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MR. STAMETS: We'll call next casc 6574,

2 MR. PADILLA: Application of Texas 0il and
3 Gas Corporation for an unorthodox gas well location and
4 compulsory pooling, Lea County, MNew Mexico.
5 MR. STAMETS: Call for appearances in this
6 case.
7 MR. CARSOM: Mr. Examiner, my name is Joel
8 Carson, Losee, Carson, and Dickerson, Artesia, appearing
9 on behalf of the applicant, Texas 0il and Gas.
of<. . .
>-§;g 10 I will have two witnesses.
8 § 'E:é 11
g g =¥ MR. STAMETS: Any other appearances in this
ey b= 3 SE
<E§2 12 case?
(o] s
z3i2
: g iﬁ‘- 13 . . .
JERE MR. CARR: Mr. Examiner, William F. Carr,
g x5
wEs 14
Campbell and Black, P. A., Santa Fe, appearing on behalf
) 15 .
of Marathon 0il Company.
16 MR. STAMETS: Will you have any witnesses?
. 17 .
- MR. CARR: No, I will not.
~ 18 .
MR. STAMETS: We'll have both witnesses
19 . .
stand and be sworn at this time, please.
‘ ¥ 20
S
38 21 DOYLE JOHN SNOW
1A 22§‘ being called as a witness and having been duly sworn upon |
| |
23 | his ocath, testified as follows, to-wit: !
!
25 DIRECT EXAMINATION i
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1 | BY MR. CARSON:
2’% 0. Would you state your name, please?
3, A Doyle John Snow.
4 0. And Mr. Snow, by whom are you employed?
5 A Texas 0il and Gas Corp.
6 0. And in what capacity?
7 A, District Landman.
8 Q. And how long have you been employed in that
9 capacity?
« ;:N ‘ .
g E3s 10 A, Two years.
O
my sy
g;g% 1 0. Have you previously testified before this
o :;Efz
; & ol 12 . . -
; S 52 Commission?
8-
> § % 13
- E g.g A Yes.
g § Em 14
° 0. And have your qualifications been acceptablé
15 A Yes.
16 MR. CARSON: Are his qualifications ac-
. 17 ceptable?
N 18 ,
MR. STAMETS: They are.
19 . .
0 (Mr. Carson continuing.) Mr. Snow, would
A 20 . . .
. you state the purpose of this application, or I guess I
¢
. 21 . : .
s should say two applications which have been combined?
7 22 . . .
! A, The purpose of the application is to ob-
2 |
! tain an unorthcodox well location and compulsory -— or that
24 : . . -
‘ is, pool the east half of Section 6, Township 17 South,

25
‘ Range 35 East, Lea County, New Mexico.

)
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The pooling, I believe, covers the Wolfcamp|
and Pennsylvanian formations,

0. And you are going to ask the Commission
to establish a risk factor?

A Yes.

Q. And drilling and producing well rates, as
well, is that correct?

A That's correct.

0 Mr. Snow, I hand you Applicani's Exhibit
Number One, or refer you to it, and ask you to state what
that is.

A This is a land map, indicating the owner-
ship of the east half of Section 6. It also shows the
proposed location of our well,

0. Please go back and explain what the ex-
hibit was.

A Okay. Exhibit One is a land map indicating
hc ownership of the east half of Section 6 and it also
indicates the proposed location for our well.

0. Was that exhibit prepared by you or under
your supervision?

A Yes,

0. Okay. I refer you to Applicant's Exhibit
Number Two.

MR. STAMETS: While we're back there, what
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is Texas 0il and Gas' ownership in this area? All I sece
on that is Marathon and Mobil.
A, Okay. Texas 0il and Gas Corp. has obtained|
a farmout agreement from Mobil 0il Corporation.
MR. STAMETS: So you all will have 80
acres in this 3207
A That's correct.
MR. CARSON: Yes, sir,
MR. STAMETS: Okay, thank you.
10 I refer you to Applicant's Exhibit Number
Two and ask you to identify that and explain what it is.
A This is copies of correspondence from our

file between Texas 0il and Gas Corporation and Marathon

0il Company.

Q. Okay, would you explain briefly what those
letters state; what your -- Marathon's reaction has been?
A Yes. February 2nd, 1979 we requested a

farmout agreement from Marvathon 0i)l Company undexr the terms
set forth in the letter.
Would you like me to explain those?

Q. I don't really think that's necessary.

A Okay. The next letter is a copy of the
Marathon letter dated February 13th, 1979, where they ad-
vised us that they were not interested in farming out at

that time.
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|
o 1 ﬂ The third letter, dated May 2nd, 1979, is %
!
|
2 also from Texas 0il and Gas to Marathon, wherein Texas 0il
3 and Gas requested their joinder in drilling the well, and
4 1f they did not desire to join in the drilling of the well,
5 requested that they farm out.
6 0. Marathon has been unwilling to either
7 farm out or participate in the well, is that correct?
s A That's correct.
9 The June 26th letter, 1979, is a letter
Egsz 10 addressed to Marathon again from Texas 0Oil and Gas, advising
O o A8
o5y
cz)f,‘:% n them of the hearing and again asking that we reach an ac-
2 2w
N R M
. <g§§ 12 ceptable farmout agreement.
; EE ﬂo-
LY .
Eggg 13 0. Mr. Snow, I'm going to refer you to Ap-
I3
Lz Ja
wes iy plicant's Exhibit Number Three and ask you to identify that.
15 A This is an AFE for the proposed well.
16 0. What does it show as a cost for a producing
" ) 17 well and a cost of dry hole?
18 A It shows a dxy hole cost for the well of
19 $610,000 and a completed well cost, which of course in-
. - ]
¥ 20 j
> cludes the dry hole cost, of $953,700. %
'.;-‘t\_ 21 . i L. }
: 0 And what's your proposed depth of this g
d 22 | |
‘! well? ;i
I 0
23 i !
| A 12,200 feet. |
; i
24 i . s i
0. I now refer ynu iLo Applicant's Exhibit :

Nunber Four and ask you to identify that. b
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A This is a farmout letter agreement from
Mobil 0il Corporation to Texas 0il and Gas Corporation.

0. Is that your agreement with Mobil by which
you acqguired the acreaqe, is that correct?

A Yes that's correct.

Q. I refer you té Applicant's Exhibit Number
FPive and ask you to identify that.

A This 1s our proposed operating agreement
to cover the east half of Section 6, which Mobil is con-
sidering at this time.

0. And is that the agreement that you proposed
to use in connection with this well?

:R Yes, it is.

0. Does that ~- does the accounting procedure
section of that operating ayreement set £~ 'h the cost to
be established for drilling well and producing well rates?

A Yes, i. does. It sets forth the drilling
well rate of 33,3030 por menth and a producing well rate
of $335 per month.

0. Now, Mr. Snow, is that -- is that the

uniform rate which your company charges?

A. Yes, it is.
0 Now, is that also a reasonable rate, in

your professional opinion?

A, Yes, it is.
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MR. CARSON: 1 would like to
troduction of Applicant's Exhibit One tarough
MR. STAMETS: These exhibits

mitted.

move the in-

Five,

will be agd-

Are there questions of Mr. Snow?

MR, CARR: I have no questions.

MR. STAMETS: He may be excused.

WILLIAM A. SERUTA

being called as a witness and having been duly sworn upon

his oath, testified as follows, to-wit:

DIRECT EXAMINATION

BY MR. CARSOMNM:

0. Would you state your name, please?

A William A. Seruta.

0. And, Mr. Seruta, by whom are you employed?
A Texas 01l and Gas.

Q. In what capacity?

A. District Geologist.

0 And how lTonag have von heen so emploved?

A, Approximately two years.

0. Okay, and have you previously testified

before this Commission?

A Yes, sir.
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Q. And, Mr. Seruta, have your qualifications
been accepted?

A, Yes, sir.

MR. CARSON: Are the witness' qualificationé
acceptable, Mr. Exariner?
MR. STAMETS: Yes, they are.

0. (Mr. Carson continuing.) Mr. Seruta, I
want to refer you to Applicant's Exhibit Number Six and ask
you to identify that exhibit.

A This is a plat of the area around our
proposed location, which illustrates the structure on the
base of the Morrow massive shale,

0. Was that exhibit prepared by you or under
your supervision?

A Yes, sir.

0 Would you explain in a little more detail
it purports to show?

A It shows that the general structure in the
area is a nose, nosing to the north, with a fault located
on the southwest, with the downthrown side being on our
side of the fault.

0. Okay, now you've asked for -- to move un-
orthodoxly south, coxrect?

A, That's correct.

0 Now, will you explain to the Examiner why




mmm
»
ki
. J
SALLY WALTON BOYD
CERTIFIED SHORTHAND REPORTER

Santa Fe, New Mexico 87601

3020Plaza Blanca (606) 471-2462

10

1"

12

13

14

15

16

17

18

19

20
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A This would put us somewhat up-dip from a
legal location, which we feel like would be necessary to

make a commercial well,

0 Was this Exhibit Number Six prepared by you

or under your supervision?

A Yes, sir.

0. I'1l refer you to Applicant's Exhibit
Number Seven and ask you to identify that and explain what
it shows.

A This is an Isopach map of the Lower Morrow
sandstone, which lies directly beneath the Morrow massive
shale.

This is the main pay in the Mobil State 1
"UU" and the Marathon State 1, and also the Mobil State 1

n IJNII .

This shows a channel or possibly bar syste“

trending northeast-southwest, with our proposed location
possibly encountering in excess of 50 feet of sand.
0 Okay. Now, you've got the Marathon State

to the west. What was the result cof that effort?

. . !
A It had no sand in the Lower Morrow section

and was completed as an Abo producer.

Q and you feel like you have to get sand in

excess of 50 feet to make a commercial well, is that correct?

|
i

t
|
|
!
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’;; A Yes, sir
2 0. Was Exhibit Number Seven prepared by you
)
3 | or under your supervision?
4 A Yes, sir.
5 0 I refer you to Applicant's Exhibit Number
6 Eight and ask you to identify that.
7 A This is a cross section going from left
8 to right from the Marathon State 6 Com No. 1, across the
9 proposed location, to the Marathon State Section 7 Com No.
e 3, R . . ' '
Et!;o 10 1, to the Mobil 0il Corporation State "UU" Com No. 1.
Q3 %
[ -
ggs-g 1 This cross section illustrates the main
ZzZ e
e
&’5;35 12 pay sand that lies directly beneath the Morrow massive
; % ﬂ::
[}
;l%gi 13 shale. It shows a thinning of this sand as you go to the
=4
< axIn
wis . .
o " northwest, and as vou cross our proposed location, it shows
15 that we're on the very edge of the channel or bar system.
16 0. Was this exhibit prepared by you or under
17 . s >
your supervisionsz
18 A Yes, sir, it was.
9 MR. CARSON: Mr. Examiner, I'd like to
20 . . . A .
move the introduction of Applicant's Exhibits Six, Seven,
21 .
i and Eight.
. 2 |
i oy .
; MR, STAMETS: These exhibits will be ad-
23 _
mitted.
24
0. Now, Mr. Seruta, as previously mentioned,
25 . . .
one of the -~ some of the reliefl that TXO seeks in this --




CERTIFIED SHORTHAND REPORTER
3020Plaza Blanca (605) ¢71-2462
Santa Fe, New Mexico 87601

SALLY WALTON BOYD

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Page . . 13

these applications is the approval of an unorthodox location.
is that correct?

A Yes, sir,

0. Now, is it your belief and your profes-
sional opinion that the approval of this apvlication will
afford the applicant the opportunity to produce its just
and equitable sharé of gas, will prevent economic loss
caused by the drilling of unnecessary number of wells, will
avoid the augmentation of risk arising from the drilling of
an excessive number of wells, and will otherwise prevent
waste and protect correlative rights?

A Yes, sir.

0. The other object of this application is
compulsory pooling of the Wolfcamp and the Morrow formations)|
is that not correct?

A Yes, sir.

0. You have asked that the Commission establisH
order a compulsory pooling and also estaklish a risk factor,
is that correct?

A Yes, sir.

0. In your professional opinion will the
granting of this compulsory pooling application avoid the
drilling of unnecessary wells, protect correlative rights,

and afford each owner of each interest in the unit the op-

portunity to recover or receive without unnecessary expense




™

SALLY WALTON BOYD
CERTIFIED SHORTHAND REPORTER

Santa Fe, New Mexico 87601

3020 Plaza Blanca (606) 471-2462

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Page . I X S

‘his just and fair share of gas in the unit?

A Yes, sir.
0. and you ask that they do be force pooled?
A Yes, sir.
0. Now, co you have a recommendation to the

Examiner as to the establishment of a rigk factor for non-

consenting owners?

A Yes, sir.

0. what is that?

A, 300, 300 pexrcent.

0. The cost of the well plus an additional

200 percent?
A Yes, sir.

0. Mr. Seruta, would you explain to the Exa-

miner how you arrived at that figure, or what the risks are -

involved are in this?

A Well, we feel like that because of the
Marathon State No. 1 Well, located in Section 6 in the west
half, that there is no sand in this well, and that the
trend is not really well defined as you move to the north
from the producing wells that are located in Section 7 and
g. And we really have no definite description of what the
body of sand looks like or the exact trend of it. And even
drilling unorthodox, we stand a very good chance of not

encountering sufficient sand to make a well.

e
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0. And that is the history of the Morrow, is
that true?
A That is true.
0. Could you tell the Commission just for

purposes of the record what the history of the Morrow suc-
cess 1s 1n southeast Mew Mexico, in general terms?

A Not very good. It's -- many times you can
drill in an area like this with very substantial production
and believe that you're on trend, and miss the trend totally

MR. CARSON: I have no further questions
of the witness, Mr. Examiner.
MR. STAMETS: Are there any questions of

the witness?

CROSS EXAMINATION
BY MR. STAMETS:
0. Mr, Seruta, 1if the Morrow is so poor, why
is everybody drilling wells down in southeast New Mexico?
A Because many times when you do find it, it
is very sweet, vexry good.
MR. STAMETS: Any other guestions of the

witness? He may be excused.

Anything further in this case?

The case will be taken under advisement.

(Hearing concluded.}
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REPORTER'S CLERTIFICATE

I, SALLY W. BOYD, a Court Reporter, DO HEREBY
CERTIFY that the foregoing and attached Transcript of
llearing before the 0il Conservation Division was reported
by me; that said transcript is a tfull, true, and correct
record of the hearing, prepared by me to the best of my
ability, knowledge, and skill, from my notes taken at the
time of the hearing.

5(&“4[30 C.S.e.

Sally "W. Boyd, 'C.S.R.

{ do haro 12 fareceing g

@ comia i

fhe Exan. . oz Moy

heard by ¢ ’/07"% o 1578 -

Qil Cenrery..
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GOVERNOR
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SECRETARY
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STATE OF NEW MEXICO

ENERGY ano MINERALS DEPARTMENT

QIL CONSERVATION DIVISION

October 26, 1979

Joel M. Carson
Drawer 239
Artesia, New Mexico 88210

Re: Order No. R-6060
Dear Mr. Carson:
As requested in your letter of October 25, 1979, an
extension of 60 days is granted to the time listed
under Order (1) of the above referenced order.
It is my understanding that Texas 0il & Gas Corpora-
tion is having difficulties obtaining a rig to drill
the well and the time extension is necessary to
obtain same.

Yours very truly,

JOE D. RAMEY
Director

JDR/fa

POST OFFICE 80X 2088
STATE LAND OFFICE BUILDING
SANTA FE. NEW MEXICO B7501

1505} 827-2434
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25 Cctober 1979

Mr. Joe Ramey, Director

New Mexico 0il Conservation Division
P. O. Box 2088

Santa Fe, New Mexico 87501

Re: Texas 0il & Gas Corp., Compulsory
Pooling Order No. R-6060, Case No. 6574,
Lea County, New Mexico

Dear Mr. Ramey:

In accordance with my telephone conversation with you and my
earlier conversation with Dick Stamets, we request a 60-day
extension of time on the above mentioned force pooling order.

I am attaching a letter from Texas 0il & Gas Corp. which ex-
plains that the earliest rig which could be available is around
November 30. We appreciate your courtesy and consideration

of this matter.

Yours truly,

LOSEE, CARSON & DICKERSON, P.A.

—

Jpel N arson

JMC:bjm
Enclosure
cc: Mr. Al Cummings
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QL. CONHSLRVATION DYVISTON
State lLand OfFfice Building
Santa lYe, Hew Mexico

11} July 1979

EXAMINER HEARING
)
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)
Application of Texaes 0il & Gas Corp. )
for an unorthodox gas well location )
)
}
)

and compulsory vooling, Lea County,
New Mexico.
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BEFORE: Richard I,. Stamets
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APPEARANCES
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6574
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TR, ornegpe . gt v a1l ] poxt case 2574,

PR PRI R SaemPiond T off Teran 0Ll and
Gas Corporation for an uvunorinodss  caq well location and
conpulsory oponline, lLea County. llew Yexico,

MR, CPAMES'S: Cal: for avpearances in this
case.

MR, CARSOI: !Mr. Lxaminey, my nane is Joel
Carson, Tnare, Carson, and Dickerson, Arvrtegia, avnecaring
on bohalf of the applicant, Texas 011 and Gas.

T will have two wilknesses.

MR, STAMEYS: Any other appearances in this
case?

MR. CARR: Mr, iLxanincy, ¥William P. Carr,
Campbell and Black, P. A., Santa Fe, apprearing on behalf
of Marathon 0il Company.

MR, STAMETS: Will vou have any witnesses?

MR, CARR: Yo, T owill not,

MR, STRMEYS . it have bhoth witnesses

stand ans be sgworn at this tire, 7icase.

25U Es JOIE NG
Sy q ey T "'.;1 . sen Bpyeneies Ayl Ty ygiaeyer e d 1 v
DCINY CAaLLdd a3 d WAITNCSG ana aaviandg oaeen ULy sworn uopen

nDig oath, tescafied as Sollows, to-writ:

DIRGCT BXAMINATION
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!
BY MR, CARSON: ‘
Q. Vi L@ v et e e ol gase? |
I Doyle Jotur Snew,
0 and Mr, Snow, by whomn are vou emloyed?
A, Tnxas 0il and Gas Corv.
Q. And in what canacity?
M. District Landnan.
0 md how long have vou beern emploved in that
capacitv?
A WO years.
Q llave you vreviously testified before this
Comnission?
A Yes.
a Fnd have vour cualifications been acceptablgR
A Yes.
MR, CARSOM: Ayc his qualifications ac-
ceptahkla?
MR, STAMETS:  chey arva.
0. {My, Carson conbtinuing.,) Mr. Snow, would
i
you state the purpose of this apnlication, or I guess X |
should say two applications wiich hav= been combined?

s Tha wurpoae of the anplication is to ob- &
tain o perihaday wnl1l docation and cempulsory - or that i

is, nonl the east half of Section 6, %Yownship 17 South,

Range 35 Bast, Lea County, lMew Moxico.
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Y

rhe nooline, ¥V helisva, covers thoe Uotfcearm
and Ponnsylvanian oy tg o

Q Al you gre e it oo cuk bile Commission
to establish a riak factor?

M Yas,

Q. And drilling and producing well rates, as

well, is that correct?

a That's correct.

o Mr. Show. Y hard ves Apolicant's Exhibit
Numher One, or rafer you to it, and ask you to state what
that is,.

A, This is a land map, indicating the ovmer-
ship of the =ast half of Section 5. It also shows the
proposed location of our well.

Q Please qo back and explain what the ex-
hibit was.

2, Akay, EByxhihir one is a land map indicating

the owvnzrshin of the east half ot Section & and it also

indicates the proposed location for our well.

1
il
0. Was that sxhinit prepared by vou or under |
1
ﬁi
your suncrvision? [
r
1
h Yos |
it
|
. avs ¢
o Neeo T rafar you te Applicanit's Dxhibit |
Humg,o s o,

MR, STAMETS: aidle we'

[y

i
2 back Theras, winat
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SRR 3 S,
1s werxas 01) and Cas' ovncrahin iy this area?  7All 1 coc
on that iga Marathor and 2ola,
N, OxRavy.  rorac 0l o cas Corp. has oltained

a farmout acgreement from MHobil 01l Corporation.

MR, STAMETS:  So yvon all will have 20
acres in this 3202
A That's corrcct.
MR, CARSCN: Yes, sir.
MR, SWAMEYS:  Ckav, thank you.
o T refer you to Applicant's Exhibit Number

Two ané ask you to identifv that and explain what it is.

A "his is copies of correspondence .yrom our
file bhetween Texas 0il and Gas Corxporeiion and HMarathon
0il Comany.

0 Okay, would you explzin bricfly what those

letters state; what your -- Marathon's reaction has been?

A, Ves. Pehwaayvy iac, 1979 we reguested a

farmout agreement Ffrom Marathon 0i1d Conmpany under the terms

set forith in the letter.

Would you like me to

explain those?

Q. I don't really think that's necessauy.
15 Ckayv, The next iniier i a cony of the

Maratihon eobior Jdated Uaheuayrv 13th, 1979, where they ad-
viaond “hat they were not interested in fayxming out at
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the thiyd Yetber, datad May 2nd, 1979, is

also fromn Texas il and o oo vt Lon, uvneraeln Toxas Ol
and Gas requested ey qeoe o o Vi the well, and
if they did not desivre to sor: in e drilling of the well,
reguested that they farw oud.

Q Marathon has bcecen vnvwilling to cither
farm vat or parcicipate in the well, is that corrcct?
I nat's correct,

Tpe June F8eh letter. 1979, is a letter
addresced to Marathon again from Texas 011l and Gas, advisi
them of tihe heaging and again asking that we reach an ac-~

ceptable farmout agreement,

Q Mr. Snow, I'm ceire Lo refer you to Ap-
rlicant's ¥rhibit Mumber Thirce and ask you to identify that.

A This is an AL for the proposed well.

Q tthat does it show as a cost for a nroducing

-

well and a cost oi dry pole?
by Tt shows a dry w0 cost for the well of
$610,800 and a completed well cost, whaich of course in-

cludes the dry hole cost, of $953,700.

i mand what's vour orovosced depth of this
well?

A 12,200 ‘oot

N T now raver vou Lo foplicant's Pxhilit

Number Four and ask you to idenidfy that.
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A, Whis doo0 av ol Y oagroecoent Trom
Mobil 01l Corpova’ion - - oo L 0 o Corporation,

9 L

w

you acqguired the acvesgoe, io Lhoit corract?

A, Yoo  that's corvece:.
0 T refer vou %o Apnlicant'se Exhibii Yunber

Five and asX you to identify thak.

" Mhie de ovy merorass” oraratine agroersat
to covew the east half of Saziicr ¢, ilaoh Mobil is con-

Q. And is that the agreement that yvou proposed

to use in connection with this well?

A Yas, it is.

0. Does that --- does the accounting procedure

th
o)
2]

section of that operating acrcenment sct forth the cost to

be establisghed for Arilling well and producing well rates?
well rate of $£3,300 per monil: arn’ o producing well rate
of $335 »or month.

0 Now, Hr. Snow, i3 that ~- is that the

umifora rate wnich your compmany <char

o o b et also a reasonable rate, in
your .o goions Uoouninton?

A Yos, Lt is.

ot ove o o rae ot with Mobil by which
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4 R, o oo ke to nove Lhie ine-
! tyroduction of hppliocap: " 00T o0 Uiooagh Five.
U, smrmors s e hhits will boeo ads

nitted,

Ave there guostions of Mr. Sncw?

MR, CARR: I hava uo oqastions.

MR, STAMETS:  He oay be oxcused.

PILLIAY 7~ SURUTHY

10 . - . . .
being aonlled as a witness and having been duly sworn upon

1 )
his ocatn, testifiecd as follows, to-wit:

12 \
13
DIRECT DXANMINATION

14 ) 4
BY Mit. CARSQONM: |

SALLY WALTON BOYD
Santa Fe, New Mexico 87501

CERTIFIED SNORTHAND REPORTER

3020Plara Blanca (305) 471-2462

15
Q Would you state your name, please?

16 s . -
LR William A, Saruta,

17

- : ¥ 2, rw. Coowl herocthorny are yvou arnloyed?
~ 18
b Texas 0il and Oas,
b
19 |
) in what capacitv?

A District Coecloagist.

¥

T 21

= i n And how long have you been so employad?
2z

-

a1y ey Iy ) It
AR ITONINATe LY

WO YOArs,
23

Cloero oty T have you nreviously
24

25
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0 Fad, Yhro Covpra b vour gualld Tications

been aceonted?

FRL O CAPSON . hwve i witness!' aqualiication

accentable, Mr. Examincry
MR, S§TAMEYS:  Yes, thoy ave.,
. (Mr. Carson contirning.) Mr. Sovata. 1
want to rever vou to Apolicant s Dyainid Mumber Six nd ask
you to idaneafy chat exhihit,

A "his 1s a plat of thoe area around our

?

pronosed location, which i1llustrates the structure on the

Y

base of the Morrow massive shals,

Q. Ves tnat exaioit premarzd by you or under
youi supwcivision?

A, Yes, sir.

0, Would vou cr»lnia in a little moxre detail

1t nuynoerne o ghee?

naral structure in the
area is 2 nose, nosing to the noxih, with a fault located

on the southwest, with the downthrows side beinc on our

side of tha fault.

. Cl oy s mow voul e askoed for -~ to move un-
[o Xk ATRTSTAREN W cevnii-y (RIS 2 RS RN
e v e poraoat,
0 Now, will vou ernlain Lo che Dxasinoo way

Vi
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Lhat is aecessary?

N RRER ISR LA St gpedin from a
legal location, whiier o o 2 e Be necessary Lo

make a comrpereinl well,
o Uas this fndibit nebex Six nresaves! by you

oy under your suparvision?

b Yes, sir.
" TTI1 refer vou to Mroomlicart's Nyhihid

Hunbar S~von and ask von o identifv thot and exnlain what
it shows.

A “nls is an Isopach map of the Lower Morrow
sandstone, which lies directly beneath the Morrow nassive
shale,

This is the main pay in the Mobhil State 1
"UUu" and the Marathon State 1, an? also the bobil State 1
TNNT,

"hia ghows o o oonnl or pnssibly har asystem
trending northeast-sounthwesk, Wit our proposed location
nossibly encowntering in cexcess of 20 feet of sand,

Q, Okay. How, yvou'wve gobt the Marathon State

to thro wost, TPhat was the result of that offort?

. TH Rwad no sand in the Tower Morrow saction

anc e e aia e sy At e I oas i
i

. -~ a B T T - - 1 iy

: rou Teel il voa have be gel sand in
. e o L7 1. - Te - T ST S L W N - B 444
excess oFf 50 foct Lo maiie a comnneroelal wall ; L3 thalt corrach?
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; Vo, i
2 F N fooa et e b v roparad by yon
3 01 undey Your supeiviaron’
4 A, Vos, sir.

5 Q ¥ refoyr yvou o avvlicant's Exhibit Munber

Eight and ask you to identify th~t.

~!
4

-

., this is a cross gection qoing from left
to richt frem tae Harathon ttate 6 Com Mo. 1, across thn

provonsed loaation, to vhe Maratann Stota Section 7 Com No.,

of <. 10 - . . e
s:;;: 1, to tha Mobil 01l Corporatien Stei» "UU" Com Mo. 1,
O ~r=
m G o
28 n s : . . .
Z o 23 This cross cection illustrates the main
~ E!;ez
-4 E 82 12 . N2 1. - ] e - ~9
Lg 52 pay sand that lies directly boncath the Morrow massive
; q% ag
:git 13 L : : R T -~ Y. 4
< E 2 snale. Tt shows a thinning of tais zand as you ¢go to the
xEzd
wig 1 o , . 5 . .
nerthvest, and as you cross our proposed location, it shows
15 . . :
that we're on the very edae of the channel or bar system,
16 , . i .
o Vas this e:hibit prenared by vou or undar
| S v yonr convrvigion?
18 . - .
. res, Siv 1 VI,
19 . ; . ‘1 .
MR, CARSOI: Mr. Dxaniney, I'd like to
. 20 ~ . - . . ) » > -
< rove the introcduction of Ar»nlicant’s Xrhibits Six, Seven,
e 21
and Eiehi.
- {

VR CrnATes . Thogoe axhibits will be ad-

23

24
N Shee, My, Ooruta, ao vraeviously montioned,

Pad

one of tha -~ sonc of the rolief that TX0O seeks in thig -
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those applications e 0 Y 1

is Lhat correct?

r N
3 Yoo,
" Vovt, 3o it ooar bHoliof o mad vour uroviie

sioral opinfon thal the annroval of this aovlica-ion will
afford tha apnlicant the ophoviwatly Lo vroduce its nsk

and eaquitable share of gas, will pzovont cconomic loss

caused b‘j T R i B R B e Tl e B T Rath T I R B LT SR N ¥ o alls, will

h e

avold tho auemonvatiorn f <757 ariodns fvorm the dvilling of

an axcoosive mumbor of wells, and will otherwise prevent
waste and protect correlative righcs?
A, Yes, sir.

0, The other object of tiis application is

conpiisory pooling of the Wolfcamp and f:he Morrow formations,

is that not correct?
R Vag, sir.

- - Y e -y - - - - - h +
Y Ot o asVe ool L T T s U0 LS5

order a compulsory pooling »ad = s 2ucablisih a riskh factor,

is that correct?

o In your preolessional ovinion will the
grar =i of thiig coacsisory wooling aosiication avoid the
Awiliion 8 0 L S hs, pyvousol aoriaelative rights,

and 77007 cach cwnes S5 oaon aniorest in Lhe unit bhe ope

portunity to recover or rovcive withouh unnecessacy oxpens:

counorthoedo:: jocation
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his ju

o

sand Tadr shiev . ~f

N IRV

i Y. N - 2
RV TS RFA R L

..r T A
foo, Siv.,

dow, oy

Exaniney ag to the establi

consenting

owners?

