement, the Operator agrees to comply with all

: ' of the provisions of Section 202(1) to (7) inclusive, of
Executive Order 11246 . (20 F.R. 12319), as amended which are
hereby incorporated by reference in this agreement.

33
.

: IN WITNESS WHEREOF, the parties hereto have executed this agreement as of
- the day and year first above written and have. set opposite their respective names,
- the ‘date of execution.

] ATLANTIC RICHFISLD COMPANY QSK SOUTHLAND ROYALTY COMPANY

‘L‘,;.,.,,@z&.. et x,\x\\r v O F

Attorney—ln-sa;t

é ATTORNEY ! F L/ ) N §§ .
?_ -~ J. B. TRIGG | _ T. J. SIVLEY :
o v, N

W. T. WYRN ' -




CORPORATION ACKNOWLEDGMENT

‘ THE STATE omyé;.,//.‘d'
CONNTY OF §piadltrcl

BEFORE ME, the undersigned authority, on this day oereonally appeared

. @M . known to me to be the person whose name is
sub crlbed to the forego:mg instiument, as Y A of
A7 / ; , a corpdration, and acknowledged to me that

. the purposesfand consideration therein expressed, in the -
-capacity stated and as the act and deed of‘ 'said-corpSration,

/

’ ] #
Given' under my ha.nd and seal of off:.ce this the /7’/ day of- f%_/

A".D_. 1"41__ P
é{uwé'

: ‘l,' .
Notary blic in and forW
County, W ' |

My Commxs s:.on Explres :

O34 287

[

CORPORATION ACKNOWLEDGMENT

THE STATE OF cledas’
COUNTY OF Ihedband

BEFORE ME, the unders:.gned authorn.ty, on this day per.,onally appeared

C. é ﬁWwodé ,Q/;/ ; known to me to be the person wnoss name if
subscribed to the_‘oregomg mstrument as  JlTarpiiey ix (,?‘a of

., a corporation, and acknowledged to me that
he executed the samg/ for the p Soses and consideration therein expresseu, in the
‘capau.ltv stated, and as the act and deed of said corporation.

: N4 - '
Given under my hand and seal o office this the éff«tfd day of lpé sx bcn
a.D. 188/ . <

My Commission Expires:

& o .
/f}u? 3 1914 7//)#2*””/»6/@)/5/7%4/ Yvonue Brooks
Nftary Public in and for /7 ALar L’
County,

~ N W TITW ATV RY
CCRPORATION ACKNCWILEDGMIRT

THE STATE OF

COUNTY OF

BEFORE ME, the undersigned authority, on this day personally appeared -
' knwntometobethepersonwhosename;s

snbscn.bed to the foregoing instrument, as » of
, & corpo:ation, and acknowledged to me that

he executed-the same for the purposes and consideration therein expressed, in tbe
capaca.ty stated, and as the act and deed of said corporatiom.

Given under my hand and seal of office this the .- day of
A.D. 19 .

Mymmxssmnm@ues:

. Notary Public in and for
County,
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13.

14.
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communitized formations or formation: provided, that prior to
production in paying quantities from the communitized area and
upon fulfillment of all requirements of the Secretary of the
Interior, or his duly anthorized representative, with respect
to any dry hole or abandoned well, this agreement may be termi-
nated at any time by mutual agreement of the partieg hereto,
This agreement shall not terminate upon cessation of production
if, within sixty (60) days thereafter, reworking or drilling
operations on the communitized area are commenced and sare
thereafter conducted with reasonable diligence during the period
of nonproduction. The two-year term of this agreement will not
in itself serve to extend the term of any Federal lease which

~would otherwise expire during said period.

The covenants herein shall be construed to be convenants run-
ing with the land with respect to the communitized interests

of the parties hereto,and their successors in interests until
this agreement terminates and any grant, transfer, or conveyance
of any such land or interest subject hereto, whether voluntary

or not, shall be and hereby is conditioned upon the assumption

of all obligations hereunder by the grantee, transferree,. or
other successor in interest, and as £o Federal land shall be

subject to approval by the Secretary of the Interior.

It is agreed between the parties hereto that the Secretary of
the Interior, or his duly authorized representative, shall have
the right of supervision over all operations within thé com~
munitized area to the same extent and degree as provided in

the oil and gas leases under which the United States of america
is lessor and in the applicable oil and gas regulations of the
Department of the Interior.

