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5 LaRue and Muncy.

Phone 505 746‘6652 ® P, O.Box 196 @ Artesio, New Mexico 88210

WA /,#‘X@
- T-18-8, R=26~E, 'NMPD\%

Section 34: NWXSE%

January 26, 1979

CERTIFIED MAIL
Return Receipt Requested

INEXCO OIL COMPANY
1100 Milam Building

Suite 1900 Eddy County, New Mexico
Houston, Texas 77002 6000' Abo test
Attention: Mr. Tom Dodds

Gentlemén:

...pate-in-

We believe that you are a working interest owner covering
captioned land.

We do hereby offer you to participate in the drilling of a
well which will be located 1980 feet from the south line and
1980 feet from the east line of Section 34, Township 18 South,
Range 26 East. Attached is a proposed AFE setting forth the
estimatedltctal cost. If you exercise your right to partlcl-
at is venture. you w;ll also be requlred to execute a;-
joint operatlng agreement.

I_ﬂ aaaa

LA UL A~

Within thirty (30) days from the date hereof, you
advise the undersigned of ‘your election in the above matter.

~If you elect to participate, please furnish us with your

check in the full amount of your share of estimated dxy hole

 costs, and we will furnish you with the operating agreement -

for execution.

The failure to comply WIth partzclpatlon will result in your
interest being subjected 'to ‘compulsory pooling, with attendant
cost and penaltzes to be with . from your interest as set

’ order no. R-5915 from the
nta Fe, New Mexico.

Sincerély yours,

LaRue and Muncy
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New Mexico 0il Conservation Division

cc w/enclosure:
Attention: Mr. Joe D. Ramey
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'Fate - — -
|
l.

Date

e}
AFE mpmm : Date ———
» ° . ‘.',
SRS Védca : ' __ Development
3 N nrilling i ’ _ Development
i __ Completion ' __ Completion
= o .. __ Drill Deeper
__ Workover
Lease . Well Well . 1980' FSL & 1980' FEL . .
Name No. Location Sec. 34 of T-18-S, R-20-K
, ' Proposed
County Eddy State New Mexico Depth 6,000
) Spud ‘ Estimated Days To
‘Date December 1978 To Drill 2% Complete 5
" INTANGIBLE WELL COSTS |
Access, locatzon & Roads $ 5,000.00
Rig Move :
|Footage Cost 6,000' @ $13.25/ft. 79,500.00
[Day Work Cost — 5 days @ $3,3 350.00/day 16,750.00
" ‘|Bits & Reamers
o Fuel
w " IWater 1,.500,00
.~ .|Mud & Chemicals 10,000,00
' |cementing & Services (Circulate surface: ,trlng & -
o bring nrnductlon string back to surface string) 15.000.00
.= |Coring ) ‘
“surveying & Testing - 2 tests € 53,000 each 6,000,00
S0 e Yogging e T, -
'ff‘j‘fy’ erforating & logglng : "J;‘ &,“4 P ,%; 11, 500, 00
e - Srimulation T ".'/ 0 :‘ , ' Sneee-cc
. . Transportation L SR 29 ¥ Sy 1, 500,00 )
e _Overhead Cost e T .
%" other Drilling Expense (. COu3 AT bl —5,000.00 ,,
- N j,_;,:icontingencies (10% of Intangzblesvail‘éost) 14,175.00 v
=2 -
- flotal Incangible Well Cost: @1‘57‘0;‘925.-00
e '-fmccmx.l-: WELL COSTS T o |
S : t of n Conductor Casing o : - {Incl. Freight)
i 1200 ¢ of 8-¢/8 " Surface Casing 4§ 9,879,84 mo.m
R 1 of ‘ " Intermediate Casing } " u
' of n Intermediate Casing " "
6000 t of 5-1/2 " Production Casing - 29,207,.66 n n
' of " Txe—bacx Casing n n
6000 ' of _2-3/8 " Tubing’ . 13, 289,40 " w
e Ui t of .. Tuding " "
© " ,Liner Equipment o, .
KR ?Hellhead Equipment : _.6,000.00
3 Produc:mg Facilities, Tank Batteries, Flowlmes 8, 500.00
' Packers & Other Subsurface Tools .__
bontmgenc:.es (10% of Tangible Well Costs) 6,687.69
: 1
Yotal Tangible Well Cost: $ 73,564.59
Lru, WELL COST $244,489.59
Fsti-ated Dry Hole Cost 3185,925 00
'APPROVED: . ' APPROVED p
by By ‘
Company . v




R " STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
OI1L CONSERVATION DIVISION

"IN THE MATTER OF THE HEARING " THIS COPY IS FOR YOUR INFORMAT!G

CALLED BY THE OIL CONSERVATION o Lpges, CGHGT« Dickerson, P. A ;
DIVISIOH FOR THE PURPOSE OF : A g

CONSIDERING.

< , CASE NO. 6420 - .
' ‘ Order No. k-5915

APPLICATION OF LaRUE AND MUNCY
FOR COMPULSORY POOLING, EDDY | S

' ORDER OF THE DIVISION

* BY THE DIVISION'

This cause came on for hearing at 9 a.m. on January 17,
1979, at Santa Fe, New Mexico, before Examiner Daniel S.

Nutter.

NOW, on this 23xd day of January, 1979 the Division
Director, having considered the testimony, the record, and
the recommendations of the Examiner, and being fully adv1sed"

in the premlses,

FINDS:

(1) That due publlc notice hav1na been glven ‘as requlred'
by law, the Division has jurisdiction of this cause and the

subject matter thereof.

(2) pat the appllcant, LaRue and Muncy, seeks an
order podling all mineral interests in the Abo formation 1.
underlying the NW/4 SE/4 of Section 34, Township 18 South,
Range 26 East, NMPM, Dayton—Abo Pool, Eddy County, New

Mexico.

(3) That the applxcant has the right to drill and
proposes to drill 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 drllling of unnecessary wells,‘to
protect correlative rights, and to afford to the owner of
each interest in said unit the opportunlty to recover or
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receive without unnecessary expense his just and fair share:
of the oil and gas in said pool, the subject application
should be approved by pooiling all mineral 1nterests,
whatever they may be, within'said unit.

.. (6) That the applicant should be designated the operator
of the subJect well and unit.

(7) That any non—consenting working interest owner
should be afforded the opportunity to pay his share of
‘estimated well costs to the operator 'in lieu of paying
"his share of reasonable well costs out of production;

- (8) That any non-comnsenting workxng interest owner that
does not pay his share of estimated well costs should have
withheld from production his share of the reasonable well
costs plus an additional 200 percent therenf as a reasonable
.charge for the risk involved in the drllllng of the well.

(9) That any non-consentlng 1nterest owner should be
.afforded the opportunity to obJect to the actual well costs
‘put that actual well costs should be adopted as the
reasonable well costs in the absence of such'objection.

1@):wmhat following determinatlon of reasonable well
costs, any non-consenting working interest owner that has
paid his share of estimated costs should pay to the operator
- ““apy amount that reasonable well costs exceed estimated
L .., well costs and should receive from the operator any amount
< KT Ighat pald estimated well costs exceed ‘reasonable well costs.

K
. X o

(.Ll) That $2 000 00 yt;x. Juuuth '-'hilc d .':-1 i’:gard $3 .VO

per month while produc1ng should be fixed as reasonable
charges for supervision (combined fixed rates); that the.
operator should be authorized to withhold from production

" the proportionate share of such supervision charges
attributable to each non-consenting working interest, and
in ‘addition thereto, the operator should be authorized to
withhold from production the proportlonate share of actual -
expénditures required for operating the subject well, not in
excess of what are reasonable, attributable. to each non-
consent;ng working interest.

(12) That all proceeds from productlon from the subject
‘'well which are not disbursed  for any reason should be placed
4n escrow to be paid to the true owner thereof upon demand

and proof of ownership.

-

B e e




L -3-

Case No. 6420 :
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(13) That upon the failure of the operator of said pooled

"~ unit to -commence drilling of the well to which said unit is

dedicated on or before April 15, 1979, the order pooling

- gaid unit should become ru11jand void and of no effect

) whatsoever.

"9 IT IS THEREFORE ORDERED:

(1) ‘That all mineral 1nterests, whatever they may be,
in the Abo formatzon underlying the Nii/4 SE/4 of Section 34,

~ Township 18 South, Kange 26 East, NMPM, Dayton-Abd*Pool,

Eddy County, New Mexico, are hereby pooled to form ai

- standard 40-acre oil spacing and proration unit to be
- dedicated to a well to be drilled at a standard location

" thereon.

PROVIDED HOWEVER, that the operator of said unit shall
cormence the drilling of sald well on or before the 15th
day of April, 1979, and shall thereafter continue the
drilling of said well with due diligence to a depth
sufficient to test the Abo formation; '

PROVIDED FURTHER, that in the event sald operator does

not commence the drilling of said well on or’before the

15th day of April, 1979, Order (1) of this order shall be
null and void and of no effect whatsoever, unless sald

operator obtains a txme extension from the Division fox
~_good cause shown. : T

PROVIDED FURTHER," that should said well not be drllled to
vompietlon, or abandonment, within 120 days after commencement’
thereof, said operator shall appear before the Division

'Direc¢tor and snow cause why Ordcr (1) of this order should

not be rescinded.

(2)' That LaRue and Muncy is hereby‘designated the

" operator of-the subject well and unit.

(3) That after the effective date of this order and

within 30 days prior to commencing said well, the operator

shall furnish the Division and each known working interest

owner in the subject unit an itemized schedule of estlmated

well costs.
(4) That within 30 days from the date . the schedule of

- estimated well costs is furnished to him, any non-consentxng

working interest owner shall have the right to pay his

‘share of estimated well costs to the operator in lieu of
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paying his share of reasonable well costs out of production,
and that any such gwner who pays his share of estimated
well costs as provided above shall remain liable for ’
Operating costs but shall not be liable for risk charges.

- (5) That the operator shall furnish the Division and
each known working interest owner an itemized schedule of
actual well costs within 90 days following completion of
the well; that if no objection to the actual well costs
is received/ by the Division and the Division has not
objected within 45 days following receipt of said schedule,
the actual well costs shall be the reasonable well costs;

- provided however, that if there is an objection to actual
well costs within said 45-day period the Division will
determine reasonable well costs after public notice and

hearing. )
(6) That within 60 days following determination. of
reasonable well ‘®osts, any non-consenting working interest
owner that has paid his share of estimated costs in
advance as provided above shall pay to the operator his
pro rata share of the amount that reasonable well costs
exceed estimated well costs and shall receive from the
operator his pro rata share of the amount that estimated
~ well costs exceed reasonable well costs.

, {7) That the operator is hereby authorized to withhold
‘the followxng costs and charges from: nr@ducfion~~ Coe muwr

”{ X} The pro ‘rata share of reasonable well costs

attrlbutable to each non—consenting working
oot Suwnoy nhn ‘hag not: pa:n_d his share: of

.-Jl LG.L [t

-7 estimated well costs within 30 days from the
.date the schedule of estimated well costs is
furnished to him. _ e

. (B) As a charge for the risk 1nvolved in the
- .. 7 drilling of the well, 200 percent of the
. . pro rata share of reasonable well costs
' attributable to each non-consenting working
~ interest owner who has not paid his share
of estimated well costs within 30 days from
"the date the schedule of estimated well -
costs is furnished to him..

(8) That the -operator shall distribute said costs and
charges withheld from production to the parties who advanced

the well costs.
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(9) That $2,000 00 per month while drilling and $300.00
o per month while producing are hereby fixed as reasonable
el charges ‘for supervision (combined fixed rates); that the

Bt -operator is hereby authorized to withhold from production
! ‘the proportionate share of such supervision charges
" .. " .. attributable to each non-cgnsenting working ihterest,

N . and in-addition thereto, the operator is hereby authorized

- "to withhold from production the proportionate share of

actual expenditures required for operating such well, not

in excess of what are reasonablé, attributable to each non-
consenting working interest. .

v (10) That any unsevered mineral interest shall be
considered a seven-eighths (7/8) working interest and a
one-eighth (1/8) royalty interest for the purpose of
‘allocatlng costs and charges under the terms of this order.

Q) - ‘That any well costs or charges which are to be rpaid
out of production shall be withheld only from the work1ng
interests share of production, and no costs or charges .8hall
be withheld from production attributable to royalty interests.

(12} That all proceeds from;production from the subject
well which are not disbursed for any reason shall immediately
be placed in escrow in Eddy County, New Mexico, to be paid
to, the true owner thereof upon demand and . proof of ownershlp.
_ that the operator shall ‘notify the’ ‘bivision of the name and
address of said escrow agent within 30 days from the date of

| flrst deoosit wzth ‘said’ escrow agent. .. , R
(13) That‘:ur1sd1ctlon of-this cause is retained for the
entry of such further orders as the Division may deem :

necessary. L T

o

B T T T LT

. DONE at Santa Fe, New Mexlco, on the day and year herein—
e above de81gnated. : .

——

- L e ‘,‘, ’I'A‘I'E ‘OF NEW 'MEXICO

"SEAL D -
ar/ | ”




] Addresses ;om...wwun»oo

M._,_. Ralph Nix
" P. 0. Box 617
Artesia, NM

88210

for Notification Purposes:

William J . McCavy

P. 0. Box i
Artesia, KM 88210

Box 617

" INEXCO

w. o_. uox cm
>ﬂnm~__ub. <NM -, 88210

160 . 1002

: Aa.oi,mﬁu..,ww South, Range 26 East; N.M.P.M,
e .  Section wbn,um\&. - ,
, - . s
H.Enmm to movnum muoa the surface to the base of the Abo mouamn»ou
: ORL
. LEASE DATE TERM OWNER | ACRES ROYALTY M &N
. Ralph Nix 32,00 1/4 |
L7l sl02/78 |5 years Essie Mix 32.00 316 116
e Ms\om:m 6 months M. Yates III 32.00 1/4 32.00
Barbara Malone 16.00 1/8. .\,\ 16.00
irts T Ly
Carol Garrett 16.00 1/8 16.00 :
4/10/78 5 years Jonell Jones:Gilmore" - 16.00 ‘Uu\u.m 1/16 16.00 -
12/13/78 5 years - Stanley L. Jones 26.00 3016 VT I H?oc
. TOTALS 160, 00 w 128.00 32.00
T 128 acres = 80% of unit
—32 acres = 207 of unit

¥ w
Q!
:
P H
i~ n

I3
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December 5, 1978

Inexco 0il Company RE: Township 18 South, Range 26 East

1100 Milam Building Section 34: SE%
Suite 1900 Eddy County, New Mexico

Houston, Texas 77002
\Jttention: Mr. "l'dm Dodds 7/3- 65/ -3372¢
N“ Mr, mdds: o

We are going to drill a well 1980' PSL and 1980' FEL on
the above described property. The'well will be drilled to
approximately 6,000 feet to test the Abo formation that is
ow producing,in the Cockerham well in the NEYNEY of Sec. 34
n Township 18 South, Range 26 East. You have 32 net acres
dexipease. We would like to make a farmout from you and
uld take a 75% net working interest. This would leave you
2k% as we note from your lease that you leased on a 1/8th. i f
However, should you rather, we invite you to join in drilling g
this well and you would have 20! of thiﬁyell.

[Jl “He are enclosing an AFE, and for your information, we
ave made a drilling deal with LaRus and Muncy, based on the
y&&bﬂ that is shown on the AFE, $13.25 on the footage cost

J and $3,350.00 on day work.

S T T A

We also call to your attention that we are drilling
“[frell with Hondo Drilling Company in the SEXSWY of Sectiou 27
in Township 18 South, Range 26.East, and this well will be

drilled to the Morrow in the Pennsylvania formation. We
would like an option for a farmout on your acreage in Sec.
34 as we would probably drill a Morrow well that would cover
the proration unit, being the Ek of Sec. 34-18-26, if we are
successful in making a well out of the test in Sec. 27.

We would appreciate hearing from you at your earliest
possible convenience as we are anticipating starting this
well within the next few days so that same will be drilling
before the first: of the year.

vary truly yours,

e Rawgh Nix
. G e ?._-. ; { \ t!‘ j\ . e T ot veumaty

MO N P
FEEN :‘f{'?‘ij
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* INEXCO Ol COMPANY
December 21, 1978

Mr. Ralph Nix
P. O. Box 617 o
Artesia, New Mexico 88210

Attention: Mr. Bill McCaw

Re: Dayton NM=127
" T18S-R26E :
Section 34: SE/4
Eddy County, New Mexico

Gentlemen:}

In resﬁohsehto’your letter of December 5, 1978,
wherein you request a Farmout or Joinder in the drilling
of a 6,000' Abo test to be located in: ‘the NW/4 SE/4,
please be advised that Inexco 0il Company will farmout

our 20% ir érest in'and to the 40 acre drill site only.

culd be uellvery of a 75% net revenue
interést ledse w1th a conversion of the retained rri
to a 50% working interest-aftér ‘payout. - Productidn would
earn total depth drilled plus 100' not.to exceed the base

of the Abo formatlon.

oo It would ‘be recommended to: management that Inexco
join in the drllllng of this well if sufficient acreage
support or contribution could be obtained from the offset
operators, subject to our review of sa1d contrlbutlons.

‘We feel that the dr1111ng of the proposed test without
a posltlon available ‘in the offset acreage in the NE/& NW/4

‘and SW/4 is jinadvisable. We also feel that the risk involved-

in the drilling of the proposed well is high endugh to make
it inadvisable to prove up the offset acreage for other
partles without their support.‘ y

If you have obtalned support frch the offset acreage
owners such as acreage contributions, dryhole money, bottom
hole money, or Farmout or Option Farmout Agreements, upon
review of:their agreements and their. terms we will recommend

to manageméht our joinder in the dr1111ng of said well. If

BEFORE 27 ASALITR NUT TER
Ol CONSERVATION i}l\'ISiON

_DUHIBIT NO.__ ¥

1100 MILAM BUILDING SUITE 1900 - HOUSTON, TEXAS 77002 « (713) 651-3300

R R R S R L RS R
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Mr. Ralph Nix ’ o -
December 21, 1°78 - - S

.bage ("' N N

‘no support can be obtained, Inexco will farmout under the

- terms expressed above..

Very truly yours,

INEXCO 0IL. COMPANY

. = Tom L. Dodds
' Area Landman

e g e Y s o ot 2 v T T S o S i g



LARUE & MUNCY
'Po 00 BO! 96
Artesia, New Mexico 88210

January 4, 1979

CERTIFIED NAIL ______
" RETURN RECEIPT REQUBSTED

Inexco 0il Company
1100 Milam Building
Suite 1900 ! ,
Houston, Texas 77002

e AR L e LG

Attention{' Mr. Tom Dodds
Gentlmn H

In vicw of yout retusal to participate in the drilling of our
proposed test well in NW/4 SE/4 Section 34, Township 18 South,
Range 26 East, n.a P.M., we have filed an application for com-

‘puisory pooling of your imtersst with the Now Mexico 041 Con-

servation Division. A copy of the application is enclosed,

- and we believe the same will be heard at 9:00 A.M. January 17,
1979, at the 0Oil Conservation Division at Santa Fe, New Mexioco,
¥We also enclose our proposed AFE on this well, and ask that you
ocontact us immediately if you desire to plrticipata in the )

drilung thereof.

sincore'ly yours,

LaRUB & MUNCY
\ ‘ By:
“ , william J. McCaw
' S ithe 2 %“;slﬁﬂ y
e » CAL OO TIENVA NE DEVISION
Cevhfied Ne. 950043 : 5 :
mwwywcvbﬂ-mwwm.




AFE NUMBER o Date —
ledcat __ Development .
Dr:.llmg __ Development
_ " Completion .. Completion
- ' \ ) __ Drill Deeper
__ Workover ) T
| Lease Well Well 1980* FSL & 1980' FEL
Name No. location Sec. 34 of T-18-S, R-20-E
: Proposed )
County Eddy State  New Mexico Depth __ 6,000
Spud Estimated Days To
Date __ December 1978 To Drill 2§ Complete 5
- INTANGIBLE WELL COSTS
Access, Location & Roads $ 5.000.00
Rig Move
Footage Cost 6 000 @ $13.25/ft. 79, 590.00
Day Work Cost — 5 days @ 33, 350. 00/day 16,750.00
Bits & Reaners
Fuel : o
Water 1, 500,00
7 Mud & Lhem:.ca.l.s ' 10, 000.00
Cel‘enting & Serv;ces (Circulate _surface strnxg & B
bring productmn string back to surface string) i 5;000"0’0
‘Coring
Survey:mg & Testing - 2 tests @ 33,000 each 6 000.00
Mud Logging -
Perforating & logging 11, 500 ,00
Stimulation ) 5. 000,00
| Transportation . . 1, 500,00
| Prilling Overhead Cost o N
‘ other DPrilling Expense 5.000.00
Cont:mgencles (10% of Intang1b1e Well Cost) 14,175.00
_ N
$170,925.00

Total Intangible Well Cost:

‘| TANGIBLE WELL COSTS

(Incl. Freight)
n

Date

Date

t of , _n Conductor ‘Casing 3
_1200 ' of 8-5/8 _ " Surface Casing $ 9,879.84 n
1 of =" Intermediate Casing W om
! of _ \I{emediate Casing " "
6000 1 of §-1/2 " Production Casing 29, 207,66 " "
' of n Tie-back Casing n n
6000 ' of 2-3/8 " Tubing ‘ 13,289,40 n "
k ' of ) ‘" Tubing _ " "
© | Liner Equlpment : : i
| Wellhead Equipment ‘ : 6,000,00
‘ Produc:.ng Facilities, Tank Batteries, Flowlines 8, 500.00
L Packers & Other Subsurface Tools » ,
Contingencies (10% of Tangible Well Costs) ~ 6,687.60
| Total Tangible Well Cost: $ 73,564.59
| TOTAL WELL COST . $244,489. 59
’ Estmated Dry Hole Cost - $185,925,00
PEA IR et B R S AT ‘
Armovr:*:{?i,'Z%,.,:’nif'-? AR AT APPROVED:
By L By
Company|: jj LI 3‘,‘ i'é" ) 5 Compaﬁy
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OPERATING AGREEMENT

THIS AGREEMENT, entcred into by and between ___LaRue & “““CY’ P. 0. Box 96,
Artesia, New MexicO. 88210 ___, hereinjafter designated and

referred to as "Opeljator", and the signatory party or parties other than Operator, sometimes hereinafter
referred to individually herein as “Non-Operator”, and collectively as “Non-Operators”, ‘

WITNESSETH:

WHEREAS, the parties to this agreement are owners of oil and gas leases and/or oil and gas in-
terests in the land identified in Exhibit “A”, and the parties hereto have reached an agreement to explore
and develop these leases and/or oil and gas interests for the ‘producticn of oil and gas to the extent and

as hereinafter provided:
NOW, THEREFORE, it is agreed as follows:

ARTICLE L
DEFINITIONS

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

to them
A. The term "011 and gas”
or gaseous ‘ocarb

‘hall mean oxl gas, casmghead gas gas condensate, and all other hquld. '

“ering tracts of land lymg thhm the Contract Area Whic e :
C.'The term “oil and gas interests” shall mean- unleased fee and mineral mterests in tracts of ’
land lying within the Contract Area which are owned by partxes to this agreement.

'D. The term “Contract Area” shall mean all of the lands, oil ‘and gas leasehold mterests arid oil

“ang gas mterests mtended to be developed and operated for oil and gas purposes undar this am’ﬁbmanf

Such lands, oil and gas leasehold interests and oil and gas- interests are descnbed in Exhibit “A”.

E. The term *drilling umt" shall mean the area fixed for the dnlhng of one well by order or rule
ot any state or federal body havmg ‘authority. If ‘a drilling unit is not ﬁxed by any such rule or order,
a drilling unit shall be ‘the drilling unit as' estabhshed by the pattern of drxlhng in the Contract ‘Area
or as fixed by express agreement of the Dnlhng Parties.

F. The term “drillsite” shall mean the oil and gas lease or interest on which a proposed well is 1o
' be located.

G. The terms “Drilling Party" and “Consentmg Party” shall mean a party who agrees to 1om in
and pay its-share of the cost of any operatxon conducted under the provisions of this agreement,

H. The terms: “Non=Drilling Party” and “Non-Consenting Party" shall mean a party who elects

not to participate in a proposed operation.

‘Unless the cehtext otherwise clearly indicates, words used iri~ the singular - include - the plural, the
plural includes the singular, and the neuter gender includes the masculine and the feminine.

ARTICLE II
EXHIBITS

The following exhibits, as indicated below and attached hereto, are incorporated in and made a
part hereof:
X A Exhibit “A”, “shall mclude 1he fo]lowmg mformat).on
(1) Identlflcatlon "of lands subject to agreement,
(2) Restrictions, if any, as to depths or formations,
(3) Percentages or fractional interests of “parties to this agreement,
" (4) Oil and gas leases and/or oil ‘and gas:interests sub;ect to this agreement,
'(5) ‘Addresses of parties:for notice purposes.
'@ B. Exhibit "B”, Form of Lease.
(R C. Exhibit “C”, Accounting Procedure.
(X D. Exhibit "D", Insurance.

X E E. Exhibit “E”, Gas Balancing Agreement
[] F. Exhibit “F”, Non~Dlscriminntxon atid Certlflcatxon of Non-Segregated Facilities.

If any provision of any exhibit, except Exhibit “gY is inconsistent with any provision contained
in the body of this agreement, the provisions in the body of this agreement shall prevail.
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ARTICLE IIL
INTERESTS OF PARTIES

A. OH and Gas Interests:
e /

If any party owns an unleased oil and -gas interest in the Contract Area, that Interest shall be
treated for the purpose of this agreement and during the term hereof as if it were a leased interest
under the form of oil and gas lease attached as Exhibit “B”. As to such interest, thé owner shall re-
ceive royalty on production as preséribed in the form of oil and gas lease attached hereto as Exhibit
“B”, Such party shall, however, be subject to all of the provisions of this agreement relating to lessees,
to the extent that it owns the lessee interest. :

‘B. Inlerest of Parties in Costs and Production:

Exhibit “A” lists all of the partie¥ and thexr respectwe percentage or fractional interests under this
agreement, Unless changed by other provisions, 2]l costs and hablhtxes incurred in operations under
this agreement shall be borne and paid, and alt equxpment and “material acquired in operations .on the
Contract Area shall be owned by the parties as their interests are shown in Exhibit “A”. All produc-
tion of oil and gas from the Contract Areéa, subject to the payment of lessors royalties whieh—witl-be-
borne-by—the—Joint-Aceouwnd, shall also be owned by the parties in the same ‘manrier during the term
hereof; provzded however, this shall not be deemed an assignment® or cross~-assignment of interests cov-
ered hereby.

ARTICLE IY

Cenwan
484 uu

A. Title Exarination: ~ ;
--The parties accept title to the drillsite tract.
/T

MM&HW Txtle exammatnon shall be made on the leases

“and/or oil. and gas- interests included, or planned to be mcluded in the dnllmg unit around: such well,

The opinion will include  the ownership of the workmg interest, minerals; royalty, overrzdmg ‘Toyalty
and pr oduchon payments under the apphcab]e leases. At the time a well is proposed, each party con-
tributing leases and/or oil and gas interests to the drillsite, or to be mcluded in such dnlhng unit, shall
futnish to Operator all abstracts (including Federal Lease ‘Status’ Reports), title opmmns, title ‘papers
and ‘curative material in its possession free of charge.: All ‘such information hot in the: possessmn of or’
made avaxlable to Operator by the parties, but necessary for the examination of tntle shall be obtained
by Operator, ‘Operator shall cause title te be examined by auomeys on jts staff or by outsu:le attorneys.
Coples of all title opinions shall be- furmshed to each party hereto. The cost incurred by Operator in
this title program shall be borne as follows:

{m Option No." 2: Costs incurred by ‘Operator in procurmg abstracts and fees paid outside attomeys
for title examinatlon (including preliminary, supplémental, shut-in gas royalty opinions and division
order title opinions) shall be borne by the Drilling Parties in the proportion that the mterest of each
Drilling Party bears to the total interest of all Drilling Parties as such interests appear in Exhibit-“A”.
Operator shall mane no charge for services rendered by its staff attorneys or other perconnel in the

performance of the above fundtions. . . .

Each party shall be respcnsxble for securing curative matter and pooling amendmients or agreements
reqmred in connectmn with leases or oil and gas interests contributed by such’ party. The Operator. shall be
responsible for the preparation and recording - of Poolmg Des:gnatxons or Declarations as well as the

coniduct’ of hcarmgs before Governmental Agencxes ‘for the securing of spacmg or.pooling orders “This ~

shall not prevent any party from appearing on its own hehalf atiany such hearing. ’
trs

No well shall be drilled on the Contract Area until after (l) the tltle to the drnllsxte or dnlhng uml

has been examined as above provided, and (2) . the title has been approved by the examining attorney or

title has been accepted by all of the part:es who are to participate in the drilling of the well. i%

5‘ 1 i'\ﬂ.‘:‘
gt

1. Failure of Title; Should any oil and gas interest or lease, or interest therein, be lostﬁgt}\x;lugh
failure of title, which loss results in a reduction of interest from that shown on Exhibit “’ %%

B. Loss of Title: - /‘,;

v.o

<

ment, nevertheless, shall continue in forde as to all remaining oil and gas leases and mterests' andm_
(a) The party whose oll and gas lease or interest is affected by the title faxlura shall bear. alonee
the entire loss and it shall not be entltled to recover from Operator ot the other partle&anydevolopment."

-2

agree-
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or operating costs which it may have theretofore paid, but there shall be no monetary liability on its
part to the other partles hereto for drilling, development, operating or other similar costs by reason of

such title failure; and

. “(b)- There shall be no xehoactlve ad;uslment of expénses incurred or reven es received from the
operation of the interest which has been lost, but the interests of the partles shall be revised on an acre-

age basis, as of the time it is determined finally that title failure has occurred, so ‘that the interest of
the party whose lease or interest is affected by the title failure wm thereafter be reduced in the Contract

Area by the amount of the interest lost; and
(¢) If -the proportionate interest of the other parties hereto in any producing well theretofore drilled

* on the Contract Area is increased by reason o_f the title _failure, the party whose title has failed shall
receive the proceeds attributable to the increase in such interests” (less costs and burdens attributable -

thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such',well;
and

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

© ed; and

{e) Any liability to account'to a third pai'ty 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 ‘

(f) No charge shall be made to the joint accountifor legal expenses, fees or salaries, in cohnection
with the defense of the interest claimed by any party hereto, it bemg the intention of the parties
hereto that each shall defend title to its interest and bear ail expenses m connectlon therewith.

2. Loss by Non-Payment or Erroneous Payment ‘of Amount Due If through mxstake or oversxght
any rental shut-in well payment mlmmum roya y ‘or royalty payment is not pald ori erroneously
paid, and as a result a lease ot interest theréin termi ntes; there shall be no’ monetary Habili
the party who failed to make such payment. Unless the party who' faued to make the requn'ed payment
secures a new lease covermg the same interest within mnety (90) days from the dnscovery of the fail-
ure to make proper payment whlch acqulsmon will not be subJect to. Artlcle VII .

Wiy '

nll._y gﬂﬂ 13

the loss, from the proceeds of the sale of oil and- gas ‘dttributable to the ‘lost mterest calculated ‘on an

" acreage basis, for the developmeént: and operating costs ‘theretofore pald on account of such interest;’ it
'shall be  reimhursed for unrecovered uctual costs theretofore paid by it (but not for its share of the

cost of any dry hole ‘previously drilled or wells prevnous]y abandoned) from so much of the followmg

as is necessary to effect reimbursement:

(a) Proceeds of oil and gas, less operating expenses, thetetofore accrued to the credxt of the lost
interest, on an acreage basxs, up to the amount of unrecovered costs;

(b) Proceeds, less Operatmg expenses, thereafter accrued attributable to the lost interest on an
acreage basxs, of that portlon of oil and gas thereafter produced and marketed (excluding production

from any ‘wells thereaiter drilled) which, in the absence of such lease termination, would be attributable

to the lost mterest "on an ‘ac¢reage basis, up to the amount’ of ‘unrecovered costs, the" proceeds of said

portion of the oil and’ gas to be contributed by the other parties in proportion to“their respective in-

terests; ,end
(¢) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, or

becomes, the owner of the interest lost, for the privilege of partlclpatxng in the Contract Area or be-
coming a party to this agreement,

3. Other Losses: All losses incurred, other than" those set forth in Articles IV.B.l. and IV.B.2.
above, shall not be considered failure ‘of title but shall be joint losses and shall be borne by all parties
in proportion to their mterests There shall be no, readjustment of interests in the remaining portion of

the Contract Avea.

ARTICLE V. l S
OPERATOR |
‘A. DESIGNATION AND RESPONSIBILITIES OF OPERATOR: ~

LeRUE & MUNCY, P. 0. Box 96, Ar’tes’i'a, New Mexico, 88210

the Contract Area as permxtted and required by, and within the limits of, th1s agreement It shall' con-
duct all such operations in a good and workmanlike manner, but it shall have no Ilabillty ‘as Operator
to the other parties for losses sustained or liabilities incurred, except such as may re It frgga gross

negligence or willful misconduct,

, the mtere..ts of
the parties shall be revised onan ‘acreage hatis, affectiva as of ‘the dats of 'ominaticn of ‘the lease ln= -
volved, and the ‘party who failed to make proper payment will no longer be crednted with an interest in-
‘the Contract Area on account of ownership of the lease or iriterest which has’ terminated. In the event.
the party who failed to’ make the ‘required” payment shall not have beéen fully re1mbursed at the txme of

S U L

) .
T N TN T
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B. Resignation or Removal of Operator and Selection of Successor:

1.- Resignation or Removal of "‘Operator: Operator may resxgn at any time by gwmg wnften notice
thereof 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 Operator, it shall cease to be’ Operator without any
action by Non-Operator, except the selection of a successor. Operator may be removed if it fails or
refuses to carry out its duties hereunder, or becomes insolvent bankrupt or is"placed in receivership,
by the affirmative vote of two (2) or more’ Non-Operators owning a majority interest based on owner-
ship as shown on Exhibit “A”, and not on the number of parties remaining after excluding the voting
interest of Operator. Such resignation or removal shall not-become effective tintil 7:00 o’clock AM.
on the first day of the calendar month following the expiration of ninety (90) days after the gnring of
notice of resignation by Operator or action by the Non-Operators to remove Operator, unless a successor
Operator has been selected and assumes the duties of Operator at an earlier date. Operator after effect-

“ive date of resxgnation or removal, shall be bound by the terms hereof as a Non-Operator A change of
a corporate name or structure of Operator or transfer of Operaibdr's ‘interest to any single subsidiary,
‘parent or successor corporation shall not be the basis for removal of Operator.

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

Operator that was removed,

C. Employees:
The number of employees used by Operator in conducting operations hereutider, their selection,
‘ and the hours of labor and the compensation for services performed, shall be determmed by Operator,
and all such cmployeas shall be the employee: of Operator : -

D. Dnllmg ‘Contracts:

All wells dnlled on the Contract Area shall be dnlled on a compehtwe contract basxs at the usual
rates’ prevailing in the avea. If ‘it so desires, Operator may ‘employ its own tools and equlpment in the
“drilling of wells, but its charges therefor shall not exceed the prevailing rates in’the area and the rate
of such charges shall be ‘agreed upon by the parties in wntmg before dnllmg operations "~ are ‘com-
‘,menced ‘end such work shall be: performed by Operator under the same terms and conchtxons as are
customary ard usual in the area in contracts of independent contractors who are doing work of a sim-

ilar nature.

» ARTICLE VI.
DRILLING AND DEVELOPMENT
A. Initial Well:

_ On or before the 318t day of December . 19Z§. Qperator shall commence‘ the drill-
mg of a well for oil and gas at the following location:

1,980 feet from the south 1ine and 1,980 feet from the east line ‘of
Section 34, Township 18 South, Range 26 East, N. M.P.M. :

- b

and shall thereafter continue the drilling of the well with due diligence to a depth sufficient to
test the Abo formation. '

unless granite or other practically impenetrable substance or condition in the hole, which  TYenders
further drilling impractical, is ericountered at a lesser depth, or unless all parties agree to: complete or
abandon the well at a lesser depth, :

,,\,{,',‘

Operator. shall make reasonable tests of all formatlons encountered during dr:llmg which 1\$e in-
dieation of containing oil and gas In quantitics sufficient to test, unless this agreement shall befllmlted

in its application to a specific formation or formaticns, ir. which event Operator shall be” required to
I\

test only the formation or formations to which this agreement’ may apply. f : N i
. . t

If, in Operator's judgment the well will not produce oil or gas in paying quantltles, and ;t \yilshes
to plug and abandon the well as a dry hole, it shall first secure the consent of all partles and “shall

Vot b bt

plug and abandon same as provided in Article VLE.}Y hereof. ; 5 e g b e

Shmpr 3 igran t Pay pon Lindow
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B. Subsequent Operations:

i, Fmposed Operations: Should any party hereto desire to drill any well on the Contract Area
other thin the well provided for in Article VI A, or to rework, dcepen or plug back a dry hole drilled
at the joint expense of all parties or a well jointly cwned 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 written notice of the proposed operation, specifying the work to be performed, the loca-
tion, proposed depth, obJectlve formation and the estimated cost of the operation. The parties receiv-

. ing such a notice shall have thirty (30) days after receipt of the notice within which to notify the

parties’ wishing to do the work whether they elect to partlcxpate in the cost of the proposed operation.
If a drilling rig is on location, notice of proposal to rework, plug back or drill deeper may be given
by telephone and the response penod shall be limited to forty- eight (48) hours, exclusive of Saturday,
Sunday or legal holidays: Failure of a" party receiving such notice to reply within the peériod above fixed
shall constxtute an election by that party not to partlctpate in the cost of the proposed operation Any
notice or xesponse given by telephone shall be promptly confirmed in wrlting

2. Operations by Less than All Parties If ‘any party receiving such notice as provxded in Article
VILB.1. or VLE. ‘elects not to participaté in the proposed operatron, then, in order to be entltled to
the benefits of this artlcle the party or parties giving. the notice and such other partzes as- shall elect

- to” partxcxpate in" the operation shall, Wwithin sixty (60) days’ after the expiration of the notice period of

thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period
where the drilling rig is on location, as the case may be) actually ‘commence work on' the proposed -
operatxon and complete it with due d:hgence ‘Operator shall perform all work for the account ot ‘the

“Consenting Parties; provxded however, if no dnllmg rig or other equipment is on locatlon, and if Op-

‘erator is a Non- Consentmg Party, the Consenting Partles shall elther . {a) request Operator to perform'"
the work requxred by such ptoposed operat:on for the acéount of the Conse 7
“hate one (1) of the Consentmg Partiés as Operator (o perform such work Consentmg Parues when

ng Parties, or (b)" ‘desig-

'conductmg ‘operations on the Contract Area pursuant to this Article VI. B.2. ., shall comply with all terms
and conditions of thls agreement.

"1i less than all 'pafiies”épprb\ié ‘any proposed opcration, the prOposmg party, immediately after the
expiration of the apphcable notice period, shall advise the Consentmg Psrties of:(a) the total interest

‘of the parties approving such operatron, and (b)" its recominendation as to whether the Consenting Par-_
“ties should proceed with the operatlon as proposed. Each Consentmg Party, w:thln forty-e:ght (48)

hours (exclusive of Saturday, Sunday or legal hohdays) after recelpt of such notlce, shall advxse ‘the
proposmg party of its desire to (a) limit participation to such party s interest as shown on Exhibit “A”,
or (b) carry its proportionate part of Non-Consenting Parties’ interest. The proposing party, at its
election, may withdraw such proposal if there is msuffxclent participation, and shall promptly notxfy

all ‘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 terms of the preceding paragraph. Consenting
Parties shall keep the leasehold estates involved in such operations free and clear of all liens and
encumbrances of every kind created by or: arlsmg from the operations of the Consenting Parties. If such

an operation /fesults in a dry hole, the Consentmg 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 provxswns
of ‘this Article results in a producer of oil and/or gas in paying quantities, the Consenting’ Parties shall
complete and equip the well to produce at their sole cost and risk, and the well shall then be turned
over to Operator and shall be operated by it at the expense and for the account of the Consentmg ‘Parties.
Upon. cominencement of operations for the drilling, reworking, deepemng or plugging back of any ‘such
well by Consenting Parties in accordance with the provisxons of this Arhcle, each Non-Consentmg Party
shall be deemed to have relinquished to :Consenting Parties, and the Consenting Parties shall own and
bé ‘entitled to recelve, in proportion to thelr respective mtenests, all of such Non-Consenting Partys
interest in the well and share of productlon thetefrom until the proceeds of the sale of such share,
calculated at the well, or market value’ thereot it such share is not sold (after deducting ' production

» taxes, royalty, overridlng royalty “and othex interests existing on the effective date hereof, payahle out of -

or measured by the production from ‘such well accruing with respect to such Interest until it revertc)
shall equal the total of the followlng. \\.

f'.c

(a) ;100% ‘of each such Non- Consenting Party’s share of the cost of any newly acquired surface
equipment beyond the wellhead connections (including, but not Limiited to, stock tanks, separators.
treaters, pumping equipment and iping), plus 100% of each such Non- Consenting Party's share of thie
cost of operation of the well commenctng with first production and’ continuing until each such .Non-
Consenting Party’s relinquished interest shall revert to it under other provisions of this (Attic]e t:;belng
agreed that each Non-Consenting Party’s share of such costs and equipment will be thvj mterest ‘Which
would have been chargeable to each Non-Consenting Party had it participated in the ell from. the be-

ginning of the operation; and

) . ! B : f-.’?;-t'f"-x"‘f::!.' P NN 3R rR
(b)_300 % of that portion of the costs and expenses of drilling reworking, deepening,.or, pluumgt}
back, testing and completing, after ‘deducting any cash contributions received under Article: VIILC.;and*

-5-
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500% of that portion of the ‘cost of newly acquired eduipment In the well (to and including the well-
head connections), which would have been chargeable to such Non-Consenting Party if it had partici-
pated therein.

Gas production attributable to any Non - Consenting Party’s relinquished intgrest upon sucﬁ Party’s .

election, shall be sold to its purchaser, if available, under the terms of its existing ;as sales con-
tract.  Such Non - Consenting Party shall direct its purchaser to remit the proceeds receivable from
such sale .direct to the Consenting Parties until the amounts provided for in this Article are recov-~
ered from the Non - Consenting Party's relinquished interest. It such Non - Consenting Party has not
contracted for sale of its gas at the time such gas is available for delivery, or has not made the elec-
tion as provided above, the Consenting Parties shall own and be entitled to receive and sell such Non-~
Consenting Party’s share of gas as hereinabove provided during the recoupment period.

+ During' the period of time Consenting Parties are entitled to receive Non-Consenting Party’s share
of productxon, or the proceeds therefrom, Consenting Parties shall be responsxble for the payment of

all production, severance, gathermg and other taxes, and all royalty, overriding royalty and other
burdens applicable to Non-Consenting Party’s share of production

In the case of any reworkmg, plugging back or deeper drilling operation, the Consentmg Parties shail

‘be pernutted to use, free of cost, all casing, tubing and other equlpment in the well, biit the ownership of

all such equxpment shall remain unchanged; and upon abandonmént of a well after such reworkmg,f

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

'S & .\.r .hc complet:on of -any operatmn under t}us Artlcle the party con-.

ductmg‘the operatxons for‘the Consentmg Partzes sball f “rnish cach ‘Non-Consenting Party ‘with’ an in-
ventory of the equipment in and connected to the well and-an itemlzed statement of the cost of drxllmg,
deepening, pluggmg batk, testing, completmg, and equlppmg the well for product:on, or,-at its” optlon
the " operating party. in heu of an item:zed statemeni ‘of ‘such costs of operatlon may submit a detailed
statement: of monthly bl]lmgs Each month thereéfter during the time the Consentmg Partxes are heing.
reimbursed as provided above, the Party conducting the operations for the Consenting Parties shall furn-
ish the Non-Consenting Parties with an itemized statement of all costs and liabilities incurred in the
operation of the well, together wuh a statement of the quantity of oil and gas produced from it and the
amount of proceeds realized from the sale of the well’s workmg interest production during the preceding
month, In determmmg the quantity of oil and gas produced during any month, Consenting Parties

shall use industry-accepted methods such as, but not limited to, metering or periodic well tests, Any °

amount realized from the sale or other disposition of eqm,pment newly acqwred in’ connectxon with any
such operation: which would have been owned by a Non-Consenting Party had it participated therein
shall be credited against ‘the total unreturned costs of the work done and of the equipment purchased

. in determining when the interest of such Non—Consentmg Party shall revert to it as above provided;

and if there'is a credit balance, it shall be pald to such Non—Consentmg party.

If and when the Consenting Parties recover from a Non-Consenting Party's 'relinq\rished interest

the amounts provided ‘for above, the relinquished interests of such Non-Consenting Party shall auto- .

matically revert toit, and, from and after siich reversion. such Non-Consentmg Party shall'own the same
interest in such well the material and equipment in or pertaining thereto, and the productxon there-
from as such Non—Consentmg Party would ‘have been entitled to had Lt partxcnpated in the drmmg,
reworking, deepemng or plugging back of said well. Thereafter, such Non-Consenting Party shall be
charged with and shall pay its proportionate part’ of the further costs of the optration ‘of said well in
accordance with the terms of this ‘agreement and the Accounting Procedure, attached hereto.

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

well spacing pattern for such source of supply. .
'ﬂ

Tne provisions of this Article shall' have no application - whatsoever 'to the drilling of thedmtml
well described in Article VLA, except (a) when Option 2, Article VIID 1, has been selected, 7'or )
to the reworking, deepening and plugging back of such initial well, if such well is or thereafter shall

prove to be a dry hole or non-commercial we)l after having been drilled to-the depth specified iq Artxcle
VI.A, 23

C. Right to Take Production In Kind:

Each party shall have the right to take In kind or separately dispose of its pmportjonate‘sh
all oil and gas produced from the Contract Area, exclusive of production which may be uséd i de-
velopment and producing operatlons and: in preparing and treating ‘ofl for marketing.,purpom’incl
production unavoidably lost. Any extra expenditure incurred in the taking in kind ’or separate d.ispo-

sition by any party of its proportionale share of the production shall be borne by lUsuch:partyi::Any:
-8- ST
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! party taking its share of prodiction in kind shall ' be required to pay for only its proportionate share -
.2 - of such part of Operator’s surface facilities which it uses.
]
4 Each party shall execute such division orders and contracts as may be necessary for the sale of its
5 interest in production from the Contract Area, and, except as provided in Article VII.B., shall be entitled -
6 to receive payment direct from the purchaser thereof for its share of all production.
-7
8 In the event any party shall fail to make the arrangements necessary to take in kind or separately
9 dlspose of its proport:onate share of the oil and gas produced from the Contract Area, Operator shall have
10 the right, subject to the revocation at will by the party owning it, but not the obligation, to purchase such
11 il and gas or sell it to others at any time and from time to time, for the account of the non-taking
12 party at the best pr ice obtainable in ‘the areu for such production. Any such puichase or sale by Op-
13  erator shall be subject always to the right of the owner of the production to exercise at any time its
14 right to take in kind, or separately dispose nf, its share of all 0il and gas not prevxously delivered to g
15 purchaser. Any purchase or sale by Operator of any other party’s share of oil and gas shall be only for
16 such reasonable periods of time as are consistent with the’ minimum needs of the industry under the
17 . particular circumstancés, but in no event for a period in excess of one (1) -year. Notwitastanding the
18 foregoing, Operator shall not make a sale, including one into mterstate commerce, of any other partys
19 share of gas production without first giving such other party thn'ty (30) days notice of such intended
20 - sale.
21 ‘
22 In the event one or more parties’' separate disposition ‘o: its share of the gas causes split-stream de-
23 liveries to separate pipelines and/or deliveries which on & day-to-day basis for any reason are not
24 exactly equal to a partys ‘respective proportionate share of total gas sales’ to be allocated to it,- the ‘
25 Dbalancing or accounting between the respective accounts of the parties shall be in aceordanoce with
26 any Gas Balancing Agreement between the. parties - hereto, whether such Agreeméht is attached as
27  Exhibit “E”; or is a sdparate’ Agreement.
28 ’
29 D. Access to Contract Area and Inforrnation:
-30
.81 . Each party shall have access 10'the Contract Area at all reasonable times, at its sole risk to mspeet
32 or obser\e operatxons and shall have access at reasonable times to information pertaining to the de-
33 velopment or operatlon thereof including Gperator’s books and records relating thereto. Operator upon
34 request shall furnish each of the other parties with copies of all forms or reports filed with govern-
35 wmental agencxes dally dnllmg reports, well logs, tank tables, daily gauge and run tickets and reports
36  of stock on hand at the first of each” month, ‘and shall make available samples of any ‘cores or cuitings
37 taken from any well drilled on the Contract ‘Area. The cost of gathering and furnishing information to
38 Non- Operator, other than that specified above, shall ‘be charged to the Non- Operator that requests the
39 information.
40 ‘ :
41 E. Abandonment of Wells:
42
43 1. Abandonment of Dry Holes Except for any well drilled pursuant to Article VIB.2,, any well
44 ‘whlch has been drilled under the terms of this agreement and is proposed to be completed as a dry hole
45 shall not be. plugged and abandoned without the consent of all parties. Should Operator, after diligent
46 effort be unable to contact any party, or should ‘any party fall to reply within forty-eight (48) ‘hours
47 = (exclusive of Saturday, Sunday or legal holidays) after recexpt of notice of the ptoposal to plug and
48 abandon ‘such well, such party shall be deemed to have conseiited to’ the proposed abandonment All
49 such wells shall be plugged and abandoned in accordance with applicable regulations and at the cost,
50 risk and expense of the parties: who partlclpated in'the cost of drilling of such well,; Any party who ob-
51 jects to the plugging and abandoning such well shall have the right to take over the well and conduct
52  further operatnons in search of oil and/or gas subject to the provisions of Article VI.B.
53
54 2 Abandonment of Wells that have Produced: Except for any well which has been drilled or re-
55 worked pursuant to ‘Article VLB.2, hereof for which the Consenting Parties have not been’ fully reim—
56 bursed as therein provxded any well' which has been comp]eted as a producer shall not be plugged and
57 abandoned without the consent of all parties. If all partles consent to such abandonment the weﬁ shall
58 be plugged and_abandoned in accordance with applicable regulations and at the cost, risk and expense
59  of all the partles hereto. If, within thirty (30) days after recelpt of notice of the proposed abandonment
60 . of such well, all parties do not agree to the abandonment of any well, those wishing to continue' xt; op-
61 eration shall tender to each of the other parties its proportionate share of the value of the well's salvable
62 material and equipment, determined in accordance with the provisions of Exhibit “C”, less the estlmated
63  cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning pg_{t}}“'shall
64 assign to the non-abandoning parties, without warranty, express or implied, as to title ¢ or as ‘to. quahtnty,
65  quality, or fitness for use of the equipment and materlal, all of its interest in the well and relatei‘l‘1 uip-
66 ment, togothel with its interest in the leasehold estate as to, but only as to, the intetval ot‘ mterval,s the
67 formatxon or formations then open to production, If the interest of the abandoning party is or- inc}udes
68  an ofl and gas interest, such party shall execute and deliver to the non-abandoning part:,um'*lpax-ties:voxx~
6y oil ‘and gas lease, limited to the interval or intervals of the formation or formations then open to producs. J
70 tion, for a term of one year and so long thereafter as oil and/or gas is produced from the'interval ‘of inteérs:
7= ; ‘
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vals of the formation  or formations covered thereby, such lease to be on the form attached as Exhibit
“B" The assignments or leases so limited shail encompass the “drilling unit” upon which the well is
located. The payments by, and the assignments or lesses to, the assigness shall be {n a ratlo based upon
the relationship of their respective percentages of participation in the Contract Area to the aggregaie of
the percentages of participation in the Contract Area of all assignees. There shall be no readjustment
of interest in the remazmng portion of the Contract Area.

Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the op-
eration of or productxon from tHG well in the interval or intervals then open other than the’ roynlties
10 retained in any lease made under the terms’ ‘of ‘this Article, Upen remiest, Operator shall continue to
11  operate the assigned well for the account of the non-abandoning parties at the rates and charges con-
12 templated by this agreement, plus any additmnal cost and charges which may arise as the result of
13  the separate ownershin of the assigned well.

- B N S R S

14

15 ' ) - ARTICLE VII,

16 ‘ EXPENDITURES AND LIABILITY OF PARTIES

17

18 A, Liability of Parties:

19 , , . _ » )
20 The liability of the parties shall be several, not joint or collective. Each party shall be responsible
21 only ferits obllgattons and shall be liable only for its proportionate share of the costs of developing

22 and operating the Contract Area. Accordingly, the liens granted among the parties in Article VI1I.B. are
23  given to secure only the debts of each severally. It is not the intention of the parties to create, nor shall
24 this agreement be construed as creating, a mining or other partnership or association, or to render the

25 parties liable as partners.