300, 300

200 poercent?

A

$2

Q.

Yes, sir.

Mr. Serut

v 0 v s be force vooled?

ov have o vocommendai:ion o the

shrent of & risk factor for non-

percent,

of the well plus an additional

a, would vou explain to the Bxa-

~

miner how you arrived at that figurs, oxv wvhat the risks are

involved are in this?

Marathon state MNo. 1 Well,

half, that

there Ls no san

trend is not reallv well ¢

1

from the vroducing wells &

T
Q, AT oo

body 27

Grildlllo n

cncounterlt

Tealls htave Do

ey e . B Fated
IR ORI SLIN ST TN , DR I

Iaar T iTial bhaoauae of tha

Locatod G Soction 6 in thoe wast

Yot

, and taat tho

Joor

cfined as yvou nove to the north

- 3

logated in Section 7 and

naL ana
dolinite Jdoserintion of what the

o crace trend of it.  And even

and a very oot chance oif ot

ng sufificient sand Lo wmaks & woell,
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hae Bictavey of the Novyvow, is

that tryue?

0 Could vou torl tas Cemnission just for

purvosaes of the reoord vaal Lan nigtorvy of the Morrow suc-

cess is in southeast Mew Meuxico, in coneval termsa?

i, ot very coodl.,  It's - many times vou can
irill in an areca ilike this witd vere suvstantlial oroduction
and heliasve that von're or “verd o0 misa the trend totally

MRL.OCARSON: T ohave ne further guestions
of the withess, Mr. Ixamincr,
MR, STAMETYS:  Rre there any questions of

the witnesgs?

CROSS SMAMYNATYON
BY MR, STAMETS:
£ My Gavnta . iF ho Morvow ig 0 nooy, why

is evervbody drilling wells down

i
j)
-
)
)
o
;
\-)
&
o
(-f
-
s
5)
2
By
"
o)
e
o
0
o
3

s

A Pecause rmany Livws wiien you do find it, it

o
o2}

very sweet, very good.
MRLOSTAMEDPS:  Zny othor guestions of the

witnoes?  Hoomasy b nvonsod,

PoorEhdees favihoyr in this case?
B
LIS Cmezen o soan T T s te s N ~ vomeTag e oy 4
e de L e a2l noaey advisameat,
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§ do hereby certify that the foregoing Is
@ complele recerd of the proceedings In
Hhe Exaictunsr hearing of Case No. '
theard by me on 1

\'Tvl

’

# o g

, Lxaminer

T Conservation Division




STATE OF NEW MEXICO

ENERGY ano MINERALS DEPARTMENT

OIL CONSERVATION DIVISION

DBRUCIK: KING POST OFFICE BOX 2088
GOVEANOR STATE *.AND OFFHICE BUILDING
: - SANTA FE. NEW MEXICO 87501
LAR&E’«J&# ot 1509) 8272434

July 31, 1979

Re: CASE NO. 6574
Mr. Joel Carson ORDER NO. R=6060
Losee, Carson & Dickerson
Attorneys at Law
Post Office Box 239 Applicant:
Artesia, New Mexico 88210

Texas 0il & Gas Corp.

Dear Sir:

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

Director

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

Artesia OCD
Azteo~ OCD

Other William F. Carr
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STATE OF MNLEW 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. 6574 §
Order No. R=6060 z

APPLICATION OF TEXAS OIL & GAS §

i CORP, FOR AN UNORTHODOX GAS WELL

LOCATION AND COMPULSORY POJLING,
LEA COUNTY, NEW MEXICO.

ORDER OF THE DIVISION

BY THE DIVISION:

This cause came on for hearing at 9 a.m. on July 11, 1979,
at Santa Fe, New Mexico, before Examiner Richard L. Stamets.

NOW, on this day of July, 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 i
subject matter thereof, ;

(2) That the applicant, Texas 0il & Gas Corp., seeks an
order pooling all mineral interests in the Wolfcamp and Penn-
sylvanian formations underlying the E/2 of Section 6, Township
17 South, Range 35 Last, WMPM, Lea County, iHew Mexico,

(3) That the applicant has the right to drill and proposes
tn drill a well at an unorthodox location 660 feet from the
South line and 660 feet from the East line of said Section o.

(4) That there are interest owners in the
1 theoir int

w oaenrid bk vl Janwra mabk Amvwaad b v ~
© WAl A4YC GG agreeld oo pido 1Te

proposed prora-
reats,

(%) That to avoild the drilling cf unnecessary wells, to

. protect correlative rights, and to afford to the owner of each

interest in said unit the opportunity to recovesr or recelve

© without unnecessary expense his just and fair share of the gas

in said pool, the subject application should be approved by
pooling all mineral interests, whatever they may be, within said
unitc,




D
Cagse No, 6574
Order No. R-6060

(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=-consenting working interest owner that
does not pay his share of estimated well costs should have
; withheld from production his share of the reasonable well costs
i plus an additional 200 percent thereof as a reasonable charge
. for the risk involved in the drilling of the well.

| {9} That any non~consenting interest owner should be

i afforded the opportunity to object to the actual well costs but
- that actual well costs should be adopted as the reasonable well
» costs in the absence of such objection,

j (10) That following determination of reasonable well costs,

i any non-consenting working interest owner that has paid his

| share of estimated costs should pay to the operator any amount

4 that reasonable well costs exceed estimated well costs and

i should receive from the operator any amount that paid estimated
i well costs exceed reasonable well costs.

| (11) That $3300.00 per month while drilling and $335.00

i per month while producing should be fixed as reasonable charges
i for supervision (combined fixed rates); that the operator

i should be authorized to withhold from production the propor-

“ tionate share of such supervision charges attributable to each
1 non-consenting working interest, and in addition thereto, the

'I operator should be authorized to withhold from production the

i proportionate share of actual expenditures required for

i, operating the subject well, not in excess of what are reason-

Y

1 able, attributable to each non-consenting working interest.

; (12) That all proceeds fram prcduction {frum the subject

. well which are not disbursed for any reason should be placed

© in escrow to be paid to the trxue owner thereof upon demand and
i proof of ownership,

(13) 7That upon the failurce of the operator of said pooled
“unit to commence drilling of the well to which said unit is
dedicated on or before tovember 1, 1979, the order pocling s
Cunlt shauld becowe null and void and of no effect whatsoever

Lo
~ Ly
=~
o
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IT IS THEREFORE ORDERED:

(1) That all mineral interests, whatever they may be,
in the Wolfcamp and Pennsylvanian formations underlying the
E/2 of Section 6, Township 17 South, Range 35 East, NMPM, Lea
County, New Mexico, are hereby pooled to form a standard 320~
acre gas spacing and proration unit to be dedicated to a well
to be drilled at an unorthodox location, hereby approved, 660
feet from the South line and 660 feet from the East line of
said section 6.

PROVIDED HOWEVER, that the operator of said unit shall
commence the drilling of said well on or before the lst day
of November, 1979, and shall thereafter continue the drilling
of said well with due diligence to a depth sufficient to test
the Pennsylvanian formationg

PROVIDED PURTHER, that in the event said operator does not
comnance the drilling of said well on or before the lst day of
November, 1979, Order (1) of this order shall be null and void
and of no effect whatsoever, unless said operator obtains a
time extension from the Division for good cause shown.

PROVIDED FURTHER, that should said well not be drilled to
completion, or abandonment, within 120 days after commencement
thereof, said operator shall appear before the Division Director
and show cause why Order (1) of this order should not be
reacindedqd.

{2) That Texas 0il & Gas Corp. is hereby designated the
operator of the subject well and unit.

(3) That after the effective date of this order and within |
90 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 estimated well costs.

(4) That within 30 days from the date the schedule of
egtimated 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 paying his
share of reasonahle well costs out of productlon, and that any
such owner who pays his share of estimated well costs ag pro-
vided above shall remain liable Zor operating costs but shall
not be liable for risk charxges.,

(5} That the operator shall furnish the Division and each
known working interest owner an ltemlzed schedule of actual well
costs within 90 davys following completion of the well; that if
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no objection to the actual well costs is received by the
Division and the Division has not objected within 45 days
followina receipt of said sgchedule, 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 costs, any non~consenting working interest
owner that has paid his share of estimated costs in advance
ag 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 following costs and charges from production:

(A) 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,

(B) As a charge for the risk involved in the
drilling of the well, 200 percent of the pro
rata share of ceasonable well costs attribu-
table 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 eastimated well costs is furnished
to him,

{8) That the operator shall distribute said costs and
charges withheld from vroduction to the partieg who advanced
the well costs,

(9) That $3300,00 per nonth while drilling and $335,00
per month while producing are hereby fixed as reasonable
charges for supervision (combined fixed rates); that the
operator is hereby authoxized to withhold from production ihe
proportionate share of such supervision charges attributable
to each non-consenting working interest, and in addition thereids,
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 rcasonable,
attributable to cach non-consenting working interast,
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(10) That any unsevered mineral interest shall be con-
sldered 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
out of production shall be withheld only from the working
interests share of production, and no costs or charges shall
be withheld from production attributable to royalty interests,

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

(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-
designated.

STATE OF NLEW MEXICO

o CONSERVATI ISION
e
N 1 AN -

argta
//,Dlre tor

f£a/
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STATE OF NEW MEXICO
2 ENERGY AND MIMERALS DEPARTMENT
' 0il Conscrvation Division
3 State Land Office Building
santa e, New Mexico
a 12 June 1979
5 EXAMINER HEARING
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IN THE MATTER OF: )
7 )
Application of Texas 0il & Gas Corp. )
8 for an unorthodox gas well location ) CAEE
and compulsory pooling, Lea County, }y 6574
9 New Mexico. )
)
ags; | oo
g |
2= :% 11 BEFORE: Daniel S. Nutter
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SALLY WALTON BOYD
CERTIFIED SHORTHAND REPORTER
3020Plaza Blanca (606) 471-2462

Santa Fe, New Mexico 87601
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MR. NUTTER: Call case Number 6574.

MR. PADILLA: Application of Texas 01l and
tion for an unorthodox gas well location and
compulsory pooling, Lea County, New Mexico.

MR. NUTTER: The applicant in this case
d that the case be continued. It will be con-
e Examiner Hearing scheduled to be held at this

t 9:00 o'clock a. m., July 1lth, 1979.

(Hearing concluded.)
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SALLY WALTON BOYD
3020Plaza Blanca (505) 471-2462

CERTIFIED SHORTHAND REPORTER

10

11

12 |

13

14

15

16

17

18

19 |

20

21

23 |

24

22

REPORTER'S CERTIFICATE

I, SALLY WALTON BOYD, C.S.R., DO HEREBY CERTIFY
that the foregoing and attached Transcript of Hearing
before the Oil Conservation Division was reported by me;
that said transcript is a full, true, and correct record
of the hearing, prepared by me to the best of my ability,
knowledge, and skill, from my notes taken at the time of

the hearing.

5%&&& L .‘%oqc\ eS¢

Sally W. Boyd, C.S.R.
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REPORIER L Cop i FCATE

L, SALLY WALTON hovYh, C.S.R., DO REREBY CuRTIFY
that the foraegoing and attached Yranscrivt of Hearinsg
before i 01l Conservation Rivision was reported by me;
that said transcript is a fuvll, truve, and correct record
of the hearing, prepared by me to the best of my ability,

knowledge, and skill, from my notces taken at the time of

the hearing.

Qadlv ¥. Bovd, C.S.R.

| S Con iian Division
| il Conset yuiieh Di
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June 26, 1579 3 5 7Y

CERTIFIED MAIL ; - /X O
RETURN RECEIPT REQUESTED 7X

Marathon 011 Company
P. 0, Box 552
Hidland, Texas 79702

Attention: Mr. A. H. Hanley

Re: Unorthodox location and Compulsory
Pooling Hearing - E£/2 of Section 6,
T175, R35E, Lea County, New Mexico
(tMOCD Case #6574)

Gentlemen:

As discussed Tuesday, June 26, 1979. with Mr. Hanley, Texas 011 &
Gas Corp. has scheduled a compulsory pooling and unorthodox well location
hearing for July 11, 1979, ue would prefer to work out an acceptable
farmout agreement covering your acreage as opposed to the compulsory
poolfng hearing.

Should you desire to discuss the farmout, please call me at
682-7992,

Sincerely yours, <

DOYLE JOHN SNOW

DJdS:mb -P. 0. Box 552

bee:  Vacuum North Prospect File Midland, TX 79702

Marathon 0i1 Company

.15
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@ SENDER Completeilems t, 2. and 3
Add your address in the 'RETURN TO ' space on
reverse,
1. The following service is requested (Check one).

X Show to whom and date delivered...........____¢
0 Show to wirom, date, and address of delivery . .____ ¢

O RESTRICTCL DELIVERY
Show to whom and date delivered. .. .. e ¢

i RESTRICTED DELIVERY
Show to whom, date, and address of delivery .$____

(CONSULT POSTMASTER FOR FEES)

| 2 ARTICLE ADDRESSED TO:
MARATHON OIL COMPANY
P. 0. Box 552

Midland, Texas 79702
3. ARTICL E DESCRIPTION:

REGISTERECONO. | CERTIFIED NO. | INSURED NO.
292702
(Always obtain signsture of yddressee or agent)
| have received the article described above.
SIGNATURE 0 Addressee (B ized agert
/ A
DATE LIVER
V4
/ N
5. ADDRESS Complete only it raqfest A
C\ 4

Ny
6. UNABLE TO DELIVER BECA o\_w n@‘*
- l

TrGPO. 1977 ~ 0 - 243595
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TEXAS OiL. & GAS CORP.

AUTHORITY FOR EXPENDBITURE

FORM 24
Rev 7/1/ 1% DRILLING WELL
Giswr__Wes€ Texas  pawe 70
Lease Name ___ vacuum, North Prospect _ Well No. L Dep'hﬂ_l_%iioo’
Field VJCUU"'\) _ County___lea State . _New Mexico
Requested By: {\]_}/ cp . . ApprovedBy: .. .
T I e e ]
NATURE OF EXPENDITURE QUANTITY PRICE Caon MAT L. ON WAND
DRILLING
243 Location, Roads, Dirt Work 251|000
DRILLING CONTRACT - 231 Ffootage
265 Daywork WOP 50 4650 2321500
r 266 Daywork WODP | 5 4500 221500
L 267 Turnkey MIRU 26 |000
1 102 casing 400', 13-3/8" 5200' 8-5/8" 61500
LIO’-! Casinghead 61500
233 Cementing Service & Supplies 251000
242 Rentals 121000
230 Mud & Chemicals & Water - i 75:000
! 234 Testing & Logging & Mudlogger 40000
;[ 204  Supervision N 141000
| 290 Other Bits, BHA & Drlg Tools 70000
TOTAL DRILLING 610000
COMPLETION
2541 Rig (Incl. Day Work) 12 1100 13(200
102 Casing 4%" 711000
233 Cementing Service & Supplies 15l o000
242 Rentals 15000
103 Tubing 361000
108 Sub-Surface Equipment 71500
234 Testing, Logging & Perforating 151000
236 Stimulation o 70! 000
104 Wel lhead 121000
204 Supervision 31000
290 Other - 10|000
TOTAL COMPLETION 267! 700
PRODUCTION EQUIPMENT
105  Pumping Unit
106 Engine & Hotors o |
107 Rods I _4
P10 Flow Lines 3,000 -
IH_— Installation - | 5+500
| 115 storage | 18c00
117 Seperators, Heaters, Treaters ( 1;0 000
120 Other Equipment | o 10000
TOTAL PRODUCTION EQUIPMENT } | 76looo)
TOTALS o esstzeel L]
WORKING DATE APPROVED:
OWNER NAME INTEREST APPROVED
; o
C#FF ! e -
' §5 7% |
T)(O : AFENo.__ = Lease No.
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Mobil Oil Corporation

Texas 011 & Gas Corporation
900 Wilco Building
Midland, TX 79701

Attention: Mr., Doyle John Snow

Gentlemen:

NINE GREENWAY PLAZA-SUITE 2700
HOUSTON, TEXAS 17046

“une 11, 1979 o
4 A
v 7XO L
| NI hﬁ.:7fij(l:;42;i_“mn

P
o e e o 4 et e

PROPOSED FARMQUT

NM-567 (STATE)

LEA COUNTY, NEW MEXICO

PROP. NO. 10-546-79 (REVISED)

Mobil 011 Corporation is the owner of the following described 0il, Gas

and Mineral lease:

B-1527 (MOC NM-5567) - 0i1 and Gas Lease dated December 21, 1932, by
and between the State of New Mexico, Lessor, and Magnolia Petroleum
Company, Lessee, insofar as said lease covers the South Half of the
Northeast Quarter (S$/2 NE/4) of Section 6, T-17-S, R-35-f, tea

County, New Mexico.

Reference is hereby made to said lease and the record thereof for this

and for all other purposes.

If you (a) commence on or before ninety (90) days from the date hereof
the drilling of a well at a location on the SE/4 SE/4 said Section 6,
(b) prosecute the drilling of said well with due diligence to a depth
sufficient to test to this ccmpany's complete satisfaction the Morrow
formation, at an estimated depth of 12,200 feet, (c) complete said well
as a producer of gas in paying quantities within a reasonable time not
later than 180 days from the date of commencement, and (a) have fully
complied with all other provisions hereof, we agree to assign to you,
without warranty in law or in equity, all of our oil and gas operating
rights in the above-described lease, insofar and only insofar as said
lease covers the S/2 NE/4 Section 6, T-17-S, R-35-£, Lea County, iew
Mexico, 80 acres, more or less, down to the depth of 100 feet below
total depth drilled, subject however, to the further conditions, obliga-
tions and reservations hereinafter set out. Said well is sometimes
hereinafter referred to as the "earning well”.

In any assignment which we make to you pursuant to the terms of this
agreenent, we shall reserve and retain the following:

e
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Mobil

Texas 011 & Gas Corporation 2 June 11, 1979

A11 o011, gas and related hydrocarbons under the assigned premises
covered by the above-described lease below the depth of 100' below
the total depth drilled in said well. _

Subject to the "back-in" provisions of this agreement which follow,
we shall reserve a free overriding royalty of 1/8 of 8/8 of all the
0il, gas and other tiquid hydrocarbons which may be produced and
saved from the earning well. If Mobil's interest in said lease,
insofar as it covers the assigned premises, is less than a full
interest or if said lease, insofar as it covers the assigned
premises, covers less than a full interest, said overriding royalty
interest in such lease shall be proportionately reduced. The
overriding royalty hereby reserved shall be in addition to any and
all existing overriding royalties, production payments and other
burdens, if any, affecting or payable cut of the oil and gas
leasehold estate in the assigned premises, or any part thereof,
Said overriding royalty oil (including liquid hydrocarbons saved at
the viell) shall, at Mobil's option, be delivered free of cost to
Mobil, either into its storage tanks or to its credit in the pipe-

line to which the earning well or wells may be connected. Said

overriding royalty on gas (including gas-well gas, casinghead gas,
and all other gaseous hydrocarbons) shall be measured on the basis
of the market value at the well(s) from which produced. You shall
furnish Mobil complete statements, at such intervals and on such
forms as Mobil may request, covering production from the earning
well, measurement thereof, amounts stored, used, delivered to
pipelines and sold. Fuel oil and gas may be deducted before
computing said overriding royalty.

The right and option to convert the above-described overriding
royalty to a leasehold estate in the assigned premises equal to an
undivided 33-1/3% of the leasehold interest owned by Mobil therein
immediately prior to execution of said assignment, such leasehold
estate to be free and clear of any overriding royalty, production
payment or other burden not now existing. The following provisions
shall govern the time and manner of-exercising such right and
option:

(i) Promptly after "payout (as the term "payout" is hereinafter
defined) of the earring well drilled under the terms of this
agreement, you shall notify Mobil in writing of such fact.




Texas 011 & Gas Corporation 3 June 11, 1979

Within 30 days after receipt hy Mobil of any such notice of
payout, Mobil shall notify you in writing whether or not Mobil
elects to exercise its ahove-stated right and option. If
Mobil so notifies you of its election to exercise such right
and option, you shall promptly assign to Mobil the above-
specified interest in the assigned premises, the well or wells
thereon and personal property appurtenant thereto, and Mobil
shall release the above-described overriding royalty interest,
both effective as of 7:00 a.m. on the day following the date
of payout. Concurrently with delivery of said assignment, the
owners thereof shall execute an operating agreement to be the
same in form as Exhibit "II" hereto and to be completed in the
manner specified therein.

"payout” of the earning well shall mean the date on which you
shall have recovered out of the total proceeds of production
from the pooled or communitized gas unit as hereinafter pro-
vided (after deducting the lease royalty, any and all over-
riding royalties and production payments existing at the time
of the original assignment from Mobil to you and affecting the /
assigned premises, the overriding royalty reserved by Mobil
herein and applicable gross production taxes) 100% of the rost
of drilling, completing, testing and equipping said well to
produce through the tanks, in the case of an oil well, or into
the pipeline to which the well may be connected, in the case
of a gas well, together with 100% of the operating costs
thereof up to such time. The Accounting Procedure made a part
of the Operating Agreement form attached hereto as Exhibit
"TI" shall govern the extent to which expenses may be charged
to such well (as well as the basis of all such charges and
credits thereto) for the purpose of determining payout.

You shall keep an accurate record of all costs of driiling,
completing, testing equipping and operating said well, which
record shall be available at all reasonable times for inspection
by Mobil and its duly authorized representatives. You shall
furnish Mobil a monthly statement showing the total proceeds
from production (and the amount of the above-described authorized
. deductions therefrom) from the earning well for the previous
month and the well costs for such month (stch costs to be
detailed to the same extent as required by Provision I 2 of

said Accounting Procedure). Such statement shall also show

the cumuiative well-cost and production procceds 506 that the
then current payout status of the well can be readily ascer-
tained. Mobil's representatives shall have the right to audit
your books to the same extent a non-operator is given the

right to audit the books of operator under the terms of said
Accounting Procedure.
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Upon completion of the earning well as a gas well capable of producing
gas in paying quantities, you shall pool or communitize the above-
described lease insofar as it covers the land and depths subject to this
agreenent with other oil and gas operating rights or leasehold estates
to form a unit for the production of gas, said unit to be conprised of
the £/2 of Section 6, Township 17 South, Range 35 East, Lea County, New
Mexico. The overriding royalty, or the oil and gas operating rights and
working interests to which said overriding royalty may be converted, as
herein provided, shall be reduced proportionately to the amount that the
assigned premises placed in the unit bears to the total acreage so
pooled or communitized in said unit. We agree to join with you in
execution of such instrument(s) as may be required for formation of such
unit.

This agreement and any assignment made pursuant hereto is subject to the
Casinghead Gas Sales Contract between Mobil 0i1 Corporation, Seller, and
Phillips Petroleum Company, Purchaser, dated August 1, 1962, covering
gas produced from the above-described property. You shall, as to any
interest assigned to you hereunder, be bound by said contract as fully
as if you had executed the same.

Exhibit "I" attached hereto is a part of this agreement as if copied in
full herein. If there be any conflict between Exhibit "I" and the
foregoing provisions of this agreement, said foregoing provisions shatll
prevail.

This letter is in triplicate and is not binding upon us unless accepted
by you as evidenced by your signature and two signed copies are returned
to this company within fifteen (15) days from your receipt hereof, at
which time this letter shall constitute a valid and binding contract
between you and Mobil 0il Corporation.

Yours very truly,

MOGIL CIL CORPORATION

_-/.<< -
By = L \_ L.\..H S \b‘/)
S. T. Alexander \

Division Land Manager
MdM/gs

AGREED TO AND ACCEPTED THIS
DAY OF , 1979:

TEXAS OIL & GAS CORPORATION
BY




JACHED TO AND MADE A PART OF FARMOUT LITTER AGREEMENT SETWEEN MOBIL OIL CORPORATION AND

EHIZ(T "1”

Texas 0il & Gas Corporation

Ep une 11, 1979

' Addirional Covenants, Agreements, Terms and Conditions

A. With respect to each well provided for in this Farmout Letter Agreemenc:

1. Mobil, and its auchorized employees and representatives, shall at any and all times have free access to (1)

the well, including freedom of the derrick floor, and (11) all information and records pertaining to theé well and the
production therefroa.

2. You shall test to Mobil's completa sacisfaction all formations covered by this Agreement which reascmably
appear capable of producing oil or gas; and at Mob{l's request you shall core andfor test dy drillstem or other methad
specified by Mobil any and all formaticons covered by this Agreemeat vhich Mobil believes aay be oil-bearing or gas~
bearing formacions.

3. Zefore any testing, coring or logging operations are begun, you shall notify odae of the following perscns (in
the order listed) in sufficient tinme for Yobil representatives to be preseat to vitness the same:

Nace Offica Yhone Home Phone
D. E. Dewey 713 - 871-5112 713 - 688-0835
H. J. Holmouest 713 - 871-5089 713 - 467-9397
. K. Petter 713 - 871-5090 713 - 461-8664

4. You shall, at your own expense, furnish to zhe Mobil representacive(s) designactad hereinbelow the following:

(a) Daily progress reports by telephone each worning (except Saturdays, Sundays and Mobil ezployae holidays)
befors 9:00 a.n. from the tize the vell i{s spudded uncil it (s fianalily completad (such reports covering Saturday,
Sunday ard holiday operations to be furnished by 9:00 a.m. of the next succeediné daT vhich {s neither a Saturday,
Sunday nor holiday). Such daily progrsss reports shall be telephonaed to eological Secretary

713 - 871-5087 . Nine Greenway Plaza, Suite 2700, Heuston, TX 77046

(b) All data and information frcm the well, including but not limited to the following (sase to de furnirhed
to %obil ac Nine Greenway Plaza, Suite 2700, Houston, Texas 77046
Attencion: David E. Dewey

(1) Two copie_s of each form and report filed with any governmental authority; and one copy to
S. (y), Akers "~ at the above address.

Two coples of all logs and surveys, core and fluid analyses, drillstem, vireline or other tesc
charts, evaluation reports, logginz teports and daily-drilling-time repores;

(3) Representacive chips from all zores, takemn at one~foot iacervals; samples of cuctings taken ac
-foot lacervals freom feec tO feet; and (if requestad by Mobil) two
quares of fluid from each drillstem zesc;

(4) Two coaplete sets ({ncluding hoch field prinzs and final copias) of each of the follevwing: (i) an
{nducticn-electrical log, from Sottom of the surfdce casing to toral dapch; ({4) a sonic log:through the zones
of incerest in the well or, at Mobil's requesc, from che bottem of the surface casing fo zotal depech (which
{nduction-electrical log and sonic log you agree to run before ccapietion or adbandonmenc of the welll)) and

(114) 1f reauaaraed by Mohi), 3 dirmacer survay from zhe borzom of che surface casing 1o toral daprh;
equezted Dy Mobi 2 4dipza surves he tegIgnm ok uvrface cosing daprn;




(5) Daily production reports (1f the well be completed a# a producer) from the time the inft{al potea-

tial test {9 cormpleted until 30 days after the date on which production from the well i3 first
marketed; and

(6)

S. In the event the well {s not capable of producing oil or gas in paying quantities, you shall promptly glug and
abandon the same; before plugging and abandoning the well, however, you shall obtain Mobil's authority therefor.

6. Mobil shall have the right and option to conduct a velocity survey in the well if you do not conduct such
survey., You shall give Mobil adequate advance notice (a minimum of 48 hours before plugging or running any production
casing in rhe well) of your intention not to run a velocity survey so that Mobil will have ample time to get the neces-
sary personnel and equipment on the rig location and exercise {ts option to run & velacity survey. Any velocity sur-
vey conducted by Mobil hereundor shsll be run at ita own expense, and Mobil agrees to pay for all standby rig time
attributsble to the ruaning of its velocity survey. Mobil shall retain all trading and sales rights to any velocity
survey run at its expense hereunder and shall not ba obligated to furnish you the results of, or any information or
data concerning, said velocity survey.

B. You shall notify Mobil before shutting in any gas well drilled on lands covered by this Agreement, whether such
shut-in occurs before or after initial production from said well; and you shall take all necessary action to fasure that
any and all payments required by reason of the shut-in under the terms of any lease(s) affected by this Agreement are
timely and properly made. Unless and until otherwise specifically provided by mutual agreement of the parties in writing,
you ghall make all such shut-in payments and shall bear 100X of the amount thereof.

C. Unless and until otherwise cpecifically provided by mutual agreement of the parties in writing, Mobil shall pay or
tender (or cause to be paid or tendered) all rentals and minimum royaltiesa, if asny, which may hereafter become due under
the terms of any lease(s} covered by this Agreement, but shall have no liability to you for failure to make any such pay-
ment or tender or to make same timely or properly; end you shall, within fifteen (15) days after receipt of invoice there-

for, reimburase Mobil for 100% of all of such rentals or minimum royalties so paid or tendered and attributable
to lands then covered by this Agreement. .

D. All operations by reason of this Agreement other than those, if any, which Mobil actually conducts under a speccific
right or obligation to do so, as herein provided, or which are actually conducted under terms of an Operating Agreement
hetween Mobil and you specially provided for herein (all such operaticns being hereinafter called "operations hereunder")
shall be at your own risk and expense and under your exclusive control.

