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MR. NUTTER: Call Case Numbers 7616 and
7617.

MR, PEARCFE: Those cases are on the appli-
cation of Southland Royalty Company for compulsory pooling,
Fddy County, New Mexico.

MR. CARR: may it please the Examiner, my
name is William ¥. Carr, with the léw firm Campbell, Byrd, and
Black. P. A,, of Santa Fe, appearing on behalf of Southland
Royalty Company.

I have one witness,
(Witness sworn.)
- DON DAVIS
being called as a witness and being duly sworn upon his oath,

testified as follows, to-wit:

DIRLCT EXAMINATION

BY MR. CARR:
Q Will you state your name and place of resi;
dence?
A I'm Don havis. I live in Midland, Texas.
Q By whom are you emploved? |

A Southland Royalty Company.
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0, In what capacity?
i As a netitoleum landman,
Q. ; Have you previously testified before this

Commiaaion or one of its Exeminers?
A Yes, 1 have,

0 Vere your credentials as a landman accepte

} =)

and made a matter of record at that time?
hY Yes, they were.
Q Are you familiax with the applications
filed in this matter of behalf of Southland Royalty Company?
A Yes, sir,
0 Are you familiar with the subject acreage
and the subject wesll?
A Yes, sir.
MR, CARR: Are the witness' qualifications
acceptable?
MR. NUTTER: They are.
0 Wwill you briefly state what Southland
seeks in this case?
A Southland first is seeking to be desié-
nated operator of both wells.
Secondly, due to a request by ﬁhe Mingralﬂ
Management Department for communitization of both wells, we

are seekihg ~~ the Commission approve a forced pcsling ordexr
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5
pooling the north half of Section 21 for the 21-A Well, and
the south half of Section 21 for the 21 No. 1 viell.

As all parties have joined in the wells,
we are not seeking any type of penalty oxder.
Q Will you please refer to what has lbeen

marked for identification as Southland Bxhibit Numbar One and

review the information contained thereon?

A Okay. The first portion of Exhiblit One
are the ~- i3 a breakdown of the acreage holdings in Section
21, which show the ownership in the goutheast guarter bhalow
a denth of 3500 feet to be owned by Southland 100 percent.

The north half of the southwest guarter
of the section is owned by John Trigg, 50 percent, T. J.
sibley, 37-1/2 percent, and W. T. Wynn, 12-1/2 percent, while
the south half of the southwest quarter of Section 2], is owned

by Atlantic Richfield Company.

Portion two, or page two of this exhibit
is acreage holdings in the north half of Section 21. It
shows the northwest guarter of Secticn 21 to be owned once
again byfbohﬁ Trigg, 50 percent, T. J. Sibley, 37-1/2 percent,
and W. T. Wynn, 12-~1/2 percent, while the northeast guarter

of the gection is owned by Atlantic Richfield Company 100

percent,

1) Will you now refer to Southland Exhibit
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Number Two and review this for the Examiner?

A Exhibit Number Two is a plat of basically
Township 18 South, Range 29 East. It shows our producing well
in the south half, which is producing from the Strawn forma-
tion and it also indicates no other Strawn wells producing in
this area.

Q And now I would direct your attention to
the Southland Exhibit Number Three and ask you to review this
for Mr. Nutter.

A, Okay, this plat shows Southland's producing
well in the north half of Secticn 21 f£rom the Morrow
and it also shows any additional Morrow producers in 18, 29,

Q . And in both cases you are proposing to

dedicate standard spading units to each of the wells,

A That is correct.

Q And the wells were drilled at orthodox
locations.

A Yes, £hey,were.

Q What is the status of the acreage that

is involved in each of these applications?
A Okay, the acreage, all of Section 21 is

Federal land.

Q Have you given notice to Mr., Trigg of

this pooling application today?
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7

A

Yes, gir, we have,

Q. And are copies of letters giving notice
what has baen marked as Southland Exhibit Number Four?

A, Yes.

Q Would you refer now to Soutihland Exhibit
Number Five and review for Mr., Nutter your cefforts to obtaln
Mr. Trigg's joinder in the communitization agreement?

A Okay. the first is a letter dated October
9th of 1981, 1It's akrequest by Southland Royalty to have Mr.
Trigg execute the -~ our proposed communitization agreement
for the SRC Empire Faderal 21 Com No. 1 in the south half
of 21,

Page number two is a letter dated October

9th, 1981,,ré¢uésting that Mr. Trigg execute our proposed

communitization agreement covering the Empire Federal 21 Com

A-1l.

Third letter is a letter dated January
28th, 1982, from Southland to Mr. Trigg once again requesting
that he sxecute boti comnunitization agreements for these
wells.

1) To date has Mr. Trigg been willing to
execute the cormunitization agreaments?
A No, sir.

[} Will you now refer to Southland Exhibit
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Nunber Five and identify thia?

A Exnibit Humber PFive is the Southland form
oxr a standard APL operating agreement covering all of Section
21, 18, 29, below a depth of 3500 feet. All parties have
executed this operating agreement, iﬁclﬁding Mr, Trigy.

Q And thnis operatiny agreement provides
for overhead and administrative costs and honconsent penalty,
is that correct?

A Yes, it does. That's correct.

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

A Ho, sir, not at this time. Even Mi.
“rigg has executed this agreement.

o Would you please identify what has besn
marked as Southland Royalty Company Exhibit Number Seven?

A Exhibit Number Seven are the - first of
all you'll find the proposed communitization agreement covering
the south haif of Section 21. It's the Federal form of com-
munitization agreement. It has been executed by all parties
except Mr,., John Trigg.

The second portion of this exhibit is

the communitization agreement cowvering the north half of

Section 21.
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9
MR, NUTTER: X don't believe that's in
hare,
o Was the other communitization agreement
identical. to this except for the description of the property?
A Yes, il was, | | |
0 Now, Mr, Davig, let me be sure I understand
what tne situation is, with each of these wells,
Southland proposed to drili the wells, is

that correct?

A That's correct.

Q And Mrx. Trigg executed an operating agree-
ment,

A. Yes, sir.

Q. He also approv_e‘d the AFE?

A Yes, sir.

Q The wells nave been drilled.

A Yes, sir,

Q And at thig point in time the problem you

have is that he has declined to execute a communitization *

agreenents.

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

weils.
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10
Q And apsent the executed communitization
agreement:, YOQ need a forced -- or a pooling order from the
0il Conservation Division. |

A Yey, sir.

Q In your opinion will gra=nting Lihis appli-
cation be in the liest interest of conservation, the prevention
of waste, and tne protection of correlative rights?

A Yes, sir.

0 Vlere Exhibits One through Seven compiled
by you or under your direction and supervision?

A, Yes, sir, they wvere.

MR. CARR: At this time, Mr. Hutter, we

would offer into evidence Southland Exhibits One through

Seven.

MR, NUTTER: Southland's Exhibits One

through Seven will be admitted in evidence.

MR. CARR: And that concludes our direct

presentation.

CROSS EXAMHINATION

BY MR. NUTTER:

o Mr, Davis, does Southland have any intereﬁt

in the north half of the section?

A No, sir. You can tell by the operating
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agrcenrent the parties agreed to unitize for working interest

purposges all of Section 21; therefor, at this point in time,

due to the execution of the operating agreement, Southland

owns a portion of 21,

Q
unit -~

A

Q.
proration units.

A
gsouth half,

Q.

Okay, 30 you've golt 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

ingg:est in the north half.

A

Q
and he's 50 percent

A

Q

>

F ol

5>

the north half.

A

Yes, sir, that is correct.

Now Mr. Trigg is a working interest owner

of the north half of the scuthwest 21,
Uh~huh.

And he's 50 percent of the nortihwest --
Yes, sir.

-- of 21.

Yes, sir, that's correct.

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

A fourth interest in the lease in the




b/

10

11

12

13

’e

15

16

17

18
19

20

21

~—— 1o

north half, but due wo execution of the operating agreement

he nhas diluted his interaest to the entire section,

{r Po the entire section,

A Yas, he -~

Q Is he a signatory to the working interest
unit?

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

operating agreenent there his signaturce page is included,

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

A Yes, sir, we haven't been able to get him
to execute the well communitizations,

Q  Okay, now you stated veu're seeking no
penalty.

A Yes, sir, because he has agreed to join

the wells. The operating agrcement 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.

Q 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
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Lne Minerals Managomeont Conmiccion,

0. I see, How ahout ~~ how about the oxder
normally covering combined fixed ratos for operating costs
while drilling and producing?

A Okay, they are in the agreccment and they
are standard for the area, ébntained in the accounting proce-
dure.

Q. Does the order nced to mention those?

A " No, sir, all the eoder needs to do is to
force pool the working interest ownership in the north half
for the first well and in the south half for the same thing.

Q Without being subject to any of the normal

provisions of risk or --

A Yes, sir.
e -- combined fixed rates.
A Yes, sir. Because he has executed the

agreement which pertains to all working operatios, all billing

all accounting procedures, all gaé balancing proVisions, et

cetera,

Q And that's all part of the working interes
unit.

A Yes, sir.

0 I see. Okay. .

W

’

Does anyone have any further questions cf

;\,
i
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And well costs are not considered here,

cither.,

A e, sir, not at all. These were executed

and he agreed to then,

Q I see,
'm The only thing we're asking for is the
cormmunitization,
Q Okay, and one well is a Morrow well and

the other well is a Strawn well,
A Yes, sir, north>ha1f is a Morrow well and
the south half is Strawn.
MR. NUTTER: Does anyone have any further
questions of Mr. Davis? Ke may be excused,
Do you have anything further, Mr, Carr?
MR. CARR: Nothing further in this case,
IMR. HUTTCR: Does anyone have anything
to offexr in Cases 7616 and 761772

We'll take thosge cases under advisement.

(Hearing concluded.}
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BRUCE KING
GOVERNOR

LARRY KEHQE
SECRETARY

STATE OF NEW MEXICO

ENERGY ano MIMERALS DEPARTMENT

OIl. CONSERVATION DIVISION

POST OFFICE 20X 2088
STATE LAND OFFICE BUILDING
SANTA FE, NEW MEXICQ 87501

1505) 8272434

July 2, 1982
Re: CASE NO. 7617
M. William F, Carpr ORDER NO.R-7019
Campbell, Byrd & Black
Attorneys at Law
Paost O0ffice ox 2208 Applicant:
Santa fFe, New Hexico
Qouthland Royalbty Comnpagy
Dear Sir:
Enclosed herewith are two copies of the above-referenced
Division order recently entered in the subject case.
f?purs very truly, o
1 . /,* 3 e ‘
= - /‘, H .,: ’,‘/" .
” R T

-

- 'JOE D. RAMEY

Director

JDR/fd
Copy of order also sent to:
Hobbs 0CD

Artesia OCD

—_—
Aztec 0OCD

Qther




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

. STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
OIL. CONSERVATION DIVISION

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

CASE NO. 7617
Order No. R~7019

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,

NOW, 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 Company, seeks
an order pooling all mineral interests in the Pennsylvanian
formation underlying the 5/2 of Section 21, Township 18 South,
Range 29 East, NMPM, Eddy County, New Mexico.

(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 rights, and to afford te the owner 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
pooling all mineral interests, whatever they may be, within sai
unit. :

‘*".:51&2;,-‘»:'1.' SRS




: STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
OI1, CONSERVATION DIVISION -

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

CASE NO. 7617
Order No. R~7019

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.

NOW, 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 Company, seeks
an order pooling all mnineral interests in the Pennsylvanian
formation underlying the S/2 of Section 21, Township 18 South,
Range 29 East, NMPM, Eudy County, New Mexico.

{(3) That the applicant has the right to drill and has
drilled a well at 4« 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 rights, 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 gas
in said pool, the subject application should be approved by.
pooling all mineral interests, whatever they may be, within saifP
unit. .
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- are hereby pooled to forxrm a standard 320-acre gas spacing and

R s T A L 4~ e g At e

D m
Case No. 7617
Order No. R~7019

(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 not disbursed for any reason should be placed in
escrow to be paid to the true owner thereof upon demand ang
proof of ownership.

IT IS THEREFORE ORDERED:

(1)  That all mineral interests, whatever they may be, in
the Pennsylvanian formation underlying the S/2 of Section 21,
Township 18 South, Range 29 East, NMPM, Eddy County, New Mexico,

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 unseveved 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 whi¢h are to be paid
out of production shall be withheld only from the working
intereet's share of production, and no costs or charges shall b\

1w

withheld from production attrivutable to royalty interests.

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

W

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

DONE at Santa Fe, Wew Mexico; on the day and year
herej esignated. - :

™E OF NEW MEXICO
<fI CONSERVATION-DIVISION

OE D.
Director




ACREAGE HOLDINGS
$/2 Section 21, TI8S, RZIE
Eddy County, New Mexico

SE/4 of Section 21, below a depth of 3,500', LC-067132
OWNERSH(P - Southland Royalty Company - - 100%

N/2SW/4 of Section 21, NM~030752

OWNERSHIP: J. H. Trigg - 50%
T. J. Sivliey - 37.5%
W. T. Wynn - 12.5% .

S$/2SW/4 of Section 21, NM-34461
OWNERSHIP: Atlantic Richfield Company -~  100%

BEFORE EXAMINER NUTTER
QOlL CONSERVATION DIVISION

| _s®o_ EXHIBIT NO. _4

| CASE NO._1\ & o d gk,g ’




ACREACE HOCLDINGS

Section 2], TI8S, R29E
Eddy County, New México
N/2 Section 21, T28S, R29E

NW/4 of Section 21, NM-030752

OWNERSHIP: J. . Trigg : -
T. J. Sivley -

W. T. Wynn -~

NE/&4 of Section 21, NM-34461
OWNERSHIP: Atlantic Richfield Co.

50%
37.5%
12.5%

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

LAWYERS
JACH M. CAMEBELG ' JEFFERSON PLACE
HARL D BYRD EUVITE t+ h0O NORTH GUADALUPE
BRUCE © BLACK
MICHAEL B CAMEBELL FOSY crrice BOX 2Zce
WILLIAM § CAFRR SANTA FE. NEW MEXICO 87501

ERALDFCRD C EERGE
WiLtleM G WARDLE
BB W G ATIE~ TELECOFRIER: (505) @82-6043

TELEEMONE: tECS) Q86-4 521

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
Conservation Division Examiner Hearing.

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

Very truly yours,

A}
.

g O

William F. Carc
WFC:rr
Enclosure

CERTIFIED MAIL
RETURN RECEIFPT REQUESTED
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CAMPBELL.‘ BYRD & BLACK, r.a.

LAWYERS

VECRK M. CLwPEEL,.
mafL o BYWRD
ERUCE C. BLACH
WiCHLEL 8 CAMPERBELC
Vilkunifiv £ CARK
ERADFORD 2 ELRGE

Su

v

WViiLLAY G WARDLE

nEME o

June 21, 1982

Mr. John H. Trigg
Post Office Box 52(
Roswell, New Mexico 88201

Re:

.
GCETrEY TELECOFR.€5 150e

JEFFERSC N FLACE

SDTE s G NCRTH GUADALUPE

BCSY CFFICE €0 22CE

ELEFwCrME j8ECce. ©E86-
< D

New Mexico 0il Conservation Division Case 7617

Dear Mr. Trigg:

Conservation Division Examiner Hearing.

referenced cases.

Vety truly yours,

R

~

William F. Carr

WEC:rr

Enclosure

CERTIFIED MAIL
RETURN RECEIPT REQUESTED

Enclosed is a copy of the docket for the June 23, 1982 0il

SANTA FE. NEW MEXICO 8750)
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' ‘ T T Gatobar 9, 1981

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

REr Communitization Agreement
mpirv“ssd., #21" Com., #1
<"8/2 sec. 21, P8S, R29E
28dy Couin€y, New Mexico
SRC 500478 J/0

Dear Mr., Trigg:

Reference is made to the subject well completed as a producing Strawn gas
well., Enclosed {s an original Communitization Agreement which contains
four sets of aignature 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.

r

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

Yours very truly,
SOUTHLAND ROYALTY COMPANY
Original Signed By
DON W, DAVIS

Don W. Davis
Landman

DMD: 1h

BEFORE EXAMINER NUTTER
OIL CONSERVATION DIVISION
{ sgc.  EXHIBITNO. S

d CASE NO. bl +16177
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October 9, 1981

Mr. J. B. Trigg
P. O. Box 520 :
Roswell, New Mexico 88210

RE: Communitization Agreement
- 8RC-Empire. Fed. "21" Com. $A~1
\_N/2 Sec, 21,'T18S, R29E
"Eddy-County, New Mexlco
SRC 500478 J/0

Dear Mr. Trigg:

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

In the meantime, 1if there are any questions, please don‘t hesitate
calling. _

Yours very truly,

SOUTHLAND ROYALTY COMPANY
Original Signed By
DON W. DAVIS

pon W. Davis
Landman



PR . i e o |

Januavy 28, 1982

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

RE: Communitization Agreements
SRC~-Emplre Fed."21" Com. #!}
SRC-Empire Fed. "21" Com. #A-l
Sec. 21, Ti8S, R2SE
Eddy County, New Mexico
SRC 500478 J/O

Dear Mr. Trigg:

Reference 1s made to my letters of October 9, 1981, and the enclosed
Cco..xmunitization Agreements therewith, SRC has not, as of yet, received ¢ither
of the captioned Communitization Agreements executed by you. At your
earliest convenience, please execute these Communitization Agreements in the
presence of a Notary Public, 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,

SOUTH ND ROYALTY COMPANY /

dxanmv_ls ‘ / \{'(/L }Jfl
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A.APL, FOR‘M 610 - 1977
MODEL FORM OPERATING AGREEMENT
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OPERATING AGREEMENT

DATED
September 23 , 19 80 |
QOPERATOR SOUTHLAND ROYAL'PY’ COMPANY
CONTRACT AREA Sec. 21, T18S, R2SE, below a depth of 3,500'

‘COUNTY OR PARISH OF Eddy STATE OF New Mexico

COPYRIGHT 1977 - ALL RIGHTS  RESERVED
- AMERICAN ASSOCIATION OFf PETROLEUM LANDMEN
" APPROVED FORM.  AAP.L NO. 610 - 1977 REVISED
MAY BE ORDERED DIRECTLY FROM THE PUBLISHER
KRAFTBUT PRODUCTS, BOX 800.. TULSA, OK 7410}

BEFORE EXAMINER NUTTER
OIL CONSERVATION DIVISION
SBEG_ EXHIBIT NO. o

CASE NO. _-;g_tg- e L




.