26
27  B. Liens and Payment Defaults:
og , .
28 Each Non Operator grants to’ Operator a hen upon its oil and gas rights in the Contract Area, and‘a

30 security interest in its share of oil and/or gas when extracted and its interest in all equipment, to sécure
31 'payment of its share of expense, together with mterest thereon at the rate provided in the Accountmg'
"d herets as Bxhibit “C” To in¢ exient that Operaior has'a aeu.huy fntecest tnder the
33 Umform Commercxal Code of the State, Operator shall be entitled to exercise the rights and remedies
34 of-a secured party unider ‘the Code.. The bringing of a suit and the obtaining of judgment by Operator
35  for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the len
36 rightsor secunty interest as-security for the payment thereof. In addition, upon default by’ any Non-

37  Operator in the payment of its share of expense, Operator shall have the right, without prejudice to

38 - is or: remedx s, 0. ¢co lect fro the phrchaser the oceeds fr he sal ch Non- ator’s
i s oremsdlin o ol om e itchger deReespla o e s gL Non Rl ey

3 o gas untl? e am n owe y Sue pera?or /plus m?eres
40  ‘purchaser shail be entitled to rely upon Operator’s written statemeiit concerning the amount of any de-
41 - fault. Operator grants a like lien and security interest to the Non-Operatars to secure payment of Op-

42 erator’s oroportionate shsre of expense.

44 If any party falls or is unable to pay its share of expense within:sixty (60) days after rendxtion of
45 a statement therefor by Operator, the non-defaulting parties, including Operator, shall upon request by
46 Operator, . pay the ‘unpaid . amount in the proportlon that the interest of each such party bears to the in-
‘47  terest of all such'parties. Each party s0 paymg its share of the unpaid amount shall, to obtain reéimburse-
48 ~ ment thereof, be subrogated to the security rights described in the foregoing paragraph.

49 ; 3

50 C. Payments and Accounting: j
51 , . :
52 Except as herein otherwise specifically provided, Qperator shall promptly pay and discharge expenses

53 . incurred’in the development and operation of the Contract Area pursuant to this agreement and shall
54 charge each ‘of ‘the parties hereto ‘with their respective proportionate shares upon the expense basis pro-
"85 vided in the Accountmg Procedure attached hercéto as Exhibit “C», Operator shall keep an accurate
56 ' record of the joint account hereunder, showing expenses incurred and charges and credits magf and

567 received. , iR
A8 ’ : "i‘\
59 Operator, at its election, shall have the right from time to time to demand and’ receive !rp‘ni”the

60  other parties payment in advance of their respective shares of the estimated amount of the expense to
61 Dbeincurredin operatxons hereunder durmg the next succeeding month, which right may be exercisegi1 only
62 by submission to each such party of an itemlzed statement of such estimated expense, togethe: with -
63 an invoice for its share thereof. Each such statement and invoice for the payment in advance of esti-
64 mated expense shall be submittéd on or before the 20th day of the next preceding month Each party
65 shall pay to Operator its proportionate share of such estimate within fifteen (15) day,s after Such es-
66 - timate and invoice is received. If any party fails to pay its share of said estimate within' said &;Ae, the
67 amount due shall bear interest as provided in Exhibit “C” until paid. Proper adjustment‘shall be
68 made monthly between advances and actual expense to the end that each party shali beaf‘and-payaits 0

69 proportionate share of actual expenses incurred, and no more. AN A e i ag 87 1
Loy o antnie
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D. Limitation of Expenditures:
1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or ‘deepenéd, ex- .
+ cept any well drilled or deepenied pursuant to the provisions of Article VI.B.2. of this Agreement, it being ]

undetstood that the consent to the drilling or deepening shall include: .

Lo IO i &S

10 X Obtion No. 2: AN necessary expenditures for the drilling or deepening and tesiing of the well, When
11 such well has reached its authorized depth, and all tests have been completed, Operator shall give im-
12 mediate notice to the Non-Operators who have the right to participate in the completion costs. The parties
13 receiving such notice shall have forty-eight (48) hours (exclusive of Saturday, Sunday and legal holi-
14 days) in which to elect to participate in the setting of casing and the completion aitempt. Such election,
15  when made, shall include consent to all necessary expenditures for the completing and equipping of such
16 well, including necessary tankage and/or surface facilities, Failure of any party receiving such notice
17 to reply within the period above fixed shall cohstitute an election by that party not to participate in
18  the cost of the completion attempt. If one or more, but less than all of the parties, elect to set pipe and
18 to attempt a completion, the provisions of Article VI.B.2. hereof (the phrase “reworking, deepening or
20 - plugging back” as contained in Article VIB.2. shall be deemed to include “‘completing”) shall apply to
21 the 'opergtions thereafter conducted by less than all parties. : '

23 2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged

24 back except a well reworked or plugged back pursuart to the provisions of Article VI.B.2. of this agree- -
" 25 ment, it being understood that the consent to the reworking or plugging back of a well shall include
26 consent to all necegary expenditures in conducting such operations and compl‘é”ting and equipping of
27 .sald well, including necessary tankage and/or surface facilities. -

20 3, Other Operations: Operats ‘not undertake any single project reasonably estimated to require - :
36 an expenditure in excess of  Fifteen Thousand—===x ‘ Dollars ($_15,000.00 ) g
31  except in'connection-with a well, the drilling, reworking, deepening, completing, recompleting, or plug-
82 ging back of which has been previously authorized by or pursuant to'this agreement; provided, how-
32 ever, that, in case of explosion, fire; flood or other sudden emergency, whether of the same or different
34 nature, Operator may take such steps and incur sulh expenses as in its opinion are required to deal with
35 the emergency to saféguard life and property but Opera‘to,xj, as prpmptly as possible, shall répdrt the emer-
36 gency to the other parties. If Operator prepares “Authority for Expenditures” for its own "use,
37 Operator, upon request, shall furnish copies of its “Authority for Expenditures” for any single project
38 costing in excess of Ten Thousand : “Dollars ($..10,000,00 ).

39

- 40 E. Royalties, Overriding Royalties and Other Payments:
4] o ) . .
42 Each party shall pay or deliver, or cause to be paid or delivered, all royalties to the extent of
43 25% due on its share of production and shall hold the other parties free

44 from any liability therefor. If the interest of any party in any oil and gas lease covered by this agree-

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

46 the aforesaid royalty, such party shall assume and alone bear all such obligations and shall account 1

47  for or cause to be accounted for, such interest to the owners thereof. If the interest of any party

48 :I.n’”%ﬂy oil and gas lease covered by the agreement is subject to an overriding roya{ty, -
production payment, or other charge that is less than the aforesaid royalty, such |~ |
party shall retain for its own account the difference between the existing burdens

and the aforesald royalty. . . :
49 No party shall eéver be responsible, on any price basis higher, than the price recewec_l: by such party,
50 to any other party’s lessor or royalty oWher; ‘and- if any such other party‘s lgs§or or royalty owner should
51 - demand and receive settlements on a higher price basis, the party contributing such lease shall bear the
52 royalty burden insofar as such higher price is concerned.

53

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

56 Rentals, shut-in well payments and minimum royalties which may be requirgd under the t'::.ms of

57 any lease shall be paid by the party or parties who subjected such lease to this agreement at its or their
arties own and have contributed interests in the same lease-to this

. 58 expense. In the event two or more p / ‘ ts in ame
59 agreement, such parties may designate one of such parties to make said payments for and on behgl&t“ of all
60 such parties. Any party may request, and shall be entitled to receive, proper eyxdence pf all suf? Jpay-
61 ments. In the event of failure to make proper payment of any rent.al, shut-in'well payment or "'!‘,Q!ml,‘m
62 royalty through mistake or oversight where such payment is required to continue the lease in force,

63 any loss which results from such non-payment shall be borne in accordance with the provisl’g\% %{ﬁ?t]cle
64 1 V.B. 2: K;:\»:;\)-,:w \R:\‘;
65 ! K . . :: - s‘.'v".i \':‘
66 Operator shall notify Noti-Operator of the anticipated completion of a shut-in gas ﬁ‘.,lfa"r"-t‘l?f; fhut..
67 ting in or return to production of a producing gas well, at least five (6) days (excluding s?‘!}{éﬁggﬁ““*

68 day and holidays), or at tlie earliest opportunity permitted by clrcumstances, pyior to taking o
69  but assumes no lability for failure to do so. In the event of fallure by Operatorltq,sc,,no ity, Non=.,

70 Operator, the loss of any lease contributed hereto by Non-Operator for failure to make.timely:payrhents=~
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-posed upon or thh respect ‘1o the productlon ‘or hanolmg of such partys sha

of any shut-in ‘well payment shall be borne jointly by the parties hereto under the provisions of Article

v.B3

-
]
Lo

'ma

Taxes:
/

Beginning with the first calendar year after the effective: date hereof Operator shall render for ad
valorem taxation all property subject to this agreement which by law should ‘be rendered for such
taxes, and it shall pay all such taxes assessed thereon before they becaome delinquent. Prior to the ren-
dition date, each Non-Operatqr shall furnish Operator inférmation s to burdens (to include, but not be
limited to, royaities, overriding royalties and production pdyments) on leases and oil and gas interests con-
tributed by such Non-Operator. If the assessed valuation of any leasehold estate is reduced by reason of its
being subject to outstanding excess royalttes, overriding royaltxes or productxon payments, the reduction in
ad valorem taxes resulting therefrom shall inure to the benefit of the owner or owners of such leasehold
estate, and Operator shall adjist the charge to 'such owner or owners so as to reflect the benefit of such
reductlon Operator shall bill other parties for their proportionaté share of all tax payments in the man-

ner provided in Exhibit “C”,
<3

If Operator considers any tax assessment improper, Operator may, at its discretion, protest within
the time and manner prescribed by law, and prosecute the protest to a final determination; unless all
parties agrée 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 fmally determmed Operator shall pay
the tax for the joint account together thh any mterest and penalty accrued and the total cost shall then

be assessed agamst ‘the’ p ties

Each pcu iy Suauﬂﬁa:vv' o e
"of oxl and/or gas pro-~

duced under the terms of ihis agreement.

I
W

H. Insurance:

ey

At an ttmes wmle oper;.uons “are LOndi.ILttfu nt:lt‘:uuum uy::xaun shall u.unpxy wnn ‘the wgrxmen s’
Conipensation Law of the State where the operations are bemg conducted provided, however, that Op-
erator may be’ a self-insurer for liability under said compensatlén laws in whlch event "the only charge
that shall’ be made to the joint account shall be an amount equivalent to the prémium which would have
been paid had such insurance been obtained: Operator shall also carry or provuie msuranoe for the
benefit of the ]omt account of the parties as outlmed in Exhibit “D", attached to and made a part hereof.

Operator. shall require all contractors engaged in work on or for the Contract: /Area to comply with the

Workmen’s Compensatlon Law of the’ State where the operatxons are being conducted ‘and " fo m&mtam :
such other insurance as Operator may Trequire.

In the event Automobxle Public Liability Insurance is speclfxed in said Exhibit “p, or subsequently
receives the approval of the parties, no direct charge shall be made by Operator for premxums paid for
such msurance for Operator’s fully owned automotive equipment.

ARTICLE Vlll.,
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 surrendered in whole or in part unless all parties consent thereto. \

However, shouid any party desire to surrender its interest in any lease or in any portion thereof and

' other parties do’ not agree or consent thereto, the party desxring to surrender shall assign, without express

or xmphed warranty’ of tltle, all ot‘ lts interest in’ such lease, or portion’ thereof and any well, material and
equipment which’ uiay be lucdted {hereon and’ any vighls in production thereafter secured to the‘parttes
not desxrmg to surrender it. If the interest of the assxgning party ‘includes an oil"and gas interest,’ the as-

“signing pariy shall execute and deliver to the party or parties not desirmg to surrender an oil and gas

lease covering such oil and gas interest for a term of one year and so long thereafter as’ ol ana/or gas
is produced from the land covered thereby, such lease to be on the form attached hereto as Ethbxt “B",
Upon such assighment, the assigmng party shall be relieved from all’ obligations thereafter acerulng,
but not theretofore accrued, with” respect to the acreage assigned and the operatlon of any well: thereon.
and the assngnmg party shall have no further interest in the lease assigned and its equl ment an& pro-
duction other than the royalties retained in any lease made under the terms of this Art AT The\ rties
assignee shall pay to the party asslgnor the reasonable salvage value of the latter’s inte\rest in anf ells
and equipment ‘on-the assigned acreage. The value of all material shall ‘be determin tn acco ance

with the provisions of Exhibit “C”, less the estimated cost of salvaging and the estima cost ot Iug-,,
ging and abandoning. If the assignment is in favor of more than one party, the- asstgtred intereat shajt

L2t ing ot -r!Pm-‘la“

o
iy
L

«10 -
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"‘Article VIILC. = This paragraph shall not be applicable to the comtribution of acreage

be shared by the parties assignee in the proportions that the interest of each bears to the interest of zll
partie’s assignee.

Any assignment or surrender made under this provision shall not reduce or change the assignor’s or
surrendering parties’ interest, as it was immediately before the assignment, in"thebalance of the Contract
Area; and the acreage assigned or surrendered, and subsequent operations thereon, shall not thereafter
be subject to the terms and provisions of this agreement,

‘R, . Renswal or Exiension of Leases:

If any party secures a renewal of any oil and gas lease subject 1o this Agi ment, all other part:es
shall be notitied promptly, and shall have the right for-a penod of thu‘ty (3 ays following recéipt

of such notice In which 6 eiect to participate in the ownershlp 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 allocated to that part of such lease within the Contract Area,

which shall be in proportion to the interests held at that time by the partzes in the Contract Area.

If some, but less than ali, of the partxes elect to partlcnpate in the purchase of a‘ ‘renewal lease, it
shall be owned by the parties who eléct to participate therein, in a ‘ratio based upon the relationship of
their respective percentage of participation in the Contract ‘Area to the aggregate of the petcentages
of participation in the Contract Ares of all parties partlczpatmg in the purchase of such renewal lease.
Any rcnewal lease in which less than all parties eiéct' to partxc:pate shall not be subject to this agreement
-without warranty
- Fach party who partxcnpates in the purchase of a renewal lease shall ‘be gzven an assxgnment/of 1ts |
proport:onate mterest therem by the acquiring Dartv : : e i A S 0

covered’ by the e\:pz ng };.asc or cover omy A portxon of its aréa or an mterest thercm A-xy renewal lease )
taken before the expiration of its predecessor lease; or taken or contracted for within six (6) months after
the expiration of the existing ls-ase shall be subject to this provxsron, but any lease taker/ or contracted
for more than six (6) months after the expxratlon of an existing lease shall not be deemed a renewal

lease and shall not be auuu:(_l to the Drovisions of this agreemeni.

2220 Qi

The provisions in thxs Artxcle shall apply also and m like manner to extensxons of oil’ and gas.
leases. The provisions of this Article. VIII-B shall only apply tod leases, or por-
tions of leases, located within the Unit Area.
€. Acreage or Cash Contributions:

thle this agreement is in force, if any party contracts for a contnbutlon of cash toward the drxllmg
of a well or any other operatlon on the Contract Area, such contrzbutlon ‘shall be paid to the party who
conducted the dnlhng or other operatxon and shall be applied by it against the cost of such dnlling 6T
other operation. If the contnbutxon be in the form of "acreage, the party to whom the contribution is
made: shall ptomptly tender an assngnment of the acreage, without warranty of tltle, to ‘the Drilﬁng‘f
Pari iies in the proporuons said Drming Parties shared the cost. of drilling the well. If all partxes ‘hereto
are Drilling Parties and accept such tender, such acreage shall become a part of the Contract Areﬁ and
be govemed by the provxsxons “of ‘this agreement If less than all parties héreto are Drllhng Parties and
accept such tender, such acreage shall not become a part of the Contract Area. Each party shall prompt- -
ly notify all other parties of all acreage or money contributions it may obtain in support of any well or
any other operation on the Contract Area. ’

If any party contracts for any cons1derauon relating to dxsposxtxor- of such party S share of substances
produced hereunder, such consideration’ shall ‘not be deemed a contribution: as contemplated in this

by the Contributing Farties toward the Initial, Substitute, or Option Test Well.
D. Subsequently Created Interest:

to executlon of thxs agreement create an ovemdmg royalty, productlon ‘payment, or net proceeds mter-
est, whlch such interests are hereinafter referred to as “subsequently” created interest"”, such subsequently
created interest shall be specifically made subject to all of the terms and provisions of this agreement as

rollows' ‘ e : t}’? |
1. If non-consent operations are conducted pursuant to any provision of this agreement and the

party conductmg such ‘operations becomes entitled to receive the production attributable to the i terest

out of which the subsequently created interest is derived, such party shall receive same. free and Flear -

‘of such subsequcntly ‘ereated interest. The party c¢reating same shall bear and pay all such subsequently

created interests and shall indemnify and hold the other parties hereto free and harmless trom any ‘gnd

w"ﬂm‘*”.«i‘

al’ liability resulling therefrom. [ T
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2. ‘It the owner of the interest from which the subsequently created interest is derived (1) faflsto
pay, when dus, ils share of expenses chargeabie hereunder, or (Z) elects to abandon a well under pro-
visions of Article VLE. hereof, or (3) elects to surr¢nider a lease under provisions of Article VIILA. -
hereof, the subsequently created’ interest shall be chargeable with the pro rata portion of all expenses
hereunder in the same manner as if such interest were a working interest. For purposes -of collecting
such chargeable expenses, the party or partxes who receive assignments as a result of (2) or (3) above
shall have the right to enforce all ‘provisions of Article VILB. hereof against stich subsequently created
interest.

E. Maintenance of Uniform Interest:

For the purpose of mamtammg uniformity of ownerslup in the oil and gas leasehold - interests
covered by ihis agreement, and noiwithsianding any oiher provisions to the contrary, no perty ‘shail
sell, encumber, transfer or make other dxsposmon of its interest in the leases embraced within the Con-
tract Area and. in wells, equipment and production unless such disposition covers either:

1. the entire interest of the party in all leases and eciiiipment and prodixctidn; or

2, an equal undivided interest in all leases ano equipment and productioh in the Contract Area,
Every such sale, encumbrance, tranefe‘r or other aispesmon‘ made by any party s'na]l be ‘made ex-
pressly subject to this agreement, and . shall be made without prejudice to the right of the other parties.

. If at any tlme'ﬂthe interest of ' any party is dwxded among and owned} by four or’ more co-owners,
, require’ such.cot“"'
authonty to receive notlces approve expenditures, recewe billings for and “approve and | pay such’ parfy s
share of the Joint expensos, and to deal generally w1th and with power to bind, the co-owners of ‘such
partys interests thhm the scope of the operalions embraced in this agreement; however, all such

- co-owners shall ‘have the’ nght to enter into and execute all  contracts or agreements for the disposition -

of their respectwe shares of the oil and gas produced from the Contract Area and they shall have the

' nght to receive, separately; payment of the sale proceeds hereof

Waiver of Rxght to Partition:

If permxtted by the laws of ‘the state or states in whxch 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 1ts undivided interest therein.

ARTICLE IX. -
INTERNAL REVENUE CODE ELECTION
N .

“This agreement is not mtended to cceate, and shali not be construed {o cr eale, a relutionship b; par i
nership or an association for proflt between or among the parties hereto. Noththstandmg arsy pro-
visions herein that the rights and liabilities hereunder are several and not Jomt or collective, or that this

agreement -and operations” hereunder shall: not: constitute a parthership, if, for Federal mcome ta pur-

. poses, this agreemeént and the operations’ hbreunder are regarded as-a” partnershnp, seach party-. ereby

affected elects to be excluded from the application of all of the provisions of Subchapter “K”, n’Cl}apter
1, Subtitie “A”, of thé Internal Revenue Code of 1954, as permxtted and authorized by Sectioﬁl'lﬁl of
the Code and the regulations promulgated thereunder. Operator is authorized and directed: to exebdte on
behalt‘ of each party hereby affected such evidence of this election as may be 1equ1red py thd Se\cr tary

" of the Treasury of the United States or the Federal Internal Revenue Service, including! speclfxcauy but

not by way of limntatlon, all of the returns, statements, and the data required by
tions 1.761. Should there be any requirement that each party hereby atfected give furt

hireral Rexu1a~
Frévidéiiceot..

this election, each such party shall execute such documents and furnish such other ebidence. ‘a8 May: be
requlred by the Federal Internal Revenue Service or as may be necessary to- evldeno&thh’—eleﬁtmn.ﬂ L L

3
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such party shall give any notices or take any other action inconsistent with the election made hereby
If any present or future income tax laws of the state or states in which the Contract Area is located or
any future income tax laws of the United States contain provisions similar to those in Subchapter “K",
Chapter 1, Subtitle “A”, of the Internal Revenue Code of 1954, under which an clection similar to that
provided by Section 761 of the Code is permitted, each party hereby affected shall’ make such, electiou as’
may be permitted or required by such laws. In making the foregoing election, each such party states that
the income derxved by such party from Operations hereunder can be adequately determmed Wwithout the
“computation of partnershxp taxable income. :

A ARTICLE X.
CLAIMS AND LAWSUITS

. Operator_’may settle an su;lghe damafe claim or suit arising from operations hereunder if the ex-
penditure dces not exceed orisan Dollars
($ 1,000.00 ) and if the payment is in complete settlement of such claim or suit. If the amount
required for settlement exceeds the above amount the parties hereto shall assume and take over the
further handlmg of the claim or suit, unless such authornty is delegated to Operator All costs and ex-
- pense . of handling, “séttling, or étherwise- drschargmg such claim or suit shall be at the Jomt expense
of the parties, If a claim is made against any party or if any party is sued on account of ‘any matter
arising from operations hereunder over which such individual has no control because of the nghts gwen
Operator by this agreement, the party shall immediately notify Operator, and the clalm or suit shall
be treated as any other c!azm or suit mvolvmg operations hereunder. . .

FORCE MAJEURE

s T T S R TR T SRR AP

If any party is rendered unable, wholly or in part, by force majeure to carry out 1ts obhgatlons
under this agreement other than the obhgahon to make money payments, that’ party shall give to all
other partzes prompt written notlce ‘of the force maJeure with reasonably full partxculars concerning it;

thereupon. the obligati

“of the party mvmg the ‘notice; so' far as thev are affectad hv thé forea majsetire,

shall be suspénded durmg, but no longer than, thé continuance of the force majeure. The affected party

shall ‘use all reasonable diligence to remove the force majeure situation as quickly as practicable.

The requlrement that any force maJeure shall be remedied with all reasonable dlspatch shall -not
require the settlement of strikes, lockouts, or other labor dxffxculty by the party involved, contrary to its
wishes; how all such difficulties shall be handled shall be’ entirely within the discretion of the party

corncerned.

The term “force majeure”, as here employed, shall mean an act of God ‘strike, lockout, or other
mdustnal dlsturbance, act of the pubhc enemy, war, blockade, pubhc riot, hghtmng, fxre, storm “flood,
explosxon, governmeéntal action, g0vernmental ‘delay, restraint or inaction,’ unavarlablhty of equipment,
and any other cause, whether of the kind speclfxcal]y enumerated above or otherwise, which is not
reasonably within the control of the party clalmmg suspension.

'ARTICLE XIL
NOTICES

All notices authorized or requxred between the parties, and requxred by any of: the provxsions of
this agreement, unless otherwise spécifically ‘provided, shall be gwen in writing by United States ‘tnail
or Westem Umon 'telegram, postage or charges prepaid, or by teletype, and ‘addressed to the party to
whom the notice is’ ngen at the addresses listed on Exhibit “A”, The originating notice given under any
‘provision hereof shall be deemed given only when recelved by the party to whom such’ notice is drrected,
and the time for such party to give any ‘notice in résponse thereto shall run from the date the orxgmat—
ing notlce is recelved The second ‘or any responsxve notlce shall " be’ deemed ngen when deposxted in
the Umted States mall or with the Western Union Telegraph Company, with postage or charges prepald
or when sent hv telstype. Fach party shall have the right to change its address at any time, and from

time to time, by giving written notice hereof to all other parties. . ﬁx

'ARTICLE XIIL, B
TERM OF AGREEMENT ﬁé‘ g

SN
This agreement shall remain in full force and effect as to the oil and gas leases and/or oil and. Qas in-
terests subjected hereto for the penod of time selected below; provided, however, no party hereto shall

ever be construed- as havmg any right, title or interest in‘or to any lease, or oil and gas/i teres\ con- -

)

tributed by any other party beyonad the term of this agreement. & / { !L )
| | L
: ars an. Nag 0 o ool o o = .. MR- 06-100606~-E 3000 4R S E00RR0N 08 A
tmued in force as to any part of the Contract Ase Sy proat lon. extension.xenewﬂmn;qgtg‘r-
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K Qgtion No, 2: In the event the well described in Article VLA, or any subsequent well drilled
under any provision of this agreemend, resulis in production of oli and/or gas in’ paying quantities, this
agreement shall continue in force so long as any such well or wells produce, or are capable of preduc-
tion, and for an additional period of 180 _gays from cessation of all production; provided, however,
if, prior to the expiration of such additional period, one or more of the parties fiereto are engaged in -
drilling or reworking a well or wells hereunder, this agreement shall continue in force until such op-
erations have been completed and if production results thérefrom, this agreement shall continue in
force as provided herein. In the event the well described in Article VLA, or any. subsequent  well
drilled ‘hereunder, results in a dry hole, and no other well is producing, or capable of producing oil
and/or gas from the Contract Area, this agreement shall terminate unless drilling or reworking opera-
tions are commenced within_120 ___days from the date of abandonment of said weli.

It is agreed nowever, ihat ine termination of this agreemem shail not relieve any party ‘hereto from
any liability w}uch has accrvied or attached prior to the date of such termination.

ARTICLE XV,
COMPLIANCE WITH LAWS AND REGULATIONS

A, Laws, Regulatlons and Orders

Thls agreement shall be subject to the conservation laws of the state in whxch ‘the committed
acreage is Iocated to the valid rules, regulations, and orders of any duly constrtute ‘
said state; ‘and to all other applicable federal state, and local laws, ordmance's; - Tule

orders

"B uovemmg Law' ’

The essentlal vahdlty of thls agreement and all natters pertaining thereto, mcludmg, but not lim-
ited to, matters of performance nonipéerformance, breach, remed1es, procedures,  rights,” “duties and in-
terpretatlon ‘or construchon shall be governed and determined by the law of’ the state in whxch the -

- Contract’ Area is'located 1f the Contract Afea is in'two or more states, the law of the state where most

of the land in the Contract Area is located shall govern.
ARTICLE XV.
OTHER PROVISIONS

A. Substitute Well:

1f, in the’drilling'of the ‘Initial Well, Operator loses the hole or encounters

mechanical difficulties rendering it impracticable, in the opinion of Operator, to j
drill the well to the Objective Depth, then and in any of such events, on or before
30 days after campletion of the Initial Well, Operator shall have the option to.
commence the actual drilling of another well ("Substitute Well") at a lawful loca-
tion ‘of Operator's selection on ‘the Unit Area, and’ prosecute the drilling of said
"well with due diligence and in ‘a good and workmanlike minner to the Objective

Depth. For all purposes of this agreement, the drilling of the Substitute Well
‘shall be considered as the drilling of the Initial Well.

B, Option Well:

Within 120 days after completion of the Initial and 1f drilled the Substitute
Well, as a dry hole, Operator shall have the option of commencing- -an "Option Well"
at a lawful location of Operator s selection in the Unit Area. The Option Well
shall be drilled to the Objeciive Depih in the same manner as prov:.ded fors* f1n ‘the

Initial Well. &}
o : ‘ By

¥R,
C. Any provision herein conceming the Initial Well shall also apply to the)Sub-
stitute and Option Wells, and any provision herein excepting the Initial ﬁe}l shall

also except the Substitute and Option Wells. P ‘? §

EREEI B a‘ IR FHE X
SEET AP DINLEIN 0 Wrihing By the
Anaresn \\mhwi Petnsiann Ladnen




: » ,D}l‘ T@{? provision shall supercede paragraphjc of Article VIX of the
printed form used for this Agreement. The relationship between the4parties
hereto shall be ¢ uch that it will for Federal and State incom€ tax purposes,‘

e be treated as a partnership. For all other purposes, this Agreeement is not

intended to create, nor shall it be construed as naping created, a partnership

or mining venture between the parties hereto and it is expressly agreed that

the rights and obligations hereunder are separate and several and not Joint

orx collective..

'D'}§» No election shall be made for this arrangement~between the;partiesj
‘hereto to be excluded from the provisions of Subchaper K of Cﬁapter 1 of -
Subtitle A of the Internal Revenue Code or similar prov1sions ‘of state income

"tax law, except that such election may be made by the Operator for _any year

‘ J&"bédﬁ“%paztuersuip iucons Laa‘iecurus foi this. arrangement ‘until the eiection mentioned
above is’ properly exercised The election to deduct intaneible drilling and
development costs when paid or incurred shall be properly made on the partner-'

_ ship income tax returns.

but not limited to, intangible drilling and development costs, depreciation,
rental expenses, and the investment qualifying for the investment tax credit‘
where. applicable, ‘shall be allocated to the’ party who has bcen charged with
the- expenditure giving rise to such deductions and credits; and to the extent
permitted by law, such parties shall be entitled to such-deductions and credits-

in computing taxable income or tax liabilities. to the exclusion of ‘any “other

Any recapture of such costs, deductions, allowances and credits shall

and deductions attributable to such interest shall not be _allocated between the
transferor and transferee in a prorata manner but shall be allocated according

to' the date the ‘income was accrued and the date the expense was incurred.

. D.5 When requested, eachfparty agrées to‘provide Operator with all

information readily available from the regularly maintained accounting records.

D 3 ’ To the extent permitted by law, all deductions and credits including

party.
“be allocated in the same ratio as the item being recaptured was initially
allocated. ' ‘
] “
' ,' D4 Should there be a transfer of an interest under this Agreement income

subsequent to the ‘end of the taxable year by which all costs of drilling the a-ul_
. Test Well have been expended The Operator shall timely prepare and file DR :
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ARTICLE XVI.
MISCELLANEOUS

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

This inStrumeht may be executed in alny number of countétparts. each of which shall be considue.d
an original for all purposes. .

O WO ~I O W s &N =

—

. IN WITNESS WHEREOF, this agreement shall be effective as of day of ,
19___. ‘ > :

OPERATOR o :

LaRUE & MUNCY

g :
William J. McCaw

-

St IR e teey pankis prahhited
Hatep? when 2atheled e weitiad by the
212 A e %60 o Petrvlews Lmdiin
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RIS

HEHNH.H. .-“P:
Zowish 18 South, Range 26 East, N.M.P.M.

Section 34 SE/4

Limited to mmnm,»mw,,mg,,n.w.a tte m:ﬂnmnmpno the base of the Abo formation

~
LEASE DATE TERM OWNER . ACRES _ROYALTY M&N NIX _INEXCO
Ralph Nix . 32.00 Yy 52,00
5/02/78 5 years Zssie Nix . s2.00 0 3/16 - 1/16 32.00
12/06/78 6 months M. Yates III S 32,00 14 32.00
| Barbara Malone . 16.00 1/8 16.00
. Carol Garrett © 16.00 1/8 16.00
. 4/10/78 5 years Jonell Jomes Gilmore 16.00 3/16 . 1/16 1600
12/13/78 5 years Stanley L. Jones . . : 16,00 - - 3/16 1/16 Ho..oc i
TOTALS ~ 160.00 - 128.00 32.00
. CNIX 128 acres = 80% of unit
: INEXCO _32 acres = 20Z of unit
: 160 100% ,

Addresses of Parties for Notification Purposes:

Ralph Nix  William J. McCaw LaRue .& Muncy
P. .0. Box 617 .~ P. 0. Box 617 P. 0. Box. 96
- Artesia, NM 88210  Artesia, NM 88210 Artesia, NM .88210




EXHIBIT "B"

(6 mo. SIX MONTH < ,

Prod 88 Rev, r Lease) (2-56 HHMHMWMME PAID UP LEASE

With 640 Acres Poo ng Provhlén ) joa ) Ball-l’r“::: ’

: O11, AND GAS LEASE Roswell, New Mexico

THIR: AGREEMENT made this day of 19 betw:
Lessor (whether one o¢ more), whose address la:
and Rinaon, WITNESSETH:

1. Lessor in consideration of Dollars

( _...._......,........-._...I in hangd paid, of the ro'n.ltla herein frovlded and of the agreements of Lessee herein contained, bereby grants, Jeases and lete ex-

elusivaly untn Tessee {or the purpose of Investigating, ‘xploring, prospecting, drilling and mining for and producing oll and gas, larinz Tio: Ui, bulldizs

roads, tanks, power stations, telephone lines and other structures thereon and on, over and across lands owned or claimed by Lessor adjacent and contiguous

thereto, to produce, nv& dako care of, treat, transport, and own sald products, arid housing fts employees, the following described land fa
Eddy New Mexico toowits

County,
2{]

Township 18 South, Range 26 East, N.M.P.M.

Section 34: SE/4

B

only from the surface to the base of the Abo formation

2. Without reference to the commencement, prosecution or cessation st any time of drilling or other development operations, and/cr to the dlscovery,
wvelopment or cessation at any time of production’ of oil or gas and without further payments than 'the royalties herein provided, and motwithstanding
thing else herein contained to the contrary, this lease shall be for a term of from this date (called “primary term’') and ss long thereafter ss oil

or gas is produced from said land or land with which sald land Is pooled herainder. ™ [ saq 03,

8. The royaltlées o be pald by Lessée, ate: (a) on oil _1/4 - of that produced and saved from said land. the same to be delivered at the wells or to the

credit of Lessor into, the pipe line o which the wells may bé connected ; Lessee may from time to'time purchase’ wny royalty oil in its possess paying the

market price therefor prevailing for the field where produced on the date of purchase; (b) on gas, Including cisinghead gas or other gaseous su! ce, pro-
ed from said Jand, and sold or used off the premises or for the extraction of gasoline or other product therefrom, the market value at the well of

1 of the f,” 30 30ld or used, provided that on gas sold at the wells the royalty shall be - of the_amount realized from such sale: while there s &
5:: well ‘on: this lease or, on acreage pooled therewith but gas {8 not being sold or used, Lés may pay. &8 royalty, on or before n (90) days after the
te on which said well is shut in and thereafter at annual fntervals the sum of §$1.00 per aére, and if such payment is made or tendered, this leaze shall not
terminate and it will be considered that gas i3 belng produced {roin this lease In paying quantities. Luissee shall have free use of oil, gas, and water fromsaid

land, except water from Lessor's wells, for all operations hereuuder, and the royalty on ofl and gas shall be computed after deducting any 8o used,
thereof a8 to ofl

4. Lessee, at its ‘option, fs hereby glven the right and power. to pool of éombine the acreage covered by this lease, ‘or any portion ©

and gas, or elther of them, with other land, lease or leases in the fmmediste vicinity thereof to the extent, hereinafter stipulated, when in Lessee’s judgment
it is neccasary or advisable to do 8o ifi order properly to exploré, or to devélop .and operate said leased ‘premises in compliance with the spacing rules
The New Mexico Ol} Conservation Commission, or. other Jawful authority, or when to do 36 would, in the judginent of Lessee, promote the consérvation of oil
and gas {n and under and that may be produced from said premises. Units pooled for ol hereunder shall not substantially exceed 40 Acrea éach In ‘ares,
and units- pooled for: gas  hereunder. shall not sudstantially exceed fii srea 640 acres each plus a tolerance of 109 thereof, provided that should government.
al authority having jurisdiction prescribe or permit the creation. of units larger than those specified, units thereafter created may conform substantially in size
with those prescribed by governmental regulations,  Lessec under the provisions hereof may pool or combine acreage covered: by- this lease, or any portion
thereo! as above provided as to oil in any one or more strata and as to gas in any one or more strata. The units formed by pooling &3 to any stratum or strata
need not conform in size or ares with the unif or Gnits {nto’which the lease is pooled or combined as to any other stratum or strata, and oil unfts need
not_conforim ax.to.arca with ‘gas_units. The pooling In one or more instances shall not exhsust the rights of ‘the Lessee hereunder to pool this lesse or
portions thereof: into other units. Lessee shall file for record in the appropriate récords of the county in which the leased premises are situsted an instrument
deacribing and ‘desfgnating the pooled aereage 23 a pooled unit. Leossce miy &4 it Sn oriist i pesling T option  affer fommendry Topenatiens oV ur
completing an oil gas well on the leased premises, and the pooled unit may include, but it is not required to include, land  or leases upon :which a well
capable of producing oll or gas in paying quantities has theretofore. been completed or upon which: operations for the drilling of & well for oil or gas bave
theretofore been commenced, Operations for drilling on of production of oft or' gas from any part of the pooled: unit which {ncludes ol or .a portion of
1and covered by this lease regardless of whether such operations for drilling.were: commenced- or such production’ was:secured  before or after the execution
of this instrument or the Instrument designating the pooled unit, shalt be considered as operations for drilling on or production of oil or gas from la
this lease whether or not the well or wells be located on the premises covered by. this lease, and the entire acresge constituting such unit or units,
or either of them, ‘as herefn provided, shall be treated for all purposes, except the payment of royalties on production’ from the pooled unit, as same
were dncluded in.this Jease. For: the purpose of computing the royalties to which owners'of royaliles and payments out of production and each of them, shall
be entitled on_production’ of ofl and . or either of them, frod the pooled unit,: there shall be: aliccated to' the land covered by this leste and incloded in
sald unit a pro rata portion of the oll and gas, or either of tberd, produced from the pooled unit aftér deducting that used for operations on the pooled- umits.
Such sllocation shall be.on an acréage basis—that s to say, there ahall be allocated to the acteage cavered by this lesse and included in:'the pooled unit
that gro rata portion of the ofl and ,-or either ‘of them, produted from: the pooled unit which the ‘number of surface acres covered by this lease and
fncluded in the poo'ed unit bears to the total number of surface mcres included in the pooled unit. Royaities hereunder shall be computed on the portion of
such production, whether it be oll and gas, or either of them, so allocated to the land covered by this lease and included in the unit just as  though such
production were from such’ jand, The rroductlpn,‘{rom an ofl:well will be considered g:oduetlon from the lease or oil pooled unit from which it is producing
and not as production from a gas pooled unit: and production from a gas well will idered as producti from the lease or gas pooled unit from
. which {t is producing and not from an oll pooled unit. . : :

s POSANE C OPRGn Al
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'8, ~If.at’ the expiration of the primary term ofl or gas {s not being produced on said land, or from land pooled therewith, but Lessee is then engaged
in drllling or réworking operations thereon, of sball have comple a dry. hole thereon within 60 days prior to the end of the primary terms, the lease shall
remain In force o long s operations on safd well or for drilling or reworking of any edditional well are prosecuted with no cessation-of more than 60 eon-
secutive days, and It they rosult in the production of ofl or gas so long thereafter a3 ofl or gas ia produced from cald land, ‘or from land pooled therewith. If,
after the expiration of the primary term of:this lesse and after oil or gas is produced from sald.land, or from land pooled: therewith, the production thereof
should cease” from any cause, this lease shall not' terminate If Lessee commences operations for drilling or reworking within 60 days after the cessation of
such_production, but shall remafn in force and: effect so long 'ss such ratfons are prosecuted with no cessation of more than 60 consecutiys dayn. and
it they result in the production of ‘oi) .or gas, 'so. long therealler ; is: produced fromn said land, or: from land pooled therewith. Any pooled unit -
desighated by Lessee in accordante with' the terms hereof, oy be ved by Lessee by instrument filed for record in'the uppropriste records of the county
in which:the lezsed premises are situated st any time after the completion of ‘a dry hole or the cessation ¢f preduciion on sald unit. In the eveat a well or
wells producing ofl or gas in paying quantities should be brought fn on adjacent land and ‘within 660 feet of and drajning the lease premi or land pooled
therewith, Lessee agrees to drill such offset well or wells as a reasonubly prudent operatér would drill under the saiie or siiailar circamstances. 1. mey
at ‘any time execute and deliver to Leasor or place of record a release or releascs coverinz any portion or portions of the above deseribed premises and
thereby surrender this leass as to such portion or portions and be relieved of all obligations as to the acreage surrendercd.

6. Lessee shill have the right at any time during or after the expiration of this lease to remove all property and fixtures placed by Lessee on sald lan
including. the right to draw nnd’remoye all casing, When required by Le: Lessee will bury all pipe lines below ordinary plow depth, and no well shall &

oF,
drilled within two hundred feet of any residence or barn now on sald land without Lessor's consent. .

1. The rights of cither party hereunder may be assignéd in whole or in part, and the provisions hereof shall ‘extend to their helrs, successors and assigns
but no changz or division in ownership of the land or royaltles; however accomptished, shall operate ‘to enlerge the obligations or diminish the rights of
Lessee: and no change or division in stich ownership shall be binding ‘on ‘Lessce untll thirty. (30): days: after Lessee shall have been furnished by registered
U. S. mail at Lessee's principal place of business with s certified copy of recorded instrument or instruments evidencing same..In the event of mssiznment
. hercof in whole or [n part IlnbllRy, for breach of any. obligation hereunder shall rest exclusively upon the owner of this lease or of s portion thereof who
commits such breach, I¢ six or more partics become entitled to royalty hcreunder, Lessee may withhold payment thereof unless and untll furnished with & -
recordable Instrument executed by all such parties designating an agent to recelve payment/for all,

8. The Lreach by Lessee of any obligation arising.hereunder shall not work a-forfeiture or termination of this lease nor causc & termination or reversion
of: the estate cimt«lyhéreby nor be grounds for cancellatinn hereo! In. whole or in part. In the event Lessor conaslders that operations are pot at any time
belng conducted in compliance with this lease, Lessor shall notify Lessee in wiiting ‘of. the facts- rclied upon as. constituting a breach hereof, and Lessee,
fn default, shall have sixty days after receipt of such notice in which to commence the comgliance with the obli(i‘.tlons imposcd by ‘virtue of this instrumant.
Alter the discovery of ofl or pas In paying quantities on sald premisce. Lessce shall devclop the acreage retained hereunder as a ressonably prudent operator
but in discharging this obligation {t shatl-in no event be required to drill more than one well per forty (40) acréa of the area retained hereunder and capable
oldprodudng ol in paylng quantlitics ‘and on2 well per €40 acres plus an acreage tolerance not to exceed 10% of 640 acres of the area retsined hereunder
and eapadle of producing gas in paying quantities. : ] : E . : i

9. Lessor hereby warrants and agrees to deferd the title tblilld land and agrees that 'Léuéé',,ui its option may. disehargs any tax, mortgage or’ 3\&
upon sald land c:lf.hn¥ in whole or. In g:rl. and fn évent Lesses does 30, it shall be subrogated to such lien with the right to enforce same r.tgsc: pbotmlule:
acerulng hereunder toward satisfylng same. Withaul, impairment of Leasec's rlcht under the waczanty in event of failure of title, it is agreed trmt . Lesaor

d land less than the entire fee simple estate, then the royalties to be'-paid Lessor. shall. be. reduced

owns an i{ntercst In the oll or gas on, in or under aal be’ pal
proportionately. Shoulil any one or more of the parties named as Lessors fail to execute this lcase, it shall nevertheless be bincﬁns upon the party or p

execuling the same, ) ;
10, Bhould Leosce be provented .from complying with any express or jmplied covenant of this lcase, from conducting deilling or reworkin operations
thercon o1 feom “;\t ucing ofl or gas therefcom gy reason of uarc?ty of or Inability to oblain or to vae equipment or materlal, or by overnﬁ%n’ of force
majcure, any Federal or state law ot any order, yule: or regulation of governmental authority, then while so preventid,: Lestee's obligation to comply with such
eovgnnl. q}mll he au‘:scrided. and Lhanee 8 n‘n not bedlla‘l;le n ?ﬁpmkfa for lol':ilre to coaﬁx‘lv thererw;lh: “r%d‘hell. Ien?'eouhall b‘e "‘"z’i""f«.‘.'ﬁ" nnd'“': ltong
as Loasce fa preven y any such cavse from conducting deilling or reworking opcrations on or from producing ofl or gas from the ‘premises:
the time while Lezace i 30 prevented shall not he counted againat Lesaee, anything In this lease to the contrary notwithstanding. r i sad

IN WITNESS WHEREOF, this [nstrument is executed on the date firat above written,
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STATE OF NEW MEXICO, - 1
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The foregoing instrument was acknowledged before me this : day of
18 by.
My Commission expires , 19, R ’ Notary Public
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" INDIVIDUAL ACKNOWLEDGMENT
STATE OF.
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Attached to and made a part of ..Operating Agreement dated December
15, 1978, between LaRue & Muncy as Operator, and the Non-
Operators - /

ACCOUNTING PROCEDURE
JOINT OPERATIONS - -

o I. GENERAL PROVISIONS
i, Deifinitions
“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 uperation, protection and

maintenance of the Joint Property.
“Joint ‘Account” shall mean the accolint showmg ‘the charges paid and credits received in the conduct of the Joint

Operations and which are to be shared by the Parties,

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

“Frrst ‘Level Supe_" isors” . shall mean those ‘employees’ ‘whose pmmary function in. Jomt Ov';rations is the direct
shipervision '6f other-: ‘employees’ and/or contract labor ‘directly employed ‘on the Joint Proberty in'a ﬁpm Apcrat..

mg capactty

~ “Technical Employees" shall meati, those employees ha\iing specxal “an. | spe ifie. engmeermg, geologmal or other
~ professional ‘skills; afid whose primary fuitetion™in"Joint’ Opérahops is-thé hardling of specific operaiig condi-

tions and problems for the benefit of the Joint Property.
“Personal Expenses” shall mean travel and other reasonable reimbursable expanses of Operators empiojrees
“Material” shall mean personal property, eqmpment or supplxes acquired or held: for use on the Joint Property..

“Controllable Material™ $hiail mean Materlal Which ai itic tinie Is so classified in the Material Classification Manual
as most recently recommended by the Council of Pelroleum Accountants Societies of North Amenca. ’

2. Statement and Bnlllngs
Operator shall bill Non-Operators on or before the last day of each month for their proportionate 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 items of Controllable Material and unusual charges and credits shall be sep-

arately identified and fully deseribed in detail.

3. Advances and Payments by Non-Operators ,
‘ Unless otherwise provided for in the agreement; the Operator may  require the Non-Operators to advance their
share of estimated cash outlay for the succeeding month’s operation. "Operator shall adjust each monthly bxl.hng
to reflect advances received from the Non-Operators .
Each Non-Operator shall pay its proportion of all bills wrthm fiiteen ( 15) days after receipt It payment is not
made within such time, the unpaid balance shall bear interest monthly at the rate of twelve percent (12%) per
annum or thé maximum contract rate permitted by the applicable usury laws in the state in which the Joint
Property is located, whichéver is the lesser, plus attorneys fees, court costs, and othér costs in connection with -

the collection of unpaxd amounts,

4, Adjustments

“Payment of any such bllls shall riot ‘prejudice the right of any Non-—Operator to protest or question the -correct-
ness thereof; provided, however, all bills and statcments rendered to Non-Operators by Operator durmg any
calendar year shall conclusively be presumed to be true and correct after twenty-four (24) months following
the end of any such calendar year, unless w:thin the said twenty-four (24) morth 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 provisxons of this paragraph shall not prevent
adjustments resultmg from a physical inventory of Controllable Material as provided for in Section V

5. Audits
A. Non-Operator, upon notice in writing to Operator and all other Non-Operetors shall have the right to audlt Ope-
rator’s accounts and records relating to the Joint Account for any calendar yegr, within the twenty-tour (44) month
périod 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 I, Where there ‘are two or more Non-Operators, the Non-Operators shall make every reasonable effort to
conduct joint or simiitaneous audits in a manner which will result in'a minimum of inconvenlense tu'the Opera-
" tor. -Operator shall bear no portion of the Non-Operators’ audit cast incurred under this paragraph unless agreed

to by the Operator.,

8. Approval by Non-Operators
Where an approval or other agreement of the Partles or Non-Operators is expressly required under other sec-
tions of this Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains
" no contrary provisions in' regard thereto, Operator shall notify all Non-Operators of the Operator's proposal, and
‘the agreement or approval of a majority in interest of the Non-Operators shall be controlling on all Non-Opera-

tors.

-—1—




~
~N

. _ f

7

u
II. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:
1. Rentals and Royalties 7
Lease rentals and royalties paid by Operator for the Joint Opcraticens,

2.

D.

3.

Labor
A. (1) Salaries and wages of Operators field employees directly employed on the Joint Property in the conduct

/

of Joint Operations.
{2) Salaries of Firs¢t Level Supervisors in the field.

(3) Salaries and wages of Technical Employees dlrectly employed on the Joint Property if such charges are

excluded from the Overhead rates.

. Operator’s cost of hohday, vacation, sickness and disability berefits and other customary allowances paid to

[Py Faen

’ employees whose salaries and wages are chargeable to the Joint Account under Parsgraph 24 of this Sscbion
IL "Such ¢bsts under this Paragraph 2B may be charged on a “when and as paid basis” or by “percentage as-

.;essment” on' the amount of salaries and: wages chargeable to the Joint Account under ‘Paragraph 2A of this

Section II. If percentage assessment is used, the rate shall be based on the Operator’s cost experience,

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

Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under

Paragraph 2A of this Section II.

Employee Benefits

Operator’s current costs of established plans for employees’ group hfe lnsurance, Thospitalization, pen.sion, re-

tirement, stock purchase, thrift, bonus, and other benefit plans of a hke nature, applicable to Operator’s labor -
cost chargeable to the Joint Account ‘urider Paragraphs 2A and 2B of this Section II shall be ‘Operatar's smtual‘

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

Materal purchased or furnished by Operator for use on the Jomt Property as pmvided unde!‘ sagfmn tv nnlv

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 economizal operations. The accumulation of sur-
- plus stocks shall be avoided.

'l‘rnnnnnv&':‘-c-

Transportation of employees and Material necessary for the Joint Operations but subject to the fo!lowmg limita-~
tions:

A.

C.

If Material is moved to 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 sipply store,
recognized barge terminal, or railway rece:vmg point where like material is normally available, unless agreed
to by the Parties.

. 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 distance.to the nearest reliable supply store, recogmzed barge
terminal, or railway receiving point unless agreed to by the Parties. No charge shall be made to the Joint Ac-
count for movmg Material to other properties belonging to Operator, unless agreed to by the Parties.

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

"'I‘he ‘cost of contract services, equlpment and utxhtxes provxded by “outside sources except semces excluded by

Paragraph 9 of Section II and Paragraph' 1. ii of Section III. The cost of professmnal consultant services and con-
tract servfces of technical personnel directly engaged on the Joint Property if such charges are excluded from the

Overhead”
rectly engaged on the Joint Property shall not be charged to the Jomt Account unless previously agreed: to by

the

rates, The cost of professional consultant services or contract services of technical parsonnel not di-

Parties.

. Equipment and Facilities Furnished by Operator

A

Operator shau ‘charge the Joint Account for use of Operator owned equipmcnt and facilities at rates com- "
mensurate- wrth costs of ownership and operation. Such rates shall Include costs of maintenance, repairs, other
operatmg expense, insurance, taxes, depreciation, and interest on lnvestment not to exceed eight per cent (8%)
per annum. Such rates shall riot exceed average commercial rates currently prevailing in the immediate area
of the Joint Property.

. In lieu of charges in Paragraph 7A above, Operator may elect to use average commereial’ rates prevaxlmg in
‘the imrhediate area of the Joint Property less 20%. For automotive equipment, Operator may elect to use rates

published by the Petroleumn Motor Transport Association. :

Damages and Losses to Joint Proporty

- All costs or expenses necessary for the repair. or replacement of Jolnt Property made necessary because of dam-

‘ages or losses incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operator’s
_ gross negligence or willful’ misconduct Operator ‘shall furnlsh Non-Operator writlen notice of damages or losses
incurred as soon as practicable after a report thereof has been received by Operator.

L
=

Legal Expense

Expense of handlmg, investigating and settling ltigation or claims, discharging of liens, payment of judgments
and amounts paid for settlement of claims incurred in or resultlng from operations under the agreement or
necessary to protect or recover the Joint Property, except that no charge for services of Operator's legal staff
or fees or expense of outside attorneys shall be made unless previously agreed to by the Parties. All other legal
expense is considered to be covered by the overhead provisions of Section IIT unless otherwise agreed o by the
Parties, excent as provided tn Section I, Paragraph 3.

o
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10. Taxes
“All taxes of every kind and nature assessed of levied upon or in connection with the Joint Property, the opera-
“lion thereof, or the producuon therefrom, and which taxes have been paid by the Operator for the beneftit of the
Parties.

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

cost not to exceed manual rates.

12. Other Expenditum :
'Any other expendxture not covered or dealt with in the foregouing 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 Operatwns.

1. OVERHEAD

1. Overhead - Drillmg and Produclng Operations
As compensatxon for administrative, supervision, office services and warehousmg costs Operator shall charge
drilling ‘and- producmg operations- on either:
( XX ) Fixed Rate Basis, Paragraph 1A, or
( ) Percentage Basis, Paragraph 1B.
Unless ‘otherwise agreéd to by the Parties, such charge shall be in lieu of costs and expenses of all offices
and salanes or wages plus apphcable burdens and expenses of ‘all personnel, except those dlrectly ‘chargenble
- under Paragraph 2A, Section II. The cost and expense of services from outside sources in connection with
" matters of taxatxon, traff‘ a ccountmg or matters before or invelving’ governmental agenc1es shall be considered
as included in’the Overhead'rates provided for in tha above selected Paragraph’ of ‘this Section III' unless such
cost and expénse are agreed to by the Parties'as a direct charge to the Joint Account. :
- The ‘salaries, wages and Personal Expenses of Technical Employees and/or the cost of professmnal consultant
services and contract services of techmcal personnel directly employed on the Joint Property shall (* ) shalt

not (X ) be covered by the Overllead rates,

i.

ii.