E. All operations hereunder shall be conducted with dus diligence and in a good and vorkmanlike manner. Time is of
the essencs in the conduct of all operations hersunder snd {po the performance of all your obligations under this Agreement

F. You shall {ndemnify and save Mobil harmless from and sgainst any and all claims, demands, causes of action und
fjudgments of whatsoever nature (and all costs and fees in connection with the same) arising in favor of any party (includ-
ing you, your employees, Mobil's employees and any other party vhomsoever) for or on account of gersonal injury, death,
property damage or for any other reagon whatever, incident to or arising, directly or indirectly, from operations here~
under. You shall also pay Mobil for all damages to 1its property and shall indemnify and save Mobil harmless from and
agalnst any and all liens, claims and encumbrances against Mobil's property (and from and against the payment or satis-
faction of same) arisiag, directly or indirectly from, or incident to, operations hereunder.

G. You shall obtain and pay for all perzdts and licemnses, {f any, required for conducting operations hereunder and
shall strictly cemply with all applicable laws and ordinances and all applicable governmental rules, regulations and
orders in connection with qualifying for and conducting operations hereunder, including, without lim{tation, the Fair
Labor Standards Act, the Occupational Safety and dealth Act, all applicable pollution control laws, ordiuances, rules,
regulations and orders and those pertaining to ecology and the enviromment (as all of sane have been or way hereafter bde
amended). You shall also, wnless exempt, comply with Executive Order 11246 (Equal Employment Opportunity) effective
October 24, 1965, as same may hereafter be amended or superseded, together with all relevant govermmental rules, regula-
tiona 2nd arders oromulgated pursuant thereto. You agree that all provisions of said laws, ordinances, rules, rejula-
tions and orders shall be deemed incorporated herein by reference and siiail bz binding upon vou to the same eoxtent as if
copfed in full herein.

K. You shall vestore the surface of the land uffected by operations hereunder to the condition and at the time(s)
required by (1) the express or ilmpliad covenants of the lesse(s) and other instruments, if any, pertainir2 to lands
covered by this Agreement and (2) applicable laws and ordinances and applicable governmental rules, reguiaiions and ordur
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I, Any assfpoament e lease glven by Mobil purduint to che term of thils Apreement slall] he oxccuted by Mabill without
aarranty ol 11tle, elther express or fapliced.  (n addit ton, any such asclgnment ar leage may, at Mobil'a »lestlon, faclude
such of the proviglons of this Agreement as Mabtl dezems approprlate to Include.

1. thiless Mabil recelves from vou a written request for any assisnment or lease to which you would become entitled
avrcunder, except foc the pravisions of this Paragraph J, within sixty (60) days after completion of the well which is
the particalar asslgament-caraing or lease—earning well hereunder, you shall have no right to receive any such assignment

ar lease from Mobil, nutwithstauding anything in this Agreement to the contrary.

K. [If you (i) fall timely amd properly to commence, 3drill and complete any well(s) provided for herein in accordance
sith the provisions hereof for such well(s) or (1) fail to perforn amy of your contractual duties, obligations or agree~
ments hercunder, Mobll may terminate your further rights, {f any, under this Agreement. Any termination for non-performanc
af a vontractual duty, obligation or agreement shall, however, be evidenced by written notice to you, specifying the par-
tivular act(s) or omission(s) constituttng such non-performance; and your further tighta under this Agreement shall termi-
aiale upon your receipt of any such notice. The rights givem Mobil under this Paragraph K shall be in addition to any and
all other rights or remedies afforded Mobil by this Agreement or otherwise available to Mobil, either at law or in equity,

L. Mobil, its successors and assigns, shall have, aaud Iin any assignmeat or lecase {ssued by Mobil pursua.- to this
\preement (the land included therein, as to the formations or depths covered thereby, being hereinafrer sometimes called
the “Assijincd Premises'), Moblil shall except therefrom and reserve (in additfon to any and all other rights and interests
sereln provided to he ceserved to Mobil) to Ltself, its asuccessors and assizns, the followlng rights and options with
rospect ta all otl, other lfquld hydrocarbons and gas produced and saved from the Assigned Premises (after deducting any
ed far your vrdlnary lease operations thereon):

I. The continuing right and optlon, at any time(s), to purchase all or any of (a) the oil and/or (b} other
1iquid hydrocarbuns {(including condensate, distillate and other liquids recovered from the well stream by normal lease-
separatlon methods) praduced and saved from the Ass{gned Premisea. The price to be paid therefor shall be Mobil’s
pusted price applicable thercto for the particular field or the average price paid for such oil and/or liquid hydro-
varhons of the same grade and gravity by other pucchasers in the field, whichevur s the greater.

2. “Tthe preferenttial righe and oprion to purchase the gas (the term "gas" to include natural gas, casinghead gas
and all otlier gaseuus substances and all constituents thereof in the well stream, whether produced from gas wells or
ull wells) produced and saved from the Assigned Premises on the same terms (or on terms the monetary equivalent there-
of) as those under which you propose to sell or otherwise dispose of same. You shall notify Mobil fn writing of each
pgroposed sale or other aisposition of the gas as much In advance as reasonably possible; and Mobil shall have thirty
(30) days after recciving written notice of all terms of each bcma fide offer by a prospective purchaser ready,
willtig and able to purchase the gas, or part thereof (or of all terms of any other proposed disposition of the gas,
or part thereof) in which to notify you of its election efither to exercise or waive {ts preferential right and optiom.
N¥o contract for the sale or other disposition of the gas, or any part thereof, shall ever be made by you until Mobil
shail have first efther exercised or waived {n writing {ts herein-descridbed preferential right and option with respect
to the gas (and no claimed act or expression of waiver shall bind Mobil unless and untii specifically expressed in
wrelting). Mobil shall have a cont{nuing separate right and option with respect to each and every proposed sale or
other disposition of the gas, or part thereof.

in the event (a) Mobil waives in writing its above-stated prefercntial right and option with respect to a particular
proposed sale or other disposltion of the gas, or part thereof, (b) you enter into a contract with the other prospec-
tive purchaser for the sale or other disposition of the gas, or part thereof, and (c) Mcbil herein reserves a right
1o recefve 4 leaschold estate and/or working interest, either by conversion of a reserved overriding royalty interest
thereto ov otherwise upon payout or other specified time, then each such contract you so enter {nto shall contain the
follecwsing peovision:

"“This contract shall cover only the interest of Seller in the properties sffected hereby and nothing herein shall
ever be construed as committing to the terms or conditions of this contract any leasehold estate or working inter-
est tn such properties, or part(s) thereof, to which Mobil 041 Corporation (“Mobil"), its successors or assigns,
@y Le ur hereafrer become entitled by reason of the provisions of that certain Farmout Letrer Agreement between
Mobil and _Texasg 031 & Gas Corpnnation , datad June 11. 1979 H
and there is excepted from any gas or gas reserves hereby committed, and is reserved to Mobil, its successors and
assigns, for irs exclusive disposition, that share of gas to which Mobil, 1its successors and assigns, is or may
become entitled by reason of said Parmout Letter Agreemeni.'

or other similar provision satistactory to and approved by Mobil in writing prior to your executior of the contract
(unless Mobil agrees {n writing to waive {nclusion of such provision). In additionm, i{f Mobil so requasts, you shall
furnlsh to Mobil a writtea statement by the gas pucrchaser, acknowledging and agreeing that such purchaser is buying

141,




and taking only gas attributable to the fnterest of Seller under such contract and that any working {nterest share of
the gas to which Mobil, or its successors or assigns, may be or become entitled by resson of sald Parmout Letter
Agreement 18 nut covered by or committed to such centract, nor is to be taken by the purchager thereunder.

L€ any part(a), or all, of the Assigned Premises be lncluded with other laad(s) to form any unit, pool or joint-
operating area with respect to otl, other liquid hydrocarbons andfor gas and a portion of the total production from
such unit, pool or joint-operating area (the "unit production') is allocated or attributed to the part(s) of the
Assigned Premises included therein under the instrument(s) creating or covering the same, then Mobil's preferential-
purchase rights and options stated hereinabove in this Paragraph L (acd the subparagraphs thereunder) shall, with
respect to such unit production, apply to the portion(s)} of total unit production so allocated or atcributed to the
part(s) of the Aseigned Premises included in such unit, pool or joint-operating area, absent specific agreemeat be-
tween the parties to the contrary.

The rights and options of Mobil provided for in this Paragraph L (and the sub-paragraphs thereunder) wmay be sold,
trandferved or assigned fa whole or in part, and the provisious thereof shall extend to and {inure to the benefit of

such successors and assigns of Mobil.

M. All gas, lncluding casinghead gas, produced and saved by you from the Assigned Premises shall — at your own risk
1 cost and before sold or atherwise diaposed of or used for any purpose by you — be run through properly functioning
»ld-type separating equipment (unless the liquid hydrocarbon content thereof is so small as to make installation and
svacion of such equipment not profitable or unless the gas pressure is such that running the same through such equip-
At would substantially dimfinish your ability to sell and deliver the gas againat gathering asystem or pipeline pressure)
¢ the purpose of separating, extracting and saviag the liquid and liquifiable hydrocarbons recoverable from the gas by
ch means before the gas is sold, disposed of, or used for any purpose by you.

N. Mobil does not covenant, warrant or repregent to you, &ither expressly or impliedly, the present or continuing
Lidity or sztatus of any oil, gas and/or mineral lease(s) or other instrument(s) described or mentioned in this Agree-
at or the right of Mobil to commit any such lease(s) or instrument(s) to this Agreenment.

0. Should you at any tf{me(s) intend to release, surrender, abandon or allow to terminate (whether by nonpayment of
atals or otherwise), in whole or in part, any lease(s) covered by an assignment from Mobi{l hereunder, you shall give
itten notice thereof to Mobil at least thirty (30) days prior to tha date of any such intended release, surrender or
andonment, or the dats on which same would terminate. Mobil shall, within fifteea (15) days after receipt of any such
tice, notify you whether or not it desires to receive a reassigument of the interest(s) which you intend to release,
rrender, abandon or allow to terminate. If Mobil so notifies you of 1its desire to recelve such reassignment, you

all execute aud deliver to Mobil -- on or before five (5) days prior to the date on which you iantend to release, surren-
r, abandon or allow said interest(s) to terminate — guch reassignment, ia form and substance satisfactory to Mobil.
such reassignment shall, however, relieve you (1) of the obligatfon to plug and adandon -- at your sole risk and cost
4 in strict accordance with all applicable laws and all gpplicable rules, regulations and orders of govermmental
thorities -- any well or wells on the premises covered by such reassigmment, or (2) of any other obligation imposed

on you by this Agreement, unless (and then only to the extent that) Mobil specifically agrees in writing to assume such

ligation(s).

P, In the event you earn any assignment of an intereat in a lease(s) affecting the Asgigned Premfses pursuant to the
erms of this Agreement, and production of oll or gas therefrom shall cease for any period of ainety (90) consecutlve
ays during which period of time no operations are conducted on the Assigned Premises {n a good-faith effort to re~
stablish production of 0il or gas therefrom, and said lease(s) is then being maintained in force and effect by some
eans other than produdtion from or operstions on the Asesigned Premiges, you shall prowptly tender a reassignment of such

nterest to Mobil. If Mobil accepts such reassignnment, you shall nevertheless be bound by the provisfions of the last

entence of Paragraph O of this Exhibir "I,

Q. Except as may be otherwise specifically set forth in this Agreement, vou hereby assume, and agree to comply with,
1 express and implied covenants and obligations of all leases and aysigmments thereof, deeds, agreements and other in-
runents pertaining to lands and depths ccvered by this Agreement, insofar as such covenants and obligations relate to
ch lands and depths. Without limiting the gererality of the irmediately preceding sentence hereof, i- is agreed that

the event any part or parts of the lands affected by this Agreement are subject to any Unit Agreement, Unit Operating
reement or other contracts of a similar nature providing for the furnishing of notice or information to the Operator
ereof or prescribing any requirements in connection with non-unit operations on such lands, you shall timely and
operly furnish any and all such required notices and information aid cowply with any and all such requirements in con-
ction with your operations hereunder, all at your own risk and expense.

R. All rights of Mobil under this Agreement shall apply not only to, and during the life of, any lease(s) described
an agsignment delivered by Mobil hereurder, but to amy renewal or extension thereof and to aay lease you =may acquire
thin one year from expiration of the prior leasa(s), to the extent such renewal, extension or lease covers the

sigoed Premises.

iv.
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S. ~Except as may be otherwigse specifically provided for herein, all netices, requests and information authorized or
to be given or made to Mobil hereunder (including requests for Mobil's authority to plug and abandon wells) shall

required
or made to the representative of Mobfl executing this Agreement or to his designated representatives at the same

be given
address.

All such notices, requests and Information to be given or made to you hereunder shall be given or made at your address as
shown on the first page of the Letter *o which this Exhibit "1" Is attached. Each party shall have the right, from time t
time, to change {ts sddress or addresses herein apectfied by giving wrftten antice thereof to the other party.

T. Nelther this Agreement nor your rights or obligatlons hereunder may be transferred or ussigned, in whoie or in
part, without Mobil's advance written consent. In the event Mobfl should so consent to any such transfer or assigament,
you shall nevertheless remain bound by all of the provisions hereof unless Mobil shall spectfically release you there-

from in writing.
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. OPERATING AGREEMENT

THIS AGREEMENT, entered into this day of _ 19 between

Texas 011 & Gas Corporation
hereafter derignated as “Operstor”, and the signatory parties other than Operator.

WITNESSETH, THAT:

WHEREAS, the parties to this agreement are owners of oil and gas leasas covering and, if so indicated,
unleased mireral intevests in the tracts of land described Lu Exhibit “A™, and all parties have reached an
agreement to explore and develop thess leases and interests foc oil and gas !0 the extent and as hereinafter
provided:

NOW, THEREYORY, it is agreed as follows: ..

L DEFINTTIONS
As used in this agreement, the foliowing words and terms shall have the meanings here ascribed

them,

(1) The words “party” and “parties™ shall always mean a party, or parties, 0 this igreement.

(2) The parties to this agreement shall always be referred to as “it” or “they”, whether the parties be cor-
porate bodies, partnerships, associations, or persons resl

(3) The teym “oil and zas” abal} include oil, gas, casinghesd gas, gas condensate, and all other liquid or gase-
ous bhydrocarbons, unlesa an intent to limit the inclusiveness of this term is specifically stated.

(4) The term “oil and gas interests™ shail mean unleased fee and mineral interests in tracts of land lying
within the Unit Ares which are cwned by parties 0 this agreement

(3) The term “Unit Arex™ shall refer to and include all of the lands, oil and gas leasehold interests and oil
and gas interests intended (o be developed and operated for oil and gas purposes under this agreement.
Sach lands, cil and gas leasehold interests and oil and gas interests are described in Exhibit “A”.

(6) The term “drilling unit™ shall mean the area fixed for the drilling of one well by order or rule of any
state or federal body having authority. If a drilling unit is not fixed by any such rule or order, a drilling
unit shall be tha drilling unit as established by the pattern of drilling in he Unit Area or a3 fixed by ex-
press agreement of the parties.

(7) All exhibits attacked to this agreement are made a part of the contract as fully s though copied in full
in the coriract.

(8) The words “equipment” and “materials” as used here are synonymous and shall mean and include all
oil field supplies and personal property zoquired for use in the Unit Ares,

2. TTTLE FXAMINATION, LOSS OF LEASES AND OIL AND GAS INTERESTS
A Title Examination:

Pach party other than Operator shall promptly submit o Operalor abstracts certified {rom beginni
recent date, together with all title papers in its possession covering lesses and ol and gas int i
subjecting to this comtract. All of these abstracts and title records shall be examined for the
tizs by Operator’s attorneys.

Operator shail promptly submit abstracts certified from beginning to At date, together with all title
¢C is subjecting to this agreement to
for examination by the lattcr's

netit of all par-

papers in its possession covering leases and il and gas interests whic!

attorney for the becefit of all parties.

All title examinations shall be made withou ge. Each examining attomey shall prepare a2 com-
plete title report on esch separats tract pon the abstract record and title papers submitted to him. Each
title report shall centain a list of fee o and their interests, shall state the attormey’s opinion concerning
validity of their interests, and /couuin an enurseration and description of title delects, if any, a report up-
on n.irtgages, taxes, fig suits, and judgments, and unreleased oil and gas leases, and a list of require-
ments, if any, upo hich the examiner’s approval of title to the leese or oil and gas interest is contingent. The
fall also contain a specific description of the oil and gas lease being subjected to this contract,
statement of its form, term (which will be satisfactory if it has a primary tena expirinog not sooner
Y. WOYT, COEY AT VP STALAT 25 FIT LY - 11 ESTIE TR LY S-S P, -CEE LRI S ETORTT LS TR
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of esch supplemental opinion, and of all final opinicns, shall be sent premptly to each party. The opipé
the examining altormey concerning the validity of the title to each oil and gas intecest and each )
mlo(hmmma:dlhmby:bﬂlbcbindh;mdmnoumpuﬁu.bux' acceplability of
leases as to primary teym, royalty provisions, drilling obligations, and special ahall be 2 Mmatler for
appeoval and P by an horized repr tative of each party.

All tiile exarminagtions shall be made, and ttle reports within s period of__________days aller the

defects and acoept the leases terests, or whather they will stand oa the attorney’s opinion. If one of mare
parties refuse to waive litle def: this agre t shall, in that case, be terminated and abandooed, and all

torneys, mdbyaﬂmrﬁé,andﬂmlummmubpmmmdzym
Mg obligations and sperial burdens, all subsequent provisions of this agreement shall become operative

adiasaly _and the oartiss shall dtothair =) PYONEPIL] WIVIE N iaati siaiad
Y ¥ P 4

B. Failure of Title:

iz 2]l titles ace dcx. ptad, Any defects of title that may develop shall be the joint re-
sponsibility of all parties and, if a title loss occurs, it shall be the loss of all parties, with each bearing its pro-
portionate part of the loss and of any liabilities incurred in the loss, If such a2 loss occurs, there shall be no
change in, or adjustment of, the interests of the parties in the remaining portion of the Uait Ares.

C. Less of Lasses For Other Thaa Title Failure:

If any lesse or interest subject to this agreement be lost through failure to develop or because express
or irmplied covenanis have not been performed, or if any lease be permitted to expire at the end of its primary
term and not be renewed or extended, the loxs shail not be considered 2 failure of title and all such losses shall
be joint Josses and shall be barne by all parties in proportion to their interests and there shall be oo readjust-
ment of interests in the remaining portion of the Unit Area.

4. INTERESTS OF PARTIES

Exhibit “A” lists all of the partiss, and their respective perventage or fractional interests under this
agreement.  Unless changed by olher pruvisions, all costs and liabilities incurred in operalions under this cen-
tract shall be borne and paid, and all equipment and material acquired in cperations on the Unit Area shall be
owned, by the parties as their interests are given in Exhibit “A”. All production of cil and gas from the
Unit Area, subject to the payment of lessor’s royaities, shall also be owived by tha parties in the same manrer.

—2
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It any oil and gus lease covered by this agreement Is subject to an overridiog royalty, production pay-
ment, ar other charge over and above ths usual one-eighth (3§) royuity, the party contributing that lease shail
assume and alooe bear all such excess obligations and shal! account for them to the owners thereof ous of its
share of the working interest production of the Unit Ares )

i OPERATOR OF UNTY

Texas 011 & 6as Corporation stall be the Operator of
the Unit Area, and sball conduct and direct and bave full control of all operations on the Unit Ares as per-
mitted and required by, and within the limits of, this agreemant. It shall coaduct all such operations in 2 good
and workmaniike manner, but it shall have o liability as Operator to the other parties for losses sustained,
o labilities incurred, except such a3 may result from groes pegligence ot from breach of the provisikms of
this agreetment,

& EMPLOYEZRS

The number of exnployees and their selection, and the bours of labor and the compensation for services
performed, shall be determined by Operator. All expployees thall be the emplayees of Operator.

RGP
—r

On or before the. day of. 18 Operatar shail commence -
ing of a weil for oil and gas in the following location:

and shall thereafter continue the drilling of the well with due didigence ¢

unless granite or other practically impenetrabl is encountered at a lesser depthar unless all parties
agree to complete the weil at a lesser

Ovperator shall make reasona tests of ail formations eancountered during drilling which give indica-
plication to a speciiie ( tion or formations, in which event Operator shall be required to test only the
to which this agreement may apply.

s judgment the weil will not produce oil or gas in paying quantities, and it wishes to

SHPVIPRT IS WG SR Prprpe I BIPL SO D | b b —
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% COSTS AND EXPENSES
Except as be.ein otherwise specifically provided, Operator shail premptly pay and discharge all costs
and expentes incurred in the development and operation of the Unit Area pursuant to this agreement and shall
charge esch of the parties hereto with their respective propurticnate shares upun the cost and expense basis
provided in the Accounting Procedure attached bereto and marked Exhibit “C~. If any provision of Ex-
hihit “C™ should be inconsistent with any provision cootained in the body of this agreement, the provisions in
tha body of this agreemnent shall prevail

Operator, at its election, shall have tha right from time to time Lo demand and receive from the other
parties payment in advance of their respective shares of the estimated amount of the costs to be incurred ‘n
operations hereunder during the next succeeding month, which right may be exercised only by submission to
each such party of an itemized staternent of such estimated custs, togetner wills ai WGv3icd 207 b2 thare thove-
of. Each such statement and invoice for the payment in advance of estimated costs shall be submitted on or
before the 20th day of the vext preceding month. Fach party shall pay to Operator its proportionate share of
such estimate sithin fifteen (15) days after such estimate and invoice is received. I any varty (ulsto pay its

gihase of said, estimate within said tme, the amount due shall bear interest at the rate s 3geciiieg gn
2alds Proper 2djustment shall be made monthly between azdvances and actual cost, to the eod
that each party shall bear ind pay its proportionate share of actual ~osts incuned, and no more.

—3
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3. OPERATOR'S LIEN

Operator {3 given a first and preferred lien on the interest of each party covered by this coatract, and
in each party’s int>rest in oil and gas produced and the proceeds thereof, and upoa each party’s interest in ma-~
terial and equipment, 1o secure Lhe payment of all sums due Lrom each such party o Operator.

In the eveat any party fails to pay any amount owing by it to Operator as its thare of such costs and
owrmnes nr such advance estimate within the time limitsd for payment thereot, Operator, without prejudice to
other existing remedies, is authorized, at its election, to collect from the purchaser or purchasers of oil or gas,
the proceeds aceruing to the working interest oc interests {3 the Unit Ares of the delinquent party up o the
amount owing by such party, mmmotnﬂﬂmbmmodmdhnlyumommfsmmt
as {0 the amount owing by cuch party. ',

hthcmto!thnmdutahﬂmedmynm—omﬂn;mﬂyhpmpdypaympmportxmuput
of the cost and expense of development and operation when due, the other noa-operating parties and Cperator,
within thirty (39) days after the rendition of statements therefor by Operator, shall proportionately contribute
o the payment of such delinquent indebted and the non-operating parties so contributing shall be entitled
to the same lien rights a8 are granted to Operator in this section. (Jpon the payment by such delinquest or
defaulting party to Operator of any amount or amounts oa such delinquent indebledness, or upoa any recovery
on behalf of the non-operaling parties under the licn conferred above, the amount or amounts so paid or re-
covered shall be distributed and paid by Operator to the other pon-operating parties and Operator propor-
tionately inn accordance with the contributions theretofore made by them.

10. TERM OF AGREEMENT

This agreement shall remain in full force and effect for as long as any of the
0il and gas leases subjected to this agreement are jointly cwned, insofar as they
cover land within the Unit Area, by the parties hereto, their heirs, successors and
assigns. [t is agreed, hcwever, that the tarmination of this agreement shall not
relieve any party hereto from any 1iability which has accrued or attached pﬁor to
the date of such termination.

11. LIMITATION ON ZIPZNDI‘!UBS

Without the consent of all parties: (2) No well shall be dniled op the Unit Area except any well ex-
pressly provided for in this 2greement and except any well drilled pursuant to the provisions of Section 12
of this agreement, it being understood that the consent to the drilling of a well shall include consent to all
necessary expenditures in the drilling, testing, completing, and equipping of the well, including necessary
tankage; (b) No well shall be reworked, plugged back or deepened except a weil reworked, plugged back or
deepened pursuant to the provisions of Section 12 of this agreement, it being underswod that the consent to
the reworking, plugging back or deepening of a well shall include ¢ t to all n ry expenditures in
conducting such operations and completing and equipping of said well to produce, including necessary tank-
age; (c¢) Operator shall not undertake any single project reasonably estimated to require an expenditure in
voses of___ETETEEN THONSANN ANA NO/TON -vsmemscescazrazamanse — Dallars (51500000 )
except in connection with a well the drilling, rewnrking, deepening, or plugging back of which has been pre-
viously authorized by or pursuzn? to this agreement; provic‘-led. however, that in case of explosicn, fire, flood,
or other sudden emergency, whaether of the sama or different nature, Operator may take such steps and incwr
such expenses as in its opinion are required to deal with the emergency and to safeguard life and property.
but Operator shall, as promptly 28 possible, report the emergency to the other parties. Operator shail, upon
request, furnish copies of its “Authority for Zapenditures” for any single groject costing in ex-
cewe of $_§.000.00

—d—
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12. OPERATIONS BY LESS THAN ALL PARTIES

lttumewﬂaanmtmunuuyaa«uponmedrimngbtanywellontheU:\ilAruahuM
Aot "‘,_ idtd—botuin-osiion=r 0T Upon the reworking, deepening or plugging back of a dry bole drilled

at the joint expense of all parties or 3 well jointly owned by all the parties and not then producing in paving
quantities oo the Unit Area, any party o perties wishing to drill, rework, deepen or plug back nuch a well
may give the other parties wyitten notice of the proposed operalion, specifying the work !0 be performed,
the iocaian, proposed depib, objeitive foraadon and the sstimated ool Of he Gparatiorn. Tha pairties recziv-
ing such a notice shall have thirty (30) days (except as to reworking, plugging back or drilling deeper, where
adriﬂincﬁ;i:mbaﬁan.me-pebdmnholimiudmlony-ci;ht(“)hounexdmiveotSaumhyorSun-
day) 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 operations. Faiilure of a party receiving such a notice to so reply to
it within the period above fixed shall constitute an election by that party not to participate in the cost of the
proposed operatior.

If any party receiving such a notice elects not to participate in the proposed operation (such party or
pariies being hereafter referred to as “Noa-Cousenting Party”), then in order o be entitled o the benefits
of this section, the party or parties giving the potice and such other parties as shall elect to participate in the
operation (all such parties being heresfter referred to as the “Coasenting Parties™) shall, within thirty (30)
days after the expiration of the notice period of thirty (30) days (or as promptly as possible after the expir-
ation of the 48-bour period where the drilling rig is on location, as the case may be) actually commence work
oa the proposed operation and complete it with due diligence.

The entire cost and risk of conducting such operatioos shall be borne by the Consenting Parties in the
proportioas that their respective interests as shown in Exhibit “A™ bear to the total interests of 211 Consenting
Parties. Consenting Parties shall keep the leasehold estates invoived in smich operations free and clear of all
liens and encumbrances of every kind created by or arising from the operations of the Consenting Partiea. If
such an operation results in a dry bole, the Consenting Parties shall plug acd abandon the well at their wle
cost, risk and expense. [f any well drilled, rewarked, deepened or plugged back under the provisions of this
section results in 2 praducer of oil and/or gas in paying quantities, the Consenting Parties shail complete and
equip the well to produce at their sole cost and risk, and the well shall then be turned over to Opesator and
shall be operated by it at the expense and for the account of the Consenting Parties. Upon commencement of
operations for the drilling, reworking, deepening or plugging back of any such weil by Consenting Parties
in accordance with the provisions of this section, each Non-Consenting Party shall be deemed %0 have relin-
quished to Consenting Parties, and the Consenting Parties shall own and be entitled to receive, in proportioa
to their respective interests, all of such Non-Coasenting Party’s interest in the well, its IMM operating
rights, and share of production therefrom until the proceeds or mazket value thereof (after deducting pro-
duction taxes, royalty, overriding royzlty and other interests payable out of or measured by the production
from such well accruing with respect to such interest until it reverts) shail equal the total of the following:

{A) 100% of each such Non-Consenting Party’s share of the cost of any newly acquired ru.z-!acz equipment
beyond the weilhead connections (including, but not limited to, stock tanks, separators, treaters,
pumping equipment and piping), plus 1009 of each such Noa-Consenting Party’s share of the cost of
operation of the well commencing with first production and continuing until each such Non-Consenting
Party’s relinquished interest shall revert to it under other provisions of this section, it being agreed that
each Non-Conzenting Party’s share of such costs and equipment will be that interest which would have
been chargeable to each Non-Consenting Party had it participated in the well from the beginning of
the operatioa; and

(B) 200%% of that portion of the costs and expenses of drilling, reworking, dsepening or plugging back,
testing and completing, after deducting any cash contributions received under Section 24, and 2009%
of that portion of the cost of newly acquired aquipment in the well (to and including the wellhead
connections), which would have been chargeable to such Non-Coasenting Party if it had participated
theyein.

—_—
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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 Unit Area, Operator shall have the
right, subject to revocation at will by the party owning it, but not the obligation, to purchase such oil and
gas or sell it to others for the time being, at not iess than the market price prevailing in the ares, which
shzll in no event be less than the price which Operator receives for its portion of the oil and gas produced
from the Unit Area. Aoy such purchase oc tale by Operator shail be subject always to the right of the
owner of the production to exercise at any time its right to take in kind, or separately dispose of, its share of
all oil and gas oot previously delivered to 2 purchaser. Notwithstanding the foregoing, Operator shall not
make a sale into interstate commerce of any other party’s share of gas production without first giving such
other party sixty (60) days aotice of such intended sale. '

14. ACCESS TO UNIT AREA

Each party shall have access to the Unit Area at al]l reasonable times. at its sole risk, to inspect or
observe operations, and shall have accexs at reasonable times to infarmation pertaining to the development
or operation thereof, inciuding Operator's books and records relating thereto. Operator shall, upon request,
furnish esch of the other parties with copies of all drilling reports, well logs. tank tables, daily gauge and
run tickets and reports of stock oa hand at the first of each month, and shall make available samples of any
cores or cuttings taken from any well drilled on the Unit Ares.