L . . . »
. L - t.(

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

- _ TAELE OF CONTENTS
Adicle Title Poge
1. DEFINITIONS . e S 1
1. EXHIBITS . 1
111. INTERESTS OF PARTIES 2
A. OIL AND GAS INTERESTS ’ N 2
B. INTEREST OF PARTIES I.i COSTS AND PRODUCT]O\ e 2
i IV, TITLES . -, T Ll . . A& ANty “
A. TITLE E)\AM!NATIO\' ...... . . . 2
B. LOSS OF TITLE ... . . . PR o 2
1. Failure of Title . : 2.3
2. Loss by Non-Pavment or E: ronecus Pavment of Amount Due R 3
3. Other l.osses . ... 3
V. OPERATOR .. ... e 3
) A. DESIGNATION AND RLSPONSIBILITIES OF OPERATOR ) e . 8
B. RESIGNATION OR REMOVAL OF OPERATOR AND SELECTION OF SUCCFSSOR L 4
) 1. Resignation or Removal of QOperator 4
- 2. Selection of. Successor Operator e . 4
C. EMPLOYEES .. . . . . e, e e . 4
D. DRILLING CONTRACTS o e el 4
VI. DRILLING AND DEVELOPMENT er e e e 4 h
A. INITIAL WELL ... .. - . e . 4
B. SUBSEQUENT OPERATIONS . ... . .. . . . .. .. . - e 5
1. Proposed ‘Opelations e L 5
2. Operations by Less than All Partics . . . e 5-6
~C. RIGHT TO TAKE PRODUCTION IN KIND . o e . .. 67
D. ACCESS TO CONTRACT AREA AND I\}FORMATION . s e e, 7
E. ABANDONMENT OF- WELLS .. . e o e, 7
1. Abandonment of Dr y Holes . e e e e 7
2. Abandonment of Wells that have Pxoduced - . . R, B S
VII. EXPENDITURES AND LIABILITY OF PART]ES e e e 8
A. LIABILITY OF PARTIES S . R e el 8
B. LIENS AND PAYMENT DEFAULTS . ... IR L e, 8
C. PAYMENTS AND ACCOUNTING e A . . P 8
D. LIMITATION OF EXPENDITURES e e e e e i e 8
1. Drill or Deepen . . SN . U R 8
2. Rework or Plug Back . . . e e e e, 9
3. Other OQperations . . Lo et e 8
"E. ROYALTIES, OVERRIDING ROYALTIES AT\’D OTHER PAYMENTS . . .. . i 8
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OPERATING AGREEMENT

Rl 1
2
3 THIS AGREEMENT. entered into by and between SOUTHLAND ROYALTY COMPANY
4 ’ _ . hercinafier designated and
5 referred to as “Operator”, and the signatory party or parties other than QOperator, sometimes hereinafter
6 referred to individually herein as “Non-Operator”, and collectively as "Non-Operators”,
a .
8 WITNESSETH:
9
10 WHEREAS. the parties to this agreement are owners of oil_and gas leases and-or oil and gas in-
~ =11 terests in the land identified in Exhibit A", and tﬁi’*’part“@?h‘él‘e‘io have reached an agreernent to explore
12 and develop these leases and or oil and gas interests for the production of oil and gas to the extent a'v:l
13 as hereinafter provided: g ;
14 )
15 NOW. THEREFORE. it is agreed as follows:
16
17 ARTICLE 1. ]
© 18 B DEFINITIONS -
19
20 As used in this agreement, the following words and terms shall have the meanings here ascribed
21 _ to them: ' :
22 A. The term “oil and gas"” shall mean oil, gas, casinghead gas. gas condensate, and all other liquid
23 or ga’oous hydrocarbons and other marketable substances produced therewith. urless an intent to
24 limit the inclusiveness of this term is specifically stated. |
25 B. The terms —oil and gas lease”, '‘lease” and “leasehold” shall mean the oil and gas leases cov- ‘
26 ‘ering tracts of land lying within the Contract Area which are owned by the parties to tr*~ agreement. |
27 C. The term *0il and “gas interests” shall mean™ unlezsed fee and mineral interests in tracts of |
28 land lyving within the Contract Area which are owned by parties to this agreement. ‘
29 D. The term “Contract Area” shall mean all of the lands. 0oil and gas leasehold interests and oil |
30 and gas interests intended 1o be developed and operated for oil and gas purposes under this agreement. |
31 Such Jands. cil and gas leasehold interests and oil and gas interesis are described in Exhibit “A”. ‘
32 E. The term "drilling unit” shall mean the area fixed for the drilling of one well by order or rule ‘
33  of any state or federal! body having authority. If a driiiing uri_it is not fixed by any such rule or order, 1
. 349 - a dx)‘!!ing unit shall be the drilling unit as established by the patiern of drilling in the Contract Area J
35 or as fixed by express agreement of ‘he Drilling Parties.
36 F. The term ‘‘drillsite’” shall mean the oil and gas lease or interest on which 2 proposed well is to
37 be located.
38 G. The terms *Drilling Party” and “Consenting Party” shzall mean a party ‘who agrees to join in
39 and pay its share of the cost of any coperation con’gi_ucted under the provisions of this agreement
40 H. The terms *Non-Drilling Party” and “‘Non-Consenting Party” shall mean a pariy who clects
41 " not to participate in a proposed operation.
42
43 Unless the context otherwise clearly indicates, words used in the singular include the plural, the
44 plural includes the singular, and the neuter gender includes the masculine and the feminine.
45
46 ARTICLE II.
47 EXHIBITS
48 T
48 The following exhlblts as indicated below and attached hereto. are incorporated in and made a
50 part hereof ‘ :
51 XA Exhlbzt “A" shall include the following information:
52 (1) Identification of lands subject to agreement,
: 53 (2) Restrictions, if any, as to ‘depths or formations,
54 (3) Percentages or fractional interests of parties to this agreement
3 55 {(4) Ol] and gas leases and/or oil and gas interests subJect to this agreement,
: 56 (5) ‘Addresses of parties for notice purposes. .
: 57 (X B. Exhibit “B", Form of Lease. _ =
58 [¥ C. Exhibit *C", ‘Accounting’ Procedure. , , ' e
59 X D. Exhibit D", Insurance. : ' =
i 60 [XE. Exhibit “E”, Gas Balancing Agreement. . R .
> 61 [XF. Exhibit “F”, Non-Discrimination and Certification of Non—Segregated Facilities. ': ’
62 ‘ -iﬁ
;- 63 < I any provision of .my exhibit, except Exhibit “E", is inconsistent with any p"ovmon gon‘lamed
; 64 in 1hc body of this agrecment, the provisions in the body of thm agreement shall prevaxl q
i 65 - J- \ 2
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T . - ARTICLE TH.
TR INTERESTS OF PARTIES
3 v ‘
4 A. Qil and Gas Interests:
5 .
[ If any party owns an unleased oil and gas interest in the Contract Arca, that interest ‘shall be

7 treated for the purpose of this agreement and during the term hereof s if it were a leased interest

8 under the form of oil and gas lease aitached as Exhibit “B”. As 1o such interest. the owner shall re-
9  ceive royalty on production as prescribed in the form of oil and gas lease attached hereto as Exhibit
16 ~B". Such party shall. however. be subject to all of the provisions of this agreement relating to lessees,
—-—=-}] to the extent that it owns the lessee interest. - A e e

12

13 B. Interest of Parties in Costs and Production:

14

15 Exhibit “A" lists all of the parties and their vespective percentage or fractional interests under this

16 agreement. Unless changed by other provisions, all costs and liabilities incurred in operations under
17  this agreement shal! be borne and paid. and 21l equipment and material acquired in operations on the
18- Contract Area shall be owned by the parties as their interests are shown in Exhibit =A™, All produc-
19  tion of oil and gas from the Contract Area, subject to the paviment of lessor's royalties vehiei—e=ll—ben
20 bormre—by—tire—Jothrt—Hrecott. shall also be owned by the parties in Lthe same manner during the term
21 _ hereci: provided, however, this shall nol be deemed an assignment or cross-assignment of interesis cov-
22 ered hereby.

23

24 ARTICLE 1V.

25 TITLES

27 A. Title Examination:
29 Title examination shall be made on the drillsite of any proposed well prior to comments,. 1ent of
20 dnlhrg operations or, if the Drilling Parties so request. title examination shall be made on the leases
31 and or ofl and gas interests included. or planned tc be included. in the drilling unit around such well.
32  The opinion will include the ownership of the working inlerest. minerals, royalty. overriding royalty
33 and production payments ‘under the applicable leases. Al the time a well is proposed. each party con-
34 tributing leases and ‘or oil and gas interests to the drillsite. or to be included in such drilling unit, shall
3% furnish tc Operator zll abstracts {including Federal Lease Status Reports), title opinicns, title papers
36 and curative material in its possession free of charge. Al such information not in the possession of or
37 made available to Operator by the parties. but necessary for the examination of title, shall be obtained
36 by Operator. Operator shall cause title to be examined by attorneys on its staff or by outside attorneys.
39  Copies of all title opinions shall be furnished to cach party hereto. The cost incurred by Operator in
40  this title program shall be borne as follows: )
41
42 =—Optien—Ne—i= .
43 preliminary, supplemental. shul-in gas royalty opiriion‘s ille opinions) shall be a
44 part ¢f the admmxstrahve - in Exhibit *C.”" and shall not be a direct charge. whether
46
47 X Opuon No. 2: Costs incurred by Operatm in procuring abstracts and fees paid outside attomeys
48 for m)e examination (including preliminary. supplémental. shul-in- gas roxalt\ opinions and division
4$ ~ order title opinions) shall be borne by the Drilling Parties in the proportion that the mterest of each
50 Drilling Party bears to the total interest of all Dn]lmg Parties as such interests appear in Exhibit “A™.*
51 Operator shall make no charge for services lendeled by its staff atiorneys or other personnel in the
52 performance of the above functions.
83
54 Each party shall be“'responsible for securing curative matter and pooling amendments or agreements
35  required in connection with leases or oil and gas interests contributed by such party. The Operator shall be
56 responsible for the preparation and recordmg of Pooling Desxgnauons or Declarations as \\el] as the
57 conduct of hearings before Governmental Agencies for the securing of spacmg or pooling orde‘i‘s. This

-

58 shall not prevent any party from appearing on its own behalf at any such hearing. .--:_-
59 r
60 No well shall be drilled on the Contract Area unul after (1) the title to the drillsite or dr:lhng unit

61 has been exammed as above provided, and (2) the title has been approved by the examining atlox ney
62 title has been accepled by all of lhe parties who are to participate in lhe drilling of the well. ' .

!
64 B. Loss of Title: Tl »‘,
65 S . I ‘S
66 1. Failure of Title:. Should any oil and gas interest or lease. or interest thcxem. be loq unough

67 fuilure of title, which loss results in”a reduction of intérest from thal shown on Exhibit - .A thix agree-
68 moent. nevertheless, shadl continue in force as 1o all remaining oil and gas Jcases and interests, and-- -
69 - (a) The purty whose Oil @nd gas lease or interedt is affected by the title fuilure shall bear a!onc

78 . the entire Juss und it shal) not be cnmlcd to recover from Qperator.or the othe éa.nm‘x.m\ dmclopmc i
(xcept when such costs are incurred in connection with an operation conducted under Art:.cle vI 52

which event such costs are to be borne by t d’nllzng part;es in the proportions e

S St
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or operaling costs which i1 may have theretofore paid, but there shall be no monetary Jiability on ils
part to the other partics hereto for drilling, development, operating or other similar costs by reason of
such title failure: and _ '

(b) There shall be no retroactive adjustment of expenses incurred or revenues received from the
operation of the interest which has been Jost, bul the intercsts of the parties shall be revised on an acre-
age basis, as of the time it is deterrnined finally that title failure has occurred, so that the interest of
the Pparty whose lease or interest is affected by the title faiture will therecafter be reduced in the Contract

. Area by the amount of the interest lost: and

(c) 1f 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 faijure. the party whose title has failed shall
receive the proceeds atftributable to-the increase in such—-interests—(less costs and burdens attributable
theretc) until it has been reimbursed for unrecovered costs paid by it in connection with such weli;
and ..
(d) Should any person not a party to this agreement, 'who is determincd to be the owner of any in-
terest in the title which has failed, pay in any mznner any part of the cost of operation, development,
or equipment, such amount shall be paid to the pacty or parties who bore the costs which are so refund-
ed; and ,

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

(1} No charge shall be made to the joint accouni for legal expenses, fees or salaries, in connection
with the defense of the interest claimed by any party hereto, il being the intention of the parties
hereto that each shall defend title to its interest and bear all expenses in connection therewith.

2. Loss by Non-Pavment or Erronecus Pavment of Amount Due: If, throug"h mistake or oversight,
any rental, shut-in well payment, minimum royally or royalty payment, is rot paid or is erroneously
paid, and as a result a lease or interest therein terminates. there shzll be no monetary liability against
the party who failed to make such payment. Un)es; the party who failed to make the required payment

secures a new lease _covering the same inferest within ninety (20) days from the discovery of the fail-

ure to make prcper payment, which acquisition will not be subject to Article VIII.B. the interests of
the part:es shall be re evised on an acreage basis, effective as of the date of termination of the lease in-
volved, and the pady who failed to make m oper payment will ‘no longer be credited with an interest in
the Contract Area on.account of owners‘up of the lease or interest which has terminated. In the event
the party who failed to make the requ;red paymentishall 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 theretofore paid on account of such interest, it
shall be reimbursed for unrecovered aciual costs theretofore paid by it (but not for its share of the
cost of any dry hole previously drilled or wells previousty abandoned) from so much of the following
as is necessary 1o effect reimbursement:

(2) Proceeds of 0il and gas, less operating exbenses, ‘theretofore accrued to the credit of the lost
interest, on an acreage basis, up tc the amount of unrecovered costs;

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

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

3. Other Losses: All losses incurred, other than those set forth in Articles IV.B.l. and IV.B._Z'
above, shall not be considered failure of title but shall be joint losses and shall be borne by all parties
in proportion to their interests.” There shall be no readjustment of interesis in the remaining portion of
the Contract Area.

ARTICLE V. A
OPERATOR
A. DESIGNATION AND RESPONSIBILITIES OF OPERATOR: "i;_-,
SOUTHLAND ROYALTY COMPANY T ,
: g - “shall e the

Operator of lhe Contracl Area, and shall conduct and direct and have full control of all opefalmns on
the Coniract Area as permitied and required by, and within the limits of; this agreement 1t shall con-.
duct all such opcrations in a good and workmanliké manner. but it shall have no hab:l:ty as- Opcratox‘
1o the other parties for losses sustained or liabilities mcunod. except such as may reqult from gross
neg u..cncc or wiliful misconduct.
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B Resignation or Removal of Operator and Selection of Successor:

1. Resignation or Removal of Operator: Operator may resign at any time by giving written notice
thercof to Non -Operators. If Operator terminates its legal existence. no longer owns an interest in the
Contract Area. or is no longer capable of serving as Qperator, it shall cease to be Operator without any
action by Non-Operatgr, except the selection of = successor. Operator may be removed 3 it fails or
refuses to carry out its duties hereunder., or becomes insolvent, bankrupt or ‘is placed in receivership.
by the affirmative vote of 1wo (2) or more Non-Operutors owning a majority interest based on owner-
ship as shown on Exbibit “A™. and not on the number of parties remaining after excluding the voting
interest of Operator. Such resignation or removal shall not become effective until 7:00 o'clock AM.
on the first day of the' calendar- month following tMe expirationr - ninety (90) days after the giving of
notice of resignation by Operator or action by the Non-Operators 10 remove Operator, unless a $20ce8sor
Operator has been selecled ad assumes the duties of Operator at an earlier date. Operator, after effect-
ive date of resignation or remaoval, shal) be bound by the terms hereof as a Non-Operator. A change of
a corporate name or structure of Operator or transfer of Operator’s interest t¢ any-single subsidiary,
parent or successor corporation shall not be the basis for removal of Operator.

2. Selection of Successar Operator: Upon the resignation or removal of Operator, a successor Op;
erator shall bé selected by the Parties. The successor Operator shall be selecied froin the parties owning
an interest in the Contract Arez at the time such successor Operator is selected. If the Operator that

-is removed fails to vole or votes only o succeed itself, the successor Operator shall be selected by the

affirmative vote of two (2) or more parties owning a majority interest based on ownership as shown
on Exhibit A", znd not on the number of parties remaining after excluding the voting interest of the
Operator that was removed.

C. Employees:

The number of employvees used by Operator in con:ducling operations hereunder, their selection,
and the hours of labor and the compensation for services performed. shall be determined by Operator,
and a!l such employees shall be the employees of Operator.

D. Drilling Contracts:

Al) wells drilled on the-  Contract Area shall be drilled on a compeltitive contract basis at the usual
rates prevailing in the area. If it so desires, Operator may employ its own tools and eguipment in the
drilling of wells. but its charges therefor shall not exceed the previiling rates in the area ‘and the rate
of such charges shail be agreed upon by the parties in writing before drilling cperations 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 contracts of independent contractors who are doing work of a sim-
tlar nature.

ARTICLE VI.
DRILLING AND DEVELOPMENT

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" ps1, 5§ 2180' FEL, Sec. 21, T18S, R29E,Eddy Cou.rity, New Mexico

and shall thereafter continue the dri]ling of the well with due diligence to

11,750 or a depth sufficient to test the Morrow formation,
4

unless granite or.other practically impenetrable substance or condition in the hole, which -renders
further drilling impractical, is encountered at a lesser depth. or unless all parties agree to corr?g]ete or

,ébandon the well at a lesser depth. , : “e

Operator shall make reasonable tests of all formations cncoumered during drilling’ whxch'gwe in-
dication of containing oil and gas in quanuues sufficient.to test, unless this agreecment shall be'hmxted
in its application to a specific formation or formations, in which event Operator shal) be teqmred 1o

test only the formation or formations to which thxs “agreement may apply. - -3

If. in Operutor's judgment, the well will not p:oducc oi) or gas in paying guantities, and it \nshes
1o plug and abandon the well as a dry hole, it shall first secure the consent of all parties and shall

plug and ubandon same as provided in Article VILE.1. hercof.
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B. Subsequent Operations:

1. Proposed Operations: Should any party hereto desire to drill any well on the Contract Arez
other than the well provided jor in Article VILA, or 1o rework, deepen or plug back a drv hole drilled
at the joint expense of all parties or a well jointiy owned by all the parties and not then producing
in paying quantities, the party desiring to drill, rework. deepen or plug back such a well shall give the
other parties wrillen notice of the proposed operation, specifyving the work to be performed. the loca-
tion. proposed depth, objective formation and the estimated cost of the operation. The parties receiv-
ing such a notice shall have thirty (30) days afler receipt of the nolice within which to notify the
parties wishing to do the work \uhether théy elect to parucipate in the cost of the proposed operation.
If a drilling rig ‘is ort location. -notice of proposal 0 rework:--pleg back or drill deeper may be given
by telephone and the response period shall be limited to fortv-eight (48) hours. exclusive of Saturday,
Sundayv or legal holidays. Failure of a 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 proposed cperation. Any
notice or response given by telephone shall be promptly confirmed in writing.