A. Overhead - Fixed Rate Basis
(1) Operator shall charge the Joint Account at'the following rates per well per month:

Drilling Well Rate $___ 2, 000.00
Producing Well Rate $ 300.00

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

(a) Dnllmg Well Rate

[1] Charges for onshore drn]lmg wells’ shall begm on the date the well is spudded and terminate on
the date the drilling or completion rig is released, whichever is later, except that no charge shall
b, 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 dxinmg or completion equipment
arrives on location and terminate on the date the drilling or completion equipment moves off loca-
tion or rig is released, whichever occurs first, except that no charge shall be made during suspen-
sion of drillmg operations for fifteen (15) or more consecutive days

-[8] Charges for wells undergoing any type of workover or recompletion Ior a period of five (5) con-
‘secutive "days or more shall be made at the dnmng 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 suspensxon of operations for fxtteen (15) or more consecutive .

days. -

'(b) Producing  Well Rates

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

[21 Each active completion in & multx-completed well in which production is not ‘ommingled down
hole shall be considered as a one-well charge providing esch completion is considered a separate
well by the govermng regulatory authority.

[3] An inactive gas well shut in ‘because of overproductlorz or fatlure of purchaser to take the produc-
‘ticn shall be contidered as a ene-well charge providing the gas well {2 directly connscted to's per-
manent sales outlet.

(4] A one-well charge may be raade for the month in whlch plugging and abandonment operations
are complefed on any welki

[6) All other inactive wells (including but not limited to Inactive wells covered by unit allowable,
lease allowable, transferred allowable, etc.) shall not qualify for an overhead charge, ,

' (3) The well rates shall bé’ acl;usted as of the first day of April each year following the effective date of the
agreement to which this' Accounting. Procedure is attached. The adjustment shall be computed by multi-
plying the rate currenfly in use by the percentage increase or decrease in the average weekly earnings of
Crude Petroleum and Gas Production Workers for the last calendar year compared to the calendar year
preceding as shown by the index of average weekly earnings of Crude Petroleum and Gas Fields Produc-

" tion Workers as published by the United States Department of Labor, Bureau of Labor Statistics, or the
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be

the rates currently in use, plus or mlnus the computed adjustment.
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B. Overhead - Percentage Basis
_.{1) Operator shall charge the Joint Account at the followmg rates:
(a) Development

- Percent ( %) of the cost of Development of the Joint Property exclusive of costs
provxded under Paragraph 9 of Section II and all salvage credits. / v

(b) Operatmg

———__Percent ( %) of the cost of Operatmg the Joint Property exclusive of costs prov:ded
under Paragraphs 1 and 9 of Section II, all salvage credits, the value of injected ‘substances purchased
for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the min-
eral interest in and to the Jomt Property.

(2) Apphcatron of Overhead Percentage ‘Basis shall be as follows ;
For the purpose of determimpa chargés on'a. entage basis under Paragraph 1R of this Section’ 13' de-
,velopment shall include all‘costs in connectxon with drnlhng, rednllmg, deepening or any remedial opera-
tions on any or all wells involving the use of drxllmg crew and equlpment also, preliminary expnndxtures.
) necessary in preparation for dnllmg and expenditures incurred in abandoning when the well is not{ com-
pleted as a producer,mnd original cost of construction or installation of fixed assets, the expansion of tixed
assets and any other project clearly disceérnible as a fixed asset, except Major Constructmn as defined in

Paragraph 2 of this Section III. All other costs shall be consxdered as Operating,

2. Overhead - Major Constructlon

To compensate Operator for overhead costs incurred in the construction and mstallatlon of fixed aSSets the ex-
pansion of fixed assets, and-any 6ther 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 Aceduint for Overhead based on the following rates for any Major Construction project in excess
of $..25,000.00
- % of total costs if such costs are’ ‘more than $_2_5___929_00___but less than $w; plus
B, -3 . % of total costs in excess of $100 000, 00 but less than $1,000,000; plus
“ % or total costs in excess of qu uuu uuu

Total cost shall mean the gross cost’ of any one p' Ject For the purpose of this paragraph the component parts :
“ofa smgle pro:ect ‘shall not be treated separately and tne cosi of drilling and workover wells shall be excluded

?’
Wy

3. Amendment of Rates

The Overhead rates provided for in thxs Sectxon m may ‘be amended from time to time only by mutual agreement
between the Parties hereto if, in practice, the'rates are found to be insufficient or exceéssive,

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

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all ma~
terial movements affectmg the Joint Property Operator shall provrde all'Material for use of.'the Jomt Property; how-

_ of idle and/or surplus Matenal such dxsposal bemg ‘made either through sale to Operator or Nun-Operator, 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 condmon A or B Material. The ‘disposal of surplus Controllable Material not purchase¢ by the Opera-

tor shall be agreed to by the Parties.
1. Purchases

Material purchased shall be charged at the price paid by Operator. after deduction of all discounts recerved In case .

" of Material found to be defective or returned to vendor for any other reason, credit shall be passed to the Jomt
Account when adjustinent has beein-recaived ¥ thc pcr*tor =
Transfers and Dispositions

‘Material ‘furnished to the Joint Property and Material transferred from the Jomt Property or duposed of by the
Operator, unless otherwise agreed to by the Partiss, 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 ona
maximum carload or barge load wezght basis, regardless of quantity -transferred, equalized to the lowest
pablnshed price f.o.b. railway receiving point or recognized barge ,terminal nearest the Joint "Property
where such Material is normally available. \

(2) Line Prpe

(a) Movement of less than 30 000’ pounds shall be priced at the current new price, in effect at date of
moyvement, as listed by a rehable supply store nearest the Joint Property where such Material is nor-
mally avallable

“(h)y ‘Mavemant of 30,000 nounds or more shall be priced under provisions of tubular gonds prieina in Para—
graph 2A (1) of thxs Sectron Iv.

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

'B. Good Used Matetial (Condmon B)
Material’in sound and servxceable condition and suitable for reuse without lecondltionlng.
(1) Material moved to the Joint Property
(a) At seventy- fxve percent (76%) of current new price. as determined by Paragraph 2A of this Section IV
(2) Material moved from the Joint Property

(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section IV,
if Material was originally charged to the Joint Account as new Materlal or
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- E. Pricing Conchtmns

3.

.‘Whenever Material i xs not’ readxly o

(b) at sxxty-fnve percent (65%) of current mew price, as determined by Paragraph 2A of ‘thie Section
IV, if Material was originally charged to the Joint Account as good used Material at seventy-ﬁve per-

- ‘ cent (75%) of current new price.
The cost of recondxtxonmg, 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 servlceable condition and not suitable for its original function until

" after reconditioning shall be priced at fifty percent (50%) of current new price as'determined by Para-

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

(2) Condxtxon D
All other Matenal mcludmg Junk shall be priced at a value commensurate with its use or at prevailing
prices. Material no' longer suitable for its omgmal purpose but usable for some other purpose, shall ba
priced on a basis comp‘-rable 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 semceable and usable for its ongmal function but condition and/or value of such Material
is not equivalent to that which would Justlfy a price as provided above may be specially priced as agreed to by
the Parties. Such price should resuit in the Joint Account heing charged with the value of the service ren-

dered by such Material.

he Jolnt ‘A “the rate of ﬂfteen cents (15¢) per

(1)- Loadmg and unloadm
hundred weight ‘on’ ‘all tubular. goods movements;
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Sectlon II

(2) Matenal mvolvmg erection” costs shall be charged at applicable percentage ‘of the current. knncknd-dnwn_
nrxce Of niaw. Materizl,”

Prémiiim Pnces .
‘ble at pubhshed or listed’ prices because of national emerge: ‘cies, atrikes
or other unusual causes over which’ tHe per ,as no control the Operator may charge the Joint Account for the
"“’“'"“‘" M"““‘"" at 1he vy&ikutv; 'srattual <o5t INClITER in plUVluulg stien’ IVIHtel’lal, Sin m‘axln ‘it suitabie for use,
and in movmg it to the Joint Property; provided notice in writing is furnished to Non-Operators of the propused
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 receiving notice from Operator, to furnish in kind all or part of his share

of such Material suitable for use and acceptable to Operator.

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

V. INVENTORIES

The Operator shall maintain detailed records of Controllable Material.

i.

4,

Feriodic mventones, Notice and Representation

At reasonable mtervals Inventories shall be taken by Operator of the Joint Account Controllable Material.
Written notice of mtentxon to take inventory shall be given by Operftor at least thirty (30) days before any inven-
tory is to begin so that Non-Operators may be represented when any !nventory is taken. Failure of Non-Operators
to be represented at an inventory shall bind Non-Operators to accept the inventory taken by Opérator. ‘

Reconciliation and Ad;ustment of Inventories
Reconciliation of a physxcal inventory with the Joint Account shall be made, and a list of overages and shortages

‘'shall be furnished to the Non-Operators within ‘six 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. .

Special Inventories
Special Inventories ‘may be taken whenever there is any sale or change of interest in the Joint: Property. 1t shall

' be the duty of the party selling to notify all othér Partles as quickly as possible after the transfer of interest takes

place, In such cases, both the seller and the purchaser shall be governed by such inventory.

Expense of Conducting Perlodic lnvontorles
‘The expense of conducting periodlc Inveniories shall not be charged to the Jolnt Account unless agreed to by the

Parties,

‘inlieu of: loadinz ‘and. unloadinw ‘poste’ cun(nir@d wrhan o
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ATTACHED T0 AND MADE APART OF , S
~ OPERATING AGREEMENT .

ADDITIONAL INSURANCE PROVISIONS

Operator, dur1ng the term of thls agreement, shaII carry 1nsurance for the beneflt
and at the expense of the partles hereto, as; follows:

S (A) WOrkmens ipensa: urance as’ contemp]at dwhy the statew
Nt din which “WiT oo ted, and Employers' Liability
: : * Insurance w1th 1im1ts of not Tess than 5100 000.00 per employee ‘

(B} Public L1ab111ty Insurance. D R
. Bodily 1n3uny $500 000.00 each occurrence :

U (e) Automobile Public L1ab1ww""lnsurance'
BodIIy injury - $250,000.00 each. person
$500 000. 00 each occurrence

Property Damage - $100 000 .00 ‘each’ occurrenre o . ;A

vExccpt as authorized by th1$ Exh1b1t i 1 Operator sha1] not make any charge to
. the joint account for insurance premiums. Losses-not covered by Operator's

1‘1nsurance {or by insurance required by this agreement to be carried for the

benefit and at the expense of the part1es heretc) shall be charged to the
JOlnt ‘account. o _




 .covered by such agreement in accordance with the percentages of participation

% . .. - . EXHIBIT "E" | - A

'GAS BALANCING AGREEMENY - S

The parties to the Operating Agreement to which this agreement’ is
attached ovn the working interest in the gas rights underlying the Unit Area

as set forth in Exhibit ¥A¥ to tne uperatlng Agreement.

. In accordance with the rerms of the Operating Agreement, each party
theréto has the right to take its share .of gas produced from the Unlt Area
and market the same. In the event any of the parties 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*Aoes not at any time
while this agreement' is in effect take the full share of gas attributable to
the interest of such party, the terms of this agreement shall automatically

become effectlve.

part ”hereto has no- market for
kits share of gas ‘produced from an; it. within the Unit Area; or its
v rcuaSeL'uoes not take its full s gas produced from such proration unit,
the other parties shall he entitled to produce each month one hundred. percent
- {106%) of the allowa gas prnﬂ action ussigned to such proration umit by the
State regulatory body having jurisdiction and shall be entitled to take and -
deliver to its or their purchaser all of such gas production; however, no party
shall be entitled to take or deliver to a purchaser gas production in excess of. -
3007 of its current share of the volumes oﬂpab'ln ‘of heing delivéred or its
current share of allowable gas production if regulated thereto by state regula-
tory body having jurisdiction, uriless that party has gas in place. All parties
heretc shall share in andown the liquid hydrocarbons recovered from such gas by
~lease equipment in accordance with theix respective ifterests and subject to the
A¢0perat1ng Agreement to which this agreement is attached, but the party or parties
taking such gas shall own all of the gas delivered to its or their purchaser.

During the period or peri ds

p"

On a cumulative basis, each party not taking ot marketing its full share
of the gas produced shall be credited with gas in place’ equal to its’ full share of -
the gas produced undér this agreement, less its share of gas used in lease opera-.
tions, vented or lost, and less that portion such party took or delivered to its
'purchaser.- The Operator will maintain a current account -of 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.

T , At all times while gas ' is produced from the Unit Area, each party
hereto ‘will make settlement with the respective royalty owners to whom" they
are each accountable, just as if each’ party were taking or delivering to a
purchaser its share, and its share only. Each party hereto agrees to hold
each other party harmless from any and all claims for royalty payments asserted
by royalty owners to vhom each party is accountable. The term "royalty owner"
shall include owners of royalty, overriding royalties, production payments and

similar 1nterests.

Exhibit "E" )
Page ~1- .




After notice to the" Operator, any party at any time may begin taking or
'delivering to its purchaser its full share of the gas produced from a proration
. unit under which it has gas in place less such party's share of gas used in opera-
© tiods, vented. or lost. .In addition to such share, each party, including the Operator,
until it has recovered its gas -in place and balanced the gas account as to its interest,
shall be entitled to take or deliver to its purchaser a share of gas determined by.
multiplying £ifty percent (50Z) of the interest in the current gas production of
the party or parties without gas in place by a fraction, the numerator of which is
- the interest in the proration unit of: such party with gas in place and the
denominator of which is the total percentage interest in such proration unit of
all parties vith gas in place currently taking or delivering to a purchaser,
.-\l*
Each party producing and taking or delivering gas to its purchaser
shall: pay .any and all production taxes due on such gas.

thhing herein shall be construed £ deny any party the right, from
time to time, to produce and take or-deliver- to its purchaser its full share of
the allowable gas: production ‘to meet the deliverability tests required by its
purchaser, provided that said test should be of reasonable length, normally not
to exceed 72 hours.‘ ’ : o

aShould production of gas from a proration unit be permanently dis-~

continued before the gas account is balanced, settlement will be made between
the underproduced and overproduced parties. In making such settlement, the
?underproduced party or parties will be paid a sum of money by the overproduced ]
party ‘or parties attributsble to the overproduction which said”overproduced T
; : Praic axes cnerecorore'pala, at ctne appiicapie . |
:price defined oeiow for the d ltvery of a volume of gas’ equal to that for
which séttlewent is.made. For gas 80ld in intrastate commerce, the price
.. -basis shail be .the price recelved for salé of the gas. For gas- sold in inter-

“gtate commerce, ‘the price basis shall be the rate: collected, from time to time,
. which 1s hot subject to: possible refund, as provided by the Federal Powexr
. Commission pursuant to final order or settlement applicable to the gas sold
from such well, plus any - addit10na1 ¢ollected amotunt which 1s not ultimately
required by said Commission to be refunded, such additional collected amount
to be accounted for at ‘such time as final determination is made with respect
-thereto.. : S .

. Nothing herein shall change oxr affect each party s obligation to pay -
its .proportionate share of a11 costs .and liabilities incurred as its share
thereof is set forth in the Operating Agreement. .

N This agreement shall constitute a separate agreement as to each proration
“unit within the Uniz Area and shall become effective in accordance with its terms
and shall’ remain in force and effect so lono ‘as the" Operating Agreement to which
it is attached remains in effect, and shall inure to the benefit of and be binding
upon the parties hereto, their sSuccessors,’ legal representatives and assigns.

1%

“Exhibit “E"
Page -2~
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LAW OFFICES

LOSEE & CARSON,Pr A "'jf?",ff‘!"""'
A.J.LOSEE 300 AMERICAN HOME BUILDI c- : Ny X :‘-‘ R U\ £A CODE SOB
JOEL M.CARSON P.O. DRAWER 239 e . il bae-3s08
CHAD DICKERSON ARTESIA, NEW MEXICO 882[0 ,f Cz 8 1978 \ :
: : a
mber 27, 1978 . .00 e
December ’ . O 5ic n.’ATlux\I Conaa

Gantd Fo

Mr. Joe D. Ramey, Director
New Mexico 0Oil Conservation Division

-P. 0. Box 2088 g
Sadanta Fe, New Mexico 87501
Dear Mr{ Ramey:

Enclosed for filing, please find three copies of Application
of LaRue & Muncy for compulsory pooling in Eddy County, New
Mexico.

We ask that this case be set for hearlng and that you furnlsh \
us WJ.th a dor'ktai- ‘Afaaid: 'ha:nﬂinn s ’ g . .

Sincerely yours,
LOSEE, CARSON & DICKERSON, P.A.

T 7 70)
( _FFeel A ACccd

Chad Dickerson

CD:pv
Enclosures

cc w/enclosure: LaRue & Muncy ; ' N

R e e o o g e ek g s e e
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SAVION GO A
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BEFORE THE OIL CONSERVATION DIVISION
OF THE STATE OF NEW MEXICO
IN THE MATTER OF THE APPLICATION

OF LaRUE & MUNCY for COMPULSORY
POOLING, EDDY COUNTY, NEW MEXICO

Cause No. [pYZ2oO

APPLICATION

COMES NOW LaRue & Muncy, a partnership, by their

attorneys,,and in support hereof, respethully states:

1. Applicant has the right and intends to:drill:its . L.

LaRue‘&‘MUncY-Mérri,No. 1 Well~to avdepth S&ffieieht,to test to
the base of the Abo formatlon,,expected to be encountered at
approx1mately 6 000 feet, to be drllled as an 011 well to be
located at a p01nt 1,980 feet from the south llne and 1, 980 feet
from the east line of Sectlon 34 Townshlp 18 South, Range 26
East,yN.M.P.M.ivEddy Ceunty, New Mexico.

u?. Applicant intends to dedicate the N%/4 SE/4 of
séid Section 34 to this well, an&:there are intereSt owners in
the proration unit who have not agreed to poolktheir»ihtereSts.

3. Abb’iicéﬁt should be deéigﬁatea the operator of
the well and the proration unit. o

4. To aveidkthe drilling of unnecessary wells, to
protect correlative rights and to afford to the owner ef'eaéh
interest in said unit tne opportuhlty to recover or recelve his
Just and fa;;»share of the oil and gas in sald proratlon unit
without unnecessary expense, all mineral interests, whatever
‘they mdy be, from the surface through the Abo formation under-

lyihé the NW/4 SE/4 of said Section 34 should be pooled.

S




S SRRt

3

5. That”any'n6h4¢onsénting working interest owner
that does not pay its share of estimated well costs should have
its share of reascnable well costs withheld from production,
plus an additiénal’2db%'thereof as a reasonable charge for the
risk involved in the drilling of the well.

’6. Applicantishould be authorized to Withhold’thé
proportionate share of a reasonable supervision ¢harge for
drilling and producing wells attributable to each nén-consenting
Q;rking ihterést owner £¥b6m such owner's share of production.

WHEREFDRE, Applicant prays:

. A...Thati this avplicatich’Be set for hearing ‘béfore

an examiner and that Notice of said hearing be'given as regui:

3

by 1&w. : ;7
B.M,Tﬁétyupdn“hearing the Division enter its ordé:
pooiin; all mineral interests, whéﬁevér‘theY'may be, from the
sﬁ;face through the Abo'formation’underlying the waé SE/4 of
said Section 34, Township 18 South, Range 26 East,'N;M;P.x;,_
Eddy County, New Mexico, to form a 40-acre spacing and proration
unitvdediéated to Applican£'s well.
| C. And‘for such other relief &s may be'just’in the
premisés. | | | U

LaRUE & MUNCY -

By

Chad Dickerson
P. O. Drawer 239 E
Artesia, New Mexico 88210

Attorneys for Applicant




BEYORE THE OIL CONSERVATION DIVISION
OF THE STATE OF NEW MEXICO
IN TNE MATTER OF THME APPLICATION

OF LaRUE & NUNCY for COMPULSOXY
POOLING, EBDYW,WISXICO

Cause Wo. LY/20

" W m »

APPLICATION

msmmsm.ammp.bym:

attorneys, and in support hereof, :c-pcﬁttuuy ‘statess
| 11. Appliee.:xe ha.s tha :.tqat and mwm to d:ul. its |

uhu. ame:ymi No. lhlltoudcpth-u!uotattounto
the base of the Abo fmt}@o' Wﬂ to be encountered at
nppmuxy 6,000 fest, to be 4rilled as an oil well, s be
located at a point 1.!00 !oot from the south line and 1,980 eut
tmmmexmaumuu.mum.mn
East, M.M.P.M., Bady County, New Mexico. !

2. Applicant intends to dedicete the WW/4 SE/4 of
said section 34 to this well, and there are interest owners in

‘the proration unit who have not agresd to pool their interests.

3. Applicant should be designated the operator of
the wall and the mntm, wmit.
4. %0 avoid the drilling of mdq&ty wells, to

protect correlative rights and to affoxd to the owu: of each

‘interest in said unit uhOODport.\mity to reccver or receiva uis

just and fair share of the oil and gas in said proration unit
without unnecessary expense, all minerxal interests, whatever
they may be, from the surface through the Abo formation under-

lying the WW/4 SE/4 of said Section 34 should bs pooled.




5. That any non-consenting working imterest owner
that does not pay its share of estimated well costs should have
its share of reasonable well ocosts withheld from production,
plus an sdditional 2008 thexeof as a reascuable charge for the
risk involved in the drilling of the w.%l.

| §. Applicant should be authorised to withhold the
propoxtionate share of a reasonabls supexvision charge for
driliing ana producing wells attrlmlc to each non-oonsenting
working interest owner from such owner's share of production.

WHERAFORE, Mnmt prays: | |

A. That this application be set for hearing htoég

ummmmuotuldwwhgim'umumd

by law. e
B. Thet upon hearing the Division enter its order
Pooling all minersl interests, whatever they may be, from the
surface through the Abe formstion usderlying the WW/¢ SX/4 of
said Section 34, Township 18 South, Bange 26 East, N.M.P.K.,

L

Bady County, Mew Mexioo, to foxm a d0-scre spacing and proxation

wnit dedicated to Applicant's well.
C. Anm¢ for such §th-r relief as may be just in the
prenises.
LARDE & MUNCY

’Y'W
Dickersoa B -

Azrtesis, New MNexioco Qn,u

Attorneys for Applicant
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PEFORE THE OIL CONS8ERVATION DIVISION

OF THE STATE OF NEW MEXICO

IN TEE MATTER OF THE APPLICATION
OF LARUE & MUNCY for COMPULSORY

, Cause Wo, (720
POCLING, BDOY COUNTY, NEW MEXICO |

- N - -

APPLICATION

COMES NOW LaRue & Muncy, & partnexship, by their

, aetomyt. and in support hcroo!. respectfully states:

1. 2pplisant has the right and intends to drill its

L (]
N
N
!
#

LaRve & Nuncy Werri No. 1 Well to & depth sufficient o tess o

the base of the Abo formation, Weob-mcmeam tt
wuly 6,000 feet, to bo muua 28 an ou wu, m bo

located at a point 1,900 feet from the south lime and 1,980 fest

from the east line of Saction 34, Township 18 south, Range 26
East, N.M.P.M,, Bdady County, Mew ﬁutoo. i
F mnmt. intends to dadicate the HW/4 SE/4 of

».;,uu Section 34 to this well, and there are interest owners in

th- provation vm:l.t who have not agreed to pool their i.nt«om.
3. Applicant should be dasignated the operator of
the well and the proration wit, , |
4 ‘20 aveid the drilling of unnacessary wells, to
pxotect d;x‘routlv- rights and to afford to the owner of each
interest in uid unit the opportunity to :oqév‘r or noitn: his
just and fair share .“ the 0_5.1‘ and gas in seaid proration wmit .
without unnecessiry expense, all mineral interests, vhatsver
they may be, from the surface through ths Abo formation undex-

lying the WW/4 8B/4 of eaid Section 34 should be pooled.

ST
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5. That any non-consenting working interest owner
that 4oes not pay its share of estimated wall oosts should have
ité shaié oL Teasonabie 'w‘cli SOt withneid irom m.
plus an sdditional 2006 thereof as a reasonable charye for the
riak involved in the drilling of the well. |

6. Applicant should be autmlua to withhold the
propoxtionate share of a reasonable supexvision chorge for

d:;luag and produoing wells attributable to each non-consenting

working interest owner from ruch owner's share of production,

WRERRPORE, Applicant prays:

A, Toat this appiicevivi ve sst iw Geariay DRicEe

- an exsminer and that notice of said hearing he given ss reguired

by law.

T B. That upon heaxing the Division enter its oxdey

pooling all mineral interests, whatever they may be, from the
surface throwgh the Abo formation wndexlying the W/4 SR/4 o2

. sald Sectica 34, Township 18 South, Range 26 Bast, u.u.'r.g’._'.‘
RBady Cownty, New Mexioco, to form a 40-acre spacing ‘aud proxation

i dndiontad *a Arnidnand '= watl

- e v—" S

C, M!oxmhothatnudu,mujmuthr
premises,
LaRUR & NUNCY

4 Dickerson
P. Q. Drawver 239

| V7% [ Y POy R L -3
mw@:«‘»i‘t. oW fmALGY OUELY

Attornays for Applicant
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7 1 STATE OF NEW MEXTCO
ENERGY AND MINERALS DEPARTMENT
2 OIL CONSERVATION DIVISION
State Land Office Building

3 Santa Fe, New Mexico
17 January 1979

4 o ,
EXAMINER HEARING

5

6 , , :

IN THE MATTER OF:
) \

81 compulsory pooling, Eddy County,
New Mexico.

)

)

_ ” ; » )
Applicdtion of LaRue and Muncy for ) CASE

)

)

)

]

ags, 1° -

3 ss BEFORE: Daniel S. Nutter

o§ e 1"

zgsd

N3 P R C e
- 35 TRANSCRIPT OF HEARING
b [~
3555 14
° , APPEARANCES
R S ‘ :
16
For the 01l Conservation = Lynn Teschefidorf, Esq. )
17 ‘Division: w Legal Counsel for the Division-
' State Land Office Bldg. -
18 | . Santa Fe, New Mexico 87501
19
2 For the Applicant: _ Chad Dickerson, Esq. :
21 LOSEE, CARSON, & DICKERSON
Artesia, New Mexico
22
23
24
_ ”
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14
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BILL McCAW

INDEHX

Direct Examination by Mr. Dickerson

Cross Examination by Mr. Nutter

MARVIN GROSS

Direct Examination by Mr. Dickerson

Cross Examination by Mr. Nutter

_Applicant Exhibit

Appllcant Exhibit
Applicant Exhibit
Applii‘déint, Exhibit
Applicant Exhibit
Applicant Exhibi

Applicant Exhibit

Applicant Exhibit

EXHIBITS
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Two, 'Do¢ument

Three, Lettex

Four, Letter

Five, Letter
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Seven, Operating Agreement

‘Eight, Map
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Page 3
MR. NUTTER: We'll call next Case 6420.
MS. TESCHENDORF: Case 6420. Application of
LaRue and Muncy for compulsory pcoling, Eddy County; tew

Mexico.

MR. DICKERSON: My name is Chad Dickerson,

.appearing on behalf of the applicant. I have two witnesses.

(Witnesses sworn.)

BILL MGCAW
being called as a witness and having been duly sworn upon

his oath, testified as follows, to-wit:

DIRECT EXAMINATION

BY MR. DICKERSON:

0. Mr. McCaw, will you state your name, address,
and occuééﬁion,ApieaSe? N o

A I'm éill;McCaw and I'm a land man for Raiph
Nix and for LaRue and Muncy, from Artesia, New ﬁexico.

0 And you are appearing on behalf of LaRue
and Muncy, yourself, and Mr. Ralph Nix?

A Yes.

Q Mr. McCaw, will you please refer to what

‘'has been marked Exhibit One and Two and with reference to

those exhibits describe the purpose for this application,

please?

TN i O R S i L B A A




SALLY-WALTON BOYD
Sant e, New 'Mexico 87801

CERTIEIED SHOR'THAND NEPORTER

¥020Plzn Bharza (508) 471-2463

Page 4

‘A Exhibit One is a land map showing the loca~-
tion of the well and the proration unit is colored in
fyel;ow. N

;‘ On Exhibit Two is showing the owners of the
leases in the southeast quarter of Section 34. It's also
showing who has the leases in therg. Mr, Nix has 4/5ths
ﬁof the'leases;and,Ingxco'haS'l/Sth of the leases in £here,
or 20 percent of the unit.

0 | And are you familiar with the application
made inAthis>p;oceeding?

A Yes.

Qi WY lyan wPARA HRaUBiTresss 6f EhatatB]

- isn, please?

2 We plan to drill a well in a location shown

i
P

‘on Exhibit One 1o test the Abo formation and Tnexco“has

_refused to participate to its interest shown on Exhibit
Two., |
The appiication requests appoihtmen? of

LaRue and Muncy as operator, compulsory poblingVof Inexco's’
1/5th interest and establish a penalty for risk aﬁq charges
for supervision and overhead 6f operator, and to also
apérove‘the AFE as reasonable well costs.

0 Will you look at Exhibitsﬁﬁarked Thrée,
'Four, and Five, Mr. McCaw, and please describe these for

i

the Examiner?
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Page 5

A, Exhibit Three is a letter from Ralph Nix to
fnexco telling them about our proposed well and us re-
questing a farmout from them or thém to‘jdin in the driiling
of the well. We also at that time had enclosed-én»AFE,
which is Exhibit Six.

Exhibit Number Four is Inexco -- at that
time, Ehough, before they wrote the letter which is Exhibit
Four, I had several £elephone cénversations with Mr. Tom
Dodds (sic) with inexco, who 1s their land man, and at this
time he had indicated that they wduld carry their part of

the well.

RV R inan Y E15
s Lo Exhibit Four and bkriefly

0 Please refe
summarize that letter for ‘the Examiner.

A "We finally got a letter from Inexco and in

part of the well, that they would farm out .to us with a
75 perceht leése‘and'aftérvpa}out it would revert‘to a 50
percent working interest, and'this was‘on1y on. a GO;acre
proration unit. ’

0. on Exhibits Three and Four, reflected as
corrésponaence, and in your telephone conversations and
other dealings with Ine#co you have been unable to obtéin
a satisfactory farmout‘arrangement'anﬁ Inexco has refuséd
tq‘participate:in the drilling of this well? |

A That's right.
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0. Will you refer, please, to what has been

marked Exhibit Number Five and very briefly state what that

is?

A Exhibit Five is the letter from LaRue and

Muncy to Inexco telling them about our application for

coﬁpulsory pooling. It also encloses another copy of the
AFE on the proposed well.. 1 , :

0 Refer to Exhibit Number Six, please, Mr.
McCaw, and state what that is and in what basis it was pre-
pared?

A Exhibit Six is an AFE., 1It's prepared by

gy

" “Lakue and Muncy. ‘“Theyive been drilling numerous -- they

N

have a driilin

rig that’contracts and they drilled numerous

uy .

wells in that area and it's based on $13.25 a foot on the.

3 ‘. ’.:’_' ‘e il
driiiing,

0 And thg footage contract has been signed,
has it not? |

A Yes.

@ Mr, McCaw, please refer to EkhibiﬁﬁNumber
Seven aﬂé state what that is, |

| A This is aﬁ'OPeratihg agreement that has beénk

signed by LaRue and Mﬁhgy, myéeif and Mr. Nix,

o AndiLaRue‘and_Muncy,“iourself, and Mr. Nix

i

are the sole owners of the working interest in this proposed

well site with Ehe’excebtion of Inexco, is that correct?
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Page 7

A Refer to the COPAS'accéunting procedure form
attached, please, Mr. MaCaw, and sﬁate the ovq:head fixed
rate basis for operators drilling a well and producing
wells rates proposed in this operating agreement.

A VWie have on the drilling rates $2000 and on
the producing rate, well rates, $300.

0. And on what basis are those propOSed)charges
made? “

A On their activities that they've had, past

experience in the area.
Q And Exhibit Seven, the operating agreement,

RRICES TR Y R LR

SnG Mundy R8T OpiX alors, T4ges Lo el T

u:f‘;;ua;t -

‘A Yes.
1) Mr. McCaw, these exhibits were either pre-
sred by you or under your supervision, were theéy not?

MR. DICKERSON: Move the admission, Mr.

HE

Exaﬁiner, of Exhibits One through Seven.

"MR.,NUfTER: Exhibits One through Seven will

be admitted in evidence:

MR. DICKERSON: And that's all we have of

this witness.

CROSS. EXAMINATION
BY MR. NUTTER:

0 Mr. McCaw, as I understand this, in the
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southeast quarter of Section, which is 160 acres --

A Yes, sir,
o == Nix and Inexco have a lease on the entire
acreage; and of that lease there's an undivided 1/5th that

belongs to Inexco and 4/5ths that belongs to Nix.
A This is right. '
0, And so we're taking one 40-acre tract out

of this 160, so Nix has 1/5th of -- Nix has 4/5ths of that

40 and Inexco, again, has 1/5th of that 40.

A, This is true.

0 Tt ends up that Nix controls 32 net acres °

A E This‘is‘trﬁe,

") As WOrking interest owners.

A This is right.
o And ﬁixbis‘féfming his infereét 6Q£, or he's

joining in with other parties for the drilling of this well

and naming LaRue and.Muncy as the operatdr of the well.

A Yes, sir.

Q _ And Inexco, as another working interest owner
has apparently declined to join in Ehe’aiiiliﬁg“pf the well.
\ A ‘Yes, sir.

0 Okay,'I jusﬁ wanted to get all the interests
straight here. o

o
PRY

MR. DICKERSON: Mr. Examinexr, for clarity, I
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Page 9
would like to state that Exhibit Number Two does reflect,
aitihiougii it's not absolutely clear, that the ownership of

the whole scutheast guarter is uniform and the interest

covered by the lease owned by Inexco is an undivided 1/5th

mineral interest.

MR. NUTTER: Right, and it derives from
Barbara Malbne and  Carol Garrett's share, but it's undivided
throughout the 160.

MR. DICKERSON: Yes, 'sir, that is correct.
Call Mr. Gross.

MR. NUTTER: . Mr. McCaw is excused, by £he‘

MARVIN GROSS
being called as a witness and having beén:dﬁiyfsﬁofh?ﬁﬁﬁn

his oath, testified as follows, to-wit:

DIRECT EXAMINATION
BY MR. DICKERSON:
T ‘Mr. Gross, SEaté'VOurfname, address, and

if

> itd

A Marvin Gross from Roswell, New Mexico, Con-
sulting Geologist.
| @ Mr. Gross, you have previously qualified and

testified before this 0il Conservation Division; have you
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Page 10

not?
A Yes, I have,
MR. DICKERSON: Mr. Examiner, we teénder the
testimony of Mr. Gross as an expert. fy&

MR. NUTTER: He is qua11f10d
0 (Mr. Dickerson contlnulng.)};ulll you please
refer to what has been marked Exhibit Number Eléht Mr
Gross, and describe what that is, please?

A, Exhibit Number Eight is a subsurface map that

I prepéred contoured on the top of the Abo Reef.

It shows the trend of the reef from the Empir$-

T A PN A AL R AnorAd XAl ‘é
(TR etas D;._{tv-- An= i ot Ke B ::‘:-‘i,p“‘*"""t‘“" Q)?I 1*3“.79&1-

S P A ey “,, V
I-have taken eignt wells in the- abo ‘area,

s ma; whi

Of the eight wells, eight teSts,'there was --
of the eight tests drilled in the area six were wells and
two weré dry holes, and of the six wells only three were

commercial wells.

to:yOur exhibit and point out to the Examiner and describe
your method of markingwtﬂis'exhiﬁit for the wells that
yoﬁ’re referring to?

A . The wells I'm refe#xing to, the subsea ele-

vation is outlined in yellow and the other figures by the
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‘for that well was 1732 barrels.

Py |

wall with the number on top and the date

a cumulative production from those wells. N
0. Please refer to your --
A To that date.
o Refer to your exhibit, please, and tell us

what the cumulative production for these wells and compare
the wells to éach>other.

A, All righty, in Section 25 in Unit L, the
total production on that well is 8258 barrels.

In Section 26 in Unit P, the total production

_MR. NUTTER: . I don't £ind ‘that well on this.
A In P‘?éf 26 - exéuse_me, Mn; I"jmfvsorry. X
was looking at the ‘other section. P of 27.’“
_MR. NUTTER: Now, that —-
A Pardon me?
| MR.NUTTER: That would be the No. 1 WE1l
there?, What is the little chevron?
A‘ The l1ittle rooftop is Abo producing wells.
MR. NUTTER: That's an Abo well.
A That's the one I'm referfing to, yes, six.
MR NUTTER: Okay. o
A And 2037 above it is the subsea point and

then right’by it, 1732, that's the total production.

MR. NUTTER: And that's the cumulative pro-




] |
| i
i Page 12
| :
‘ L duction in barrels. '
2 A Yes, sir.
3 MR. NUTTER: And what does the date represent
4 A That's to that date. ;
& MR. NUTTER: To that date.
6 A Yes, sir.
) 7 Now, in 27, that well had produced 4992
E 8 barrels. That is in P of 27. |
9 In A .of 34 that well produced 67,557 barrels,
QE§= 10 and it is still producing.
o g8zE | |
5 {f _: < ‘~,1 ' | In C -- or B, excuse me, B of 35 that well
e ﬁ: o 2} praduced £€2,912 barrels. It's kind of down below the main
SRR "Z‘."g"f’ M1  there so you can see it. I maybe should have outlined ~  ~
: ‘ 3553 g;“ those.
w188 . And then in 36 in Unit C that well produced
AN 81 40,907 barrels.
f v And in the exhibits that have already been
8§ admitted are the 1978 figures for those wells.
19 . MR. DICKERSON: No. -;f
2| MR. NUTTER: The one that I'm trying to folloy
21 now, I follow all these wells except‘ﬁ‘here‘ in 26 at the
n bottom of the section, we've got a well that indicatés that
s 8 23 the top is 2110.
2 A Yes, sir.
2% o MR. NUTTER: What is that referring to?
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A That is the dry hole in 35, which is in Unit
C. You see two’dry holes. One is 5737 TD, that is & dry --
MR. NUTYWER: ‘Thatfs thé’Aho well and the .top~
of the Abo is a minus 2110. "
A Yes, sir, and thét -
MR. NUTTER: That's what this reference is.
A "Yes, sir, and it was lime +instead of dolqmite
That's the reason the other one‘wéé there.
MR. NUTTER: Okay.
A They cut 300 feet of the Abo and that was

before they got to the dolomite, so it is a full reef well.

LS i Q' : (Mr

. Dickerson continuing.) So, Mr. Gross,-

with reférence to this ‘Exhibit Number Eight, the only Abo

wells in this Dayton-Abo Field are reflected by chevrons

over the well location , is that right?

‘A_ That's cof;ect.
o o) Now, based on this exhibit, Mr. Gross, what
is your oéinién as to the risk invblved/in drilliﬁg'fhe -
prdposéd well which is the subject,ofsthis prodeeq?ng?

A My opinion it is a high risk véhture §ince

there is no production 50u€$.or west of the Dayton Field
and there is no certain -- no Cértéihty as to which way that
reef runs. Ve think we have a trend correct.

0. Do you have an opinion as to what would be

a reasonable penalty for the risk involved in drilling this

T i
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- well?
A I think a reasonable penalty would be the
cost»of the well plus 200 percent.
0 Mr. Gross, have you, based on the production

figures for these wells that you discussed, méde any rough
economic calculations concerning this Abo Field?

A Yes. I assumed, or if youmyould assume, that
all eight wells in the area were drilled today at the AFE
cost by one Operéfor ana'he received all of the o0il in the
area, his developmentfébst-would be $1,838,784.’ He received

185 -~ excuse me, just a minute. ‘182 358‘barrels of oil,

0

total oil. Assumlngtsld’amnarrei net for hig“BEi,”anéﬁ”””"'

ig ample, in LdCtA ffémffhé9ﬁd£ai
project he wouid have $1, 823 580, or $15, dOO scme odd
1ess ‘than what he put in it, ‘and that's not very good econ--
owmics. |

Q | yofﬂfhese eight wells you've~discu55ed; Mr.

Gross, in your oplnlon how many of these wells would ‘be a

.commercial well if drxlled today°

A, There are only three wells that are commer-

cial if drille@ today. The one in 36, which produced

40,000 barrels; the one in 35 that produced 63,000; and thei

one in 34 that produced the 67,000,
'Q Now, was Exhibit Number Eight prepared by

you, Mr. Groés?

CBR i e
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A Yes, it was.
MR. DICKERSON: Mr, Examiner, we move the
admission of Exhibit Eight into evidence.

MR. NUTTER: Exhibit Number Eight will be

édmitted in evidence.

Q Mr, Gross, in your opinion would the grantin§

of this application prevent the‘drilling of unnecessary

wells, prevent waste, and protect correlative rights?

A Yes, it would.

MR. DICKERSON: Mr. Examiner, that's all

o
i

CROSS ‘EXAM MINATION

-BY MR. NUTTER:

0 Mr. Gross, when were these wells down here

clustered around the corner of 26, 27, 34, and 35 drilled?

Sir, let me think. Around the early '60's.

.
! Q During the big Abo developmehﬁ?‘

A Yes, sir,

0 And take, for instahcé, the well in A of 34,

how much’'is it producing’ now?.

A Let me see,
Q Well, if you don't have it --
A Yes; sir, we do have it. It's just a matter’

of -~ he had them. ‘I thought he was putting them in as

N T
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exhibits,
0 Vlell, we can look it up.
A Here it is., You askedmabout A of 342
o Q Yes,
A In October it produced 117 barrels. It has
produced 1304 barrels for the year.

@ 1304 barrels in 1977.

A Throﬁgh.October, yes, sir.

0 Now, there's a well in the 40 that we're
concerned with, which is indicated as a dry hole. What was
the ‘depth of that weli,’Mr, Gross?

_m@;%¢@::;§ﬁamg It s a Grayburg w1th a TD of 875 feet, sir.

QAW. Okay, so Lhat 1s the total deoth.that s shown

there on the: exnlblt.

A On the exhlblt, yes, sir.

Q. | Now, you ghow the Abo Reef trendlng off to

the south. Are there any Abo Reef'producers down south of

here?

A No, sir,

Q Okay, so this will be, as far as you know,

at the end of the line on Abo préduction?~

A Yes, it's strictly the end*ahd, like I séid»

before, you can bend it south or you ¢an say diagonally

southwest. That's the question.

Q Okay. ~Are théte any further questions bf
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Mr, Gross?

He may be excused.

Do you have anything further, Mr., Dickerson?

MR. DICKERSON: No, sir, we do not.

MR. NUTTER: Does anyonerhave anything they
wish to offer in Case Number 6420?’4

We'll take the case under advisement.

(Hearing concluded.)
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MROONUTTER:  Ve'll call next Case 6420.
MS. TESCHENDORF: Case 6420. Application .of
LaRue and Muncy for compulsory pooling, Fddy County, Hew
Mexico. |
MR. DICKERSON: My name is Chad Dickerson,
appearing on behalf of the applicant. I have two witnesses.

(Witnesses sworn.)

BILL McCAW

being called as a

witnass and having been duly sworn upon
his oath, testified as follows, to-wit:

DIRECT EXAMINATION

0 Mr. MeCaw, will you s tate Vour name, address,
and occupation, please?
A I'm Bill McCaw and I'm a land man for Ralph
Nix and for LaRue and‘Muncy, grom Artesia, ﬁew Maxico. |
o And you are appearing on behalf of LaRue
and Muncy, yourself, and Mr. Ralph MNix?
A Yes,
o Mr. McCaw, will you please réfer‘to what
has been marked Exhibit One and Two and with reference to

those exhibits describe thé purpose for this application,

please?

PRSP | TR
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A Exhibit One is a land map showing the loca-

tion of the well and the proration unit is colored in

yel%pw.

On Exhibit Two is showing the owners of the
leases in the southeast quarter of Section 34. 1It's also 
showiﬁg whokhas’;he ;eases in there. Mr Nix has 4/5ths
of the leases and Inexco has 1/5th of~the-iéases in there,
or 20 percent of the unit. N

0. And are you familiar with the application
made in this proceeding?
A ¥es. .

o Will yotli state the purpose of that appiicae‘

tion, please?

A Ve plan ﬁp-dfillva well‘ihwar;pgatiqgfshbﬁn
on Exhibit One to test the Abo formation and Inexco has
réfused to participate to its ihterest shown on Ekhibit‘
TWO.

The application requests appointment of

LaRue and Muncy as operator, compulsory pooling of Inexco's

1/5th intarest,and“establishvg penalty for risk and charges.

for supervision and overhead of operator, and to also
approve the AFE as reasonable well costs.
0 Will you look at Exhibits marked Three,

Four, and Five, Mr. McCaw, and please describe these for

the Exaniner?

1
FRg™
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A Exhibit Three is o letter from Ralvh Hix to
Iﬁéxco telling them about our proposed well and us re--
gquesting a farmout from them or themn to join in the drilling
of the well. 1o also at that time had enclosed an AFE,
which is Exhibit Six.

Ixhibit Number Four is Inexco -- at that
time, tliough, before they wréte the letter which is Exhibit
Foﬁi, I had several telephone conversationsfwith’nr. Tom
Dodds (sic) with Inexco, who is their land man; and atathis
time‘he_had indicated

that they would carry their part of

the well.

1Ete Tanr and hrieflyo

R R L N o P
LLcl W i

for the Examiner.

A We finally got a letter from Inexco and in
that lottor they set out that they did not want to pay their

part of the well, that they would farm out to us with a

75 percent lease and after payout it would revert to a 50

percent working interest, and thiSfWas only on a 40-acre

R
R

RS

‘proration unit. v

Q Oon Exhibits Three and Four, reflected as
correspondence, and in your telephone conversations and

other dealings with Inexco you have been unable to obtain

‘a satisfactory farmout arrangement and Inexco has refused

to participate in the drilling ofAthis well?

A That's right.

S AN T T ORI T S
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e Will vou refer, please, to what has boeen

marked Exhibit Uumber Pive and very briefly state what that
is?

A I'xhibit Five is the letter from LaRue and

0w

Muncy to JTnexco telling them about our application for
conmpulsoxry pooling. It also encluszes another copy of the
AFE on the proposed well.

C Refer to Exhibit MNunmber gix, please, Mr.
MHeCaw, and state what that is and in what basis it was pre-
pared?

A Exhibit Six is an AFE. It's prepared by

‘have a drilling rig that contracts and they drilled numerous

welié;in that area and it's based on $13.25 a foot on the
1ri11:
0. And the footage contract has been éigned,
has it not?
A ‘ Yes.

0 Mr. McCaw, please refer to Exhibit Number

v

SéVen’and state what that is.

| A _ 7his is an dperating agreeﬁehﬁ £hépyhas been
signed by LaRue and Mihcy, m?self and Mr. Ni#.~
' ’ 9nd LaRue and Muncy, yourself, and Mr. Nix

are the sole owners of the working interest in this proposed

'weilVSite with the exception of Inexco, is that correCt?

P o o e = A e AR s L,

Lo s )
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! b3 Pefer to the COPAS accountinq procedure form
2 attached, please,er. McCaw, and gtate the overhead fixgq
3 rate hasls for operators driiling a weil and producing
4 weclls rates proposed in this operating agreament.
5 A, tie have on the drilling rates’§2000 and on
6 the producing rate, well rates, $300.
7 Q And on what basis are thdsd'proposed charges
8 made?
9 A Oon tﬁéir activities that they've had, past
10 experiénce in the area.
i Q And Dxhibit Sévéh;'the'oéeratih@'aQréémentf
12 appoints LaRue and Muncy as operators, does it'ﬁ6€?
T;- pared by you or under your supervisior, werc they hot?
1R, DICKERSON: Move the adnission, Mr.
1 Examiner, of Ekhibits One through Seven.
18 - MR. NUTTER: Exhibits One through Seven wil‘l“,
19 be admitted in evidence. |
2 MR. DICKERSON: And;-fthat's all we have of
4 ‘Ehis witness. - |
T e ]
2 CROSS EXAMINATION -
#1 By mm. NUTTER: -
» 0 ‘Mr. McCaw, asrx_I hnde'rétahd this, in the
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southeast auarter.of Scction, whichh 1s 160 acres ~-—
A Yaos, sir,
Q ~--- Hix and Inexco have a lease on the entire

acreagé, and of that lease there's an undivided 1/5th that
belongs to Inexco and 4/5ths that belongs to Nix.

A This is right..

0. And so we're taking one -d0-acre tract out

of this 160, so Nix has 1/5th of - Nix has 4/Sths of that

- 40 and Inexco, again, has 1/5th of that 40.

A, This is true.

0 It ends up that Mix controls 32 net acres

in the 40 and Inexco 8 acres,

A»  This is true.

0 As w0r£ing interest owners.

A This is right. |

Q | “And Nik is farming his interest out, or he's

joining in with other parties for the drilling of this well

and naming LaRue and Murcy as the operator of the well,

A, Yag, sir.

2

N . And

- EE 21N

has apparently

A Yes, sir.

Q.  Okay, I just wanted to get all the interests

straight here.

MR. DICKERSON: Mr. Examiner, for clarity, I

Inexco, as another working interest owner;

declined to join in the drilling of the weilﬁ,

!
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1 would like to state that Ixhibit Number Two does reflect,
2 although it's not aboolutaly clear, that the ownership of
3§ the whole southeast cuarter is uniform and the interest
4 covarad by the lease ownaed by Inexco is an undivided 1/5th
5 mineral interest.
6 ; MR. NUTTER: Right, and it derives from
7 Barbara Malone and Carol Carrett's share, but it's undivided
8 throughout the 160.
9 MR. DICKERSON: Yes, sir, that is correct.
o £ 3 10 Call Mr. Gross.
- ;
Q¢ ~
:E; " MR. NUTTER: Mr. McCaw is excused, by the
- : ) '
:.ag-gig (et 11 IS
. 3 - LAy .
2Ezd 14 .
»¥s MARVIN GROSS !
15 ' L—‘x: called as o witnoss and having boan duly swown unen
1‘5 his oath, testified as follows, to-wit:
17
8 | DIRECT EXAMINATION
¥ By MR. DICKERSON:
20 ' 0  Mr. Gross, state your hame, address, and
occupation, please.
z A Marvin Cross Ffrom Roswell, New Mexico, Con-
23 ' ' '
sulting Geologist. ,
. _ : 7
24 Q Mr. Gross, yow have previously qualified and
: % testified before this 0il Conservation Dpivision, have you
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not?

R Yan, I have.

MR, DICKERSON:- Mr. Ixaminer, we tender the
tegtimony of Mr. Cross as an expert.
MR, HUDTTDR:  he is qualified.

0. (¥r. Dickerson cont. nuing.) Will you ?lease
refer to what lias been marked iBxhibit Number Eight,”&r.
Gross, and describe what that is, please? -

A Exhibit Numbel Dight is é subsurface map that
I prepared>contoured on the top of the Abo Reef.

It shows the trend of the reef from the Empir;

Bhia FHATA kA +ha  DAVESAsAbo. Fleld, -and .proiecting southwest. il

I have taken eight walls in the Abo area,
which I feei was drilled strictly for the Abo, in the Dayton

oa, axeuse me; which was drilled strictly for the Abo.

.0f the eight wells, eight tests, there was —-
of the eight tests drilléd in the area sixz were wells and |
two were dry holes, and of the six wells only three were
commercial wells.

Q. Mr. Gross, now will you please make'referenCer
to your exhibit and point out to‘the“Examiner aﬁd desgfibe
y§ur metﬁod of marking this exhibit for the wells tha£ |
you're referring‘ﬁo?

A “ithe wells I'm referring to, the subsea ele~'. -

vation is outlined in yellow and' the other figures by the

-
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well with the number on top and thic date on the bottom isn

a cumulative production from those wells.

0. riease refer to your --
A "o that date.
0, Refer to your exhibit, please, and tell us

what the cumulative production foxr these wells and compare
the wells to each other. - |
A All right§, in Section 25 in Unit L, the
total production on that well ie 2258 barrels,
‘In Section 26 in Unit P, the total production
for that well was 1732 barrels.
MR. NUTTER: -i‘dOn't‘find that well on this
h in P of 26 - éXéuse me; H, Tim sorfy; T
wask;OOkiﬁg at tﬂe other sectidnia P of 27.
MR. NUTTER: Mow, £hat —-
A Pardon me?
MR.NUTTER: That would be the No. 1 WELL
there? What 1is the 1it£le chevron?
A The little rooftop is Abo producing wells.
MR. NUTTER: That's an Abo well.
A That's the one I'm referring to, yes, sir.
MR. MUTTER: Okay.
A And 2037 above it is the ‘subsea point ané
then right by it, 1732, that's the total'prodﬁction.

MR. NUTTER: And that's the cumulative pro-

o
7

B ...y'[ o
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A Yes, sir.
MR. NUTTER: And what does the date represent]
A, That's to that date.
MR. HUTTER: To that date.
A Yes, sir.
Now,.in 27, that well had produced 4992
barrels. That is in P of 27.
In A of 34 that well produced 67,557 barrels,
and it is still producing. o I
In C -—- oxr B, ekcuse me, B of 35 that well.