This agreement shall be binding upon the parties hereto and
shall extend to and be binding upon their respective heirs,
executors, administrators, successors, and assigns.

This agreement may be executed in any number of counterparts,
no one of which needs to be executed by all parties, or may be
ratified or consented to by separate instrument, in writing,
specifically referring hereto, and shall be binding upon all
parties who have executed such a counterpart, ratification or
consent hereto with the same force and effect as if all parties
had signed the same document. ’

Nondisorimination: In connection with the perfermance cf werk
under this agreement, the Operator agrees to comply with all
of the provisions of Section 202(1) to (7) inclusive, of
Executive Order 11246 (20 F.R. 12319}, as amended which are
hereby incorporated by reference in this ggrzement.

IN WITﬁEgs WHEREOF, the parties hereto have executed this agreement as of

the day and year first above written and have. set opposite their respective names,
the "date of executiocn.

ATLANTIC RICEFISLD COMPANY

By

SOUTHLAND ROYALTY COMPANY

By: : s
B Attorney-In-Fact E
‘J. H. TRIGG T. J. SIVIEY g
v :
e

W T. WYSN .




CORPORATION ACKNOWLEDGMENT

THE STATE OF T{x.b.s I g L
I //“
- COUNTY OF X ; s
. .,/‘
BEFORE ME, the undersigned authority, on this day persc a{y appeared
_ , known to me to-Be the person whose name is
subscribed to the foregoinb@trument, as / of
; 4 corpdration, and acknow'ledged to me that
he executed the same for the purgeses and congiferation therein expressed, in the
- capacity stated, and as the act an said corporation.

¢ this the o?@“fh day of A/’j é‘—/}a

‘Given under my hand and seal

A.D. 198!

My Commission Explres-

%[vw&@%ﬁ/mﬁwv) -

S RPORATION ACKNOWLEDGMENT

THE STATE OF TEXAS

X
X
I

COUNTY OF

BEFORE ME, the under51gned authorlty, on this day personally appeared
+ known to me to be the person whose name is
subscrmed to the foregomo instrument, as - _of .
,» 2 corporation, and acknowledged to me that
he executed the same for the purposes and consideration therein expressed, in the
cepacity stated, and as the act and deed of saigd co“porat:.on.

Given under my hand and seal of office th:.s the - . day of
A.D. 19 .

My Commission Expires:

THE STATE OF X SINGLE ACKNOWLEDGEMENT
: I
COUNTY OF 1

BEFORE ME, the undersign.ed avthority, on this day personally appeared

- . known to me to be the person __ whose name__ are/is subscribed to the fore-
going instrument and acknowledged to me that - he executcd the scamz
for the purposes and consideration therein expressed. :

GIVEN UNDER MY HAND AND SEAL OF OFFICE this the day of
A.D., 19 . '

My Commission Expires:

Notary Public.in and for
g County,

THE STATE or%f%ét—o
| S

X SINGLE, ACKNOWLEDGEHENT -
COUNTY O? ‘ -— §
BEFORE ME, the undersigped authority, on this day personally appeared
known to me to M%ﬂﬂ& ave/is suhscn.bed to the fore-

going instrument and acknowledged to we that he
for the purposes and consideration therein exp:essed

2 GNENU&DERMYHANDANDSEALOPOFPICEth&sthe

A.D., 198!

My Coxmission Expires:
. .2

_ /1 {3 .o 0O inty

:ff : _‘ | : Publ:." in ard fo;
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communitized formations or formation: provided, that prior to
production in paying quantities from the communitized area and
- upen fulfillment of all requirements of the Secretary of the
Interior, or his duly authorized representative, with respect
to any dry hole or abandoned well, this agreement may be teyrmi-
nated at any time by mutual agreement of the parties hereto.
This agreement shall not terminate upon cessation of production
if, within sixty (60) days thereafter, reworking or drilling
operations on the communitized area are commenced ‘and are
thereafter conducted with reasonable diligence during the period
of nonproduction. The two-year term of this agreement will not
in itself serve to extend the term ¢f any Federal lease which
_would otherwise expire during said period.

11. The covenants herein shall bé construed to be convenants run-

.- ing with the land with respect to the communitized interests
of the parties hereto.and their successoxs in interests until
this agreement terminates and any grant, transfer, or conveyance
ef any such land or interest subject hereto, whethexr voluntary
or not, shall be and hereby is conditioped upor the assumption

" of all obligations hereunder by the grantee, transferreve, or

othexr successor in interest, and as tc Federal land shall be
subject to approval by the Secretary of the Interior.