15. DRILLING CONTRACTS

Al} wells drilled on the Unit Area shall be drilled on 2 competitive contract basis at the usual rates
prevailing in the area. Operator, if it so desires, may employ its gwn tools and equipment in the drilling
of wellg, but its charges therefor shall not exceed the prevailing rates in the field, and the rate of such
charges shall be agreed upoa by the parties in writing before drilling operations are commenced, and such
work shall be performed by Operator under the same terms and conditions as shall be customary and usual
in the field in contracts of independent contractors who are doing work of a similar nature.

16, ABANDONMENT OF WELLS

No well, other than any well which has been drilled or reworked pursuant to Section 12 hereof for
which the Consenting Parties have not been fully reimbursed as therein provided, which has been com-
plated as a producer shall be plugged and abandoned wthout the consent of all parties; provided, however,
if all parties do not agree to the abandonment of any well, those wishing to continue its operation shall tender
to each of the other parties its proportionate share of the value of the well's salvable material and equip-
ment, determined in accordancs with the provisions of Exhibit “C”, less the estimated cost of salvaging and
the estimated cost of plugging and abandoning. Each abandoning party shall then z:sign to the non-
a2bandoning parties, without warranty, express or implied, as to title or as to quantity, quality, or fitness {or use
of the equipment and material, all of its interest in the well and its equipment, together with its interest in
the lessehold estate as to, but only as to, the interval or intervals of the formation or formatioas then open
to production. The asxignments so limited shall encompass the ~drilling unit™ upon which the well is located.
The payments by, and the assignments to, the assignees shall be in 3 ratio based upon the relationship of
their respective percentages of participation in the Unit Area to the aggregate of the percentages of partici-
sation in the Unit Area of all assignees. There shall be no readjustrent of interest in the remaining portion
of the Unit Area.

After the assignment, the azsignors shall bave no further responsibility, liability, ¢r interest in the
operation of or production from the well in the interval or intervals then open. Upon request of the assignees,
COperator shall continue to operate the assigned well for the account of the non-abandoning parties at the
rates and charges contemplated by this agreement, plus any additional cost and charges which may arise as
the result of the separate ownership of the assigned well

—7
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17. DELAY RENTALS AND SHUT-IN WELL PAYMENTS

Each party shail pay ail delay rentals and shut-in well p-aymcnu which may be required under the
tertns of its lease or leases and submit evidence of each payment to the other parties at least t2n (10) days
prior to the payment date. The paying party shall! be reimbursed by Operator for 100% of any such delay
rental payment and 100% of any such shut-in weil payment. The amount of such reimbursement shall be
charged by Operator to the joint account of the parties and treated in all respects the same as costs ircurred
in the development and operation of the Unit Area. Each party responsible {or such payments shail diiigentiy
attempt (o make proper payment, but shall not be held liable to the other parties in damages for the loss of
any lease or interest therein if, through mistake or oversight, any rental or shut-in well payment is not paid
or is erroneocusly paid. The loss of any lease or interest therein which results from a failure to pay or an er-
roneous payment of rental or shut-in well payment shall be a joint loss and there shall be no readjustment of
interests in ibe remainiag portion of the Unit Area. If any party secures a new lesss covering the terminzted
interest, such acquisiton shall be subject to the provisions of Paragraph 22 of this agreement.

Operator shall prompt.iy notify each other party hereto of the date on which any zas weil located on
the Unit Ares is shut in and the reason therefor.

1. FREFERENTIAL RIGHT TO PURCHASE

Should any party desire to sell all or any part of its interests under this contract, or its rights and in-
terests in the Unit Area, it shall promptly give written notice to the other parties, with full information con-
ceming its proposed sale, which shall include the name and address of the prospective purchaser (who must
be ready, willing and able o purchase), the purchase price, and all other terms of the offer. The other parties
shail then have an optional prior right, for a period of ten (10) days after receipt of the notice, 0 purchase
on the same terms and conditions the interest which the other party proposes to sell: and, if this optional right
is exercised, the purchasing parties shall share the purchased interest in the proportions that the interest of
each bears to the total interest of all purchasing parties. However, there shail be no preferential right to pur-
chase in those cases where any party wishes to morizage its interests, or 0 dispose of its interests by merger,
ceorganizatisn, consolidation, or sale of all of its assets, or a sale or transfer of its interests to a subsidiary or
parent company. or subsidiary of a parent company, or to any company in which any one party owns a ma-
jority of the stocik.

19. SELECTION OF NEW OPERATOR

Should 3 sale be made by Operator of its rights and interests, the other parties shzil have the right
within sixty (80) days after the date of such sale, by majority vote in interest, to select a2 new Operator. If
2 new Qperator is not so selected, the transieree of the present Operator shall assume the duties of and act as
Operator. In either case, the retinng O.perawr shall continue 1o serve as Dperator, and’ discharge its duties
in that capacity under this agreement, until its successor Operator is selected and begins 'o function, but the
present Operator shall not be obligated to continue the performance of its duties for more than 120 days after
the sale of its cights and interests has been completed.

—R
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20. MAINTENANCE OF UNIT OWNERSHIPF

For the parpose of 1naintaining uniformity of cwnership in the oil and gas lessehwold inierests covered by
this contract, and aotwithstanding any other provisions to the coatrary, no party shall sell, encumber, transfer
or make other disposition of its interest in Lhe leases embraced within the Unit Area and in wells, equipment
and production unless such disposition covers eitber:

(1) the entire interest of tha perty in all leases and equipment and productioa; or
(2) an equal undivided interest in all leases and equipment and production in the Unit Area.

Every such sale, encumbrance, transfer or other disposition made by any perty shall be made expremly

subject to this agreement, and shall be made without prejudice to Lhe rights of the other parties

It at any time the interest of any party (s divided among and owned by four or more co-owners, Opers-
tor may, at [ts discretion, require such co-owners o appoint a single trustee or agent with full authority to r=-
ceive notices, approve expenditures, receive billings for and approve and pay such party’s thare of the joint
expenses, and 1o deal generally with, and with power to bind, the co-owmers of such party’s interesiz within
the scope of the operations embraced ify this contract; bowever, all such co-owners shall enter into and execute
all contracts or agreements lor the disposition of their respective shares of the oil and gas produced frowm the
Unit Area and they shail have the right to receive, separately, payment of the sale proceeds thereof,

21. RESIGNATION OF OPERATOR

Operator may resign from .its duties and obligations as Qperator at any time upon wTitten notice of not
less than minety (90) days given Lo all other parties, Ia this case, a)l parties to this contract shall select by
majority volte in intevest, not in cumbers, a new Operstor who shall assume the responsibilities and duties, and
have the rights, preseribed for Operator by this agreement The retiring Orerator shail deliver to its successor
all records and information necessary to the dischar:: by the new Operator of its duties and obligations.

22, LIABILITY OF PARTIES

The liability of the parties shall be several, ot joint or collective. Each party shall be responsidle
only for its obligations, and shall be liable only for its propoctionate share of the costs of developing and
operating the Unit Ares. Accordingly, the lien granted by each party to Operator in Sectica 9 is given to se-
cure only the debts of each severally. It is not the intention of the parties to create, nor shiil this agreement
boccnﬁruedaauu;u.amhzingorowcrpaﬁnenhiporanodadvn.ormmdsmcmuableam

23. RENEWAL OR EXTENSION OF LEASES

If any party secures a renewsl of any oil and gas lease subject 10 this contrict, each and all of the other
parties shall be potified promptly, and shail have the right o participate in the ownership of the rencwal lease
by paying to the party who acquired it their several proper proportionate shares of the acquisition cost, which
shail be in proportion to the interests held 2t that time by the parties in the Unit Area.

If some, but less than all, of the parties elect to participate in the purchase of a renewal lesse, it shail
be owned by the parties who elect to participate therein, in a ratio bazed upon the relationship of their respec-
tive percentage of participation in the unit area to the aggregate of the percentages of participation in the unit
ares of all parties participating in the purchase of such renewal leate. Any renewal lease in which less than
all the parties elect to participats shall not be subject to this agreement,

Pach party who participstes in tha purchate of a renewal lease shalf be given an assignmert of its pro-
portionate interest therein by the acquiring party. .

The provisions of this section shall apply 0 renewal leases whether they are for the entire interest
covered by the expinng lease or cover only a portion of its area or an inlerest tnerein. Any senewal jeose
taken before the expiration of its predecessor lease, or taken or contracted for -within six (5) months alter
the expiration of the existing lease shall be subject to this provision; but any lease taken or contracted lor
more than six (8} months after the expiration of an existing leass shall not be deemed a renewal lease and
shall not be subject to the provitions of this section.

The provisions in this section shall apply also and in tixe manner to e'xLen.sions of otl and gas leases,
The provisions in this section shall rot apply ta portions of leases situated
outside the Unii Area. -9
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4. SURRENDER OF LEASES

Thclmawvatdbymhmgmxhrulbeyem}atwem«mmoﬂutmmumbt
surrendeved in whole or in part unless all parties consent.

However, should any party desire to surrender jts intecest ia any leese or in any portion theresf, and
other parties pot agree or consent, the party desiring to surrender shall assign, without express or implied
warraoty of tith, all of its interest in such lease, or portion thereof, and ary weil. material and equipcent
which may be located thereon and any rights in production thereafter secured, 1o the parties not desiring to
. surender it. Upon such assigrunent, the astigning party shall be relieved from all obligations thereafter ac-
S eruing, but 5ot theretofore sccrued, with respect to the acrzage assigned and the operation of any well there-
0n, and the asmigning party thall have no further interest in the leare asigned and its equipment and production.
The parties astignes sball pay io the party amignor the remsonable salvage value of the latter’s interest in any

- : weils and equipment ou the assigned acreage, determined in accordance with the providons of Exhibit “C”,

. less the estimated cost of salvaging and the estimated cost of plugging and abandocing. If the assignment is in
< ’ favor of mote than oos party, the assigned interest shall be shared by the parties assignee in the proportions
that the intevest of each baars W the interest of all parties assignee.

Any amignment or surrender made under this prowision shall not reduce or chinge the assignors’ of sur-
rendering parties’ interest, 23 it was immediately before the assignment, in the balance of the Unit Area; and
the acreage asmigned or surrendered, 2nd subsequent operations thereon, shall not thereatter be subject o the
- terms and provisions of this agreement.

25. ACREAGE OB CASH CONTRIBUTIONS

. If any party receives while this agreement {s in force 2 coatribution of cash toward the drilling of a
i wel] or any other operation on the Unit Ares, soch coutribution shail be paid to the party who cooducted the
! drilling of other operation and shall be applied by it 2gainst the cost of such drilling or other operation. {f
! the contribution be in the form of acreage, the party to whom the contribution is made shall promptly execute
an assignment of the acresge, without warrznty of title, to all parties to this agreement in proportica to tkauw
{nterests in the Unit Area at that time, and such acreage shall become a part of the Unit Ares and be governed
: by all the provisions of this contract. Pach party ihall promptly nolify 21l other parties of all acrezi = or
T mcyantribatfom'ixmyobtxininsupponotmveuoranyotbsomﬁmocmt!nitm
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28. PROVISION CONCEBNING TAXATION

Each of the parties hereto elects, under the suthority of Section 781(2) of the Internal Revenve Code of
. o 1954, to be excihuded from the application of all of the provisions of Subchapter K of Chapter 1 of Subiitle A of
‘ the Internal Revenue Code of 1954, If the income tax laws of the state or states in which the property roversd
hereby is jocated contain, or may herealier cuniain, Pivcyioeris sunidar & thoes contained in the Suhes_ prae of
the Interfial Revenue Code of 1954 above refested t0 under which a similar election 13 permitted, each oi th-
parties agrees that such election shall be exercsed Pach party autborizes and directs the Operator to ¢xar 2
such an election or elections on its dehalf and to file the election with the proper governmental oftice or
agency. If requested by the Operator 30 to do, each party agrees to execute and join in such an electicn.

Operator shall render for ad valorem taxation all propesty subject to this agreement which b7 L.
should be returned for such taxes, and it shall pay all such taxes assessed thereon before they become J.yt-
quent. Uperator sbaii biil ail olber pesiies [0r Ui proporticcats 5a0T of all 223 payments in the manner
provided in Exhibit “C™.

If any lax asressment {s considered unressonable by Operatcr, it may at its discretion protest such vajuz-
tion within the time and manner prescribed by law, and prosecute the protest to 2 {inal determinzilion, unless
all parties agree to abandon the protest prior to final determination. When any such protested valuation shail
have been finally determined, Operator shall pey the assessment for the joint account, together with Latecest 164
genalty accrued, and the total cost shall then be assessed against the partles, and be p2id by them, w crovided
in Exhikit “C”,
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27. INSURANCE

At all times while operaticas are conducted hereunder, Qperator shall comply with' the Wotkmen's
Compensation Law of the State where the operations are being conducted. Operator shail also carry or pro-
vide Insurance for the benefit of the jnint account of the parties as rmay be outlined in Exhibit “D™ attached
to and made a part hereof. Operator 3 iU require all contractors engaged in work oa or for the Unit Area
o comply with the Workmen's Compensation Law of the Slate where the operations are being conducted and
to waintain such other insurance as Operator may require.

In the event Automobile Public Liability Insurance is specified in szid Exhibit “D”, or smubsequently re-
ceives the aprroval of the parties, no direct charge shall be made by Operalor for premiums paid for such in-
surance foc operator’s fully cwned automative equipment. ‘

8. CLADMS AND LAWSUITS

1f any party to this contract is sued on an alleged cause of action arising out of operations on the Unit
Ares, or on an alleged cause of action involving title o any lease of oil and gas interest subjected to this con-
tract, it shall give permpt written notice of the suit 10 the Operator and all other parties.

The defense of lawsuits shall be under the general direction of 2 committee of lawyers representing the
partieg, with Operator’s attorney as Chairman.  Suits may be settled during litigation only with the joint con-
sent of al} partier. No charge shall be made for services performed by the saff attorneys for any of the
parties, but otherwise all expenses incurred in the defense of suits, together with the amount paid to discharge
any final judgment, shall be contidered costs of operation and shall be charged to and paid by all parties in
proportion to their thee intesests in the Unit Area. Atftorneys, other than staff attorneys {or the parties, shall
be employed in lawsuits involving Unit Ares operatiors only with the consent of all partiee; if outside counsel
is employed, their fees and expenses shail be cousidered Unit Ares expense and shall be paid by Operator and
charged %0 all of the partiss in proportion to their then interests in the Unit Area. The provisions of this /
paragraph shall not be applicd in any instance where the loss which may result from the suit is treated as an
individual loss rather than a joint loss under prior provisions of this agreement, and all such suits shall be
handled by and be the sole respoasibility of the party or pasrties concermned.

Damage clzims canssd by and arising out of operations oa the Unit Area, conducted for the joimt ac-
count of all parties, shall F« handled by Operator and its attorneys, the settlement of claims of this kind shail
be within the discretion of Zperator so long as the urount paid 1n zeftiement Ot 3ay One ClUM does nOt exceed
one thousand ($1000.037 dollars and, if settied, the sums paid in settlement shall be charged as expense to
and be paid by all parties in groportion to their then inlerests in the Unit Area.

23. FORCE MAJEURE

If any party is rendersd unable, wbally or in part, by force majeure to carry cut its obligations under
this agreement, other than the obligation 7 make money ayments, that party shall zZive to all other parties
prompt written notice ol tle force majeure with reasonably full particulars concerning it; thereupon, the
obligations of the pa—y giv.. * tha notice, 30 far 1s they are affected bry the force majeure, shall be suspended
during. but no longer v 're tmfinuance of the force majeure. The affected party shall use all possible
diligence to remove the for.z maj2urs as quickly as powsible,

The requiremen’ thut any force majeure shall be remedied with ali reasonable dispateh shall not require
the settlement of strikes. iockouts, or othar labor difSculcy by the party involved, contrary to its wishes; how
all such difficulties sha'i be ac. < chall be entirely <within the Jdiscretion of the party concerned.

The term “fore~ i euce” as wre eraployed shall mean an act of God, strike, lockout, or other industrial
disturbance, act of e public erewny, 'war, blockade, public riot, lightning, fire, storm, flond. explosion, Zov-
ernmental restrainy, unavailability of equipment, and any other cause, whether of the kind specifically enum-

erated above or otherwise, which is not rcasonaply w:tniity the ¢untrol of tne party clalmiog >wsprensiine
39. NOTICES

All notices avthorized or required bttween *he pasciies, and rzquired by any of the provisions of this
agreement, 3hall, ur:less ctherwise specifically proviued, be given in writing by United States mail or Western
Union Telegram, po.1izs or charges prepaid, and zddressed to the pirty to whom the notice is given at the
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addresses listed on Exhibit “A™. The ociginaling notice to be given under any provision hereof shall be deemed
given only when received by the party to whom such motice is directed and the time for sich party to give any
natice in response thereto shall run from the dale the originatlag notice is received. The second or any re-
sponsive notice thal) be deemed Ziven when deposited in the Unitad States mail or with the Western Union
Talegraph Compasy, with postage oc charges prepaid. Each party hall have the right to change its sddress
at any ‘ime, and Som tiroe to time, by giving written notice thermof to all other parties.

L OTHER CONDITIONS, IF ANY, ARE:

A, This agreement is made subject to all the provisions of that certain
Farmout Latter Agreeuent cated June 11, 1979, from Mobil 011 Corporation to Texas
011 & Gas Corporatfon, and {f there be any conflict between the provisions of this
agreement and said Farmout Letter Agreement, the provisions of the latier shall

prevail.

8. If, after the date of said Farmout Letter Agreement, any party hereto should
create against its interest any overriding royalty, production payment or ather burden,
and if any other party or parties thereafter should conduct non-consent operations
and, as a result, beccxe entitled to receive the working interest of the non-participating
party or parties, the party or parties entitled to receive the working fnterest of the
non-participating party or parties shall be entitled to receive such production free and
clear of a1l such overriding royalty, production payment or other burdens, other than
the lassor's lease royalty, and the non-participating parties creating such burdens
shall discharge such burdens out of {ts own funds and shall save the participating party
or parties harmless with respect to recefpt of such working interest preduction.

C. Operator shall give non-operator notice thereof each time any producing gas
well is shut in, wkich notice shall include the date on which such well was shut in and
the reason therefor. Each time a gas well which has been shut in is put back on preduction,
Operator shall give nen-operator notice thereof. Operator shall, in good faith, endeavor /
to promytly give non-operator the notices herein provided for but Operator shall not be
liable 10 non-operator for inadvertently failing to give such notices.

D. In the performance of the contract, Operator shall rot engage in any conduct
or gractice wiilich violates any applicable law, order or regulation prohiditing dis-
crimfration against any persen by reascn of his race, religicn, color, sex, national
orinin er age; and Operator further agrees to camply fully with the non-discrimination
provisicns of Section 202 of Executive Order No. 11246 (30 F.R. 12319) as amended by
Executive Order #11375, which are hereby included in this Contract as Contract
Supplements *A* and “3* and rade parc hereof. Operator shall also abide by the
requiresents o7 Exscutive Order #115%8, Occupational Safety and Health Act, and by
Executive Order #11640, Veterans Hire Regulaticns, which orders are inserted herein
by refererce.

E G2s <2ll production shall be governed by Exhibit "E®, Gas Balancing Agreement,

-

atticred herato.
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This agresment may be signed in counterpart, and shall be binding upon the parties and upoa their heirs,
SUCCaSSOrS, repoesentatives and assigns ’

TEXAS OIL & GAS CORPORATION

BY:

OPERATOR

ATTYST:

ATTYEST.
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EXHIBIT "A"

ATTACHED TO ANC MADE A PART OF THAT CERTAIN
OPERATING AGREEMENT BY AND BETMEEN -TEXAS
OIL & GAS CORPORATION, OPERATOR, AND MOBIL
OIL CORPORATION, HON-OPERATOR, FOLLOWING
THE FARMOUT LETTER AGREEMENT BETWEEN MOBIL
OIL CORPORATION AND TEXAS OIL & GAS
CORPORATION DATED JUNE 11, 1979.

(Prior to execution of this Operating Agreement by the appropriate parties,
the provisions of this Exhibit "A" shall be completed in accordance with
the terms and provisions of the said captioned Farmout Letter Agreement
dated June 11, 1979, with the general guidelines set out below.)

UNIT AREA
East Half Section 6, T-17-S, R-35-£, Lea County, New Mexico
INTERESTS OF THE PARTIES

Ownership in the o011 and gas interest and the ¢il and gas leasehold, personal
property, equipment wells and production therefrom, shall be as set forth

in said Farmout Letter Agreement, and any reversionary oil and gas interest,
or 0il and gas leasehold, shall become subject to this agreement when such
interest becomes jointly owned by the parties pursuant to the terms of said
Farmout Letter Agreement.

LEASES(S) OF THE PARTIES

Lease(s) described in said Farmout Letter Agreement which become(s) jointly
owned by the parties pursuant to the terms of said Farmout Letter Agreement
and such leases that may be pooled or communitized with said jointly

owned lease pursuant to the terms of said Farmout Letter Agreement.

ADDRESSES OF THE PARVIES

Mobil 011 Corporation

Nine Greenway Plaza, Suite 2700

Houston, TX 77046

Attention: Joint Interest Administrator

Texas 0il & Gas Corporation

900 Wilco Building

Midland, TX 79701

Attention: Mr. Doyle John Snow




ZOUAIT "3
There is oo Exhibit "3"
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EXHIBIT “c™
Aftached 10 and made n part of _Lhat cereain Operating Agreement

dated
betwveen : 2 Operator,
ed ——a Ron-Opecator(s)

ACCOUNTING PROCEDURE
JOINT OPERATIONS

L GENERAL PROVISIONS

Definitions

“Joint Property” shall mean the real and personal property subject lo the agreement to which this Accounting

Procedure is attached.

"Joint Operctions” shall mean all operations necessary or proper for the development, op-ention. protection and

maintenance of the Joint Property.

“Joint Account™ shall mesn the account showing the charges paid and credits received in the conduct of un Jolnt

Operations and which are to be shared by the Parties.

“Operator” shall mes. the party desgnated to conduct the Joint Operations

“Non-Operators” shall mean the parties to this agreement other than the Operator.

“Parties” shall mean Operator and Non-Operators.

*First Level Supervisors” shall mean those employees whose primary function in Jomt Operations is the direct

supervision of other employees and/or contract labor directly employed on the Joint Property in a field operat-

ing capacity.

*“Technical Employees” shall mean those employees having special and specifle engineering, /geologmsl BICHR%
skills, and whos2 primary function in Joint Operations is the hangling of specific operating condi-

tions and problems for the benefit of the Joint Property.

“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.
~Controllable Materia)” shall mean Material which at the lime is 30 classified in the Material Classitication Manual
as most recently recommended by the Council of Petroleum Accountants Societies of North America

Statement and Billings

Operator shall bill Non-Operators on or before the last day of each month for their proportionatz share of the

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

3.

>

ity for expenditure, lease or facilily, and all charges and credits, summarized by appropriate classifications of in.
vestment and cxpense except that items of Controliable Material and unusual charges and credils shall be sep-
arately identified and fully described in detail )

Adv and Pay ts by Non.Operalors

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

Fach Non-Operator shali pay its proportion of al! bills within fifteen (15) days aiter receipt. If payment is not
made within such time, the unpaid balance shal) bear interest monthly at the rate of twelve percent (125%) per
snnum or the maximum contract rate permitted by the applicable usury laws in the state in which the Joint
Property is located, whichever is the lesser, plus attorney’s fees, court costs, and other costs in connection with
tha sallaction of unpaid amounts.

Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correct-
ness thereof; provided, however, all bills and statements rendered to Non-Operators by Operator during any
calendar year shall conclusively be presumcd 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-Cperator takes
written exception thereto and makes claim on Operator for adjustment. No adjustment favorable to Operator shail
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 Coulrollable Material as provided for in Section V.

. Audits

A. Non-Operator, upon noiice in wiiting to Cperater and 2!t other Non-Operators. shall have the right to audit Ope-
rator's accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month
period following the ead of such calendar year: provided, however, the making of an audit shall not extead the
time for the taking of written exception to and the adjustments of accounts as provided for in Paragrapn 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 simuitancous audits in a manner which wiil 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 Operutor.

Approval by Non-Operators

Where an approval or other agreement of the Partics or Non-Operators is expressly required under other sec-
tions of ihis nuw,,“,,b Procedure 2nd i the apreement to which this Accounting Procedure is altached contains
ne centrary provisions in regard thercto, Operator shail notify all Non-Operators of the Operator’s nroposal, and
the agreement or approval of a majority in interest of the Non-Operators shall be controlling on 21l Non-Qpera-

tors,
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I DIRECT CHARGES
Operator shall charge the Joint Account with the following items:
1. Reatals and Royalties
Letse rentals and royaltles paid by Operator lor the Joint Operations.
3. Laber o
A. (1) Salaries and wages of QOperator’s tield employees directly employed on the Joltit Property in the conduct
of Joint Operations.
(IR SR X LN S Y KIOCIOO X EX XKt
(3) Salaries and wages of Technical Employees directly employed on the Joint Property §f such charges are
excluded from the Overhead rates.
B. Operator’s cast of holiday, vacatisn, sickness and disability benefits and otner customsiry allowances paid to
employees whose salaries and wages are chargezble to the Joint Account under Paragraph 2A of this Sectlon
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 Faragraph 2A of this
ion 1. 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 !o the Joint Account under Paragraphs 2A and 2B of this See-
tion IL
D. Perscnal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under
Parsgraph 2A of this Section IL

3. Empleyee Benefits

. Operator's current costs of established plans for employees’ group life fnsurance, hospitalization,

tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s llbor
cost chargeable to the Joint Account under Paragrapis 2A and 2B of this Section {I shall be Operator's actual
cost not to exceed twenty per cent (20;).0T getcent most recently recommended by the Council of
bI;:‘tr:olemm Accountants Societies of North America.

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

plus stocks shall be avoided.

§£. Transpartation

'l'nmponagion of employees and Material necessary for the Joint Operations bul subject to the following limita-

A, If Materisl 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 supply store,
recognized barge terminal, or railway receiving point where like material is normally available, unless agreed
to by the Parties.

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

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

: 6. Services

! Tae cost of contract services, equipment and utilities provided by oulside sources, except services excluded by
Parsgraph 9 of Section Il and Paragraph 1. ii of Section 1II. The cost of professional consuitant services and con-
tract services of technical personnel directly engaged on the Joint Property if such charges are excluded from the
Gverhead rates. The cost of professional consultant services or contract services of technical personnel not di-
restly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed to by

the Parties.

7. Equipment and Facilities Fumished by Operator

o . A. Operator shall charge the Joint Account for use of Operatar owned equipment and facilities at rates com-

e : -mensurate with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other
operaling expense, insurance, taxes, depreciation, and interest on investment not to exceed eight per cent (8%%)
per annum. Such rates shall not exceed average commercial rates curtently prevailing in the immediate area
of the Joint Property.

B.. In iien of charges in Paragraph TA above, Operator may clect to use average commercial rates prevailing in
the imonediate area of the Joint Property less 207;. For automotive equipment, Operator may elect 1o use rates
published by the Petroleum Motor Transport Association.

o S

8. Damages and Losses to Joint Property
A}l costs or expenses necessary for the repair of replacement of Joint Properly 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 negligeace or will{ul misconduct. Operator shail lurnish Non-Operator wrillen rnotice of damages or losses
fneurred as soon as practicable after a repart thereof has been reccived by Operalor.

9. Legal Expense
Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgments
and amounts paid for settlement of claims incurred in or resulting from operations under the agreement or
necessary to prolect or recover the Joint Property, except that no charge for services of Operator's legal staff
or fevs of exponse of cutside attorneys shall be made unluss previously agreed to by the Parties. Al other legal
expense is considercd 1o be coveied by the overhead provisioas of Section Il unless otherwise agreed to by the
Partics, except as provided in Scction 1, Paragraph 3.
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18 Texes

All -taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the opera-
tion _tbercol. or the production therefrom, and whico taxes have been paid by the Operator for Lhe benefit of the
Purties- -

1L [nssrance .
Net premiums paid for Insurance required to be carried for the Joint Operations for the protection of the Par.
ties In the event Joint Operations are conducted in a state in which Operator may act as sell-insurer for Work.
men's Compensation and/or Fmployers Liability under the respectve state’s laws, Operator may, at its election,
Include the risk.under its self-insurance program and in that event, Operator shall include & charge at Operatar’s
cost Dot 10 exceed manuai rates.

12. Other Expenditures
Any other expenditure not covered or dealt with in the foregoing provisions of this Section II, or in Section III,
and which is incurred Ly the Operator in the necessary and proper couduct of the Joint Operations.

. L. OVERHEAD

1. Overbead - Drilling and Producing Operstions
L As compensation for administrative, supervision, office services and wurebousing costs, Operator shall charge
drilling and preducing operations on either:
( X ) Fixed Rate Basis, Paragraph 1A, or
( ) Percentage Basis, Paragraph 1B. including first level supervisors,
Unless otherwise agreed to by the Parties, such charge shall be in lieu of fcosts and expenses of all offices
snd salaries or wages plus applicable burdens and experises of all personnel except those directly chargeable
under Paragraph 2A, Section IL The cost and expense of services from outside sources in connection with
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered
as lncluded in the Overhead rates provided for in the above selected Paragraph of this Section III unless such
cost and expense are agreed to by the Parties as a direct charge o the Joint Account.
ji. The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant
services and contract services of technical personnel ditectly employed cn the Joint Property shall ( ) xxxtx
Mt () be covered by the Overhead rates. .