's king of down below the mark

there so YOu,can'see it. I maybe should have outlined

those.

And:theq,in 36 in ﬁnit C that well éroduéed
40,907 barrels. |
| And in the exhibitéithéﬁ haéé alxéady,been

admitted are the 1978 figures for those wells.

MR. DICKERSON: Ho.
; ' \ V
MR. NUTTER: The one that I'm trying to follow

now, I follow all these wells except there in 26 ‘at the

bottom of the section, we've got a well that indicates that

.the top is 2110.‘3

A Yes, sgir.

MR. NUTTER: What is that referring to?

SIS | EPSARER R
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A That is the dry hole in 35, which is in Unit
C. You see two dry holes. One is 5737 TD, that is a dry --
MR. NUTTER: That's the Abo well and the“top
of the Abo is a minus 2110.
A " Yes, s8ir, and that --

MR. NUTTER: That's what this reference is.

A Yes, sir, and it was lime instead of dolomitef

That's the reason the other one was there.

MR. NUTTER: Okay.

A, ‘They cut 300 fecet of the Abo and that was

before they got to the dolomite, so it 1s a full reef well.”

| Q' (Mr. Dickerson continiing.) So, Mr. Gross,

with reference to this Exhibit Number Eight, the oniy: Abo

wells in this“DéytonmAbb’Fiéld are refleéted by che#ﬁdns
over the well location , is'that right? ”

| A That's cbrfect. | W

0 Now, based on this exhibit, M}.'Gross,‘what 
is your opinion as to the risk involved in drilling the
proposed well wﬁiéh is the subject of this proceediné?
A My opinion it is a high ri5k~veﬁﬁure si

there is no production south or west of the Dayton Field

and there 1s no certain -- no certainty as to which way thaty -

reef funs. We think we have a trend correct.

Do you have an opinion as to what would be

3 Q
a reasonable penalty for the risk involved in drilling this

&
A T N T e T A
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well?

™

A I think a reasonable penalty would be the
cost of the well plus 200 percent.
| ) Mr. Gross, have you, based on the production
figures for these wells that you discussed, made any rough
economic calculations concerning this Abo Field?
A VYgs. ‘T assumed, or if you would assume, that
all eight wells in the area were érilled today at the AFE |

cost by one opérator and he reccived all of the oil in the

area, his development cost would be

a0
30,

o8]

CH
L,

£y

185 -~ axcuse me, just a minute. ilGZ,BSé‘barrels of 0il,

ng $10 a barrel net for his oil, whith

is ample, in fact it's probably too high, from the total

project he would have $1,823,580, or $15,000 some odd

less than’what he put in~it,:an¢ thag's not very good econ- f

omics.

1} Of these eight wells you've discussed, Mr.
Gross, in your opihion how many'of these wells would be a

commercial well if drilled today?
A There are only three wells that are conmer-

36, which produced

- § -

cial if drilled today. Tho one in

40,000 barrels; the one in 35 that produced 63,000; and the

one in 34 that produced the 67,000.

Q ‘Now, was Exhibit Number Eidhtfﬁrepareé by

you, Mr, Gross?
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A Yes, it was.

MR. DICKERSON: Mr. Examiner, we move the
admiggion of Fxhibit Right into avidence.

MR. NUTTER: Exhibit Number Eight will be
admitted in evidence.

Qo Mr. Gross, in your opinion would the granting
of this application prevent the drilling of:ﬁnnecessary
wélls,-prévént waste, and protect correlative rights?

A Yesg, it would.

MR. DICKERSON: Mr Examirer, that's all

cross ExatiNaTioN

0. Mr. Gross, when were these wells down here

= L
| 4

A, Sir, let mé think. Around the early '60(;1
0 ‘During the big Abo development?

A Yes, sir.

Q " And take, for ‘instance, the well in A of 34,j

how much is it producing now?

N i

'y

A Lat me gaeg, - .
Q Well, if you don't have it --
A, Yes, sir, we do have it. It's just a matter

of -~ he had them. I thought he was;putting them in as

[
S T L N S VAR
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exhibits.

0} Well, we can look it up,
A Here it is. You asked about A of 34?
0 Yes,
, A In Octoboer it produced 117 barrels. It has
produced 1304 tarrels for the year.
Q 1304 barrels in 1977.
FA ;ThrOugh’bctober, yes, sir. i
0. Néw; there's a well in:the 40 that~we're’

concerned with, which is indicated as a dry hole. What was

the depth of that well, Mr Gross?

A It's a Grayburg with a Tb‘of>875'feet, sir.

o otay, s Lhal 5 ino kiisi aiian svoeelosnoo
there “on the exhllt L

L On the exhibit, yes, sgir.

o Now, you show the Abo Reef trending off to
the south. Are'ghere aﬁy Abo Reef producers‘dowh‘south of
here? |

A | No, sir.

Q 'Okay; 80 this will be, as far as you know,

at the end of the 1line on Abo production? .

A Yes, it's strictly the end and, like I said
before, you cénkbend it south or you can say diagonally

southwest. That's the question.

Q Okay. Are there any further questions of °
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Mr. Gross?
He may be excused.
Do you have anything further, Mr Dickerson?
MR. DICKERSON: No, sir, we do not.
MR. NUTTER: Does anyone have anythihg'they
wish to offer in Case Number 6420?
We'll take the case under advisement.

(Hearing concluded.)
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REPORTER'S CERTIFICATE

I, SALLY W. BOYD, a Court Reporter, DO HEREBY
CERTIFY that the foregolng and attached Transcript of
Hearing before the 01l Conservation Division was reported
by me; that séid transcript 1s a ruli, true, and correct
record of the hearing,wprepéred‘by'mevto the beést of my

ability, knowledge, and skill, from my notes taken at the

time of the hearing.

" TSally W. Boyd, C.S.R.
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JEARY APODACA
GOVERNOR

NICK FRANKUN

SIUIETARY

X FR ‘January 24, 1979

Mr. Chad Diékerson

Losee, Carson. & Dickerson

Attorneys at Law
Post Office Box 239
Artesia, New Mexico

Dear Sir:

88210

CASE NO.
ORDER NO.

Applicant;

——2LaRie and Muncy

STATE OF NEW MEXICO

(% ENERGY ano MINERALS DEPARTMENT
OIL CONSERVATION DIVISION

POST OFFICE BOX 2088
BTATE LAND OFFICE BUHDING
CANTA FE, NEW MEXICO 87501

(505) 827.2434

Enclosed herewith are two copies of the above-referenced

Division order recently entered in the subject case.

JDR/fd

Copy of order also sent to:

Hobbs OCC x
Artesia OEC___§____
Aztec OCC
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: STATE OF NEﬁ MEXICO .
ENERGY AND MINERALS DEPARTMENT
OIL CONSERVATION DIVISION

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

*CASE NO. 6420
Order Ho. R-5915

APPLICATION OF ‘LARUE AND MUNCY
FOR COMPULSORY POOLING, EDDY .
COUNTY, NEW MEXICO. :

ORDER OF THE DIVISION

Jav;aaum.";_;wwldmuﬂ,;g%;A;gm

. This cause came on for haaring at § a.m, on January 17.
1979, at Santa Fe, New Mex ticc, before Examiner Daniel S.

Nutter.

NOW, on this 23rd day aof January, 1979, 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 taereof.

(2) That the applicant, LaRue and Muncy, seeks an
 order pooling all mineral .interests in the Abo formation
underlying the NW/4 SE/4 of Section 34, Township 18 South,
_Range 26 Eaet, NMPM, Dayton—Abo Pool, Eddy COunty, New
mx 00. "

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

\4) That there are interest owners .in the proposed
_proration unit who have not .agread to pool their interests.

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

(6) That the applicant ghould be. designated the operator
of the subject well and unit. .. .. ‘

(7) That any non—consenting working interest owner '
should be afforded the opportunity to pay his share of

estimatad well costs to the operator in lieu of paying
his share of raagnnah]a well coats out of nrnduntigq-

“wdinheld fiow proGuction nis anareklfa
costs plus an additional 200 .percen
c¢harge for the risk inveived in’

(9) That any non-consenting intereat owner .should be
afforded the opportunity to ohjcct to the actual well costs
but that actual well costs should be adoptad as the - -
reasonable well costs in the .absence of such objection.

(10) That following determination .of reasdnable.well‘
costs, any non~consenting working .interest .owner that has
paid his share of estimated .coats should pay to the operator
any amount that reasonable well costs exceed estimated
well costs and should receive from . .the .operator .any amount
that paid estimated well costs exceed reasonable well costs.

~ (11) That $2,000.00 per month while.drilling and,$300.00
‘per month while producing should be fixed as reasonable
charges for supervision (combined fixed rates); that the
operator should be authorized .to withhold. from production
the proportionate share of such supervision .charges
attributable to each non-congenting working interest, and
in addition thereto, the operator should . be authorized to .
withhold from production the proportionate share of actual
expenditures required for operating the subject well, not in
excess of what are reasonable, .attributable to each non-
consenting working interest. . ... . . , .

(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.
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(13) That upon the failure .of the operator of said pooled
unit to commence drilling of the well to which said unit is
dedicated on or before April 15, 1979, the crder pooling
said unit should become null and void .and of no effect
whatsoever. e

IT IS THEREFORE ORDERED: _ .

(1) That all mineral interests, whatever they may be,
in the Abo formation underlying the NW/4 SE/4 of Section 34,
Township 18 South, Range 26 East, NMPM, Dayton-Abo Pool,
Eddy .County, New Mexico, are hereby pooled to form a
standard 40-acre oil spacing and proration unit to be
dedicated to a well to be drilled at .a standard location
thereon. BN .

PROVIDED HOWEVER, that the .operator of .said anit shall
- commence the drilling of said well an or before ths 15th -
day of april, 1979, and shall .thereafter .continue the »
drilling of said Well with due diligence to a depth
sufficient to test the Abo formation:

-~ PROVIDED F'RTHEA~ that in the. °vent said operator does
not commence the drilling of said well on or before the.
15th day of April, 1979, Order (1) of this order shall be
. null and voild and of no effect whatsocever, unless said

operator obtains a time extension from the Division for
good cause shown. . R o

. PROVIDED FPURTHER, that should said well not be drilled to )
completion, or abandonment, within 120 days after commencement

thereof, said operator shall appear bhefore the Division
Director and show cause why Order (1) of this order should
not be rescinded. ) .

(2) That LaRue and Muncy is hereby designated the
operator of the subject well and unit.

(3) That after the effective date of this order and
within 30 days prior tc commencing said well, thie operator.
shall furnish the Division and each known working interest
owner in the subject unit an. itemized schedule of estimated

wall costs.

(4) That within 30 days from the date .the schedule of
estimated well costs is furnished to him, any non-consenting
working interest owner shall have the right to pay his
“share of estimated well costs to the operator in lieu of

o~
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paying his share of reasonable well costs aut of production,
and that any such owner who pays his share of estimated
well costs as provided above shall remain liable for
operating costs but shall not be liable for risk charges.

(5) That the operator shall furnish the Division and
each known working interest owner an itemized schedule of
actual well costs within 90 days following completion .of
the well; that if no objection to the actual well costs
ig received by the Division and the Division has not
objected within 45 days following receipt of said schedule,
the "actnal well coats shall he the raaganahla wall coata:
provided however, that if there is' an .objection to actual
well costs within said 45-day period .the Division will
idetermine reasonable well costs after. public notice and

B ;‘ . hearinQC AT S

( " {6) That within 60 days following determinacion of

Leasunable wall COSuoj any nen-consenting working interes
owner that has paid his share of estimated costs in
advance as provided above shall pay to the .opérator his
pro rata share of the amount that reasonable well costs
exceed ectimated well costse and shall receive from the
operator his pro rata shate of the amount that estimated
well costs exceed reasonable well cosLs..h .

"(7) That the operator is hereby authorized to withhold
the following costs and charges . fram production:

(A) The pro rata share qf reasonable wall costs
attributable to each non-consenting working.
interest owner who has not paid his share of
estimated well costs within .30 days from the
date the schedule of estimated well costs is
furniahed to him.

(B) s a charge for the.xisk 1nvOIVed in the
drilling of the well, 200 parcent of the
pro rata share of reasonable well costs
attributable to each non-consenting working
interest owner who has not paid his share
of estimated well costs within 30 days from
the date the schedule of estimated well
costs is turniahed to him. ‘

(8) That the operator shall distribute aaid costs and
charges withhald from production to the partiea ‘who advanced
the well costs.
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(9) That $2,000.00 per month while drilling and $300 00
per month while produoing are hereby fixed as reasonable
charges for supervision (combined fixed rates); that the
operator is hereby authorized to withhold from production
the proportionate share of such supervision charges
attributable to each non-consenting working interest,
and in addition thereto, the operator is hereby authorized
to withhold from production the proportionate share of
actual expenditures required .for operating such well, not
in excess of what are reasonable, attributable to each non-

consenting working interest...dA

(10) That any unsevered mineral interest shall be
considered a seven-eighths (7/8). working . interest and a

‘one-eighth (1/8) royalty interest for the purpose of .

allocating costs and charges under .the.terms .of this: order. B

. {11) That any wall costs or ¢ 'es which. are to be paid
out of production shall be uizhhela~ﬁnly ‘from the working
interegts share of production, and no costs or cnarges shall
be withheld from production attributable to royalty interests.

(12) the @

'wéll which are not disbursed for any reason shall immediately

be placed in escrow in Eddy County, New Mexico, to be paid

to the true owner thereof upon demand .and proof of ownership,
that the operator shall natify .the pDivision of the name and
address of said escrow agent within 30 days from the date of

" first deposit with zaild escrow agent..

(13) 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 Maxico, on the. day and .year herein-

apove uca;guuceu.

Director
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Docket No.

Dockets Nos, 3-79 and 4-79 are tentatively set for hearing on January 24 and 31, 1979. Applications for
hearing must be filed at least 22 days in advance of hearing date.

DOCKET: EXAMINER HEARING - WEDNESDAY - JANUARY 17, 1979

i 9 A.M. - OIL CONSERVATION DIVISION CONFERENCE ROOM,
STATE LAND OFFICE BUILDING, SANTA FE, NEW KEXICO

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

ALLOWABLE: (1) Consideration of the allowable productioh of gas for Febiuary, 1973, from Fiftean provated
‘ pools in Lea, Eddy, and Chaves Counties, New Mexico.

(2) ‘Consideration of the allowable production of gas for Febfuaty, 1979, from four prorated
poels in San Juan, Rio Arribd, and Sandoval Counties, New Mexico.

CASE 6418: Application of Gulf oil Corporation for a dual completion, Eddy County, New Mexico. Applicant, in
the above~styled: cause, seéks approvat for the ‘dual completion (conventional) of its Eddy "GR"
State Well No.:1l lecated in Unit E of Section 16, Township 23 South, Range 28 East, Eddy County,
Newr Mexico, to produce gas from the Atcka and Horrow {ormations through parallel strings of tubing.

.

CASE 6413: (Continued from January 3, 1979, Examiner Hearing)

Application of Atlant:lr‘ ‘Richefeld Company for a dusl completion, Lea County, New Mexico.

Applicant, in the above-styled cause, seeks approval for' the dual completion of its Langley Getty Com
Well No. 1 located in Unit N of Sectien 21, Township 22 South, Range 36 East, Langley Field, Lea
County, New Mexico, to produce gas from the Devonlan and Ellenburger fomations, through parallel
strmgs of tubing.

CASE 6414: (Continued from January 3, 1979, Examiner Hear:lng)

,Application of Atlantic Richfield Company for ‘salt water disposal, Lea Cmmty, New Mexico.
Applicant, in the above-styled cause, seeks authority to dispose of produced salt water into the
bevo‘u.ﬁ formation ..hrcugh the perforatud aterval from 13800 faat ‘ta 13685 Faar in its §PY

- A L5 FR T e AL A e L R
Sl T T LS e L T g e s Tmoimaten 1€ cansl ‘Dansa AR Paar. Nasn-Nevandan .l

Fool, Lea County, New Mexico.

‘CASE_6415:  (Continued ff‘fonaf Jargiary 3,71979; ‘Examiner Hearing)

Applicat:lon of Yates Petroleum COrporation fot compulsory pooling, Lea County, New ‘Mexico.
Applicant, in the above-styled - cause,” seeks an order pooling all mineral interests in the Wolicanp
thry 'Devonfan formations underlying the W/2 of Section 20, Township 14 South; Range 36 East, Lea

' County, New Mexf{co, to be dedicated ‘to a well to bs drilled at a standard location thereo' ‘Also
to bo considered will bc the cost of driiling afd completing said well and -.ne ahocatio £rrhe

cost theféof as well as actual operating costs and charges for supervision. -Also to be considered
will be the designation of applicant as operator of the well and a charge for risk involved in
drillins said well. .

CASE 6419: Application of Yates Petroleum COrporacion for a dual completion. Eddy County, New Mexico.
Applicant, in the above-styled cause, geeks approval ‘for the dual compleétion (conventional) of its
lanning JC Well No, 1 located ia Unit B of Section 7, Township 18 South, Range 26 East, Eagle Creek
Fleld, Eddy County, New. Hexico, to produce gas from the Strawn formation through the c¢asing-tubing
annulus and from the Morrow formation through tubing.

W /..—-"“”"

: * :cAsE 6420: Application of LaRue and Muncy. for compulsory pooling, Eddy County, New Mexico. Applicant, . 4n the
o ""‘"“*--~lb0ve-sty1ed cause,” seeks an order pooling all mineral interests in the Abo formation underlying

g the NW/4 SE/4 of Section 34, Township 18 Sotith, Range 26 East, Dayton-Abo Pool, Eddy County, New
Mexico, to be dedicéted to a'well to be drilled ar a standard. location t..e.w...--~mso “to-he eon-
sidered will bé the ¢ost of drilling and ccmpleting said well and. the allocation of the cost thereof
28 well as actual operating costs and charges for supervision. Also to be considered will be the
designation of applicant as operator of the well ‘and a chatge for risk involved in drilling said

well,
CASE_6416: (Continued from January 3; 1979, Examiner Hearihg)

Appucation of Anadarko Production Company for special pool rules. Eddy County,  New Mexico.
Applicant, {n the ab e ‘Eyled ‘cause, sgeeks: the’ promulgation of- speci.al pool rules for the Cedar
Lake-Morrow Gas Pool; Eddy County, Rew Hexico, toiprovide for 320-acre spacing rather than 160 acres.
In the absence of objection, this pool will be- placed on the standard 320-acre spacing for Wolfcamp
snd Pennsylvanian gas pools rather than the present l60-acre spacing.

i
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E 619_0_8 (Ccntinued from Jlmmrv 3. 197Q. FExaminar P?::if*)

Application of C & E Operators for conpulsoty pooling, San Juan County, New Mexico. Applicant, in
the above-styled cause, seeks an order pooling all mineral interests down thru the Pictured Cliffs
formation’ underlying the SW/4 of Section 10, Township 30 North, Range 11 West, San Juan County, New
Mexico, to be dedicated to a well:to be drilled at a standard location thereon. Also to be con- .
sidered will be the cost of drilling and completing said well and the allocation of the cost thereof
as well as actual operating costs and charges for supervisfon. Also to be considered will be the
designation of applicant as operator of the well and a charge for risk fhvolved in drilling said well.

CASE 6421: I the matteér of the hearing called by the 0il Conservation Division on its own motion for an order
creating and extending vertical and horizontal limits of certain pools in Chaves, Eddy, Lea, and
Roosevelt Counties, New Mexico:

(a) CREATE a new pool in Eddy County, New Mexico, classified as an oil pool for Wolfcamp production
and designated as the Avalon-Wolfcamp Pool. The discovery well is Maralo, Inc. Hanson Federal Well
No. 2 located in Unit O of Sectloa 28, Township 20 South, Range 27 East, NMPM. Said pool would

comprise:

TOWNSHIP 20 SCUTH, RANGE 27 EAST, NMPM
Section 28: SEf4

(b) CREATE & néw pool 1a l-‘ddy County, New Mexico, classifitd as a gas pool for Atoka production
and designated as the Black River-Atoka Gas Pool. The discovery well is HNG 0il Company Bowden 25
Federal Com, Well No. 1 located in Unit I of Section 25, 'rownship 24 South, Range 26 East, NMPX.

Said pool would comprise:

TOWNSHIP 24 SOUTH, RANGE 26 EAST. NMPM
Section 25: E/2

{c) CREATE a new pool:in Eddy CO\mty, New Mexico, classified as a'gas pool for Strawn production
and designated as the Box Canyon-Strawn Gas Pool. The discovery well ‘is Yates Petroleum Corporation
Hubar IA Federal Well No. 2 located in Unit P of Section 15, Township 21 South. Range 21 ‘East, NMPM.

Said pool would comptise-

' TOWHSHIP 21 S()U"l'ﬂ‘L RANGE 21 EAST, NMPH
Section 15: S/2

‘(d) CREATE 2 ‘e pool in Eddy County, h'ew Hexico, classified 48 an oii pool tor Delaware pro«mccion_'
end designated as the Cotton Draw-Delaware Pool.  The discovery well is Coquina 0il Corporation El
Paso Fedéral Well No. 1 located in Unit K of Section 12, Township 24 South, Range 31 East, NMPM.

Said pool would comprise'

g
&)
3

‘ 'mwcmv 7& cnmu' JANCE 3
Section 12:. SW/4

(e) 'CREATE a new pool in dey Courity, New Hexico, classified as a gas pool for Atoka production
and designated as the East Cottonwood Creek-Atoka Gas Pool. The discovery well is Yates Petroleum
Corporation ' Lizzie Howard HK Well No. 1 located in Unit K of Section 13, Township 16 South, Range

25 East, NMPM, -Said pool would comptise'

'NHNSHIP 16 -SOUTH, RANGE 25 EAST, NMEM
Section 13: W/2

(f) CREATE a new pool in’ Lea County, New Mexico, classified as an ¢11 pool’ for Yates-Seven Rivers '
"production and designated as the North Custer Yates-Seven Rivers Pool.  The discovery well is .
Gifford, Mitchell & Wisenbaker Amoco State Well No, 1 located in Unit B of Section 36, Township 24 .~

South, Range 35 East, NMPM. Said pool would comprise:

TOWNSHIP 24 SOUTH, RANGE 35 EAST, NMPM
Section 36' NE/& - ‘

(g} CREATE a new pool in Eddy COunty, New Mexico, classified as a gas pool for Atoka production
and designated as the Diamond Mound-Atoka Gas Pool. .The discovery well Is Northern Natural Gas
Company- Vandagriff Federiul Wall No. 1 tocated in Unit K of Section 1, 'I‘ownship 16 South, Range 27

Zast, NMPM. Said pool would comprise:

'rownsnm 16 som'gL RANGE 27 EAST, NMPM

Section 1: All
Section 2: " Lots'l, 2; 7,8, 9, 10, 15 and 16
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Arroyo Federal Well No. 1 1ocatedAin Unit K of Section 26, Townshlp 21 South Range 22 East NH?H

(h).. PREATF A new pool “In Rddy ’ount;, New Mexico, classifled as a gas pool for Morrow production
and designated as the Fenton Draw-Morrow Gas Pool, the discovery well is Perry R, Bass Big Eddy
Unft Well No: 53 located in Unit G of Section 8, Towmship 21 South, Range 28 East, NMPM. Satd
pool would comprise:

TOWNSHIP 21 SOUTH, RANGE 23 EAST, NMPM
Section 8: E/2

(1) CREATE a new pool In Eddy County, New Mexico, classified as an 0l peol for Cherry Canyon pro-
duction and designated as the llerradura Bend-Cherry Canyon Pool. The discovery well is Eastland
041 Company City of Carlslad Well No, 1 located in Unit K of Section 29, Township 22 South, Range
28 East, NMPM. Said pool would comprise:

" TOWNSHIP 22 SOUTH, RANGE 28 EAST, NMPM
Section 29: SW/4

(3) CREATE a new pool in Eddy 00unty, New Mexico, clagsified as a gas pool for Atoka production
snd desigridted as the East High Hope-Atoka Gas” Pool. The discoveéry well is Beard Oil Company
Hagstrom Well No, 1 located f{n Unit K of Section 8, Township 17 South, Range 24 East, NMPH. Said
pool would comprise: ; :

TOWNSHIP 17 SOUTH, RANGE 24 EAST, NMPM

Section 8: W/2

séction 17: W/2 -
Section 18: All ’

(k) CREATE a new pool in Lea County; Neéw Mexico, classified as a gas pool ‘for Atoka production
and designated as the Hume-Atoka Gas Pool. The discovery well is Mewbourne 0il Company State E
Com Well No. 1 :located in Unit V of Section 6, Township 16 South, Range 34 East, NMPM, Said pool
would comprise:

TOWNSHIP 16 SOUTH, RANGE 34 EAST, NMPM

Section 6: s/2

Said: pool would comptiee.

TOHNSHIP 21 SOUTH RANGE 22 EAST, NMEM
Section 26: S/2

(w) CREATE a new pool in Eddy County, New Mexico, classified 4s a gas pool for’ Cisco-Canyon

production and deslgnated as. the Togan Draw 01550-Canyon Gas Pool: The discovery well is Mesa
A€

‘Petroleum Company Potter Federal Com Well Mo, 1 located in Uais B'of Szction 29, Township 17

South, Range 27 East, NMPM. Said pool would comprise._
P
TOWNSHIP 17 SOUTH' RANGE 27 EAST, NMPM
Section 29: 'N/2

() CREATE a new pool in Eddy County, New Mexico, classified as a gas pool for Morrow production

-and designated as rhe North Loving-Morrow Gas Pool. The diacovery well 1s Citles Service Conpany

Polk A Com Well No. 1 located in Unit B of Section 17, Township 23 South, Range 28 East, NMPM.
Said pool would comprise:

TOWNSHIP 23 SOUTH, RANGE 28 EAST, NMPM
Section 16: " W/2
Section 17. N/2

(o) CREATE a new pool fn Eddy County, New Mexico, classified as a gas pool for Strawn production
and designated as the North Loving-Strawn Gas Pool. The discovery well is Citles Service Company
Polk A Com Well No. 1 located in Unit B of Section 17, Township 23 South, Range 28 East, NMPM.

Said povl would comprise:

" TOWNSHIP 23 SOUTH, RANGE 28 EAST, NMPM
Section 17: N/Z

(p) CREATE a new pool i Lea County, New Mexico, classified as an oil pool for Drinkard production
and designated as the Lovington-Drinkard Pool. The discovery well is Getty Oil Company State O
Well 'No, .12 located in Unit J of Section 31, Township 16 South, Range 37 East, NMPM. Said pool

would comprise:

TOWNSHTP 16 SOUTH, RANGE 37 EAST, NMPM

Section 31: SE/4

PSR
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(1) CREATE a new pool in Eddy County, New Mexico, classified as a gas pool for Atoka production
and designated as the South Miilman-Atoka Gas Pool. The discovery well is Hondo Oil and Gas
Company Hondo 22 State Well Ne. 1 located in Unit H of Section 22, Township 19 South, Range 28

East, NMPM, Said pool would comprise:

TOWNSHIP 19 SOUTH, RANGE 28 FAST, NMPH
Section 22: E/f2

(r) CREATE a new pool in Eddy County, New Mexico, classified as a gas pool for Prémier production
and designated as the Pavo Mesa-Primfer Gas Pool. The discovery well {s Carl A. Schellinger Exxon
Federal Well No: 1 located in Unit M of Section 29, Township 16 South, Range 29 East, NMPM., Said

pool,yould comprise:

TOWNSHIP 16 SOUTHI RANGE 29 EAST, NMPM
Section 29: SW/4

(s) CREATE a new pool in Eddy County, New Mexico, classified as a gas pool for Morrow production
and designated as the'Penasco Draw-Morrow Gas Pool. The discovery weil is Morris R. Antweil
Dinkus Com Well No. 1 located in Unit 0 of Section 20, Township 18 South, Range 25 East, NMFM.

Said pool would comprise:

TOWNSHIP 18 SOUTH, RANGE 24 EAST, NMPM
Section 24: E/2

TOWNSHIP 18 SOUTH, RANGE 25 EAST, NMPM
Section 19: All
Section 20: S/2
Section 29: All
Section 30: N/2
Section 32: N/2

(t) EXTEND the vertical iimits of the Monument-Tubb Pool in Lea County, New Mexico, to- include
the Drinkard formation and redesignate said Monument-Tubb Pool as the Monumént Tubb-Drinkard Pool.

(u) EXTEND the Blinebry 011 and Gas Pool in Lea County, New Mexico, to include therein.

IEREE RPN mnunnurv(?l <nur; RAch 37 EAST NMBM

Section 8: $/2

SF SR e e e L BRI

) BXTEﬂﬁ'the'SOdthéést'Chévéé”duéén Gas Area in Chaves,Cbuhﬁy;ANévﬁﬂexico,‘to ihél@de’ he

TORN:RIP 13 SCUTR, RAY NGE 31 EAST, gy
; Section 3: §/2

(w) BXTEND the South Empire-Morrow Gas Pool in- Eddy County, New Mexico, to include therein'

TOWNSHIP 17 SOUTB. RANGE 28 EAST, NMPM
Section 36: E/2 .

{x) EXTEND the Jenkins-San Andres Pool in Lea County, New Mexico, to include therein:

TOWNSHIP. 9 SOUTH, RANGE 35 FAST, NMPM
Section 27: SW/4

(y) EXTEND the Langley-Ellenblrger Gas Pool in Lea County, New Mexico, to include therein:

TOWNSHIP 22 SOUTH, RANGE 36 EAST, NMPM
Section 21: S/2

(z) EXTEND the Lovington-Queen Gas Pool in Leéa County, New Mexice, to include therein:

TOWNSHIP 17 SOUTH, RANGE 36 EAST, NMPM
Section 1: §/2.
Section 12: WIZ
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{bb) EXTEND the Penasco Draw-Atoka Gas Yool fn Eddy County, New Mexico, to include therein:

TOWNSHIP 18 SOUTIl, RANGE 25 EAST, NMPM
Section 27: W/2 .
Scction 28: “All ) 1

(cc)  EXTEND the South Feterson-Pennsylvanian Pool in Roosevelt County, New Mexico, to include
therein:

TOWNSHTP 5 SOUTH, RANGE 33 EAST, NMPM
Section 31: SE/4 SE/4

(dd) EXTEND the Sioux~-Yates Pool in Lea County, New Mexico, to include therein:

TOWNSHIP 26 SOUTH, RANGE 36 EAST, NMPM
Section 8: N/2
Section 9:  NW/4

{ee) EXTEND the Sombrero-Morrow Gas Pool in Lea County, New Mexico, to include therein:

TOWNSHIP 16 'SOUTH, RANGE 33 EAST, NMPM
Section 12: W/2 -

(££)  EXTEND the Tom-Tom San Andres Pool in Chaves County, New Mexico, to include therein:

TOWNSHIP 7' SOUTH,.RANGE 31 EAST, NMPM
Section 32: SE/4

TOWMNSHIP 8 SOUTH, RAMGE 31 EAST, NMPM
Sectfon 5: NE/4

(gg) EXTEND the West Tonto-Pennsylvanian Gas Pool in Lea County, New Mexico, to include therein:

TOWNSHIP 19 SOUTH, RANGE 33 EAST, MMPM
.. Seetion 8:_ w/2 o ] e L ']

SR PREY SEE S L AEEE A e R S e izhiEi el ) . T N AV ENI S PR
(hh) EXTEND the Tubb Gas Pool in Lea County, New Mexico, to include therein:

TOWNSHIP 22 SOUTH, RANGE 37 EAS;I',' NMPM
Section 6! ~ SW/4
" Section 7: NW/4

(li) EXTEND the North Tutrkey Tréﬁk—Morrow Gas Pool in Eddy County, New Mexicé,‘to itclude therein:

TOWNSHIP 19 SOUTH, RANGE 29 EAST, NMPM
Section 5: N/2

(33) EXTEND the Wantz-Abo Pool in Lea County, New Mexico, to include therein:

TOWNSHIP 21 SOUTH, RANGE 37 BAST, NMPM
Section 34: NE/4

(kk) EXTEND the Warren-Tubb Gas Pool in Lea County, New Mexico, to fnclude therein:
TOWNSHIP 20 SOUTH, RANGE 38 EAST, NMPM
Section 26: SE/4
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DOCKET: - COMMISSTON HEARING ~ WEDNESDAY ~ JANUARY 24, 1979

OIL CONSERVATION COMMISSION - 9 A,M. - ROOM 205
STATE LAND OFFICE DUILDING, SANTA FE, NEW MEXICO

The following cases are continued from the December 12, 1978, Commission Hearing.
CASE $231: (DR NOVD) (Continued and Readvertised)

Applicatlon of Yates Petroleum Corporation for an unorthodox gas well location, Eddy Couiity, New
Mexico, Applicant, in the above-styled cause, secks approval for the unorthodox location of its
State "JM" Well No, 1, a Morrow test to be located 660 feet from the North and East lines of
Section 25, Township 18 South, Range 24 East, Eddy County, New Mexico, the N/2 of said Section 25

to be dedicated to the well,

Upon application of Gulf 01l Corporation this case will be heard De Novo'pursuant to the provisions
of Rule 1220,

CASE 6232: (DE NOVO) {Continued and Readvértised)>

Application of Yates Petroleum COtporation for an unorthodox location, Eddy County, New Mexico.

- Applicant, in the above-styled cause, seeks approval for the upotthodox location of its Cities
"JG" Well No. 1 t& be located 660 feet from the South ‘and East lines of Section 13, Township 18
South, Range 24 East, Fordinkus Field, Eddy County, New Mexico, the E/2 of said Section 13 to be
dedicated to the well.

Upon application.of Gulf 0f1 Corporatian this casc will bz heard De Novo puisuani io ihe provisious
of Rule 1220, -

CASE 6213: (DE ROVO) (Continued and Readvertised)

Application of Morris R. Antweil for an unorthodox location and: simultaneous dedtcation. Eddy

Y Tiice vi oectivn 49, “Yownship 18 Sourh, &énge 25 Bast Eddy County, New Mexico, the N/Z ‘of
said Section 29 to be. simultaneoualy dedicated to:the aforesaid well and to applicant s Rio Well
_No. 1 located in Unit G of Section 29, E K

Upon application of Gulf 011 Corporation this case will be heard De Novo pursuant to the provisions
of Rule 1220,
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._agaa.n 18 South, Range 26 East, N
(i Section 34; SE/4

Limited to deptks

M.P.M,

*

from the surface to the base of the Abo formation

rkirng TnTeREST
Workirs -

© - Ralph Nix

P. 0. Box 617
»un.nmub,. NM 88210

Willlam J. McCaw
P, 0. Box 617
Artesia, NM 88210

Y : ORI
LEASE DATE - TERM OWNER ACRES ROYALTY M&N NIX . INEXCO
Ralph Nix 32,00 1/4 32.00 \
5/02/78 . 5 years Essie Nix S 32,00 3/16. 1/16 .32.00
- 12/06/73 6 months M. Yates TIT © = 35,00 1/4 32.00
o o ER . | |
Barbara Malone . g 16.00 -1/8 16.00
S Yervs ™ Yo T
Carol Garrett 16.00 1/8 16.00
4/10/78 5 years’ Jonell Jones Gilmore 16.00 3/16 . 1/16  16.00
_ E o
12/13/7¢8 5 ysars Stanley L. Jones 16.00 3/16 . _ 1/16 16.00 = & 2 |
_ A — — |27
TOTALS 160.00 128.00 32.00 £ s |
NIX 128 acres = 80% of wnit =0
INEXCO _32 acres = 20% of wnit FRRRCIEA TN
3 160 - 100% . s P
| o e | 2
Addresses of Parties for Notification Purposes: e | i
X = | «2
, ‘ | @.
,.xg..m‘o.. !’f




. Dacember 5, 1978

Inexco 0il Company . RE: Township 18 South, Range 26 East
orvh

1100 Milar Building , s_-- on 24: SEY
Suite 1900 - Eddy County, New Mexico

Houston, Texas 77002
ttention: Mr. Tom Dodds Y7/3- s/ -337¢
Dear Mr. Dodds: N

O

] we are going to drill a well 1980°' PSL and 1980' FEL on
the above ‘described property. The well will be drilled to
approximately 6,000 feet to test the Abo formation that is

\pow producing ﬁn the cOckerham well in the NEYNEY of Sec. 34

: (\ n Township 18 South, Range’ 26 East. You have 32 net acres
, derlneaae. We would like to make a farmout from you and

L/ uld ‘take a 75% net working interest. This would leave you
124% as we note from your lease that you leased on a 1/8th,

Howevar, should you rather, we invite you to join in drilling

ell and you would have 20% of thisnell. '

v: c He are enc;oslng an AFE, and for your information, we
|—have made a driliing deal with LaRue and Muncy, based on the
“ pr ic that is shown on ths AFE, $13.25 on the footage cost

: -
|| and $3,350.0¢C on day work.

We also call to your attention that wve are drilling a
A\t ﬁhe 1 with Hondo Drilling Company in the SEkSWY% of Section 27
\/ n Township 18 South, Range 26.East, and this well will be
drilled to the Morrow in the Pennsylvania formation. We
would like an option for a farmout on your acreage in Sec.
34 as we would probably drill a Morrow well that ‘would cover
the proration unit, being the Ek of Sec. 34-18-26, if we are
successful in making a well out of the test in Sec. 27.

We would appreciate hearing from you at your earliest
possible convenience as we are anticipating starting this
well within the next few days so that same will be drilling
before the first-of the year. -

Very truly yours,

~
| | Ralph Nix
RN:cjb | : ERORE F"‘#“%T?? b“JTTFR
Enclosures N
el NOLKE
CASE No el |

o SR R R i R B S s B s AL T L R e e ek




L8 VIEW
to manageméht\our joinder in the drilling of said well.

T R § O B N R e
B 35 el

viw
- INEXCO Ol COMPANY

December 21, .1978

Mr. Ralph Nix

P. O. Box 617 .
Artesia, New Mexico 88210
Attention: Mr. Bill McCaw

Re:
Gentlemen.‘

In response to your letter

Dayton NM—127
T18S-R26E :
Section 34: SE/4

Eddy Couiity, New Mexico

of December 55 1978,

wherein you request a Farmout or Joinder in the drilling
of a 6,000' Abo test .%o be located in the NW/4 SE/4,
please be advised that Inexco 0il Company will farmout
our 20% interest in and to the 40 acre drill” site only.

Farmout terms would be dellvery

of a 75% net revenue

1nterest lease w1th a conversion of” the retalned Bvarrii

. to-a 50% work1na 1nter9q+ af+or

of the Aﬁd %orﬁetlon.

It would be-. recommendﬂd to

- J-- — -
naveut. pProduction wo
nit B A e [ DI TR e
' not to. éxceed the'b

management that Inexco

Join in the dr1111ng ‘of this well if sufficient acreage

_support or '
.—~-L_‘:_.__l

oSS S

Py
2.
i

foyeieny

contribution tould be obtalned from the offset

‘our-review of ea;u contributions.

We feel that the drilling of the proposed  test without
a p051t10n available in the offset acreage in the' NE/4 NW/4

and SwW/4 is 1nadv1sab1e.
in the drilling of the proposed

We also feel -that the rlsk involved

well is high enough to make

it inadvisable to prove up the offset acreage for other

‘parties without their support.

If you have obtalned support . from the offset acreage
‘owners such as acreage contrlbutlons, dryhole money, bottom
hole money, or Farmout or OPtlon Farmout Agreements, upon

PRl Sy

of:their agreements and their terms we will recommend

If

L L ———

APATTR NUTYER
Ol CORNSERVATION DIVISION
e BN : 2N, j{_;
CASE NO, z, Y 20

1100 MILAM BUILDING - SUITE 1900 - HOUSTON, TEXAS 77002 + {713) 651.3300

B R r T T S RS WSROI RIS of SR P e

S e

ma as
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Mr. Ralph Nix

S S December 21, 1978
g Page (2)

-

AR g LA Sy Wit e

8

no support can be obtained, Tnexco will farmout under the
‘terms expressed above.

Very truly yours, . A
'INEXCO OIL COMPANY o Ty
oy 5 etk
Tom L. Dodds K

Area Landman

a ey B I e e A AN L S S e

SN s A Y A G
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LARUE & MUNCY .

p. O.
Artesia; New

Box 96
Mexico 88210

January 4, 1979

CERTIFIED MAIL
RETURN RECEIPT REQUESTED

Inexco 0il Company
1100 Milam Building
Buite 1300 !

Hougton. Taxas 77002

Attention: Mr. Tom Dodds
Gentlemen:
in view of your refusal to particiyate in the drilling of our ﬂ

ﬂnli -

' propqsau test welil in N¥/4 85B/4
Range 26 East, N.M.P.M., we have filed an application for com- .

pulsory pooling of your interest with the New Mexico 0il Con-
A copy of the application is enclosed,

and we balieve the same will be heard at $:00 A.#. Januaxy 17,
1979, at the 0il Conservation Division at Santa Pe, New Mexico.
We also enclose our proposed AFE on this well, and ask that you

sexrvation bDivision.

contact us immediately if you
drilling thereof.

Ssction 34, '.;c'.me.-:iﬁ 18

‘Bsuth.

desire to pl:ticipato in the

Sincerely yours,

LaRUE & MUNCY

By:.

william J, McCaw

A W\ T S

FRIPRSE TINS5 oy ey inemy e R
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uu‘s NUHBER Date —
H;ldcat __ Development .
Dr:.llmg __ Development R
= r-,mm stion vompletx.on :
o ,. __ Drill Deeper 3
Uorkover e ‘
Leasc ;’We'll Well ~.X980!' FSL & 1980' FEL
Name No. Location ‘Sec. 34 of T-18-S, R-20--E
Proposed .
County Eddy State New Mexico Depth 6,000
Spud ‘ Estimated Days To
Date December 1978 To Drill 25 Complete 5
INTANGIBLE _WELL COSTS
Access, Location & Roads $ £.000.00
Rig Move : ,
Footage Cost 6,000' e $13.25/ft. 79, 00,00
Day Work Cost — 5 days @ $3,350. OO/day 16,750.00
Bits & Reaners ; -
Fuel ' A
Water 1, 500,00
Mud & Chemicals - 10,000, 00
Cementins & Services (Circulate surface string & - R
: bri:ﬁg p-aducti an ef-ran_g haclk fo enrf'anp stri ‘5) 15:000.00
1 Coring . L
surveyz_ng &. Testmg - 2 tests @ 33,000 each ~ 6,000,00
Mud Logging o I
Perforating & Logging 11, 500.00
i Stimulation £ 00300 e :
Transportation . 1, 500,00 ,
Drilling Overhead Cost. _ ! i
‘Other DPrilling Expense . 5.000.00 5
Cont:mgenc:.es (10% of Intangxble Hell Cost:) 14,175.00 :
Total Intangible Well Cost: $170,925.00
TANGIBLE WELL COSTS | |
' of _ " Qpnductof'Ca‘Sing : (Incl. Freigilt)
1200 ' of 8-5/8 " Surface Casing $ 9,879.84 "n ",
e ' of . =" Intermediate Casing noooon l
' of ‘"JIntermediate Casing " "
6000 ' of 5-1/2 " Production Casing 29,207, 66 " "
: g ! of n Tie-back Casing n n
6000 of 2-3/8 " Tubing 13, 289,40 n »
' " Tub;_ng . n n
Liner 'Bquipment
.| Wellhead Equipment 6,000.00
Producing Facilities, Tank Batterzes, Flowlmes 8, 500,00
Packers & Other Subsurface Tools
Contingencies {107 of T..nglble Well Costs) 6,687.69
Total Tangible Well Cost: 8 73,564.59
TOTAL WELL COST . $244,489.59
Estimated Dry Hole Cost - $185,925,00
a : ‘ ’
+ APPROVEDz | 70 ot e o s JPPROVED:
by W e | BY
Company - (ng S IS SR R THRTARY ; Company
Date :' RSN "‘ _ Date :
‘ CAZ: N(.‘) L‘ ¢€an .
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" December 15 , 1978 ,

,i‘f‘mr,,

OPERATOR ______ laRue & Muncy

CONTRACT AREA Township 18 South, Range 26 East, N.M.P.M. |

Section 34: SE/4

STATE OF_New Mexico -

'COUNTY OR PARISH OF____Eddy

COPYRIGHT 1977 = — ALL RIGHTS RESERVED
AMERICAN 'ASSOCIATION OF PETROLEUM ' LANDMEN
APPROVED FORM. . A/A.P.L. NO. 610 < 1977 REVISED
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OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between_ LaRue & Muncy, P. O. Box 96,
Artesia, New Mexico, 88210 » hereinafter designated and

referred to as “Operator", and the signatory party or parties other than Operator, sometimes hereinafter
referred to indwidually herein as “Non-Operator”, and collectively. as “Non-Operators”,

WITNESSETH:

WHEREAS the parties to this agreement are owners of oil and gas “leases and/or oil and gas in-
terests in the land identified in Exhibit “A”, and the parties hereto have reached an agreement to explore
and develop these leases and/or oil and gas interests for the product:on of oil and gas to the extent and

as hereinafter prov:ded
NOW, THEREFORE it is agreed as follows:

ARTICLE 1.
DEFINITIONS

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

A, The term “5il and’ gas" shall mean oil, gas, casmghead gas, gas condensate, and ‘all other liquid.
or gaseous hydrocarbons and other marketable substances produced ' therewith, unless an intent to

limit the mclusnveness" ’f‘thxs term is specmcally stated.
.B. The terms %“oil ‘anid gas lease”, “lease” and “leasefiold” shall ‘mesn the oil and gas leases cov-

ermg tracts of land lying within the Contract Area which are owned by the parties to this agreement
By o8 The term “Oll and gas: mterests"” all ‘Fean Tnleased fee ‘and ‘mineral “interésts in tracts of
iad: l,mg within® th\. Coiitract “Area thch are owned by parties to this agreement. '
D. The term “Contract Area" shall” mean all of the lands; oil and gas leasehold interests and oil
and gas interests intended 1o be developed and operated for oil and gas purposes under this agreement

Such lands oil and gas leasehold interests and ox] and gas mterests are de<cr1bed in Exhibit “A"

B Th.. tarsa “diiiling unit” shail mean the area fixed for thé driiling of one well by, order or rule

.of any state or -federal "body havmg authonty It a drilling: ‘unit is not fixed by any such rule or order,

a drillmg unit ‘shall“be the dn]hng umt as established by the pattern of drilling in the Contract A.rea_
or as fixed by express agreement of the Dr:lhng Parties.
F. The term “grillsite” shall mean the oil and gas lease or interest on which a proposed well is to

be located. :

G. The terms “Dr:llmg Party" and “Consentmg Party" shall mean a party who agrees to join in
and pay its share of the cost of any operatxon conducted uncer the provisions of this agreement

H. The terms “Non-Drilling Party” and “Non-Consenting Party” shall mean a party who elects

not to participate in"a proposed operation.

Unless the context otherwise clearly indicates, ‘words ‘used 'in_the singular mclude the plural, the_ e

plural includes the singular, and the neuter gender includes the masculine and the feminine.

ARTICLE Il
EXHIBITS

The following exhlblts as indicated below and attached hereto, are mcorporated in and made a

part hereof:
(@ A. Exhibit “A”, shall include the followmg information:
(1) Identitication of lands. subJect to agreement
(2) Restrictions, if any, as “to depths or formations, . ,
(3) Percentages or fractional interests of parties to this agreement,
(4) Oil and gas leases and/or oil and gas interests subJect to thls agreement
(5) Addresses of parties for notice purposes.
. Exhibit "B, Formn of Leuse.
Exhibit “C”, Accounting Procedure.
. Exhibit “D", Insurance,
Exhibit “E”, Gas Balancing Agreement
Exhibit i 2 Non-stcrimination and Certification of Non-Segregated Facnhtles

Ok H&EE
B R R ol

If any provision of any exhlbnt except Exhibit “E”, is inconsistent with any provision contained
in the body of this agreement, the provisions in the body of this agreement shall prevail.
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« p..r. of the dnm..tra‘:v:: ovarhoad-as~provided 1n Bxhibit “C,”-and shall ot be a dlrect “charge, whether

ARTICLE IIL
- INTERESTS OF PARTIES

A. Oijl and Gas Interests:
' /

If any party owns an unleased oil ‘and gas interest in the Contract Area, that interest shall he
treated for the purpose of this agreement and during the term hereof as if it were a leased interest
under the form of oil and gas lease attached as Exhibit “B”. As'to such interest, thé owner shall re-
ceive royalty on production as prescribed in the form of oil and  gas lease attached hereto as Exhibit
“B”. Such party shall, however, be subject to all of the provnsxons of this agreement relating to lessees,
to the extent that it owns the lessee interest.

B. Interest of Pai'ties in Costs and Productioh:'

" Exhibit “A” lists all of the parties and their respective percentage or fractional interests under this
agreement. Unless changed by other provisions, all costs and habxht:es incurred in operations under

_ this agreement shall be borne and pald and all equ1pment and material. acqulred in operations on'the
Contract Area shall be owned by the parties as their intérests are shown in Exhibit “A”. AN produc-

tion of 6il and gas from the Contract Area, subject 4o the payment of lessor’s royalties whieh—will-lbe-

. beorno—by—the-Joint-Account; shall alsn bé owned by the paities in the same manner during the term

hereof provided, however, this shall not be deemed an assignment or cross-assignment of interests cov-
ered hereby.
ARTICLE 1V.
TITLES

MA Tltle Examinatwn

The parties accept title to the’ drillsit:e tract. L S
[ g " ¥ i T 4 " 8 I
Mhﬁp&ﬁwm—or-ﬁ-the—&ﬁhnﬂ‘eﬂeee—w—reqaee@htle exammatmn shdll be made on the leases

and/or oil and gas interests included, or planned to be mcluded in the dmllmg unit around such well
The opmion will mclude the ownershlp of the workmg mterest mmerals .royalty, overndmg royalty

“ahd productiaiy p.tymeﬂls unaer the appncab!e Jeases. At the time a well is proposed each party“con-

tributing léases and/ox oil and- gas interests to'the drillsite, or to be included in such drilling umt shall
furnish to Operator all abstracts” (including Federal Lease Status Reports), title opinions, txtle papers
and curative’ matenal in its possession free of charge. All such information not in‘the possession of or
made available to Operator by the parties, but necessary for the examination of title, shall be obtamed
by Operator Operator shall cause title ‘to be’ examined by attomeys ‘onits staff or by outside attorneys .

.Coples of all title opinions shall be furnished to each party hereto.. The cost mcurred by Operator in

this title program shall be borne as follows:

itle oplmons) shall be aw

ataonla ot o attaaicano o X o Side—attonnens

(X1 Option No. 2: Costs incurred by Operator in procurmg abstracts and fees pald outside - attorneys
for title exammation ‘(including prehmmary, Supplemental, . shut-in: gas royalty opinions’ and division
order title opinions) shall be borne by the Drnllmg Parties in the proportion that the mterest of each

'Dnllmg Party bears o the total interest of all Drilling Parties as stich interests appear in Exhibit “A".

Operator shall make no charge fur services rendered by its staff attorneys or other personnel in the
performance of the above functions. . e

Each party shall be responsible for securing curative matter and pooling amendments or agreements
required in connection with leases or oil and gas interests contributed by such party. The Operator shall be
responsible for-the ‘preparation and recording of ‘Pooling’ Designations or Declarations as well as the
conduct of hearings before Governmental -Ageniies for-the securing of spacing or pooling orders This
shall not prevcnt any party from appearing on its own behalf at¢ any such hearmg 77

. r-.’».\

No well shall be drilled on the Contract Area until after (1) the tltle to the dr11131te or dnllmg.umt
has been examined as above provided, and (2) the title has been’ approved by the examining attorney or
title has been accepted by ail of the parties who are to participate in the drilling of the well. i‘;-’ﬁ

B. Loss of Title:

1. Fallure of Title: Should any oil and gas interest or lease, or interest therein, 'ﬁ
failure of title, which loss results in a reduction of interest from that shown on Exhibit A%, thisa
ment, nevertheless, shall continue in force as to all remaining ol and gas leases and intemt’s’%ﬁd'_o___

(a) The party whose oll and gas lease or Interest Is affected by the title failu e shall _bear. alonew
the entire loss and it shall not be entitled to recover from Operator or the other partied dny: developiriént:

-2~
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" or operating costs which it may have theretofore paid, but theré shall be no monetary liability on its

part to the other parties hereto for drilling, development operating or other similar costs by reason of
such title failure; and -

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

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

and
;(d) Should any person not a party to this agreement who is determined to be the owner of any in-

terest in the title which has failed, pay in any manner any part of the cost of operation, development. '

or equipment, such amount shall be pald to the party or parties who bore the costs which are so refund-
ed; and

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

(f) No charge shall be made to the Jomt account for legal expenses. fees or salaries, in connecation
with the defense of the interest claimed by any party hereto, it bemg the intention of the parties
hereto that each shall defend title to its interest and bear all expenses in connection therewith.