2. Operations by Less than All Parties: If any party receiving such notice as provided in Article
VI.B.1. or VIE.1. elects not to participate in the propnosed operation. then, in order to be entitled to
the benefits of this article, the party or parties giving the notice and such other pavties as shall elect
to participate in the operation shall, within sixty (60) days after the expiration ¢f 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 Jocation. 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
Consenting 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 to perfcrm
the work required by such proposed operation for the account of the Consenting Parties. or (b) desig-
nate one (1) of the Consenting Parties as Operalor to perform such work. Consenting Parties. when
conducting operations on the Contract Area pursuant to this Article V1.B.2., shall comply with all terms
and conditions of this agreement. ’

If less than all parties approve any px‘obosed operatiop. the proposing party. immediately after the
expiration of the applicable notice period. shall advise lhe»Consentihg Parties of (2) the total interest
of the parties approving such operation. and (b) its recommendation as {0 whether the Consenting Par-
ties should proceed with the operation as proposed. Each Consenting Party. within forty-eight {(48)

hours (exclusive of Saturday., Sunday or legal holidavs) after receipt of such notice, shaii advise the '

proposing party of its desire to (a) limit participation {o such party’s interest as shown on Exhibit *A”,
or (b} carry its proportionate part of Non-Consenting Parties’ inlerest. The proncsing party, at its
election. may withdraw such proposal if there is insufficient participation. and shall promptly notify
ali parties 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 lerms of the preceding paragraph. Consenting
Parties shall keep the leasehcold estates involved in such operations free and clear of 21l liens and
encumbrances of every kind created by or arising from the operations of the Consenting Parties. If such
an operation results in a dry hole, the Consenting Parties shall plug and abandon the well at their sole
cost. risk and- expense. If any well' drilled. reworked. deepened or plugged back under the provisions
of this Article results in a producer of oil' and ‘or gas in paving quantities. the Consenting Parties shall
¢omplete and equip the well to produce at their sole cost and risk, and the we}ll 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 drilling, reworking, deepening or plugging back of any such
well by Consenting Parties in accordance with the provisions of this Article, each Non-Consenting Party
shall be deemied to have relinquished 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“prod'uction
taxes, royalty, overndmg royalty and other interests emstmg on the effective date hersof, pa)ab:e out of
or measured by the produchon from such well dccruing with respect 10 such interest until it™ reverts)
shall equal the total of the.following: i

{a) 100% of each. such Non-Consenting Partys share of the cost of any newly acqmred sx‘rface
equipment beyond the wellhead connections - (mcludmg but’ not limited to. stock tanks, separamrs,

reaters, pumping. equipment and piping). plus 100% of each such Non- Consenting Party’s share of the
cost of operation of the well commencing with first production and contmumg until each’ such Non-

Consenting Party's relinquished interest shall revert to it undes other provisions of this Art'clc it being-

agreed that each Nen-Consenting Parly s share of such costs and equipment will be that mterest whxch
would have been chargeable 1o each Non-Consenting Party had it participated in the well from the be-
ginning of the operation: and

(b)j _30'0 % of that portion of the custs and chmnscs of drilling reworking, decpening. or plugping

Luck. testing and completing, after deducting any cash contributions iceceived under Article VIIIC.. and

-5-
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*399_% of that portion of the cost of newly acquired equipment in the well (1o and including ihe well-

head connections). which would have been chargeable t¢ such Non-Consenting Party if it had partici-
pated therein.

Gas production attributable to any Non - Consenting Partyv's relinquished interest upon sush Party's
election, shall be sold to its purchaser, if availabie. under the terms of its e¢xisting gas sales con-
tracl. Such Non - Consenting Party shall direct its purchaser to remit the proceeds receivable from
such sale direct to the Consenting Farties unti]l the amounts provided for in this Article are recov-
ered from the Non - Consenting Party's relinquished interest. If such Non - Consenting Party has not
contracted for sale of its gas at the time such gas is available for delivery. or has not made the elec-
tion as provided zbove. the Concemmg Parties sHall ovrrand Pe entitled 1o 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 Parly's share
of preduction. or the proceeds therefrom, Consernting Parties shall be responsible for the payment of
all production, severance. gathering and other taxes, and all royalty. overriding royaity and other
burdens applicable to Non-Consenting Party’s share of production. -

In the case of any reworking, plugging back or deeper drilling dperation. the Consenting Parties shall
be permitted to use, free of cost, all casing. tubing and other equipment in the well, but the ownership of

--all such equipment shall remain unchanged: and upon abandonment of a well after such reworking,

plugging back or deeper drilling. the Consenting Ferties shall account for all such equipment to the
owners  thereof, with each parly receiving its proportionate part in kind or in value, less cost of
salvage.

Within sixty (60) cavs after the completion of any cperation under this Zirticle, the party con-
ducting the operations for the Consenting Parties sha)l furiiish each Non-Consenting Party with an in-
ventory of the equipment in and connected to the weil, and an itemized statement of’_ihe‘i:ost of drilling,
deepening, plugging tack, testing. completing, and equipping the well for producticn; or, at its option,
the operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed
statement of monthly billings. Each month thereafter, during the time the Consenting Parties are being

- reimhursed as provided above, the Parly 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 angd the
amount of procesds 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, Consenting Parties
shall use industry accepted methods such as, but not limited to, metlering or periodic well tests. 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 cregdited against the total unreturned costs of the work done and of the equipment purchased,
in determining when the interest of such Non-Consenting Party shall revert to it as above provided;
and if there is a credit balance, it shall be paid to such Non-Consenting party. -

If and when the Consenting Parties recover from a Non-Consenting Party’s relinguished interést
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 pertaining thereto, and the production ihere-
from as such Non-Consenting Party would have been entitled to had it paruclpated in' the drilling,
reworking, deepening or plugging back of ‘said well. Thereafter, such Non-Consemmg Party sihall 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 Accouh@ing Procedure, attached hereto.

~ Notwithstanding the provisions of this Article VLB.2, it is agreed that without the mutual consent
of all parties, no wells shall be combleled in or produced from a sourcé of supply from which a well
located elsewhere on the Contract Area is producing, unless such well conforms to the then- emstmg
well spacing patiern for such source of supply. . L
The provisions of this Article shall have no application whatsoever--to the. drilling of the initial
well described in Article VI.A. except (a) when Option- 2. Article VH.D.1.; has been selected' or (b)
to the: reworkmg, deepening and pluggmg back of such initial well, if such well is or thereafte: shall

prove to be a dry hole or non-commercial well, after having been dnlled 10 the depth specified m Aruclej -

VIA

C. nght to Take Production in Kmd*

Each party shall have the’ xxght te take ‘ia Kind or separately dxspose of its proporhonaté <hare of
all oil and gas produced from the "Contract Area, e\clusnvc of production which may -be- used m de-
velopment and producing operations and in preparing and treating oil for marketing purposes and
production unavoidably lost. Any extra’ cxpcnd:ture inculred in the takmg in kind or separate dispo--
sition bv any purty of its proportionate share of the ploduclnon shall be borne by such pariy. Any.
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party taking its share of production in kind shull be required to payv for only its proportionute share
of such part of Operator's surface facilities which it uses.

Each party shall exccute such division orders and contracls as may be ncecessary for the sale of its
interest in production from the Contract Area. and. except as provided 1. ‘*Uicle VILB.. chal? be entitled
10 recejve parment dGivec frem the purchaser thereof fer its share of all production.

Irs the event any party shall fail to make the arrangements necessary to take in kind or separately
dispose of its proportionate share of the oil and ges produced from the Contract Area. Operator shall have
the right. subject to the revocation at will by the party owning it, but not the obligation, to purchase such
oil and gas or sell it {o others at any time and~frém tinre~to™tithe. for the account of the non-taking
party at the best price oblainable 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 1o exercise at any iime jts
right to take in kind. or separately dispose of, its share of all oil and gas not previously delivered to a
purchaser. Any purchase or sale by Operator of any other nariy's share of oil and gas shall be only for
such reasonable periods of time as are consistent with the minimum needs of the indusiry under the
particular circumstances, but in no event for a period in excess of one (1) year. Notwithstanding the
foregoing, Operator shall nat make a sale. including one into interstate commerce, of any other party’s
share of gas production without first giving such other party thirty (36) dayvs nonce of such intended
sale.

In the event one or more parties' separate disposition of its share of the gas causes split-stream de-
liveries to separate pipelines and or deliveries which on a day-{o-day basis for any reason are .not
exactly equal to a party's respective proportionate share of totsl gas sales 10 be allocated to it, the
balancing or accounting between the respective &accounts of the parties shall be in accordance with
any Gas Balancing Agreement between the parties hereto. whether such Agreement is attached as
Exhibit “E" r is a separate Agreement. |

D. Access (o Contract Area and Infermation:

Each party shall have access to the Contract Area at all reasonable times. at its sole risk to inspect
or observe operations. and shall have access at reasonable times to information pertaining to the de-
velopment or operation thereof. including Operator’s books and records relating therélo. 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 Jogs, tank tables. da\ly gauge and run tlickets and reports: ‘

of stock an 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 Area. The cost of gathering and furnishing mformation 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 Dryv Holes: Except for any well drilled pursuant to Article VIB.2.. any well
which has been drilled under the terms of this agreement and is proposed to be completed as a dry hole
shall not be plugged and abandoned without the consent of all parties. Should Operator. after diligent
effort, be unable to contact any party, or should any party fail to reply within forty-eight (48) hours
(exclusive of Saturday, Sunday or legal holidays) .fter receipl of notice of the proposal to plug and
abandon such well, such party shall be deemed 1o have consented to the provosed abandonment. All

“such wells shall be piugged and abandoned in accordance with applicable regulations and at the cost,

risk and expéri;se of the parties who participated in the cost of drilling of such well. Any party who ob-
Jects to the plugging and abandoning such well shall have the right to take over the well and conduct
further operations in search of oil“and ‘or gas subjett to the provisions of Article VILB.

2. Abandonment of Wells that have Produced: Except for any well which has been drilled or ré-
worked pursuant to Article VI.B.Z. hereof for which the Consenting Parties have not been fully reim-
bursed as therein provided. any well which has been compieted as a producer shall not be plugged and
abandoned without the consent of all parties. If all parties consent to such abandonment. the well shall
be plugged and abandoned in accordance with applicable regulations and at the cost. risk and' >e'>.pense
of all the pa:ues hereto. If, within thifty (30) days after xecelpt of nouoe of the proposed abandonment
of such well, all parues do not agree to the abandonment of any well, ‘1hose wishing to contmue-)ts op-
eration shall tender to each of the other parties its proportionate share of the value of the well's’ salvab]e
material and equipment, determmed in accordance with the provisions of Exhibit “C™, less the estxmated

cost of salvaging and the estimated cost of ‘plusging and abandoning. Each abandonmg p:;rtv shall

assign to the non-abandonmg parties, without warranty. express or implied, as to title or “as ‘to quanhty

quality, or fitness for use of the -equipment and material. all of its interest in the well and rclaied equip--
‘ment. together with it§ interest in the leasehold estate as 1o, but only as to, the interval or mler\'ab of the

fn-m.:lxon or formations then open (o production. If the interest of the abandomng party is or mcludes
an oil and guas interest, such partly shall exccute and deliver o the non-abandomng pariy or parhcs an
oil and- pas lease. limited to the interval or intervals of the formation or formations then open to produc-
tion. for a term of one yrar and so long thereafier as ml and or gas is produced from the interval or mtex-

7 e g ~7 LT .,;,’;. S IT I \
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vals of the formation or formations covered thereby. such lease 1o be on the form attached as Exhibit
“B7. The assignments or leases so limited shall encompass the “drilling unit” upon which the wel is
located. The payvments by, and the assignments or leases to, the assignees shall be in a ratio based upon
the relationship of their respective percentages of participation in the Contract Ares 1o the aggregate of
the percentages of participstion in the Contract Area of all assignees. There shall be no readjustment
of interest in the remaining portion of the Contract Area. ’

Thereafter, abandoning purties 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
retained in any lease made under the terms of this Article. Upon request. Operator shall continue to
operate the assigned well for the- account- of the non-abandoning—partiecs al the rates and charges con-
templated by this zgreement, plus any additional cost and charges which may arise as the result of
the separate ownership of the assigned well.

ARTICLE VIL
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties: X -

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

_oniy for its obligations. and shall be liable only for its proportionate share of the costs of developing
and operating the Contract Area. Accordingly. the liens granted among the parties in Articie VILB. are

given to secure only the debts of each severally. It is not the intention of the parties to create, nor shall
this agreement be consirued as creating, a mining or other partnership or asseciation, or to render the
parties liable as partners.

B. Liens and Payment Defaults:

Each Non-Operztor grants to Operator a lien upon its ¢il and gas rights in the Contract Area, and a
security interest in its share of oil and or gas when extracted and its interest in all equipment, to secure
pavment of its chare of expense. together with interest therean at the rate provided in the Accounting
Procedure attached hereto as Exhibit "'C”. To the extent that Operator has 2 security interest under the
Uniform Commercial Code of the State, Operator shall be entitled to exercise the rights and remedies
of a secured party under the Code. The bringing of 2 suit and the obtaining of judgment by Operator
for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the len
rights or security interest as security for the pzyment thereof. In additien, upon default by any Non-
Operator in the payment of its share of expense, Operator shalli have the right. without prejudice 1c
other rights or remedies, to collect from the purchaser the proceeds from the sale of such Non-Operator's
share of oil and- or gas until the amount owed by such Non-Opetrator. plus interest has been paid. Each
purchaser shall be entitled to rely upon Gperator’s written statement concerning the amount of any de-
fault. Operator grants a like lien and security interest 1o thie Non-Operators to secure payment of Op-
crator’s proportionate share of expense.

If any party fails or:is unable to pay its share'of expense within sixty (60) days after rendition of
a statement therefor by Operator, the non-defaulting parties. including Operator. shall. upon req‘uest by
Operator, pay the unpaid amount in the proportion thal the interest of each such party bears 1o the in-
terest of all such parties. Each party so paying its share of the unpaid amount shall. to obtain reimburse-

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

C. Payments and Accounting:

Except as herein otherwise specifically provided, Operator shall promptly pay and discharge expenses
incurred in the develecpment and operaticn of the Contract Area pursuant to this agreement and shall
charge each of the parties hereto with their respective proportionalte’ shales upon the expense basis pro-

vided 'in the Accounting Procedure attached hereto as Exhibit “C”. Operator shall keep an accurate
record of the joint account hexeunder. showing expenses incurred and charges and credits made and
received. - ran

Qperator, at its election, shall have the right from time to time to demand and receive from the
other parties payment in advance of their respective shares of the estimated amoum of the expense io
be incurred in operations. hereunder during the next succeeding month, which right may-be e:\ercxsed only
by submission to each such party of an itemized statement of such estimated e\pense togethex with
an invoice for its share thereof. Each such statement and invoice for the payvment in advance of esti-
mated expense shall be submitted on or before the 20th day of the next preceding month, Each party
shall pay to Operatox its proportionate share of such estimate within fifteen (25) days after ‘such es-
timate end invoice is received. If ‘any party fails to pay its share of said estimate within _saxd nme. the
amount due shall bear -interest as providéd in Exhibit “C" until paid. Proper adjuxﬂnclll‘\hall be

" mude monthiv between advances and actual expense to the end that cach party shall bear 'md pay :ts

pmporhonatc share of aclual expenses incurred. and no more.

Atk

Skl s
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D. Limitation of Expenditures:

1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, ex-
cept any well drilled or déepened pursuant to the provisions of Article VI.B.2, of this Agreement, it heing
understeod that the consent (o the drilling or deepening shall irnelude:
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1 Option No. 2: All necessary expenditures for the drilling or deepening and testing of the well. When

P

“such well has reached’its authorized depth, and -all~ests -have bewn compicted, Operator shall give im-

mediate notice to the Non-Operators who have the right to participate in the completion costs. The parties
receiving such notice shall have forty-eight (48} hours (exclusive of Saturday. Sunday and legal holi-
days) in which to eiect to participate in the setting of casing and the completion attempt. Such eclection,
when made, shall include consent to all necessary expenditures for the completing and equipping of such
well, including necessary tankage and,or surface facilities. Failure of any party receiving such notice
to reply within the period above fixed shall constitute an election by thst party not to pariicipate in
the cost of the comnpletion attempt. 1f one or more, but less than all of the parties, elect to set pipe and
to attempt a completion, the provisions of Article VI.B.2. itereof (the phrase ‘‘reworking. deepening or
plugging back™ as contained in Article VIL.B.2. shall be deemed to include “compleling”) shall apply ‘o

. the operations thereafter conducted by less than all parties.

2. Rework or'P]ug Back: Without the consent of sil parties, no well shall be 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 consent 1o the reworking or plugging back 6f a well shall include
consent 10 2ll necessary expenditures in conducting such operations and completing and equipping of
said well, including necesszry tankage and‘or surface facilities.

3. Other Qperations: Operator shall not undertake any single project reasonatic estimaled to require
an expenditurein excess of _Twenty-five Thousand and no/100 Dollars 25,000.00 )
except in connection with a well, the driiling, reworking. deepening. completing. :scompleting; 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 take such steps and incur such expenses as in ils opinion are required to-deal with
the emergency to safeguard life and property but Operalor, as prompltly as possible, shall report the emer-
gency to- the other parties.- If Operator prepares “Authority for Expenditures” for its own use,

Operato., upon reguest, shall furpish copies of its “Authorjiv for Expenditures™ for any. single’ project
costing in excess of ____ Lwenty tive T ousand and no/100----  poars (s 22 ‘NU'U% ).

E. Royalties, Overriding Royalties and Other _Pa_vménts:

Each party shall pay or deliver, or cause to be paid or delivered. 2all royalties to the extent of
one-eighth (1/8) due on its share of production and shall holgd the other parties free

from any--liability therefor. lf the interest of any parly in any 0il and gas lease covered by this agree-
ment is subject to any royalty, overriding rovalty. production payment, or other charge over and above
the aforesaid royalty, such party shall assume and alone bear all such obligations and shall. account
for or cause 10 be accounted for, such inierest to the owners thereof.