A. Overhead - Fixed Rate Basis ) .
{1) Operator shall charge the Joint Account at the follawing rates per well per month:
Drilling Well Rate §___2,030 (Kotg: Ese rates shown vhare
: 203 production 1is anticipated above
ucing Well Rate $ 1500'. FPor deeper wells, use

(2) Application of Overhead - Fixed Rate Basis shall be as follows: $2,708 and $270.)

{(a) Drilling Well Rate

[1] Charges for onshore drilling wells shall begin on the date the weil is spudded and terminaie on
the date the drilling or completion ng is released. whichever is later, except that no charge shall
be made during suspension of drilling operations for fifteen (15} or more conseculive days.

*{2] Charges for offshore drilling wells shall begin on the date when drilling or completion equipment
arrives on localion and terminate on the date the drilling or completion equipment moves off loca-
tion or rig is released, whichever occurs first, except that no charge shall be made during suspen-
sion of drilling operations for lifteen (13) or moze conseculive days

{3) Charges for wells undergoing any type of workover or recompletion for a period of five (3) con-
secutive days or more shall be made at the drilling well rate. Such charges shall be applied for
the poricd from date workover operations, with rig, commence through date of rig release. excepl
that oo charge shall be made during suspersion of operanons ior iiiiccn {13) 5F meIT consesutiva
days.

(b) Producing Well Rales

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

(2] Each active completion in a mulli-completed well in which production is not commingled down
hole shall be considercd as a one-well charge providing each completion is considered a separate
well by the go.erning regulatory authority.

{3} An inactive gas well shut in because of overproduction or failure of purchaser to take the produc-
tiza thall he concidered as a one-well charge providing the gas well is directly connected to a per-
manent sales cutlet. -

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

{51 All other inactive wells (including but nct limuted to inactive wells covered by unit allowable,
lease allowable, transferred allowable, etc.) shall not qualily for an overhead charge.

(3) The well rates shall be adjusted as of the first day of April each year following the effective dale of the
agreentent to which this Accounting Procedure is attached. The adjustment shail te computed by multi-
plying the rate currently in wse by the percentage increase or decrease in the average weekly earnings of
Crude Potroleum and Gas Production Workers for the last calendar year compared to the calendar year
preceding as shown by ihwe index of average weekly earnings of Crude Pectroleum and Gas Fields Produc-
‘tion Workers as published by the Uniled States Depariment of Labor, Bureau of Labor Siattsiics, or ihe
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be
the rates currently in use, plus or minus the computed adjustment. .
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B. Ovethead - Percentage Basis
{1) Operator shall charge the Joint Account at the following rates:
{a) Development

e __Percent { %) of the cont of Development of the Joint Property exclusive of costs
provided under Parsgraph 9 of Section II and all saivage credits. ‘

(b) Operating .

Percent (%) of the cost of Operating the Joint Froperty exclusive of costs provided
under Paragraphs 1 and 9 2f Section 1L, all salvage credits, the value of injected substances purchased
for secondary recovery and all taxes and assessments which ars levied, assessed and paid upon the min.
eral interest (n and to the Joint Property. :

(2) Application of Gverhead - Percedtage Basis shall be as follows:

Tor the purpose of determining charges on a percentage basis under Paragraph 18 of this Sectica I, de-
wvelopment shall include all costs in connection with drilling, redrilling, deepening or any rzmedial opers-
tions on any or all wells involving the use of drilling crew and equipment: aiso, preliminary expenditures
pecessary 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 installalion of fixed azsets, the expansion of {ixed
sssets and any other project clearly discernible ag a fixed asset, except Major Construction as dei.ned in
Paragrsph 2 of this Section {lI. All other costs shall be considered as Operating.

2. Overbead - Major Construction
Tao compensate Cperalor f{or overhead costs incurred in the construction and Installation of fixed assels, the ex-
pansion of fixed assets, and any other project clearly discernible as a fixed asset required for the development and
operation of the Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall
charge the Joint Accou .t for Overhead based cn the following rates for any Major Construction project in excess

of §.25,000
A 3 _ % of total costs if such costs I roorrr § 100,000 ; plus
B. 3 _ % of total costs in of $.100,000 but less than $1,000,000; plus

C 2 o of total costs in excess of $1,000,000.

Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts
of a4 single project shall not be treaied separately and the cost of drilling and workover wells shall be excluded.

3. Ameundment of Rates
The Overhead rales provided for in this Section I{I may be imended from time %o time only by mutual agreement
between the Parties herelo if, in practice, the rates are found to be insufficient or excessive,

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

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all ma-
terial movements affecting the Joint Property. Operator shail 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
ot idle and/or surplus Material, such disposal being made either through sale to Operator or Non-Operator, division in
kind, or sale to outsiders. Operator may purchase, but shall be under no obligalion to purchase, interest of Non-Opera-
tors in surplus condition A or B Material. The disposal of turplus Controllable Material not purchased by the Opera-
tor thall be agreed 0 by the Parties.

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

2. Transfers and Dispositions
Material furnished to the Joint Properly and Material transferred from the Joint Property or disposed of by the
Operator, unless otherwise agreed to by the Parties, shail 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 ihe vuitent now prics in effect an date of movement on 2
maximum carload or barge load weight basis, regardless of quantity transferred, equalized to the lowest
published price f.o.b. railway receiving point or recognized barge icrminal nearest the Joint Property
where such Material is normally available.
(2) Line Pipe
{a) Movement of less than 30.000 pounds shall be priced at the current new price, in effect at date of
movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor-
mally available.

(b) Movement of 30.000 pounds or more shalt be priced under provisions of tubular goods pricing in Para-
graph 2A (1) of this Section IV.

(3) Other Malariai shall be priced at the cusvanl now pride, n effact at date of movement, as listed by a2 reliable
supply store or {.0.b. railway receiving point nearest the Joint Properly where such Matenai is uoLLaily
available.

B. Good Used Material (Condition B)
Material in sound and servicecable condition and suitable for reuse without reconditioning:

(1) Material moved to the Joint Property
{3) At seventy-five percent {15%) of curront new price, as determined by Paragraph 2A of this Section I'V.

{2) Material moved from the Joint Properly .
(3) Al seventy-live percent (75% ) of current new price, &s determined by Paragraph 2A of this Section 1V,
if Material was oniginally charged {0 ihe Joint Account ac 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
IV, if Material was originally charged to the Joint Account ss good wsed Material at seventy-five per-
cent (T3%) of current new price,
The comt of recoilitioning, if any, shall be absorbed by the trans{erring property,
C. Other Used Material (Condition C and D)
(1) Condition C .
Material which is not (n sound and sesviceable condition and not suitable for its original function unti{
after reconditioning shall be priced at fifty percent (50) of current new price as determined by Para-
graph 2A of this Section IV. The vost of recondilioning shall be charged lo the receiving property, pro-
vided Condition C value plus cost of reconditioning does not exceed Coadition B value,
{3) Condilivn D .
All other Material, including junk, shall be priced at a value commensuraie with it1 use or st prevailing
prices. Material no longer suitatle for its original purpose but usable for some other purpose, shall be
priced on a basis comparable with that of items normally used lor such other purpese. Operatar may dis-
pose of Condition D Material under procedures normally utilized by the Operator without prior approval
of Noa-Operaturs.
D. Otolete Material .
Material which is serviceable and usable for its original function but condition and/or value of such Material
is not equivalent to that which would justify a price as provided above may be specially priced as agreed o by
the Parties. Such price should result in the Joint Account being charged with the value of the service ren-
dered by such Material.
R, Pricing Conditions .
(1) Loading and unloading custs may be chsrged to the Joint Account at the rate of fifteen cents (13¢) per
bhundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, when
sctual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Sectlon IL
(2) Material involving erection costs shall be charged at applicable percentage of the current knocked-down
price of new Material

Premium Prices

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes
or other unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the
required Material at the Operatar’s actual cost incurred in providing such Material, in making it suitable for use,
and in moving it to the Joint Property: provided notice in writing is furnished to Non-Operators of the proposed
charge prior to billing Non-Operators for 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 adjusument has been received by Operator from the manufacturers or their agents.

V. INVENTORIES

The Operator shall maintain detailed records of Controllable Material

Periodle Inventories, Noties and Representation

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

Reconcillation 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

beld accountabie oniy {or shorisges dus to lack of reasonable diligence.

Special Inventories

Special Inventories may be taken whenever there is any sale o: change of interest in the Joint Property. It shall .
be the duly of the party selling to notify all other Parties as quickly as possible after the transfer of interest takes

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

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

mmmmna.emorm;@m
DATYD ~, BY AND BETWEEN
: , OPERATCR, AND

tor shall carry Warkmesn's Compensation and faployer's Liability Insurzuce

. ip full compliance vith the Workzen's Compensation laws of the particular stats

vhere :h._ work is being performad.

Operator shall require all comtractors engaged in operaticas o the contract
premises to carty Workaen's Compensation and EZzployer's Liabil{ty Insyranc<e
in full cospliance with the Worknen's Compensation lavs of the state vhere ths
wark is being performed and to maintain such other {nsurance as Operator 3xy

requirs.

Operator shall oot be obligated to provide any other insurance for the joint
sccount of the parties hsreto. Aoy party 3ay, at its own expense, acquire
such other insurance as it deeas proper to protect itself against eny clains,
losses, damsges, oOr destruczions arising out of operations of the contract
premises.
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sUPPLBAENT "A"

EQUAL DPLOTMENT OPPORTUNITY PRCVISION i

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

1.

2'

3.

“

5.

s,

The Cperator wvill pot discriminate against any employee or spplicant for
esployment because of race, color, religion, nationsl origin or sex. The
Opczator will take affirmative acticn to ensure that applicants are ea-
ployed, and that employees are treated during employment without regard
to their race, color; religion, national origin or sex. Such gzation
shall faclude, bdut not be limited to, the following: employment, upgrad-
ing, demotion or tramsfer, recruitment or recruitment adver:ising; layoff
or termination; rates of pay or other forms of compensation; and selection
for training, including apprenticeship. The Operator agrees %o post ia
conspicuous places, available to employees and applicants for employment,
notices to be provided for ths contracting officer setting forth the pro-
visions of this nondiascriminstion clause, -

The Operator will, in all solicitations or advertisements for employees
placed by or on behalf of the Operator, state that all qualified sppli-
cants will receive consideration for employment without regard to race,
color, religion, naticnal origin or szex.

The Operator will send to each labor union or representative of workers
with vhich it hss a collective bargaining agreement or other contract or
understanding, a notice to be provided by the agency contracting officer,
advising the labor unfon or workers' representative of the Operater's com-
mitments under Section 202 of Executive Order 11246 of September 24, 1965,
and shall post copies of the notice in conspicuous places available to
employees and applicants for employment.

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

The Operator will furnish all i{nformation and reports required by
Executive Order 11246 of September 24, 1965, and by the rules, regulatioms
and orders of the Secretary of Labor, or pursuant thereto, and will per-
nit access to its books, recocds and accounts by the contracting ageocy
and the Secretary of Labor for purposes of investigatiocu to ascertain com~
piiance with such rules, regulations and orders.

In the event of the Operator's noncompilfance with the nondiscrimination
clauses of this contract or with any of such rules, regulations or orders,
this contract =3y be caacslled, tcerminated or suspended, in vhole or in
part, and the Operator may be declared inmeligible for further Government
contracts in accordance with procedures authorized in Executive Order

"11246 of September 24, 1965, and such other sanctions may be imposed and

remedies invoked as yrovided in Executive Order 11246 of September 24,
1965, or by rule, regulation or order of the Secretary of Labor or as
otherwise provided by law.
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SUPPLEMENT "B"

CERTIFICATION OF NON-SEGREGATED FACILITIES

Operator assures Non-Operators that it does not and will not
maintain or provide for its employees any scgiegaied fuciifties ac
any of its establishments, sud thst it does not and will not perumit
its employees to perform their services at any locatioo under its
control where segregated facilities are maintained. For this pur~
pose, it is understood that the phrase "segregated facilities" in-
cludes facilities which are in fact segregated on a basis of race,
color, religion or national origin, because of habit, local custom
or otherwise. It is further understood and agreed that maintaining
or providing segregated facilities for its employees or permitting
its employees to perform their services at any location under 1its
contrcl where segregated facilities are maintained {s s vitolation of
the equal opportunity clause required by Executive Order 11246 of
September 24, 1965.

Operator further understands and agrees that a breach of the
assurance herein contained subjects it to the provisions of the
Order at 41 CFR, Chapter 60, of the Secretary of Labor dated May 21,
1968, anua the provisions of the equal opportunity clause enumerated
in contracts betwveen the United States of America and Non-Operators.

Vhoever knowingly and willfully makes any false, fictitiocus or
fraudulent representation may be liable to criminal prosecution under
18 U.s.c. & 1001,
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EXHIBIT. "

ATTACHED TO AND MADE A PART OF OPERATIRG AGREEMENRT
DATED : PETWEEN

CGAS BALARCING AGREEMENT

1. Intent that Parties Share Total Production, It 1s the intent

and aim of this Gas Balancing Agreement thst during the productive life of the

Unit Area, the parties shall have had the opportunity to share in the total
cumulative production from the Unit Area in proportion to their Unit Area
ownership. This Agreement is sade to prowste that purpose and to protect each
Party against asy other Party receiving more than its proportionate share of
the total cumulative production. It shall pever be construed to effect the
unjust enrichment of any Party to the detriment of the others or to deprive
any Party of its rights to its proportionate share of the total cumulative
production. ’ )

2. Pipeline Requirements of Purchagers. The Parties hereto recog-

nize that tﬂe pipeline requirementa of the respective purchasers or other
takers pi Gas produced from the Unit Area will vary from time to time and may
not be consistent except over short periods of time. It ig the intent of the
Paxtigu hereto that the allocation of liqﬁid substances shall not be affected
by the respective pipeline requirements for Gas. Accordingly, the total well
production shall be separated into liquids and gas. The Iiquids shall bde all
substances in liquid form when separated by primary separation facilities.
Tha gaz rhall be all substaunces remzining in gaseous fora after th= substan—
ces in liquid form have been separated by primary separaticn facilities, and,
1f applicable, after solids such as sulphur and other subatances have bdeen
removed to render tﬁe Gas marketable.

3. Parties not Selling Gas. In the event any of the Parties

Tz to =arker thelr share of Gas production from the Unit Area prior
to the time that other Parties are willing or able to market their share of
Gag production, the Unit Area shall nevertheless be placed on production, and
such non-taking Party's share of Gas ahaly be considered as stored in the

reservoir and not prcduced,
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4, Intent to Dalance Gas Taken, In the avent there is more than

one purchaser or more than one disposition of the Cas produced froa the Unit

Area, each Party, to the extent possible under.;to Cas sales contract or other
disposition arrangement, agrees to cooperate in an endeavor to maintain, as
pear as possidle, the balance betveen the Cas allocated to {ts interest by
wvirtue of this agreement and the sctual deliveries of Gas for its account.

5. ™ake Up" Cas. Therefore, deliveries of Gas in excess of or
less than any Party's proportionate ownership of Cas production shall de ad-
justed out of future production, provided that in no event will a Party having
taken e;ne-a GCas be required to veduce the volume of Ga2s such Party iz en-
titled to take Juring any calendar month to less than 50X of said Party's 1;-
terest in current production. .

6. Depletion with Imbalance.

(a) 1f, at the depletion of Gas reserves from the Unit Area,
there is a Party (for purposes of this article called "over-produced Party")
who has delivered a quantity of Cas in excess of such Party’s proportionate
ownership of production, such over-produced Party, unless otherwise agreed
to by the Parties involved, shall remit to the Operator for the account of the
Party or Parties having taken leﬁs Gas thnn‘their proportionate ownership in
Gas production {for purposes of this article called "under-produced Party"),
the "value" (less appropriate deductiouns for taxes agd royalty wvhich have

been paid with reepect to such production), of the gas that has been over-

SR S

produced by such Party, to the end that each Party shall receive credit for

. : .- its proportionate ownership of Gas produced.

v,

| L

{b) Por the purposes of this section, 'value" shall be the

ths cvar-srodured Party actnally received or would have received under

1)
.

the terms of a bona fide contract effective at the time of the production of
o such Gas, multipiied by the volume over-produced; but in :>ny event not to
h : - exceed more than was actually received for 211 of the Gas over-produced; pro-
-t {‘ vided that {f any portiom of such price is being collected subject to refund
upon orders of ihe Federal Tower Commissicn, unless the under-nroduced Party

furnishes a corporate undertaking agreement to hold the over-produced Party

harmless froa financial logs due to action by the Federal Power Comnission,
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then that portion of the price subject to refund shall be withheld by the
over-produced Party and shall not be psaid until and unless such refundable
portion of said price {s ultimately npptlo'ved by th; Federal Power Commission.
All such payments shall be made by the over-produced Parties to the Operator,
who shall be charged with the duty of maintaining a record of over- and
under~-production voluxes for each Party's account, and of distributing the
final uttianent funds received proportionately to esch under-produced Party
biud on i{ts proportion of the total under-productiom, but the Operator shall
have oo liability with rup@c: to the correctness of the funde received by it
from the over-produced Parties for distribution, being entitled to rely on
such statements as may be furnished by ucix over-produced Party as to the

price and the smount vecovered for the over-productioen.
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OPERATING AGREEMENT
THIS AGREEMENT, entered into this_ ___ . _day of__. . _ . _ . ., 19, between
TEXAS OIL & GAS CORP.
heveafter designated as “Operator”, and the signatory parties other than Operator.
WITNESSETH, THAT:

WHEREAS, the parties to this agreement are owners of oil and gas leases covering and, if so indicated.

- m———

unleased mineral intcrests in the tracts of land described in Exhibit “A”, and all parties have reached an
agreement to explore and develop these léases and interests for oil and gas to the extent and as hereinafter
provided:
NOW, THEREFORE, it is agreed as follows:
1. DEFINITIONS
As used in this agrcement, the following words and terms shall have the meanings here ascribed to
them.

{1) The words “party” and “parties” shall always mean a party, or parties, to this agreement.

(2) The parties to this agreement shall always be referred to as “it"-or “they”’, whether the parties be cor-
porate bodies. partnerships, associations, or persons real.

(3) The term “oil and gas” shall include oil, gas, casinghead gas, gas condensate, and all other liquid or gase-
ous hydrocarbons, unless an intent to limit the inclusiveness of this term is specifically stated.

(4) The term “0il and gas interests” shall mean unleased fee and mineral interests in tracts of land lying
within the Unit Area which are owned by parties to this agreement.

(5) The term “Unit Area” shall refer to and include all of the lands. oil and gas leasehold interests and oil
and gas interests intended to be developed and operated for oil and gas purposes under this agreement.
Such lands, oil and gas leasehold irterests and oil and gas interests are described in Exhibit “A”.

(6) The term “drilling unit” shall mean the area fixed for the drilling of one well by order or rule of any
state or federal body having authority. If a drilling unit is not fixed by any such rule or order, a drilling
unit shall be the drilling unit as established by the pattern of drilling in the Unit Area or as fixed by ex-
press agreement of the parties.

(7) All exhibits attached to this agreement are made a part of the contract as {ully as though copied in full

in tha Acantrnant

{8) The words “equipment” and ‘“materials” as used here are synonymous and shall mean and irclude all
oil field supplies and personal property acquired for use in the Unit Area.

e et .

2. TlT[:E EXAMINATION, LOSS OF LEASES AND OIlL :';;“;D_G;\S INTERESTS

A. Title Examination:

Each party hereto shall furnish Operater with certified or photostatic conies
of al} teases, title papers and opinions and with a1l abstracts in its possession
covering a proposed drillsite and drilling unit.

No well shall be drilled in the Unit Area until the title to the drilling
tract has been examined and approved by Operator's attorney, or until the title
nas been accepted by all the parties who are to pariicipate in ihe driiiing of
the well. Each {itle opinion shall contain a list of fee owners and their interests
sha]]_state the attorney's opinjon concerning validity of their interests, and sha]]’
contain an enumeration and description of title defects, if any, a report upon mortgages
taxe§, pend1ng.su1ts and judgments, and unreleased oil and gas leases, and a list of ’
requirements, if any, upon which the examiner's approval of title to the lease or oil
and gas Interest is contingent. The title opinions shall also contain a specific
description of the 0il and gas lease being subjected to this contract, with a statement
of 1ts forn, term amount of royalty status of delay rental payments, and unusual drilling
obligations and of excess rovalty, oil payments and other special burdens.

Costs of title examination shall be borne proportionately by ‘3 : .
o 1 b - ¥ all working interest
owners who are to participate in the drilling of the well. However, no charge shall

be made to the Joint Account for tit] i ion servi 1 - !
Staff attornoys, e examination services performed by Operator's

“Joint Loss"
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of cach supplemental opinton, and of all final opinions, shall be sent promptly to cach party. The opifiton of
the examining attorney concerning the validity of the title to cach oil and gas interest and cachAease. and the
amount of interest covered thereby shall be binding and conclusive on the parties, but ¢ accepiability of
leases as to primary term, toyalty provisions, drilling obligations, and special b ens, shall be a matter for

approval and acceptance by an authorized representative of cach party.

Al title examinations shall be made, and title reports subm#fed, within a periedof______ days after the
submission of‘abslracts and title papers. Each party shallyin good faith, try to satisfy the requirements of the
examining attorneys concerning its leases and interesis, and cach shall have a pericd of______ days from
receipt of litle report for this purpose. If 1tle to any lease, or oil and gas interest, is finally rejected by
the examining attorn.y, all parties s then be asked to state in writing whether they will waive the title
defects and accept the leases opA4fiterests, or whether they will stand on the attorney’s opinion. If one or more
parties refuse to waive {iffé defects, this agreement shall, in that case, be terminated and abandoned, and all

abstracts and title

pers shall be returned to their senders. If all titles are approved by the examining at-
torneys, or accepted by all partieé. and if all leases are accepted as to primary terms, royalty provisions,
drillipg”obligations and special burdens, all subsequent provisions of this agreement shall become operative

y-and-the-parties-shal-preeeced-to-their-pepformanee-as-they-are-hereinaftersiated:

B. Failure of Title:

Afler-all titles are approved or accepted, any defects of title thal may develop shall be the joint re-
sponsibility of all parties and, if a title loss ocecurs, it shall be the loss of all parties, with each bearing its pro-
portionate part of the loss and of any liabilities incurred in the loss. If such a loss occurs, there shall be no

change in, or adjustment of, the interests of the parties in the remaining portion of the Unit Area.

C. Loss of Leases For Other Than Title Failure:

If any lease or interest subject to this agreement be lost through failure to develop or because express
or implied covenants have not been performed, or if any lease be permitted to expire at the ¢nd of its primary
term and not be renewed or extended, the loss shall not be considered a failure of title and all such losses shall
be joint losses and shall be borne by all parties in proportion to their interests and there shall be no readjust-

ment of interests in the remaining portion of the Unit Area.

3. UNLEASED OIL AND GAS INTERESTS

the purpose of this agreement as if it were a leased interest under the form of oj as lease attached as

Exhibit “B" and for the primary term therein stated. As to ¢rests, the owner shall rec~ive royally on
production as prescribed in the form - gas lease attached hereto as Exhibit “B”. Such party shali,

however, He subj all of the provisions of this agreement relating to lessees, to the extent that it owns

e Tossee imterest:

4, INTERESTS O PARTIES

For the purpose of this agreement as between the parties hereto, the royalty
interest is and shall be treated as 1/3th of 8/8ths, and the working interest
of the parties hereto shall be treated as 7/8ths of 8/8ths, and all oil and gas,
including casinghead gas, and condensates attributable to the working interest
covered by this agreement shall be owned in the proportions shown in Exhibit "A".

. R e cmeesiig mesees smsu AAe UoTrascte G2 MISL ORIV AIT ARG DQINC HHANIUTL .
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“Joint Loss”
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[t is understood and agreed that all charges to the joint account, except as here-
inafter specifically provided, shall be made and paid by the parties hereto in accor-
dance with the interests of participation in the working interest as set forth in
Exhibit "A",

It is understoed by and between the parties hereto that if any of them is obligated
to pay any lessor royalties at a rate in excess of the usual 1/8th of 8/8ths royalty
or to pay to anyone any overriding royalty, payments out of production, net profit
obligations, carried interests, or any other ocutstanding cbligaticns now coxisting
or hereafter coming into existence acainst any of the oarties hereto, or their
respective interests, .or with respect to the respective interests in the production
from the above described land, all such royalties, obligations and payments by which
any of the parties hereto is bound or may hercafter become bound shall remain the
obligation of the respective party or parties, as the case may be, and shall be paid
qnd satisiied in each instance, unless otherwise paid and satisfied, out of the
1gterest of the obligated party in the 7/8ths of 8/8ths working interest set forth
above.

Title to the leases and mineral interests contributed by each of the parties
to this agreement is to remain in each of the respective parties except as herein

specifically provided. L RS,

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

unless granite or other practically impenetrable s ance is encountered at a lesser depthor unless all parties
agree to complete the well at a lesser depth

Operator shall make reasonable 4€sts of all formations encountered during drilling which give indica-
tion of containing oil and gas ip~Quantities sufficient to test, unless this agreement shall be limited in its ap-
plication to a specific forprdtion or formations, in which event Operator shall be required to test only the
formation or formgtdns to which this agreement may apply.

If in erator's judgment the well will not produce oil or gas in paying quantities, and it wishes to

plug apd”abandon the test as a dry hole, it shall first secure the consent of all parties to the plugging, and the

8. COSTS AND EXPENSES
Except as herein otherwise specifically provided, Operator shall promptly pay and discharge all costs

3t AasralAaries +
in tho dovelopment and ¢

and expenscs incurred tion of the IInit Ares == unant to this agreement and shail
charge each of the parties hereto with their respective proportionate snares upon the cost and expense basis
provided in the Accounting Procedure attached hereto and marked Exhibit “C”. If any provision of Ex-
hibit “C" should be inconsistent with any provision contained in the body of this agreement, the provisions in

the body of this agreement shall prevail.

Operatar, at its election, chall have the right from time to time to demand and receive from the other
parties payment in advance of their respective shares of the estimated amount of the rosts to be incurred in
operations hereunder during the next succeeding month, which vight may be exercised only by submission to
each such party of an itemized statement of such estimated costs, together with an invoice for its share there-
of. Each such statement and irivoice for the payment in advance of estimated costs shail be submitted on or
before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of
such estimate within fifteen (15) days after such estimate and invoice is received. If any party fails to pay its
share_of_ sai;’]I e‘?timate within said time, the amount duc shall Lear interest at the rate gfs-si.gcpge%]ct.flztegsflg per
axE]?manl]mlil paid. Proper adjustment shall be made monthly between advances and actual cost, to the end
thit each party shall bear and pay its propartiorate share of actual costs incurred, and no more.
— 3
Revised 1967
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9. OPERATOR’S LIEN

Operator is piven a first and preferred lien on the interest of vach party covered by this contract, and
in cuch party’s interest in oil and gas produced and the procceds thereof, and upon cach party’s interest in ma-
terial and equipment, to secure the payment of all sums due from cach such party to Operator.

In the event any party fails to pay any amount owing by it to Opecrator as its share of such costs and
expense or such advance estimate within the time limited for payment thereof, Operator, without prejudice to
other existing remedies, is authorized, at its election, to collect from the purchaser or purchasers of oil or gas,
the proceeds accruing to the working interest or interests in the Unit Area of the delinquent party up to the
amount owing by such party, and each purchaser of oil or gas is authorized to rely upon Operator’s statement
as to the amount owing by such party.

In the cvent of the neglect or failure of any non-operating party to promptly pay its proportionate part
of the cost and expense of development and operation when due, the other non-operating parties and Operator,
within thirty (30) days after the rendition of statements therefor by Operator, shall proportionately contribute
to the pavment of such delinquent indebtedness and the non-operating parties so contributing shall be entitled
to the same lien rights as are granted to Operator in this section, Upon the payment by such delinquent or
defaulting party to Operator of any amount or amounts on such delinquent indebtedness, or upon any recovery
on behalf of the non-operating parties under the lien conferred above, the amount or amounts so paid or re-
covered shall be distributed and paid by Operator to the other non-operating parties and Operator propor-

tionately in accordance with the contributions theretofore made by them.
10. TERM OF AGREEMENT

This agreement shall remain in full force and effect for as long as
any of the oil and gas leases subjected to this agreement are jointly
owned, insofar as they cover land within the '"'nit Area, by the parties
hereto, their heirs, successors and assigns. It is agreed, however,
that the termination of this agreernt shall not relieve any party hereto
from any liability which has accrued or attached prior to the date of
such termination.
; have agived to drill an additional well or wells urMis agreement, in which event this agreement shall con-

tinue in force until such well or wells sh Jave been drilled and completed. If production results there-

from this agreesment shall continu force thereafter as if said first test well had been productive in paying

quantities, but if producii in paying quantities does not result therefrom this agreement shall terminate

(90) days after abandonment of such well or wells. It is agreed, however, that the term-

11. LIMITATION ON EXPENDITURES

Without the consent of all parties: (&) No well shall be drilled on (he Unit Area except any well ex-
pressly provided for in this agreement and except any well drilled pursuant to the provisions of Section 12
of this agreement, it being understood that the consent to the drilling of a well shall include consent to all
necessary expenditures in the drilling, testing, completing, and equipping of the well, including necessary
tankage:; (b} No well shall be rewerked, plugged back or deepened except a well reworked, plugged back orv
deepened pursuant to the provisions of Section 12 of this agreement, it being understood that the consent to
the reworking, plugging back or deecpening of a well shall include consent to all necessary expenditures in
conducting such operations and completing and equipping of said well to produce, including necessary tank-
age: (c¢) Operator shall not undertake any single project veasonably estimated to require an expendituve in
exeess of _FIFTEEN _THOUSAND _AND._MO/100msomecmmccc e mm s e e e e - Dollars ($15,000.00 )
except in connection with a well the drilling, reworking, decpening, or plugging back of whichk has been pre-
viously authorized by or pursuant to this agreement; provided. however, that in case of exploston, fire, flood,
or other sudden emergency, whether of the same or different nature, Operator may take such steps and incur
such expenses as in its opinion are required to deal with the emergency and to suafeguard life and property,
but Operator shall, as promptly as possible, report the emergency to the other partics. Operator shall, upon
request, furnish copies of its “Authority for Expenditures” for any single project costing in ex-

cess o $ .lﬂ,OQQJ)ﬂ_.