2. Loss bx Non-Paxment or Erroneous Payment of Amount Due: If, through rmstake or oversight,

“any- renta),’ shut<in well payment; mnmmum royalty ‘or royalty payiient; is not.paid or is erroneously

paid, and as a result a lease or interest therem termmates there shall be no monetary hablhty agamst
the party whn failed to make siich ‘pavment. Unleqc the party who failed to make the required’ payment ;

secures-a new lease covermg the same interest within ninety’ (90) days trom ;he dlSCOVEI‘y of the fail- _

ure to make proper payment, which -acquisition w;ll not be subiect to Article VIILB,, the inlérests ‘of
the parties shall be revised on an acreage basis, effective as of the date of termination of the lease in-
volved, and the party who failed to make proper payment will no longer be credited with an interest in

the Contract Area on account of ownership of the lease or interest which has terminated, In the event

the party who fajled to make the required payment shall not have been fully rexmbursed at the time of
the loss, from the proceeds of the sale of 0il and gas attributable to ‘the lost interest, calculated on an
acreage basis, for the development and operating costs theretofore paid on account of such mter&st it
shall ‘be reimbursed for unrecovered actual costs theretofore paid by it (but not for its share’ of the
cost of any dry hole prev:ously drilled or wells previously abandoned) from so much of the followmg
as is necessary to effect reimbursement:

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

(b) Proceeds, less operating expenses, thereafter accrued attributable to the lost interest on an
acreage basis, of that portion of oil and gas thereafter produced and marketed (excluding‘ﬁrodiietion

-from ‘any wells thereafler drilled) which, ln-the -absence of such lease termination, would be attributahle

to the lost interest on an acreage basis, up to the amount of :unrecbvered costs, the proceeds of sa\d

'portxon ‘of the oil and gas to be contributed by the other parties in proportion to their xespective in-

terests; and
(¢) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, or
becomes, the owner of the interest lost, for the privilege of participatmg in the Contract Area or be-

coming a party to this agreement,

3. Other Losses:  Ail losses incurred other than those set forth in Articles IVB! and’ IVB 2.
akove, 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 interests in the remaining portion of

the Contract Area.

ARTICLE V. , . s

OPERATOR LAl

A. - DESIGNATION AND RESPONSIBILITIES OF OPERATOR: C ﬂ‘_
_LaRUE & MUNCY, P, O, BOX 96, Artesia, New Mexico, 88210 ’ shall be the

Operator of tho Contract Aren, and rhall conduct and dlrect and have full control of all operauohs on
the Contract Area as permltted and required by, and within the limits of, this agreement, - 1€ shail con-
duct all such operations in a good and workmanlike manner, but it shall have no liabllfty as operator
to the other parties for losses sustalned or llabilities incurred, except such as may reSult lrg‘:_.n 'gross
negligence or willful misconduct, 22

s
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B. Resignation or Removal of Operatbr ’and Selection ‘of Successor:

1. Resignation or Removal of Ope=rator: Operator may resign at any time by giving written notice
thereof to -Non- Operators, If Operator temunates its legal existence, no longer owns an interest in the
Contract Area, or is no longer capable of serving as Operator, it shall cease to be/Operator without any
action by Non-Operator; except the selection of a successor. Operator may be. removed if it fails or
refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in receivership,
by the affirmative vote of two (2) or more Non-Operators owning a majority interest based on cwner-
ship as shown on Exhibit “A”, and not on the number of parties remaining- after excluding the voting

- interest of Operator Such resxgnanon or removal shall not become effective until 7:00 o’clock A.M.

on the ‘first day of the calendar month followmg the explratlon of ninety (90) days after the giving of
notice of resignation by Operator or action by the Non-Operators to remove Operator unless a successor

- Operator has been selected and assumes the duties of Operator at an earlier date, Operator, after effect-

ive daté of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of
a corporate name or structure of Operator or transfer of Operator's interest to any single subsidiary,
parent or successor corporation shalil not bé the basis for removal of Operator.

2, Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Op-
erator shall be selected by the Parties. The successor Operator shall be selected from the parties ownmg
an interest in the Contract Area at the time such successor Operator is selected. 'If the Operator that
is removed fails to-vote or votes only to succeed itself, the successor Operator shall be selected by the
affirmative vote -of two (2) or more partles owning & majority interest based on ‘'ownership as shown

\‘on Exhibit “A”, and not oh the number of parties remadining after excluding the voting" interest of the
Operator that was removed.

C Erpploye'*

The number of employees used by Operator m conductmg operatxons hereunder theu- selectmn, L
and the hours of labor and the’ compensahon for services performed shall ‘be' determmed by Op'*r..tm.”"
and 31l such employees shall be the employees of Operator. .

D. Drilling Contracts:

All wells dnlled on the Contract Area shall be drilled on'a competmve contract basxs at the usual
'rates prevailing in the area. If it so desices, Operitor may employ its own tools and e(iuxpment in the
dnllmg of wells, but its charges therefor shall not exceed the prevaxlmg rates in the area and the rate
of such ‘charges shall be agreed upon by the parties in writing “before drilling operatlons are com-
menced, and stuch work shall be performed by Operator under the same terms and condltxons as ‘are
customary and usual in-the area in contracts of independent contractors who are doing work of a sim-~
ilar nature.

./ ARTICLE VL ,
DRILLING AND DEVELOPMENT

A. Initial Well:

On or before the 3lst day of December _ , 1978, Operator shall commence the driil-
ing of a well for oil and gas at the following location: ‘

1,980 feet from the south 1line and 1, 980 feet from the east line of
Section 34, Township 18 South, Range 26 East, N.M.P.M.

and shall thereafter continue the drilling of the well with due diligence to a depth -suffiéieut ‘to
test the Abo formation. ‘

D

unless gramte or other pxdchcally 1mpenetrable substance or condltxon in the hole, whlch renders
further drilling Impractical, is encnuntered at a lesser depth, or unless all parties agree to complete or

abandon the well at a lesser depth,

‘Operator shall make reasonable tests of all- formations encountered durlng drilling whlch guie in-

dication of ‘containing oll and gas in quantities sufficient to test, unless this agreement shall be: hmxted
in its application to a specnfzc formation or formations, in which event Operator shall be” req‘uired to

l“ -'

test only the formatlon or formations to which this agreement may apply. (7 § I T ';:)
If in Operators Judgment the well will not produce oil or gas In paying quantlties,\an" 15
to plug and abandon the well as a dry hole, it shall first secure. the consent of all panttegua‘;jg‘ ;Mll

gl st v o hild
plug and abandon same as provided in Article VIE.1. hereof. L0 MY o witing By e
X : Aratend 2338w 1 Pl Lacdom )
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B. Subsequent Operations:

1
2 .
3 1. Proposed Operations: Should any party herelo desive to drill any well on the Contract Area "\
4 other than the well provided for in Article VLA, or to rework, deepen or plug back & dry hole drilled '
5 .at the joint expense of all partles or a well jotntly owned by all the parties anfl not then producing
6 in paying quantities, the party desiring to drill, rework, deepen or plug back such a well shall (ive the
7 other parties written notice of tiie proposed operation, specifying the work to be pertormed the loca-
8 tion, proposed depth, objective formation and the estimated cost of the operation, The parties receiv-
¢ ing such a notice shall have thirty (30) days after receipt of the notice within which to notity the
10 - parties wishing to do the work whether they elect to participate in the cost of the proposed operation.
1t If a drilling rig is. on location, notice of proposal to rework, plug back or drill deeper may be given
12 by telephone and the response perfod shall be limited to forty-eight (48) hours, exclusive of Saturday,
13 Sunday or legal holidays. Failure of a party recelving such notice to reply within the perlod above fixed
14  shall constitute an election by that party not to participate [n the cest of the proposed’ operatlon Any
15 notice ox response given by telephone shall be promptly confirmed in writing,
16
17 ... 2. Operations._by Less than 'All Parties: It any party recelving such notice as provided in Article
18 VIBl or VLE.. elects not to participate in the proposed operation, theh, in order to be entitled to
19 the beneflts of thls artxcle, the party or parties givlng the notice and such other partles as shall elect
20  to partxclpate in the operation shall, within sixty (60) days after the expiration of the notice period of
21 thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period
22 where the drilling rig is on location, as the case may be) actually commence work on the . proposed
23 operation and complete it with due diligence, Operator shall perform all work for the’ account of the

24 ‘Consentmg Partles provided however. if no"dnlling'rig or othervequipment 1s ‘on location, and if Op-

28 nnhl'hlnflnd . nmrohnhc on fhn (‘ontranf Area’ pursuant to this Artlcle VI B. 2 shall comply thh all terms

JES L QDI RLE LA S0 & -4 8

29 and conditions of this agreement

31 If less than all parties approve any proposed operation; the proposing party, xmmediately' afier the -
32 expiration of the applicable notice period, shall advise the Consentmg Parties of (a) the total interest
33 of the part:es approving such operation, and (b) its recommendation as to whether the Consentmg Par-
34 ties should proceed Wwith the operaiion &s proposed. Each Consenting Party, within forty-elght (48)'
35 - hours (exclusive of Saturday, Sunday or legal holidays) after receipt of such notice, shall advise the
36  proposing party of its desire to (a) limit participation to such party’s interest as shown on Exhibit “A",

37 or (b) carry its proportionate part of Non-Consenting Parties' interest. The proposing 'party, at its
38 election, may withdraw such proposal it there is insufficient participation, and shall promptly notxfy

39, “all parties of such decision. ,

41 The entire cost and risk of conducting such operations shall be borné by the Consenting Parties in
42  the proportions they have elected to bear same under the terms of the preceding paragraph. Consenting
43 Parties shall keep the leasehold estates involved in such operations free and clear of all liens “and
44 encumbrances of every kind created by or arising from the operations of the Consenting Parties, If such
45 an-operation results in a dry hole, the Consenting Parties shall plug and abandon the well at'their sole
468  cost, risk and expense. If any well drilled, reworked deepened or plugged back under the’ “provisions
47  of this Article results in a producer of oil and/or gas in paying quantltxes the Consenting Parties shall
48 - complete and equlp the well to produce at their sole cost and risk, and the Jvell shall then be turned
490 over to Operator and shall be operated by it at the ‘expense and for the account of the Consenting Partxes
60 Upon commencement of operations for the dnllmg, reworking, deepening or plugging back of any ‘such
51 well by Consenting Parties in accordance with the provisions of this Article, each Non- Consentmg Party’
52 shall be deemed to have relinquished to Consenting Parties, and the Consenting Parties shall own and
63  be entitled to receive, in: proportion to their respective interests, ‘all of ,such" ‘Non- Consentmg Party's
54 interest in the well and share of . production therefrom until the proceeds of the sale of such share,
56 calculated at the well, or market value thereof if such share is not sold (after deducting production
b6 taxes, royalty; overrlding royalty and other interests existing on the effective date hereof, payable out of
57  or measured hy.the production from such well aceruing with respect to such interest until it reverts;;

58 shall equal the total of ‘the following: ‘ . e{
69 ' T
60 (a) 100% of each such Non-Consenting Party’s share of the ‘cost of any newly acquired surface

61 - equipment beyond the wellhead connections  (including, but not limited to, stock tanks, separators,
62 treaters, pumptng equipment and piping), plus 100% of each such Non-Consenting Party’s share ot the
63  cost of operatlon of ‘the well commencing with first productlon and continuing until each su Non—
84 Consenting Party's relinquished interest shall revert to it under other provisions of this (A fticler nt%eing
66 agrced-that each Non-Consenting Party's share of such costs and equipment will be th\j }ntereét\‘Whlch
668  would have been chargeable to each Non-Consenting Party had it participated in the elkfronf,, ? be-
67 ginning of the operation; and ; ";‘n‘:w"

68 B . ‘ - CiGailang YT g nk dits
69 (b)_5.0.0.96 of that portion of the tosts and expenses of drilling reworking, Jeepeninz.,or 51““51;8]
70 back, testing and completing, after deducting any cash contributions received under J\rﬁclevm.c.,.md:-

-5-
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} ductmg ‘the operatxons for the Consentmg Parties 'shall futhish each Non Consentmg Parly with ar
_“ventory of the equ!pment in“and ‘cofinected to the, well, and an’itemized statement of ‘the cost 6f’ drilli ﬁg,%
deepeumg, pluggmg back, testing, completmg, and equipping the well for productnon or, at its option,'

C
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58D % of that portion of the cost of newly acquired equlprnent in the well (to ang including the well-
head connections), which would have been chargeable to such Non-Consenting Party if it had partici-

- b
yaoEd ther em

Gas production attributable to any Non - Consenting Party’s relinquished intgrest upon such Party’s .
election, shall be sold to its -purchaser, if available, under the terms of its existing gas sales con-
tract. Such Non - Consentzng Party shall direct its purchaser to remit the proceeds receivable from
such sale dLrect to the Consenting Parties until the amounts provided for in this Article are recov-

ered from the Non - Consenting Party’s relinquished interest. If such Non - Consentmg Party has not

contracted for sale of its gas at the time such gas is av_a;table for delivery, or has not made the elec-
tion as provided above, the Consenting Parties shall own and be entitled to receive and sell such Non-
Consenting Party’s share of gas as hereinabove provided during the 'reéoupmént period.

Durmg the period of time Consentmg Parties are entitled to receive Non-Consenting Partys share
of production, or the proceeds therefrom, Consenting Parties shall be responsible for the payment of
all production, severance, gathering and other taves, and all royalty, overriding royalty and other
burdens applicable to Non-Consenting Partys share of production.

In the case of any reworkmg, plugging back or deeper drilling operat;on, the Consenting Parties shall
-be permltted to use, free of cost, ‘all casing, tubing and other equipment in the well, but the ownership of
all such equipment shall’ remam unchanged; and upon abandonment of a well after such reworking,
plugging back or deeper drxlhrg, the Consenting Parties shall account for 2l such eqzapmc... 1o the

owners thereof, with each party receiving its proportlonate part in kind or in wvalue, less cost of
salvage.

Wlthln smty (60) davg “After tha nnynntﬂhnn B R P wid e yoTar e se bl .,..l.\.. f‘xu”.‘..tu.l\., -'m:—»y;‘ y s

the ‘operating party, in heu ‘of an itemized statement of such' costs of operatxon may subniit a detailed
statement of monthly bllhngs Each month thereafter ‘during the' time the Consentmg Parties are bemg
reimbursed as provided above, the Party conductmg the operatlons for the Consentmg Parties shall furn-
ish ‘the Non-Consenting Parties with an itemized statement of all costs and liabilities incurred in the
_operauon ‘of ‘the well, together with a statement of the quantxty of oil and gas produced from it and the
amount of proceeds realized from the sale of the well’s workmg interest production during the precedmg
month.  In determmmg the quantxty of onl and gas produced dunng any month, Consentmg Parties
shall ‘use industry accepted methods such as, but not limited to, metering or permdlc well tests. Any
amount realized from the sale or other disposition of equipmeént newly acquired in connectxon with any
such operatxon which ‘would’ have been owned by a Non-Consenting Party had it partxcxpated therein -
shall be credxted against the total unreturned costs of the work done and of the eqmpment purchased,
in determining when the interest of such Non-Consentmg Party shall revert to it as above provided;
and if there is a credit balance, it shall be paid to such Non-Consentmg patty

If and when the Consentmg Partxes recover from a Non-Consenting Partys relmquxshed Interest
the amounts provided for above, the relinquished interests of such Non-Consenting Party shall ‘auto-
matxcally revert to it, and, from and after such reversxon, such Non-Consentmg Party shall own the same
inferest in such well, the materlal and equipment ‘in or pertaming thereto, and the productxon there-
from as such Non-Consenting Party would have been entitled to had it participated’in the drilling,
reworking, deepening or plugging back of said well. Thereatter, such Non-Consenting Party shall be
charged with and shall pay its proportionate part of the furtl"er ‘costs of the operatmn of said well in
accordance with the terms of this agreement and the Accounting JProcedure, attached hereto

Noththstandmg the provisions of this Art:cle VI B.2, it is agreed that without the miitual consent
of all parties, no wells shall be completed in or produced from a source of supply from which a well
located elsewhére on the Contract Area is producmg, unless such well conforms to the then-existing
well spacing pattern for such source of supply.

ey

The provisions of this Article shall have no application whatsoever to the drilling of the)initial
well described in Article VLA, except (a) when Option 2, Article VILD.1., has been selected,"or (b)
to the reworking, deepening and plugging back of such initial well, if such well is or theréaftg?',shalt
prove to be a dry hole or non-commercial well after having been drilled to the depth specitied in’ ‘Artncle

VLA. , Ij
‘ %

C. Right to Take Produetlon in Kind: A \\

.\/
Each party shall ‘nava the right to take in kind or separately dispose of its propordona%eg are of
all ol and gas produced fiom the Contract Area, exclusive of production which may be: used/ 4 de-
velopment and ,‘roductng operatlons and in preparing and treating oil for marketl Tposes. d_
production una’ /otdably lost. Any extra expenditure incurred In the taking In kind x; separate dt?po',,
sition by any 1)arty of its proportionate share of the production shall be borne by ltuch..mtyz__AIw* :
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party taking its share of production in kind shall be required to pay for only its proportionate share

A

of such nart of Opnserator's surface fosilitles which it uses,

Each party shall execute such division orders and contracts as may be necessary for the sale of its
interest in production from the Contract Area, and, except as provided in Article VILB., shall 'be entitled -
to receive payment direct from the purchaser thereof for its share of all productlon

In 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 gas 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 to others at any time and from time to time, for the account of the non-taking
party at the best price abtainable in the area for such production. Any such purchase or sale by Op-
erator shall be subject always to the right of the owner of the production to exercise at any time its
right to take in kind, or separately dxspose of, its share of all oil and gas not previously delivered to a
purchaser. Any purchase or sale by’ Operator of any other party’s share of oil and gas shall be only for
such reasonable periods of time as are consistent with the mmu'num needs of the industry under the
particular cifcumstances, but in no event for a period in sxcess of one (1) year. Notwithstanulnz ‘the
foregoing, Operator . shall not make a sale, including one into interstate commerce, of any other party's

" share of gas production without first giving such other party thirty (30) days notice of such intended

sale. ,"‘5‘/‘*
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 dayéto;day basis for any reason are not
exactly equal to a partys respective proporuonate share of total gas sales to be allocated to. it, the

'balancmnr or ‘aceounting between the respechve accounts of - the parties shall ‘be in accordance ‘with

_ Balancing Agreement between the parties hereto, whether such Agreement is attached as
Exhibit “E”, or is a separate Agreement.

D. Access to Contract Area and Information:

. 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 pertainmg to the de-
velopment or operation thereof, including Operator s books and records relatmg thereto. Operafor upon
request, shall furnish each of the’ other parties thh copxes of all forms or reports filed with govern- -

.mental agencies, daily drilling reports, well logs, tank tables, daily gauge and run ticketis and reports
. of stock on hand at the tirst 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” furmshing information to .

Non-Operator, other than that specmed above, shall be charged to the Non-Operator that requests the
information. : . '

E. Abandonment of Wells:

1. Abandonment of Dry Holes: Except for any well drilled pursuant to Article VIB2 anv well

““which has been drilled under the terms of this agreement and is proposed to be completed asa dry hole
’ shall not be plugged and abandoned without the consent of all parties. Should Operator, after dzligent )

etfort be unable to contact any party, or should any" party fail to reply within forty-enght (48) hours
(exclusive of Saturday, Sunday or legal holidays) after receipt of notice of the proposal to plug and
abandon such well, such party shall be deemed to have consented to the proposed abandonment. Al
such ‘wells shall be plugged and abandoned in accordance with applicable regulations and -at the cost,
risk and expense of the part:es who participated in the cost of drilling of such’ well; Any party who ‘ob-
jects to the pluggmg and abandonmg such well shall have ‘the right to take over the well and conduct
further operations in search of oil and/or gas subject to the provisions of “Article VIB.

2, ‘Abandonment of Wells that have Produced: Except for any well which has been’ drllled or re-
worked pursuant to Article VLB.2. hereof for which the ‘Consenting Parties have not been fully reim-
bursed as therein prov1ded any well which has been’ completed as-a producer shall’ not’ be plugged and

_abandoned without the consent of all parties, Tf all’parties consent to such abandonmcnt the wéfi" shall

be plugged and abandoned in accordance with ‘applicable regulations and at the cost, risk and ekpense
of all the partxes ‘hereto. If, within thirty (30) days after receipt of notice of the proposed abando;lment
of such well, all parties do not agree to the abandonment of any well, those wishing to continue’ hg op-
eration shall tender to each of the other parties its’ ‘proportionate share of the value of the well's §5l‘vable
material and equipment, determined in accordance with the provisions of Exhibit “C", less the ey mated
cost of salvagmg and the estimated cost of plugging and abandonlng. Each abandonlng par ~Tshall
assign to the non-abandoning parties, without warranty, express or implied, us to title oyas M Ltlty,
quality, or fitness for use of the equipment and material, all of its interest in the well a rglgte&u%uip-

ment, together with its interest in the leasehold estate as to, but only as to, the interval ot- ‘; the

formation or formations then open to production, If the interest of the abandoning- part sro\ 3 ':‘_des

an oll and gas interest, such party shall execute and deliver to the non-abandoning part pé m'm n..
oil and gas lease, limited to the interval or intervals of the formation or formations then.opentop ucp,

tion, for a term of one year and so long thereatter as oil and/or gas s produced from thl‘inwulﬁdﬂn

- -

-
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vals of the formation or formations covered thereby, such lease to be on the form attached as Exhibit
“R"” -Tha ascignments or leases so mited shall encompass the ‘o ﬂiing unit” upon which the weil is

located. The payments by, and the assignments or leases to, the assignees shall be in a ratio based upon
the relationship of their respective percentages of participation in the Contract Area to the aggregate of

Contract Aran of all ncelanm Therae chdall ha na t-aqdun'vvgen‘_.

-adllT mdipees MU

" the pel.kc:luasca ‘of yau.u,apauuu in-the Contract

of interest in the remaining portion of the Contract Area.

Thereafter, abandoning parties shall have no further responsibility, ‘liability, or interest in the op-~
. eration of or production from the well in the interval or intervals then open other than the royalties
10 retained in any lease made under the terms of this Article. Upon request, Operator shall continue to
11 operate the assigned well for the account of the non-abandonmg parties at the rates and ‘charges con-
12 templated by this agreement, plus any additional cost and charges which may arise as the result of
13 the separate ownership of the assigned well.

W =IO L b 0N =

15 , ~/ARTICLE VI.

16 EXPENDITURES AND LIABILITY OF PARTIES
17 y ‘ - Hl

18 A. Liability of Parties:

20 The liability “of ‘the parties shall be several, not joint or collective, Each party shall be’ responsible
21 only for its obhgatlons and shall be liable only for ite proportionate share of the costs of developmg
22" and operatmg ‘the Contract Area. Accordmgly, the liens granted among the parties in Artlcle VIL.B. are
23 gwen to secure onIy the debts of dach severa)ly It is not the intention of the partxes to create, nor shall
‘, thls agree ent be construed as creatmg, a mmmg or other partnershxp or association, or to render the

- 27.. B, Lisus &nd Payinent ucxauus

Each Non Operator grants to Operator a hen upon 1ts oxl and gas nghts in the Contract Aréa, and a
30 secunty ‘interest in its share of oil and/or gas when extracted and its interest in all eqmpment to secure
31  payment of its share of expense,. together with mterest thereon at’ the rate provided in the Accounting
32 Procedure attached hereto as Exhibit “C”.-To the extent that Operator has a ‘security interest under the
83 Uniform Commercial Code of the State Operator shall be ‘entitled to exercise the nghts and’ remedies
34 ofa secured party under the Code. The bringing of a suit and the obtaining of Judgment by Operator ’
35 for the' secured mdebtedness shall not be deemed an election of remedles or otherw:se affect the lien
36 ':rlghts or secunty interest as secunty for- the payment thereof. In addxtion. up’>n default by any Non-
37 Operator in the’ payment of nts share o/f expernse, Operator shall have the nght w:thout preJudxce to
38 ants or remedx s 1o ¢o lect front the pjre z}isgr the oce%ds Ehe sahi h Non-;
e S/aor gas tl?% e am owe %y such pera? Jus m%eres %e«.yn %L&ncy
40 purchaser shall be entltled to’ rely upon Operator’s wntten statement concernmg the amount of any de-
41 fault. Operator grants a like lien and security interest to the Non-Operators to secure payment of Op-~
42 erator’s vroportionate share of expense,

44 If any party fails or 1s ‘unable to pay 1ts share of expense within sucty (60) days after rendition. of
45 a statement therefor by Operator, the non-defaulting partles including Operator, shall, upon request by
48 Operator, pay ‘the Unpaid amount -in" the proportion that the interest of each such’ party bears to the in-
47 terest of all such parties. Each party so paying its share of the unpaid amount shall, to obtain reimburse-
48 ment thereof, be subrogated to the security rights described in the foregoing paragraph.

49

50 C. Paymentsand Accounting:

51

52 Except as herein otherwise specxfncally provxded Operator shall promptly pay and dlscharge expenses

53 incurred in the’ development and operatlon of the Contract Area pursuanht to this agreement and shall

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

55 vided in the Accountmg ‘Procedure attached hereto as Exhibit “C”. Operator shall keep an accurate
58 record of the joint accourit hereunder, showmg expenses incurred and charges and credits made and 2

57 ‘received. ?f'
48 : -
59 Operator, at its election. shall have the right from tlme to time to demand and receive fro"n the

60 other parhes payment in advance of their respective shares of the estlmated amount of the expenSe to
.61  be incurred in operations hereunder during the next succeeding month, ‘which right may be e'cerclsed only
62 by submnssxon to each such party of an itemized statement of such: estimated expense, together with
63 an invoice for its share thercof. Each such statement and invoice for the payment in’ advance"or esti-
‘64 mated expense shall be submitted on or before the 20th day of the next preceding’ month Eaeh party
65 shall pay to Operator its proportionate share of such estimate within fifteen (15) days al‘ter such es-
66 timate and favolce is recelved. If any party fails to pay its share of said estimate wlthln s;i’ld ﬁ.me, the
‘87 _ amount due shall bear interest as provided in Exhibit “C" until paid. Proper adjustment shau be
68 made monthly between advances and actual expense to the end that each party shalt-beer-‘-hndipn}'ﬁt;_

69 proportionate share of actual expenses incurred, and no more, ; l TRty e by r
e i) St bt A At | wdee




D. Limitation of Expenditures:

1

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

é
7
8

10 [X 'Option No. 2: All necessary expenditures for the drilling or deepening and testing of the well. When
11 such well has reached its authorized depth, and all tests have been completed, Operator shall give im-
12 mediate notice to the Non-Operators who have the right’ to participate in the completron costs. The parties
13 receiving such notice shall have forty-eight (48) hours (exclusive of Saturday, Sunday and legal holi-
14  days) in which to elect to participate in the setting of casing and the completion atteript. Such election,
15 when made, shall include consent to all necessary expenditures for the completmg and equipping of such
16 - well, including necessary tankage and/or surface facilities, Farlure of any party receiving such notice
17 - to reply within the period above ﬁxec shall constitute an election by that party not to participate in
18 the cost of the completion attempt If one or more, but less than all of the parties, elect to set pipe and
19  toattempt a completion, the provisions of ‘Article VI.B.2. hereof (the phrase “reworking, deepening or
20 plugging back” as contained in ‘Article VI.B.2. shall be deemed to include “completmg") shall apply to
21  the opevations thereafter conducted by less than all’ parties.

23 2. Rework or Plug Back Without the consent of all parties, no well shml be reworked or plugged

24  back except a well reworked or plugged back pursuant to the provisions of Article VI.B.2. of this agree-

25 ment, it being- understood that the consent to “‘the reworking or: pluggmg back f-a well “shall’ include

26 consent to all necessary expendrtures in ‘conducting ‘such’ { .and equl ping of‘ :
27 - said well mcludmu necessary’ ta*xka" : s

2 e '
29 3. Other Operatrons Operator shall not undertake any smgle prozect reasonably esumated to requu'e :
30 an expendrture in excess of_Elftepn ’l‘hmiqand——-—-—-————-—g—-—-m ————— ~Dollars ($ 15 000. 00 )

31 except in connection with a well, the drilling, reworking, deepening,; completmg, recompleting, or plug-
32 gmg back “of which has been previously authorized by or pursuant to this agreement;  provided, how-
33 ever; that,'in case of explosxon fn'e, flood or other sudden emergency, whether of the same or different
.34 nature, Operator ‘may take such’ stens’ and inonr such expenscs os in i6 opinion are reqmu.—u 10 deal wilh
35 the emergency to safeguard hfe and property biit Opeérator, as promptly as possible, shall report the emer-
36 gency to the other parties.  If Operator prenares “Authorxty for Expenditures” for its own use,

37 Operator; upon reguest, shall furnish copies of its “Authority for Expenditures” for“any single project

38 costing in excess of 1 Ten Thousand . Dollars ($-10,000.00 ).
39 ‘

40 E. Royalties, Overriding Royalties and Other Paymeonts:

41

42 Each party shall pay or deliver, or cause to be paid or dehvered all royaltxes to the extent of
43 25% due onits share of productxon and shall hold’ the’ other parties free

44 from any Ilablhty therefor. If the interest of any party in any oil and gas lease covered by this agree- ;
45 _‘ment is sibisct to any royslty, overriding royslty, preduction pavment, or other ‘charge over and above

T savy
24 5] s e g

W46 the aforesald royalty, such party shall assume and alone bear 2ll such obligations and shall account

47 for or cause to’ be accounted for, such interest to the owners thereof, If the interest of any art
48 'in any oil 4nd gas lease covered by the agreenent is subject to' an overriding royaity,

production payment, or other charge that is less than the aforesaid royalty, such
party shall retain for its own account the difference between the existing burdens
and the aforesaid royalty..

49 No party ‘shall ever ‘be responsxble on any price
to any other party s lessor or royalty owner; and if-any such other party’ s lessor or royalty owner should

basrs higher than the ‘price received by such party,

50

51 demand and recexve settlements on a higher price basis, the party contributing such lease shall bear the
"52 royalty burdéen insofar as such higher price is concerned.

53

54 F. Bentals, Shut-in Well Payments and Minimum Royalties

55

56 Rentals shut in well payments and minimum royalllea which may be xequn ed under, the termis of

57 any lease shall be pald by the party or parties who subjected such lease to this agreement at its or‘ their

58 expense. In the event {wo or more parties own and have contributed interests in the same leaseto this

‘59  agreement, such partles may designate one of such parties to make sald payments for and on behalr of all

60 such parlies. Any party may request, and shall be entitled to receive, proper evidence of all suclhpay-

61 ments.  In the event of failure to make proper payment of any rental, shut-in well payment or minlmum

62 royalty through mistake or oversight where such payment is réequired to continue the lease in 1orce. .
any loss which results from such non-payment shall be borne in accordance with the provis:ons o'f fxrticle .

63 O
g; 1Iv.B.2. | . / ,\:;,'
66 Operator shall notify Non-Operator of the antlcipated completion of a shut-in gas well,,.or ghe ghut-
67 ting in or return to production of a producing gas well, at least five (5) days (excludi&a 'ay 3un-

68 day and holidays), or at the earliest opportunity permitted by clrcumstances, prior to o o
69 but assumes no llability for !allure to do so. In the event of fallure by OperatorLto so,,notﬂy Nonr,,
Lorats by Mn»-ﬂnbrnf(ﬂ' for failure' to make:timely paymentasl

‘ 76 UWI ﬂl\ll. tue JUED Ul HiLy u-:uac \.vuunuuwu N w e
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-‘duction other ‘than the royalties’ fetained in any lease made under the terms of this Artlé‘leu e\Pttles

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 year after the effective date hereof, Operator shall render for ad
valorem taxation all property subject to this agreement which by law should be randered for such
taxes, and it shall pay all such taxes assessed thereon before they become delinquent. Prior to the ren-
dition date, each Non-Operator shall furnish Operator information as to burdens (to include, but not be
limited to, royalties, overriding royalties and production payments) on leases and oil and gas interests con-
tributed by such Non-Operator. If the assessed valuation of any leasehold estate is reduced by reason of its
being subject to outstanding excess royalties, overriding royalties or production payments, the reductidn in
ad valorem taxes resulting therefrom shall inure to the benefit of the owner or owners of such leasehold
estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benetrt of such
reduction. Operator shall bill'other parties for their proportionate share of all tax payments in the man-

ner provided in Exhibit “C”.

If Operator considers any tax assessment improper, Operator may, at its discretion, protest within

‘the time and manner prescrrbed by law, and prosecute the protest to a final determmatxon, unless all

parhes agree to abandon the protest prior to final determination. Durlng ‘the pendency of administrative
or judicial proceedings, Operator may elect to pay, under protest, all such taxes and any interest and

[ ‘penaity. When any such proiested assessment shall have been finally determined, Operator shall pay

the tax for the joint account, together with any interest and penalty accrued and the total cost shall then
be assessed against the parties, and be paid by them, as provided in Exhibit “C”,

Each party shall pay ‘or cause to be paid all productlon, severahce, gathering and other taxes im-
posed upon or with respect to the ‘productiori or handling of such party’s share of oil and/or gas pro-
duced under the terms of this agreement

H. Insurance:

At all times while operations are cenducted: hereunder, Operator shall comply with the Workmen's
Toawr o€ tha Qtata mhons tha: nnm-zxf neare hsing 0nnrhlnh:n4 nv-m...!m! Howovsr; t}\at t)n. :

Olavrinnontinm
LOMpTnSaion “Law oi-1nd - Stlale wnerg theoperalions ara--heing ‘conqiiele

erator may be a self—msurer for liability under said” compensation laws in which event the only charge
that shall be made to’ the joint account shall be an amount equxvalent to the premlum whlch wouid have
been pazd had' such insurance been obtamed Operator shall -also carry or provide insurance for the
benefit of the joint account of the partxes as outlmed in Exhibit “D", attached to and made a part hereof.

Operator shall require all ‘contractors engaged in work on or for the Contract Area to comply with the

Worlrmens Compensatmn Law of the State where the” operations are being conducted and to maintain
such other insurance as Operator may require.

In the event Automobile Public Liability Insurance is specified in said Exhibit “D”, or subsequently

“receives the approval ‘of the parties, no direct charge shall be made by Operator for premiims paid for

L ~h ran
SUTH ANSUranit ot

insu for "pc:"‘tc:".‘: fu:r; cwncd dutUulUllVb‘ equnpment

ARTICLE Vi
'ACQUISITION, 'MAINTENANCE OR TRANSFER OF INTEREST

i

A. Surrender of Leases: ' i

The leases covered by this agreement, inso‘fa: as they embrace acreage in the Contract Area; shall
not be surrendered in whole or in'part unless all parties consent thereto.

However, suould any party desire to surrender its interest in any lease or in any portxon thereof, ‘and
other partles do not agree or consent thereto, the party desiring to surrender shall ass]gn, ‘without express
or implied warranty of title, all of its interest in such ]ease, or portion thereof, add any well, material and
equrpment whxch may be located thereon and any* ‘rights in produc!xon thereafter secured to thev arties
not: desxrmg to’ surrender it. If the interest of the assigning party mcludes an oil and’ gas interest,.. ‘e as-~
signing party ‘shall éxecuite ‘and deliver to the party or: parties not desmng to surrender an oil and gas

‘lease covering such oil 'and gas interest for a term’'of one year and so long thereafter as ofl ancf/or gas

is produced from the land covered thereby, such lease to be on the form attached hereto as Exhibit “B".
Upon such assngnment the assigning party shall be relieved from all obhgatlons thereafter aéc‘rulng,
but not theretofore accrued, with-respect to the acreage assigned and the operation of any well; hereon,
and ‘the asslgmng party shall have no further interest in the lease ass:gned and its equlpment» anc\ pro-

assignee shall pay to. the party assignor the reasonable salvage value of the latter's intercst* in. ells
and equipment on the assigned acreage. The value of all materlal shall ‘be determlne\l fn aceor ance

(AR

with the provisions of Exhibit “C”, less the estimated cost of salvaging and the estimate& eoat;ot, Ii.lx;-_I

ging and abandoning. If the assignment is in favor of more than one party, the ass{gned interest "shall

egreir vitgtan I8utr I Lavisrtn
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be shared by tha parties zasignce in the proporiions that the interest of each bears to the interest of all

__parties assignee,

Any assignment or surrender made under this provision shall not reduce or change the assignor's or
surrendering parties’ interest, as it was immediately before the assignment, in thebalance of the Contract

‘Area; and the acreage’ assxgned or surrendered, and subsequent operations therecn, shall not thereafter

be subjeci {6 the ierms and provisions of this agreement,
B. Renewal or Extension of Leases:

If any party secures a renewal of any oil'and gas lease subject to this Agreement, all other parties
shall be notified promptly, and shall have the right for a period of thirty (30) days following receipt
of such notice in which’to eleft 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 thelr several proper
proportionate shares of the acquisition cost allocated to that part of such lease within the Contract Area,
which shall be in proportion to the interests held at that time by the partles in the Contract Area.

If some, but less than all, of the parties elect to participate in the purchase of a renewal lease, it
shall be owned by the parties who elect to participate theréin, in a ratio based upon the relationship of
their respective’ percentage of participation in the Contract Area to the aggregate of ‘the percentages
of partncnpatron in the Contract Area of all parties partxc:patmg in the purchase of such reénewal lease.

Any renewal lease in whlch less than all parties elect to participate shall not be subject to this agreement.
~ ' ~without warranty

Each party who participates in the purchase of a‘renewal lease shall be given &n assignment/of its

proportronate mterest therein by the acqulrmg party. ’

lne nrov:smns of thrs Artxcle‘ 3 .al’ ﬁply to renewal leases whether they are for the entu'e interest

. covered b the»expxrmg lease or co‘ ¢=r oniy a portion of its area or an interest therein, Any renewal lease ,

 takeon before the evm-‘a!scp zre its predecessor lease, or taken or contracted for within six (6) mionths after

the expiration of the exlstlng lease shall be subject to this provision; but any lease taken or contracted
for more than six (6) months after ‘the expiration of an existing lease shall not be deemed a renewal
lease and shall not be subJect to the prowsmns of thls agreement

The provisions in this Article shall apply also and in like manner to extensions of ofl and gas
leases. - The provisions of this Article VIII-B shall only apply to leases, or por-
tions of leases, located within the Unit Area. '
C. Acreage or Cash Contrlbuhons-

While this agreement is'in force, if" any party contracts for a contribution of cash toward the dnlhng
of a well or any ‘other operatlon on the Contract Area, such contrlbutron shall be pald to the party who
conducted the drmmg or other operation and shall be apphed by it against the cost of such dnllmg or
other operatxon If the contribution be in the form of acreage, the party to whom the contribution is

made shall promptly tender an assngnment of the acreage, without warranty of title to the Drilling

" Parties in “the proportxons said Drilling Parties shared the cost of drilling the well 1f 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 cf this agreement." If less than all parties hereto are Drilling Parties and
accept such tender, such acreage shall not' become a part of the Contract Area.’ Each party shall-prompt-
ly notify all other parties of all acreage or money contributions it may obtain in support of any well or
any other operation on the Contract Area.

If any party contracts for any consnderatlon relatmg to dlsposmon of such party's share of substances
produced hereunder, such consideration shall not be deemed a contribution as contemplated ‘in this
Article VIILC. This paragraph shall not be applicable to the contribution of acreage

" by the Contributing Parties toward the Initial, Substitute, or Option Test Well.

D. Subsequently Created Interest

Notmthstandmg the provxsxons of Article VIILE. and VIIIG. if any party hereto shall, subsequent
to execution of this agreement, ¢reate an overndmg royalty, production payment o1 net’ proceeds inter-
est, which such’ mterests are hereinafter referred to as “subsequently created interest”, such subseguently
created interest shall be specifically made subject to all of the terms and provisions of this agreembnt as

follows: o i | ; i“i

1, If non-consent operations are conducted pursuant to any provision of thls agreement, @{nd the
party conductmg such operatxons becomes entitled to receive the production attnbutabte to the\ terest
out of which' the subsequently created interest is derived, such party shall receive same freéand clear
of such subsequently created interest. The party creating same shall bear and pay alY such subsequ ntly
created interests and shall indémnify and hold the other parties hereto free and harmless from ahy- nd
all liability resulting therefrom. : ..

. -11— .
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2, If the owner of the interest from which the subsequently created interest is derived (1) fails to

‘ pay, when due, its share of expenses chargeable hereunder or (2) elécis to abandon a well under pro-

visions of Article VLE. hereof, or (3) elects to surrender a lease under provisions of Article VIILA.
hereof, the subsequently created interest shall be charge.xble with ‘the pro rata portion of all expenses
hereunder in the same manner as if such interest were & workmg interest. For/ purposes of collecting
such chargeable expenses, the party or parties who receive assignments as a result of (2) or (3) above
shall haye the right to enforce all provisiens f Article VILB. hereof against such subsequently created

LSaVaie

interest.
E. Maintenance of Uniform Interest:

For the purpose of maintaining uniformity of ownershxp in the oil and gas leasehold interests
covered by this agreement,’ and notwithstanding any other provxsnons to the contrary, no party shall

se]l encumber, transfer or make other disposition of its interest in the leases embraced within the Con-
tract Area and in wells, equipment and production unless such disposition covers either:

1. the entire interest of the pa_rty‘in all leases and equipment and production; or
2, an equal undivided interest in all leases and equipment and production in the Contract Area.

Every such sale, encumbrance, transfer or other disposition made by any party shall be made ex-
pressly subject to this agreement and shall be made without prejudice to the rnght of the other parties. .

ned

co-owriers 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 Contraét Area and they shall have the
nght to recexve, separate]y, payment of the sale proceeds hereof

F. Walver of Right to Parhtnon-

If permitted by the laws of the state or states 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.

includs the name and address of the Prc "(pectwe pur-

chaser’ (who must be ready, willing and able to purchase), the purchase e, anti. all other terms ot

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended tocreate; and shall not be construed to’ create, a relatzonship bt‘part-
nership or an association for profit ‘between or among the parties hereto. Notwnthstandmg any, pro-
visions herein that the rights and liabilities hereunder are several and not joint or collectwe, or that this
agreement and operations hereunder shall not constitute a partnership, if, for Federal income tax)pur-
poses, this agreement and the operatxons hereuinder are regarded as a partnership, each party’ hereby
affected elects to be excluded from the ‘application of all of the provisions: of Subchapter wg, ~'§:ﬁapter

the Code and the regulations promulgated thereunder. Operator is authorized and dlrected to ex te on
behalf of each party hereby affected such evidence of this élection as may be required Py thé Se r tary
of the Treasury of the United States or the Federal Internat Revenue Service, including specltiqiuly but
not by way of limltatlon, all of the returns, statements, and the data required by Fe era? Re‘,
tions 1.761. Should there be ‘any requirement that each party hereby affected give furt "L‘Vidéncé-oi
this election, each such party shall execute such documents and furnish such other ekrldence a8 mny~bc
reanired by the Federal.lnternal Revenue Service or as may be necessary to evidencé:this’éledtionioNo
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such party shall give any notices or take any other action inconsistent with the election made hereby.
If any present or future income tax laws of the state or states in which the Contract Area is located or

any future income tax laws of the United States contain provisions similar to those in Subchapter “K"”,
Chapter i, Subliile “A", of the Internal Revenue Cade of 1954, under which an election similar ‘to that
provided by Section 761 of the Code is permitted, each party hereby affected shall' make such election as’
may be permitted or required by such laws. In making the foregoing election, each such party states that
the income detived by such party from Operations hersunder can he adeguately d“;;n-—,,me“ withoui the

computation of partnership taxable income.

ARTICLE X.
CLAIMS AND LAWSUITS

~Operator may settle an nlgle fe claim or suit arlsmg from operations hereunder if the ex-
penditure doss not exceed housan Dollars
($ 1,000. 00 ) ard if the payment is in complete settlement of such claim or suit. If the amount
required for settlement exceeds the above amount, the parties hereto shall assume and take over the
further handlmgy of the claim or suit, unless such authority is delegated 't6 Operator. All 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 account of any matter

" -arising from operatlons hereunder over which such individual has no control because’ of the vights given

Operator by this agreement, the party shall immediately notify Operator, and the claim or suit shall
be treated as any other claim or suit involving operations hereunder. -

ARTICLE XI.
FORCE MAJEURE

other parties prompt wntten notice of the force majeure with reasonably full partlculars concernmg zt
thereupon the obligations of / *he party giving the notice, s0 far as they are affected by the force majeure,
shall be suspended durmg, but no longer than, the continuance of the force ma3eure The affected party
shall use ‘all reasonabie diligence to removs the fores majeure situation a3 quickly as practirable,

The reqliiremen't that any force 'majeure shall be remedied with all reasonable dispatch shall net
require the settlement of strikes, lockouts, or ‘other labor difficulty by the party involved, contrary o its

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

concerned.

The térm “force ma]eure”, as here employed, shall mean ‘an act of God, stnke ]ocko‘ut or other
industrial disturbance, d¢t of the public enemy, war, blockade, ‘public riot, lxghtnmg, fire, storm, flood,
explosxon, governmental action, governmental delay, restraint or inaction, unavailability of equipment,
and any other cause, whether of the. kind specifically enumerated above. or otherwise, whlch vs not
reasonably within the control ‘of the party claiming suspension. '

“TARTICLE XIL.
NOTICES

All' notices authorized or required between‘ ‘the parties, and required by any of the provisions of
this agreement unless otherwise specifically provided, shall be given in wntmg by United Stateés mail
or Westéin” Umon telegram, postage or charges perald or by teletype, and addressed to the party to
whom- the notice is given at the addresses listed on Exhibit “A”. The originating notice gwen “under any
provision hereof shall be deemed given only when received by the party to whom such not:ce is dxrected

“and the time for such party to give any notice m response thereto shall run ‘from the date. the orxglnat-

ing notice is received. The second or any’ ‘responsive nonce shall be deemed given when deposited in
the United. States mail or with the Western Umon Telegraph Company, with postage or charges prepand
or: when sent by teletype. ' Each party shall have the right to change its address at any time, and’ from
time to tlme, by giving written notice hereof to all other parties.

Annc_u: X
TERM OF AGREEMENT

l
This agreement shall remain in full force and effect as to the oil and’ gas leases and/or oil an,d,}gas in-
terests subJected her eto for the penod of time selected below, provided, however no party hereto shall

...... u o |lug§ym’

Am:a-l»camvlmm- X

If any party is renclered unable, wholly or in part by force ma]eure to carry out xts obhgatxons':
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K] tion No. 2: In the event the well described in Article VI.A,, or any subsequent well drilled
under any provision of this agreement, results in production of oil and/or gas in paying quartitics, this
agreement shall continue in force so long as any such well or weélls produce, or are capable of produc-
tion, and for an additiohal period of ___L@Q___days from cessation of all production; provided, however,"
if, prior to the expiration of such additional period, one or more of the parties hereto are engaged in :

drilling or reworking a well or walls heraunder, this sgreement shall continue o force unill such op-
erations have been completed and if product-on results therefrom, thts agreement shall continue in
force as provided herein. In the event the well described in Article VIA. or any. subsequeit well
drilled hereunder, results in a dry hole, and no other well is producing, or capable of producing oil
and/or gas from the Contract Area, this agreement shall terminate unless drillag or reworking opera-

tions are commenced within_ 120 ___days from the date of abandonment of said well.

1t is agreed, however, that »tl‘l‘e termination of this agreement shall not relieve any party hereto from
any liability which has accrued or attached prior to the date of such termination.
‘ ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

Thts aareemnnf ehg" ha eulrnon0 tn the ooncervation laws of the e{nh:n in “"‘..C!" ﬂan Ccm!ﬂi!ted

acreage is located, “to the valid rules, regulations, and orders of any duly constituted regulatory body of
said state; and to all other applicable federal, state, and local laws, ordinances, rules, regulations, and

orders.-

B. Governing Law: : !

r’ : . ) V
it and all mhtters pertammg thereto, mcludmg, but not hm-

- The essential vahdlty of this ag)’:" m

"jted fo, Tatters of performarice; non-p-\rfo "nance; breach remedles procédures; rlghts duties and m-» :

terpretation “or construchon, shall be governed and determined by the law of ‘the state in which the
Contract Area islocated. If the Contract Area is'in two | or ‘fnore states, the law of the state where most

" of the land in the Contract Area is located shall govern,

ARTICLE XV.
OTHER PROVISIONS

A, Substitute Well:

.If, in the drilling of the" Initial Well, Operator loses the hole or encounters
mechanical difficulties rendering it impracticable, in ‘the opinion of Operator, to -
drill the well to the Objective Depth, then and in any of such zvents, on or before
30 days after completion of the Initial Well, Operator shall have the- optiqn to

. commence the actual drilling of another well (""Substitute Well") at 'a lawful loca-

tidn of Operat:or s selection on the Unit Area, and prosecute the drilling of said -
well with due diligence and in a good and workmanlike manner to the Objective
Depth. For all purposes of ‘this agreement, the drilling of the Substitute Well
shall be considered as the drilling of the Initial Well.

B. Option Well:

Within 120 days after completion of the Initial and, if drilled the Substitute

Well, as a dry hole, Operator shall have' the option of commencing an "Option Nell"

at a lawful location of Operator s selection in the Unit Area. The Option Well

~ ghall be drilled to the Objective Depth in the same manner as provided foftin the

Initial Well.
. i’?‘}
. U{‘
- -} ¥y
C. Any provision herein concerning the Initial Well shall also apply to thegSub-—
stitute and Option Wells, and any provision herein excepting the Initial Well shall

also except the Substituté and Option Wells, m

ey
Cogithgag § e o hniad )
B2l AV 3 3o%mited 2 wo tiag By e

{Arerraa Jsenaten i Pervieve Landmen |




 .D.x NO ELECTION OUT OF SUBCHAPTER K .

D,i‘ This provision shall supercede paragraph G of Article VII of the
printed form used for this Agreement. The relationship between the parties
hereto shall be such that it wili for ‘Federal and State incomé tax purposes. )
be treated as a nartnership, For all other purposes, this Agreeement is not
intended to create, nor shall it be construed as having created, a partnership
or mining venture between the parties hereto and it is expressly agreed that.

the rights and obligations hereunder are separate and several and not joint

ox collectlve..

D}§ No election shall be made for this arrangement between the parties.

hereto to be excluded from the provis1ons of Subchaper K of Chapter 1 of -

"Subtitle A of the Internal Revenue Code or 51milar provisions of state income
" tax 1aw except that such election may be made by the Operator for any year 1
subsequent to the end of the taxable year by which all costs of’ drilling the - -;h.f'f
- Test Well have been expended The Operator shall timely prepare aund file )
fpartnership income tax retirns for this’ arrangement until ‘the election mentioned

above is properly exercised. The election to deduct intangiblé drilling and
development costs wheu paid or 'r‘ed ‘shall be pro arly made on the partnerf*

ship income tax returns.

"n;ﬁ,ér" To the extent permitted by law, all deductions and credits, 1ncluding
but not iimited to, intangible drilling and development costs, depreciation,
rental expenses, and the investment qualifying for the investment tax credit
where applicable, shall be allocated to the party who has been charged with
the expenditure giving rise to such deductions and cred its; and to the extent
permitted by law, such parties shall be entitled to such- deductions and credits -

in computing taxable income or tax liabilities to the exclusion of any other

Any recapture of such costs, deductions, allgwances and credits shall

kparty.
-~ be allocated in the same ratio as the item being recaptured was initially
,allocated .
A
A
el
. - D l'\:\‘x‘i‘
D.4 Should there be a transfer of an interest under this Aureement income. -

and deductions attributable to such interest shall not be allocated between the
transferor and transferee in a prorata manner but shall be allocated according

to rhe date the income was acervued and the date the exnense was incurred.

D.5 When requested, each'ﬁarcy agrees to provide Operator with all

' information readily available from the regularly maintained accounting records.
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' ARTICLE XVI.
MISCELLANEOUS

This agreement shall be bmdmg upon and shall inure to the berefit of the partzes hereto and to theu-
respective heirs, devisees, legal representatives, successors and assigns. =7

'l'his instrument may be executed in‘a;ny ﬁumber of caunterparts, each of which shall be considered
an original for all purposes. .

IN WITNESS WHEREOF, this agreement shall be effective as of day of ,
19____ . :
OPERATOR
LaRUE & MUNCY

NON-OPERATORS

William J. McCaw

VR B L ket g mad it prahlbilod
ices! Atea 3at0nted 19 whting by the
A0 4read Auvecs v W i rirviows | sdmis




EXHIBI: "A"

M.