12. It is agreed between the parties hercto that the Secretary of
the Interior, or his duly authorized representative, shall have
the righ: of supervision over all operations within the com-
munitized area to the same extent and degree as provided in
the oil and gas leases under which the United States of America
is lessor and in the applicable o0il and gas reculations of the
Department of the Interior.

13. This aqreemeht shall be binding upon the parties hereto and
shall extend to and be binding upon their respective heirs,
executors, administrators, successors, and assigns.

14. This agreement may be executed in any .number of ccunterparts,
no o=. of which needs to be executed by all parties, or may ke
ratified or consented to by separate instrument, in writing,
specifically referxring hereto, and shall ke binding upon all
parties who have executed such a counterpaxt rxtifizaticin Oa
consent hereto with the same force and effect as if all parties
bad signed the same document.

15, Nondiscrimination: In connection with the performance of work
under thiis agreement, the Operator agrees to comply with all
of the provisions of Section 202(l) to (7)-inclusive, of
Executive COrder 11246 (20 F.R. 12319), as amended which are
hereby incorporated by reference in this agreement.

IN WITNESS WHEREOF, the parties hereto have executed this agreement as of
the day and year first above written and have. set opposite their respective names,
the date of execution. ‘

ATLANTIC RICEFISLD COMPANY SOUTHLAﬁD_ROIaLmY COMPANY
By: - BY:
. ’ | ) Attorney-In-Fact
J. B. TRIGG . T. J. SIVLEY
N \I * - - N
*

// /7

2 w. T. ¥ . ' -




CORPORATION ACKNOWLEDGMENT

THE STATE OF TEXAS I
X
COUNTY OF I
BEFORE ME, the undersigned autherity, on this day pexsonally appeared
, known to me to be the person whose name is
subscribed to the foregoiny instrument, as of
¢ & corporation, and acknowledged to me that
he execlUted the same for the purposes and consideration therein expressed, in the
- capacity stated, and as the act and deed of said corporation.

‘Given under my hdnd and seal of offxce this the day of
"A.D. 19 . ’

My Commission Expires: o,

. Notary Public in and for
: County, Texas

CORPORATION ACKHOWLEDGMENT

THE STATE OF TEXAS b ¢
X
COUNTY OF X

BEFORE ME, the undersigned authozlty, on this day perscnally appeared
+ known to me to be the person whose name is

subscrlbed tc the foregoing instrument, as : of )
' ¢ @ corporation, and ackncwledqed to re that

he executed the same for the purposes and considcration therein expressed, in the
capacity stated, end as the act a2nd deed of said co::poratlon.

Given under my hand and seal of offzce this the _day cf
A.D. lg > i

THE STATE OF  TEXAS X SINGLE ACKNOWLLDGEMENT
y .

COUNTY OF MIDLAND 1
) BEFORE ME, the undersigned authority, on this day personally appeared
: - ___W. T. WYNN ; ‘ v
known to me to be the person__ whose name  axm/is subscribed to the fore-
‘Going instiument and acknowledged to we t.‘:at he exccuted the same
for the purposes and cons:.é‘eratlon therein expressed.

GIVEN UNDER MY HAND AND SEAL OF OPFICE this the 1st day. of February
A.L:, 19 82 - R

; My Commission Expires: Q ¢ (Ann McCrary)
. November 24, 1985 Notarv Public-in for Midland

County, Texas

THE STATE OF ' : - ) GEE SINGLE ACKNOWLEDGEMENT

o | .- 1 . .
COUNTY OF O - J-

- v BEFORE ME, the undezsigned authqtiFy. on this day persorally appeared

" known to me to be the person__ whose name _ are/is subscribed to the fore-- EEEE
going instrupent and acknowledged to me that he executed the same
for the purposes and consideration therein expressed. '

GIVEN UNDER MY HAND AND SEAL OF OFFICE this the __ day of
A-D.. 19 [

~

My Cormission Expires:

»V)Jof.u? -Public in andfOt
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.. DATED October 8, 1981

NEW MEXICO




EXHIBIT "B" TO COMMUNITIZATiON AGREEMENT

Dated:
Embracing;:

October 8, 1981
N/2 Section 21, T18S5, R29E

Eddy County, New Mexico

‘Operator of Communitized Area:

Southland Royalty Company
1100 Wall Towers West
Midland, Texas 79701

DESCRIPTION OF LEASES COMMITTED:

TRACT NO. 1:

Lessor:

Lessee of Record:
Serial No. of Lease:
Date of Lease:

‘Description of Land Committed:

Number of Net Acres:
Working In“erast & Percentages:

ORRI Owners & Percentages:

TRACT NO. 2:

N

Lessor:

Lessee of Record:

Serial No. of Lease:

Date of Lease:

Description of Land Committed:

Number of Net Acres:
Working Interest & Percentage:
ORRI Owners & Percentage:

United States of America
Howard W. Jennings
NM-030752 ,

February 1, 1857

NW/4 Sec. 21, T18S, R29E,
Eddy County, New Mexico
160

J. H. Trigg - 50%

T. J. Sivley - 37.5%

W. T. . Wynn - 12.5%

Howard W. Jennings & wife,

Peggy P. Jennings - 5%
Production Payment

United States of America

Atlantic Richfield Company
NM-34461

Novvember 1, 1978

NE/4 Sec. 21, T18S, R29E

Eddy county, New Mexico

160 .
Atlantic Richfield Company - 100%

None




EXHIBIT "C*

|
RECAPITULATION ‘
|
Number of Acres Int. in Communitized 5
Tract Number ‘ Communitized ARERQ )
1 160 .50

2 ' 160 T .50




Page 2 of 2 Docket No, 20-32
txaminer Hearing - “ednesday - June 23, J932

CASES 7614 AND 7615: application of Inexco Dil Company for compulsory pooiing, Lad County, New Mexico.

: Applicant, in each of the following cases seeks an order pooling all mineral interests
from che surface through the Strawn formation underlying che lands specified in each
case, to form a standard 80-acre oil proracion unic in the South Humble Cicy-Strawn Pool
to be dedicaced to a well to be drilled 3¢ a scandard location thereon, Also to be con-
sidered will be the cost of drilling and conmpleting s=id wells and che aliocation 2f the
cost thereof as well as actual operating costs and charges for suparyvisicn, designastion
of applicant as operator of the wells and 4 charge for risk involwed in drilling said
wells:

CASE 7614: W/2 NE/4 Section 23, Township 17 South, Range 37 Zast
CASE 7615: £/2 NE/4 Section 23, Township 17 South, Range 37 Yast

CASES 7616 AND 7617: Applicacion of Southland Royalty Company for cempulsory pooling, Eddy County, New Mexico.
Applicant, in each uf the following cases seeks an order pocling 4ll oineral incerasts in

the Pennsylvanian formaction underlying the lands specified in each case, to form 4 standard
320-acre gas spacing and proration unic to be dedicated to a well o ba dJrilled at a

scandard location chereon. Also to bas considered will be the coast of ‘rxlllﬂg and ﬁompletxng
yaid wells and the allocation of the cost thereof as wall a3 actual opariting costs and
charges for supervision, designation of applicant as operator of the wglls iand a4 charvge for
risk involved in drilling said weils

~CASE 7616: N/2 Section 21, Township 18 South, Range 29 East

S

CASE 7617: S/2 Section 21, Township 18 South, Range 29 East

CASE 7618: Application of Doyle Hartman for an unorthodox gas well locaticn, Lea County, New Mexico.
Applicap:; in the above—styled cause, seeks approval for the unorthodox loczlion of a gas well to he
drilled 1450 feet from the South line and 1980 feet from the £ast line of Section 20, Township 20
South, Range 37 East, Eumont Gas Pool. the SE/4 of szid Section 20 te be dedicated to the well.

CASE 7605: (Continued from June 9, 1982, Examiner Hearing)

Application of Yates Petroleum Corporation for compulsory pooling, Eddy County, New Maxico.
Applicant, in the above-styled cause, seeks an order pooling all mineral interests from the top of
the Wolfcamp formation through the uppermost 100 feet of the Mississippian Chester Limestone under-
lying the W/2 of 3ection 35, Township 19 South, Range 24 East, to be dedicated to 3 well to be
drilled at a standard location thereon. Also to be considered will be the cost of drilling and
completing said well and the allocaticn 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 7&58:‘,(Concinued from April 28, 1982, Examiner Hearing)

Application of Marks & Garner Production Company for salt water disposal, Lea County, New Mexico.
Applicant, in the abovzrwstyled cause, seeks authority to dispose of salt water into the Bough C
formation in the perforated interval from 9596 feet to 9616 feet in its Betenbough Well No. 2,
located in Unit M of Section 12, Township 9 South, Range 35 Easc.