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

F. Rentals, Shut-in Wel! Pzyments and Minimum'Royalties:

) Rentals, shut-in well payments and minimum royalties which - may be required under the terms of
any lease:shall be pa.d by the party or parties who subjected such lease to this agreement at 1ts or their
expense, In the even! two or more parties own and have contributed inlerests in the same Iease i this
agreement, such parties may designate one of such parties to make said payments for and on behalf of all
such parties. Any party may request. and shal! be entitled Lo receive. proper evidence of all such pay-.
ments. In the event of failure to make proper payment of any rental, shut-in well payment or :mmmum'
royalty through mistake or oversight where such payment is required to continue the lease'xn force,

_any loss which results from such non-payment shall be borne in accordance with the provxsnons b}g Arl:cle

VB2, . : .___,;-,;ﬁ\_:)‘\ ,

G e

Operator shall noufy Non-Operator of the anhclpaled completion of a shut-in' gas welL oz-the shut-
ting in or return to production of a producing gas well, at least five (5) days {excluding Salurday. Sun-
day und holidays). ot at the carliest opportunity permmcd by circumstances, prior to takmg such act:on
but u«umcs no liability for failure to do so. In the cvent of failure.by Operato: 10 so. nou{v Non-.
Opc.-.xtar the loss of any Jease contributed hereto by Non-Operator for failure 1o make timely pavments

-

i




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

= O @O W O

23

=) O Lo WD~

of any shut-in well payment shall be borne jointly by the parties hereto under the provisions of Article
1V.B.3.

G. Taxes:

Beginning with the first calendar vear-after the effective dale hereof, Operator shall render for ad
valérem taxation all property subject to this agreemient which by law should be rendered for such
taxes. and it shall pay all such taxes assessed thereon before they become delinquent. Prior te the ren-
dition date, each Non-Operator shall furnish Operator information as to burdens (t¢ include; but not he
limited to, royalties, overriding royalties and production payments) on leases and oi] and gas interests con-

“tributed Ly such Non-Operator. If ihe 2ccessed valumtion ofuny Teuvehold estale is reduced by reason of s

being subject to outstanding excess royaltieé, overriding royalties or production payments, the reduction in
ad valorem tz2xes resuliing therefrom shall inure to the ben (it of the owner or owners of stich leasehold
estate, and Operator shall adjust the chafge to such owner or owners so as to reflect the benefit of such
reduction. Operator chall bill other parties for their proportionate share of all tax payvments in the man-
ner provided in Exhibit “C".

If Qperator considers apy tax assessment improper, Operalor may, at its discretion, protest within
the time and manner prescribed by law, and prosecule 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 deterrnined, Operator shall pay
the tax for the joint account, together with any interest and penalty accrued, and the total cosi shall then
be assessed against the parties, and be paid bv them, as provided in Exhibit “C”.

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

H. Insurance:

At all times while operations are conducted hereunder, Operator shall comply wiith the Workimen's
Compensation Law of the State where tne Operéfi(‘)ns aie being conducied; provided, however, that Op-
erator may be a self-insurer for liaopility under sai’; compensation laws in which event the only charge
that shall be made io the joint account shall be an amount eguivalent to the premium which would have
been paid had such insurance been obtained. 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.
Operator shall require all contractors engaged in work on or for the Contrart Area to comply with the
Workmen's Compensation Law of the State where the operations are being conducled and to mamtam
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 ¢f the parties, no direct charge shall be made by Operator for premiums paid for
‘such insurance for Operator’s fully owned automotive equipment.

ARTICLE VIIL
ACQUISITION. MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

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

However, should any party desire to surrender its interest in any lease or in any portiqn thereof, and
other parties do not agree or consent therelo, the party desiring to surrender shall assign, without express
or implied warranty of title, all of its interest in such lease, or portion thereof, and any well, material and
equipment which may be jocated thereon and any rights in production thereafter secured, lo the partzes
not desiring 10 surrender it. If the interest of the assigning party includes an oil and gas }nterest, 1he as-
signing parly shall execute and deliver to the party or parties not desiring to surrender an oil zmd gas.

-Jease covering such 6il and gas interest for a term of one year and so long thereafter as-oil and/ar gas -

is produced from the land covered thereby. such lease to be on the form attached hereto as Bxlnbst “B”

Upoa such assignment, the assigning party shall be relieved from all obligations thereafter- :r'orumg,
but néi theretofore accrued, with respect to the acreage assngned and the oper ation of any/ vggll" ﬁiereon.
and the assigning party shall have no further interest in the lease. assigned and its equlpment\and Pro-.
duction .other than the royalties reétained in any lease made under the terms of this Arucfe. The partxes», '
assignee shall pay to the partly assignor the reascmablc salvage value of the latter's intel est in- any wells

and. equipment on the assigned acreage. The value ‘of all material shall be determined_ in uccordance ’
with the provisions of Exhibit “C", less the cstimated cost of salvaging and the esh;mted cost of plug--
ging and abandoning. If the assignment is in favor of more than onc party. the assigned interest shall

e e ——
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be shared by the parties assignee in the proportions that the interest of each bears 1o the interest of all
parties assignee,

Any assignment or surrender made under this provision shall not reduce or change the assignor’s or
surrendering parties” interesi. as it was irnmediately before the assignment, in the balance of the Cortract
Area: and the acreage assigned or surrendered. and subsequent eperations thercon. shall not thereafier
be subject to the terms and provisions of this agreement.

B. Renewal or Extension of Leases;

If any party securék z rencwal of any oil and-g#¥ leasersubject-to this Agreement, all other parties
shall be notified prompily. and shall have the right for a period of thirty {30) days following receipt
of such notice in which to elect to participate in the ownership of the renewal lease, insofar as such
lease affects lands within the Contract Area, by paying to the party who acquired it their several proper
proportionate shares of the acquisition cost allocatled to that part of such legse within the Contract Area,
which shall be in proportion to the interests held at tha! time by the parties in the Contrsct Area.

1f some, but less than all. of the parties elect to participate in the purchase of s renewal lease, it
shal} be owned by the parties who elect to participate therein, in a ratio based upnn 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 lease in which less than all parties €lect 1o participate shall not 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 provistions of this Article shall apply to renewa) 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 iis predecessor lease, or taken or cordracted for within six {6) mcnths after
the expiration of the existing lease shall be subject to this provision: Lut any lease taken or contracted

for more than six (8) monihs after ‘the expiration ©of an exisling lease shall nct be deemed 2 renewal

lease and shall not be subjiect 1o the provisions of this agreement.

‘The provisions in this Article shall apply also and in like manner fo exlensions of oil and gas
leases.

C. Acreage or Cash Contributions:

While this agreement is in force. if any party contracts for a contribution of cash toward the drilling
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 operatinn and shall be applied by it ageinsi the cost of such drilling or
other operetion. If the contribution be in the form of acreage. the party to whom the contribution is
made shall promptly tender an assignment of the acreage. without warranty. of title, to the Drilling
Parties in the proportions said Drilling Parties shared the cost of drilling the well. If all parties 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 shzll prompt-
ly notify all other parties of all acreage or money contributions it may obtain in support of any well or

" any other operation on the Contract Area.

I any ‘party contracts for any consideration relating to disposition of such party’s share of substances
produced ‘héreunder, such consideration shall not be deemed a contribution as contemplated in this
Article VIII.C. '

D. Subsequenlly Created Interest:

Notwithstanding the provns:ons of Article VIILE. and VIIL.G.. if any party hereto shall, subsequent

to execution of this agresment, create an over ndmg rovaliy. produc(xon payment, or net pxoceeds inter-

est, which such interests are hereinafter referred to as “‘subsequently created interest”, such wbsequent]y

created interest shzil be specifically made subject to all of the terms and provisions of this agreement. as
follows: : &

r;

1. If non-consent operations are conducled pursuant to any provision of this agr&mmm the
putty conducting such operations becomes entitled to receive the production aunbulable 10" xhe mteresl
out of which the subsequently crealed interest is derived. such party shall receive same free- and clear
of such subsequently created interest. The party creating same shall bear and pay all such subsequcntlv
created interests and shall indemnify and hold the other parties hereto free and harmiess, 16 om any_and.
all hdblmy resulting therefrom. . et
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2. If the owner of the interest from which the subscquently created interest is derived (1) fails 1o

vay. when due. its share of expenses chargeable hercunder. or (2) elects 10 abandon a well under pro- -

visions of Article V]ILE, herecf. or (3) elects to surrenider a lease under provisions of Article VIILA,
hereof. the subscguently created interest shall be chargeable with the pro rata portion of all expenses
hereunder in the same manner as if such interest were a working interest. For purposes of collecting
such chargeable expenses, the party or parties who receive assignments 3as a result of (2) or (3) above
shalt” have the right to enforce all provisions of Article VII.B. hereof against such subsequently created
interest.

E. Maintenance of Uniform Interest:
. Fa . - v . AR S S e ST
For the purpose of maintaining uniformity of ownership in the oil and gas Jeasehold interests
covercd by this agreement. and notwithstanding any other provisions to the contrary, no party shall
sell, encumber, transfer or make other disposition of its interest in the leases embraced within the Con-
tract Area and in wells, equipment and productiion unless such disposition covers either:

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

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

Every such saie. encummbrance, Lransfer or other disposition made by any party shall be made ex-
pressly subject to this agreement. and shall be made without prejudice 1¢ the right of the other parties.

1f. at any time the interest of any party is divided amorig and owned by four or more co-owners,

Cperator. at its discretion, may require such co-owners to appoint a single trustee or agent with full

authority to receive notices, appreve expenditures, receive billings for and approve and vay such party’s
share of thi¢ joint expenses, and to deal generaliy with., and with power to bind. the co-owners of such
party's interests within the scope of the operations embraced in this agreement; however, all such
co-owners shall have the right to enter into and execute all contracts or agreements for the disposition
of their respective shares of the oil and gas produced from the Contract Area and they shall have the
rignt 10 receive, separateiy. payment of the sale proceeds hereof.

F. Waiver of Right to Partition:

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

G——Preferentiar-Right-to-Burchase:

N . ~ c P [ 3 . . -y _ o 3
wgepyo. e o 6 v - & =4 < -t - & e 5 =y Fr iy

interests in the Contract Area it shall prompt]y give written notice to the other partles with &3 infor-
mation concerning its proposed sale, which shall include the name and address of th prospective pur-

‘chaser (who must be ready. willing and able to purchase), the purchase ps#c® and all other terms of

the offer. The other parties shall then have an optional prior right7lor a period of ten (10) days after
receipt of the notice, to purchase on the same terms and.«odnditions the interest which the other party
proposes to sell: and, if this optional righl ‘isextrcised. the purchasing "parties shall share the pur-
chased interest in the proportions thai+if€ interest of each bears to the total interest of all purchasing

" parties. Howéver, there shall.beTo preferential right to purchase in those cases where any party wishes

to mortgage its inlerests, or to dispose of its interests by merger: reorganization. consolidation. or sale

of all or _substantially all of its assets to a subsidiary or parent company or to a subsidiary of a parent °

oo 2 - ® =4z .. - oy - - ey TS - v

) -

ARTICLE IX. »
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create, and shall not be construed to create, a relatlonshlp of part-
nership or an association for profit between or among the parties hereto.” " Notwithstanding anv pro-
visions herein that the: rights-and liabilities hereunder arc several and net joint or collective, or .tbat this
agreement and operations hereunder shall not constitute 2 partnership, if. for Federal income tax pur-
poses, this agreement and the operations hereunder are *egarded as a partnership. each pariy. hereby
affected elects io be excluded froin the application-of all of the provisions of Subchapter K2 Chaptet
1, Subtitle “A". of the Internal Revenue Code of 1954, as permitted and ‘authorized by Scctxon 761 of
the Code and the regulations promulgated thereunder. Operator is authorized and duected to exccute on
behalf of cach party hereby affected such evidence of this clection as may be required b} the Socx clary

of the Trcasury of the United States or the Federal Internal Revenue Service, :ncludmg 'zpccmcalb‘ but -
“not by way of limitation. all of the returns, statements, and the duta required by Federal Regula-

tions 1.761. Should there be any xequnemqm that cuach party hereby affected give further evidence of
this clection, cach such purty shall exccute such documents and furnish such other evidence as may be
requited by the Federy! Internal Revenue Scrvice oir @s may be nocessary to cvidenee this election. No

.., . T A E LE T ; ‘Ll.‘z.‘ )
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such party shall give any notices or take any other action inconsistent with the ¢lection made hereby.
If any present or future income tax laws of the state or states in which the Contract Arca is located or
any future income tax laws of the United States conlain provisions similar to those in Subchapter “K”,
Chapter 1, Subtitle “A". of the Internal Revenue Code of 1954, under which an clection similar to that
provided by Section 76) of the Code is permitted, each party hereby affecied shall make such election as
may be permitted or reguited by such laws. In making the foregoihg election, each such party states that
the Income derived by such party from Operations hereunder can be adequately determined without the
computation of partnership taxable income.

; B ARTICLE X.
e -~ CLAIMS AND LAWSUITS™

Operator may settle any smgle damage clatm or suit arising from operations-} eteun'iex if the ex-
penditure does not exceed __F1Ve 'I‘housand and no/100----==—-====---""---- Dollars
(s 5,000.00 } and if the payme . is in complete settlement of such claim or suit, If the amount
required for settlement exceeds the above amount, the parties hereto shall assume and take over the
further handling of the claim or suit. unless such authority is delegated to Operator. AN costs and ex-
pense of handling. settling 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 accont of any matler
arising from operations hereunder over which such individual has no control because of the rights given .

. Operator by this agrecment. the party sholl immediately notify Operater, and the claim or cuit shall

be treated as any other claim or suit involving operations hereunder.

ARTICLE X1.
FORCE MAJEURE

1f any party is rendered unable, wholly or in part, by force majeure to carry out its obligations
under this agreement. other than the obligation to make money payvments, that party shall give to al)
other parties prompt written notice of the force mzjeure with reasonably full particulars concerning-it;
thereupon. the obligations of the party giving the notice, so far as they are affected by the force majeure,
shall be suspended during. but no longer than, the continuance of the force majeure. The affected party
shall use all reasonable diligence to remove the force majeure situation as quickly as practicable.

The requirement that any force majeure shall be remedied with all rezsonable dispatch shall not
require the settlement of strikes, lockouts. or other labor difficultv-by the party involved, contrary to its
wishes; how all such difficulties shall be handled shall be entirely within the discretion of the party
concerned.

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

ARTICLE XIIL
NOTICES

Al notices authorized or required between the parlies, and reguired by any of the provisions of

" this agreement. unless otherwise specifically ‘provided, shall be given in writing by Uniled Siates mail

or Western Union telegram, postage or charges prepaid, or by teletype,. and addressed to the party 1o
whom the notice 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 thereio shall-run from the date the originat-
ing notice is received. The second or any responsive notice 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 o change its address at any time, and from
time to time, by giving written nolice hereof to all »other parties. S

v

ARTICLE X1l

TERM OF AGREEMENT S

This agreement shall remain in full force and-effect as to the oil and gas leases and - or oil and gas in-

terests subjected hereto for the period of time selected below: provided. however, no par t) hereto shall

cever be construed as having any right, title or interest in or to any lease, or oil and gas mteres! con-
tnbutcd by any other party beyond the term of ‘this agrecment. :
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- -} ¥ Option No. 2: In the evenl the well described in Article VLA, or any subsequent well “drilied
‘-2 under any provision ‘of this agreement, results in production of oil and or gas in paving quantities, this
. 3 agreement shall continue in force so long as any such well oy wells produce, or are capable of produc-
4  tion. and for an additional period of 80  davs from cessatiop of all production: provided, huwever,
5 if, prior to the expiration of such additicnal period, one or more of ‘the parties herelo are engaged in
6 drilling or reworking a well or wells hereunder, this agreement shall continue in {erce until such op-
7 eraltions have been completed and if produclicn vesults therefrom. this agreement shall coniinue in
8 force as provided herein. In the event the well deseribed in Articde V1AL, or any cubsequent well
9 drilled hereunder. results in a dry hole, and no other well is producing. or capable of producing oil
10 and er gas from the Contract Area, this agreement shall termirate unless drilling or reworking opera-
— —=11 -tions are commenced within __%9 "~ davs from the ®ate ofabarddnment of said well.
12
13 It is agreed, however, that the termination of this agreement shall not relieve any party herelo from
14  any lability which has accrued cr attached prior to the date of such termination,
15
16 ARTICLE X1V.
17 COMPLIANCE WITH LAWS AND REGULATIONS
18- - -
19 A. Laws, Regulations and Orders:
20
21 . This agreement shall be subject to the conservation laws of the state in which the committed

22  acreage is located, to the valid rules. regulations, and orders of any dulv constituted regulatory body of
23  said state; and to all other applicable federal, state, and Jocal laws. ordinances. rules, regulations., and

24  orders.
26 B. Governing La\('i

28 The essential validity of this agreement and all matters perl:im'_ng thereto, including, but not Jim-
29 ited to, malters of performance, non-performance, breach, remedies, procedures, rights, cduties and in-
30 terpretation or construction. shall be governed and determined by the law of the stale in which the
31 Contract Area is Jocated. If the Contract Area is in two or more states, the law of the state where most
32  of the land in the Contract Area is located shail govern.

33

34 ARTICLE XV.

35 OTHER PROVISIONS
:2 SALE OF ROYALTY GAS

38 1¢ is recogniged by the parties hereto that in addition to each party’s share of
38 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 area and to receive payments due for such royalty 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 the Unit, such party agrees 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 lnterPst and to hold all other parties hereto harmless
- 47 for its failure to do so.

49 In the event a “"consenting party" to this agreement shall become delinguent in its
50 working interest payments, (delinquent being defined as the continued nonpayment of
51 bona fide joint interest billings from operator, for a perzod exceedxng sixty days),
52 then and in that event, all parties hereto agree that such interest owned by the

53 delinguent party shall be treated for all purposes as if that party had elected non-
54 Participation under the provisions of Article VI B 2 of this agreement contained on
55 Pages 5 and 6 of the agreement. Notwithstanding the provisions of Article VII C

56 tO the contrary, this provision shall control and be effective.
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ARTICLE XVI1,
MISCELLANEOUS

“This agreémenl shall be binding upon and shall inure to the benefit of the parties hereto and to iheir
respective heirs, devisees, legal representatives, successors and assigns.