P

eossmwummpmmq=nr;w»nﬁowmupunz.z.
i Section 34:.3C/4

Limited to depths frcm the m:umbom_no the base of the wp..rowmonsmnuo.p

LEASE DATE TERM OWNER . _ACRES ___ROYALTY M a&N NIX ., INEXCO
Ralph Nix 32,00 /4 e 32.00
5/02/78 5 years - Essie Nix | 32.00 3/16 116 32.00
12/06/78 6 months M. Yates III " . 32.00 1/4 w»..oo,,
Barbara Malone \, 16.00° | /s . : -~ 16.00
Carol Garrett 16.00 1/8 16.00
4/10/78 5 years Jonell Jones Gilmore . . ' 16.00 L "3/16 - 1/16 16.00
12/13/78 5 years - Stanley L. Jones  ° 16. 00 T 3/16 - 1/16 16.00°
TOTALS ; . o : 160. 00 | | ©128.00 32.00
. . b . - === = — ]
| , NIX 128 acres = 80% of unit
‘ INEXCO 32 acres = 20% of unit -
© 160 100% S

Addresses of Parties for Notification Purposes:

Ralph Nix . William J, McCaw LaRue & Muncy
P. 0. Box 617 P. 0. Box 617 ~ P. 0. Box 96
Artesia, NM 88210 Artesia, NM 88210 Artesia, NM .88210
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Procucers 38 Rev, r Lease) (2-58) MHG000M PAID UP LEASE) Form 348
With 640 Acres Pooling Provision ; Hall-Poorbangh Press
OIL AND GAS LEASE Reawell, New Mexioo .
THIS AGREEMENT made thls day of 19. betwn
Lessor (wbethr one or more), whose address Is: _—
and Lesses, WITNESSETH ¢
1, Lessor in Ideration of Dollars

. ) in hand pald, of the royalties hereln provided and of the agreements of Lessee herein contained, bereby mnﬁ, Jesses and lets ax-
or o ¢ gas, laying pipe lines, buildlvg

iy Les the purpose of investigating, exploring, prospecting, drilling and mining for and producing i’ an
th imed by Lessor sdjacent and contiguous

$
élmively unto Les
roads, tanks, power statlons, telephone. Hnes and other structures thereon and on, over and across Jands owned or cla:

of, treat, transport, and own nlﬁ prodﬁcb. and housing its employses, the following described land in
County, ew Mexlco to-wit:

thereto, to produce, lﬁl& dhlu care
y

Township 18 South, Range 26 East, N.M.P.M. .

Section 34: SE/4

only from the surface to the base of the Abo formation

L i vl
2, Without reference to th) commencement, prosccution or cessation at any time of drilling or other development operations, and/oe to the discovery, do-
velopment or cessation st any time of production of ofl or gas snd without further payments than the royslties herein previded, and notwithstamding
thing else herein contained to the contrary, this lease shall be for a term of rom this date (called “primary ‘term”) and as long thereafter ss oil
or gas s produced from said land or land with which sald land is pooled hereunder. 403, -

8. The royalties to be pald by Lesaes, are: () on oik 1/ 4 of that produced and saved from said Jand, the same to be delivered at the walls or to the
eredit of Lessor (nto the pipe line to which the wells may be eonnected ; Lessee may -from time to.time purchase any royalty oil in its . possession, paying the
market price therefor prevailing for the field where produced on the date of purchase: (b) on gas, including casinghead gas or other gaseous substance,

from said lsnd, and sold or used off the premises or for the extraction of gasoline cr other product therefrom, the market .value at the of
1 &e of the gas 80 30Md or used, provided that on gas sold at the wells the royalty shall be] /4 of the amount realized from such sale; while there is a
5:5 well on'this lease or on acreage pooled therewish but gas is not being sold or. used, Liéssee may piy as royaity, on or before nin (90)
te on which said well fs shut in and thereafter st annual intervals the sum of $1.00 per acre, and if such payment Is made or tend this lecse shall not
. ing produced from this lease in paying quantities. Lessee shall have free use of oil, gas, coal and water from said

terminate and it will be considered that
land, except water from Lessor’s wells, for all operations bereunder, and the royalty on oil and gas shali be computed after deducting any so used.

S .- Lessee, &t it option, is ‘hereby. given ‘the"r’_lih& “and power to e(focd of combine the ‘acreage covered by
- and: gas, or eithey ‘of them, with other land, lease or leasés §n the immediate vicinity thereof to’the extent, hereinafter
£ e i;aavissble to do s0.in order properly to explore, or to ‘develop and operate gaid:lessed: premises : ¥ e aparir
i Ol Consarvation Cammizsion, or ather lawful authority, of when to do f6 wonld, fn the i ent ‘of Lessee, promote_ the. conservat !
and gos in and under and that may be produced from said premises. Units pooled for ofl hereunder shall” MOt SULSTARNLIANY €XCECU- 24U Aviow - Cavii. bis - Sigd,
and unita pooled for gas hereunder shall not substantially exceed In ares 640 acres each plus & tolerance of 10% thereof, provided thit should goverament.
han those specified, units theréafier created may conform substantially in size

al suthority havingz jurisdiction prescribe or permit the creation of units larger t : 3
Bad * fsisne horeof may ‘nan) ar combine’ acresge ‘covered- by this Jeise, or any portion-

with those presee! by ‘governmental yagulstione. T.etsee nnder the pravisions 4 An). ¢ T ¢ .this R
thercof as above provideéd as to oll In Ahy one or more strata and as to gas in any one or more strala. The units’ formed by pooling as o any slialum of slrala
need not conform in size or area with the unit or units into which the lease f3 pooléd or combined as to any other sirdtorn: of Sirals, and of] Unita rieed
not conform Ax . to:area -with' gas units. The pooling in one or more instances shall not exhaust ihe 7ighis of the Lessce hereunder 1o pool this lease or
portions thereof fnto other units. Lessee shall file for record in the appropriste records of the county in which the leased premises are aituated an inatrument
describing and da!znallnf the pooled acreage as a pooled unit. Léssee may at its election: éxercise. its - pooling option . after aeing  ODf ons for. or
completing an oll gas we he Jease th lude, but ftiis not required to include, . land or:leases: upon ‘which a:well
capable of producing ofl or 'gas in paying. quantities has theretofore been comple B 7
theretofore n_commenced. Operatlons for drilling on or production of oil or gas” from any part of the pooled unit which® }
1and covered by  this lcaze regardiess of whether such ‘operations for drilling were ‘commenced or such production: was secured before” or
of this {nstrupment or the Instrunient designating the pooled unit, shall be considered as operations for drilling on or production of oil or gs= &
this Jease whether or not the well or wells be Iocated on_the premises covered by this lease, and the éntire acreage constituting such unit or units, sa
or either of them, a3 hercin provided, ahall be treated for all purposes, except the payment of royalties on production from the pooléd unit. as if the same
were included in this lease. For. the, purpose of eomputing the roysities to which owners of royalties. and psyments out of production ‘and each of them. shall
be ‘entitled on production of oil End ‘nﬁ. or ‘either of them, from the pooled unit, there shall be allocated to the land covered by this lease and included in
sald urit & pro rata portion of the ofl and gas, or elther of them, produced from the pooled unit after deducting that used. for cperations on the pooled units,
Such allocation shall be on an acreage basis—that is to say, there shall be allocated to'the acresge covered by this leasc and included In the pooled unit
that pro rata portion of the oil nn_d‘&t:‘. or either of them, produced from the pooled unit which the number of surface acres covered by this lesse and
fncluded In the pooled unit bears to tota) Humber of surface acres included in the pooled unit. Royaities hereunder shall be computed on the pertion
such production, whether ft be ofl and gas, or either of them, so allocated to the Iand:covered by this lease and included fn the unit just ss though such
production were from such land. The prodiuction feom an ol well will be considered geroducﬂon from the lease or oil pooled unit from which it is producing
and not as production from a ges pooled unit: and production from a gas well will idered as production from the lesse or gas pooled unit from

which it is producing and not from au ofl pooled unit.

5. It at the éxpiration of the Primary tetm: oil or gas fs not being
{n deilling or reworking operations thereon, or ‘shall have completed a dry. |
remain In force 10 long ss operations on said well or for dellling or reworking of auy
secutive days, and if they result in the production of oil or gas so long thereafter as ofl or ges is produced
sfter the expiration of the primary term of this lease and sfter ol or gas-is produced from said: land, or from land pool
should cease from any cause, this lease shall not terminate if Lessee commences opeu!lons,fox: grill'i‘&g or_rewor

a

grodu:éd on said land, or from Jand:pooléd -therewith, but Lessee is then engaged
ole thereon within 60 dsys prior to the ‘end of the primary terms, the Jease shall
additional well are prosecuted  with 1o ceseation of more than 60 con-

from said land, or fiom land pooled therewith, If,

such preduction, but shall remafin in force and effect so long as ruch operations are.p d. with no f more than &8 asneioutlos 3558, "aha
11 they result in the production of ofl-or gas, so Jonn: thereaftsr am o oy gee iz producd: {rom said land, or from:1and pooled:therewith. Any pooled unit
- Sesikhniud: by Lessee in-accordance with~ thé termis héréof, m ‘dissolved: by: Lessee by instrument filed for record In the appropriste records of the county
in which the leased premises are situated st any time after.the completion of m dry hole or the cessation of production on said unit. In the event a well or
wells producing ol or gas In_paying quantities should be brourht in on adjacent lond and within 660 feet of and draining the jease premi or land led
therewith, Lesses sgreed to drill such offset well or wells as a reasonably:prudent operator would drill under the zame or similar cir t Lesses
at any time execute and deliver to Lesscr or place of record a release or releasca ‘covering any portion ‘or porticns of the sbove described premises and
thereby surrcnder this leass as to suck portion or portions and be relieved of all obligations as to the acreage surrendered. :

6.  Lessee shall have the right at any time during or after ‘the expl'rntfon of this lease to remove all property and fixtures placed Lessee on said lang,
fncluding the right to draw nnd‘nmwe all caning. vfhen reqvired by Letsee will bury all pipe lines below ordinary plow depu:b.’-nd no well lhll:nbe

or
drilled within two hundred feet of any residence or barn mnow on said Jand without Lessor's consent.

7. :The rights of cither party hereunder may -be assigned in whole or fn ¥art, and the provisions hereof shall extend to their helrs, successors and assigns
but no change.or division in ownership of the land or royalties, however accomplished, ‘shall ‘operate to enlerge the “obligations: or ~diminish .the rights of
Lessee: and ho change or division In such ownership ehull be %!ndlna ‘on -Lessce until thirty (30) days after Lessee shall have been furnished by registered
U. S. mafl st Lessee’s princlpal place of business with a certitied copy of recorded {nstrument or instruments evidencing same. In the event of assigunment
hercof fn whola or.in part )Nability for breach of any obligation hereunder ‘shall rest ‘exelusively upon the owner of this lease or of a portion thereof who
commits such breach, If slx or more partics become entitled to royalty hereunder, ee may withhold payment thereof unliss and until furnished with a
recordable fnstrument executed by all such parties designating an agent to receive payment for all. .

8. The breach by Lessee of any obligation arlalnz.hereunder shall not work a forfciture or termination of this lease nor causs & termination or reversion
of- the estate ‘created heredy nor be grounds for cancellation hereo? in: whole.or in. part.:In the event Lessor considers that ‘operations are not at any time
belng conducted in compliance with this lease, Lessor shall ‘notify Lessee {n wriling of the facta relied upon as constituting a” breach hereof, an ,
In default, shall have gixty days: after veceipt ‘of such ‘notice In which to commence the,eomgliancekwlth the obligations Imposcd by virtve of this Snstrument,

: the acreage retained hereunder. a3 a reasonably prudent operator

After the distovery of oll of gas {n paying quantities on sald premises. Lessee shall develop [ 3
but fn dlscharging this obligation it shalt In ‘no’event be required to drill more than one well per forly (40) acres of the area retained hereunder and capable

of,froduelng oil in paylng quantities and one well per 640 acres plus an acreage tolerance not to exceed 10% of 640 acres of the ares retained hereunder
an } . . :

enpable of produsing gas in paying quartities. . ]

9. Lessor. hereby warrants and sgrees 6 defend the title to sald land and agrees that Lessee at {ts option may discharge any tax, mortgage or other
upon said land either In whole or fn part, and in event Lessee doet 20, it shall b2 subroﬁ:z«i to auch lica” with the right to enforcé same k-gd‘e ﬁigmu'é'..“
e Warranty in event of failure of title, it is agreed tg‘a‘t ‘it Lessor

accruing hereunder toward satisfying same. Without {mpairment of Leesee’s richt ‘GUnder. t
owns an {ntercst In the oll or gas on, In or under sald land less than the entire fee simple ‘estate, then the royalties to bedp-ld,l.euor ‘shall be reduced
proportionately. Should any one or more of the parties named as Lessore fail to execute this Jcuse, it shall nevertheless be binding upon the party or parties

executing the same. . it
10, Should Lesses be prevented from complylng with any express or implied covenbint of this lease,” trom conducting drliling oF reworking operatio

thercon or feom producing ofl or gas therefrom by reason of lcarcfty of or [nability to oblain- or to use equipmert or materia}, or by opﬂltl%n p:'r ro?e‘:

majcure, Any Foderal or state law or any order, rule or regulation of governmental authority, then while 30 prevented, Lessee’s obligation to comply with such

oovﬁant a}mll be lu\:%eided. and L‘?sn [} A{ll not bedli:tl;le lv‘\‘ ;f‘:‘l‘max& tor {ogl(:r; to cg{?ply thercw}tz: .nr%d‘uhe'l' !e-f!e chll!‘bre exh&d«l while and o long

a3 Leasee §4 preven y aby such cause from conducting drilling or reworking operations on or from pi ng oll or gas from the leased {ven

the time while Lessee is 80 prevented shall not be counted sgainst Lesaee, anything in this lease to the contrary notwithstanding. premises; and

IN WITNESS WHEREOF, this instrument {s executed oft 'the date first above written,

preveorny

1 on the leased premises, and the pooled onit may inc t:is
teted ‘of upon which operations: for ihe drllljng of ‘& well for ofl or mh.;:

oled therewith, the productiom thereof
king within €0 days after the cessation of -
o




INDIVIDUAL ACKNOWLEDGMENT

STATE OF NEW MEXICO, }
County of e
The foregoing instrument wax acknqwledted before me this &y of
19. | by. k
My Commission expires , 19 Notary Public
: ‘ ' INDIVIDUAL ACKNOWLEDGMENT
'STATE OF }
. E 88, -
County of
The foregoing instrument was acknowledged before me this dey of .
) 19 " Notary Public
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3.

5.

6.

' no contrary provisions in regard thereto, Operator shall natify all Non-Operators of the Operator's proposal, and

' COPAS — 1974
IGEAED 01, POLak8x 7ar00 ' ﬁ:‘m‘z‘:j:‘.m.m
North America ""‘"':3_,
LOPAY
u
EXHIBIT “ec™
Attached to and made a part of ..Operating Agreement dated. December
15, 1978, between LaRue & Muncy as Operator, and the Non-
Operators /
ACCOUNTING PROCEDURE
JOINT OPERATIONS
) GENERAL PROVISIONS
1. Definihons

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

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

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

“Operator” shall mean the party designated to conduct the Joint Operations.
“Non-Operators” shall mean the pirties to 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
supervmon of other employees and/or contract labor du'ec'ly employed on the Joint Property in @ field operat-
ing canacntv . +

..,M....! ‘:“'3. ::“::‘?fz': Mﬂ*ﬂmvm

Le(..nnlcal x:.mployees “shail mean tuu:.e culpxuycca .m....,,

“Personal Expenses” shall mean travel and other reasonable reimbursable Lchnoc; of ‘Cperator’s employees.
‘“Material” shall mean personal property equipment or supplree acqulred or held for use on the Jomt Property

Statement and Billings

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

Advances and Payments by Non-Operators

.Unless otherwise provided for in the agréement, the Operator may require the Non-Operators to advance the)r
share of estimated cash outlay for the succeeding month’s operation. Operator shall adjust each monthly bllhng
_to reflect advances received from the Non-Operators.

Each Non-Operator shall pay its proportion of all bills within foteen (15) days after receipt. If payment is not
‘made within such time, the unpaid balance shall bear interest monthly at the rate of twelve percent (12%) per
annum or the maximum contract rate permitted by the applicable usury Jaws in the state'in which the Joint
Property is located, whichever is the lesser, plus attorneys fees, court costs, and other costs in connection with
the collection of unpaid amounts.

Adjustments

Payment of any such bills shall ‘not’ prejudice the right of any Non- Operator to protest or quéstion thet correct-
ness thereof; provided, however, all bills and statements rendered to ‘Non-Operators by Operator. ng ‘any
calendar year shall conclusively be presumed to be true and correct after twenty-four (24) months following
the end of any such calendar year, unless within the said twenty-four (24) month period a Non-Operator takes
written exceptron 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 from a physical inventory of Controllable Material as provided for in Section V.

Audita

A:"Non:QOperator, upon niotice in writing to Operator and all other Non-Operators, shall have t lght té audnﬁOpe-
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-Operalors shall’ make every reasonable effort to
conduct joint or simultaneous audits in a manner which will result in a minimurm of inconvenience t6 the Opera-
tor. Operator shall bear no portion of the Non-Operators’ audit cost incurred under-this paragraph unless agreed
to by the Operator.

IS

Approval by Non-Operators

Where an approval or other agreement of the Partles or Non-Operators is expressly required under other sec-
tions of this Accounting Procedure and if the agreement to which this Accounting Procedtire Is altached contains

the agreement or approval of a majority in interest of the Non-Operators shall be controlling on atl Non~-Opera-
tors

—1




i — (s

II. DIRECT CHA"GES

Operator shall charge the Jomt Account with the followmg items:

1. Rentals and Royalties
Lease rentals and royalties paid by Operator for the Joint Operations /

2. Labor
A, (1) Salaries and wages of Operator's field emp]oyees directly employed on the Joint Property in the conduct
of Joint Operations,
(2) Salaries of First Level Supervisors in the field.
(3) Salaries and wages of Techaical Employees directly employed on the Joint Property if such charges are
excluded from the Overhead rates.

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

" C. Expendxtures or contributions made pursuant to assessments imposed by Fovernmental authority which are
applicable to Operators costs chargeable to the Joint Account under Paragraphs 2A and 2B of this Sec-

tion 11,
D. Personal Expenses‘ of those employees whose salaries and wages aré chargeable to the Joint Account under

Paragraph 2A. of this Section II.

3. Employee Benefits i

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

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

4, Material
Matetial nurchaqed or fiirnished’ b,.r Operator for use on the Joint I’roperty as pzovmed ‘Under Section iv. Oniy
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 acétimulation of sur-

plus stocks shall be avoided.

Transportation
Transportatxon of employees and Materxai necessary for the Joint Operations but subject to the following lumta-

tions:

A If Matenal is moved to the Joint Property from the Operator's warehouse or gther properties, no charge shall
be made to ‘the Joint Account for a distance greater than the'distance from the’nearest reliable supply store,
recogmzéd barge terminal, or railway receiving point where like material is normally available, unless agreed

,Lo by the Parties. k
B. If surp]us Material- is moved to Operator’s warehouse or other storage point, o charge shall be" made to’ the
Joint: Account for a distance greater than the distance to the nearest reliable supply store, recognized barge
terminal, or railway receiving point unless agreed to by the Parties. No charge shall be made to the Joint Ac-
count for moving Material to other properties belonging to Operator, unless agreed to by the Parties,
C. ‘In the application of Subparagraphs A ‘and B above, there shall be no equalization of actual gross truckmg cost

.. of $200 or less exciudmg accessorlal charges.

5

6. Servxces
" The cost of contract services, equxpment and’ utihtles provided by outside sources, except ‘services: excluded by
Paragraph 9 of Section II and Paragraph 1. ii of Section IIL. The cost of professional consultant services ‘and con-
- tract services of technical personnel directly engaged on the‘Joint Property it such charges are excluded from the’
Overhead rates. The cost of professional consultant sérvices or contract services of technical pérsonnel net di-
rectly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed to by

the Parties.

1. Equipment and Facilmes Furnished by Operator
A Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates: eom-
" mensurate with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other
operating expénse, insurance, taxes, depreciation, and interest on investment not to exceed eight per cent (8%)
per annum, Such rates shall not exceed average commercial rates currently prevailing in the immediate area

of the Joint Property.
B.. In 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 20%. Foi’automotive equipment, Operator may elect 16 use rates .

pubhshed by the Petroleum Mctor Transport Assoclation,

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

9. Legal Expense
Expense of handling. investigating and settlmg iitigation or claims, dlscharging of lens, payment of judgments
and amounts paid for settlement of claims incurred in or resulting from operations under the agreement or
necessary to protect or recover the Joint Property, except that no'charge for services of Operator's legal staft
or fees or expense of outside attorneys shall bé made unless previously sgreed lo 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 I, Paragraph 3.

—_2—




10.

11.

12.

1,

Taxes

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

Insurance /

Net premiums pald for insurance required to be carried for the Joint Operations for the protection ot the Par-
ties. In the event Joint Operations are conductéd in a state in which Operator may act as self-insurer for Work-
men’s Compensation "and/or Employers Liabitity 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,

Other Expenditures

Any other expendxture not covered or dealt with in the foregoing provisions of this Section 11, or in Section m
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operations

IiI. 'OVERHEAD

Overhead Drilling and Producing Operations

i. As compensation for administrative, supervision, office services and warehousing costs Operator shall charge
drilling and producing operations on either:
( XX ) Fixed Rate Basis, Paragraph 1A, or
( )} Percentage Basis, Paragraph 1B,

“Unless otherwxse agreed to by th "Partles, such charge shall be in lieu of costs and expenses of all offices
and salarzes or wages plus appl.cable burdens and expenses of all’ ‘personnel, except those dxrectly ‘chargeable
under Paragraph 2A Section II.. The cost and’ expense of services from outside sources in connection with
ion, traffic, acco nting or matters pefore or involving governmental agencies shall be: conmdered
c.hwd Tales ,mmueu 1ok in_tie above selected Paragraph of this Section 111 uniess such
Cxpinss are agiced o by ihe Tariles as a direct cnarge t0 me Joint Account.

The salaries, wages ard’ Personal Expenses of Techhical Employees and/or the cost of professional consultant
services and contract servxces ‘of technical versonnel directly emn]oyed on the Joint Property shall () shall
not (X ) be covered by the Overhead rates, ~

A. Overhead - Fixed Rate Basis
(1) Operator shall charge the Joint Account at'the followmg rates per well per month U R T
“Drilling Well Rate $ 2,000.00
300.00

Producing Well Rate $

(2) Application of Ovei'head - Fixed Rate Basis shall be as follows:

(a) Dnlhng Well Rate

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

Charges for offshore drilling wells shall begin on the date when drllllng or completion equipment
arrives on locatlon and terminate on the date’ the drilling or completion equipment moves off loca-
tion or rig is released, whichever dceurs first, except that no charge shall be made during suspen-
sion of drilling eperations for tifteen’ (15) or more consecutive days

'Charges for wells undergoing” any: type of workover or recompletion for a- pcncd of tive (5) con-
secutive days or’ ‘more shall be made at the drilling well rate. Such charges shall be applied for
‘the period from date workover operatxons, with rig, commence through date of rig releasé, except
that no charge shall be made during suspension of operations for fifteen (15) or more consecutive
days.

(b) Producing Well Rates

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

[2] Each actlve completion in a multi-completed well in which production is not commlngled down
hole shall be considered as a one-well charge providing each completion is considered a separate
well by the govérning 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,

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

[5] ANl other inactive wells (inclu:ijing but not limited to lnactive wells covered by unit allowable,
lease allowable, transferred allowable, etc.) shall not qualify for an overhead charge.

(3) The well rates shall be adjusted as of the ftirst day of April each year following the effective date of the
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by multi-
plying the rate currently in use by the percentage increase or decrease in the average weekly carnings of
Crude Petroleum and Gas Production Workers for the last calendar year compared to the calendar year -
preceding as shuwn by the index of average weekly earnings of Crude Petroleum and Gas Flelds Produc- -
tion Workers as published by the United States Department of Labor, Bureau of Labor Statistics, or the
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be
the rates currently in use, plus or minus the computed adjustment.

[21
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B. Overhead - Percentage Basis
(1) Operator shall charge the Joint Account at the following rates:
(a) Develonment
—_Percent { %) of the cost of Development of the Joint Proper exclusive o! sts
provided under Paragraph 9 of Section II and all salvage credits. perty e

(b) CUperating

‘ — - Percent (. %) of the cost of Operating the Joint PrOperty exclusive of costs provided
; ' under Paragraphs 1 and § of Sectlon I, all salvage credits, the value of injected substances purchased
! for secondary recovery and all taxes and assessients which are levied, assessed and paid upon the min-
‘ eral interest in and to the Joint Property.

(2) Application of Overhead - Percentage Basis shall be as follows:

For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section III, de-
velopment shall include all costs in connection with drilling, redrilling, deepening or any remedial opera-
tions on any or all wells involving the use of drilling crew and equipment; also, preliminary expenditures

_necessary in preparation for drilling and expenditures incurred in abandoning when the well is'not com-
pleted as a producer, and original cost of construction or installation of fixed assets, the expansion of fixed
assets and any other project clearly discernible as a“fix>d asset, except Major Construction as defined in
Paragraph 2 of this Section III, All other costs shall be con.°1dered as Operatmg

2. Overhead - Major Construction

To compensate Operator for overhead costs incurred in‘the: constructlon and mstallatlon 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 Jomt Account for Overhead based on the followmg rates for any Major Construction project in excess

of $_25,000.00
A __ 2 9 of total costs it such costs are more than $ 25,000.00 —_but less than s_l_O_O_,______OO0.00 ; plus
B. __3 9 of total costs in excess of $100,000.00 _but less than $l 000,000; plus

C. __2_% of total costs in excess of $1 ,000, 000

Total enst chall hean the- umss cost of ‘anv.ons nrmect For the numose nf thw narapranh. rthercomnonent nart_s
of a single praject shall not be treated separately and the cost of drilling and workover wells shall be excluded.

3. Amendment ‘of Rates ) , i
The Overhead rates prov1ded for in thls Sectlon m may be amended from time to time only by mutual agreement
‘between the Parties hereto if, in practice, the rates are found to be insufficient or excessive.

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

Operator is responsible for Joint Account Matenal and chall 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 disposition
of idle and/or surplus Material, such drsposal being made either through sale to Operator or Non—Operator division in
kind, or sale to outsiders.” Operator may purchase, but shall be under no obligation to purchase, interest of Non-Opera-
tors in surplus condition A or B Material. The disposal of surplus Controllable Material not purchased by the Opera-

tor shall be agreed to by the Parties.

1. Purchases .
Material purchased shall be charged at the price paid by Operator after deduction of all dxscounts 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 furaished to’ the Joint Property and Material transterred 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 (Condmon A) ,

] (1) Tubular goods, except line pipe, shall be priced at the current new price in effect on date of movement on a

o . maximum carload or barge Joad wenght basis, regardless of ‘quantity- transierred, equalizéd to the lowest
published price f.0.b. railway receiving point or recognized barge terminal nearest the Joint Property

{- : where such Material is normally available.
A (2) Line Pipe

(a) Movement of less than 30, 000 pounds sha)l be priced at the current new price, in effect al date ot B
movement, as listed by a rehable supply store nearest the Joint Property where such Mateérial is nor-

mally available.
(b} Movement of 20,000° pnnnds or more shan he priced under provisions of tubular goods prlclngin “Para-
graph 2A (l) of thxs Section IV.

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

B. Good Used Material (Condition B)
ik . - N . B
Material in sound and serviceable condition and suitable for reuse without reconditioning:

(1) Material moved to the Joint Property _
(a) At seventy-ﬁve percent (75%) of current new price, as determined by Paragraph 2A of this Section- IV

(2) Material moved from the Joint Property ~
(a) At seventy—five percent (75%) of current new price, as determined by Paragraph 2A of this Section v,
it 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 determined by Paragraph 2A of ‘this Section

1V, if Material was originally charged to the Joint Account as good used Material at seventy-tfive per-
cent (75%) of current new price.

The cost of recondxt!oning, it any, shall be absorbed bv the trane.f srring prope.ty_
C. Other Used Material (Condxtlon C and D) /
(1) Condition C- ’

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

(2) Condition D

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

D. Obsolete Material

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

E. Pncmg ‘Conditions

(1) Loading and unloadmg costs may be charged to the Joint Account at the raie 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 § of Section I,

(2) Material involving erection costs shall be charged-at apphcable percentage of the current. knoeked-down
pnce of new Material.

Preminm Prices -

Whenever Matenal xs not read:ly obt able at publlshed or l:sted ‘prices’ because o fnatnonal ‘emergencies, strikes -
or other unusyal causes over which' the Operator has no control, the Operator may.charge the Joint Account for the
requxred Material at the Operator’s actual cost incurred in prov1dmg ‘such Material, in making it suitable for use,
and in movmg it to the Joint' Property, provxded notice in writing is furmshed -to Non-Operators of the proposed
charge prior to billing Non-Operators for such Material. Each Non-Operator shall have the right, by so electlng and
notxfymg Operator within ten days after receiving! ‘notice from’ Operator, to furmsh in kmd all or part of his'share -
of Such Maiterial t,dtaule ior use and acceptable tc Operator.

Warranty of Material Furnished by Operator

Operator does not warrant the Material “furnished. In case of defective Materxal 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.

Periodic Inventories, Notice and Representatwn
At reasonable mtervals Inventones shall’ be taken’ by Operator of the “Joint Account Controllable Material.

' Written notice of mtentmn to take mventOry shall be given by Operator at least thirty (30) ‘days before any inven-

tory is to begin so that’ Non-Operators may be represented when any inventory is taken; Failure of Non-Opératers

.o be rep"esented at an inventory shall bind Non-Operators to accept the invenfory taken by Operator.

Reconcihation and, Adjustment of Inventories

Reconcxlxatlon ‘of a physical’ mve*xtory ‘with the Joint Account shall be made, and a list of overages and shortages
shall be furnished to the Non-Operators within ‘six months followmg 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.

Special; Inventories

Special Inventorxes may be’ taken whenever there is: any sale“or change of mterest in tHe Joint Property. It shall
be the duty of the’ party selling to notlfy all other Parties as quickly as possxble after the transfer of interest takes

~ place. In such cases both the seller and the purchaser shall be governed by such inventory.

Expensa of Conductmg Pernodic Inventories ,
The ‘expense of ‘conducting permdxc Inventones shall nét be charged to the Joint Account unless agreed to by the
Parties,

3




EXHIBIT "p"

- . . i . - - . i ) ‘q,' I : Tege

 ATTACHED T0 AND MADE Apmror ., - o iTiL
- OPERATING AGREEVENT R

ADDITIONAL INSURANCE PROVISIONS

g e

Operator, dur1ng the term of this agreement, shal] carny 1nsurance fbr the benef1t
and at - the expense of the parttes hereto, as follows:

(A) Nbrkmens COmpensatIOn Insurance as contemp?ated by the state
-in which operations will be conducted, and Employers® Liability
" Insurance w1th ltmlts of not less than 5100 000. 00 per employee

(8): Publlc L1ab1]1ty Insurance" R ‘*:7j3_ R
& suuxiy 1n3ury - $500 000.00 each cceurrence - - - S

(c) Automdblle Public Liab Insurance‘

BOdT]Y 1nJury $250 ,000.00 each. person
R <eNn*- OA b Ui A e ki .

k 7-..--,', b A catn UbbUl’iﬁllLﬂ

Property Damage - 5100 000 00 each occurrence

Except as authorized hy thls Exh1b1t "D" Operator sha11 not make any charge tc
the joint account for insurance premiums. Losses not covered by Operatoﬁ S
~~--"!352"’""° ',('\" b}’ Ansurance ucﬁﬁ??eﬁ' -by--this-agreament to be carr’.ed for-the

benefit and at the expense of the parttes hereto) sha11 be charged to the
Joint’ account. ‘ .




I “ .. - . EXHIBIT "E"

'GAS BALANCING AGRERMENT S

.

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

In accordance with the terms -of the Operating Agrecment, each party
thereto has the right to take its share.of gas produced firom the Unit Area
and market the same. In the event any of the ‘parties hereto is not at any
time taking oxr 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

" while this: agreement' is in effect take the full share of gas attributable to

the interest of such party, the terms of this agreement shall automatically

~ become effective.

During the period or periods when any party hereto has no- market for

its share of gas produced from any proration unit within the Unit ‘Area, or its
! { proration unit, .

P

) ith: one~hdndred: perdent
such proration unit by the

Y e . -
State regulatory body having ju isdiction and sball ‘be entitled to,take and
deliver to its ox tueir purchasey 2117 of such gas productioa, however, no party

shall be entitled to’ take ‘or-deliver to a purchaser gas: production in excess of. -
3002 of its curreat share of the volumes capable of being delivered or-its
current share of allowable gas production if ‘regulated thereto by state regula~ -

"~ toxy ‘body havinb jurisdicticn, ‘wnlegs that’p~rty'has gas ia place. All parties

hereto shall share in and own the 1iquid hydrocarbons recovered from such gas by
lease equipment in accordance with their respective interests and subject to the

'Operating Agreement to which this agreement is attached, but the party or parties
~ taking such gas shall own all of the gas delivered to its oxr their purchaser.

: On z cumulative basis, each party not taking or marketing its full share
of the gas produced shall be credited with gas'in place equal to its full share of -
the gas produced under ‘this agreement, less its snare of gas used in lease opera-
tions, vented or’ lost and less that portion such’ party took or delivered to its

purchaser. .

the total quantity of liquid hydrocarbons recovered therefrom, and the monthly
and cumulative over and under account of each -party. .

At all times while gas is produced from the Unit Area, each party

,Ahereto will make settlement with the respective royalty owners to whom they

are each accountable, just as if each party were taking or delivering to a
purchaser its share, and its ‘share only. Each party hereto agrees to hold

‘each other party harmless from any and all claims for royalty payments asserted

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

similar interests.

Exhibit "E"
Page ~1-

A The Operator will maintain a current account -of gas balance between the
: parties and will furnish all part 23 hereto monthly statements auqung tne total



e After notice to the Operator, any party at any time may begin taking or
delivering to its purchaser its full share of the aas produced from a pLOLaLlou .
© unit undexr which it has gas in place less such narrv g shara gE gns veed 'in opers- -

i tiods, ‘vented or lost. .In addition to such share. each party, including the Operator,
until it has recovered its gas -in place and balanced the gas account as to its interest,
shall be entitled to take or deliver to its purchaser a share of gas determined by. .
multiplying fifty percent (502) of the interest in the current gas production of
the party or parties without gas in place by a fraction, the numerator of which is
the 1nterest in the proration unit of such party with gas in place and the
denominator of which is the total percentage interest in such proration unit of
all parties with gas in place currently taking or delivering to a purchaser.

g
Each party producing and taking or delivering gas tec its purchaser

shall pay .any and all production taxes due on such gas.

Nothing herein shall be coﬂstrued to deny any party ‘the right, from
“time to tinme; to produce and - take or-deliver to its purchaser its full share of
the allowable gas: production to meet the deliverability tests required by its
purchaser, provided that said test should be of reasonable 1ength, normally not

to exceed 72 hours.i

~»Should production of .gas from a proration unit be permanently dis~
continued before the gas account is balanced, settlement will be made between
_ the underproduced and overproduced parties. In making such settlement, the
‘underproduced party or parties will be paid a sum of money by the overproduced

. party or parties attributable to- the ove rodu “

- . party received, less applicable taxes
price defined: below for:the: delive:,.
which settlement is made. For gas .sold in’ intrastate commerce,fthe price ) :

.. basis shall be the‘price received for- sale ‘of the gas. For gas- sold in inter— .
‘gtate commerce, ‘the price basis shall b be the Tate collected, from time to time, :

. which is not subject to possible- refund, as provided by the Federal Power
" " Commission pursuant to final order or settlement applicable to the gas sold "
"from such well, plus any additional collected amount which is not ultimately

PRGNS EY

- required by said Commission to be rcfundeu, such additional 281lcéted amdunt

to be accounted for ‘at ‘such time as final determination is made with respect h‘f ST
thereto. : . o ST ‘ . S

e

.
i et e«

Nothing herein shall change or affect each party s obligation to ‘pay -
its proportionate ‘share of all costs .end liabilities 1ncurred, as its share -
thereof is set forth in the Operating Agreement. : .

This agreement shall constitute a separate agreement as ‘to each proration
unit within the Unit Area and shall become effective in accordance with its terms =
“and shall xemain la force snd eifect so iong as the Operating Agreement to which

it is attached remains in effect, and shall inure to the benefit of and be binding
upon the parties’ hereto, their successors, legal representatives and assigns. K

Exhibit “E" | ' »
Page -2- _ . : B
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Township 18 moaﬁv. Range 26 Eas
S " Section 34} SEM4

Limited to depths from nr,e gurface to n,#a base of ne.mm Abo monsbn»ou.
o o ‘ : ‘. ON.H. : Warking INT2REST

. LEASE DATE OWNER | A ACRES ROYALTY . M&N NIX . . INEXCO
Ralph Nix . 32,00 14 | ”un.oj

b sf02/78 " 5 years Essie Nix . 32,00 36 32,00

. - 12/06/78 6 months M. Yates III | 32,00 SRR VI - 32,00

Barbara Malone . 16.00 | ~1/8

Carol Garrett 16.00 . o ‘.p\m

4/10/78 5 years Jonell Jones Gilmore S 15.00 - - ,3/16 . 1/16 . 16.00

- 12/13/78 - 5 years ' Stanley L. Jones ; i umoo o w\,ﬂwm s 1/16 Hm_k.oc

TOTALS : | 160.00 - | 128,00
) . == . . N

BT NO,_e%

YRo

4
AN

NIX . 128 acres = 80% of unit
ZINEXCO 32 acres = 20% of umit
, 160  ° 100%

2

k

&

CASE NO.

Addresses of Parties for Notification mﬁwomom"

Ralph Nix William J. McCaw . LaRue & Muncy
wv |°o wO“ @Hﬂ P. 0. Box OH-N ‘ P. O.o wOun WG
Artesia, NM_ 88210 ~ Artesia, M 88210 Artesia, \M .88210
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December 5, 1978

™

2 Inexco 0il Company RE: Township 18 SOuth. Range 26 East

i
* 1100 Milam Building Section 34: OSb%
Suité 1900 Eddy County, New Mexico

Houston, Texas 77002 -
ttention: Mr. Tom Dodds 7/3- £s/-337¢

g

Dear Mr, Dbdds:

We are going to drill a well 1980* PSL and 1980 FEL on
the above described property. The 'well will be drilled to e
approximately 6,000 feet to test the Abo formation that is 2
Npow producing An the Cockerham'well in the NEYNE% of Sec. 34
n Township 18 South, Range 26 East. You have 32 net acres
derljlease. We would like to make a farmout from ‘you and
ould take a 75% net working intereest, This would lasave you
124% as we note from your lease that you leased on a 1/8th.
However, should you rather, we invite you to join in drilling
_this we’l and you would have .20% of thlﬂpell. '

F17, - We ara ancloaina an AFE; _rﬂ ‘""

Lo ~-J pxrica hhgﬁ iz';hcwn en *hc KFP ¢1i 94 an *

- and.$3,350.00 on day yogk,

e We also call to your attention that we are drilling a
+/well with Hondo Drilling Company in the SELSW% of Section 27
in Township 18 South, Range 26. East, and this well will be

driuaﬁ to the Morrow in the rennay;vuu.a formation. WwWe
would like an option for a farmout on your acreage in Sec.
34 as we would probably drill a Morrow well that would covex
the proration unit, being the Ek of Sec. 34-18-26, if we are
successful in making a well out of the test in Sec. 27.

- We would appreéiaie hearing from you at your earliest
possible convenience as we are anticipating starting this
well within the next few days so that same will be drilling
hafara +tha fivat. of tha- .vaay . - =

Gl =

Very truly yours,

F o o AL
RN:cjib A

~ 1

N
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"INEXCO Ol COMPANY ' :
December 21, 1978

Mr. Ralph Nix ' 3
P. O. Box 617 ;
Artesia, New Mexico 88210

Attention: Mr. Bill McCaw

Re: Dayton NM-127
T18S-R26E
Section 34: SE/4
Eddy County, New Mexico

Gentlemen:'

in response to your letter of December 5, 1978,
wherein you request a Farmout or Joinder in the drilling
of a 6,000' Abo test to be located in the NW/4 SE/4,
please be adv1sed that Inexco 0il Company will farmout
our 20% interest in-and to the 40 acre drill site only.
Farmout terms would: be ivéry of a 75%° nat revenuc

eliv
interest lease With'a rnnvevs*oﬁ*Lf‘tue CeLd;neQ ovexrxoeu

to a 50% worklng interest after payout. ' Production would
earn total depth drilled plus 100' not to exceed the base
of the Abo formation.

It would be recommended to management that Inexco
join in the dr1111ng of this well if sufficient acreage
support or contribiution could be obtained from the offset
operators, subject to our review of sa1d contributions.

We feel that. the dr1111ng of the proposed test wzthout
a p081t10n available in the offset acreage in the NE/4, NW/4
and SW/4 is inadvisable. We - also feel ‘that the risk involved
in the drilling of the proposed well is high enough to make
it inadvisable to prove up the offset acreage for other
partles w1thout their support.
: It yuu have ubu:u.ﬂed support from the o;fset acr ge
ownhers such as acreage contributions, dryhole money, bottom
hole money, or Farmout or Option Farmout Agreements upon
réview of:their agreements and their terms we will recommend
‘to manageméht our 301nder in the dr1111ng of said well. If .

Lo

BEFORE LKfJﬁﬁﬂre NUTTER
Oll. CONSERVATION DIVISION
EXEET NO.__ Y/

e e e s

1100 MILAM BUILDING « SUITE 1900  HOUSTON, TEXAS 77002 + (713) 651-3300

e N P O T D L e e e T e b v ey i e s
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Mr. Ralnh Nix L
December 21, 1978
Page (2) :

no support can be obtained, Inexco will farmout under the
LeIns eApresse ab"" ’

ton

Very truly yours,

-.-—-.-.—

,ACO OIL COMPANY

| %/W

re

Tom L. Dcdds

. 'Ar€a Landman
o
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LARUE & MUNCY

. P, 0. Box 96 | E
Artesia, New Mexioco 886210 '

January 4, 1979

CERTIFIED MAIL _
RETURN RECEIPT REQUEBSTED

Inexco Oil Company

1100 Milam Building
suite 1900 ! ,
Houston, Texas 77002
Attention: Mr. Tom Dodds

Gcntlohnni

In view ot your retulal to paxticipata 1n the drilltng ot our
pxongggg taat wall in uula ar/4 gageion M4, nﬂnnhin 18 South,

., Range 26 East, N,M.P.M., we have f£iled an applieation for com—

7 pulsory pooling of your interest with the New Mexico 0il Con-
servation Division. A copy of the application is enclosed,
-and wa halieva ¢the same will ke heard at 9:00 A.M. January 17,
1979, at the 0il Conservation Division at Santa Pe, New Mexico. 3
We alsc enclose our proposed AFE on this well, and ask that you S
cdntact us immediately if you dnoiro to participatc 1n the
drilling thereof.

gl gng .

Bincoraly“yourl,

LARUE & MUNCY
S ' B.yz_/
o~ | William 3. McCaw
LEFORE EAMINER NUTTER |
e : olL CO RVATION PIVISION
fied Ne. 76604 | EXHIBIT NO_S
CASE NO. C¥20
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- AFE NUMBER . Date
. Wildcat — Development
.. xiidcat
__ Drilling __ Development
_ Completion __ Completion
- ,. __ Drill Deeper
__ Workover '
Lease Well Well  1980' FSL & 1980' FEL
Name No. Location Sec. 34 of T-18-S, R-20-KE
: ' Proposed .
County Eddy State . _New Mexico Depth 6,000
Spud Estimaﬂte"d Days To R
Date December 1978 To Drill 2§ Complete 5
INTANGIBLE WELL COSTS
Access, Location & Roads _ . $ §,000.00
Rig Move . , :
Footage Cost 6,000" @ $13.25/ft. 79, 500, 00
Day Work Cost - 5 days @ $3,350,00/day 16,750.00_
Bits & Reamers - .
Fuel
Water 1, 500,00
Mud & Chemicals - 4 10,000.00
Cementing & Services (Circulate surface string &
bring production string back to surface string) ' 15.000.00
Surveying & Testing - 2 tests @ 31.000each : T5.000.00 .
Perforating & logging 11,500.00
Stimulation 5,000,00
" { Transportation .. , _1, 500.00
.. | prilling Overhead Cost ’
| other Drilling Expease ' . §,000.00 )
Contingencies (10% of Intangible Well Cost) _ 14,175.00 .
.. .| Total Intangible Well Cost: $170,925.00
“ | TANGIBLE WELL COSTS |
v of " Conductor Casing : (Incl. Freight)
1200 't of 8-5/8 " Surface Casing § 9,879.84 S "o
v .of ~ " Intermediate Casing ~ n R
g ! of *‘igs;rnediate Casing n "
6000 1 of 5-1/2 " Production Casing 29,207,66 TS n
‘ ! of - » Tie-back Casing Toom n
6000 ' of __2—_3@____" Tubing 13,289,40 ) o
t of -n Tubing ' " L]
| Liner Equipment ' 3 ' ,
Wellhead Equipment . ~6,000.00
- | Producing Facilities, Tank Batteries, Flowlines 8, 500.00
Packers & Other Subsurface Tool s h . :
| Contingencies (10% of Tangible Well Costs) 6,687.69
Total Tangible Well Cost: $ 73,564.59
TOTAL WELL COST . $244,489. 59
| Estimated Dry Hole Cost - $185,925.00 B
. . — § e A R L A AY e e e AT ")
".A?PROVI-ID: eI 1 e >ty ey | APPROVED:
L OV 4 e A a N < Al Bv
B , T T VAT DIV nT
chpany ——TT T ( ' Company
T Date .




MODEL

v-

_ AA;{L.. E.A,RR{“O 1977 _ , 1
FORM O.i?éRATLPJu AGREEMENT -

fGse st 1ns vty s poukibioed 3
except wben puthorized in wUn s by U - ’ . -
Ar/siay dassctann of Piviclesr 1 dings

OPERATING AGREEMENT

‘DATED

_ December 15 . 1978

LaRue & Muncy'

OPERATOR _

 CONTRACT AREA

Township 18 South, Range 26 East, N.M.P.M.

Section 34: SE/4

'COUNTY OR PARISH OF

‘Eddy STATE OF_New Mexico

COPYRIGHT 1977 - AlL RIGHTS ‘RESERVED
AMERICAN ASSOCIATION “OF PETROLEUM’ LAN\JMEN
APPROVED FORM. = AAP.L NO. 610 - 1977 REVISED
MAY BE ORDERED DIRECTLY FROM THE PUBLISHER
KRAFTBILT PRODUCTS, ) BOX 800, TULSA 74101

B MUTTER

AVATION DIVISION

?

YN AT
EFQRE f;‘,‘\,,p} NN
Oll. CCive

[ oA S I TR -

YN TRy

Y20

CASE NO,




C

' A.APL. FORM 610 - MODEL FORM OPERATING AGREEMENT . 1577

TABLE OF CONTENTS
Article Title Poge
I. DEFINITIONS ... S Rt 1
II. EXHIBITS ... : 1
III. INTERESTS OF PARTIES ........... - S 2
A OIL AND GAS INTERESTS ..ooooccoimrmimurmmssrmssrienseiaseerinsessssssesssemrssesoeeeeees 2
B. INTEREST OF PARTIES IN COSTS AND PRODUCTION ............... 2
IV. TITLES oot eeeoeee e e eesseesi s samieesames e e 2
A. TITLE EXAMINATION . R 2
“B. LOSS OF TITLE .. e e e 2
1. Failure Of Title ..ot esieee e ses st eeeien : 2-3
~ 2. Loss by Non-Payment or Erroneous Payment of Amount Due .. » ‘3
) 3. Other LUOSSES oot e e s ee st e e me e aneneenraneit 3
V. OPERATOR ... T, ‘ . 3
A. DESIGNATION AND RESPONSIBILITIES OF OPERATOR .......... . 3
B. RESIGNATION OR REMOVAL OF OPERATOR AND SELECTION OF SUCCESSOR SO 4
1. Resignation or Removal of Operator ... O IR 4
2. Selection of SUCCESSOr OPEYALOL e e e een 4
R AP 21119 6 4 31 51 U e — 4
D. DRILLING CONTRACTS ....oooemmimmiumrisssrromorossssenrsosisssosioes et essessoe oo 4
VI DRILLING AND DEVELOPMENT N 4
A, INITIAL WELL oot snsss s s : BT |
B. SUBSEQUENT cpum:rzo IS i I IS N Y
1. Proposed Uperatxons it e
_ 2. Operations by Less than All Parties . 5.8
C. RIGHT TO TAKE PRODUCTION IN KIND IO S RANCORIRN KL
- D. ACCESS TO CONTRACT AREA AND. INFORMATION ..o oo
E. ABANDONMENT OF. WELLS .....ccoovrurrtrmmmrrinriscn S o
1. Abandonment of Dry HOIES .ot e inrns 7
‘2. Abandonment of Wells that have Produced N, rrebeeniiEenierens .7-8 -
©UVIL ExpENDITUREs AND LIABILITY OF PARTIES ... ' 8
A, LIABILITY OF PARTIES ..cooiiimoioioiosscmemimsirenssossssie s cesoneoeees ) e
B. LIENS AND PAYMENT DEFAULTS ..ot S 8
C. PAYMENTS AND ACCOUNTING . e s uiernsn s e ssansbsssse e s e 8
D. LIMITATION OF EXPENDITURES ... eereeeerien 9
1. Drill or Deepen ............... tireoteassiesresseansasatersbanataninnns 9
2. Rework” or Plug Back ...o.comioirceieecons i et ssssasssssssess st s s 9
3. Other OPerations ... scssssssses s ssssasinsnnees . 9
E. ROYALTIES, GVERRIDING ROYALTIES AND OTHER PAYMENTS.........coocrromrsereroen ez B
F. RENTALS, SHUT-IN WELL PAYMENTS AND MINIMUM ROYAL'I‘IES Ao 8-10
G. TAXES ..o eveamieciesipuenien e smene s saonstniais 10
. " H. INSURANCE - 10
/VIIL. 'ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST ... - 10
A. SURRENDER OF LEASES .......ciusicmmtusmisssssososssssssssseeressneneseessemssisessossesianes
B. RENEWAL OR EXTENSION OF LEASES i.ooooooovoecoveerest s it seassnssnee -
C. ACREAGE "OR  CASH  CONTRIBUTION " ..........coooeicemmeeiiinmsiisrinsennessrseasns
D. SUBSEQUENTLY CREATED INTEREST ..ooeoccccoveiereesmnnssessssessssmsssssesnesscssseseis
E. MAINTENANCE OF UNIFORM INTEREST _
F. WAIVER OF RIGHT TO PARTITION .....ccoccccoommimimmmemmnirmerraneene eeesseeeesemnies et isss s saas e ar e
G—PREFBRBNTHERIGHE-FO—PURCHAS B~ T r—— 30~
IX. INTERNAL REVENUE CODE ELECTION .........oeciisomsssnmnns S SSEROREREINS b
X, CLAIMS AND LAWSUITS .o cooosieemsmssesscosssissssessssssissssesstssoosisseess et s tiariin o5 Y
XI. FORCE MAJEURE ....ooccecoumurmrmmmmmiaivscmmosscsssscs svvsersssrsos e
XIL NOTICES e ioieriensmetitmsntmsrisomsstn sttt 2 1L ottt 1
X111 TERM OF AGREEMENT ................................................................ TS k -"13 14
XIV. COMPLIANCE WITH LAWS AND REGULATIONS
A. LAWS, REGULATIONS AND ORDERS ..o st
B, GOVERNING LAW . eeeeseae s sa st e s e eSS s snnene st
XV. OTHER PROVISIONS 5
XVI. MISCELLANEOUS .....ccommvncirinnicnnee L reeestisrenssmaosessaasoess st bee b e s tR s SERRRSA S e sma s gt [w:i:__,n__ e
SRR NS A ag Ny
lmr.-.ux.w.;.mel?nahnl;&v:J




«C ¢

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

WO =IDW B W

OPERATING AGREEMENT

THIS AGREEMENT, cntered into by and between __ LaRuc & Muncy, P. O. Box 96,
Artesia, New Mexico, 88210 » hereinafter designated and
referred to as “Operator”, and the signatory party or parties other than Operator, sometimes heremafter
referred to individually herem as “Non-Operator”, and collectively as “Non-Operators”,

WITNESSETH:

WHEREAS, the parties to this agreement areé owners of oil and gas leases and/or oil and gas in-
terests in the land identified in Exhibit “A", and the parties hereto have reached an agreement to explore
and develop these leases and/or oil and gas interests for the production of oil and gas to the extent and

as hereinafter provided:

NOW, THEREFORE, it is agreed as follows:

"ARTICLE I,
DEFINITIONS

As used in thls agreement, the following words and terms shall have the meamngs ‘here ascnbed

to them:
A. The term “oil ‘and gas” shall mean oil, gas, casinghead gas, gas condensate, and all cther hquld.

or gaseous hydrocarbons and “other marketable substances produced therewith, unless an intent “to

Iimit the inclusiveness of this term is specifically stated.
" B. The terms. “oxl and gas lease”, “lease” and “leasehold" shall mean the oil and gas leases cov-

- ermg tracts of'land lymg wnhm the Contract Area whxc “are owned by ther parues“to thls agreement
: f : : fte and iminerai inieresis-in tracts of . .

« whici are ownea by -parties to thxs agreement.

’’’’ Cuuuau “Aréa” ‘shail ‘mean ail of the lands, oil“and gas leasehold - interests and oil L

U J.ll!: u:x L5

and gas mterests irténded to be developed ‘and operated for cil'and” gas purposes tnder this agreement -

Such lands oil and. gas leasehold interests and 0il and gas interests are described in ‘Exhibit *A”.