CASE 7598: (This case was heard on May 26, 1982, However, due vo an error in originmally advertising the case
in the Torrance County newspaper, it has been readvertised in Torrance County only and will be
reopened June 23, 1982, with respect to Torrance County only.)

Application of ANR Production Company aud Yates Petroleum Corporation for designation of a tight
formation in San Miguel, Torrance, Guadalupe, De %aca, Lincoln and Chaves Counties, New Hexico.
Pursuant to Section 107 of the Natural Gas Policy Act of 1978 and 18 CFR Section 271,701-705,
applicants, in the above-styled cause, seeks the designation as a tight formation of the Abo forma-
tion underiying the following described lands in. the above-named counties.

All of:

Townships 1 thru 4 North, Ranges 14 thru 27 tast;
Townships 5 thru ll North, Ranges i¢ taru 26 tasc;
Township ! South, Ranges 14 thru 27 East;
Townships 2 thru 5 South, Ranges. l4 thru 21 East;
Townships 6 thru 1} South, Ranges 15 thru 21 Eaat;
Township 12 South, Ranges 17 thru 21 1/2 East; and

Tcen:h:-O 13 and 14 Scuil; Rangss 17 thouw 21 Saer,
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May 24, 1982

Mr. Joe Ramey

Division Director

0il Conservation Division =

New Mexico Department of Energy <.LLA5’
& Minerals i}

Post Office Box 2088 ‘

Santa Fe, New Mexico 87501

o [l

Re: Application of Southland Royalty Company for Compulsory
Pooling, Eddy County, New Mexico

Dear Mr. Ramey:

Enclosed in triplicate is the application of Southland Royalty
Company in the above-referenced matter.

The applicant requests that this matter be included on the
docket for the examiner hearing scheduled to be held on
June 23, 1982.

Vdry truly yours,

R F B _

William F. Carr

WFC:jh
w/enc.
cc: Mr. Don Davis




Page 2 ot 2

Exaviner Hearing - Wednesdav - June 23,7982

CASES 7614

Docketr Ho. 20~32

AND Th15: Application of lnexco Oil Company for compulsory paeling, Lea County, Hew Hexico.

applicane, in each »f the following cases seeks an order pooling all mineral interescs
from the surface tnrough the Strawn formation underlving the lands specified in easch
case, to form a scandard 30~-acre oil proration unit in the 3cuth Humble City~itrawn 200l
to e dedicaced to a well to be drilled at a scandard locacion theteon. Also to be con-
sidered will be the cosc of drilling and completing said wells ind the allocacion of the
cost thereof as well as actual operacxng ¢ngts and charges :or >upPrVLSLon, desxgnatxon
of applicant as operator of tne wells and 4 charge Loy sisn rwvoeived In Jiilling said
wells:

CASE 7614: W/2 NE/5 Section 23, Township 17 Sourh, Range 17 Zast

11

CASE 76515: E/2 NE/4 Section 23, Township 17 Souch, Range 37 Zast

CASES 7616 AND 7617: application of Soucthland Royalty Company for compuisory pooling, Zddy County, Haw Moxico.

CASE 7618:

CASE /605:

CASE 7458:

CASE_7598:

applicant, in each of the following cases seeks an order pooling 31l mineral interasts in
the Pennsylvanian formation underlying the lands specified in sach case, zo form 3 standaxd
320-acre gas spacing and proraction unit to be dedicacted te 3 well ro ba drilled 4c¢ a
standard location thereon. Also to be considered will de zhe coust 2f drilling ana complating
said wells and the allocaticn of the cost thereof as wvell as aczual oaperaciag costs and
charges for supervision, dasignation of applicant as operator of the we8lis 2nd 1 chavge for
2isk involved in drilling said wells:

~CASE 1616: N/?2 Section 21, Township i8 Soucth, Range 29 East

CASE 7617: S/2 Sectionm 21, Tewnship 18 Syuth, Range 29 East

Application of Doyle Hartman fur an unorthodox gas well location, Lea County, New Mexico.