—_— —
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12, OPERATIONS BY LESS THAN ALL PARTIES

If all the parties cannot mutually agree upon the drilling of any well on the Unit Area other thun the
test weli provided for in Scction 7, or upon the reworking, decpening or plugging back of a dry hole dnlled
at the joint expense of all parties or a well jointly owned by all the parties and not then producing in paying
quantitics on the Unit Arvea, any party or parties wishing to drill, rework, deepen or plug back such a well
may give the other parties written notice of the praposed operation, specifying the work to be performed,
the location, proposed depth, objective formation and the estimated cost of the operation. The parties receiv-
ing such a notice shall have thirty (30) days (except as to reworking, plugging back or drilling deeper, where
a drilling rig is on location. the period shall be limited to forty-ecight (48) hours exclusive of Saturday or Sun-
day )/Slr;clar}‘&ellsg?) t\g]llloqﬁ‘)é within which to notify the parties wishing to do the work whether they elect
to participate in the cost of the proposed operation. Failure of a party receiving such a notice to so reply to
it within the period above fixed shall constitute an clection by that party not to participate in the cost of the

proposed operation,

If any party receiving such a notice elects not to participate in the proposed operation (such party or
parties being hercafter referred to as “Non-Consenting Party™), then in order to be entitled to the benefits
of this section, the party or parties giving the notice and such other parties as shall elect to participate in the
operation {all such parties being hereafter referred to as the “Consenting Parties”) shall, within thirtly (30)
days after the expiration of the notice period of thirty (30) days (or as promptly as possible after the expir-
ation of the 48-hour pericd where the drilling rig is on location, as the case may be) actually commence work

on the proposed operation and complete it with due diligence.

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the
proportions that their respective interests as shown in Exhibit “A"” bear to the total interests of all Consenting
Parties. Consenting Parties shall keep the leasehold estates involved in such operations free and clear of all
liens and encumbrances of every kind created by or arising from the operations of the Consenting Parties. If
such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well at their sole
cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this
section 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 expensze and for the account of the Consenting Parties. Upon commencement of
operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Parties
in accordance with the provisions of this section, each Non-Consenting Party shall be deemed to have relin-
quished to Consenting Parties, and the Consenting Parties shall own and be entitled to receive, in proportion
to their respective interests, all of such Non-Consenting Party’s interest in the well, its leasehold operating
rights, and share of production therefrom until the proceeds or market v_alléq thoreoft aflerf%educﬁng pro-
duction taxes, royalty, overriding royalty and other interests pa_\'able/gli(t1(s)f ]o?gmgz?surefi2 bey the production

from such well accruing with respect to such interest until it reverts) shail 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 (includirg, but not limited to, stock tanks, separators, treaters,
pumping equipment and piping), plus 100% of cach such Non-Consenting Party’s share of the cost of
operation of the well commencing with first production and continuing until each such Non-Consenting
Party’s relinquished intcrest shall revert to it under other provisions of this section, it being agreed that
each Non-Consenting Party’s share of such costs and equipment will be that interest which would have
been chargeable to cach Non-Consenting Party had it puarricipated in the well from the beginning of
the operation; and
300%

(B) 208 of that portivn of the costs and expenses of diilling, reworking, deepening or plugging bac}s,
testing and completing, after deducting any cash contributions received under Section 25, and 2 :;:’;

of that portion of the cost of newly acquired equipment in the well {to and including the wellhead

connections), which would have been chargeable to such Non-Consenting Party if it had participated

therein.

ective date hereot
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In the case of any reworking, plugging back ot decper drilling operation, the Consenting Parties shall
be permitted to use, free of cost. all casing, tubing and other equipment in the well, but the ownership of all
such equipment shall remain unchanged: and upon abandenment of a well after such rveworking, plusiing
back or deeper drilling. the Consenting Parties shall account for all such equipment to the owners thercof,

with each party receiving its proportionate part in kind or in value.

Within sixty (60} days after the completion of any operation under this section, the party conducting
the operations for the Consenting Parties shall furnish each Non-Consenting Party with an inventory of
the equipment in and connected to the well, and on itemized siatement of the cost of drilling, deepening,
plugging back, testing, completing, and equipping the well for production: or, at its option, the operating
party, in lieu of an itemized statement of such costs of operation. may submit a detailed statement of monthly
billings. Each month therecafter, during the time the Consenting Parties are being reimbursed as provided
above, the Consenting Parties shali furnish the Non-Consenting Parties with an itemized statement of all
vosts and liabilities incurred in the operation of the well. together with & statement of the quantity of oil
and gas produced from it and the amount of proceceds realized from thc_ sale of the well’s working interest
production during the preceding month. Any amount realized from the sale or other disposition of equip-
ment newly acquired_in con‘ne_clion with any such operation which would have been owned by a Non-Con-
senting Party hadﬁgpart?caigattlgstherein 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; if there is a credit balance it shall be paid to such Non-Consenting Party.

If and when the Consenting Parties recover from a Non-Consenting Party’s relinquished interest the
amounts provided for above, the relinquished interests of such Non-Consenting Party shall automatically
revert to it and from and after such reversion such Non-Consenting Party shall own the same interest in such

well, the operating rights and working interest therein, the material and equipment in or]plertainin_g thereto,
d

arties
and the production therefrom as such Non-Consenting Party would have owned had/# pargcipated in the

drilling, reworking, deepening or plugging back of said well. Thereafter, such Non-Consenting Party shall be
charged with and shall pay its proportionate part of the further costs of the operation of said well in accord-

ance with the terms of this agreement and the accounting procedure schedule, Exhibit “C”, attached hereto.

Notwithstanding the provisions of this Section 12, it is agreed that without the mutual consent of all
parties, no wells shall be completed in or produced from a source of supply from which a well located else-
where on the Unit Area is producing. unless sucni well conforms to the then-existing well spacing patiern

for such source of supply.

The provisions of this section shall have no application whalsoever to the drilling of the iritial test
t
0 the rewoRing, deepening, or plugging vack of the initial test weil

1wrall An fhn TT.W34 A
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after it has been drilled to the depth specified in Section 7, if it is, or thereafter shall prove to be. a dry
hole or non-commercial well, and to all other wells drilled, reworked, deepened, or plugged back, or pro-
posed to be drilled, reworked, deepened, or plugged back, upon the Unit Area subsequent to the drilling of

the initial test well.

i3, RIGHT TO TAKRE PRODUCTION IM. AIND

Subject to existing contracts and the fas Storage and Balancing Aarecment

attached as'Exh1b1t "E", each party shall have the right to take in kind or separately
dlsposg of its proportionate share of all oil and aas produced from the Unit Afea 7
exg]qs1v§ of production whjch may be used in deve]épment and producing operations’
?n in preparing and treating oil for marketing purposes and production unavoidably
ost:. Each party shall pay or deliver, or cause to be paid or delivered, all royalties
ovo;iyglng rovalties or other payments which may become due on its 1ease,or leases ’
gﬁgr;;ogtedAE; gggrgnétpggg?i and_sha11 201d tie other parties free from any liability

‘ . 2% ; ' ture incurred in the taking in kind or separate disposition
Séri?? party of its proportionate share of the production skall be borne by sucg
it ?ugject to'egzsﬁ1ﬂg contracts and the Gas Storage and talancing Agreement

ached as Exhibit "E", each party shall execute such division orders and contracts

as may be required for the sale of its interost in production from the Unit Afea,

and shail be entitled to receive payment dire . . .
for its share of all production. payment direct from the purchaser or purchasers thereof
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liv the event any party shall fail to make the arrangements necessary to tuke in kind or separately
dispose of its proportionate share of the ofl amed=saes produced from the Unit Area, Ovcerator shall have the
right, subject to revocution at will by the party owning it, but not the obligation, to purchase such oil and
gas ov sefl it to others for the time being, at not less than the market price prevailing in the area, which
shall in no event be less than the price which Operator receives for its portion of the oil and gas produced
from the Unit Avea. Any such purchase or sale by Operator shall be subject always to the right of the
owner of the production to exercise at any time its right to take in kind, or separately dispose of, its share of
all oil and gas not previously delivered to a purchaser. Notwithstandinme—the—forepoinyg—Operator—shatt -not-
make-a—srie—tirto—interstate—ecommevee—oi—any—other—party's—share—ei —gas—produetion—witheut—first - giving—sueh
‘ . » otherpartysixty—60)—davc—hoticeotteh—ntended-seler 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 circumstances, but in

no event for a period in excess of one (1) .¥83% ro UNIT AREA

Each party shall have access to the Unit Area at all reasonable times, at its sole risk, to inspect or
observe operations, and shall have access at reasonable times to information pertaining to the development
or operation thereof, including Qperator’s books and recovds relating thereto. QOperator shall, upon request,

furnish each of the other parties with copies of all drilling reports. well logs, tank tables, daily gauge and

' run tickets and reports of stock on hand at the first of each month. and shall make available samples of any
‘ ; cores or cuttings taken from any well drilled on the Unit Area.
L

15. DRILLING CONTRACTS

All wells drilled on the Unit Area shall be drilled on a competitive contract basis at the usual rates
prevailing in the area. Operator, if it so desires, may employ its own tools and equipment in the drilling
of wells, but its charges therefor shall not exceed the prevailing rates in the field, and the rate of such
: charges shall be agreed upon by the parties in writing before drilling operations are commenced, and such
work shall be performed by Operator under the same terms and conditions as shall be customary and usual

in the field in coniracts of independent contractors who are doing work of a similar nature.

16. ABANDONMENT OF WELLS

> ‘ No well, other than any well which has been drilled or reworked pursuant to Section 12 hercof for

which the Consenting Parties have not been fully reimbursed as therein provided. which has been com-

within thirty (30) days after receipt of notice to plug an

pleted as a producer ghall be plugged and 'lbzmdoged without the consgent of all '1arrt]1 S: pgci‘\cl e(‘i‘le (iwever, I

" if/all parties do not agree to thc abandonment of any well, those wishing to continue 1ts operation shail tender
to each of thg/othex §11?1qults proportionate share of the value of the well's salvable material and equip-
ment, determined in accordance with the provisions of Exhibit “C”, less the estimated cost of salvaging and
the estimated cost of plugging and abandoning. Each abandoning party shall then assign to the non-
abandoning parties, without warranty, express or implied, as to title or as to quantity, quality, ov fitness for use

“CU U

I of the equipment and material, all of its interest in the well and its equipment, together with its interest in
the leasehold estate as to, but only as to, the interval or intervals of the formation or formations then open
to production. The assignments so limited shall encompass the “drilling unit” upon which the well is located.
The payments by, and the assignments to, the assignees shall be in a ratio based upon the relationship of
their respective percentages of participation in the Unit Area to the aggregate of the percentages of partici-
pation in the Unit Arca of all assignees. There shall be no readjustiment of interest in the remaining portion

of the Unit Area.

After the assignment, the assignors shall have no further responsibility, labiiity, or interest in the
opcration of or production from the well in the interval or intervals then open. Upon request of the assignecs,
Opcrator shall continue to operate the assigned well for the account of the non-abandoning parties at the
rates and charges contemplated by this agreement, plus any additional cost and charges which may arise as

the »suit of the separate ownership of the assigned well.

—_—
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17 DELAY RENTALS AND SHUT-IN WELL PAYMENTS

Fach pavty shall pay all delay rentals and shut-in well payments which may be rveguired under the i
terms of its lease or feases and submit evidence of cach payment to the other parcties at least ten (10) dayvs
prinr to the payment date. The paying party shall be reimbursed by Operator for 1007 of any such delay
rental pavment and 100% of any such shut-in well payment. The amount of such reimbursement shall be
charged by Operator to the joint account of the parties and treated in all respeets the same as costs incurred
in the development and operation of the Unit Avea. Each party responsible for such payments shall diligently
attempt to make proper payment, but shalt not be held tiable to the other parties in damages for the loss of
any lease or interest thevein if, through mistake oi oversight, any rental or shut-in well payvment is not paid
ot is erroncously paid. The loss of any lease or inlerest therein which results from a failure to pay or an er-
roncous payvment of rental or shut-in well payment shall be a joint loss and there shall be no readjustment of
interests in the remaining portion of the Unit Area. If any party secures a new lease covering the terminated
interest, such acquisiton shall be subject to the provisions of Section 23 of this agreement.

Operator shall promptly notify each other party hereto of the date on which any gas well located on

the Unit Areca is shut in and the reason therefor.

18. PREFERENTIAL RIGHT TO PURCHASE

Si !] . i ‘. " ” | . = . i I . . . . - SN
terests in the Unit Area, it shall prompily give written notice to thg other parties, with full infor Ton con-

cerning its proposed sale, which shall include the name and address of the prospective aser (who must

be ready, willing and able to purchase), the purchase price, and all other term the offer. The other parties

shall then have an optional prior right, for a period of ten {10) dg After receipt of the notice, to purchase
on the same terms and conditions the interest which the ¢ party proposes to sell; and, if this optional right
is exercised, the purchasing parties shall share purchased interest in the proportions that the interest of
each bears to the total interest of all thasing parties. However, there shall be no preferential right to pur-
chase in those cases where DPariy wishes to mortgage its interests, or to dispose of its interests by merger,
reorganization, copsetidation, or sale of all of its assets, or a sale or transfer of its interests *o a subsidiary or

parent bany. or subsidiary of a parent company, or to any company in which any one party owns a ma-

19. SELECTION OF NFW OPERATOR

Chinild o enln thar nortioe chall hasia tha »iah
SAalWG 4 EGK8 L OU PArills SnROLL aave e mgon
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within sixty (60) days after the date of such sale. by majority vote in interest, to select a new Operator. If
a new Operator is not so selected, the transferce of the presemt Operator shall assume the duties of and act as
Operator. In either case, the retiring Operator shall continue to serve as Opervator, and discharge its duties

i that panaeite ander thic sarpomont nintil ate v
............ paciiy uncer hs pgreemens, untid 1ls su

present Operator shall not be obligated to continue the performance of its duties for more than 120 days aiter

the sale of its rights and interests has been completed.

e
/Prefer the individual Toss wording since Marathon may end up as party to the

JOA a]so.ﬂ%
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“Juint Loss”
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20 MAINTENANCE QU UNIT OWNERSHIP

For the purpose of maintaining uniformity of ownership in the oil and pas leaschold interests covered by
this contract, and notwithstanding any other provisions to the contrary, no party shall sell, encumber, transfer
or make other disposition of its interest in the leases embraced within the Unit Area and in wells, equipment

and production unless such disposition covers either:
(1) the entire interest of the party in all leases and equipment and production; or

(2) an equal undivided interest in all leases and ecquipment and production in the Unit Area.

Every such sale, encumbrance, transfer or other disposition made by any party shall be made expressly

subject to this agreement, and shall be made without prejudice to the rights of the other parties.

If at any time the interest of any party is divided among and owned by four or more co-owners, Opera-
tor may, at its discretion, require such co-owners to appoint a single trustee or agent with full authority to re-
ceive notices, approve expenditures, receive billings for and approve and pay such party’s share of the jcint
expenses, and to deal generally with, and with power to bind, the co-owners of such party’s intervaests within
the scope of the operations embraced in this contract; however, all such co-owners shall enter into and execute
all contracts or agreements for the disposition of their respective shares of the oil and gas produced from: the

Unit Area and they shall have the right to receive, separately, payment of the sale proceeds thereof.

21. RESIGNATION OF OPERATOR

less than ninety (90) days given to all other parties. In this case, Al parties to this contract shall select by
majority vote in interest, not in numbers, a new Operator who shall assume the responsibilities and duties, and
have the rights, prescribed for Qperator by this agreement. The retiring Operator shall deliver to its successor

all records and information necessary to the discharge by the new Operator of its duties and obligations.
22. LIABILITY OF PARTIES

The liability of the parties shall be several, not joint or collective. Each party shall be 1esponsible
only for its obligations. and shall be liable only for its proportionate share of the costs of developing and
operating the Unit Area. Accordingly, the lien granted by cach party to Operator in Section 9 is given to se-
cure 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 them liable as partners,

23. RENEWAL OR EXTLENSION OF LEASES
If any party secures a renewal of any cil and gas lease subject to this contract. each and ail of the other
parties snail be noiificd promptly, and shall have the right to participate in the nwnership of the renewal lease
by paying fo the party who acquired it their several proper proportionate shares of the acquisition cost, which

shall be in proportion to the intevests held at that time by the parties in the Unit 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 patticipate therein, in a ratio based upon the relationship of their respec-
tive perceniage of participation in the unit avca to the aggresuatle of the percentages of participation in the unit
area of all parties pactizipating in the purchase of such rencwal lease. Any renewal lease in which less than
all the parties clect to participate shall not be subject to this agreement.

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

The provisions of this section shall apply to rencewal leases whether they arve for the entive intevest
covered by the expiring lease or cover only a portion of its arca or an interest therein.  Any rvenewa!  leasc
taken befoure the expiration of its predecessor lease, or token or contracted for within six (6) months after
the oxpiration of the existing lease shall Le 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 rencwal lease and
shall not be subject to the provi-ions of this section.

The provisions in this section shall apply also and in ke manner to extensions of oil and gas leases.
_ The provisions in this section shall not apply to portions of leases
situated outside the Unit Area. — 89—
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24 SURRENDER OF LIASES

The leases covered by this agreement, in so far as they embrace acreage in the Unit Area, shall not be

surrendered in whote or in part unless all parties consent.

However, should any party desire to surrender its interest in any lease or in any portion thercof, and
other parties not agree or consent, the party desiring to surrender shall assign, without express or implied
warranty of title, all of its interest in such lease, or portion thereof, and any well, material and cquipment
which may be located thereon and any rights in production thereafter secured, to the parties not desiring to
surrender it. Upon such assignment, the assigning party shall be relieved from all obligations thereafter ac-
cruing, bul not theretofore accrued, with respect to the acreage assigned and the operation of any well there-
on, and the assigning party shall have no further interest in the lease assigned and its equipment and production.
The parties assignee shall pay to the party assignor the reasonable salvage value of the latter's interest in any
wells and equipment on the assigned acreage, determined in accordance with the provisions of Exhibit “C”,
less the estimated cost of salvaging and the estimated cost of plugging and abandoning. If (he assignment is in
favor of more than one party, the assigned interest shall be shared by the parties assignee in the proportions

that the interest of each bears to the interest of all parties assignee.

Any assignment or surrender made under this provision shall not reduce or change the assignors’ or sur-
rendering parties’ interest, as it was immediately before the assignment, in the balance of the Unit Area: and
the acreage assigned or surrendered, and subsequent operations thereon, shall not thereafter be subject to the

terms and provisions of this agreement.

25. ACREAGE OR CASH CONTRIBUTIONS

If any party receives while this agreement is in force a contribution of cash toward the drilling of a
well or any other operation on the Unit Area, such contribution shall be paid to the party who conducted the
drilling or other operation and shall be applied by it against the cost of such drilling or other operation. If
the contribution be in the form of acreage, the party to whem the contribuiion is made shall promptly execute
an assignment of the acreage, without warranty of title, to all parties to this agreement in proportion to their
interests in the Unit Area at that time, and such acreage shall become a part of the Unit Area and be governed
by all the provisions of this contract. Each party shall promptly notify all other parties of all acreage or

money contributions it may obtain in support of any well or any other operation on the Unit Area.

26. PROVISION CONCERNING TAXATION

the authority of Section 761(a) of the Internal Revenue Code of
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Each of the pa
1954, to be excluded from the application of all of the provisions of Subchapter K of Chapter 1 of Subtitle A of
the Internal Revenue Code of 1954. If the income tax laws of the state or states in which the propertv covered
hereby is located contain, or rnay hereafter contain, provisions similar to those contained in the Subchapter of
the Interhal Revenue Code of 1954 above referred to under which a similar election is permitted, each of the
parties agrees that such election shall be exercised. Each party authorizes and directs the Operator to execute
such an election or elections on its behalf and to file the election with the prover governmental office or

agency. If requested by the Operator so to do, each party agrees to execute and join in such an election,

Operator—thatrender—forad—vatorem—taxation—ali—property—subjeetto—this—agreement—which —by—taw—
.«/'/.“_4_’_ «
should be rendered for such taxes, and it shall pay all such taxes assessed—thereon before they become delin-
quent. Operator shall/_pﬂl,;xll@ﬁtcr’pﬁmw proportionate shave of all tax payments in the manner
e

e . Pt

&

If any tax assessment is considered unreasonable by Operator, it may at its diseretion protest such valua-
tion within the time and manner prescribed by law, and prosecute the protest to a final determination, unless
all purties agree 10 abandon the protest prior to final determination. When anv such protested valuation shall
have been finally determined, Operator shall pay the assessment for the joint account, together with 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”»,
See Article 31:f£ for additional provisions.
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27, INSURANCE

At all times while operations are conducted hercunder, Operator shall comply with the Workmen's
Compensation Law of the State where the operations are being conducted.  Operator shall also carry or pro-
vide insurance for the benefit of the joint account of the parties as may be outlined in Exhibit "D attached
to and made a parl hereof. Operator shall require all contractars engaged in work on or for the Unit Area
to comply with the Workmen's Compensation Law of the State where the operations are being conducted and
to maintain such other insurance as QOperator may require. )

In the event Automobile Pubtic Liability Insurance is specified in said Exhibit D", or subsequently re-
ccives the approval of the parties. no direct charge shall be made by Operator for premiums paid for such in-

surance for operator’s fully owned automotive equipment.
28. CLAIMS AND LAWSUITS

If any party to this contract is sued on an alleged cause of action arising out of operations on the Unit
Area. or on an alleged cause of action involving title to any lease or oil and gas interest subjected to this con-
tract, it shall give prompt written notice of the suit to the Operator and_ all other parties.

The defense of lawsuits shall be under the general direction of a committee of lawyers representing the
parties, with Operator’s attorney as Chairman, Suits may be settled during litigation only with the joint con-
sent of all parties. No charge shall be made for services performed by the staff attorneys for any of the
parties, but otherwise all expense§ incurred in the defense of suits, together with the amount paid to discharge

any final judgment, shall be considered costs of operation and shall be charged to and paid by all parties in

rs for the nartiag chall

....... Area, Atforneye, cther than staff attorney narting ch

be emploved in lawsuits involving Unit Area operations only \vith.ihe consent of all parties; if outside counsel
is emploved, their fees and expenses shall be considered Unit Area expense and shall be paid by Operator and
charged to all of the parties in broportion to their then interests in the Unit Area. The provisions of this
paragraph shall not be applied in any instance where the loss which may result from the suit is treated as ¢n
individual loss rather than a joint loss under prior provisions of this agreement, and all such suits shall be
handled by and be the sole responsibility of the party or pariies concerned.

Damage claims caused by and arising out of operations on the Unit Area, conducted for the joint ac-
count of all parties. shall be handled by Operator and its attorneys, the settlement of claims of this kind shall
Le within the disceretion of Operator so long as the amount paid n settlement o1 any one ctaim does not exceed
one thousand (SVIODO.OD) dollars and, if settled, the sums paid in settlement shall be charged as expense to

and be paid by all parties in proportion to their then interests in the Unit Area.

29. FORCE MAJEURE

If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under
this agreement, other than the obligation to make money pavments, that party shall give to all other parties
prompt written notice of the force majeure with reasonably full particulars concerning it; thercupon, the
obligations of the party giving the notice, so far as they ave affected by the force majeure, shall be suspended
during, but no longer than, the continuance of the force majeure. The affected pariy shall use all possible
diligence to remove the force majeure as quickly as possible.

The requirement that any force majcure shall be remedied with all reasonable dispatch shall not require
the settlement of strikes. lockouts. or other labor difficulty by the party involved. contrary to its wishes: how
all such difficulties shall be handled shall be entirely within the discretion of the party concerned.

The term “‘force majeure” as here employed shall mean an act of God. strike. lockout, or other industrial
disturbance, act of the public enemy. war, blockade. public riot. lightning, fire, storm, flood, explosion, gov-
ernmental restraint, unavailability of equipment, and any other cause, whether of the kind specifically enum-

crated above or otherwise, whichn is not reasonably within the control of the party cluiming suspension,
30. NOTICES

Al noticis authorized or required between the partics. and vequired by any of the provisions of this
agreement, shall, unless othevrwise specifically provided, be given in writing by United States mail or Western

Union Telegram. postage or charges prepaid, and addressed to the party to whom the nolice is given at the
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addresses listed on Exhibit A The originating notice to be given under any provision hercot shall be deemed
given only when received by the party to whom such mtice is divected and the time for such party to give any
notice in responsce thereto shull run from the date the originating notice is received,  The seceond or any rve-
sponsive notice rhall be deemed given when deposited in the United States mail or with the Western Union
Telegraph Company, with postage or charges prepaid. Each party shall have the right to change its address

at any time, and from time to time, by giving written notice thercof to all other parties.
3. OTHER CONDITIONS, IF ANY, ARE:

A. This agreement is made subject to all the provisions of that certain Farmout
Letter Agreement dated June 11, 1979, from Mobii 0i1 Corporation to Texas 0il & Gas
Corp., and if there be any conflict between the provisions of this agreement and said
Farmout Letter Agreement, the provisicns of the latter shall prevail.

B. If, after the date of said Farmout Letter Agreement, any party hereto
should create against its interest any cverriding rcyalty, production payment or other
burden, and if any other party or parties thereafter should conduct non-consent
operations and, as a result, become entitled to receive the working interest of the
non-participating party or parties, the party or parties entitled to receive the working
interest of the non-participating party or parties shall be entitled to receive the
WO g Tterest—o e on—pa > : o 82— Be—en oav O—€
~eeive- such production free and clear of all such overriding royalty, production payment
or other burdens, other than the lessor's lease royalty, and the non-participating
parties creating such burdens shall discharge such burdens out of its own funds and
shall save the participating party or parties harmless with respect to receipt of such
working interest production.

S
[

C. Operator shall give non-operator notice thereof each time any producing gas
well is shut in, which notice shall include the date on which such well was shut in and
the reason therefor. Each time a gas well which has been shut in its put back on
production, Operator shall give non-operator notice thereof. Operator shall, in good
faith, endeavor to promptly give non-operator the notices herein provided for but
Operator shall not be liable to non-operator for inadvertently failing to give such
notices.

D. In the performance of the contract, Operator shall not engage in any conduct
or practice which violates any applicable law, order or regulation prohibiting dis-
crimination against any person by reason of his race, religion, color, sex, national
origin or age; and Operator further agrees to comply fully with the non-discrimination
provisions of Section 202 of Executive Order No. 11246 (30 F.R. 12319) as amended by
Executive Order #11375, which are hereby included in this Contract as Contract Supple-
ments “A" and "B" and made part hereof. Operator shall also ahide by the requirements
of Executive Order #11598, Occupational Safety and Health Act, and by Executive Order
#11640, Veterans Hire Regulations, which orders are inserted herein by reference.

E. "Operator shall render for assessment and pay all taxes which may be legally
assessed against the Teasehole estate or on personal property lecated thereon insofar
as they cover and affect the o0il and gas rights in the lands covered hereby. Except
as hereinafter provided, Operator shall bill ail other parties for their proporticnate
share of all tax payments in the manner provided in Exhibit 'C'.

"1f the Operator is required hereunder to pay ad valorem taxes based in whnle

or in part upon separate valuations of each party’s working interest, then notwithstanding
anything to the contrary herein, charges to the joint account shall be made and paid by
the parties hereto in accordance with the tax value generated by each party's working
interest.

F. It is specifically understocd that consent to the drilling or deepening of a
well shall not be deemed as consent to the setting of casing and a completion attempt.
After any well drilled pursuant to this agreement has reached its authorized depth,
Operator shall give immediate notice to parties bearing costs of drilling to said
depth. The parties receiving such notice shall have forth-eight {48) hours*in which
to elect whether or not they desire to set casing and to participate in a compietion
attempt. Failure of a party receiving such notice to reply within the period above
fixed shall constitute an election by that party not to participate in the costs of a
completion attempt. If all of the parties elect to plug and abandon the well, Operator
shall plug and abandon same at the expense of such parties. If one or more, but less
than a]@ of said parcies elect to set pipe and attempt a completion, the provisions
of Section 12 shall apply to the operations thereafter conducted by less than all

ies. .
parti *exclusive of Saturdays, Sundays and Legal Holidays.
-12-
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overriding royalty, production payment or other burden against its working jnteTrest
(such interest as created being hereafter referred to as a "new inter , the

same shall be subject to the terms and provisions of this agreepe If any party
or parties should conduct non-consent operations pursuant any provision of this
agreenent and, as a result, become entitied to igg/yark1ng interest production from
which a “new interest" has been created, the ¥y or parties entitled to receive
such working interest production shall ive the same free and clear of such "new
interest" and the non-participati arty who created such "new interest" shall
save the participating par parties harnless with respect to the receipt of the

working intji:if/grgguetfﬁh.
g{/ﬂn jen provided for in this instrument may be enforced against the "new
intiig " in the same manner as the lien was enforceable against the original

H. If a well is completed on the Unit Area as a well capable of commercial
production, the Operator shall have title to all of the tracts included in the
drilling unit for such well examined on a complete abstract record or search of
the County Records by Operator's atterney. Each such title opinion shall contain
a list of fee and royalty owners and their interests, shall state the attorney's
opinion concerning validity of their interests, and shall contain an enumeration
and description of title defects, if any, upon which the examiner's approval of
title to the leases or o0il and gas interests is contingent. The title opinions
shall also contain a specific description of the oil and gas leases being subjec-
ted to this contract, with a statement of their form, term, amount of royalty,
status of delay rental payments, and unusual drilling obligations and of excess
royalty. oil payments and other special burdens. A copy of said title opinions
and applicable curative material shall be sent to all parties as soon as available.