E. The term ‘drilling Unit” shall mean the area fixed for the drmmg of one well by order or rule
of aiiy. state or ‘federal hody havmg author:ty If a drilling unit is not fixed by any such rule or order,
a dmllmg umt shall be the’ dnumg Uhit as established by the pattern of dnllmg in the Contract Area
or as fixed by express agreement of the Dril]mg Parties,

F. The term “drilisite” shall mean the 6il and gas lease or mterest on which a proposed well 1s to
be located.

_ : G. The téerms “Dnllmg Party” and “Consenting Party" shall mean a party who ‘agrees to join' in
and pay its share of: the cost of any operation conducted under the previsions of this “agreement.

"H. The terms “Non-Drilling Party” and “Non-Consenting Party” shall mean a party who elects

not to participate in a proposed operation.

~ Unless the context otherwise clearly indicates, words used in the singular include the plural, the
plural includes the singular, and the neuter gender includes the masculine and the feminine.

ARTICLE lI
EXHIBITS

The following exhibits, as indicated .below and attached hereto, are inccokporated in and made a

part hereof:
X A. Exhibit “A”, shall include the following information:

(1) Identlficatxon of lands subJect to ‘agreement,

(2) Restrictions, if any, as to depths or formations,
- (8) Pércentages or - fractional mterests of parties to this agréément,

(4) Oil and gas leases and/or o:l and gas Interests subject to this agreement

(6) Addresses of parties for notice purposes.

B. Exhibit “B”, Fofm of Lease.

X C. Exhibit “C”, Accounting Procedure,

D. Exhibit “D”, Insurance,

X E Exhibit “E” Gas Balancing Agreement.

(] F. Exhibit “F”, Non-Discrimination and Certitication of Non-Segregated Facilities.

If any proviéion of any exhibit, except Exhibit “E", is inconsxstent with any provision contained
in' the body of this agreement, the provisions in the body of this agreement shall prevail,
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ARTICLE IIL
INTERESTS OF PARTIES

A. Oil and Gas Interesis:

If any party owns an unleased oil and gas interest in the Contract Area, that interest shall be
treated for the purpose of this agreement and during the term hereof as if it were a leased interest
under the form of oil and gas lease attached as Exhibit “B”, - As to such interest, the owner shall re-
ceive royalty on production as prescribed in the form of oil.and gas lease attached hereto as Exhibit
“B”, Such party shall, however, be subject to all of the provisions of this agreement relating to lessees,
‘to the extent that it owns the lessee intcrest.

B. Interest of Parties in Costs and Production:

Exhibit “pY lists all of the parties and their respective percentage or fractional interests under this
agreement ‘Unless changed by other provisions, all costs ‘and liabilities mcurred in operations under
this agreement shall be borne and’ pald and all equxpment 4hd material acqulred in' operations on the
Contract Area shall'be owned by the partxes as their interests are shown in Exhibit “A”. All produc-
tion of oil and gas from the Contract Areéa, subject to the payment of lessor's royaltiés whieh—vsill-be-

bome—by—the—Jomt—Aeeeu-nﬁ shall also be owned by the parties in the same manner durlng the term

hereof; provided, however, this shall not be deemed an assignment’ or eross-assignment of interests cov-

ered hereby.

ARTICLE 1V.
TITLES

A.. Tntle Examination:
The parties accept title to the: dr:Lllsit:e tract.

2 = ‘r—%hc——Bﬁr}ﬂr«—-Pmﬂes—ser—reerueet- Tntle exammatxon sha!l be made on the leases
and/or oil and gas interests included, or ‘planned to be included, in the drilling unit around such well.

The opinion will include the ownership-of the: working interest, minerals, royalty,: overndmg royalty

and production payments ‘under the applxcable leases. At the txme a well is proposed each party con- ..

trnbutmg leases and/or ‘oil and gas mterests to the dnlls:te or to be included in such drilhng unit, shall
furnish to Operator: all’ abstracts (mcludmg Federal Lease Status Reports), title opinions, title’ papers
and ‘curative material in its possession free of charge. ‘ANl such information not in the possesszon of or
made available to Operator by the parties, but necessary for the examination of title, shall be obtained
by Operator Operator shall cause title to be examined by attorneys on its staff or by oulside attorneys.
Copies of all title opimons shall be furnished to each party ‘hereto. ‘The cost incurred by Operator in
this title program shall be borne as follows:

B G l. L 1_ GE“! iﬂElll‘l’ed b!ﬁ Qﬁe-l'ﬂ*e’ H

itle opinions) shall be a

Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside.,,attox:neys
for title examination (mcluding preliminary, supplemental shut-in gas royalty opinions and division
order 'title opinions) shall' be borne by the Drilling Parties in the proportion that the mterest of each
Drilling Party bears to the total interest of all Drilling Parties as such interests appeat’ in Exhibit “A".
Operator shall niake no charge for services rendered by its staff attomeys or other ‘personnel in the

performance of the above functions. . -

Each party ‘shall be responsible for securing curative matter and pooling amendments or agreements

‘required in connection with leases or oil and gas interests contributed by such party, The Operator shall be

responsible for the preparation and recording of Poolmg Desngnat:ons or Declarations as well as the

“conduct of “hearings bofore ‘Governmentat” Agencies for the securing of spaclng or pooling ordexs This

shall not prevent any party from appearing on its own behalf at any such hearing.

No well sha]l be drmed on the Contract Atrea until attex (1) the title to the drillsite or drillmgtunit
has been examined as above provided, and (2) the title has.bcen approved by the exumining attorn‘ey or
title has been accepted by all of the parties who are to participate in the drilling of the well.

\
]
I8
\

N
TN
1. Failure of Title: Should “any oil and gas interest or lease, or interest therein, be lostn,t\)\r ugh
fatlure of title, which loss results in a “reduction of interest from that shown on Exhibit ‘A" this agree-
ment, nevertheless, shall continue in force as to all remaining oil and gas leases and mtereets and----~
(a) The party whose oil and gas lease or interest is affected by the title fallute shall ‘bear alone
the entire loss and it shall not be entitled to recover from Operator or the other parties any development.:

B. Loss of Title: ' , ({1;:‘.,

-2
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or operating costs which it may have theretofore paid, but there shall be no monetary Habllity on its
part to the other parties hereto for drilling, development, operating or other similar costs by reazon 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 lost, but the interests of the parties shall be revised on an acre-
age basis, as of the time 1t is determined finally that txtle failure has occurred, so that the interest of

the party whose lease or interest is aifected by the &i t1¢ failure will thereafter be reduced in the Contract

Area by the amount-of the interest lost; and .
{c) If the proportionate interest of the other parties hereto in any producing well theretofore drined

on the Contract Area is increased by reason of the title failure, the party whose title has failed shall
receive the proceeds attributable to the increase in such interests (less costs and burdens attributable
thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such well;
and

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

" (e) Any habxlxty 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 partlcs in the same proportions in which they shared
in such pmor production; and

(f) “No charge shall be made to the joint account for legal expenses, fees or salaries, in connection
wnth the defense of the mterest clalmed by any party hereto, 1t bemg the intentlon of the parties

2.7 Loss by Non-Payment or Erroneous Payment of Amount Due: If, through mistake or oversight,

: any rental “shut<in well payment minimtim royalty”or royalty payment is not paid or is erroneously'

paid, and gs°a result a lease or’ mterest thereéin terminates,  theke: ‘shall be no tmonetary lability against
the party who failed to make such payment Unless the party who failed to make the required’ payment
secures a new lease covermg the same interest within mnet/ (90) days from the discovery of the fail-

‘ure to make proper paymient, which acquisition will not be subject to Article”VIIL.B;, the interests of

the partxes shall be revised on an acreage basxs effecuve as of the date of termmation of the lease in-

- the Contract Area on account of ownership of the léase or mterest Which "has terminated. In the. avent’
“the pariy who failed to make the required payment shall not have been fully reimbursed, at the time of

the loss, from the proceeds of the sale of oil and gas attnbutable to the lost mterest calculated on an
acreage basis, for the development and operatmg costs’ theretofore pald on account of such mterest it
shall be relmbursed for unrecovered actual costs therefofore’ pald by it (but not for’its share of the
cost of any diy hole pxe(nously drilled-or wells previously abandoned) from 3o much of the following
as is necessary to effect relmbursement

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

(b) Proceeds, less operatmg éxpenses, thereafter accrued attributable to the lost interest on an
acreage basis, of that portion of oil and gas thereaffer produced and marketed (excludlng production
from any wells thereafter drilled) which, in the absence of such lease termination, would be attributable

" {0 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 thie other parties in proportion to their respective in-
terests; and

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

coming a party to this agreement.

3. Other Losses: All losses incurred, other than those set forth in Arhcles IVBl ‘and IV.B.2.
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 interests in the remaining portion of

the Contract Area.

ARTICLE V.

]

OPERATOR 5

A. DESIGNATION AND RESPONSIBILITIES OF OFERATOR:
LaRUE & MONCY, P. O. Box 96, Artesia, New Mexico, 88210 " ehallbe the

Operator of the Contract Area, and’ shall conduct and direct and have full control of sall operetfons on
the Contract Area as permitted and requlred by, and within the limits of, this agrcement, I sha]l con-
duct all such operations in a good and workmanlike manner, but it shall have no lmbility as Operator
to the other partics for losses sustained or liabilities incurred, except such as may result from ‘gross

negligence or willful nuswnduct

" bt A.'{'A’ud-.’f.‘h"»,q{y’.'r'm]
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B.  Resignation or Remeval -of Opcrator and Selection of Siuccéessor:

1. Resignation -or Removal of Operator: Operator may resign at any time by giving written notice
thereof 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 Operator, it shall cease to be Operator without any
action by Non-Operator, except the selection of a successor. Operator may be removed if it fails or
refuses to carry out its duties’ hereunder, or becomes insolvent, bankrupt or is- placed in receivership,
by the affirmative vote of two (2) or more Non-Operators owning a ma;orxty interest based on owner-
ship as shown on Exhibit “A”, and not on the number of parties remaining ‘after excluding the voting
10  interest of Operator. Such resignation or removal shall not become effective until 7:00 oclock AM,
11 on the first day of the calendar month following the expiration of ninety (90) days after the giving of
12 notice of resignation by Operator or actlon by the Non- Operators to remove Operator, unless a successor
13 ° Operator has been setected and assumes ‘the duties of Operator at an earlier date. Operator, after effect-

" 14 . ive date of resignation or removal, shall be bound by the terms ‘hereof as a Non-Operator, A change of
15 a corporate name or structure of Operator or transfer of Operators interest to any single subsidiary,
16.  parent or successor corporation shall not be the basis for removal of Operator.

© O IO D

18 2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Op-
19  erator shall be selected by the Parties. The successor Operator shall he selected from the parties owning
20 an interest in the Contract Area at the time such successor Operator is selected,  If the Operator that
21  is removed fails to vote or votes only to succeed 1tself the sticcessor Operator shall be selected by the
22 afﬁrmatwe vote of two:(2)‘6r more parties owmng a majority interest based on ownershlp as shown
23 on Exhibit “A", and not on the number of parties remaining after excludmg the voting interest of the

" 24  Operator that was removed.

“28; The number of employees used by Operator m conductmg opexatlons heréunder, their selection,
<29 and the hours of labor and the" conipensgation for snr"xc s performed, shall be determined by Operator,v .

30  and all such employees shall be the employees of Operator

31 )
32 D Drlllmg Contracis. ‘ ‘ ' : 5
34 A]l wells dnlled ‘on the Contract Area shall be dnlled on a competmve contract basis at the usual

35 Trates prevailing in the area. If it so dosxres, Oparator may employ its own tools and equipment in the
‘36 drilling of wells, but its' chalges thexefor shal[ not exceed the prevailing rates in the area and the rafe ..
37 of such charges shall be agreed upon by ‘the parties in writing before drilling operations are com-
38 menced, and such work shall be performed by Operator under the samé terms and conditions as are
‘39  customary and usual in the area in contracts of independent ¢ontractors who are doing work of a sim-
40 ilar -nature. '

41

42 B ARTICLE VL

43 ‘ ‘ ‘ " DRILLING AND DEVELOPMENT

44 , : : : |
45 A. Initial Well: : - A ;
46 - ' o ‘ i
47 On or before the 31st __ day of December , 1978  Operator shall commence the drill-
48 * ing of a well for ojl and gas at the following location: - ' {
;g 1,980 feet from the south line and 1,980 feet from the east line of }
51  Section 34, Township 18 South, Range 26 East, N.M.P.M. R

53 and shall thereafter continue the drilling of thc well with due diligence to @ depth sufficient to
54  test the Abo formation,

55
56 : : 2 .
5% ' "taf,

58 .. unless gramte or “other pracucally 1mpenetrable substance  or condition in the hole, which :enders
5¥ further driiiing Implactlcal is encountered at a lesser depth, or unlcss all parties agree to complete or

60 abandon the well at a lesser depth, 7 v}‘.'.
61 :
62 - Operator shall make reasonable tests of all formatxons encountered during drilling which gwe in-

63 = dication of containing oil and gas in quantitics sufficiént to test, unless this agreement shall be‘limited
64 in its application to a specific formation or formations, in which - event Operator shall be” x‘éqlulred to

65 test only the formation or formations to which this agtecment hay apply. fif ' 5_; },) :

66 » By 0 A

67 If in Operator’s judgment, the well will not produce oil or gas in paying quantitles and n wéshes
68 to plug and abandon the well as a dry hole, it shall tirst secure the consent of all partlesllaz;d shall
69 plug and abandon same as provided in Article VLE.L. hereof. e

Ar‘ﬁ'.r*.! PASTEFFIEE U3 VLIS PP Y AN
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B. Subsequent Operations:

1. Proposed Operations: Should any party hercto desire to drill any well on the Contract Area
other than theé well provided for in Article VLA., or to rework, deepen or plug back a dry hole drilled
at the joint expense of all parties or a well jointly owned by all the parties and not then producing
in paying quantities, the party desiring to drill, rework, deepen or plig back such a well shall give the
other parties written notice of the proposed “operation, specifying the work to be performed, the loca-
tion, proposed depth, obJectlve formatnon and the estimated cost of the operation. The parties receiv-
ing such a notice shall have thirty (30) days after receipt of the notice within which to notify the
parties wishing to do the work whether they elect to participate in the cost of the proposed operation.
If a dnllmg rig is on location, notice of proposal to rework, plug back or drill deeper may be given
by telephone and the response period shall be hmlted to forty-eight (48) hours exclusive of Saturday,
Sunday or legal holidays. Failure of a party rncelvmg such notice to reply within the period above fixed
shall constitute an election by that party not to partmlpa*e in the cost of the proposed operation. Any
notice or response given by telephone shall be plomptly confirmed "in writing. .

2. Operations by Less than All Parties: If any parly receiving such notice as provided ln"Arflole
VI.B.1. or VLE.1. elects not to participate in the’ proposed operation, then, in order to be entitled to
the benefltQ of this article, the partyv or parties awm" the otice and such other partics as shall elect
to partlclpate in the operation shall, within sixty (60) days after the expiration of the notice period of
thirty (30) days (or as promptly as possible after the " expiration of the forty-eight (48) hour period
where the drilling rig is on location, as the case may be) actual]y commence work on -the proposed
operatxon ‘and comp!ete 1t thh due’ dllxgence Operatm shall perform a]l work for the account of the

Consent‘.u

.”‘Jv-nv\r.eee nv\n\ r\’.:nh anvl“hd n—.ﬂlm- @
Consenting Parties as” Operator“to’ perform sich wom ~Consenting’ Paltxes \vhen

hY 4
J ©Oi wnd CUOonsenc

conductmg operahons on the Contract Area pursuant to this Artxcle VIB. 2., shall comply w:fh all terms
and conditions of thls agreement

If ]ess than all parues approve any proposed operatlon the proposmg party, lmmedlately after the‘
ol interest_

of the parties approvmg “such operatton, and (b) its recommendatlon as to whether the Consentmg Par—

‘ties should proceed with the operat:on as proposed Each - Consenting Party, within forty-eight (48)
Vhours (excluswe of Saturday, Sunday or legal hohdays) after recexpt of such notlce, shall advxse the

or (b) carry its proportionate part of Non- Consentmg ‘Parties’ interest. The proposing parly, at its
election, may withdraw such’ proposal if there is insufficient’ participation, and shall promptly notify

all parties of such decision,

The entive cost and risk of conductmg such operatxons shall be borne by the Consentmg Parties in
the propoitions ‘they have elected to'bear same undcr the tcrms of the prccedmg paragraph. Consenting
Parties shall ‘keep ‘the leasehold estates involved in such operatlons free and clear of all liens and
encumbrances ‘of e'iery kind created by or arising from the operations of the Consenting Parties. If such
an operatlon ‘resulls in adry hole, the Consenting Parties shall' plug and abandon the well at ;heir 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’ paymg quantities, the Consentmg Parties shall
complete and equip the well to produce at their sole cost and risk, and the well shall then be turned
over to Operator and shall be operated by it at the expense arid for the account of the Consentmg Partles
Upon ‘commencement of operations- for the dnllmg, reworkmg, ‘deepening or plugging back of any ‘such
well by Consenting Parties in accordance with the provisions of this Article, each Non- Consentmg Party
shall be -deemed to have relmqulshed to Consen'mg Partles, and the: Consenting Parties shall 6wn and
be entitled to receive, in proportion to their respective mtercsts, all of  slich Non-Consentmg 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 dedtxetmg productlon
taxes, royalty, overriding royalty and other interests existing on the effective date hereof payablc out of
or measured by the produchon from such ‘well accruing with respect to such interest until it reverts)

shall equal the total of the following:

" (a) .100% of each such Non-Consenting Party's share of the cost of any newly acquired surface
equipment beyond the wellhead connections  (including, but not limited to, stock tanks, separators.
treaters, 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 continuing until' each sucf\ Non-
Consenting Party’s relmquished interest shall revert to it under other provisions of this Article, it being
agreed that each Non-Consenting Party’s share of such costs and equipment will be thgt’ lnterest whlch
would have been chargeable to each Non-Consenting Party had it participated in the we\ll from the be-

ginning ot the operation; and %
o 91| ..&'L{{:\"{t‘*

(b)_5_QQ.% of that portlon of the costs and expenses of drllling reworking, deepbning, or plugglng ,

back, tesiing and comploting, after dadueting anv eash contributions received under Artlcle VIII, C..-nnd-

o
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‘52&_% of that portion of the cost of newly acquired equipment in the well (to arfd including the well-
head connections), which would have been chargeable to such Non-Consenting Party it it had partici-

: :
pated therein,

Gas production attributable to any Non - Consenting Party’s relinquished interest upon such Party's

.. election, shall be sold to its purchaser, if available, under the terms of its existing gas sales con-
traci.. Such Non - Consenting Party shall direct its purchaser to remit the proceeds receivable from

such sale direct to the Consenting Parties until the amounis ‘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 above, the Consenting Parties shall own and be entitled to receive and sell such Non-
Consenting Party’s share of gas as hereinabove provided during the recoupment period.

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

In the case of any reworking, pluggmg back or deeper dnllmg opetatlon, the Conscnting Partxes shall

ve permitied to use, free of cost, all casing, tubmg ‘and other equxpment in the well, but the ownerslup of .

all such equipment shall remain unchanged; and upon abandonment of a well after such reworking,
plugging back or deeper drilling, the Consenting Parties shall account for all such eguipment to the
owners thereof, with each party receiving 'its proportionate part in kind or in value, less cost of
salvage.

Within sixty (60) days after the completxon of any operatxon under thls Artlcle, the party con-

ducting ‘the operatlons for the Consenting Parties shall furnish each Non= Consentmg Party w1th an'g in-

ventory of the equlpment in and connected to the well, and an itemized statement of the cost of dnllmg,

,deepenmg, plugging back; testmg, completmg, and equipping the well:for productxon or, at its optlon,‘
- ‘the operatmg party, in lieu of an itemized statement of such costs of operation; ‘may submit a detailed

statement- of monthly billings. Each month thereafter, durmg the time the Consentmg Parties are being
reimbursed as provided above, the Party conductmg the ‘opérations for the Consenting Partxes shall furn-
ish the Non -Consenting Parties with an itemized statément’ of ‘all costs and liabilities mcurred in"the

2l

operation of the well, together with a statement of the quantityof 6il and sw pwduwd fremit and i

amount of proceeds realized from the sale of the well’s working intérest 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 1ot lirited" to, metering or perlodxc vzell tests, Any
amount realized from the sale or other disposition of equlpment newly acqmred in’ connectxon thh any
such ‘operation whlch would have been owned by a Non- Consentmg Party had it partlcxpated therein
shall be credited against the total unreturned costs of the work done and of the equipment purchased,
in determining when the interest of such Non-Consenting Party shall revert to it as above provided;
and if there is a credit balance, it shall be paid- to such Non-Consenting party

-If and when the Consentmg Partxes recover from a Non Consentintr Party ] relmqu:shed interest
the amounts provxded for above, the relmqulshed mterests of ‘stich” Non—COnsentmg Party shall auto-
matlcally revert to it; and ‘from and after such revorsxon. such Non Consentmg Party shall own the same
intérest in such well, the rmaterial and equipment in or: pertammg thereto, and the production there-
from as such Non- Consentmg Party would have bsen entitled to had it paxtxclpated in the dnlhng,
reworkmg, deepening or plugging back of said well Thereafter, such Non-Consentmg Party shall be
charged with and shall-pay its proportionate part of the further costs of ‘the opeération of said well in
accordance with the terms of this agreement and the Accounting Procedure, attached hereto.

of all parties, no wells shall be completed in or produced from a ‘source of supply from whlch a we]l
located elsewhere on the Contract Area is producmg, unless such well conforms to the then-—exlstmg
well spacing pattern for such source of supply : ,

“s

The provisions of this Article shall have no apb]icaiioh whatsoever to the drilling of the”' initial
well “described in Article VI.A. except (a) when Option 2, Article VILD.1, has been selected,’ Or (b)
to the reworking, deepening and plugging back of such initial’ well, if such well is or thereafter shall
prove to be a dry hole or non-commercial we]l after havmg been drilled to the depth specitied i m Artlcle

VIA,

C. Right‘to Take Production in Kind:

Each party shall have the rnght to take in kind or separately dispose of its pro;)ortnonate §hare of
all oil and gas produced. from the Contract Area, exclusive of production which may be {xsed ‘& de-
velopment and producmg ‘operations . 4nd in- preparing and treating oil for marketing purpdseo"ﬁnd
production unavoidably lost. ‘Any extra expenditure incurred in the taking in kind 'or ,separate diqu-
sition by any party of its proportionate share of the production ‘shall be borne byi'such: party. _-Any:.

]
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party taklng its share of production in kind shall be required to pay for only its proportionate share
of such part of Operator’'s surface facilities which it uses.

Each party shall execute such division orders and contracts as may be necessary for the sale of its
interest in production from the Contract Area, and, except as provided in Article VILB., shall be entitled
to receive payment direct from the purchaser thereof for its share of all production.

~ In 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 gas produced from the Contract Area, Operator shall have
the right, subject to the revocation at will by the party ownirigit, but not the obligation, to purchase such
oil and gas or sell it to others at any time and from time to time, for the account of the non-taking
party at the best price obtainable in the area for such production. Any such purchase or sale by Op-
erator shall be subject always to the right of the owner of the productmn to exercxse at any time its
right to take in kind, or separately dispose of, its share of all 6il and gas not prevxously idelivered to a
purchaser. Any purchase or sale by Operator of any other party s share of oil and gas shall be only for

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

particular cxrcumstances, but in no event for a period in’ excess ‘of one (1) year. Noththstanding the
foregoing, Operator shall not make a sale including one into interstate commerce, of any other party’s

share of gas production without first gwmg stich “other party thirty (30) days notxce of such. intended :

-sale.

In the event oné 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-to- day basis for any reason are not
exactly equal to a party’s respective proportionate share of total gas salés to be allocated to.it, the

balancing ‘or accounting between the respective accounts of the parties ‘shall ‘be in accordance with

any QGas Balancmg Agreement between the partles heréto, whether such Agreement is attached as
Exhibit “E” 'or is a separate Agreement.

D. Access to Contract Atea and Information:

Each party shall have access to the Contract Area at all reasonable times, at its sole risk to inspect
or observe operatlons and shall have access at reasonable times to mformatlon pertamjng to the de—

: velonment or oneratmn fhm'enf inoludi ing "“._m to1's books and returds Teialing thereto. Uperator, upon

request, shall furnish each of the other partles with copies of all forms or reports filed with govern- y

mental agencies, dally drilling reports, well logs, tank tables, dally gauge and run txckets and reports

of stock on hand at the first of each month, and shall: make available samples of any cores or cuttings’

taken from any well” dnlled on the Contract Area. The cost of gathering and furmshmg information to
Non-Operator, other than ‘that specified above, shail be charged to the: Non—Operator that requests the

information.

- E. Abandonment of Wells:

1. Abandonment of Dry Holes: Except for any well dnlled pursuant to Art;cle VI.B.2., any well

" which has been drilled: under the terms of this agreement and is proposed-to Lé ¢ompleted as adry 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 pariy fail to reply within forty-eight (48) hours

(exclusnve of Saturday, Sunday or legal holidays) after receipt of notlce of -the proposal to plug and -

abandon such well, such party shall be deemed to have consented to the proposed abandonment. - All
such wells shall be plugged and abandoned in accordance with applicable’ regulations and - at the cost,

risk and expense ‘of the partxes who participated in the dost-of dnlhng of stich 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 subJect to the provmons of Article VI.B.

2. Abandonment of Wells that have Produced: E\cept for any well whlch has been drxl]ed or re-
worked pursuant ‘to Article VLB.2. hereof for ‘which the’ Consentmg Parties have not been fully reim-
bursed astherein provnded any well whlch has been completed as a producer shall not be plugged and
abandoned without the consent of all parties. If’ all parties consent to such abandonment, the weh shall
be plugged and. abandoned in accordance with applicable regulatlons and at the cost, risk and e‘:cpense
of all the parties hereto. If, wnthm thirty (30) days after receipt of notice of the proposed abandonment
of such wel), all parties do not agree to the abandoriment of any well, those wishing to continue’ ‘ltS op-

eration shall tender to each of the other parties its proportionate share of the value of the well's §alvabie

material and equipment, determined in accordance with' the provisions of Exhibit “C”, less the esflmated
cost of salvaging and the estimated cost of plugging and abandoning. Each abandonmg pa1 - shall
assign to the non-abandoning parties, without warranty, express or ‘implied, as to title or: as 16" quantlty.

quality, or fitness for use of the equlpment “and material, all of its interest in'the wéll and related equip- ,

| ment, together with’its interest in"the leasehold estate as to, but only as to, the interval ot fntervé),s of the

formation or formations ‘then open to' production. If the interest of the abandoning part}' 3: .oF’ in inciudes
an oll and gas Interest, such party shall exccute and deliver to the non-abandoning party~or partiuc -an
ofl and gas lease, limited to the interval or intervals of the formation or forfnations then open to produc..
tion, for a term of one year and so long thereafter as oil and/or gas is produced from the Interval 'or intérs::

-7
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vals of the formation or formations covered ‘thereby, such lease to be on the form attached as Ex’hxbxt
“B", The assignments or leases so limiled shall-encompass the “drilling unit” upon which the well is
located. The payments by, and the assignments or leases te, the assigiees shail be in a ratio based upon
the relationship of their respective percentages of participation in the Contract Area to the aggregate of
the percentages of participation in the Contract Area of all assignees. There shall be no readjustment
of interest in the remaining portion of the Contract Area. :

_____ shall have no further responsibility, liability, or interest in the op-
eratxon 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 parties at the rates and charges con-

- Thereafter, "“9!'!5!0!‘:!!13 part:c

‘templated by thls agreement, plus any additional cost and charges which’ may arise as -the result of

the separate ownership of the assigned well.

ARTICLE vII. :
EXPENDITURES AND LIABILITY OF PABTIES

A, Liability of Parties:

The 1liability of the parties shall be several, not joint or collective. Each party shall be responsible
only for its obligations, and shall be liable only for its proportionate share of the costs of developing
and operating the Contract Area. Accordingly, the liens granted among the parties in Article VILB. tire
given to secure -only the debts of each severally It is not ‘the intention of the parties to create, nor shall
this ‘agreement’ ‘be construed as creating, a mining or other partnership or association, or to render the

-parties liable as partners.

- ' : N T i i Ll L . - - \.’ X .
R Liene and ’Pa’vmen Defanitsr'

raymw

I g

security intez est in 1ts share of oil and/on gas’ when' ex!racted and its interest” allcqulpment to secure :
payment of its share ‘of expense, together with interest thereon -at the rate provided in the Accountmg
Procedure attached hereto as Exhibit “C”. To the extent that Operator has a security" interest under the
Umform Commercial Code of the State, Operator sha]l be entitled- to exercise the r and remedies
of a secured. party under the Code The,,
for the secured mdebtedness shall not be deemed an election of remedies or ‘otherwise affect the 'lien
rights or secunty ‘interest’ as securlty for- the payment thereof. in addmon, upon default by any Non-
Operator m the payment of Jts share of ‘expense, Operator shall have the" rrght without preJudlce to

%?e% S or- gas untl?t{- ie am owed by such perator, plus in‘t:erest Eas h pai

purchaser shall be entlt]ed to rely upon’ Operator s wrltten stateriiént concerning the amount of any de-
fault. ' Operator grants a llke lien and secunty 1nterest to the Non-Operators to secure payment of Op-~

erator’s nroportlonate share of expense.

If any party fails or is unable to pay its share of expense ‘within sixty (60). days after 1endition of

a statement therefor by’ Operator, thé non= defaultmg partles includmg Operator, ‘shall, upon request by

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

terest of all such parues Each party so paying its share of the unpard amount shall to obtain reimburse-
ment thereof, be subrogated to the security rights described in the foregoing paragraph.

C. Payments and Accountin‘g:

Except as “herein otherw:se specrflcally provided, Operator shall promptly pay and drscharge expenses

“incurred in the development and operatron of the ‘Contract Area pursuant to thrs agreement and shall

charge each of the partles hereto with their respectrve proportronate shares’ upon the expense basis pro-
vided in the Accountmg Procedure attached hereto as Exhibit “C". Operator shall keep an ‘accurate

record of the joint account hereunder showmg expenses incurred and charges and cred:ts made and
&3

bt
h

i

received

Operator, at its elechon, ‘shall have the nght from ‘time to time to demand ‘and receive from the
other parties payment in advance of their lespectwe shares of the estimated amount of the expenSe to

_be incurred in operations hereunder during the next succeeding month, which right may be exercrsed only -
by submission to each ‘such” party of an itemized statément of such &stimated expense, together- with

an invoice for its share thereof. Each such statement and ‘invoice for the payment in advance*‘l)f‘ esti-
mated expense shall bé submitted on or before the 20th day of the next preceding month.~ Each party
shall pay to Operator its proporhonate share of such estimate within fifteen (15) dayrf"after such es-
tlmate and invoice is received. If any parly faxls to pay its share of said estimate within! sérd tune, the
amount due shill bear interest as provided in Exhibit “C” until paid, Proper adJus\tment shail be

made monthly between advances and actual expense to the end that each party shallvbear and- payﬂts_
proportionate share of actual expenses fncurred, and no more. :

the Contract Area, and a -

"“jmgmg of a suit- and thé obtamme of 1udemenf'by Operator -

ﬁnts or. remedli;s t0-¢o lect frong £té]ées P rclﬁser é]%% nri’b erids frfrg\ %:he saliif sv%ch Non a;lrgﬂa &ney

deteraaelos by (e
{Arsaiy Ao ool Pen wreulr )
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D. Limitation of Expenditures:

1

2 .

3 1, Drill or -Daspen: Without the consent of all par At'., o well shall be drilled or ueepenEu. ER="
4 cept any well drilled or deepened pursuant to the provisions of Article VI.B.2. of this Agreement, it being
5 understood that the consent to the drilling or deepening shall include: )
6
7
8

10 Og' tion No. 2: All necessary expenditures for the drilling or deepening and teéiing'of the well. When
11 such well has reached its authorized depth, and all tests have been completed, Operator shall give im-
12 mediate notice to the Non-Operators who have the right to ‘participate in the completion costs. The parties
13 receiving such notice shall have forty-eight (48) hours (exclusive of Saturday, Sunday and legal holi-
14  days) in which'to. elect to participate in the setting of casing and the completion attempt. Such' election,
15  when made shall mclude conseént to zll necessary expenditures for the completing and eqmppmg of such
16 well mcludmg necessary tankage and/or surface facilities. Failurs of any ‘party recem.ng such notice
17  to reply within the period above fixed shall constitute an election by that party not to particxpate in
18 the cost of the completion attempt If one or more, but less than all of the parties, elect to set pipe and
19  to attempt a completion; the provisiotis of Arucle VIB.2. hereof (the phrase “reworking, deepening or
20 plugging back” as contained in Article VI.B2. shall be deemed to include “completing”) shall apply to
21 the operations thereafter conducted by leéss than all parties.

23 2. Rework or Plug Back: Without the consent of all parties, no ‘well shall be reworked or plugged
‘24 back except a well reworked or plugged back pursuant to the prowsxons of Article VI.B.2. of thls agree-
25 ‘ment, it bemg understood that the consent to the reworking or plugging back of a well shall include
26 - consent to all necessary expendltures in conductmg such operations and completmg and equxppmg of
27 sald well, inctuding necessary tankage and/or surface facilities.

28 ,
29 3. Other Operatxons Operator shall- not underiake any single pro:ect reasonably estlmated, reauu'e
30 an expendxture in‘excess of_.Eiiteen_'l:hnusagm . Dollars (5. 15,000. 00 )

(31 - except in’ connection with & “well, the drﬂ]mg, ‘reworking, deepemng, eompletmg, recompletmg, ox Plug-
32  ging back of which has been prevxously authorized by or pursuant to this agreement; provxded how-
33 ~ ever, that, in case of explosion, fire, flood or other sudden emergency, whether of the same or different
34  nature, Operator may take ‘stich steps and mcur such expenses as in its opinion are required to deal with
35 the emergency to safeguard life and’ prcpc. ty hit Operator; &s promptly as possible, shall report the erier-
‘36 ‘gency to the other parues If Operator - prepares “Authonty for Expendltures" for its own ‘use,
37 Operator, upon request, shall furhish copies of xts “Authonty for Expendltures for any single project

38 costmg in excess of Ten Thousand : , ~~—Dollars (§.10,000.00 ).
39 7

400 E. Royaltles, Overriding Royalties and Other Payments

41 ' !

42 Ea(.h party shall pay or deliver; or cause to be paid or  delivered, all royalhes to the extent of
43 25% L due on its share'of production ‘and shall "hold the other parties free

44  from: any Ilablhty therefor “If the interest of any party in dny’ ‘oil and gas lease covered by thxs agree-

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

46 the aforesaid royalty, such party shall assume and alone bear all such obligations and shall account

41  for or cause to be accounted for, such interest to the owners thereof. If the interest of any part

48 -in any oil and gas lease covered by the agreement is subject to an overriding roya{ty,
production payment, or other charge that 'is less than the aforesaid royalty, such =
party shall retain for its own account the difference between the existing burdens

T -

and the aforesaid royalty.
49 No party shall ever be responsible, on any price basis hngher than the price recewed by such party,
such other party’ s lessor or royalty owner should

d if any
50 to any other party's lessor or r0ya1ty ‘owner; an
51 demand and receive settlements ona hngher price basis, the party contributing such lease shall bear the

52 royalty burden insofar as such hxgher price is concerned
53

54 F. Rentals, Shut-in Well Payments and Minimum Royalties:
55
d under tlie terms of
t«in well payments and mimmum royalties which may be require »
o el bo the this agreement at its OF their

1 be paid by the party or parties who subjected such lease to
58 expense. In the event two or motre parties own and have contributed ‘interests in the same Iease, 0 this

59 agreement, such parties may designate one of such parties to make said payments for and on ‘oehalf of all |
60 such parties. 'Any party may request, and shall be entntled to receive, proper evidence of all ..uch}_pay-
61 ments. In the event of failure to make proper payment of any rental, ‘shut<in well payment or mmxmum

t is required to contihue the lease m force.
2  foyalt t‘moug‘n mistake or ‘oversight where such paymen
23 an}; lo);s which results from such non-payment shall be borne in accordance with the provisions otrrhu-ticle

2 !t’
!l -el \\

57 any lease shal

64 1IV.B.2
185 ‘ ,
86 Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well “or. ﬂ;é shut- 4

87 ting in or return to production of a producing gas well, at least five’ (5) days (excluding Saturduy,,,gun-

68 day and holidays), or at the earliest opportunity permitted by circumstances, prior to !takifig‘au& on ”1
60  but assumes no lability for fallure to do so. In the event of failure by Operator [10. 80, notidy, Nons.,| |

70  Operator, the loss of any lease contributed hereto by ‘Non-Operator for failure to make: tunelyggymmu. i)
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of any shut-in well payment shall b borss joinily by the pariies hereto under the provisions of Article
IV.B.3.

G. Taxes;
Beginning with the first calendar year after the effective date hereof, Operator shall render for ad

valorem taxation all property subject to this agreement which by law should be rendered for such
taxes, and it shall pay all such taxes assessed thereon before they become delinquent. Prior to the ren-

- dition date, each Non-Operator shall furnish Operator information as to burdens (to include, but not be

hmlted to, royaltxes overriding royalties and production payments) on leases and oil and gas interests con-
tributed by such Non-Operator. If ‘the assessed valuation of any leasehold estate is reduced Ly reason of its
being subject to outstanding excess royalties, overriding royalties or production payments, the reduction in
ad valorem taxes resulting therefrom shall inure to the benefit of the owner or owners of such leasehold
estate, and ‘Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such
reduction.  Operator shall bill other parties for their proportionate share of all tax payments in the man-
ner provided in Exhibit “C".

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

“Each party sha]l pay-or cause 1o be pazd all productlon, severance, gatherme and’ other taxes im-
Antrrte  obn

_posed upon or with - respecz to the produciion or handling of stk pardy’s share of sil and’m' Zas pro-
duced under the terms of this agreement.

H. Insurance:

At all times whils operatlons are condilcted hereunder, Operator shall comply with tpe Workmen’s
Compensation Law of the State ‘Where the operatlons are being conducted prowded however, that Op-
-erstor'may, be a self-insurer for liability under said compensation laws in which event the only charge
that shall be made to the joint account shall be an amount equwalent to the premium whlch would ‘have
been paxd had such 1nsurance been’ obtalned Operator shall also carry or provxde insiiranéé for the
beneflt of the joint account of the parties as outlined in Exhibit “D”, attached to and madeapart hereof..
Operator shall require all contractors engaged in work on or for: the Contract Area to comply with the
Workmen’s Compensation Law of the State where the operations are being conducted ‘and to maintain
such other instirance as Op‘e‘ratdr ‘may require.

In the event Automobile Public Llabxlxty Insurance is specified in said Exhlblt “D", or subsequently
receives the approval of the parties, no direct charge shall be made by Operator for premiums paid for
such insurance for Operator's futly owned automotive equipment.

ARTICLE VIII. ;
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

The leases covered by this agreement, insofar as they embrace acreage in ghe"Contract Area, shall

‘ not be surrendered in whole or in part unless all parties consent thereto.

However, should any party desire to surrender 1ts interest'in any lease or in any portmn thereof and
other parties do not agree or consent thereto, the party desiring to surrender shall assign, without express

. or implied warranty of title, all of its mterest in such léase, or portion thereof and any well, material and
" equipment which may be located thercon and any rights in production theréafter sccured, fo the parhes

not ‘desiring to surrerider it. If the interest of the assigning party includes an oil and ‘gas mter.est the as~
signing party shall execute and deliver to the party or parties not _desiring to surrender an ‘oil and gas
lease covering such oil and gas interest for a term of one year and so long thereafter as oil and/ér gas
is produced from the land covered thereby, -such lease to be on the form attached hereto as Exhil31t aB»,
Upon such assignment, the assigning party. shall be relieved from all’ obligations thereafter accrulng,
but not theretofore accrued, with respect to the acreage assigned and the operatioh of any well} thereon,
and the assigning paity shall have no further interest in the lease assigned and its equnpment ami pro-
duction other thun the royalties retained in any lease made under the terms of this Article. Th° p rties

‘ asslgnee shall pay to the party assignor the reasonable salvage value of the latter's interesb in ,ﬁpy ells

and equipment on the assigned acreage. ‘I'he value of all material shall be- determlned in accordance
with the provisions of Exhibit “C", less the estimated cost of salvaging and the estimated i coat*ot blug-_"
ging and abandoning. If the asslgnment {s in favor of more than one party, the assigned in!erest shau %

| N I e S |
LI R aey
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i e shared by inhe pariies assignee in ine ‘proporiions ihai the inieresi of each bears to the interest of ail
2 parties assignee,
3
4 Any assignment or surrender made under this provision shall not reduce or change the assignor’s or
5 surrendering parties’ interest, as it was immediately before the assignment, in the balance of the Contract
6 Area; and the acreage assxgned or surrendered, and subsequent operations thereon, shall not thereafter
7 be subject to the terms and pr_owsions of this agreement.
8 o
9 B. Renewal or Extension of Leasé¢s:
10 : ' ,
11 If any party secures a renewal of any oil and gas lease subject to this Agreement, all other parties
12 . shall be notified promptly, and shall have the right for a period of thirty (30) days foliowing receipt
13  of such notice In which to elect to: paxtxclpate in ‘the ownership of the renewal lease, insofar as such
14 lease affects lands within the’Contract Area, by paying to the party who acquired it their several proper
15 proportionate shares of the acquisition cost allocated to that part of such lease within the Contract Area,
16  which shall be in proportion to the interests held at that time by the parties in the Contract Area. -
17
18 If some, but less than a!l ‘of the partres elect to parucmate in the’ purcha':o of a renewal leass, it
19 shall be owned by the parties who' elect to part\cxpate therein, in a ratio based upon the relationship of
20 their respectwe percentage of partlclpaiion in* the Contract Area to the aggregate of the percentages

21 of partlcnpation in the Contract Area of all partre< participating in the purchase of such renewal lease.

22 Any renewal lease in:which less than all parties elect to participate shall not be subject to this agreement.
23 5 without warranty

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

25 proportlonate mtet‘est therem by the acqumng palty

28 : e : L

i 1ne pxovxsxons of tlus A1 hcle shall apply to renewal leases whether they are for the entlre mterest
28 covered by the expmng lease or cover only ‘a’portion of its area or an inferest therein. Any- renewal lease

29 taken before the expiration’ of it predecessor lease, or taken of contracted for within six (6} months after’
30  the expiration of the existing lease shall be sub]ect to thxs provision; but any lease taken or contracted
31 for more than six (6) months after the expxratlon of an existing lease shall not be deemed a renewal
‘32  lease and shall not be subject to the’ provxsmns of th\s agreement.

34 The provisions in this: Artxcle shall apply also and in like manner to “extensions of oil anid gas
35  leases. ‘The provisions of this Article VIII-B shall only apply to leases, or por—

36 tions of leases, located within the Unit Area.
37 C. Acreage or Cash Contributions:

39 “'While this agreement is in force, 1f any party contracts for a contnbuhon of cash toward the drillmg
40 of a well or any other operation on the Contract Area, such contribution shall be paid to the' party who
41 conducted the drilling or other operation and shall be applied by it against the cost of such drxllmg or
42  other operation. If the contrlbutxon be in the form of acreage, the party to whom the contribution is
43 made shall promptly tender an ass:gnment of ‘the acreage, without warranty of title; to the Dnllmg
44  Parties in the proportions said Dmllmg Partxes shared the cost of drilling the well. If all parties heroto
45 are Drilling Parties and accept such- tender, such acreage shall become a part of the Contract Area and
46 be governed by the provisions of this agreement. If less than all partles hereto are Drlllmg Parties and
47  accept such tender, such acreage shall not become a part of the Contract Atrea. Each party shall prompt-
48  ly notify all other parties of all acreage or money contributions it may obtain in support of any well or

49 any other operation on the Contract Area.

51 If any party contracts for any consideration relating to disposition of such party’s share of SUbsta‘nces
52 produced ‘hereunder, such’ ‘consideration” shall’ hot be deemed -a contribution as contemplated in this

53  Atticle VIIILC. This paragraph shall not be applicable ‘to the contribution of acreage
by the Contributing Parties toward the Imitlal, Substitute, or Option.Test Well.

54
55 D. Subsequently Created Interest: _
57 Notwithstanding the provisions of Article VIILE. and VIILG,, if any party hereto shall, Subﬁq‘uent

58 to execution of this agreement, create an overmdmg royalty, production: payment, ‘or net proceeds inter-
59  est, which such interests arve hereinafter referred to as “subsequently created interest”, such subsequently
60  created interest shall be specifically made subject to all of the terms and provisions of this agreemeﬁt’ as

61 follows: T
62 "E;;
63 1. If non-consent operations are conducted f: . suant to any provision of this agreement,tand the

64 party conducting such operations becomes entitled to receive the production attnbutable‘; the interest
65 out of which the subsequently created Interest is derived, such party shall receive same free: and clear
66  of such subsequently created interest. The party creating same shall bear‘and pay all such subsequently
67 created interests and shall Indemnify and hold the other partles hereto free and harmless; from a‘?% and

m »m-h SR -
)

68 all liabllity rcsulung therefrom. [,. B pribn }
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2. If the owner of the interest from which the subsequently created interest is derived (1) fails to
pay, when due, its share of expenses chargeable hereunder, or (2) elects {6 abandorx a well under pro-
visions of Artlcle VLE. hereof, or (3) elects to surrender a lease under provisions of Article VIILA,

'hereof the subsequently created interest shall be chargeable with the pro rata poruon of ail expenses

hereunder in the same mahner as if such interest were a working interest. For/ pucposes of collecting
such chargeable expenses, the party or parties who receive assignments as a resuit of (2) or (3) above

;shall have the right to enforce all provisions of Article VIL.B. hereof against such subsequently created

interest,
E. Maintenance of Uniform Interest:

For the ‘purpose of maintaining umtormnty of ownership in the oil and gas leasehold interests
covered by this agreement, and notwrthstandmg any other provisions to the contrary, no party shall
sell encumber, transfer or inake other disposition of its interest in the leases embraced within the Con-
tract Area and in wells, equipment and precduction unless such disposition covers either:

1. the entire interest of the party in all leases and eduipment and production; or

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

Every such sale, ehCumbrance, transfer or other dispositi'on made by any party shall be made ex-
pressly subject to this agreement, and shall be made without prejudice to the right of the other parties,

If, at any tlme the interést of any party is d1v1ded among and owned " by four or more co- owners

ob nvt ~Nerm

Operator, at xts dxscretion, may requxre sueh’ ‘co-owners to- appomt a* ‘single fmcf_, or Hgent with full

h muuoruy io xecewc nottces approve expenmtures ‘Teceive bxllmgs for and approve and pay such party s

share of the Jomt expenses and to deal generally w:th and ‘with power to bind, the’ co owners of such’
party’s intercsts within the scope of ‘the” ‘aperaticns embxaceu ‘in"this agreement; however, alt such
co-owners shall have the right to enter into and execute all contracts or agreements for the dlsposxtlon
of their respective shares of the oil and gas produced from the Contract Area and they shall have the

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

If permxtted by the laws of the state or states in whlch the property covered hereby is Iocated 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,

;
: o

mterests in the Contract Area, 1t shall promptly give wntten nottce to the other parties, w: b 1] uifor-
mation concerning its proposed sale, whlch shall include the name and address of i prospectxve pur-

chaser (who must be ready, willing and able to ‘purchase), the ‘purchase._p#it®, and all other ternm of -

the offer. The other parties shall then have an optional pnor ight for a period of ten’ (10) ‘days after
receipt of the notice, to purchase on the same terms apd-eonditions the interest which the other party’
proposes to sell; and, if this optional right_js-ex@rcised, the purchasing parties shall share the pur-
chased interest in the proportions th e interest of each bears to the total interest of all purchasing
parties. However, there s o preferential right to purchase in"those cases wheére any ‘party wishes
to mortgage its iptercsts, or to dispose of its niterests by merger, reorgamzatxon, consohdatlon, or sale
of all gr.su stantnally all of 1ts assets toa subsxdxary or pa'ent company or to a subsidiary of a parent

ARTICLE X,

INTERNAL REVENUE CODE ELECTION
This agreement is not intended to create, and shall not be ¢onstrued to create, a relatlonshlp of part-
nership or an association for profit between or among the parties hereto.’ Notwrthstandmg any, pro-
visions herein that the rights and liabilities hereunder are several and not joint or collective, or that this
agreement and operations hereunder shall not constitute a partnership, if, for Federal income ta\: Lpur-
poscs, this agreement and the operations hereunder are regarded as & partnership, each party,” hereby
affected elects to be excluded from the application of all of the provisions of Subchapter “K”, Chapter
1, Subtitle “A”, of the Internal Revenue Code of 1854, as pcrmitted and authorized by Sect:ort \761 of
the Codé and the regulations promulgated thereunder. Operator is authorized and dnrected to exe te on
behalf of each party hereby affected such evidence of this election as may be required by thé Secr\etary
of the Treusury of the United States or the chcral Internal Revenue Serwce, mcludmg specrrlc;\lly, but
not by way of lirsitation, all of the returns, statements, and the data required by F dera Regula-
tions 1.761. Should there be any requirement that each party hereby affected glve turther"‘éﬂaehce-of»
this elecilon, each such party shall execute such documents and’ furnish such other e\rldence a8 may be

required by the Federal.Intérnal Revenue Service or as may be necessary to evidénce-this- election.No=/
-12-
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1 such party shall give any notices or take any other action inconsistent with the electlon made hereby.
2 If any present or future income tax jaws of the siaie or siuies in which the Contract Avea Is Jocated or
3 any future income tax laws of the United States contain provisions similar to those in Subchapter “K”,
4 Chapter 1, Subtitle “A”, of the Internal Revenue Code of 1954, under which an election similar to that
5 provided by Section 761 of the Code is permitted, each party hereby affected ‘shall make such election as
6. may be permitted or required by such laws. In makmg the t‘oregoing election, each such’ party states that
7 the income derived by such party from Operations hereunder can be adeqmtelv determined without the
8

computation of partnership taxable income.

9

10 ARTICLE X,

11 CLAIMS AND LAWSUITS
12
13 Ogerator may settle an sm le dama. ge claim or sult arising from operations hereunder if the ex-
14 penditure does not exceed _ housan = Dollars
15 ($ 1,000.00 ) and if the’ payment is in complete settlement of such claim or suit. If the amount

16 required for settlement exceeds the above amount the parties hereto shall assume and fake over the
17 further handling of the claim or suit, unless such authority is delegated to Operator. All costs and ex- i
18 pense of handling, settling, or otherwise dl..chargmg such claim or suit shall be at the joint expense |
19  of the parties. If a claim is made against any party or if any party is sued on account of any matter
20 arising from operations hereunder over which such mcl:vxdual has’no control because of the rights given
21  Operator by this agreement, the party shall immediately notify Operator, and ihe claim or suit shall
22  be treated as any other claim or suit involviitg operations hereunder.

23

24 : ARTICLE XI.

25 FORCE MAJEURE

26

27 ; If any party is rendered unable, wholly or in' part, by force majeure to carry out its obhganons '

T T Y S o T

28  under this agreement, other than the obhgatnon to make ‘money -payments; that” party ehal! give to att

29 other parties prompt written notice of the force majeuie with reasonably full particulars ‘cancerning it;
30 7 thera2upon, the obllgatlons of the party giving the notlce, so far as they are affected by thé force ma;eure, "
31  shall be suspended during, but no longer than, the continuance of the force majeure. The affected party
32  shall use all reasonable diligence to remove the force miajeure situation as quickly as practicable.

33

34 The requ:rement ‘that any férce maJeure shall be remedxed with all reasonable dispatch ‘shall not
35 - require the settlement of strikes lockouts, or other labor dlfnculty by the party mvolved cohtrary to its
36 wishes; how all such difficulties shall be handled shall be entirely within the discretion of the party
387 concerned.

38 .

39 The term “force maJeure", as here’ employed shall mean an act of God, strike, lockout or other
-40  industrlal disturbance, act of the public - enemy, war, blockade, public riot, lightning, f:re, storm, flocd,
41  explosion, governmental action; ‘governmental delay, restraint or inaction, unavaxlablllty of equlpment,‘
42 ‘and any other cause, whether of the kind specifically enumerated above ' or otherwise, which is not

43 - reasonably within the control of the party claiming suspension.

44

45 ARTICLE XII,

46 ‘ : NOTICES

47 '

48 " All notices authorized or required between the: parties, and required by any of the provisions of

49 this agreement, unless otherwise specmcally provided, shall be given in wntmg by United States’ mail

' 50 or Western Union' telegram, postage or tharges prepaid, or by teletype, and addressed to the party to -
51  whom the notice is | given at the addresses listed on Exhibit “A”. The originating notice given under any.
52 i jvisioh hereof shall be deemed given only when recelved by the party to whom such notice is directea,
53 af.& the time for such party to give any notice in response thereto ‘shall run from the date the orxgmat-
54  ing notice is received, The second or any xesponsive nouce shall be deemed given when deposited m‘
65  the United States malil or wlth the Western Union Telegraph ‘Company, with postage or charges prepaxd
56 or when sént by teletype. Each party shall have the right to change its address at any time, and from )
57 time to time, by giving written nolice hereof to all other parties.

58

59 ARTICLE XHI

60 TERM OF AGREEMENT

61 .