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

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

18 . - -4l - .- F— R S R e

OPERATOR

. (bi& BY: . f Hoar .

C.E. Mear, Attorney-in-Fact

KL{Q’

NON-OPERATORS

T. J. SIVLEY

W. T. WYNN

JOHN H. TRIGG

ATLANTIC RICHFIELD COMPANY




CORPORATION ACKNOWLEDGMENT

"YME STATE OF

COUNTY OF %/M

BSé) the undersxgnnd authority, on this day personally appeared

o {5 ; known to me to be the person whose name is
subscribed to th foregoxng instrument, asﬁff’/m‘,-d/ﬂ« ﬂgf" of
‘ , a corpegikation, and acknowledged to me that
e execu};e "tzh the purposeg and consideration therein expressed, in the
‘?apar tfy‘ st &(\d and a's the act and deed of Faid- corporatlon.

55 ( GJ.v;{n\ u'xdar my hand and seal of office this the 229? /day of 4?¢@;¢/
A-g.: ll‘?& ‘: gl

: . e XS
= §\\< S

1 Zcmxmse 100 uxprres

(ﬂﬂf. # /%"z/ _ il

b ic in and for

County, W

CORPORATION ACKNOWLEDGMENT
THE STATE OF

COUNTY OF

BEFORE ME, the undersigned authority, on this ‘day personally appeared
v ) , known to me to be the person whose name is
subscribed to the' foregoing instrument, as of
__, a corporation, and 3cknouledged to me that
he executed the same for the purposes and consideration therein eéxpressed, in the
capacity stated, and as the act and deed of said corporaticn.

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

My Commission Expires:

Notary Public in and for
County,

CORPORATIGH ACKNOWLEDGMENT
' THE STATE OF
COUNTY OF

BEFORE ME the unders:.gned 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
cazpacity 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 Commissicn Expires:

Notary Public in and for
County,
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- ) ARTICLE XVI.
' Z MISCELLANEOUS
3
4 _This agreement shall be binding upon and shall inure 10 the benefit of the parties hereto and to their
5 respeclive heirs, devisees, legal representatives, successors and assigns.
6 -
T This instrument may be executed in any number of counterparts, cach of which shall be considered
8 an -original for all purposes.
9
10 IN WITNESS WHEREOF. this agreement shall be effectiveas of _____._day of N
—'“'11 ]9—-“ . ¥ PR - - R P ek I g e 43
12
13 OPERATOR
14
16
16

L - ‘S& By,c}_z; Hear -

C.E. Mear, Attorney-in-Fact

l@{g

NON-OPERATORS

==

T. J. SIVLEY ~

W. T. WYNN

JOHN H. TRIGG

ATLANTIC RICHFIELD COMPANY

BY:




CORPORATION. ACKNOWLEDGMENT

" THE STATE CF\./ 5 ;:’/«4

COUNTY OF de)

B“F})/&E the undersigned authonty, on this day persrnally appeared
MQ‘ ¢ Known to me to b\;/tne person whose name is

_ subscribed to th foregoma instrument, asﬁm 54{4 of
Y ék&é Q@% , a corperation, and acknowledged to me that
he executed the e fod the pukrposegand consideration therein expressed, in the

”"“capac;i.ty stated, and as the act and ‘deed of “8aid CorpoFation.

Given, under mj hand and seal of office this the gé?‘ffgay of /J[Z.,M

h.D. 19 QQ .

LN

My Commission Expires:

L. 2 /752 : 7 /wé(/
Nb:.a{y Pﬁb ic :Ln and Tor %é‘é/___&gg
County,

CORPORATION ACKNOWLEDGMENT
TEE 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 Loregomg 1nstrument, as of

, a corporat:.on, and acknowledged to me that
he executed the same for the purposes a2nd consideration therein expressed, in the
capacity stated, and as the act and deed ¢f 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,

CORPORATION ACKNOWLEDGMENT -
-THE STATE OF

COUNTY OF

THE STATE OF NEw Me:d.'co X SINGLE ACKNOWLEDGB%ENT
: X

‘counTy oF  Eddy I

BEFORE ME, the undersigned :authorif:y, on this day personally appeared:

Tl Siylew - - . :
known to me to be the person whose name__ =ere/is subscribed to the fore-

going instrument 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
_ A.D., 1990

" e g
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ARTICLE XVL
MISCELLANEQUS

Thic agreement shall be binding upon and shall inure to the benefit of the parties hereto and to their
res;')éetive heirs, devisees, legal vepreseniatives, successors and assigns.

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

02 ~1 O 0 e G N

—
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IN WITNESS WHEREOF, this agreement shall be effective as of day of

19 . ! smeommenTe -

!
—
N

13 OPERATOR
14

is

16 ‘ , ¢

g i; : .\ba BY: C’ 2’ JHear -

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

. fdk

22
23
24 NON-OPERATORS
25
26
27
28
29 :
30 ' T. J. SIVLEY
31
32
33
34
35 , W. T. WINN ~
36 . ' .
21 /. / T .
38 W »
39 . - JOHN H. TRIGG f/ f
40 , o
41 ATLANTIC RICHFIELD COMPANY
42
43
44
45
46
47
48
‘ 49
rf':? * 50
3 51
52
53
54
55
56
5%
58
59
60
st
. 62
. €3
64
65
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70




“ecaracity stated,

CORPORATION ACKNOWLEDGMENT

. .»TH? STATFE OF \i/%/“

COUNTY OP

‘ EEéQRE the undersigned authority, on this day personally appeared
z ‘2/0/‘/ ¢ KNown ¢ me to bejt.he nersnn whose name is

supscribed to thg foregoing instrument, as P01l t = cdon = Fz e 7=  of

e ’ ‘ % , a corpdration, and acknowledged to me that
he executed the same fof the pufrposes”and consideration therein expressed, in the
and a% the act and deed of‘said"‘corp’oYation.

Given under my hand and seal of office this the gp?/:h:ﬂday of AJLZ:’%A/)
A.D. .Lq_fﬁ_ ' .

My Commiss 10'1 EZxpires:

Pt 24 172 ) ~

1

N y Public in and for
County, ,Z«;zw

INDIVIDUAL

ERREORFAEIE, ACKNOWLEDGMENT

THE STATE OF NEW MEXICO

COUNTY OF CHAVES

BEFORE ME, the underSLgned authority, on this day personally appeared
John H. Tr"lgg , Xnown to me to be the person whose name is

subscribed to the foregoing instrument, as _ an individual XXX

, B ODPREASRY, and acknowledged to me that

he executed the same ::or the purposes and cons;deratxon therein expressed, in the
capacity stated, and as the act and deed of said SoWPORIIA, individual.

Given under my hand and seal of office this the 3rd. day of November
A.DsYg"80

+ ?\ :- ' i_, "’I’

: .\y Cémm'- és:.&;» Explres- 4 :
5 . ‘ -
~JoVenper 20 ; Topa Dras gasete 8.CLTo
z “Thaves

Notary BGblic in and for

e '. a‘b I . s 5

IS d I k C s .: "

W Ly S5 County,; New Mexico.
-, < ‘:-.”. ....... e “: »

"’ it ""‘: ) 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

: of
. @ corporation, and acknowledged to me that

he executed the same -for the purpeses and conszderatzon therein expressed, in the
canaclty stated, and as the act and deed of said corporation. :

day of

subscribed to the foregoing instrument, as

Given under my hand and seal of cff:.ce this the
A.D. 19 .

My Commission Expires:

Notary . Publ:.c in and fox

County .
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ARTICLE XVI,
MISCELLANEOUS

This agreement shall be binding upon and shall inure to the benefit of the parties hereto ang to their
respective heirs, devisees, lepal representatives. successors and assigns,

This instrument nﬁay be executed in any number of counterparis, each of which shall be considered
an original for all purposes.

IN WITNESS WHEREOF, this agreement shall be effective as of__”;g gb()day of _ OC"{'OLLF

g e e e

OCPERATOR

~ | %B BY=C’.£ eanr

C.E. Mear, Attorney~in-Fact

| | KL{Q »

NON-OPERATORS

T. J. SIVILEY

B 0
r

3}

=

m TITVATY
- i . Y A ASEY

JOHN H. TRIGG

ATLANTIC RICHFIELD COMPANY

wee KV Qrnetd ——

ATTORNEY IN FACT Z’(
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CORPORATION ACKNOWLEDGHMENT

CIHE STATE OF b]/%/t/

COMTY OF
EEZ HE, the ur.dermgnea authority, on this day personally appeared
/1(,4’,, , known to me to be jthe person whose name is
subscribed o th foregozng instrument, as/ 7 R ﬂt,;é‘ _of

7 ; a corperation, and acknowledged to me that
the okpose? and consxde*atlon thereln expressed, in the

_he exe«.uteo Lhe Eme fod

e
leen -ander my hand and seal of . office this the S22 2= "day of /ﬂ MA,,/

Mg Lowmsclon Zxpires:

ﬂﬁ" £ /75@

]
AN

=<

CORPORATION ACKNOWLEDGMENT

THE STATE OF 61144«-/

county oF 7 Vi lamcd_

BEFORE ME:, the unders:.gned aut"aora.ty, on this day personally appeared
2/ ;, known to me to be the person whose name is

suoscr:.bed to the foregoing instrument, as (Alletsics sone Ju&t‘ of

H!ZE‘.‘:Q!S ézs! é“gé (A orvpo T corporation, and acknowledged to me that
he executed the e for the Dx&'rposz ane consideration therein expressed, in the

capac:.-.y qtat»ed and as the act and deed of said corporation.

- 4?‘
- 1.2 .
F ’G‘J.vem unde* my hand and seal of office this the (52‘,4_) day of ¥Y-u mt aAris-
Y .' - '}_ ﬂ
A.D. 19 ‘6!
A PR <>‘

.(N% Comm:.ss:mn (f-.‘.xp.xres :

3 /ey-,z "
71(2~ ﬂ Wﬁw Yvonce Brooks
':). ,. Nptary Public in and for_{//lctlascd
.)”": e County; 729,714,4)

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. .

Given under my hand and seal of office this the . day of
A.D. 1S .

My Commission Expires:

Notary Publ:.s: in- and for
County,

y P iic in and for m
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THIRD AMENDED
EXAHIBIT "A"

Attached te and made a part of Operating Agreement by and between Southland

Royalty Company, Operator, and other signatory parties, Non-Operators.

CONTRACT AREA:

Section 21, T18S, R29E, Eddy County, New Mexico, below 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 Dendar
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. Trigqg

~W. T. Wynn

T. J. Sivley
ARCO
Total

Southland Royalty Comp;ny

- John B. Trigg

W. T. Wynn
T. J. Sivley

ARCO
Total

BEFORE PAYOUT

+330769231

©.173076923

. 496153846
1.000000000

AFTER PAYOUT

.321394231
-
.02343750
-173076923
-482091346
1.000000000

AFTER 300% NON-CONSENT FENALTY

.259375
.187500
. 0234375
.140625
- 3890625
1.0000000
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SECOND AMENDED
EXHIBI™ "A"

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

I . e . ZE.

O e

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 Company 0.26875 0.259375
1100 wWall Towers West
Midland, Texas 79701

John B. Trigg 0.1873000 0.18750000
P. O. Box 520
Roswell, New Mexico 88201

W. ™. Wynn -0~ 0.02343750
1603 W. Dengar
Midland, Texas 79701

T. J. Sivley 0.1406250 » 0.14062500
P. O. Drawer "GG"
Artesia, New Mexico 88210

ARCO 0.403125 ‘ 0.3890625
P. 0. Box 1610
Midland, Texas 79702

1.000000 1.0000000




. : ' EXHIBIT "B" '

Attached to and made a part ¢! Operating Agreement dated Septsuwber 23, 1980, by and
between Southland Royalty Company, Operator, and other signatory parties, Non-Operator.

OIL AND CGAS LEASE

THIS AGRELMENT wade this day of 19 . between
WS Lessor, and as Lesser, WITHESSETH:
P Lescor in consideretion of Ten and Ko/Li00 Dollars ($10.00) in hand paid of the royalties herein provided, and of the sgreementn

of lassor herein contained, hereby grants, leascs and lets exclusively unto Lessee for the purpose of investigating, exploring, producing,
drilling and mining fos and producing oil and gas, lsying pipe linas, bullding rosds, tanks, powver stations, te)ephone lines and other
structures thereon to produce, care, take cere of, treat, vransport, and own gaid products, the folloving

described land in - County, Texas, to-wit:
e 4. - - - E WY e s o A
and containing © acres, more or less. In the event a resurvey of said lands ghall reveal the existance of excess

and/or vacant lands lying adjacent to the lands above described and the lessor, his heirs, or assigns, shzll by virtue of its cwperahip
of the lands above described, have preferenca right to acquire sald excess and/or vacant lands, then in that event this lease shall
oover and include 2li such excess and/or vacart lands which the Lessor, it3 successors ©r assigns, shall have the preference right to
acquire by virtue of its ownershi> of the lands above described as and when acquired by the lesscr; and the Lessee shall pay the

Lessor for su~h excess and/or vacant lands at the sape rate per acre as the cash consideration paid for the acreage hereinabove

wentioned, -

2. Subjact to the other provisions heredn con:ah;ed, this lease shall be for a term of from this
_-dste (called "primary term®) and as long thereafter as ©il or gas is produced from said land bheraunder.

3. The royalties to be paid Lassor are: (a) on oil . one "?1ghth (1/8)
of that prodused and saved froe said land, the same to be delivered av the wells or to the credit of Lessor into the pipe line to
which the wells may be connected; Lessee may from time to time purchase any royalty oil in fts possession, paying the market price
therefor prevafliny for the field where produced on the date of purchase; and {b) on gas, including cashinghead gas or other gaseous
substance, produced from said land and sold or used off the p‘rruises or in the manufacture 0f gascline or other products thersfrom,

the parket value at the well of one—eighth (1/8) of
. ¥ 2
the gas so sold or us2d, provided that on gas sold at the wells the zoyalty shall be one~elgh th (1/ 3 )
of the amount "silized from such sale; vhere gas from 5 well producing gas only is not sold or used, Lessee may pay as annual royaity,
conmencing ninex:. {90) days after such well is first shut in, the sum of per well

per year, and upon such payment it will be considered that ges is being produced within the meaning of Paragraph 2 herecf: provided,
however, that such shut in payments shall not continue this lease in force fcr any consecutive period of more¢ than

years. Lessees ‘shall have free use of oild, gas and water from szid land, except vater from Lessor's welis, for all gperations-here-
ander, and the royalty on oil, gas or water shall be computed after deducting any so uvsed.

4. I£ prior to discovery of ©il or gas on said land, lescee should drill a dry hole or holes thereon, or if after discovery of
oil or gas, the producticn thereof shouvld cesse from any cause, this lease shall not terminate if Lessee commences additional
arilling or re~working operations within sixty (60) days thereafter. Jf at the expiration of the privary terz, oil or gas is not
being produced on said land, but Lessee is then engsged in drilling or re-working operations thereon, the lease shall remain in foree
50 long as operations on said well or for drilling or re-working of any additional well axe proscevted with no céssaiion oi more than
sixty (60) consecutive days and if they resvlit in the production of oil cor 9is =5 Jong thercifter as oil or gas’ is produced from said
1and. 1In the event a well or wells producing oil or qas'gn paying guantities chould be brought in on sdajacent 1and and draining the
leased premises, Lessee agrees to drill such offset wells as & reasonadly prudent operator would drill under the same or similar
circumstances. -

S. lessee shall have the right at any time until six months after the expiration of this lease to remove all property and
fixtures placed by lessee on said land, inciuding the right to draw and rerove al) casing. When regquired by Lessor, Lessee will bury
"all pipe lines below ordinary plow depth, and nc well shall be drilled within twe hundred (200) faet of any residence or havn now on
sail land without Lessor's consent. .

6. The rights cf either party heréunder may be assigned in whole or in part and the provisions hereof shall exrend to the
heirs, svccessors znd assigns, but no change or division in ownership of the land, or royalties, hovever accomplished, shell operate
to enlarje the obligations or diminish the rights of Lessor. No sale or enlargem:nt by either party shall be binding on the other
party hereto until such party shall have been furnished with a certified copy of recorded instrument evidencing same. If gix or more
Farties become entitled to royalty hereunder, Lessee may withold gayment thereol unless and wuntil furrnished with a recordable instru-
pent executed by all such parties designating an agent to receive payment for all. :

7. lessor herein makes no warranty of title, either express or implied. Llessor hereby agrees that Lessee at its option suy
dischurge any tax, martgace or other lien upon said land and in the evant Lessee does 30, it shall be subrogsted to such lien with the
right to enforce same arnt apply royalties actruing hereunder towsrd satisfying same. It is agreed that if Lessor ovns zn interest in
said 1and less than the entire fee sicple, then the royalties to be paid Lessor shall be reduced proportionately.

8. 1f any ‘oi:ent.ion; permitied or required Hereunder or the performance by lessee of any covenant, agreement or requirement
hereof is delayed or interrupted Girectly or indirectly by any past or future acts, orders, regulations, or requirerents of the
Governmeat of the United States or of any state or other governmental body, or any agent, ‘officer, representative or auvthority of any
of them, the period of such Delay or interrup;io'n shall not be counted against the Lessee, and the primary term of this lease shall
avtoratizally be extended after the expiration of the primary term set f£orth in Section 2 above 3o long as the cause or causes for
such delay or interruption continue and for a period of six (€) months thereafter; and such extended ters shall constitute and shall
be considered for the purposes of this Jesse as & part of the primary term berecf. The Lessee shall not be liable to Lessor in damsges
for failure to, perform any operation permitted or required hereunder or to comply with any covenant, agreement or requiresent tmrecs

" during the time Lessee i3 relieved from the obligations tro comply with such covenants, agreements, Or Sequirements.

IN NITHESS WHEREODY, this instrument is executed on the date first above written.
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EXHIBIT ¢ "

Attached to and made a part of Opexating Adureement dated
September. 23, 19280, by and.between Sowvthland Royalty Compauy,
Qperxatox.._and othexr signatory parties, Non-Operators. . __

ACCOUNTING PROCEDURE
.JOINT OPERATIONS

A - e e g |

I. GENERAL PROVISIONS

Definitions

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

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

“Joint Account” shall mean the accournt showmg the charges paid and credits received in the conduct of the Joint
Operations and which are {o be shared by the Parties.

“QOperaior” shall mean the party designated to conduct ihe Joint Operations.

“Non-Operafors” shall mean the parties 1o this agreement other than the Operator.