I. If a purchaser of any oil, gas or other hydrocarbons produced from the
Unit Area declines to make disbursements of all royalties, overriding royalties
and other payments out of, or with respect to, production which are payable on
the Unit Area, Operator will, if any Non-Operator so desires, make such disburse-
ments on behalf of said Non-Operator at his direction, provided, Non-Operator shall
execute such documents as may be necessary in the opinion of Operator to enable
Operator to receive all payments for oil, gas or other hydrocarbons directly from
said purchaser. In that event, Operator will use its best efforts to make dis-
bursements correctly but will be liable for incorrect disbursement only in the
event of gross or willful negligence.

J. It is recognized by the parties hereto that in addition to each party's
share of working interest production as shown in Exhibit "A", such party shall
have the right, subject to existing contracts, to market the royalty gas attri-
butable to have lease which it contributes to the Unit Area and to receive paymenis
due for such royalty gas produced from or allocated to such lease or leases. It
1s agreed that, regardless of whether each party markets or contracts for its chare
of gas, including the royalty gas undey the leases which it contributed to the
Unit, such party agrees to pay or cause to be paid to the royalty owners under its
lease or leases the proceeds attributable to their respective royalty interest and
to hold all other parties hereto harmless for its failure to do so.

K. If permitted by the statutes of the State in which this property is located,
each party hereto owning an undivided interest in the Unit Area waives any and all
rights it may have to partition and have set aside to it in severalty its undivided
interest therein.

L. This agreement shall never be construed as in any way cress-assigning any
lease or leases or o0il and gas interests, or any interest therein, and no party
hereto shall ever be construed as having any right, title or interest in or to any
Tease, or leases, or oil and gas interests, or interest therein contributed by any
other party beyond the term of this agreement.

[4.
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a and on the o1l and gas produced therefrom and on the proceeds thereod
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to secure the payment of any amount that may at any time become due and payable by
Operator to such MNon-Operator under the terms of this agreement, together with
interest thereon as provided in Section 8 thereof.

N. Notwithstanding the provisions of this agreement and of the accounting
procedure attached as Exhibit "C", the Parties to this agreement specifically
agree that in no event during the term of this contract shall Operator be required
to make more than one billing for the entire interest credited to each Party on
Exhibit “A“. It is further agreed that if any Party to this agreement (hereafter
referred to as "Selling Party") disposes of part of the interest credited to it on
Exhibit "A", the Selling Party will be solely responsible for billing its assignee
or assignees, and shall remain primarily liable to the other parties for the
interest or interest assigned and shall make prompt vayment to Operator for the
entire amount of statements and billings rendered to it. It is further understood
and agreed that if Selling Party disposes of all its interest as set out on Exhibit
"A", whether to one or several assignees, Operator shall continue to issue state-
ments and billings to the Selling Party for the interest conveyed until such time
as Selling Party has designated and qualified one assignee to receive the billing
for the entire interest. 1In order to qualify one assignee to receive the billing
for the entire interest credited to Selling Party on Exhibit "A", Selling Party
shall furnish to Operator the following:

1. Written notice of the conveyance and photoétatic or certified copies
of the assignments by which the transfer was made.

2. The name of the assignee to be billed and a written statement signed by
the assignee to be billed in which it consents to receive statements and billings
for the entire interest credited to Selling Party on Exhibit "A" herecf; and,
further, consents to handle any necessary sub-billings in the event it does not own
the entire interest credited to Selling Party on Exhibit "A".

-12b-
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This agreement may be signed in counterpart, and shall be binding upon the parties and upon their heirs,

successors, vepresentatives and assigns.

TEXAS OIL & GAS CORP.

ATTEST:
_ By: )
§ OPERATOR
! ATTEST:

ATTEST:

e W T

— 33—
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EXHIBIT "A"

ATTACHED TO AND MADE A PART OF THAT CERTAIN
OPERATING AGREEMENT BY AND BETWEEN TEXAS
OIL & GAS CORPORATION, OPERATOR, AND MOBIL
OIL CORPORATION, NON-OPERATOR, FOLLOWING
THE FARMOUT LETTER AGREEMENT BETWEEN MOBIL
OIL CORPORATION AND TEXAS OIL & GAS
CORPORATION DATED JUNE 11, 1979.

(Prior to execution of this Operating Agreement by the appropriate parties,
the provisions of this Exhibit "A" shall be completed in accordance with
the terms and provisions of the said captioned Farmout Letter Agreement
dated June 11, 1979, with the general guidelines set out below.)

UNIT AREA
Fast Half Section 6, T-17-S, R-35-E, Lea County, New Mexico
INTERESTS OF THE PARTIES

Ounership in the o1l and gas interest and the 0il and gas leasehold, personal
property, equipment wells and production therefrom, shall be as set forth

in said Farmout Letter Agreement, and any reversionary oil and gas interest,
or oil and gas leasehold, shall become subject to this agreement when such
interest becomes jeintly owned by the parties pursuant to the terms of said
Farmout Letter Agreement.

LEASES(S) OF THE PARTIES

Lease{s) described in said Farmout Letter Agreement which become(s) jointly
owned by the parties pursuant to the terms of said Farmout Letler Agreement
and such leases that may be pooled or communitized with said jointly

owned lease pursuant to the terms of said Farmout Letter Agreement.

ADDRESSES OF THE PARTIES

Mobil 0{1 Corporation

Nine Greenway Plaza, Suite 2700

Houston, TX 77046

Attention: Joint Interest Administrator

Texas 0il1 & Gas Corporation

900 Wilco Building

Midland, TX 79701

Attention: Mr. Doyle John Snow
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EXHIBIT “c"

Agroenent dated .. _between Texas 01124 Gas Corp., .
Opgcrator, and Mobi}) 0il Corporation, et _al, Hon-Operators,
covering E£/2 of Section 6, T-17-5, R-35-E, N.M.P.N
New Mexico.

ACCOUNTING PROCEZDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

Detinitions

“Joint Property™ shall mean the real and personal property subject to the agreement to which this Accounting
Procedure ts attacned.

“Joint Operations™ shall mean all operations necessary or proper for the development, ogeration, protection and
maintenance of the Joint Progerty.

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

“QOpecrator” 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.

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

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

“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator’s employees.
“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Properiy.

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

Statement and Billings
Orgerator shall bill Non-Operators on or before ihe last day of each month for their propertionate 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 idertified and fully described in detail.

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, Cperator shall adjust each monthly billing
to reflect advances received from the Non-Operators.

Each Non-Operator shali pay its proportion of all bills within fifteen {15) days after receipt. If payment is not
made within such time, the unpaid balance shall bear interest monthly at the rate of twelve percent (12€¢) per
annum o the maximum contract rate permitted by the applicable usury laws in the state in which the Joint
Property is located, whichever is the lesser. plus attorney’s fees, court costs, and other costs in connection with
the collection of unpaid amcunts.

Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correct-
ness thereof; provided, however, all bills and statements rendered to Non-Operators by Operator during any
calendar year shall cenclusively be presumed to be true and correct after twenty-four (24) months fellowing
the end of any such calendar year, unless within the said twenty-{our (24) month period a Non-Operator takes
written exception thereto and makes claim on Ogperator tor adjustiment, No adjusunent fuvorablie (o Gperator shall
be made unless it is made within the same preseribed period. The provisions of this paragraph shall not prevent
adjustments resulting from a physical inventory of Controllable Material as provided for in Section V.

Audits

A. Non-Ogperator. upon notice in writing to Qperator and all other Non-Operators, shall have the right to audit Ope-
ratot’s accounts and records relating to the Joint Account for any calendar year within the tweniv-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 s nts of accounts as provided for in Pavagraph 4 of this
Section 1. Where there are twe or more Non-Operaters, the Non-Operators shall make every veasonable elfort to

. . ; (o t Y

conduct joint or simultancous audits in a manncr which will result in a minimum of inconvenicnce to the Opera-
tor. Operator shall bear no portion of the Non-Ogperators’ audit cost incurred under this paragraph unless agreed
to by the Operator.

Approval by Non-Operators

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

tions of this :\chunting Procedure and if the agreement to which this Accounting Procedure 1s attachea contans

no contrary provisions in regard thercte, Operator shall natify all Non-Ogerators of the Operator’s proposal, and

tz:“ﬂgrcemem or approval of a majority in interest of the Non-Operators shall be contvolling on all Noa-Opera-
5.
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I, DIRLCT CHARGLES

Operator shadl charge the Jowt Accaunt with the tollowg tems: A

Rentals and Royalties

Lease rentais and rovalties puid by Operator tor the Jomt Operations,

Labor

A. (1) Salaries and wages of Qperator's field employees divectly employed on the Joint Property in the conduct

of Joint Operations,

(1) Sataries of First Level Supervisors in the ficld,

(3) Salaries and wages af Technical Employees directly employed on the Joint Property if such charvzes are
exciuded from the Overhead rates.

B. Opevator’s cost of heliday. vacation. sickness and disability benefits and ather customary allowances paid to
emplovees whose salaries and wages are chargeable to the Joint Account under Parasrapn 24 of this Section
II. Such costs under this Pz‘n‘agrnph 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 [I. 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 ihe Joint Account under Paragraphs 2A and 2B of this Sec-
tion IL. :

D. Personal Expenses of those emplovees whose salartes and wages are chargeabie to the Joint Account under
Paragraph 2A of this Section II.

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

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

Material

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

plus stocks shall be avoided. ) i

Transportation

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

A. If Material is moved to the Joint Property from the Operator's warchouse or other properties, no charge shall

be made to the Joint Account for a distance greater than the distance from the nearest reliable supply store,
recognized barge terminal, or railway receiving point where like material is normally available, unless agreed
to by the Parties.

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, recognized barge
terminal, or railway receiving point unless agreed to by the Parties. No charge shall be made fo 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 groess trucking cost

of $200 or less excluding accessorial charges. .

w

Services

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

the Parties.

Equipment and Facilities Furnished by Operator

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

B.. In iieu of charges in Paragraph 7A above, Operator may elect to use average commercial rates prevailing in
the immediate area of the Joint Property less 207:. For automaotive equipment, Operator may elect 1o use rates
published by the Petroleurn Motor Transport Association.

Damages and Losses to Joiut Property

All cests or expenses necessary for the vepair or replacement of Joint Property made necessary because of dam-
ages or losses incurred by five, flood, storm, theft, accident, or other cause, except these resulting from Oporator's
gross neglizence or willful misconduct. Operator shail furnish Non-Ogperator written notice of damages or losses
incurred us soon as practicable after a repouvt thereol hias been veceived by Operator,

Legal IIxpense )

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment! of judaments
and amounts paid for settlement of claimis incurred in or resulting from operations under the agreement or
necessary to protect or recover the Jotnt Property, except that no charde for services of Operator’s leval staff
or fees or expense of outside attorneys shall be made unless previously agreed to by the Parties. All other lezgal
expense is considered t6 be covered by the overhead provisions of Section T unless otherwise agreed to by the
Pavties, except as provided in Section I, Paracsraph 3.

_—
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1. Taxes
Al taxes of pvery ind and natie e aresed or levicd upon or i conneeton wth the Joont Propeste the opern-
ten thereal, or the produciion thereirom aned whiich taxes have been patd by the Operaaor fov the neneit or o,
Parties
11. Insuranee i
Net premiums patd Tor msurance requureed 1o be o carried far the Jomt Operations for the protection of toe e

ties, [a the evert Joint Operations are conducted m a state i owhich Opesator may act as seif-insurer {or Worg: -
men’s Compensation and or Emplovers Liabithity under the respective state's laws, Operator may, ot it election,
include the sk under itz self-insurance program and in that event, Operator shall wclude a charge at Operator’s
cost not to exceed manual rates.

12. - Other Expenditures
Any other expanditure not covered or dealt with in the foregoing provisions of this Section I, or in Sccticn I,
and which is mncurred by the Operator in the necessary and proper conduct of the Joint Operations.

11I. OVERHEAD

1. Overhead - Drilling and Producing Operations

i. As comgensation for administrative, supervision, office services and warehousing costs, Qperater skall charge
driiiing and producing operations c¢cn either:

X ) Fixed Rate Basis, Paragraph 1A, or
{ )} Percentage Basis, Paraaraph 1B. -

Unlass otherwise agreed to by the Parties, such charge shall ke in lieu of cosis and expenses of all offices
and salaries or wages plus applicable burdens and expenses of all personnel. except those directly chargeable
under Paragraph 23, Section II. The cost and expense of services from outside sources in connection with
maziters of taxation. traffxc. accounting or matters before or involving governmental agencies shall be considered
as included in the Overhead rates provided for in the above selected Paragraph of this Section III unless such
cost and expense 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 professional consultant
services and contract services of technical personnel directly employed on the Joint: Property shall { ) shall
not (X ) be covered by the Overhead rates. * i

s
N

A. Overhead - Fixed Rate Basis
(1) Ogerator shall charge the Joint Account at the following rates per well per month:
Drilling Well Rate $_3,300
Producing Well Rate § 335

{2) Application of Overhead - Fixed Rate Basis shalil be as follows:

(a) Drilling Well Rate »
{1] Charges for onshore dritling wells shall begin on the date the well is spudded and terminate on
the date the drilling or completion rig is released, whichever is later, except that no charge shall

be made during susgension of drilling eperations for fifteen (13} or more consecutive days.

{2] Charges for offshore drilling wells shall begin on the date when drilling or completion equioment
arrives on location and terminate on the date the dl.llmg or completion equipment moves off loca-
tion or rig is released, whichever accurs first, except that no charge shall te made during suspen-

" sion of drilling operstions for fifteen {15) or more consecutive days

[3] Charges for wells undergoing any type of workover cr recompletion for a period of five (3) con-
secutive days or more shall ke made at the drilling well rate. Such charges shall be aprlied for
the period from date workover operations, with rig, commence threush date of rig xcle: . except
that no charge shall be made during suspension of operations for fifteen {15) or more co:‘.>ccutive
days. :

(b) Producing Well Rates

- [1] An active well either produced or injected into for any portion of the menth shall ke considered

as a onc-well charge for the entire month, )

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

[3] An inactive gas well shut in bBecause of overproduction or failure of nurchaser to take the produc-
tion shail Lo considered as a one-well charge providing the gas well is directly connected to a per-
manent sales outlet. '

[{) A one-well charge may be made for the month in which plurging and abandonment oporations
are completed on any well,

(5] Al other inactive wells (including but ot limited to inactive wells covered by unit allowable,
Iease allowable, transferred allowable, cte.) shall not qualify for an overhead charge.

(3) The well rates shall be adjusted as of the fiest day of April cach year foI!o”'im; the effective date of the
agreement to which this Accounting Preoceduce is attached. The adjustinent shall be computed by multi-
plymg the rate currently in use by the pereentage increase or decrease in H ¢ average wecekly eornings of
Crude Petroleurm and Gus Production Worlers for the last calendar year compared to the calendar year
preceding as shown by the index of average weekly carnines of Crude Petrolenm and Gas Fields Produe-
tion Warkers as pubiished by the United States Departinent of Labor, Burcau of Labor Statisties, or the
c}qm‘.‘alcnl Canadian index as published by Statisties Canada, as applicable. The adjusted rates shall be
the rates currently in use, plus or minus the computeo adjustinen
*After completion of any well, operator s valq ﬁé%léﬁpko} any térhnwca1 employees and/or profes-
sional consultants without prior approval of non- operator and non-cperator agree> that such

approval shall not be unreasonably withheld,

l_
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(1) Operator ~nadl cirar Ze the Jumt Aceount ot the tollowner rates:
{(a) Deveiopment

e Peveent “2) ot the cost of Development of the Jomt Property exchiawe of costs
d under Paracraph 9 ot Secuon 1 and alt salvase credits.

provide

(b) Operaunyg
e Percenu ( 7y af the cost of Operating the Joint Property exclusive of costs provided
under Paraeranhs L and 9 of Secuon T all salvage credits, the vadue of injected substances p-'_ucnusrd
for sceondary recovery and all taxes and assessments which ave tevied, assessed and paid upon the min-
erat interest in and to the Joint Property.
(2) Application of Overhead - Percentave Basis shall be as follows:
For the purpose of determining charges on a percentadge basis under Paragraph 1B of this Section 111, de-
velopment shall inctude all costs in connection with dridling, redrilling, deepening or any remedial opera-
tions on any or all wells involving the use of drilling crew and equipment: also, preliminary t\}:;:entlftllx'es
necessary in preparation for drilling and expenditures incurred in abandoning when the well is not com-
pleted as a producer. and oviginal 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 ce: red in
Paragraph 2 of this Section III. All other costs shall be considered as Operating.

2, Overhead - Major Construciion
‘To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the ex-
pansion of fixed assets, and any other project clearly discernible as a fixed asset required for the development and
operation of the Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall
charge the Joint Account for Overhead based on the following rates for any Major Construction project in excess
of § 25,00000 .
A 3 ¢, of total costs if such costs are more than 325’000' 00 ___but less than § ]OO,;OOO- 0o ; plus

B. _3 . ___ ¢ of total costs in excess of $100,000.00 _ but less than $1,000,000; plus

i

C. _2_ < of total costs in excess of $1,000,000.

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

3. Amendment of Rates

The Overhead rates provided for in this Section III may be amended from time to time only by mutual agreement
betweon 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 Material and shall make proper and timely charges and credits for all ma-
terial movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; how-
ever, at Operator’s option, such Material may be supplied by the Non-Ogperator. Operator shall make timely disposition
of idle and ‘or surplus Materizl, such disposal being made either through sale to Operator or Non-Operator, division in
kind, or sale to outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Opera-
tors in surplus condition A or B Material. The disposal of surplus Controllable Material not purchased by the Opera-
tor shall ke agread to by the Parties. -

1. Purchases

Material purchased shall be charged at the price paid oy Operator after deduction of all discounts received. 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.

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

A. New Material (Condition A)
(1) Tubular goods, except iine pipe, shatl be priced at the current new price in effect on date of movement on a
maximum carload or barge lead weight basis. regardless of quantity transferred, equalized (o the lowest
published price f.o.b. railway recetving point or recognized barge terminal nearest the Joint Property

where such Material is nermally avatludle.

(2) Line Pipe
{(a) Movement of less than 30,000 pounds shall be priced at the cwrrent new price, in effect at date of
movement, as listed by a reliable supply store necarvest the Joint Property where such Material is nor-
mally available.
(b) Movement of 30,000 pounds or more shall be priced under provisions of tubular goods pricing in Para-
graph 2A (1) of this Section IV,

(3) Other Material shall be priced at the current new price, in effect at date of movement, as listed by a veliable
sunply store or {L.o.bh. railway recciving point nearest the Joint Property whare such Material is normadly
available.

B. Geod Used Material (Condition B)

Material in sound and serviceable condition and suitable for rcuse without veconditioning:

(1) Material moved to the Joint Property
{a) At seventy-five percent (7397 ) of current new price, as determined by Paragraph 224 of this Section IV,
(2) Material moved from the Joint Property

(a) At seventy-five percent (7577 ) of current new price, as determined by Paragraph 2A of this Section IV,
if Material was originally chiarged to the Joint Account as new Matertal, or

—_ -
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th) Gt rvenve rereent (630 ) o current new poees as odetermuned s Parocraph 20 or
(W Materas was ortceadly ehnvcea to the Joust Account as vood weed Material 0 coventy

3

: cent oLTan. ) CUrrent new e, -
The costo! reconditiening, 1t any, shall Le anzocbed by the transterting propesty.
C.oother Used Marena! (Condition O oaned D)
(1) Counuwition C
Moatertal which is not m sound wid serviceadle conditton and not swtable for its orvnnal function unti!
atter reconditiontty shall be priced at fitty percent (307, ) of current new price as determined v Para-
sragh 2.0\ of this Section IV, The cost of recondiioning shall be charged to the recerviny propesiv, pro-
vided Condition U valte plus cost of veconditioning does not exceed Condition B value.

(2) Condition D
Al other Material, including junk, shall be priced at a value commensurate with its use ov at prevailing
prices. Matenial no longer suitable for its oviainal purpose but usable for some other purpoese, 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 novmally utilized by the Operator without prior approval
of Non-Operators.

D. Obsolete Material

Muterial which is serviceable and usable for its original function but condition and.’'or value of such Material

is not equivalent to that which would justify a price as provided above may be specially priced as agreed to by

the Parties. Such price should resuit in the Joint Account being charged with the value of the service ren-

dered by such Material.

E. Pricing Conditions -
(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (15¢) per
hundred weigcht on all tubular goods movements, in lieu of loading and unloading costs sustained, when
actual hauling cost of such tutular goods are equalized under provisions of Paragraoh 3 of Section II.
(2) Material involving erection costs shall be charged at applicable percentage of the current knocked-down
price of new Material.

3. Premium Prices

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes
or other unusual causes over which the Ogperator has no control, the Operator may charge the Joint Account for the
required Material at the Qperator's actual cost incurred in providing such Material, in making it suitable for use,
and in moving it to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed
charze prior to billing Non-Operators for such Material. Each Neon-Ogerator shall have the right, by so electing and
notiiying Operator within ten days after receiving notice from Operator, to furnish in kind all or part of his share
of such Mlaterial suitable for use and acceptable t¢ Cperator.

4. Warranty ol 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 adjusiment has been received by Operator from the manufacturers or their agents.

V., INVENTORIES .
The Operator shull maintain detailed records of Controllable Material.

1. Periodic Inventories. Notice and Represeantation

At reasonable intervals, Inventories shall be taken by Operator of the Joint Account Controllable Material.
Written notice of intention to take inventory shall be given by Operator at least thirty (30) days tefore any inven-
tory is to begin so that Non-Operators may be represented when any inventory is taken. Failure of Non-Operators
{o be represented at an inventory shall bind Non-Ogerators to accept the inventory taken by Operator.
2. Reconciliation and Adjustment of Inventories

Reconctiition 0 a physival oy enitoy with the Jeint Agcount shall be made, and a list of overages and shoriages
shatl be furnished to the Non-Operators within six months following the taking of the inventory. Inventory ad-
justrments shall be made by Operator with the Joint Account for overages and shortages, but Orerator shall be
held accountable only for shortzyues due to lack of reasonable diligence.

3. Special Inventorics

Speeial Inventories may be taken whenever there is ony sale or change of intevest in the Joint Proporty. It shall
be the duty of the party seiling to notify all other Parties as quickly as possible after the transfer of interest takes
place. In sucn cases, both the seller and the purchaser shall be governed by such inventory.

4. Expense of Conducting Periodie Inventories
The cxpense of conducting periodic Inventovies shall not be chavged to the Juint Account unless agreed to by the
9 PRI SN
arties,
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ATTACIYD TO AKD MADE A PART 07 OPERATITG AGAEDMENT
DATD , BY AMD 3ETWELA
i ", OPERATCZ, AND
~, BON-OPERATOR.

THSUIANCE

Oparator shall carry Sork=en's Coapensation and fuployer's Liability Insurance

. in full compliance with the Work=en's Compensation lavs of the particular state

whera ths work 1s being perforzed.

Cperator shall require 2ll contTactors engaged in cperacicas on the contract
preadses to carry Worizen's Compersaticn acd fzployer's Liability Insurance
in full coapliapce with the Workzen's Coupensaticn laws of the state vhere the
wark 1s being performed and to maintain such other insuraince as Operator 3ay

requires.

Cperator shall not be obligated to provide any other insurance for the joint
gccceat of the partiss herzto. Aoy party =ay, at {t3 own expense, acquire
such othar insurance as it deems proper to protect {taelf sgainst any clai=s,
1osses, danages, or destruvcrions arising out of operations of the contract
rreaises.

P




‘.f%

e

P ST INCP TR

e o . ‘. . . . o, .. - - . . - S e L e bR T N i e
.- I Y - -

e o 2 e At 5 4 N e e e mval.

. '.tl.' ,—6h

. SUPPLEMENT "AM

PQUAL EMPLOYMESRT OPPORTUNITY PRCVISION |

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

1. The Operator will not diascriminate against any employee or applicant for
eaploynent because of race, color, religion, national origin or sex. The
Operator will take affirmative action to ensure that applicants are em-
ployed, and that employees are treated during eaploymeat without regaxd
to their race, color, religion, national origin or sex. Such actiem
shall {nclude, byt not be limited to, the following: employrent, upgrad-
ing, demotion or tranafer, recruitment or recruitment advertising; layoff

: or terninacion; rates of pay or other forns of compensation; and selection

{ T for training, including apprenticeship. The Operator agrees to posc in

conspiccous places, available to ewployees and applicants for emplovrment,

notices to be provided for the coantracting officer setting forth the pro-
visions of this nondiscrimination clause. -

2. The Operator will, in all solicitations or advertisecents for employees

~ placed by or on behalf of the Operator, state thar all qualified appli-

cants will receive consideration for employment without regard to race,
color, religion, national origin or sex.

e s it

3.  The Operator will send to each labor union or representative of workers
with wvhich it has a collective bargaining agreexeat or other centract or
understanding, a aotice to be provided by the agency contracting officer,

1 advising the labor union or workers' representative of the Operator's com-

mituents uvoder Section 202 of Executive Order 11246 of September 24, 1965,
and shall post copies of the norice in conspicuous piaces available to
exployees and applicants for employment.

4, The Operator will comply with all provisions of Zxecut{ve Crder 11246 of
Seprempey 2%, 1985, ond of rhe rules, regulations and relevant orders of
the Secretary of Labor.

5.  The Operater will furnish all iaforzacion and reports required by
Executive Order 11246 of Septesber 24, 1965, and by the rules, regularicaos
and orders of the Secratary of labor, or pursuvant thereto, and will per-
sit access to its books, records and accounts by the centraciing agency
and the Secretary of Labor for purposes of investigaticn to ascertain com-
.- pliance with such rules, regulaticns and crders.

6. In the event of the Operator's nonceapliance vith the pondiscrizination
clauses of this contract or with any of such rules, regulaticans or orders,
this contract may be cancelled, terainated or suspended, in whole or in
patt, and the Operatcer may be declared fnelfgible for further Govern-ent
contracts In accordance with procedures authorized ia Executive Order

"11246 of Septecber 24, 1965, and such other sanctions may be {nposed aand
renedies fnvoked as provided inm Executive Order 11246 of Septenber 24,
1965, or by rule, regularion or order of the Secretary of Labor or as
otherwise provided by law. .
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SUPPLEMENT "2

CEZXTIFICATION OF NON-SZGREGATED FACILITIES

Operator sssures Non-Operators that it does not and will not
maiotain or provide for its employees ary segregated facilities ac
any of its establishments, and that it does not and will oot pernit
its exployees to perform their services at any location under its
control where segregated facilities are maintained. F¥For this pur-
pose, it is understood that the phrase "segregated fac{lities” in-
¢ludes facilities which are in fact. gegregated on a basis of race,
color, religion or national origin, because of hadbit, local custcam
or otherwise. It is further undzrstood and agreed that maintaining
or providing segregated facilities for its employees or permitting
its employees to perform thelr services at any location under its
control vhere segregated facilities are nmaintained {s a violation of
the equal opportunity clause required by Executive Order 11246 of
September 24, 1965.

- Operator further understands and agrees that a breach of the

~ assurance herein contafned subjecrs it to the provisions of the
Order gt 41 CFR, Chapter 60, of the Secretary of labur dated May 21,
1968, anu the provisions of the equal opportunity clause enuzerated
in contracts between the United States of America and Non-Operators.

o Vhoever knowingly and willfully makes any false, fictiticus or
<, ) fraudulent representation may be liable to criminal prosecutiocn upder
- 18 U.s.C. & 1001.




EXHIBIT “E"

Attached to and made a part of Operating

Agrecient between TEXAS OIL & GAS CORP.

as "Operator” and MOBIL OIL CORPORATION,
et al, as Hon-Qperators.

6AS BALANCTNG AGREEMENT i

The parties to the Operating Agreement to which this agreement is attached own the
viorking interest in the gas rights underiying the Unit Area covered by such Agree-
ment 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 Aareement, each party thereto has |
the riaht, subject to existing contracts, to take its share of gas produced from

the Unit 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 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 or fails to take
its share of gas produced from any proration unit within the Unit Area, or its
purchaser does not take its full share of gas produced from such proration unit,

the other parties shall be entitled to produce each month one hundred percent (1003)
of the allowable gas production assigned to such proration unit by the state regula-
tory body having jurisdiction and shall be entitled to take and deliver to its

or their purchaser all of such gas production. A1l parties hereto shall share in and
own the liquid hydrocarbons recovered from such gas by lease equipment in accordance
with their respective interests and subject to the 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, each party not taking or marketing is full share of the gas
produced shall be credited with underproduction equal to its full share of the gas
produced under tinis agreement, less its share of gas used in lease operations, vented
or lost, and less that portion such party took or delivered to its purchaser. The
Operator will maintain a current account of the gas balance between the parties and
will furnish all parties hereto monthly statements showing the total quantity of

gas produced, the amount used in lease operations, vented or lost, the total

quantity of liquid hydrocarbons recovered therefrom, and the monthly and cumulative
over and under account of each party.