.Applicant, in the above-styled cause, seeks approval for the unorthodox location of a gas wall to be

deilled 1450 feet from the South lLine and 1980 fee: frow the East line of Section 20, Township 29
South, Range 37 East, Eumont Gas Pool, the SA/A of 3aid Jection 20 to be dedicated to che well,

{Continued from June 9, 1982, Examiner Hearing)

Application of ‘atss Petroleum Corporaticn for cospulsory pooling, Eddy Caunty, New Yexice,
Applicant, in tha abova-styled cause, seeks an order poaling all mineral incerests from the zop of
the Wolfcawp formation through Che uppermost 100 feet of the Missiseippian Chestar Limestona under-~
lying the W/2 of Section 35, Township 19 South, Rapje 24 Faesr, to ha dedicated to 2 wall to ba
drilled at a standard location chercon. Also to be icongidered will be the cost of dvilling and
conplecing said well aud the sllusstisic of the coer thereof as well as actual oparating costs and
charges for supervision, designation of applicant as operstor of the well and a charge for risk
involved in drilling said well.

(Continued from April 28, 1982, Examiner Hearing)

Application of Marks & Carner Production Company for salt watevr disposal, Lea County, New Mexico.
Applicant, in the above-styled cduse, 3zaks iuthority to dispfose of salec water into the 3Jough C
formation in the perfouratii {nterval from 9596 feet to 9616 faat in its 3Jetenbough Wall No. 2,
located in Unit M of Section 12, Township 2 South, Range 15 East.

(This case was heard on May 26, 1982, lowevar, due to an error in originally advertising the case

in the Torrance County uawspapar, it has been readvartised in Jorrance County only and will be
reopenad June 23, 1982, vwith respect to Torrance County only.)

Application. of ANR Productiun Company and Yates Pecroleum Corporation for Jasignation of a tight
formation in San Miguel, Torrvance, Guadalupa, De 3aca, Lincoln and Chaves Counties, New Mexico.
Pursuant to Section 107 of the Natural Gas Policy Act of 1978 and 18 CFR Section 271.701-705,
applicants, in the above-styled cause, seeks cthe Jesignacion a4 1 tight €orwation of the Abe forms-—
tion underlying the followinrg dascribad lands in the above-namaed counties.

All of:

Tovmships 1 thru 4 North, Ranges 14 thru 27 East;

Townships 5 thru 11 North, Ranges 14 thru 26 Eaet;
Township 1 South, Raages 14 thru 27 Zast;

Townships 2 thru 5 South, Ranges 14 thru 21 East;

Townships & cthru 11 South, Range: 15 thru 21 East;
Tosnship 12 South, Ranges 17 cthru 21 1/2 fast; and
Townships 13 and 14 South, Xanges i/ chru 21 Easc;

concaining 5,168,563 acres, more or less, bur sxcluding the not yet defined Capitan Wilderness Area.
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-COMPULSORY POOLING, EDDY COUNTY, CASE _~

BEFORE THE

OIL CONSERVATION DIVISION

NEW MEXICO DEPARTMENT OF ENERGY AND MINERALS

IN THE MATTER OF THE APPLICATION OF
SOUTHLAND ROYALTY COMPANY FOR

N

» [ s

N
«

NEW MEXICO.

APPLICATTON

Comes now, SOUTHLAND ROYALTY COMPANY, by and through its

undersigned attorneys and, as provided by Section 70-2-17, New

Mexico Statutes Annotated, 1978 Compilation, hereby makes

application for an order pocling all of the mineral interests in
gll Pennsylvanian formations in and under the N/Z of Section Z1,

Township 18 South, Range 29 East, N.M.P.M., Eddy County, New

" Mexico, and in support thereof would show the Division:

1. Applicant owns 26.875 % of the working interest

in and under the N/Z of Sectim2l, and applicant .

has the right to drill thereon.

2. Applicant proposes to dedicate the above-referenced
pooled unit to its SRC Empire Federal 21-A Com Well
drilled at an orthodox location 660 feet from the

North line and lf980 feet from the West line of said
Section 21.

3. Applicant has sought and obtained either &oluntary
agreement for pooling or farmout fromiall other working
interest owners in the N/2 of said Section 21 except

the following owners of unleased mineral interests:

John H. Trigg , 18.75% WI
Post Office Box 520
Roswell, New Mexico 88201




-

4. Said pooling of interest and well completion

will avoid the drilling of unnecessary wells, will

prevent waste and will protect correlative rights.