“Parties” shall mean Operator and Non-Operators.

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

“Technical Empldyees" shall mean those employees having special and specific engineering, geological or other
professional skills, and whose primary function in Joint Operations is the handling of specific operating condi-
tions and problemns for the benefit of the Joint Property,

“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator’s employees.

“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.

“Controllable Material” shall.mean Material which at the time is so classified in the Material Classification Manual
as most recently recommended by the Council of Petroleum Accounfants Societies of North America.

Statement and Billings

Operator shall bil) Non-Operators on or before the last day of each month for their Droportxonate share of the

Joint Account for the preceding month. Such bills will be accompanied by statements which identify the author-

ity for expenditure, lease or facility, and all charges and credits, summarized by appropriate classifications of in-

vestment and expense except that itemns of Controllable Material and unusual charges and credits shall be sep-" -

arately identified and fully described in detail.

Advanceﬁ' 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-Operator shall pay its proportion of all bills within fifteen (15) days after receipt. 1f payment is not
made within such time, the unpaid balance shali bear interest monthly at the—raie-oi-(welve—perc’cnt-{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 lesser, plus attorney’s fees, court ccsts, and other costs in connection with

the collection of unpaxd amounts,

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

 EE———
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ness thereof; provided, however, all bills and statements rendered to Non-Operators by Operator during any.

calendar year shall conclusively be presumed to be true and correct after twenty-four (24) months following
the end of any such calendar yez:, 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 resulting frora a physical inventory of Controllable Material as provided for in Section V.

Audits

A. Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right 1o audit Ope-
rator’s accounts and records relating to the Joint Account for any calendar year within the twenty-four (24} month
period following-the end of such calendar year; provided, however, the 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 effort to

conduct joint or simultaneous audits in a manner- which will result in 38 minimum of inconvenience to the Opera-
tor. Operator shall bear no portion of the Non-Operators’ audit cost incurred under this paragraph unless agreed

to by the Operator
Approval by Non-Opentors

Where an approval or other agreement of -the Parties or Non—Operators is expressly required under other sec.

tions of this’ Accounung 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 proposat, and
the agreement or approval of a ma;onty in interest of the Non-Operators shall be controlling on all Non-Opera-

tors.
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HIl. DIRECT CHARGES

"-;f.Operator shall charge the Joint Account with the following items:

1. Rentals and Koyalties .
Lease rentals, and royalties paid by Operator for the Joint Operations.

2. Labor
A. (1) Salaries and wages of Operator's field emp]ovees directly employed on the Joint Property in the conduet
“of Joint Operations. .
{2) Salaries of First Level Supervisors in the fieid.
(3) Sularies and wages of Technical Employees directly employed on the Joint Property if such charges are
o excluded from the Overhead rates,
T OB. Operator’s cost of hohday vacation, sickness and digahilit¥ bénafits and other customary allowances paid to
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section’
. 1L Such costs under this Paragraph 2B may be charged on a ““when and as paid basis” or by “percentage as-
sessment” on the amount of salaries and .wages chargeable to the Joint Account under Paragraph 2A of this
Section IL. If percentage assessment is used, the rate shall be based on the Operatar's cost experience.

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

. tion IL

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

VYU |

3. Employee Benefits

Operators eurrent costs of established plans for employees’ group life insurance, hospit ahzat:on pension;,. re-.
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operators labor
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Secnon II shall be Or-:rator's actual

cost not to exceed twemtypereet—(885). the most recent rate recommended by COPAS .

4. Material
Material purchased or furnished by Operator for use on the Jomt Property as provided under Section IV. Only
such Material shall be purchased for or transferred to the Joint Property as may be required for immediate use
and is reasonably practical and consistent with efficient and economical operations, The accumulation of sur-

plus stocks shall be avoided.

5. Transportation

Transporiation of employees and Material necessary for the Joint Operations but subject to the following limita- -

tions: ‘

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

B. If surplus Material is moved to Operator’s warehouse or other storage point, no charge shall be made to the |
Joint Account for a distance greater than the gdistunce to the nearest reliable supply store, recognized barge
terminal, or railway receiving point unless agreed to by the Parties. No charge shall be made to the Joint Ac-
count for moving Material to other properties belonging 1o Opé¢rator, unless agreed to by the Parties.

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

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

the Parties.

7. Equipment and Facilities Furnished by Operator
A ‘Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates com-~
mensurate with costs of cwnership and operation. Such rates shall include costs of maintenance, repairs, other
operating expense; insurance, laxes, depreciation, and interest on investment not to exceed eight per cent (8%)
per annum. Such rates shail not eaceed average commercial rates currently prevailing in the immediate area
of the Joint Property.
B.. In lieu of charges in Paragraph 7A above, Operator may elect to use average commercial rates prevailing in
" the immediate area of the Joint Property less 209. For automotive equipment, Operator may elect to use rates
published by the Petroleumn Motor Transport Association.

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

9. Lezal Expense
Expense of handlmg, investigating and settling litigation or claims, dzschargmg of hens. payment of Judgmens o

_ and amounts paid for settlement of claims incurred in or resulling from operations under the agreement or: |
necessary to protect orrecover the Jeoint Property, except thal no charge for services of Operator's legal staff -

or fees or expense of outside atterneys shall be made unless previously agreed to by the Parties. All other legal
expense is‘considered to be covered by the overhead provisions of Section III unless otherwise agreed to by the

Parties, except as provided in Section 1, Paragraph 3.
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10. Taxes ;
“.l;' -. All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the opera-
tion thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefn of the
Parties.

11, 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 conducted in a state in which Operator may act as self-insurer for Work-
men's Compensation and/or Emp)oyers Liability under the respective state’s laws, Operator may, at its election,
include the risk under its self-insurance program and in that event, Operator shall include a charge at Operator's
cost not to exceed manual rates,

12, Other Expenditures

Any other expendxture not covered or dealt with in the foregoxng provisions of this Section II, or in Section III,
and-which is incurred by the Operator in the necessary and proper conduct of the Joint Operations.

III. OVERHEAD

1...Overhead ~ Dnning and Producing Operations
i. As compensation for administrative, supervision, ofﬁce services and warehousing costs Operdtor shall charge
drilling and producing operations on either:
(¥ ) Fixed Rate Basis, Paragraph 1A, or
- ( ) Percentage Basis, Paragraph 1B.

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

ii. The salaries, wages and Persor.:1 Expeinises of Technical Employees and/or the cost of professional consultant
services and contract services of technical personnel directly employed on the Joint Property shal! { ) shall

not ( x) be covered by the Overhead rates.

A. Overhead - Fixed Rate Basis
(1) Operator shall charge the Joint Account at the following rates per well per month:
Drilling Well Rate $__3.000.00
Producing Well Rate $__300.000
(2} Application of Overhead - Fixed Rate Basis shall be as follows:

(a) Drilling Well Rate

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 on the date when drilling or completion cguipment
arrives on location and terminate on the date the drilling or completion equipment maoves off loca-

sion of drilling operations for fifteen (15) or more consecutive days

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

days.
(b) Producing Well Rates

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

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

[3] An inactive gas well shut in because of overproduction or failure of purchaser to take the produc-
tion shall be considered as a one-well charge providing the gas well is directly connected to a per-

manent sales outlet.
are completed on any well.

lease sllowable, transferred allowable, etc.) shall not qualey for an overhead charge.

agreement to which this Accountmg Procedure is attached. The adjustment shall be computed by multi~
“Crude Petroleum and Gas Production Workers for-the last calendar year compared to the calendar year
preceding as shown by the index of average weéekly earnings of Crude Petroleumn and Gas Fnelds Produc-
tion Workers as published by the United States Department of Labor, Bureau of Labor Statistics, or the

the rates currently in use, plus or minus the computed adjustment.

—— — {1,

[1] Charges for onshore drilling wells shall begin on the date the well is spudded and terminate on

tion or rig is released, whichever occurs first, except that no charge shall be made during suspen- .

{3) The well rates shall be adjusted as of the first day of April each year following the effective date of the
plying the rate currently in use by the percentage increase or decrease in the average weekly earnings of

[4]) A one>well charge may be made for the month in whxch plugging and abandonment operanons ‘

[5} All other inactive wells (including but not limited to inactive wells covered by unit allowabie;

equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be
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.-2. Overhead - Major Construction

rentape-Basic-
« perator shall charge the Joint Account «t the following rates:

Percent ( 9) of the cost of Development of the Joint Property exclusive of costs

provided under Paragraph 9 of Section II and all salvage credits.

{b) Operating
%) of the cost of Operating the Joint Property exclusive of costs provided

{2) Application of Overhead - Percentage Basis sh
Fur the purpose of “determining charges on a perce
velopment shall include all costs in connection with dri
tions on any ar all wells involving the use of drilling crew a
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 assel, except

Frarapramhtof—thie-Geetion-

< be as rohows

T basm under Paragraph 1B of this Section I, de-
, redrilling, deepening or any remedial ¢pera-
equipment; also, preliminary expenditures
bandoning when the well is not com-
ixed assets, the expansion of fixed
jor Construction as defined in

To compf.nsate 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 development 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 ¢ of total costs if such costs are more than §_25,000.00 _ but less than $100,000.00 : pjus
B. 2:0 ¢ of total costs in excess of $_100.000.00 but less than $1,000,000; plus
C. 2:0 ¢ of total costs in excess of $1,000,000.

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

3. Amendment of Rates

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

ING OF. JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS
Operator is respohsible for Joint Account Material and shall make proper and timely charges and credits for all ma-

‘terial movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; how-

ever, at Operator's option, such Material may be supplied by the Non-Operator. Operator shall make timely disposxtion
of idle andfor surplus Material, such disposal being made either through sale to Operator or Non—Oporator division in
kind, or sale to outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Opera-
tors in surplus condition A or B Material. The disposal of surplus Controllable Matertal 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

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

counts:

A. New Material (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 lowect
published price f.o.b. raﬂway receiving point or recognized barge terminal nearest the Jomt - Property
where such Material iz normally available.

{2) Line Pxpe

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

movement, as listed by a relxable supply store nearest the Joint Property where such Material is nor-
mally available.
(b) Movement of 30 000 pounds or more shal! be priced under provxsxons of tubular goods pricing in Para-
graph 2ZA (1) of this Section IV.
(3) Other Material shall be priced at the current new pnce, in eifect at date of movermant, as listed bya rel:able

supply store or f.0.b. railway receiving pomt nearest the Joint Property where such Material is norma.llx 4

available.
B. Good Used Material (Condition-B)
. Material in sound and serviceable conditicn and suitable for reuse without reconditioning:
(1) Material moved to the Joint Property :

(a) At seventy-five percent (75% ) of current new price, as determined by Paragraph 2A of this Section I‘V.

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

—_——
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{b) at sixty-five percent {65%) of current new price, as delermined by Paragraph 2A of this Section
- . IV, if Material was originally charged 1o the Joint Account as good used Materia) at scventy-five per.
cent {759 ) of current new price.
The cost of reconditioning, if any, shall be absorbed by the transferring property.
C. Other Used Material (Condition C and D)
(1) Condition C _
.Material which is-not in sound and serviceable condition and not suitable for its original function unti
after reconditioning shall be priced at {ifty percent (509¢) of current new price as determined by Para-

graph 2A of this Section 1V. The cost of reconditioning shall be charged to the receiving properly, pro-
vided Condition C value plus cost of reconditioning does not exceed Condition B value.

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

D. Obsolete Material

Material which is serviceable and usable for its original function but condition and/or value of such Material
" is not equivalent to that which would 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 )
T Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (15¢) per
hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, when
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section IIL
(2) Material involving erection costs shall be charged at applicable percentage of the current knocked-down
price of new Matarial

3. Premium Prices
Whenever Muterial is not readily obtainable at published or listed prices because of national emergencies, strikes
or ¢ther unusual causes over which the Qperator has no control, the Operator may charge the Joint Account for the
required Material a? the Operator’s actual cost incurred in providing such Material, in making it suitable for use,
ard 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 such Material. Each Non-Operator shall have the right, by so electing and
notifying Operator within ten days after ‘réceiving notice from Operator, 1o furnish in kind all or part of his share

of such Material suitable for use and acceptable ‘0 Operator.

4. Warraﬁty 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 has been received by Operator from the manufacturers or their agents.

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

1. 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 shzll be: given by Operator at least thirty (30) days before any inven-
tory is to begin so that Non-Operators may be represented when any inventory is taken. Failure of Non-Operators
to be represented at an inventory shall bind Non-Operators to accept the inventory taken by Operator. ’

2. Reconciliation and Adjustment of Inventories

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

3. Special 1nventones

-Special Inventones may be taken whenever there is any sale or change of interest in the Joint Eroperty. 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.

4 Expense of Conducting Periodic Inventories
The expense af conducting periodic Inventories shall not be charged to the Joint Account unless agreed to by the
Parties.
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EXHIBIT D"

INSURANCE

Attached to and made a part of Operating Agreement dated Sevtendsr
23, 1980, by and between Southland Royalty Company, Operator, and
other signatory parties, Non-Operators.

(a) Operator shall at all times during the terms of this Agreement carry
insurance to protect the parties hereto as follows:
I - . - B 3 R R T

(1) Workmen's conpensatloﬂ and occupational discase insurance as
required by the laws of the state or states in which operations
will be conducted and employer's liability insurance with a limit
of not less than $100,000.

{2) Comprehensive general public liability insurance, excluding products
liability insurance, with limits of not less than: $100,000 applicable
to bedily injury, sickness or cdeath of any one person and $3.0,000
for more than one person in any one accident, and $100,000 for loss
of or damzae to property in any one accident and $100,000 acgregate
limit arplzcable to all loss of ur damzage to property durlng the
polzcy period.

(3) Automotive public liability insurance covering all automotive equip-
ment used in performance of work under this Adgreement with limits

of not less than: $109,000 applicable to bodily injuery. sickness

or- death of any one person and $300,000 for more than one person

in any one acc1dent

{b) Operator shall require all contractors pe*formlnc wor” under thlg
Agreemenu to carry the following insurance:

(1) WOzkman‘s corpensation and occupational disease insurance as regquired
by the laws of the state or states in which operations will be con-
ducted and employers' liability imnsurance with & limit of not less
than $100,000.

(2) Corprehensive general liability ‘insurznce with limits 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 loss of or damage to property in any one
accident and $100,000 aggregate limit applicable to all loss of
or damzge to property during the policy pexiod.

(3) Autorctive public lizbility insurance covering all automotive.
equipment- used@ in performance of work unéer this Agreement with
limits of nst less than: $100,000 applicable to bodily injury,
sxcknecs or death of any one person and $300,000 for more than one
person in any one accident, and $100,000 for loss of ‘'or damage to
‘property in any one accident. .




EXHIBIT "E"

GAS BALANCING AGREEMENT

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

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

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

has the right to take in kird 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 gas, 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 attributable to the interest of such party, the

terms of this agreement shall automatically become operative.

R During the period when any party hereto is not marketing or other@ise disposing

of its share of gas produced from 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 sfiare 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). A1l
parties 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 shall be established for each party not marketing or otherwise dis-
posing of its share of the gas produced, which account shall be credited with an
amount of gas equa1 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 liquid hydrocarbons recovered therefrom, and the monthly and cumulative over
and under account of each party.

EacH party hereto will make settlement Q{th‘the royalty owners to whom it is
accountable, just-as if such party were marketing or otherwise disposing of its
share, and its share only, of such gas production. Each party hereto agrees to

hold each other harmless from aiy and all claims for royalty paymones asserted
"by royalty owners to whom each party is accountable. The term "royalty owner”

shall include owners of roya]ty. overriding royalties, production payments and
similar interests.

- After notice to the Operator, any party at any time may begin marketing or
otherwise disposing of its share of the gas produced from a proration unit with

respect to which it has an under account balance. In addition to such share,
said party, until it has ba1anced the gas account as to its interest, shall be
entitled to take a share  of gas determined by mu1t1p1y1ng 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 prorat1on unit of such party with the under account
balance and the denom1nator of which is the total percentage interest in such
proration unit of all parties having an under account balance and who are cur-
rently market1ng or otherwise disposing of a portion of the1r under account
balance in addition to their share of gas.

Each party marketxng or otherwise disposing of gas sha]] pay the product1on
taxes due on such gas. i

Nothwng here1n shall be construed to deny any party the right, from time to
_ time, to produce and deliver to its purchaser its full share of the allowable
- gas: production to meet the deliverability tests required by its purchaser.




EXHIBIT “F"
Attached to and made a part of Operating Agreement dated September 23,

1980, by and between Southland Royaity Company, Operator, and other
signatory parties, NonOperators,

EQUAL EMPLOYMENT QPPORTUNITY PROVISION

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

1.

— e

The QOperator will not discriminate a@¥ains€Tany &mployee or applicant for
employment because of race, color, religion, naticnal orxigin or sex. The
Operator will take affirmative action to ensure 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, demotion, or transfer, re-
cruitment or recruitment advertising; layoff or texmination; 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 provided 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 behali of the Operator, state that all qualified applicants will re-
ceive conSJderatlon for emnlovnent 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 bargaining agreement or other contract or understand-
ing, a notice to be prcvided by the agency contracting officexr, advising the
labor union or workers' representative of the Operath's;COmmitments under
Section 202 of Executive Order 11246 of September 24, 1965, and shalllpost
coples of the notice in consplcuous places available to employees and appli-
cants for employmenc.

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 Laber. '

The Operator will furnish all information and reports required by Executive
Ordexr 11246 of September 24, 1965, and by the rules, regulatidns, and orders of
the Secretary 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 ascestain compllance 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.

The Operator will include the provisions of paragraphs (1) through (7) in. every
subcontract or purchase order unless exempted by rules, regulations, or orders’
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
subcontractor or vendor. The Operator will take such action with respect to
any subcontract or purchase order as the contracting agency may direct as a

neans 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
before the gas account is balanced, settelement will be made between those
parties credited with under account and over account balances. In making such
settlement, the party or parties ¢redited with &n under account balance will be
paid by the party or parties credited with an over account baiance a sum of
money equal to that received attributable to such over account, less applicable
taxes theretofore pai¢d. For gas sold or delivered intc 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 hamhhes incurred, as provided in the
aforesaid Operating Agreement.

This agreement shall constitute a separate agreement as tc each proration unit
within the Unit Area. It shall inure to the benefit of and be binding upon
the parties hereto, their successors, legal 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.