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

63 terests subjected hereto for the perlod of time selected below; provided, however, no party he\r}e?o shall
84 cver be construed as having any right, title or interest in or to any lease, or oil and gas’ mteres\ con-

65 (ributed by any other party beyond the term of this agreement. ° ( é l;{ )

66 (- ‘*rr &

67 S—Optende ! ; j o—this-agreamen Qi

88 tinued In force as to any part of the Cantract Ases FTTOT lon, extension renew&l-q_',etﬁer;
Ar 23 Ay g |\m¢ ?nn‘i w-l.-»b*anr
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K ption No. 2: In the event the well described in Article VI.A,, or any subsequent well drilled
under any provision of this agreement, results in production of oil and/or gas in paying gusntitiés, this
agreement shall continue in force so long as any such well or wells produce, or are capable of produc-
tion, and; for an additional period of 180 days from cessation of all production; provided, however,
if, prior to the expiration of such additional period, one or more of the parties hereto are engaged in
drilling or reworking a well or wells hereunder, this agreement ‘shall continue in force until such op-
erations have been comn!eted and if production results therefrom, this agreément shall contmue in
force as provxded herein. In the event the well described in Article VI A, or any subsequent well

drilled  hereunder, results in a dry hole, and no other well is producing, or capable of producing oil
and/or gas from the Contract Area, this agreem%nt shall terminate unless drilling or réworking opera- -~
tions are commenced within _.120___days from the date of abandonment of said well.

It is agreed, however, that the termination of this agreement shall not relieve any party hereto from
any liability which has accrued or attached prior to’the date of such termination.

'ARTICLE XIV. S
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

This agreement shell be subject to the conservation laws of the state in vhich the commiited
acreage is located, ‘to’ the valid rules, regulations, and orders of any duly constituted regulatory body of
said state; and to all other applicable federal, state, and local laws, ordinances, rulés, regulations, and

orders.

“R. Governing Toawd

The essential validity of this agreement and all matters pertammg thereto, mcludmg, but not lim-
ited to, matters of performance, non-performance, breach, remedies, procedures, rights, duties and in-
terpretation or construction, shall be governed and determined by the law of the state in which the
Contract Area is Jocated. If the Contract Area isin two or more states, the law of the state where most

of the ]and in the Contract Area is located shall govern.:

_ ARTICLE XV.
OTHER PROVISIONS

A. Substitute Well:

If in the drilling of the In1t:la1 Well, Operator loses the hole or encounters
mechanical difficulties rendering it 1mpracticab1e, in the opinion of Operator, to .
drill the well to the Objective Depth then and in any of such events, on or before’
30 days after completion of the Initial Well, Operator shall have ‘the option to
commence the actual drﬂ”ng of another well ("Substiiuie Well') at a lawful loca-

tion of Operator's selection on the Unit Area, and prosecute the drilling of said
‘well with due diligence and in a good and workmanlike manner to the Uhjective
‘Depth. For all purposes of this agreement, the drilling of the Substitute Well

shall be considered as the drilling of the Initial Well.

B. Option Well::

Within 120 days after completion of the Initial and, if drilled the Substitute
Well, as a dry hole, Operator shall have the option of commencing an Moption Well"
at a lawful locatiOn of Operator s selection in the Unit Area. The Option Well
shall be drilled to’the Objective Depth in the same manner as provided for! Hn the

Initial Well. - i

' : o s
-C. Any provision herein concerning the Initial Well shall also apply to the:Sub-

stitute and Option Wells, and any provision herein excepting the Initial ﬁell shall
also except the Substitute and Option Wells.

~14-




D NO ELECTION our OF SUBCHAPTER K

D.1 Tnig‘provision shall supercede paragraph G of Article VII of the
printed form used for this Agreement. The relationship between the parties
hereto shall be such that it will, for Federal and State income'tax”purpc
be treated as a partnership. For all other purposes, this Agreeement is not
intended to create, nor shall it be construed as having created, a partnership
or mining venture between the parties hereto and it is expressly agreed that

the rights and obligations hereunder are separate and several and not joint

or collective..

.Df} No election shall'be made for this arrangement'between'the‘parties'
hereto to be exciuded from the provisions of Subchaper K of Chapter 1 of
Subtitle A of the ‘Internal Revenue Code or similar provisions ‘'of state income

" tax law, except that such election may be made by the Operator for any year

subsequent to the end of the ‘taxable year by which all costs of drilling the S

e "'T’":'"'l!""“é“ratbr“ sha-ll' wely. prepare and’ file

‘dipartnersnipiincome tax returns “for this. arrangement until the election mentioned
-above is properly exercised The election to deduct intangible drilling anu

‘deveiopment costs when pald or incurred shall be properly made on the partner—

ship income tax returns.

. i

R D 3 " To the exteul permi ld'bf law. all deductions and credlts, including
" but not iimited to, intangible drilling and development costs, depreciation,
rental expenses, and the investment’ qualifying for the investment tax ‘tredit
where applicable, shall be allocated to the party who has Eeen charged with

the expenditure giving rise to such deductions and credits; and to the extent
permitted by law, such parties shall be entitled to such- deductions and credits

in computing taxable incomeior tax liabilities. to the exclusion of any other
party. Any récapture of such costs, dednctions, aiiéwances and credits shall

. be allocated in the same ratio as the item being recaptured was initially

,allocated.

.D.4 Should there be a transfer of an interest under this Agreement income

and deductions attributable to such interest shall not be allocated between the
transftror and transferee in a prorata manner but shall be allocated according .

to the date the income was accrued and the date the expense was incurred.

D.5 When requested, each‘party agrees to provide Operator with all
information readily available £r0m_the regularly maintained accounting records.
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ARTICLE XVI,
MISCELLANEOUS

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

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

IN WITNESS WHEREOF, this agreement shall be effective as of day of .
19__ __. '
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Townsiyip 18 South, Range 26 East, N.M.P.M.
S Section 34: 3Z. )
_H . ! Limited to qmownvy”.wﬁoawnwm m:nmmwm.no the base of the Abo formation
LEASE DATE TERM OWNER o __ACRES ROYALTY __M&N NIX « INEXCO
Ralph Nix 32,00 . /4 32,00 ;,
5/02/78 5years Eesie Nix = . 3200 3/16 1/16 732,00 :
12/06/78 6 months M. Yates III 3200 1/4 o 32.00
 Barbara Malone | - 16.00 1/8 . 16.00
Carol Garrett . 16,00 . 1/8 | 16.00
4/10/78 5 years - Jonell Jones Gilmore . ~ .' 16.00 3/16 1/16 16.00
: 12/13/78 5 years Stanley L. Jones 16,00 - - 3/16 1/16 16.00 .
TOTALS . 160.00 - o | 128.00 . 32.00
NIX L 128 acres = 80% of unit
INEXCO 32 acres = 20% of unit

160 - 100%

Addresses omm Parties for Notification Purposes:

Ralph Mx Willian J, McCaw _ LaRue § Muncy
P. 0. Box 617 P. 0. Box 617 , P. 0. Eox 95
Artesia, NM 88210 Artesia, NM 88210 Artesis, NN .88210

ey
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k thereto, to produce, ‘k'& dt;ke care of, treat, transport, and own nlﬁ

A ‘ : EXHIBIT "B"
(6 mo. SIX MONTH

Prodycers uoﬁ" Leass) (2-56) HMMMWMIM PAID UP LEASE) Form 34¢
ovision -,
cree TosTnk OIL AND GAS LEASE  BallPewrbenyh Proas
THIS AGREEMENT made this day of , 19 between
Lessor (whether one or more), whose sddress is:
and Lesses, WITNESSETH

Dollars

1. Lessor .in conajderation of
3 ) in hand pald, of the royaltfes hereln provided and of the agreements of Lessee herein contained, heredy grants, lesses and lets ex.
6o Lesses rpose of | ting, exploring, prospecting, drlmnu and mining for and producing ofl snd gas, hﬁ ipe lines, bullding
du.lnb et , power -':".'um."aupm. l;:tv: ;':a %{h:r l:tructuren thereon and on, over and across lands owned or claimed by‘l.:uor o p: and contiguous

products, and housing its employees, the !ouo\vlut described land in
ew Mexico tomits

County,

Township 18 South, Range 26 East, N.M.P.M.

Section 34: SE/4

only ifrom the surface to the base of the Abo formation

2. Without reference to the co t.: prosecution. of ition at any time of drilling or other development operations, md/or ho the discovery, do-
velopmenat or cessation at any time of production of oil or:gas and without (unber payments than the royalties herein provided, snd notwi anys .
thing else herein contained to the contrary, this lesse shall be for a term of tom this date (called “primary term'’) and as Jong thereafter as ofl
or gas is produced from: uid hnd or land with which said Jand is pooled hereunder. mos.

v Lessée, are: (a) on oil 1/4 of that produced and laved from’ satd land, the same to be delivered at the wells or t5 the
i)e connected ;- Lesses may from time to time Purchne any royalty oll {n {ts possession, paying tbe

nt to which the wells may
for the field where produced on the date of purchase; (b) on gas, including casinghead gas or other gaseous su :e‘, pro-

from sald land, and ¢ “‘nsed off the premises or for:the extraction of gascline or other prof]uct therefrom, the market value at thc

1?1&«! of the gas so sold of t. rovided that on gas sold at the welly the royalty shall be 1/ 4 ‘of the smount realized from such sale; while there is
gas well on this' lcase or on acreage pooled therewith but gas is not being sold or uled see may. pay ‘a8 royalty, on or before nin 50) dm after tbo
date on which 'said we'l is'shut in :nd thereafter at annuas) intervals the sum of $1.00 per acre, and if ‘such payment fs made or. tend this lease shall not
ebe considered that gas I8 being produced from this lease in pnylng quantities. Lissee shell have free use of oll, gas, coal and water from ssid

terminate and it will
land, except water trom Lmore wells fo* ell operations bereunder. and the toymt) on oli and gas sha)] be compuu-d after deducung any so

is° heteby g‘lven the nxht and power to pool or'combine the ucreue covered by this lease,: or any portion heud a8 to oft
‘other land, lease ‘or ‘leases in the imimediate nity thereof :to the extent, hereinafter stipulated, whem is Lepsee's judgment
o in order ‘properly. to explore, or to dévelop ‘aind operate said leucd ?remfses in eomnlhmca with ihs F:dnz T
mmission, ‘4r ol _lawrul suthority, or ‘whea to da so_would, fa the Jjudgment of Letsee, promote the conservation of
fia prouueed iro i pooled : for” ofl - hereu der shalt not substantially exceed 40 acres each: {a una,
end units pooled “for gas-hereunder_ehall not substantiaily exceed In_ area. 640 acrcs each. ‘plus 'a tolérarice of 109 thereof, provided thtt lhould government-
al authority baving jurisdiction prescride or permit the creation of units larger than. those spccmed. units thereafter created may conlorm subatwudly in size
with those prescnbcd by ‘governmental.regulations, Tessee under. the provisions: Wereof may pool: or combine accenge eovend by this leasse, or
thereof as above provided as.to oil in any ona or mor afa and as to gas in any ofie or more strata, The units formed by pooling as to any strltum or strata
need not conform in-size or area:with the unit or unita into which: the tease’is pooled or combined &3 to any other siratum or strata, and oil units need
not conform as to arca-with za.s units. The -pooling  in one or more: instances shall not exhoust the rights of the Yessee hereunder to this lease
portions fnto other units. Lessee shall file for record in the appropriate Tecords of the county In which the leased premises are a!tulhd an lutrumcnt
deszribing shd designating the pooled acresge as a vooled unit. Lesace may &t its “election exercise {ts pooling option after t\g for
completing ‘an ‘oi} gas well on the leased premises, and the pooled ‘unit may. include, but it Aisu ot ‘required to include, lnnd or - leasss “upon  which a° well
capable of 1roduclnz,onl or gas in paying quantities has theretofore Yeen  completed n (deratlom for the dril ling ‘of a weu lor ol'l o ZAR
theretofore bee Openﬁom for . drilling on or production of ofl or s ,Elrt o! e pooled: unft: whish {ntlulea aii or a portion of the
land ¢coverec ge'regardlm of Whethﬂ‘ such operatlons for drilline & 7 ‘ed or auch p;oductlon wu secured: before or after the execution
of this insirumeni of in fument ucsignatmg the pooled unit, shall be consldered #s operations fop drilling on or production of oil or gan from land covered by
this Jease whetber or i well or wells be locnted on the premisés covered by this lesse, and the entire acreage constituting such unit or units, and gas,
or emwr ‘of them, as: herein provided, shall be trested for =il purposes,” except the payment. of- royanlu on_production from “the pooled unit, as i the ssme
were  {necluded’ in this lease. For the urpgeq y ‘the royeltieo to which owners of rovalties and payments out of p! and ‘esch of tbtmhdl
be entitled on producuon ‘of 'oi] and gas, er. i” be ‘allocated 'to the land conred by this lease nnd | in
sald unit a pro rata portion of the oil and zu, or either of them. produced from the pooled unit after deduetinz that used for operations on.the pooled units,
Such ‘atlocation shall be on an'acreage basis—that is to say, there shall be allocated to thé acreage covered by this leue and included. In " pooled ' tnit
that pro uta portioii ‘of the oil and T‘n ‘or. either of them, produced from the fooled unit ‘which the number of .surface scres covered Dy this lease and
fncluded in the pooled unit bears to the ¢ number of: surface acres !ncluded the pooled unit, Roynltles hereurider shall be computed on the portion of
such production, whether it ba oil and gsa, or: either of them, so aliceated to the land covered -by this lease and- included in the unit Ju ay though such
production’ were from suéh land.. The production from -an’ ol well ‘will be comldered geodnction from the lease or oll pooled unit from whicth it i producing
and not as production from a gas pooled unit: and production from a gas well will eomldered as production from the lease or gas pooled unit from
-which it is producing and not from an oil’ pocled urit. . R
6. If at the expirauon ‘o the‘pﬂninry term ofl or ns is ‘not being oduced on ntd lmd. ‘Of from land pooled therewhh. but Lessee fs then engaged
In drilling or reworking opcrations thereon, or ‘shall have completed a dry hole thereon within 60 days prior to the end of the primary tarms, the leass shail
. vemzin in force 8o long as operation¥ on sald:\well or for drill ing or reworking of any. additional well ave prosecuted with no cessation of more than 80 eone
secutive days, and it they rosult in the production of oil or gas so long thereafter as ol or gss fs produced from sald-land, or from ‘land pooled thevewith, If
after the expiration of the nrlmuy teym: of this lease and after ofl or gas {s produced from aaid. land. or from land pooled therewith, the production
should cease” from any. cause, this lease s not terminate if Lessea commences operations for drilling or reworking within . €0 days. after the cessation of
such’ production, ;but “shall remain :in: for nd “eflect: 8o long as such  operations are prosecuted with no cessation of more: than: 80 consecutlve. daye, Ind
if they reoult in” the production of ofl ‘or gas, 80 long théreafter g5 oll or gas .is produced from safd land, or from land pooled therewith. Any hoolcd
designated by Lessee in accordance with the téerms hereof,  may be dissolved by Lessée by .instrument’ il ed for. teeofd in the appropriate records of the eotmb'
i whicl the lessed premises are situsted at any time after the completion of A dry hole or: the of p tion on sald unit. In the event o well or
wells producing oil or gas in paying quantities should be brought in on adjacent land and within 660 fect of -nd “dralning the lease pi and
therewith. agrees to drill such offset well or wells as a reasonably prudent operator would ‘drill ‘Under the same or ﬁmllnr clrc\umhneec. Lunt
at’ mv time ‘execute and deliver to r or place of record & reléase or releascs covering any. portion or portions of tl\e above deseribed pmhﬂ -nd

thereby surrcnder this lease as to such portion or portions and be relieved of all obligations as to the screage surrender

6. Leasee shall have the right at any time during or after the expfntlon ot this Jease to remove all property and fixtures placed by Lesses on tdd l;nd.
-including the right to draw and remove all casing. When required by Lessor, Lessee will bury all pipe lines below ordinary plow depth, and no well shall be
drilled w;thln two hundred feet of sny residence or barn now on sald lund ‘without l.euors consent, |
d he provisions hercof shall extend to thelr hel

8. The royaltles to be 1
eredit of Lessor into the ni
market price therefor pré:

"E

4. -Lestsee, at lts oxn.im'x,~
and gas, or either of them, wi
ft is necissary. or sdvisable to d.
The New Mexico Ol coniermi

and gae inand URdET ane

‘2

i
(3
'S

puting 't
of- them, from’ the pooled unit, there h

1. 'l‘he righta of ‘ither ‘party hereunder may: be ml:ned ‘in; who\e or in pnrt 1] ceeuon and uss
but no chanze or division in owncrship of the land or royaities, however,accomplh shall’ operate to: enlarge the obllntlom or diminish che rl:hu of
3 3 and no change or division in siuch ownership shall be binding on Lessce until thirty lSO) days after i.uue shall have been furnished by registered
U. S. mail at Lessee's principal place of business with a certified copy’ ol recorded [natrument or instruments evidencing ssme. In the event of mlmmu\t
hercof in whele or fn part liability for breach of any obligation hcreundcr “shall rest ‘exclusively upon the owner of this lease or of a portion therenf who
commits such breach, It ‘slx or more parties uécole entitled to royalty hercunder, Lessee. may withhold pasyment thereof unless and ung furnished with a

recordable instrument executed by all such plrtfes dea!gnntinz an ggent . to recenve ;nyment for all.

£ The brench by- !msee of -ny obhgatlon urlslng hereundeér :hal! ot work’ ‘« to elture or R? mlnnuon ‘of this Iem fior cAuse & hmin\tion or reversion
of the estate ‘created hereby nor: be grounds for cancellation hereot in whole ‘of in part. In the iw Lessor considers’ that opere!lo)r:e are not u any rtlmo

belng conducted in’ comphenee with ‘this lease, Lessor shall notify Lessce in writing of the fasts rcled upon as conltltunnk a breac
mpliance with the obligations Imposed by virtue of thls instrumant.

in default, shall have slxty.days after receipt of such- notice in” which tu)commence the co g
After the discovery of oll/or gas'in paylng quantities on sald “premiscs, :Lessce shall develop the ‘acreage retained hereunder as a redsonably’ prudent operator
but in discharging this’ oblization it shall in 7o event be required ;to drill more than one well per: forty (40) acres of the area remned hereunder and eapable
of ‘producing oll inpaying quantities '8nd one well per 640 acres “plus an acreage tolerance not ta excsed 10¢h of £40 nretes of tho Arca velained bersunder
and c-pnble of producing sas in paying quentitics, ,

9. Lmor hereby warrenh end agrees to.defend the title to uld lnhd and am-ees that Ledsce at lu option miy discharge any tax, mortgage or other lidn
upon said land ejther: fn“whele or In part, and in event Lessce does ap, it shull br subrozated 1o auch Hen with the right-to ehforco urne nd a p\y ro
accruing hereunder towvard satisfying same,: Without impairment of Lesaee’s richt under the -warranty ‘in event of ‘fallure of ‘ﬁue, h I:l e Le

sha uted

ownd an_interest in the ofl or gas on, In or under sald land less than the entlre fce simple estate, then the royalties to ‘r
proporﬁomtely. ‘Should any one or more of the partise nnmed ns lessors tall to execute this lcue. it shall nevertheleas be binding npon ﬂu pasty or pm-uu

exec\ninz the same.

‘10, Sheuld' Lessce be prevented from complying with nny express or fmplied covensnt of lhls leade,- from conduetlng drIINu or reworkln operat
thercon or from producing ofl .or gas therefrom by reason of acnrc}’y of. or Inability to obtaln or to: use. equipmaent or materlol ‘or by operql&n 'o'r t?r::
mafeure, any Fodoral’or state law or any order, rule or regulation of governmental’ au;horlty thon while lu pve\enkd. Lmne'e ob \lnton to comply with such
covenant shall be suspended, and Lessee ahall not be lable {n damases for fnﬂure to comply therewith’ and ‘this lense shali be extimded while and 30 long

§ i operntlons on or from producing oil or gAs from the leased premisss; and

83 Lessee iz prevented by any such cause from conducting drilling or rework nfr
the time while Lessce {s 20 prevented shall not be counted ngalnst Lesace, anything {n- this lcase to the contrery notwithatanding,

IN WITNESS WSIEREOF, this {ristroment Is executed on the date first above written,




INDIVIDUAL ACKNOWLEDGMENT

STATE OF NEW MEXICO, }
88,
C()iiﬁi;v of o Y
" The foregoing instrument was acknowiedged befors me this day of
19 . by.
My Commission expires ‘ » 19 . : Notary Publiec
: : " INDIVIDUAL ACKNOWLEDGMENT '
STATE OF }
i 28, .
County of ; . )
‘“The foregoing instrument was acknowledged before me this dayioff
19 by
kiy Comn:lssion evpires Je " Notary Publiz
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EXHIBIT * "

At:ached 45 and made 'n part of Operating Acreemant datad Decembar
15. 1978, between LaRue & Muncy as Operator, and the Non
Operators

ACCOUNTING PROCEDURE
JOINT OPERATIONS

1. GENFRAL 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 operatlons necessary or proper for the development, operation, protection and

maintenance of the Joint Property.

“Joint Account” shall mean the account showmg the charges paid and credits received in the conduct of the Joint

Operations and which are to be shared by the Parties. :
“Operator” shall mean the' party des:gnafed to conduct the Joint Operatlons

“Non-Operators” shall mean the partles to th1s agreement other than the Operator.
“Parties” shall mean Operator and Non-Operators

“Fxrst Level Supervnsors" shall miean” tho! p :
supervxsxon of -'6ther: employees and/or contract Jlabor directly empioyed on tne Joint Property in a fieid operm-

ing capacity. ©
“Technical Employees” shall ‘mean those employees havmg special and specinc engmeering, ‘geological or other
professional ‘skills, arid whose primary function in Joint Operations is the handling of specific operating condi-

tions and problems for the benefit of the Join{ Property.
“Personal Expenses” shall mean travel and other reasonable reimbursable‘ expenses of Operator’s employees.

“Material” shall mean’ personal property, equxpment or supplles aequlred or held for use on the Joint Property

“Conirollable Material” shal is so classified in-the Matar
as most receritly recommended by the Councu of Petroleum Accountanfs Socxetxes of North America

Statement and Billings . ‘

Operator. shall bill Non-Operators on’or before the last ‘day of each month for their proportlonate shar of the
Joint Account for the preceding month. Such bills will be accompamed by statements which’ identify the euthor-
ity for expenditure, lease or tacility, and all charges and credits, summarized by appropriate classifications of. in-
vestment and expense except that items of Controllable Matenal and unusual charges and credits shall be sep-

arately identified and fully described in detail.

Advances and Payments by Non-Operators

Unless otherwise provxded 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
tp reflect advances recezved from the Non Operators. '
Each Non-Operator shall pay 1ts proportxon of all biils within fnfteen (15)° days after receipt 1t payment is not
made within such time, the unpaid balance shall bear interest monthly at the'rate of twelve bercent (12%) per
annum or the maximum contract rate permitted by ‘the applxcable usury laws in the staté in which the Joint . !
Property is located, whichever is the lesser, plus attorneys fees, court costs, and other costs in connection with

the collection of unpaxd amounts.
Adjustments ' .

'Payment of any such bxlls shall not prejudice the 'right of any Non-Operator to protest or: questlorx the correct- '

ness thereof; provided, however, all bills and statements rendered to Non-Operators by Operator durlng ‘any
calendar year shall conclusively- be presunied to be true and correct after twenty-four (24) ‘months following
the end of any 'such calendar year, unless within® the ‘said-twenty-four (24) month penod a Non-Operator takes
written exception thereto and makes claim on Operator for adjustinent. No adjustment favérable to Operator shall
be made unless it is ' made within the same prescribed period. The provisions of this, paragraph shall ‘not prevent
adjustments resulting fromn a physical inventory of Controllable Material as provided for m ‘Section V.,

‘Audits , R ° .

A, Non-Operator, upon notxce in wntmg to Operator and all othen Non Operators, shall have the right to audlt 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 mgke every reasonable eftort to
conduct joint or simultaneous audits in a manner which will result in a minimum of inconvenience to the Opera-
tor. Operator shall bear no portion of the Non-Operators’ audit cost incurred under this paragraph unless agreed

to by the Operator.

Approval by Non-Opemtors

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

tors.
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II. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

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

2. Labor
A. (1) Salaries and wages of Operator's field employees directly emnloyed on the Joint Praperty in the conduct

of Joint Operations.
(2) Salaries of First Level Supervisors in the field.
(3) Salaries and wages of Technical Employees d:rectly employed on the Joint Property if su

excluded from the Overhead rates. perty 4 ch charges are

B. Operator’s cost of holiday, vacation, swkness and dlsablhty benefits and other customary allowances paid to

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

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

tion II.
D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Accoant under

Paragraph 2A of this Section IL
3. Employee Benefiis
Operator’s current costs of established plans_for employees’ group life insurance, hospxtahzatxon, pension, re-

tirement, stock: purchase, thrift, bonus, and other benefit plans of 2 like nature, applicable to Operator’s labor
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section II shall be Operator’s actual

cost not to exceed twenty per cent (20%)

4. Material
Material’pitehased or furnished

)

ateria sed by Oberalor for use on the Joint rroperty as provxded under Section IV." Only

‘such Material shall be purchased for or transferred to the Joint Property as may be requu‘ed for immediate use
and is reasonably practical and consistent with efficiefit and ‘economical operations: The accumulalich 6f sur-

plus stocks shall be avoided.

5. Tsansportation
Transportatlon of employees and Material necessary for the Joint Operatlons but subject to the followmg lumta-

tions: . e :
A It Materlal is moved to the J’omt ‘Property from the Operator s warehouse or other’ propemes no ‘charge shall
b made to the Joint Account for a distance greater than the distancé from the nearest reliable sipply store,
recogmzed barge terminal, or railway recelvmg point where hke matenal is normally avallable, unless agreed

to by the Parties.

. 1 surplus Matenal is moved to Operators warehouse or other storage pornt no charge shall be made to- the
Joint ‘Account for a dxstance greater ‘than the distance to the nearest reliable supply store, recogmzed barge
terminal, or railway’ receiving point unless agreed to by the Parties, No charge shall be made to the Joint Ac-

“ecount for movmg Material to other properties belonging to Operator unless agreed to by the Parties. :

In the appiication 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 utlhtles provxded by “outside sources, except’ services excluded by
Paragraph 9 of Section II and Paragraph 1. ii of Section III. 'The cost of professional consultant sérvices and con-
tract services of technical personnel diréctly engaged on the Joint Property if such charges are excluded from the
Ovérhead rates, " The cost of professional consultant services or-contract services of technical personnel not di-
rectly engaged on the Joint Property shall not be charged to the Joint Account unless previovsly agreed to by

the Parties,

7. Equxpment and Fac:llhes Furnished by Operator
A, Operator shall charge’ the Jomt Account for ‘use of Operatox‘ owned equxpment and’ facmhes at rates com-
mensurate with costs of ownership and operation. Suchrates shall include costs of maintenance, repairs, other
operating expensé, insurance, taxes, depreciation, and interest on investment not to exceed eight per cent (8%)
per annum. Siich rates shall not exceed average commercial rates currently prevailing in the immediate area’

of the Joint Property
B.. In lieu of charges in Paragraph A above ‘Operator may elect to use average commercial rates prevaiung in
. the immediate area of the Joint Property less 2209, For automotive eqmpment Operator may clect to use vates

pubhshed by the Petroleum’ Motor Transport ‘Association, -

C.

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

9. Legal Expense
Expense of handling, investigating and settling litigation or clalms. dxscharging of lens, payment of judgments

and amounts paid for settlement of claims incurred in or resulting from operatlons under the agreement o
 necessary to protect or‘recover the Joint Property except thal no chavge for services of Operator's legal statf
or fees or expense of outside attorneys 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 I, Paragraph 3.
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! agreement to which this Accountmg Procedure is attached. The adjustment shall be computed by multi-

— m

10. Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Propetiy, ine opera-

v ;Mt theres!, or the produciion thérefrom, and which taxes have been pald by the Operator for the benefit of the
arties.

11. Insurance

Net premiums paid for insurance required {o ‘be carried for the Joint Operations for the protectlon of the Par-
ties. In the event Joint Operations are conducted in a state in which Operator may act as self-insurer for Work-
men's Compensation and/or Employers Liability under the respective state’s laws; Operator may, at its 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 expenditure not covered or dealt with in the foregoing provisions of this Section II or in Seetlon III
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operatlons

oi. OVERHEAD

1. Overhead - Drilling and Producing Operations

i. As compensation for administrative, supervision, office services and warehousing costs, Operator shall cha.rge
drilling and producing operations on either:

( XX ) Fixed Rate Busis, Paragraph 1A, or
( ) rercemage Basis, Paragraph 1B.:

Unless otherwzse agreed to by the Parties, such charge shall be’ in lieu of costs ‘and expenses of :all ‘offices
and salaries or wages plus apphcable burdens and expenses of all personnel except those dxrectly chargeable
under Paragraph 2A, Section II. The v urces in* connection with
matters of taxation, trafﬂc, ‘accounting gencies shall be considered
-~ ae |nr-"|ur¥na 1n lha nvnrhnnf‘ rntpe S{hls Sectlon III lln!eﬁs Such
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il ‘The saianes, wages ‘and ‘Personal uxpe‘ﬂSCS of Tech'ncal Evnployees and/or the cost of professlonal consultant .
= 'services and contract servzces of technical’ personnel directly employed on the Joint Property’ shall ¢ ) ghall
not (X) be covered by the Overhead rates.

A. Overhead - Fixed Rate Basis
'(1) Operator shall charge the Jomt A (

" Driliing Weii Raie $___ -
Producing Well Rate $ 300 00

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

(a) Dmlhng Well Rate

[l] Charges for onshore drxlhng ‘wells shall begm on the’ date the ‘well is spudded 'and terminate on
the date the drilling or: completlon rig is released, whichever is later, except: that no charge shall
be made durmg suspensmn of drilling operations for fifteen (15) or more consecutive days.

Charges for offshore dnllmg wells shall begin on the date when drnllmg or completion equipment
arrives on location and terminate on the date the dmlhng or completxon equipment moves off loca-

unt at the following rates per well per month

(21

- sion of drllling operatxons for hfteen (15) or more consecutwe days

Charges for wells undergomc any type of workover or recompletron for a period of hve (5) con-
secutive ‘'days or iiore shall be made“at the drmmg 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 mJected into for any portion of the month shall be considered
as a one-well charge for the entire month:

[2] Each active completion in g mult1-completed well in ‘which prcductmn is ‘not commingled down
hole shall be considered as'a one-well charge’ provndmg each completion is considered a separate
‘well by the governing regulatory authority. ,

[3] ‘An inactive gas well shut in because of overproductxon or fanlure 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, H

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

[5] All other mactxve wells (mcludmg but not limited to insictive wells covered by unit allowable,
lease allowable, transferred allowable, ete.) shall not qualify for an overhead charge.

(3) The well rates shall be adjusted as-of the first day of April each year following the effective date ‘of the

[31

plying the rate currently in use by the percentage increase or decrease in the average weekly carhings of
Crude Petroleum and Gas Production Workers for the last calendar year compared to the calendar year
preceding as shown by the index of average weekly earnings of Crude Petroleum and Gas Fields Produc-
tion Workers as published by the United Statés Department of Labor, Bureau of Labor Statistics, or the
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be
the rates currently in use, plus or minus the computed adjustment.

—3
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B. Overhead - Percentage Basis
Q) Operator shall charge the Joint Account at the followmg rates:

(a) Development

_Percent ( %) of the cost of Development of the Joint Froperty exclusive of coets
provided under Paragraph 9 of Section II and all salvage credits. perty

(b) Operating
i Percent (, %) of the cost of Operating the Joint Property exclusive of costs srovided
under Paragraphs 1 and 8 of Section II, all salvage credits, the value of injected substances p&rchased
for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the min-

eral interest in and to the Joint Property.

Apphcation of Overhead - Percentage Basis shall be as follows:

For the purpose of determining charges on a percentage basis under Paragraph 1B of thm Sectlon 111, de-
velopment shall include all costs in connection with drilling, redrilling, deepening or any remedial opera-
tions on any or all wells involving the use of drilling crew_and eqmpment also, preliminary expenditures
necessary in preparation for drilling and expenditures incurred in abandoning when the well is not com-
pleted as a producer, and original cost of construction or installation of fixed assets, the expansion of fixed
assets and any other project clearly discernible as a fixed asset, except Major Construction as defined in
Paragraph 2 of this Section III. All other costs shall be ccnszdered as Operating.

(2)

2. Overhead - Major Construction
To compensate Operator for overhead costs incurred in the construction and mstallatxon of fixed assets the ex-
" pansion of fixed assets; and any other project clearly discernible as a fixed asset reqmred for the develéspment and’
operation of the Joint Property, Operator shall eithér negotiaté a rate prior to the beginning of constructwn, or shall
.charge the Joint Account for Overhead based on the following rates for any Major Constructzon project in excess

of 3.25,000.00 -
but less than $ 100. _0_ 00. O_ .O. __‘; plus

“A. __é___% of total costs if such costs are more than $ 25 000 00
B. __.__g.__ % of total costs in excess of $100 000 00 __but less than $1 000,000; plus :
Fo T % oi iviai ¢osis in qx" s of m,ﬁuu,uuu "

Total cost ‘shall mean the gross cost of any one pro;ect For the purpose of this paragrapn the compom:m pasis
of a single project shall not be treated separately and the cost of drmmg and workover wells shall be excluded.

Amendment of Rates k S
The Overhead rates provided for in this Section III may be amended from time to time only by mutual agreement'
between the Parties hereto if, in practice, the rates are found to be insufficient or excessive.

1V, PRXCING ‘OF JOINT ACCOUNT MATERIAL PUKCHASES, _nurm:’m:s A}.'.‘} D!SPGS!’!‘IONS
Operator ‘is responsrble for Jomt Acco, ‘Materral and shall make’ proper and tnmely charges and crechts for al.l ma-
terial movements affecting the Joint Property. ‘Operator ‘shall provide all Material for uée on the Joint Property; how-
ever, at Operator’s option, such Material may be supplied by the Non-Operator.. Operato' shall make timely disposition
of idle and/or surplus Material, such disposal being made either through sale to Operator or Non-Operator, ‘division in
kind, or sale to outsiders. Operator may purchasé, but shall be under no obhgatron to purchase, interest of Non-Opera-
tors in surplus condition A or B Material. The disposal of surplus Controllable Material nat purchased by the Opera-

tor shall be agreed to by the Parties.
1, Purchases

Material purchased shall be charged at the prxce paid by Operator after deductron of all discounts recaived. In case ’
of Material found o be defective or returned to vendor for any other reason, credit shall be passed to the Joint"

Account when adjustment has been received by the Operator,

Transfers and Dlsposmons
Material furnished to the Jomt Property and Materlal transferred ‘from the Joint Property or dlsposed 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 Materral (Condition'A)
(1) Tubular goods, except line’ pxpe, shall be ‘priced at the current new prxce in effect on date of movement on &
maximum carload or barge . load wezght basis, regardless of - quantity {ransferred, equalized to the lowest
published price f.o.b, railway receiving point or recognized barge terminal nearest: ‘the Joint Property

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

(a) Movement: of less than 30,000 pounds shall be priced at the current’ hew prxce in effect at date of
movement, as listed by a rehable supply store nearest the Joint Property where such Material is nor-

mally - avallable
(b) Movement of 30 000 pounds or more sha]l be priced under provisions of tubular goods pricmg in Para-
graph 2A (1) of this Sectlon IV.
(3) Other Material shall be priced at the current new price, in ‘effect at date of movement, as listed by a’reliable
supply store or f,0.b; railway receiving point nearest the Joint Property where such Material is' normally
available.

B. Good Used Material (Condition B)
Material in sound and serviceable condition and smtable for reuse without reconditioning:

(1) Material moved to the Jomt Property
(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section IV

(2)::Material moved from the Joint Property
(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of thls Section IV
it Material was originally charged to the Joint Account as new Material, or

—_—4—




3.

_ {b) at sixty-five.percent (65% ) of current new price; as deferminad hy Paragraph 2A75f°this Scction

"IV, it Material was originally charged to the Joint Account as good used Material at seventy-five per-
cent (75%) of current new price.
The cost of reconditicning, if any, shall be absorbed by the transfei-ring property.

C. Other Used Material {Condition C and D)

(1) Condition C
Material which is not in sound and serviceable condition and not suitable for its original function until
Taoe 1V mem

-~ after reconditioning shall be priced at fifty percent (50%) of current new price as determined by Para-
graph 2A of this Section IV, The cost of recondltzomng shall be charged to the receiving property, pro-

vided Condition C value plus cost of recondxtmmng does not exceed Condition B value.

(2) Condition D :
All other Maierial, including junk, shall be pr:ced at a value commensurate with its use or at prevailing
prices. Material no longer suitable for its original purpose but usable for some othér 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 pnor approval
of Non-Operators

D. Obsolete Material
Material which is servxceable and usable for its orxgmal function but condition and/or value of such Matenal
is not ‘equivalent to that which would’ Jusufy 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. Pncmg Conditions
(1) Loading and unloading costs may be charged to the Joint Account at the rate of fiftéen cents (15¢) per
hundred weight on all tubular goods movements, in lieu of loadmg and unloading ‘costs sustained, wheén
actual hauling cost of such tubular goods arge zqualized under provisions of Paragraph 5 of Section 1.

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

Premium Prices
Wheneéver Material is not readﬂy obtamable at publlShEd or lxsted prices’ because of national émergencies, “strikes -
or other uriusual causcs over whi h the Operator has no ‘contro), the Operator may ‘¢tharge the Joint Account for the
requxred Material at the’ Operators actual cost 1m.urred in provxdmg such Material, in making it suitable for use,
and in movmg it to the Joint Property, prov;ded ‘notice in wiiting 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 receiving notice from Operator, to’ furmsh in kind all or part of lus share

of such Material suitable for use and acceptable io Operator

Wurranty ‘of Material Furnished by Operator

A Operator does not warrant the Material furnished. In case of defective Matemal credit shall ‘not be passed to the

Joint Account until adjustment has been recexved by Operator from the manufacturers or their agents.

' INVENTomEs

The Operator shall maintain detailed records of Controllable Material.

1.

Periodic lnventories, Notice and Representauon

- At-reasonable intervals, Inventories “shall” be “taken by Operator  6f “the Joint~ Account'Contmllable" MatenaL‘ ’

Written notice of intention to take inventory shall be given by Operator at least thirty (30) days be!ore any inven-
tory is to begm so that Non-Operators may be represented when any inventory is taken. Failure of ‘Non-Operators

" to be reprebented at an inventory shall bind Non-Operators f,o accept the inventory taken by Operator.

“

Recénclliatlon and AdJustment of Inventories ;
Reconciliation of a ‘physical inventory with the Joint Account shall be made, and a list of overages and shortages
shall be furnished to the Non-Operators: within six months following the taking of the inventory. Inventory ad-
justments shall be made by Operator with the Joint Account for overages and shortages, but Operator shall be

held accountable only for shortages due to lack of reasonable diligence.

Special Inventories , .
Special Inventories may be taken whenever there is any sale‘or change of interest in the Jomt Property It shall
be the duty of the party sellmg {o notify all other Partiés as quickly as possible after the transfer of interest takes
place. In such cases, both the seller and the purchaser shall be governed by such inventory.

Expense of Conducting Periodic Inventories

_The expense of conducting periodic Iiventories shall not be charged to the Joint Account unless agreed to by the

Pariies.
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ADDITIONAL INSURANCE PROVISIONS

Oberator,edufing the term of this‘égceemeht, shall cafry'insurance for”fhe benefit
and at- the expense of the part1es hereto, as follews: A I .

(A) Horkmens COmpensat1ol "e as cohtemplated by the state
-in which operat1qns will be conducted, and Employers" Liability
Insurance w1th 11‘its of not Iess than 5100 000.00 per emp]oyee ~

(B) Publ1c Liabllity Insuranc

Bodily injury - $500,000.00 each ‘occurrence

(c) Automob11e Public L1ab1h1ty Insurance:. -~ = . i
Bod!ly inaunj $250 0 each: person . . ,
$500'000:00 each occurrpn

Property Damage - $|Gu,uuﬁ 00 ‘éach occurrence o o ;'

Except as authot:zed hy thls Exh1b1t p", Operator sha11 not make ]ny charge to
the joint account for jnsurance premiums. Losses:not covered by Operatcr s

" insurance {or by: 1nsurance required by this agreement to be carried for the
- benefit and at the expense of the part1es hereto) sha1] be charged to the

Joint.account.
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'GAS BALANCING AGREEMENT - .

-

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

In accordance with the terms of the Operating Agreemenr, each party

thereto has the right to take its share .of gas produced fiom the Unit Area

and market the same. Ir ‘the event any of the parties 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
while this agreement is in effect take the full share of gas attributable to -
the interest of such party, the terms of this agreement shall automatically

become effective.

During the period or periods when any party hereto has no- market for

. its share of gas produced from any proration unit within the Unit Area, or its

s

'rat n unit

purchaser ‘does not takeqits full share of gas produced from'such
e ntitled ‘to-produce” each mont oy

fant qaq"rvnof‘ 0-« ""_""' :\vv\rar-!nn untt kn l-!yf\
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State regulatery body havingrjurisdiction and shall ‘be entitled to take and
delivéer to 1its- or their purchaser all of such gas productifn, however, no party

'*shall be entitled to take or. deliver to a purchaser gas production in ‘excess of -

3002 of its current share of the volumes capable of being delivered or-its

current share of allowable gas’ production if regulated thereta by state regula-—
swthat ‘party has gas in place. All parties

heveto ghall shara in and own the 'rocarbons recovered from such gas by
lease equipment in accordance with their respective interests and subject to the

'Operating Agreement to which this agreement is ‘attached, but the party or ‘parties

taking such gas shall own all of the gas delivered to ‘its or their purchaser. -

: On a cumulative basis, eaeh;partY‘nOt'taking or”marketingiits‘full'sﬁare
of the gas produced shall be credited with gas in place equal to its full share of -
the gas produced under this agreément, léss its share of gas used in lease opera-

‘tions, vented or lost, and less-that portion such party took or delivered to its .

purchaser. The Operator will maintain a current account -of gas balance between the

‘parties and will furnish all parties hereto monthly -statements showing the total
quantity of gas produced, the dmount used in lease operations, vented orx lost,

.. the total quantity of liquid hydrocarbons recovered therefrom, and the monthly
and cumulative over and under account of each.party.

‘At all times while gas is prcduced from the Unit Area, each party
hereto will make settlement with the respective royalty owners to whom they
are each accountable, just as if each'party were taking ‘or delivering to a’
purchaser its share, and its share only. - ‘Each party hereto agrees to hold
each other party harmless from any and all claims for royalty paymeuts asserted

- by royalty owners to whom each party is accountable. .The term' 'royalty owner"

shall include owners of royalty, overriding royalties, production payments and
similar interests. R [

Exhibit "E"
Page ~1-




:ffbasis”shall be: the‘orice recpivadifnr e LR y
'state commerce, ‘the price hasis sha” be the rate ‘collected, from time ¢
. which is not subject to possible refund - as provided by the Federal Power

" Commission pursuant to final order '6r séttlement ‘applicable to the gas sold
"from such well, plus any" additional collected amount which is not ultimately

O After notice to the Operator, any party at any time may begin taking or
deli:vering to its. purchaser its full share of the gas produced from a proration
unit tnder which it has gas in place less such party's share of gas used in opera-
tiods, vented ox lost. . In addition to auch ‘share, each party, including the Operator,
until it has recovered its gas ‘in ‘place and balanced the gas account as to its Interest, ,
shall be entitled to take or deliver to 1its purchaser a share of gas determined by ;

‘multiplying fifty percent (50%) of the interest in the current gas production of

the party or parties without gas in place by a’ fractian, the numarator of which is

- the interest in the proration unit of such party with gas in place and the

denominator of which is the total percentage interest in such proration unit of
all parties with 8as in place currently taking or delivering to a purchaser.
. \’»'
Each party producing and- taking or delivering gas to its purchaser

‘shall pay any and all production taxes due on such gas.

Notliing herein shall be coﬂstrued to _deny any party the right, from
time to time; to produce and take or- de]iver ‘to its purchaser its full share of
the allowable gas production to meet the deliverability tests required by its
purxchaser, provided that said test should be of reasonable length normally not

to exceed 72 hours. °

H

~>Shou1d production of gas from a. proration unit be pemanently dis- '

‘ continued before the gas account is balanced, settlement will be made between

the underproduced and overproduced parties. In making such settlement, the o

."underproduced party or parties will be paid a sum of money by the overproduced :
. party or parties. attributable to-the overproduction which said overproduced :
", party received, less applicable taxes ther
- Pri

fore ‘paid, at the applicable
- of gas equal to. that or

ce defined below for the delivery of a-

f the gaa. .. Ra-

required by said Commission to be refunded, such additional collected amount
to be accounted for at such t:lme as final determination is made with respect
= ' Nothing herein shall change or affect each party s ooligation to pay
its proportionate share of all costs and 1liabilities incurred as its share

thereof is set forth in the Operating Agreement.

This agreement shall constitute a separate agreement as to each proration
unit within the Unit Axea and shall become effective;in accordance with its temms -

‘aud shall remajn in force and effect so long as the Jperating Agreement to which

it 4s attaclied remains. in cffact, and shall inure td the benefit of and be binding

~upon the parties hereto, their successors, legal representatives and assigns. -

_ Exhibit “E" e
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DRAFT

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

IN THE MATTER OF THE HEARING
CALLED BY THE OIL CONSERVATION
DIVISION FOR THE PURPOSE OF
CONSIDERING:
CASE NO. 6420
Order No. R~ 5%/5

APPLICATION OF LaRUE AND MUNCY 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 January 17

19 79 ; at Sar &, Moy Mexics, beofore Examiner Danicl &5 Nutior
NOW, on this ' day of January , 1979 , the Diwi;ﬁ:ib#:‘ ¥
Director, having considered the testimbxii(, the record, and the

recommendations of the Examiner, and being fully advised in the

‘pPremises,

FINDS s .
(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, LaRue and Muncy ‘ , ,

seek@® an order pooling all mineral interests in the Abo formation
| _underlying the NW/4 SE/4

of Section 34 » Township _18 South ., Range 26 East

NHPM, Dayton-Abo Pool ’ Eddy ‘Cotmty’, New

Mexico.




That the applicant has the riéht‘to drill and proposes

4 to drill a well at a standard location thereon .

(4) That there\are ingerest owners in the proposed proration
“ unit who have not'aéreed’to poelkﬁheir interests.

(5) That to:avoid the.drilling of unnecessary.weils, to
protect cbrrelafive*riqhté,'and to afford to the 0wner of each
‘interest in said unit the opportunlty to recover or receive
without unnecessary expense his just and fair share of the.ges' é?":
*M in said pool thie subject application should be approved by ‘ |
pooling all ‘mineral interests, whatever thqrmay be, wzthln said
unit. | | \

(6) That the applicant should be designated the operatorf‘§-
of the subject well and unit. | _:
(7) That any non-consenting working inﬁerest‘owner should

be afforded the‘opportunity“to pay his share of estimated well .

costs to the operator in lieu of paying his share of reasonable
well costs out of productlon. |

(8) That any non-consenting working interest owner thag
does not pay his share of estimated well costs should‘haVe
withheld from production his share of the reasonable well costs
plus an additional A2 ‘thereof as a reasonable charge fer the
risk involved in the drilling of the well.
(9) - That any non-consenting interest owner should be
“afforded the*opportunit& to object to the actual well costs but
that actual well costs should be adopted as the reasonabie well.
costs in the absence of such ébjection. |
(10) That following determination’ of reasonable well costs,
any non-eonsenting working interest o&ner that has paid his
share of estimated costs should pay to the operator any amount
that reasonable well costs eyceed estimated well costs and

should receive from the operator any amount that paid estimated.

well costs exceed reasonable well costs.
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' (11) That #2000.00 per mont},i( should be fixed as ’ reason-

|
able chargesfor supervision (combined fixed rates); that the
operator should be authorized to withhold from productibn the
proportionate share of such supervision chargesattributable to
each non-consenting working interest, and in addition thereto,
the operator should be authorized to withhdld from production
tﬁe'proportionate share of actual expenditures required for

operating the subject well, not in excess of what are reasonable,
attributable to each non-consenting working 1nterest. :

(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

unit to commence drllllng of the well to which said unit is

j dedlcated on or before M { b H"]{ . the order

Ty

lnroof of
l’ ; ,(1§) . That upon the failure of the operator of said pooled
lpoollng said unit should @ecome nu11 and void and of no effect

whatsoever. .

IT IS THEREFORE ORDERED.

(1) That all mineral interests, whatever they may be,

lf

of Section 34 , Township 18 South’ . |, Range 26 East ,

NMPM, Dayton-Abo Pool.

are héreby pooled to form a standard “/ D — acre oo spacing

and proration unit to be dedicated to a well to be drilled

at a standard location thereon

PROVIDED HOWEVER, that the operator of said unit shall

| .
1cc;mmence the drilling of said well on or before the ﬁﬁ'@ day of
A

_—

of saai well with due diligence to a depth sufficient to test the

Abo formation;

PROVIDED FURTHER, that in the event said operator does not

commence the drilling of said well on or before the /’5% day of
M , 1979 , order (1) of this order shall be null

and vcua and of no effect whatsoever, unless said operator obtains

a time extension from the . pivision for good cause shown.

in the Abo formation underlying the NW/4 SE/4

, Eddy  county, New Mexico,li

‘ (/(//pfwt .+ 1979 , and shall thereafter continue the d_:cil’].irfg:fT




PROVIDED FUKTHER, that shonld szid well not be drilled to

completion, or abandonment, within 120 days after commencement
thereof, said operator shall appear before the Division Direotor‘a
show cause why Order (1) of this order should not be rescinded.

(2) That LaRue and Muncy aee» ia 318 hereby designated

the operator of the subject well and unit.

(3) That after the effective date of this order and within
'30“ﬁays prior to commencing said well, the onerator shall furnish’
the Division and each known working interest owner in the subject
unit an itemized schedule of estimated well costs.

(4) That within 30 days from the date the schedule of
estimated well costs is furnished to him,‘any non-consenting
working interest owner shall have the riaht fo ‘Bay his nhare
of estima._d well oosts to‘the operatoi in lieu of paying his '
share of reasonable well costs out of production, and that any
such owner who pays his share of estimated well costs as pro-
Vi&ed above shalitremain liable for‘operating'oostsfbut shall
not be liable for risk charges.

(5) That the operator shali'furnish the Division and each
nnown working interest owner an itemized schedule of‘aétual well
costs within 20 days following completion of‘the well:’that if
no objection to the actual well costs is received by the Division
and the Division has not objected within 45 days following receipt
of said schedule, the actual well costs shall be the reasonable
well costs, prOVided however, that if there is an objection to
actual well costs within said 45-day perioa the Division will
determine reasonable well costs after public notice and heariné.

(6) That within 60 days following determination of reason-‘
able well costs, any non-consenting working interest owner that

has paid his share of estimated costs in advance as provided
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the following costs and charges from production:

‘the well costs.

'share of such supervision chargesattributable to each non-

-5
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above shall pey to therperetor his pro rata share of the amount
ﬁhat reasonable well costs exceed estimated well costs and shall
receive:from-the operetor his pro rata share of the amount that

estimated well costs exceed‘reeSOnable well costs.

(7) That the operator is hereby authorized to withhold

(A} The pro rata share of reasonable well costs
attributable to each non-consenting working
" interest owﬁer who has not paid his share of
estimated well costs within 30 days from the
date the schedule of estimated well costs is

furnished to him.

(B) As a charge for the risk involved in the
drilling of the weil,égg¥ggg£f;f the pro rata
share of reasonable well costs attributable
vto each non-consenting working interest
owner who has not paid his share of estimated
‘well costs within 30,daye from the date the
schedule of estimated well coets-ie furnished
to him.

(8) That the operator shali distribute said costs and

charges Wlthheld from pre uction to the parties who advanced
309.00 L

=3 monﬁaz;;-hereby fixed as & reasongblL

{9) That Frooo.0®

chargesfor supervision (combined fixed rates); that the operator

is hereby authorized to withhold from production the preportionate

consenting working interest, ‘and in addition thereto, the operetor
is hereby authorized to withhold from production the proportionate
share of actual expenditures required for operating such well,

not in excess of what are reasonable, attributable to each non--

consenting working interest.
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flO) That any unsevered imineral interest shall be cohsi&erqd

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. ‘

(11) That any well costs or charges which are to be paid
cut of production shall be withheld only from the working
interests share of produétién; and no ccsts or chargeénéhail
be withheld from production éttributable to royalty interests.

(12) That 611 proceeds from produéfiqn from the subject
well which are not disburséd'fér any reason Shéli'imﬁediately |

be placed in escrow in Eddy

Couhty,”New Mexico, to be
paid to the true owner thereof ﬁpon demand and prdof of“owneréhiﬁqh
that the’operator shéll_notify the Division of the name and
address of said escrow agent within 30 ddys from the“datc of
first deposit with said escrowhagent.

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

DONE at Santa,Fe, New Mexico, on the day and year herein—

above designated.
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