5. In order to permit the applicant to obtain its

just and fair share of the 0il and gas underlying the

subject lands, the mineral interest should be pooled,

and applicant should be designated the operator of

the well to be drilled.

WHEREFORE, applicant prays that this application be set for
hearing before the Division's duly appointed examiner, and that

after notice and hearing as required by law the Division enter

" its order pooling the lands, including provisions designating the

appiicant as operator of the well, providing for application to

recover its costs of supervision while drilling, and after com-

- pletion, including overhead charges, and imposing a risk factor
for the risk assumed by the applicant in driliirg, completing and
: equipping the well, and making such other and further provisions

. as may be proper in the premises.

Respectfully subﬁitted,

CAMPBELL, BYRD & BLACK, P.A.

William F. Carr T~
Post Office Box 2208 _
Santa Fe, New Mexico 87501
Attorneys for Applicant




STATE OF NEW MEXICO
ENERGY AND MINERALS DLEPARTMENT

OIL CONSERVATION DIVISION

IN THE MATTER OF THE HEARING
CALLED BY THE OIL CONSERVATION

DIVISION FOR THE PURPOSE OF

CONSITDERING:
~
CASE NO, 7616
/ / Order No. R~ 76/

APPLICATION OF SOUTHLAND ROYALTY
COMPANY FOR COMPULSORY POOLING,

,Y{’-é’ EDDY COUNTY, NEW MEXICO.

ORDER OF THE DIVISTON

- BY THE DIVISION:

This cause came on for hearing at 9 a.m. on June 23, 1982,

at Santa Fe, New Mexico, before Examiner Daniel S. Nutter.

NOW, on this day of July, 1982, the Division
Director, having considered the testimony, the record, and the
recommendations of the Examiner, and being fully advised in the

premises,

FINDS:

(1)  That due public notice having been: given as requij:ed
by law, the Division has jurisdiction of this cause and the

subject matter thereof.




(2) That the applicant, Southland Royalty Company, sccks
an order pooling all wineval interests in the Peﬁnsylvahian
formation underlying the N/2 of Section 21, Townsnhip 18 South,
Range 29 East, NMPM, Eddy County, New Mexico. ‘

: , a~
¢ (3), That the applicant has the right to drill and psepeses

po—derde]l a well at a standard location thercon.

(4) That there are intcrest owners in the proposed

proration unit who have not agreed to pool their interests,

(5) That to avoid the drilling of unnec=zssary wells, to

protect correlative rights, and to afford to the ownexr of each

interest in said unit the opportunity to recover or receive
without unnecessary expense his just and fair share of the gas
in said pool, the subject application should be approved by
poocling all mineral interests, whatever they may be, within said

unit.

(6) That the applicant should be designated the operator

of the subject well and unit.

o L?’ #2) That all proceeds from production from the subject
well which are not disbursed for any reason should be placed in

escrow to be paid to the true owner thereof upon deman.d and.

iA proof of ownership.




1713 THERE FORE ORDERED .

(1} That all mineral interests, whatever they may bhe, in
the Pennsylvanian formation underlying the N/2 of Scction 21,
Township 18 South, Range 29 East, NHMPM, BEddy County, New Mexico,
are hereby pooled to form a standard 320-acre gas spacing and
proration unit to be dedicated to a well to be drilied at a

standard location thercon.

(2) That Southland Royalty Company is hereby designated

the operator of the subject well and unit.

(jb) That any unsevered mrineral interest shoeill bo
considered a seven-elighths (7/8) working interest and a
one~eighth (1/8) royalty interest for the purpcse of

allocating costs and charges under the terms of this order,

. (&) That any weil costs or charges which are to be paid
out of production shall be withheld only from the worxrking
interest's share of production, and no costs or charges shall
be withheld from production attributable to royalty
interests.

(ﬁ) That all proceeds from production from the subject
well which are not disbursed for any reason shall immediately
be placed in escrow in Eddy County, New Mexico, to be paid to
the true owner thereof upon demand and proof of ownership;
that the operator shall notify the Division of the name and
address of said escrow agent within 30 days from the date of
first deposit with said escrow agent.

(b) That jurisdiction of this cause is .c¢tained for the
entry of such further orders as the Division may deem
necessary.

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

STATE OF NEW MEXICC
OIL CONSERVATION DIVISION

JOE D. RAMEY,
Director

SEAL
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