Operator acknowledges that it may he required to file Standard Form 100 (EEOL)

promulgated jointly by the Office of Federal Contract Cempliance, the Equal Em-

ployment Opportunity Commission and Plans for Progress with Joint Reporting Com-

v amattee, Federal Depot, Jeffersonville, Indiana, within thirtv (30) days of the date g
of contract award if such report has not been filed for the current year and other-
wise comply with or file stch other compliance reports as may be reguired under
Executive Oxder 11240, as amended and Rules and Regulations adopted thereunder.
Operator further acknowledges that he may be required to developy a written affirma-
tive action compliance program as required by the Rules and Regqulations 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 - . s ’ e Am e o
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APPROVAL =~ CERTIFYCATION -~ DETERMINATION

Pursuant £o the authority vested in the Secretary of the Interior under 3Section 17 (j)
o4 the Mineral Leasing Act of 1920, as amended (74 Stat. 784; 30 U.S.C. 226 j), and
delegated to the Area 0il and Gas Supervxsors of the U. 8, Geological Survey, I 4o

.

hervby //w"'jlﬁ”*;»N‘u

A, Approve the attached Co unitization Agreement covering the
” South One-~Half (S/2) Segtion 21, Township 18 South, Range 29
Fast, N.M.P.M., Eddy €ounty, New Mexico ,
as to-nagtural gas and associated liquid hydrocarbons producible
from the Cisco, Canyon, Strawn, formatlons )

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 or 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 established,
altered, changed, or revoked to conform with the terms and
conditions of the agreement. :

2pproved:

Area Oil and Gas Supervisor
U.S. Geological Survey

Effective:

Contract No.: Com. Agr._

*

§ BEFORE EXAMlNER NUTTER
. OIL CONSERVATION DIVISION

see.  exvmrNo._1
CASENC._Jlle + 26y




COMMUNITIZATION AGREEMENT

Contract No.

THIS AGREEMENT entered into as of the 8th day of October , 1982 , by
and betwecen the parties subscribing, ratifying, or consenting hereto, such parties being
hereinafter referred to as "parties hereto”. ) .

WITNESSETH:

) WHEREAS, the Act of February 25, 1920, (41 Stat. 437), as amended and supplemented
authorizes communitization or drilling agreementc communxt;zlng or poollng a Federal oil
and .gas lease, or any portion thereof, with other lands, whether or not owned by the
-United States, when separate tracts gnder such Federal lease cannot be independently de-
veloped and operated in conformity with an established well-spacing program for the field
or area and such communitization or pooliny is determined to be in the public interest; and

WHEREAS, the parties hereto own working, royalty or other leasehold interests, or
operating rights 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 agrcament for the purpose of developing and producing
communitized substances in accordance with the terms and conditions of this agreement:

NCW, THEREFORE, in consideration of the premises and the mutuval advantages to the
parties hereto, it is mutually convenanted and dgreed by and between the parties hereto
as follows: S
1. The lands covered by this agreement (hereinaftef referred to

as "communitized area') are described as follows:

South One-Half (S/2) of Section 21, Township 18 South,
Range 29 East, N.M.P.M., Eddy County, New Mexico

Containing 320 acres, more or less, and this agreement shall include
onlv the Cisco, Canyon and Strawn formations underlying said lands
and the natural gas and associated liquid hydrocarbons, hereinafter
referred to as "communitized substances®, producible from such
formations. This agreement shail apply separatelv to the Cisco,
Canvon, and Strawn formations in the same manner ‘as though a
separate agreement for each formation had been entereé into.

2. Attached hereto, and made a part of this agreement for all purposes
in Exhibit "B", deslgnatlng 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 communitizing or pooling any patented
or fee lands within the communitized area.

3. All matters of operation shall be governed by the operator under

'~ and pursuant to the terms and provisions of this agreement. & .

successor operator’ may be designated by the owners of the working
interest in the communitized area and four (4) executed copies of
a designation of successor operator shall be filed with the Area

0il and Gas Supervzsor.




4. 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 oil 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 o0il and
gas operating regulations.

5. The communitized area shall be developed and operated as an
entirety, with the understanding and agreement between the
parties hereto that all communitized substances produced therec-
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 intexest committed to this agreement.

6. The royalties payable cn communitized substances allocated to
the individual leascs comprising the communitized area and the
rentals provided for in said leases shall be determined and paid

- on the basis prescribed in each of the individual leases. Pay-
ments of rentals under the terms 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 or as may

- herein be otherwise provided. Except os herein modified and
changed, the o0il) and gas leases subject to this agreement shall
remain in full force and effect as originally 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 te production from each communitization agreement
to which such lease may ke committed, and separately as to any
noncommunitized lease production, provided, however, as to
‘leases where the raté of royalty for gas is based on total
lease production. per day, such rate shall be determined by the
sum of all communitized oroduction allocated to such a lease
plus any noncommunitizz4 lease precduction.

7. 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 communitized
area is now or may hereafter be divided, nor shall any lessee
be required to measure separately communitized substances by
reason of the diverse ownership thereof, but the lessees hereto
shall not be released from their obligation to protect said
communitized area from drainage of communitized substances by
a well or wells which may be drilled offsetting said area.

8. - 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 production on each and all of
the lands within and comprising said communitized area, and
operations or production pursuant tc¢ this agreement shall be
deemed to be operations or production as to each lease committed
hereto.

9. 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 be
o subject to all applicable Federal and State laws or executive
' orders, rules and regulations, and no party hereto shall-suffer
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 regulations.

19. This agreement is effective ~ L
R : ‘(Month) , (Day)
upon execution by. the necessary parties, notwith-
(Year) :

standing the date of execution, 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 individually for a
period of two (2) years, and so long thereafter as communitized
substances are or can be produced in paying quantities from




11.

12.

13.

14.

15.

communitized formations or formation: provided, that prior to
production in paying quantities from the communitized area and
upon fulfiilment of all requirements of the Secretary of the
Interior, or his duly authorized representative, with respect
to any dry hole or abandoned well, this agrcement may be termi-~
nated at any time by mutual agreement of the parties hereto.
This agreement shall not terminate upon cessation of nroducticn
if, within sixty (60) days thereafter, reworking or drxlllng
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 of any Federal lease which
would otherwise expire during said period.

. e e,
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 to 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 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 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 assignc.

This agreement may be executed in any number of counterparts,
no one of which needs to be executed by zll 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.

Nondiscrimination: 1In connection with the performance of work
under this agreement, the Operator agrees to comply with all
of the provisions of Section 202(1l) to (7) inclusive, of
Executive Order 112456 (20 F.R. 12319), as amended which are
hereby incorporated by reference in this agreenent.

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. ‘

. DENTON OIL COMPANY, A Partnership SOUTHLAND ROYALTY COMPANY

By:

. | "‘»‘D,('f%wt—f

Attorney-In-Fact

ATLANTIC RICEFIELD COMPANY

:i‘ayz

J. H. TRIGG

T. J. SIVLEY - ' o W. T. WINN




CORPORATION ACKNOWLEDGMENT

THE STATE OF TEXAS 1
, : X
" COUNTY OF Ppeldiert] y

BEFORE HE, the undersigned'authority, on this day personally appeared
L C. & tar ~, known to me £o be_}he person whose name is

54 scr;bed to the foreqoing instrument, agézagggﬂfipléﬁﬂ" TS 91 of
: , & corpgfation, and acknowledged to me that

he executed the s nd consideration therein expressed, in the
capacity stated, and as the act and deed of said corporation.

.- Given under my hand and scal of office this the. /?fzbéday of 0?222:1ﬁz/9/
A.D. 198/ .

My Commission Expires- :
Qe 31 )98% | Z%M

Nota Public in and for
County, 7Texas

CORPORATION ACKNOWLEDGMENT

THE STATE OF TEXAS b
X
COUNTY OF X

BEFORE ME, the undersigned authorlty, on this day personally appeared ,
s xnown 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

cepacity stated, and as the act end deed of said co:poration,

Given under my-hand and seal of ocflce this the _ day of
- A.D. 18 .

My Cormission Expires:

THE STATE OF X SINGLE ACKNOWLEDGEMENT |
X
COUNTY OF X

BEFORE ME, the undersignéd aunthority, on-this'day personally appeared

known to me to be the person__ whose name are/ls subscribed to the fore-
going instrument 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 Commission Expires:

Notarv Public-in and for

County,
THE STATE OF : : Y.~ SINGLE ACKNOWLEDGEMEMT - _
4 X - )
. COURTY OF X '
BEFORE ME, the undersigned authority, on this day personally appeared - i

.. -known to me to be the pe:son whose name_ " are/is subscribed to the fore- .
s - going instrument and acknowledaed ‘to me that _he executed the same .
for the purposes and consideration the;eln_gxpressed. : o ,

GIVEN UNDER MY HAND AND SEAL OF OFFICE this the day of .
AID. ’ 19 - - . ":‘

My Commission Expires:




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-
- nated at any time by mutual agreeiwnt of the parties herxeto,
This agreement shall not terminate upon cessation of production
if, within sixty (60) days thereafter, reworking or drllhng
operations on the conmunitized area are commenced and are _
thereafter conducted with reasonable diligence during the periogd
of nonproduction. The two-year term of this agreement will not
in itself serve to extend the term of any Federal lease which
would O\.hEINLSE expire during said perlocx.
11. 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 oxr interest subject hereto, whether voluntary
.- . or not, shall be and hereby is conditioned upoh 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.

- 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 the com-
munitized area to the same extent and degree as provided in
the 0il and gas leases under which the United States of America
is lessor and in the applicable oil and gas regulatlons 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 2 counterpart, ratification or
consent hereto with the same force and effect as if all partles
had signed the same deocument.

15. Nondiscrimination: 1In connection with the performance of work
undex’ this agreement, the Operator agrees to comply with all
of the provisions of Section 202(l) 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 and have set opposite their respective names,
. the date of executioen. :

DENTON OIL COMPANY v A Paztne:shfp . SOUTHLAND ,ROYALTY COMPANY
i 4 . o , Attorney—In-Fact
| ATLANTIC RICHFISLD COMPANY | (x\’* \

AT lOIu\A{ 143 rACT [ - — J" H. mGG

T. J. SIVLEY




_counry of Dpetinrf]

o CORPORATION ACKNOWLEDGMENT - ‘
THE STATE OF TEX3S [
X
I

" BEFORE ME, the undersigned authority, on this day personally appeared
C.&. Gleet) , known to me to be the person whose name is

supscribed, to thejoregoxngdinstrument, as ‘A " of

‘ Ges (ot s, _+ a corpgration, and acknowledged to me that
he executed the safe fos the pu?poses ﬁnd consideration therein expressed, in the

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

-

_ Given under my hand and seal of. offlce this the /¥ >~ day of ﬂgm
" A.D. 19 _X/ . ‘

-
-

.. . . i

My Commission Expires: - o . : -
def. 3y )84 | F Qé /
. “' . Notaz-? Pub%ic in and £or Y27 ol oo (7

IR . . ‘County, Texas

CORPORATION ACKNOWLEDGMENT
THE STATE OF TEXAS
COUNTY or*/?lc;dfwz A

B...E‘ORE ME, the undersigned author;ty, on this day persona] ly appeared

¢ < <

6 é WMLQ@;: A(ﬂ' / known to me to be the person whose name is
subscribed ‘to the“foregoing instrument, as &aé/l/lu—tj, L o‘/’zu,ii of )
Ot aiTei  Keehfod ot C,O—Mw% , a2 corpo¥aticn, and acknowledged to me that.

he executed the Lame for theYpurpdses and consideration therein expressed, in the
capaclty stated, and as the act and deed. of said cc.:porat:.on.

Given under my hand and seal of offlce th:.s the /fw day of Qgilcm/ﬂ—og/

A;D‘ 19 g! -. -

My commission Expires: M 3/' 1G94 .v ‘Z//y—ﬂ—’n/,u/ é/eM»/az/ Yvonne Brogy, -

77&1'&4,7 Predde

THE STATE OF X SINGLE' ACXNOWLEDGEMBNT
X
COUNTY OF X

" BEFORE ME, the undersigned authority, on this day personally appeared'

. known to me to be the person__ whose name are/:.s subscribed to the fore-
© ' going instrument and acknowledaed to me that . he executed the same
for the purposes and consideration therein expressed.

GIVEN UNDER MY BAND AND SEAL OF OFFICE this the day of

B'-D. Fl 19 .

-

My Commission Expireé:

Hotarv Public:in and for ' )
. . County, =

THE STATE OF SINGLE ACKNOWLEDGEKENT -

L B B ]

'COUNTY OF

BI-:FORE ME, the unde:signed author:.ty, on this day personally appeared

- known to me to be the person__ whose name__ are/is subscribed to the forxe-
going -instrument and acknowledced to me that he executed the same
for the purposes and ¢:onszdcratzon thexexn expressed.

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

My Commission Expires:




communitized formations or formation: precvided, 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-
nated at any time by mutual agreement of the parties hereto.
This agreement shall not terminate upon cessation of production
if, within sxxty (60) days thereafter, reworking or dtllllng
upcl.dc.).onb o Lhe comnunitlized area arec commenced and ace ]
thereafter conducted with reasonable dilicence 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 otherwlse expire durlng saigd perlod

“ty - .

11. The covenants herein shall be construed to be convenants run-
ing with tha land with respect to the communitized interests
of the parties heretoland 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 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 the com-

" runitized area to the same extent and degree as provided in
the o0il 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.

13, This agreement shzll be binding upon the parties hereto and
shall extend to and be blndlng upon their respectlve beirs,
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 exscuted such a counterpart, ratification or
consent hereto with the same force and effect as if all partles
had signed the same document.

15. Nondiscrimination: 1In connection 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.

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.

... DENTON OIL COMPANY, A Partnership SOUTHLAND ROYALTY COMPANY

Attorney-In-Tact

J. H. TRIGG




CORPORATION ACKNOWLEDGMENT

THE STATE OF TEXAS

I
) 1
" COUNTY OF X e

T

/”—‘

BEFORE ME, the Usdersigned authority, on this day persoggliy”aﬁﬁg;red _

' ‘ knOW the pexson whose name is

subscribed to the foregoing instkument. as of
. — e ——,

: 4 corporation, and acknowledged to me that

he executed the same for thiégggposéé'and ¢ ideration therein expressed, in the
.capaﬁisz\ifjf;:;*:nd as thg-d&ct and deed of said ¢ 3
. Given un hand and seal of office this 'the ..
A.D. 29941 .
"My Commission Expirss: $-29-%¢d
y Commission Expiress -9 %/

Notary’ Public in amd for £Ad u
County, Rmews Aevy X -

: C- NE\V MEXICO
e dD F‘!LED WITH SECRETARY OF STATE

mnmwsmnEumms % 29-84 CHRPORATION ACKNOWLEDGMENT

THE STATE OF TEXAS

COUNTY OfF

< »t >

BEFORE ME, th& Gndersigned authority, on this day personally appeared
_s known to me to be the pexrson whose name is
sunscrlbeo ‘to the foregoing 1nstrument, as of

, a4 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 ceorporation.

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

My Commnission Expifes:

THE STAYE OF X SINGLE ACKNOWLEDGEMENT
X
COURTY OF L

BEFORE ME, the undersigned aunthority, 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 executed the same
for the purposes and consideration therein expressed.

GIVEHN UNDER MY BAND AKD SEAL OF OFFICE this the day of
A.D., 19 . ‘

My Commission Expires:

Notarv Public-in and for
County,

X : SINGLE ACKNOWLEDGEMENT -

X

knownvto me to be the person' 'whose name -e:e/zs subscribed '
going instrument and acknowledced to me that he execuk
- for-the purposes and eonszderatzon therein expressed.

.—u-(-
th , JAMSC MPIGR.
GIVEN UNDER_ MY m\unmn SEAL OF OFFICE th:.s the o' g XY PUBL L .W

MEXICO:
QC'_M__ A.D., 19 Normaoua MEQ WATH SECSRTARY.GF

My Commission Expires:

i




communitized formations or formation: provided, that prior to
production in paying quantiti-s from the communitized area and
upon fulfillment of all requirsments 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-
' 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 of any Federal lease which
would o_therwise expire during said period,
11. *he covenants herein shall be construed to be convenants run-
ing with the land with respect to the communitized interests
of the parties heretorand their successors in interests until
this agreement terminates and any grant, transfer, or conveyance
of any such land or intérest 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.

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 the com-~
manitized 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 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
consent hereto with the same force and effect as if all part:.es
had s;gned the same document.

15. Nonc’ilscrlmnatlon :+ In connection with the performance of work
under this agreement, the Operdtor 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 angd year first above written and have- set opposite their respective names,
the date of execution.

. DENTON OIL COMPANY, A Partnership SOUTHLAND ROYALTY COMPANY

'Byzwn By:.
é . ' ~ Attorney-In-Fact

J. H. TRIGG

2. J. SIVLEY . W. T. WYNN




CORPORATION ACKNOWLEDGMENT

THE STATE OF TEXAS 1
COUN'I’Y OF i
B'EEFOI}E ME, the undersigned authority, on this day personally appeared
¢ Xnown to me to be the person whose name irs
0\‘
s & corporation, ancd acknowledged to me th:

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: * ‘

.o

[ oot | Notary Public in and for
S ; Cour.ty, Texas

CORPORATION ACKNOWLEDGMENT

THE STATE OF TEXAS I
X
COUNTY Or X

BEFORE ME, the unders:Lgned author.zty, on this day personally appeared
- known to me to be the perscn whose name is

subscribed ‘to the forego.mg J.nstrument, as of
: & corporation, and acknowledged to me th“

he executed the same for the purposes and consideration therein expressed, in the
c..pacxty stated, and as the act and deed of said ccrporatzon.

Given under my hand ané seal of off:.ce th:.s the ~ day of
- A.D. 19 .

My Commission Expires:

THE STATE OF e Meires X SINGLE ACKNOWLEDGEMENT
2 I .
coonry or  Fopy X

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

~ - CoRGT < De !-’h:"ﬂ% A Partuey  OF DEﬂm Qi mp Ay
. known to me to be the person__ whose name__ as=#/is subscribed io the fore-
going instrument and acknowledged to me that . he executed the same

for the purposes and consideration therein expressed.

GTVEN UNDER MY HAND AND SEAL OF OFFICE this the 2 (sT day of
‘ A.b., 19 ¥ . .

: Commission Expires: qui ﬁL&«,«A—«/
‘HEU cusl 349 M3ys” : Nota Public-in and for

o ' - . __gon\; _ County, _Neg PlEeza

| >
- " THE STATE OF | SINGLE ACKNOWLEDGEMENT - :
3 , - -
COUNTY OF I A
Q.EPORB ME, the undersigned authfb_riéy. on this day personally appeared

. -.. Xknown to me to be he person__ whose name_ __ ere/is subscribed to the fore-
' going instrument and acknowledged to me that _he executed the same
for the purposés and consideration therein expressed. ‘ . ,

GIVEN UNDER MY HAND AND SZAL 0? OFFICE th:.s the day of
A De' 19 o . v )

My Commission Expires:




communitized formations or formation: provided, that prior to
production in paying guantities from the communitized area and
upon fulfillment of all requirements of the Secretary of the
Interior, or his duly authorized representative, with respect
te any dry hole or abandoned well, this agreement may be termi~
nated at any tine by wmutual 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 of any Federal lease vhich
would otherwzse expire during caid per:od

11. The covenants herein shall be construed to be convenants run-
ing with the land with respect t¢ the communitized interests
of the parties heretoiand their successors in interests until
this agreement terminates and any grant, transfer, or conveyance
of any such land or intérest subject hereto, whether voluntary

. ox not, shall be and hereby is conditioned upon the assumption

of all obligations hereunder by the qgrantee, transferree, or
other successor 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 auvthorized representative, shall have
the right 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 oil and gas regulations of the
Department of the Interior.

13. This agrgément 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 wrltlng,
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.

15. Nondiscrimination: In connection with the performance of work
under this agreement, the Operator agrees to comply with all
of the provisions of Section 202(l) 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 and have set opposite thexr respective names,
the date of execution.

. DENTON OIL COMPANY, A Partnership SOUTHLAND ROYALTY COMPANY

. .

By: - R By:. _

: Attorney-In-Fact

| ATLANTIC RICHFIELD COMPANY
.

. B

L

T. J. SIVLEY




CORPORATION ACKNOWLEDGMENT

THE STATE OF TEXAS {
1
= COUNTY OF X
BEFORE ME, the undersz.gned authority, on this day personally appeared
_+ Known to me to be the person whose name is
subscribed to the'foxego‘ing 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, Texas

CORPORATION ACKNOWLEDGMENT

THE STATE OF TEXAS X
X
COUNTY OF 1
BEFORE ME,. the undersigned author;tty, on this day personally dppeared
; known to me to be the person whose name is
subscribed to ‘the forego:.ng 1nst'rument, as of
. & corporation, and acknowledged to me that

he executed the same for the purposes and consideration therein expressed, in the
capaczty stated, angd as the act and deed of said co‘-poratxon.

GJ.ven under my hand and seal of offlce this the ~ day of
- A.D. 19 .

My Commission Expires:

THE STATE OF TEXAS X SINGLE ACKNOWLEDGEMENT
I
COUNTY OF MIDLAND 1

. BEFORE ME, the unders:.gned authority, on this day personally anpeared

W. T. WYNN
known to me to be the person___ whose name__ ¥weyis subscribed to the fore-
going instrument and acknowledged to .me that . he executed the same

for the purposes and consideration therein expressed.

GIVEN UNDER MY BAND AND SEAL OF OFFICE this the _lst day of February
A-Do' 19
My Commission ﬁkpiresf - C;)M‘J ZZ,C&WQ {Ann McCrary)
__November 24, 1985 ‘ Notary Public.in and For __ Midland

County, _Texas

THE STATE OF X SINGLE ACKNOWLEDGEMENT - _
COUNTY OF , I

BEFORE ME, the"undersigned auti:brity, on this day personally appeared = -

~ known to me to be the person whose name. are/is subscribed ?o the fore- S
‘going instrument and acknowledged to e tha.t he ‘ executed the same.. Lol
for the purposes and qonsidcration therein expressed. :

'GIVEN UNDER MY HAND AND SEAL OF OFFICE this the _ day of
) A-Do [ 19 . - - -

My Commission Expires:

Notary Public in and for
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2 1 SRC~ 25387
030752 34461
| , TR. 2 SRC 500478 J/0 TR. 1
SOUTHLAND ROY. -
Empire Fed."2/'Com.1
ARCO ‘ 21
34461 ‘*.
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TR. 3 < N . | r
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TOWNSHIP 18 SOUTH , RANGE 29 EAST, N.M.P.M.
S/2 SECTION _21 -
EDDY COUNTY

NEW MZXICO

EXHIBIT “A” TO CONMUNITI"’ATIOI\' AGREEMENT
. - DATED: octcober 8, 1981

NEW MEXICO




EXHIBIT "B" TO COMMUNITIZATION AGREEMENT

Dated:

October 8, 1981

Embracing: §/2 Section 21, T18S, R29E
Eddy County, New Mexico

Operator of Communitized Area:

fcuthiand Royalty Company
1106 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:
Wworking Interest & Percentage:
ORRI Owners & Percentage:

TRACT NO. 2:

Lessor:

Lessee of Record:

Serial No. of Lease:

Date of Lease:

Description of Land Committed:

Number of Net Acres:
Workinn Interest & Percentage:

ORRI Owners & Percentage:

TRACT NO. 3:

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

Edith A. Hover, Executrix of the Escéte

of A. H. Hover

LC~067132

August 1, 1948 -

SE/4 Sec. 21, T18S, R29E,

Eddy County, New Mexico

160

Southland Royalty Company - 100%
Carol Neal Nantker and Wade H.
Hover, Trustees - 5%

Robert E. Boling & wife, Jean C.
Boling - 1/2%

Denton 0il Co. - 2%

United States of America
Howard W. Jennings
NM-030752

February 1, 1957

N/25W/4 Sec. 21, T18S, R29E
Eddy County, New Mexico

80 ,

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

November 1, 1978

5/25W/4 Sec. 21, T185, R29E
Eddy County, New Mexico

a0 :

Atlantic Richfield Co. - 100%
None ‘ :




L 4
- ' EXHIBIT "C" |
RECAPITULATION
i
) Nunber of Acres Int. in Communitized |
Tract Number Communitized AREA
| 1 160 .50
I 3 : S 80 e e .25




Docket Mo, 13-32

Dockets Nos. 21-82 ind 22-32 are tehcatiﬁely set for July 7 and 21, 1982. Applications for hearing must
be filed at least 22 Jays in advance 9t hearing date.

DOCKET:  COMMISSTON MEARING -~ TUESDAY - JUNE 22, 1982

OIL CONSERVATICN COMMISSION - 9 A.M,
MORGAN HALL, STATE LAND OFFICE BUILDING
SANTA FE, MNEW MEXICO

The following cases were continued from the June 2, 1982, Cormission hearing:

ASE 7522: (DE NOVO)

O

Application of Santa Fe Exploration Co. for an unorthodox gas well location, Eddy County, New Mexico.
Applicant, in the ahova-styled cause, seeks approval of an unorthodox location 460 feet from the
North and Wast lines of Section 14, Township 20 South, Range 25 East, Permo-Penn, Strawn, Atoka

and Marrow formations, the N/2 of said Section 14 to be dedicated to the well.

”

Upon application of Chama Petroleum Company, this case will be heard De Novo pursuant to the pro~
vistons of Rule 1220.

CASE 7521: (DE NCVO)
Applicacion of William B. Barnhill for an unorthodox gas well location, Eddy County, New Mexica.
Applicant, in the abova-3tyled cause, seeks approval of an unorthodox location 660 feet frea the
South and West lines of Section 35, Township 19 South, Range 25 East, Permo-Penn, Strawn, Atoka and
Morrow formations, the S/2 of said Section 35 to be dedicated to the wall,

Upon application of Chama Petroleum Company 2nd William B. Barnhill, this case will be heard De
Novo pursuant to the provisions of Rule 1220.

S e Aot e 7 e e i e A e de ATk e B de Ak ek ek A dede e desde dede g e ik e s e bt dedeSedededede ok dededohede de s eS¢ Sededek Sede de sk e do et e e e s do e e dee
Docket No. 20-82

DCCKET: EXAMINER REARING - WEDNESDAY - JUNE 23, 1982

9 A.M., MORGAN HALL, STATE LAND OFFICE BULLDING,
SANTA FE, NEW MEXICO

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

CASE 7610: Application of Stevens Oil Company for salt water disposal, Chaves County, New Mexico.
Applicant, in the above-styled cause, seeks authority to dispose of produced salt water into the
San Andres formation in the perforated interval from 2724 feet ¢o 2745 feet in its O'Brien "J" Weil
No. 9 located ia Unit A, Section 31, Township 8 South, Range 29 East, Twinlakes-San andres Pool.

CASE 761l: Application of Texaco Inc. for spacial pool rules, Lea County, New Mexico.
Applicant, in the above-styled cause, seeks special pool rules for the Skaggs-Drinkard Pool, in-~
cluding provision for a limiting gas-oil ratio of 10,000 cubic feet of gas per barrel of oil.

CASE 7612: Application of B & E, Inc. for salt water dispasal, Eddy County; New Mexico.
Applicant, .in the above-styled cause, seeks authority to imstall and Uperate a commercial facility
for che dispcsal of 3jalt water into the Southeast end of Laguna Tres in Sectiom 12, Tewmahip 23
South, Range 29 East and/or into the Northeuast side of Laguna Cuatro in Section 6, Township 23
South, Range 30 East. ’

CASE 7613: Application of Tenneco 0il Company for an unorthodox gas well location, Lea Couanty, New Mexico.
Applicant, in the above-styled cause, seeks approval for the uiorthcdox location Af a. Pennsylvanian
test well to be located 660 feet from the South and West lines of Section 28, Township 16 South,
Range 34 East, the W/2 of said Section 28 to be dedicated to the well.

CASE 7548: ({Continued from June 9, 1982, Examiner Hearing)

Application of Tahoe Oil & Cattle Co. for salt water disposal, Lea County, New Mexico.
Applicanc, in the above-styled cause, seaks authority to dispose of produced salt water into the
San Andres formation in the perforated interval from 4932 feet to 4992 feet in its Schwalbe Well
No. 1, located in Unit P of Section 21, Township 9 Souch, Range 37 East, West Sawyer—San Andres
Pool,




Page 2 of 2
Zxaminer Hearing -

CASES 7614 AND #515:

1 e e S

Yocket No. 20-82

Wednesdav - June 23, 2982

application of Inexco Oil Company foc compulsory pooling, Lea County, New Mexico.
Applicant, in eack of the following cases seeks an order pooling all mineral incerescs
froa the surface thyough the Strawn formation underlying the lands :pecified in each

case, to form &
to Ye Jjedicsaced
sidered will e
sast thereof as
o>f applicant as

standdard 3G~3cre o8l proration unic in the South Humble Cicy~Strawn Pool
to a wall ro be dritled ac a standard locacion thereon. Also to be con-
the cost »f dritling and completing said wells and the allocation of the
well as sctual operating costs and charges for supervision. desiznation
oparator of tha wells &nd a charge for risk involved in drilling ssid

weils:

CASE 7614: W/2 MNE/& 3Section 23, lownship i/ South, Range 37 East

CASE 7615: E/2 NE/& Section 23, Townehip 17 South, Range 37 Easc

Application of Southland Royalty Company for compulsory pooling, Eddy Zounty, New Mexico.
2pplicant; in each of the following cases seeks an srder pooling all miuneral interests in

the Pennsylvanian formacion underlying rire lands specified in each case, to form a standard
320~-s¢re gas spacing and proration unit to be dedicated to s well to be drilled at a

standard location thereon. Also to be consicdered will be the zost of drilling and completing
said wells and the allocation of the cost thereof 23 well as actual operating costs and
charges for supervision, designation of applicant as operator of the wells and a charge for

risk involved in drilling said wells:

CASES 7616 AND 7617:

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

< -CASE 7617: $/2 Section 21, Township 18 South, Range 19 East
T emr——eTee s

CASE 7618: Application of Doyle Hartwan for an unorthodox gas well location, Lea County, New Mexico.
Applicant, in the above-szyled cause, seeks approval for the unorthodox location of a gas well to be
drilled 1450 feet from the South line and 1980 feet from the East line of Section 29, Township 20
South, Range 37 East, Eumont Gas Pool, the SE/4 of said Section 20 to be dedicated to the well.

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

Application of Yates Petroleum Corporation for compulsory pooling, EZddy County, New Mexico.
Applicant, in the above-styled cause, seeks an order pooling all mineral interescs from the top of
the Wolfcamp formscion through the uppermost 100 feet of the Mississippian Chester Limestone under-
lying the W/2 of Section 35, Township 19 South, Range 24 East, to be dedicated co a 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 allccation of the cost thereof as well as actual opevating costs and
ciarges for supervision, designation of applicant as operator of the well and a cherge for risk
involved in driliing said well.

CASE 7458: (Continued from April 28, 1982, Examiner Hearing)

Appiication of Marks & Garuer Production Company for salt water digposal, Lea County, New Mexico.

Applicant, in che above-styled cause, seeks authority to dispose of salt water into the Beough C

formation in the perforated interval from 9596 feet to 9616 feet in its Betenbough Well No. 2,

located in Unit M of “ection 12, Township 9 South, Range 35 East.

(This case was heard on May 26, 1982, However, due to an errvor in originally advertising the case
in the Torrance County newspapar, it hae been readvertised in Torrance County only ar?.will be
reopened June 23, 1982, with respect to Torrance County only.)

CASE 7598:

spplication of ANR Production Company and Yates Petroleum Corporation for designation of a right
formation in San Miguel, Torranca, Guadalupe, De Baca, 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, ir. the above-~styled cause, seeks the designation as a tight formation of the Abo forma-
tion underlying the following described lands in the avove-named counties.

all of:

Townships 1 thru 4 North, Ranges 14 thru 27 East;
Townships 5 thruy L1 North, Ranges l& thru 26 East;
Township 1 South, Raunges 14 thru 27 East;
Townships 2 thru 5 South, Ranges 14 thru 21 East;
Townships 6 thru 11 South, Raunges 15 thru 21 Easg;

Townghip 12 South, Ranges 17 thru 21 1/2 East; and
Townahips 13 and 14 Souch, Ranges
containing 5,168,563 acres, mora or

17 chru 21 East;
less, but excluding the not yet defined Capitan Wilderness Area.
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May 24, 1982

Mr. Joe D. Ramey
Division Director
0il Conservation Pivision oyl {7
New Mexico Department of Energy (9(p4ﬂ~ )t
& Minerals ’
Post Office Box 2088
Santa Fe, MNew Mexico 87501

Re: Apblication 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.
V;Ey truly yoyrg,

William F. Carr

WFC:jh
w/enc.
ce: Mr. Don Davis
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3%\[(' MAY 5 1982

BEFORE THE e e
OIL CONSERVATICN DIVISION
NEW MEXICO DEPARTMENT OF ENERGY AND MINERALS

IN THE MATTER OF THE APPLICATION
OF SOUTHLAND ROYALTY COMPANY FOR B
COMPULSORY POOLING, EDDY COUNTY, CASE (/>

NEW MEXICO

APPLICATION

Comes now, Southland Royalty Company, by and through its
undersigned attorneys and, as provided by Section 70-2-17, New
Mexico Staiutes Annotated, 1978 Compilation, hereby makes
application for an oxrder pooling all of the minerai interests in
- all Pennsylvanian formations in and under the S/2 of Section 21,
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 S/2 of Section 21, and application has
the right to drill thereon.

2. Applicant proposes to dedicate the above-referenced
pooled unit to its SRC Empire Federal 21 Com. Well
drilled at an orthodox location 860 feet from the
South line and 2,180 feet from the East liﬁe of said
Section 21.

3. Applicant has sought and obtained either voluntary
agreement for pooling or farmout from all other
working interest owners in the §/2 of said Section 21
except the following:

John H. Trigg 18.75% WI

Post Qffice Box 520
Roswell, New Mexico 88201




4. Said pooling of interests and well completion

will avoid the drilling of unnecessary wells, will

prevent waste and wiil protect corrclative rights,

5. In order to permit the applicant to obtain its

just and fair share of the o0il and gas underlying the

-subject 1ands, 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
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
applicant as operator of the well, providing for application to
| recover its costs of drilling; equipping and cowpleting the well,
and its costs of supervision while‘drilling, and after completion,
" including overhead charges, and imposing a risk factor for the
risk assumed by the appliCant in drilling, completing and
3 equipping the well, and making such other and further provisions

as may be prcper in the premises.

Respectfully submitted,

CAMPBELL, BYRD & BLACK, P.A.

By . - <£E;iLA\

William F. Carr

Post Office Box 2208 \
Santa Fe, New Mexico 87501
Attorneys for Appiicant
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STATE OF NEW MEXICO

ENERGY AND MINERALS DEPARTMENT

OIl. CONSERVATION DIVISION

IN THE MHATTER OF THE HEARING

CALLED BY THE OIL CONSERVATION

DIVISION FOR THE PURPOSE OF

CONSIDERING:

LS oY
\J& - Jﬁ;gigA\\ CASE NO. 7617

Order No. R- )06/9

\Q APPLICATION OF SOUTHLAND ROYALTY A‘W

'COMPANY FOR COMPULSORY POOLING,

P i/
W§ EDDY COUNTY, NEW MEXICO. : //%/{’/

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

prenmises,

FINDS:

(1) That due public notice having been given as required

by law, the Division has jurisdiction of this cause and the

subje}:t matter thereof.




(2) That the applicant, Sourhland Royalty Company, scoks
an order pooling all mineral interests in the Pennsylvanian
formation underlying the S/2 of Section Z1, Township 18 South,

Range 29 East, NMPM, Eddy County, New Mexico,

. (3 That the applicant has the right to drill and PEOPOeE S

oedidedd 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 rights, and tb afford to the owner of each
interest in said unit the opportunity to recover cr rcceive
without unrecessary expense his just and fair share of the gas
in saild pool, the subject application should be approvad by
pocling all mirneral interests, whatever they may be, within said

unit.

(6) That the applicant should be designated the operator

of the subject well and unit.
.1
{12) 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 demand and

proof of ownership.

IT IS THEREFORE ORDERED:




(1) That all nm:ineral intorestz, whatevey thoy may o, in

"y

the Pennsylvanian formation underlying the €72 o1 Section 21,

Pownship 18 South, Range 29 Rast, NMPM, Bddy County, Hew Mexico,
od to farm a arandard 320-acre gas spacing and
proration unit to be dedicated t¢ 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.

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

fy(Aﬂﬂ That any well costs or charqges 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 from preoduction attributable to royalty
interests.

ééf) That all procceds £rom pruduction fyom the subkjoect

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 prcof of ownership;
that the opesrator shall notify the Division of the name and
address of said escrow agevrt withi:. 30 days from the date of
first deposit with said escrow agea ..

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

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

STATE OF NEW MEXICO
OII. CONSERVATION DIVISION

JOE D. RAMEY,
Divector

SEAL