At all times while gas is produced from the Unit Area, each party hereto will make
settlement with the resvective 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, of total gas production exclusive of gas used in lease operations,
vented or lost. 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 accountabie. Tihe term “royalty owner” shall include owners of royalty,
gverriding royalties, production payments and similar interests.

After written notice to the Operator, any party may at any time begin taking or
delivering to its purchaser its full share of the gas produced from a proration

unit under which it has underproduction {lesc such party's share of gas used in
operations, vented or lost). To allow for the recovery of underproduction and to
balance the gas account of the parties in accordance with their respective interests,
an underproduced narty shall be entitled to take or deliver to a purchaser, in
addition to such full share, an amount determined by multipiying twenty five percent
(257%) of the interest of the overproduced party or parties by a fraction, the
numerator of which is the interest in the Unit Area of such underproduced party

and the denominator of which is the total percentage interest in the Unit Area

of all underproduced parties currently taking or delivering to a purchaser. Recovery
of underproduction by the underproduced party or parties will balance the account

in the same sequence that the overproduced party or parties accumulated overprodiction.




gach party producing and taking or delivering gas to its purchaser shall pay any
and all production taxes due on such gas.

Nothing herein shall be construed to deny any party the right, from time to time,
to produce and take or deliver to its purchaser its full shave of the allowable
gas production to meet the deliverability tests required by its purchaser.

Should production of gas from a praration unit be permanently discontined before
the gas account is balanced, settlement will be made between the underproduced

and overpreduced parties. In making such settlement, the underproduced party or
parties will be paid a sum of money by the overproduced party or parties attri-
butable to the overproduction which said overproduced party received, less
applicable taxes theretofore paid, at the applicable price defined below for

the overproduced volumes of gas which have not been recovered by the underproduced
party or parties. For gas sold in intrastate commerce, the price basis shall be
the actual price received for sale of the gas at the time the overproduction was
accumulated. For gas sold in interstate commerce, the price basis shall be the
rate collected at the time the overproduction was accumulated, from time to time,
which is not subject to possible refund, as provided by the Federal Energy
Commission pursuant to final order or settlement applicable to the gas sold from
such well, plus any additicnal collected amount which is 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.

Nothing herein shall change or affect each party's obligation to pay its proportionate
share of all costs and liabilities incurred, as its share thereof is set forth
in the Cperating 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 remain in force and effect as long 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.

Page 2 of Exhibit "E"
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Marathon 011 Company Yo 2L A Po- ’/%
P. 0. Box 552 j%%;¢/

Midland, Texas 79702
Attention: Mr. A. W. Hanley

Re: Farmout Request,
E/2 of Section 6,
T-17-S, R-35-E
Lea County, New Mexico

Gentlemen:

In accordance with the telephone conversation batween Wr. Hanley
and Mr. Canfield of our office, Texas Gi1 & Gas Corp. requests
Harathon to join with Texas 011 & Gas Corp. in drilling a 12,200°
Morrow farmation test well at a proposed location of §G0' from the
South and tast 1ines of Section 6 above described. The wvroratien
unit will cover the £/2 of Section 6. Our estimated well costs are
approximately $699,000.90 for a dvy hola and $999,000.9) for a com-
pleted well.

If Marathon prefers not to jeoin in the drilling of the propesed
well, Texas 011 & Gas Corp. requests a farmout of its acreage subject
to the following terms:

Marathon will retain a 1/16th of 8/3ths Bverriding
Royalty Interest with the option at the payout of
the test weall to convert the override to a 33-1/3%
Horiing Interest. The Overriding Royalty and
Horking Interest will be proportionately reduced as
to Marathon's ownership in the £/2 of Section 6.

Operations on the initial test well after payout

and all subsequent operatfons on the E/2 of Section 6
will be subject to the terms of a 1977 model form
Operating Agreement containing a Gas 8alancing Agreement
and provisions acceptable to all parties. Failure to
drill the proposed well will resuit oniy in a forfeiture
of those richts to have been earned under the terms of
the proposed farmout.

¢
1
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Farmout Request
Harathon 01 Company
Page 2 -

Shoutld you alect to farmout, we would appreciate your advising us
of any Gas Contract in existence since such a Contract may prohibit the
drilling of the well due to & low price. Our offer to drill the well
is based on the assumption that a reasonable gas price can be cbéained
for the gas.

v

Thant you for considering our proposal. We would appreciate your
prompt reply.

Sincerely yours,

DOYLE JOHN SHOM

DJS:mb

bcc: Vacuum North Prospect File

%
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Houston Division
Production Exploration, U.S. & Canada

— P.0. Box 552
A Marathon Midland, Texas 79702
wiamox | Ol Company Telephone 915/682-1626 N

February 13, 1979

Texas 0il & Gas Corp.
900 Wilco Building
Midland, Texas 79701

Attention: Mr. Doyle John Snow

I/WW

Re: Our Lease NM-1993 - State Lease K-6119
NM-2023 — State Lease K-5189
Lea County, New Mexico

Gentlemen:

Receipt is acknowledged of your letter of February 2, 1979, requesting
a farmout covering the SEY, SEXSW% and N4SW of Section 6, T-17-S,
R-35-E, Lea County, New Mexico.

Your inquiry was appreciated; however, we are not interested in
farming out these leases at the present time.

Yours very truly,
MARATHON OIL COMPANY

A . Hends,,
A .

. W. Hanley
District Landman

AWH-DR:dr




february 2, 1979

Harathon £11 Coipany
P. 0. Box 52
ifdland, Texas 79702

Attn: Hr. Ao H. Yenley

Pe: State of iew iexico Lease ¥-5189
and K-G119 covering the SE/4, SEf4
SH/4 and N/2 SH/4 of Soction G,
T17S, R3BE, Lea County, hew lexico

Centlemen:

Texas 011 & Gas Corp. requasts a farmout of the above described acreage subject
to Texas 0f1 & Gas Corp., drilling a 12,200 foot Horrow formation test well 660
faet from Scuth and fast 1ines of Section &, ifarathon will retain a 1/16th of
4/5ths overriding royalty fnterest with the optfon at payout of the test well to
convert the override to a 33-1/3rd percent working interest, both the override and
vorking interest being proportionately reduced as to your current ownership

in the 8/2 of Section 6. Subscquent operations on the initial test well after
pavout and all subsequent operations on the $/2 of Scction 6 following the
drilling and completion of the initial test well will be subject to the terss

of a 1977 Podel Form ¢perating Aarcement containing slight revisions and a

Gas Balancing Aaqreement. Failure to drill the provosed well will result only in
a forfelture of those rights to nave been carned had such well bcen drilled.

Please advisa us of any Cas Contract in existence since such a con*ract may
be prohibitive in drilling the wall. Cur offer to drill the well is based
on the assumption that a reasecnable price will be obtained for the gas.

Thank you for considering our proposal. Sheuld you desire to discuss the
proposal in greater detail, please contact me at telehphone number §52-7992.

Sincerely yours,

Noyle Jdohn Snow

DS/ scs

bee/tiorth Yacuum Prospect File
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Docket No. 25-79

Dockets Nos. 27-79 and 28-79 are tentatively set for heardng on July 25 ard August 8, 1979, Applications for
hearing wust be {iled at least 22 days iu advance of hearving date,

DOCKET:  EXAMINER NFARING — WEDNESDAY - JULY 11, 1979
N

9 AM., — OIL CONSERVATION DIVISION COXRFERERCE RQOM,
STATE LAND OFFICE BUWLDING, SANFA FE, NEW MEXICO -

ﬁ;ﬁbllow1|\g cases will be heard before Richerd L, Stamets, Examiﬁz‘r, or baniel ST."R—JI-CQT, Altcrnate Lxaminer:

CASE 6583: Application of Amoco Froduction Company for downhiole commingling, Rio Arriba County, New Mexico.
Applicant, in the above-styled cause, secks approval for the downtole commingling of B.S. Mesa-Gallup
and Basiun-Dakola production in the wellbore of its Jicarilla Apache 102 Well No. 13 located in Unit B
of Section 10, Township 26 North, Range 4 West,

CASE 6584: Application of Texas 0il & Gas Corp. for an unorthodos gas well location, Fddy County, New Mexico.
- Applicant, in the above-styled cause, secks approval for the unorthodox location of its Shugart State
Com. Well No. 2 660 feet from the South line and 1930 feet from the East line of Section 16, Towmship
18 South, Range 31 EKast, to test the Wolfcamp throuph Mississippian formations, the Ef2 of said
Section 16 to be dedicated to the well.

o fASE 6574: {Continued from June 13, 1979, Examiner Hearing)

Application of Texas 0il & Gas Corp. for an unorthodox gas well location and compulsory pooling, Lea
County, New Mexico. Applicant, in the above-styled cause, seeks an order pooling all mineral intcrests
in the Wolfcamp through Morrow formations underlying the E/2 of Section 6, Township 17 South, Range 35
East, to bhe dedicated to a well to be drilled at an unorthodex location 660 feet from the South and East
lines of said Section 6. Also to be considered 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 supervision.
Also to be considered will be the designation of applicant as operator of the well and a charge for

risk involved in drilling said well.

CASE 6563: (Continued from Jume 27, 1979, Examiner Hearing)

Application of Roy L, McKey for a unit agreement, Lea County, New Mexico. Applicant, in the above-
styled cause, seeks approval for his North Woolworth Ranch Unit Area, comprising 1,280 acres, more
or less, of State lands in Township 23 South, Range 35 East.

CASE 6585: Application of Dugan Production Corporation for downhole commingling, San Juan County, New Mexico.
Applicant, in the above-styled cause, seeks approval for the downhole commingling of undesignated
Fruitland and West Kutz~Pictured Cliffs production in the wellbores of its Paul Wells Nos. 1 and 2
located in Units G and C of Section 1%, Township 27 North, Range J1 West.

CASE 6586: Application of Dugan Prcduction Corporation for downhole commingling, San Juan County, New Mexico.
Applicant, in the above~styled cause, sceks approval for the downhole commingling of Conper-Fruitland
and undesignated Pictured Cliffs preoduction in the wellbores of the following wells: Big Field Well
No. 2 in Unit C of Section 3; 35ig Field Well No, 5 in Unit P of Section 10; Dinero Well No. 1 iu Unit
H of Section 13; and Molly Pitcher Well No. 2 in Unit H of Section 14, all in Township 30 North,
Range 14 West,

CASE 6587: Application of Caribou Four Cornmers, Inc., for three unorthtodox well locations, San Juan County, Hew
Mexico, Applicant, in the above-styled cause, seeks approval for the unorthodox locations of the
following wells in the Cha Cha-Gallup Pool: Kirtland Wells Nos. 3 and 4 located 730 feet from the
North line and 2250 feet from the East line and 1450 feet from the North line and 595 feet from the
EFact line, respectively, of Section 18, Township 29 North, Raunge 14 West; and Kirtland Well No, 2
260 feet from the North line and 2100 feet from the East line of Section 13, Township 29 North,
Range 15 West.

CASE 6588: Application of Caribou Four Corncrs, Inc., for a non-standard proration unit, San Juan County, New
Mexico. Applicant, In the above-styled cause, secks approval for a 64.32-acre non-standard oil
proration unit comprising the NW/4 NW/4 and that part of Let 5 lying north of the San Juan River, all
in Section 18, Township 29 North, Range 14 West, Cha Cha-Gallup 0il Pool.

CASE 6589: Application of Atiantic Richfield Company for an unorthodox gas well location, Eddy County, New
Mexico, Applicant, in the abova-styled causec, seeks approval for the unorthodox location of its
State 'BV" No., 2 Well 2109 feet from the North line and 1778 feet from the West line of Section 25,
Township 17 South, Range 28 East, to test the Morvow formation, the N/2 of said Section 25 to be
dedicated to the well.

ey
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CASE,_6590:

CASE 6591:

CASE 6592:

CASE _6593:

CASE 6594:

CASE 6595

CASE 6270:

Application of Grace Petroleunm Corporation for compulsory pooling and an unorthodex gas well location,
Lea County, New Mexico, Applicant, in the above-styled cause, secks an ovder pooling all mineral
fnterests in the Morrow formation underlying Lots 9, 10, 15, and 16 and the SE/4 of Section 6, Town-
ship 21 South, Range 32 East, to be dedicated to a well to be drilled at an unorthodox location 4650
{eet from the South line and 660 feet from the East line of said Section 6. Also to be considered
will be the cost of dri!ling and completing sald well and the allocation of the costs thercof as

well as actual operating costs and charges for supervision., Also to be considered will be the desig-
nation of applicant as operator of the well and a charge for risk invelved in drilling said well.

Application of Exxon Corporation for vertical pool limit redefinition, Lea County, New Mexico.
Applicant, in the above-styled cause, seeks an order extending the vertical limits of the Langlie
Mattix Pool to iInclude the lowermost 165 fect of the Seven Rivers formation and the concomitant
contraction of the vertical liwits of the Jalmat Gas Pool underlying the NE/4 of Section 2, Township
24 South, Range 36 East,

Application of Maddox Energy Corpovation for a dual completion, Eddy County, New Mexico.

Applicant, in the above-styled cause, sceks approval for the dual completion of its Malaga Well No.
1 located in Unit G of Section 3, Township 24 South, Range 28 East, to produce gas from the Atoka
and Morrow formations through parallel strings of tubing.

Application of Dyco Petroleum Corporation for salt water disposal, Lea County, New Mexico.
Applicant, in the above-styled cause, seeks authority to dispose of produced salt water in the San
Andres, Glorieta and Tubb formations in the open-hole interval from 4894 feet to 8725 feet in its
C. 8. Stone Well No. 3 located in Unit F of Section 22, Township 15 South, Range 38 East, Medicine
Rock-Devonian Peol. ’

Application of Flag-Redfern 0il Co, for an exception to Order No. R-3221, Eddy County, New Mexico.
Applicant, in the above-styled cause, seceks an exception to Order No. R-3221 to pernmit disposal of
produced brine in an unlined surface pit located in Unit K, Section 2, Township 19 South, Range 31
East, Shugart Field,

Application of Stevens 01l Company for compulsory pcoling, Chaves County, New Mexico,

Applicant, in the above-styled cause, seeks an order pooling all mineral interests in the San Andres
formation underlying the NW/4 SW/4 of Section 30, Township 8 South, Range 29 East, to be dedicated
to a well to be drilled at a standard location thereon. Also to be considered will be the cost of
drilling and completing said well and the allocation of the cost thereof 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 drilling said well.

(Reopened and Readvertised)

In the matter of Case 6270 being reopened pursuant to the provisions of Order No. R~5771 which
order created the South Peterson-Fusselman Pool, Roosevelt County, New Mexico, and provided for
80-acre spacing. All interested parties may appear and show cause why said pool should not be
developed on 40-acre spacing units,
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DOCKET: EXAMINER WEARING ~ WEDNESDAY - JULY 18, 1979

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

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

ALLOWABLE:

(1} Consideration of the allowable production of gas for August, 1979, from fifteen prorated pools
in Lea, Eddy, and Chaves Counties, New Mexico.

(2) Consideratfon of the allowable production of gas for August, 1979, from four prorated pools
in San Juan, Rio Arriba, and Sandoval Counties, New Mexico.




BEFORE THE OIL CONSERVATION DIVISION

OF THE STATE OF NEW MEXICO

IN THE MATTER OF THE APPLICATION : i

OF TEXAS OIL & GAS CORP. FOR AN : CASE NO. (~5z)4
UNORTHODOX GAS WELL LOCATICON, LEA

COUNTY, NEW MEXICO

APPLICATION

COMES NOW TEXAS OIL & GAS CORP., by its attorneys,
and in support hereof, respectfully states:

1. Applicant is the operator of the Wolfcamp through
the Pennsylvanian formations underlying:

Township 17 South, Range 35 East, N.M.P.M.

Section 6: E/2
and proposes to drill its well at a point located 660 feet from
the South line and 660 feet from the East line of said Section 6.
2. The applicant seeks an exception to the well loca-
tion reguirements of Rule 104-C.2(a) of the 0il Conservation
Division to permit the drilling of the well at the above men-

tioned unorthodox location to a depth sufficient to adeguately

. test the Wolfcamp through the Pennsylvanian formations.

3. A standard 320-acre gas proration unit comprising

‘the E/2 of said Section 6 should be dedicated to such well or

to such lesser portion thereof as is reasonably shown to be

reasonalbly productive of gas.

A

4. The approval of this application will afford

‘applicant the opportunity to produce its just and equitable

share of gas, will prevent economic loss caused by the drilling




of unnecessary wells, avoid the augmentation of risk arising
from the drilling of an excessive number of wells, and will
otherwise prevent waste and protect correlative rights.

WHEREFORE, applicant prays:

A. That this application be set for hearing before
an examiner and that notice of said hearing be given as required
by law.

B. That upon hearing the Division enter its order
granting applicant permission to drill a well 660 feet from
the South line and 660 feet from the East line of said Section
6 and to dedicate the E/2 of Section 6, which is reasonably
presumed to be‘productive of gas from the Wolfcamp through the
Pennsylvanian formations.

C. And for such other relief as may be just in the
premises.

TEXAS OIL & GAS CORP.

By:
A. J. ee

LOSEE, CARSON & DICKERSON, P.A.
P. O. Drawer 239

Artesia, New Mexico 88210

Attorneys for Applicant
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Dockets Nos. 24-79 and 25-79 are tentatively set for hearing on June 27 and July 11, 1979, Applications for
hearing must be filed at least 22 days in advance of hearing date.

DOCKET: COMMISSION HEARING - WEDNESDAY - JUNE 6, 1979

OIL CONSERVATION COMMISSION - 9 A.M, ~ ROOM 205 i
STATE LARD OFFICE BUILDING, SANTA FE, NEW MEXICO

CASE 6495: {DE XOVO) .

Application of Amax Chemical Corporation for the amendment of Order No. R-111-A, Eddy County, New Mexico,
Applicant, in the above-styled cause, seeks the amendment of Order No. R-111-A to extend the boundaries
of the Potash-0il Area by the inclusion of certain lands in Sections 23 and 24, Township 19 South, Range
29 East, Sections L, 4, S, 6, 7, 11, 12, 13, 14, 19, 20, 23, 24, and 29, Township 19 South, Range 30 East,
and Sectioms 7, 8, 17, 18, and 19, Township 19 South, Range 31 East, all in Eddy County, New Mexico.

Upon application of Amax Chemical Corporation this case will be heard De Novo pursuant to the provisions
of Rule 1220.
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Docket No. 23-79

DOCKET: EXAMINER HEARING - WEDNESDAY - JUNE 13, 1979

9 A.M. ~ OIL CONSERVATION DIVISION CONFERENCE ROOM,
STATE LAND OFFICE BUILDING, SANTA FE, NEW MEXICO

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

ALLOWABLE: (1) Consideration of the allowable production of gas for July, 1979, from fifteen prorated pools in
Lea, Eddy, and Chaves Counties, New Mexico.

i (2) Consideration of the allowable production of gas for July, 1979, from four prorated pools in San
: Juan, Ric Arriba, and Sandoval Counties, New Mexico.

CASE 6560: Application of Exxon Corporation for a dual completion, Lea County, New Mexico. Applicant, in the above-
styled cause, seeks approval for the dual completion (combination) of its "AB" State Well No. 4 located
in Unit A of Section 16, Township 24 South, Range 37 East, to produce gas from the Langlie Mattix Pool
and oil from the Fowler-Upper Yeso Pool, through parallel strings of casing cemented in a common well
bore,

CASE 6561: Application of Amoco Production Company for directional drilling, Lea County, New Mexico. Applicant, in
. the above-styled cause, proposes to directionally drill its State "HC" Well No. 1 located 1980 feet from

= the South and West lines of Section 21, Township 16 South, Range 35 East, Townsend Field, to a bott»m hole

location within 100 feet of a point 990 feet from the South line and 2310 feet from the East line of said
Section 21, the S/2 of said Section 21 to be dedicated to the well.

CASE 6562: Application of Orla Petco, Inc. for salt water disposal, Eddy County, New Mexico. Applicant, in the above-
styled cause, seeks authority to dispose of produced salt water into the Ramsev Sand of the Be- 1 Canyon
formation through the open hole interval from 2498 feet to 2508 feet in its Gourley-Federal Well No. &
located in Unit J of Section 31, Township 22 South, Range 28 East, ilerradura Bend-Delaware Pool,

e

t

¥ .
o CASE 6563: Application of Roy L. McKay for a unit agreement, Lea County, New Mexico. Applicant, in the above-styled
¥ cause, seeks approval for his North Hoolworth Ranch Unit Area, comprising 1,280 acres, more or less, of

i State lands in Township 23 South, Range 35 East.

CASE 6564: Application of Herndon 0il & Gas Co. for an unorthodox oil well location, Lea County, New Mexico.
Applicant, in the above-styled cause, cecks approval for the unorthodox location of its 0. A. Woody Well
Ro, 1 in the center of Unit E, Section 35, Township 16 South, Range 38 East, Knowles-Devonian Pool,

CASE 6565: Application of Lewis B. Burleson, Inc. for compulsory pooling, a non-standard gas proration unit, and an
unorthodox well location, Lea County, New Mexico. Applicant, in the above-styled cause, secks an order
pooling 211 nineral interests Lu the Jalmat Gas ool uanderlying the W/2 SE/4 of Secticn 20, Township 25
South, Range 37 East, to form an 80-acre non-standard gas proration unit to be dedicated to a well to be
drilled at an unorthodox location 1650 feet from the South and East lines of said Section 20. Also to
be considered 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 supervision. Also to be considered will be the designa-
tion of applicant as operator of the well and a charge for risk involved in drilling said well.




CASE 6567:

CASE 6508:

CASE 6569:

CASE 6570:

CASE 6571:

CASE 6537:

CASE 6553:

-
P CASE 6572:

CASE 6573:

L

e
—

- <”"(:ASE 6574:
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CASE 6566: Application of Lewis B. Burleson, Inc., for an unorthodox well location and a non-standard proration uni,

Lea County, New Mexico, Applicant, in the above-styled cause, secks approval of a 160-acre non-standard
gas proration unit comprising the SW/4 of Sectlon 10, Township 24 South, Range 36 East, Jalmat Gas Pool,
Lo be dedicated to a well to be drilled 2310 feet from the South and West lines of sald Section 10.

Application of Mewbourne 011 Company for an unorthodox well location, Chaves County, New Mexico,
Applicant, in the above-styled cause, sccks approval for the unorthodox location of its State 25 Com Well
No. L 660 feet from the South line and 1650 feet from the West line of Section 25, Township 14 South,
Range 27 East, Buffalo Valley-Pennsylvanian Gas Pool, the S/2 of said Section 25 to be dedicated to the
well,

Application of Dallas McCasland for approval of fnfill drilling, Lea County, New Mexico.

Applicant, in the above-styled cause, secks a waiver of existing well spacing requirements and a finding
that the drilling of his Woolworth Well No. 5 located in Unit P of Section 28, Township 24 South, Ranpe
37 East, Jalmat Gas Pool, is necessary to cffectively and efficiently drain that portion of the proration
unit which camnot be so drained by the exiscing well.

Application of Continental 0il Company for a dual completion, Lea County, New Mexico. Applicant, in the
above-styled cause, sceks approval for the dual completion of its Lockhart A-17 Well No. 2 located in
Unit I of Section 17, Township 21 South, Range 37 East, to produce gas from the Eumont Gas Pool through
the casing-tubing annulus and o0il from the Blinebry 0il and Gas Pool through tubing.

Application of Continental 0il Company for a non-standard gas proration unit and simultaneous dedication,
Lea County, New Mexico. Applicant, in the above-styled cause, seeks approval of a 228-acre non-standard
gas proration unit comprising the SW/4 and S/2.SE/4 of Section 18, Township 21 South, Range 36 East,
Eumont Gas Pool, to be simultaneously dedicated to applicant's Lockhart A-18 Wells Nos. 2, 3, and 4,
located in Units 0, K, and M, respectively, of said Section 18.

Application of Continental 0il Company for vertical pool limit redefinition, Lea County, New Mexico.

"Applicant, in the above-~styled cause, seeks an order extending the vertical limits of the Langlie Mattix

Pool to include the lowermost 165 fcet of the Seven Rivers formation and the concomitant contraction of
the vertical liuits of the Jalmat Gas Pool underlying the following described lands: SW/4 W/2 SE/4 aund
SE/4 SE/4 of Section 35, Township 23 South, Range 36 East; and NW/4, W/2 NE/4, and SE/4 NE/4 of Section
1, Township 24 South, Range 36 East.

(Continued from May 9, 1979, Examiner Hearing)

Application of Harper 0il Company for a unit agreement, Lea County, New Mexico. Applicant, in the above-
styled cause, seeks approval for its West Ranger Lake Unit Area, comprising 1,120 acres, more or less, of
State lands in Township 12 South, Range 34 East, Lea County, New Mexico.

(Continued from May 23, 1979, Examiner Hearing)

Application of The Atlantic Richfield Company for approval of infill drilling, Eddy County, New Mexico.
Applicant, in the above-styled cause, seeks a finding that the Division waived existing well-spacing
requirements and found that the drilling of additional wells was necessary to effectively and efficiently
drain those portions of the proration units in the Empire Abo Unit located in Townships 17 and 18 South,
Ranges 27, 28 and 29 East, which could not be so drained by th: existing wells.

Application of ARCO Oil and G2s Company to drill a horizontal drainhole, Eddy County, New Mexico.
Applicant, in the above-styled cause, seeks approval to drill and complete its Empire Abo Unit Well XNo.
K-142, located in Unit K of Section 2, Township 18 South, Range 27 East, Empire-Abo Pool, with a single
horizontal draintole of about 200.feet in length in the Abu formation. .

Application of Mesa Petroleum Company for directional drilling, Eddy County, New Mexico. Applicant, in
the above-styled cause, seeks approval for the directional drilling of its Well No. 7 in the Nash Urnit,
the surface location of which would be 685 feet from the North linc and 1295 feet from the West line of
Section 18, to be vertically drilled to approximately 7,000 feet, and then directionally drilled to a
bottom hole location in the Morrow formation within 400 feet of a point 1315 feet from the South line
and 1320 feet from the West line of Section 7, all in Township 23 South, Range 30 East,

Application of Texas 0il & Gas Corp. for an unorthodox gas well locailun aad compulscry pocling, lea
County, New Mexico. Applicant, in the above-styled cause, seeks an order pooling all mineral interests
in the Wolfcamp through Morrow formations underlying the E/2 of Section 6, Township 17 South, Range 35
Fast, to be dedicated to a well to be drilled at an unorthodox location 660 feet from the South and East
lines of said Section 6. Also to be considered 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 supervision.
Also to be considered will be the designation of applicant as operator of the well and a charge for risk
involved Iin drilling said well.
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CASE 6535: (Continued from May 23, 1979, Examiner MNearing)

Application of Torreon 0il Company for a waterflood project, Saudoval County, New Mexico,

Applicant, in the above-styled cause, seeks authority to institute a waterfloed project in the San Luls-
Mesaverde Pool by the injection of water into the Menefee formation through two wells located in Section
21, Township 18 Korth, Range 3 West, Sandoval County, New Mexico.

CASE 6575: 1In the matter of the hearing called-by the Oil €onservation Division on its own motion for an order
creating, contracting the vertical limits, and extending the horizontal limits of certain pools in
Eddy, Lea, and Roosevelt Counties, New Mexico:

(a) CREATE a new pool in Eddy County, New Mexico, classified as a gas pool for Wolfcamp production and
designated as the Cass Draw-Wolfcamp Gas Pool. The discovery well is Black River Corporation Miller Com
Well No. 1l located in Unit C of Section 10, Township 23 South, Range 27 East, NMPM. Said pool would
comprise:

TOWNSHIP 23 SOUTH, RANGE 27 EAST, NMPM
Section 10: N/2

(b) CREATE a new pool in Eddy County, New Mexico, classified as a pas pool for Abo production and desig-
nated as the Runyan Ranch-Abo Gas Pool. The discovery well is Mesa Petroleum Company Runyan Federal Com
Well No. 1 located in Unit E of Section 17, Township 19 South, Range 23 East, NMPM. Said pool would

. comprise: ’

TOWNSHIP 19 SOUTH, RANGE 23 EAST, NMPM
Section 17: NW/4

(c) CREATE a new pool in Eddy County, New Mexico, classified as a gas pool for Morrow production and
designated as the Runyan Ranch-Morrow Gas Pool. The discovery well is Mesa Petroleum Company Garduer
State Weil No, 1 located in Unit K of Section 8, Township 19 South, Range 23 East, NMPM. Said pool
would comprise:

TOWNSHIP 19 SOUTH, RANGE 23 EAST, NMPM
Section 8: w/2

(d) EXTEND the Austin-Mississippian Gas Pool in Lea County, New Mexice, to include therein:

TOWNSHIP 14 SOUTH, RANGE 36 EAST, NMPM
Section 16: SE/&
Section 17: NE/4

(e) EXTEKD the Avalon-Morrow Gas Pool in Eddy County, New Mexico, to include therein:

TOWNSHIP 21 SOUTH, RANGE 26 EAST, NMPM
Section 28: /2

1!”1 ; (f) EXTEND the Avalon-Wolfcamp Gas Pool in Eddy County, New Mexico, to include therein:

TOWNSHIP 21 SOUTH, RANGE 26 FEAST, WP
; Section 21: SW/4
! Section 28: N/2

; = (g) EXTEND the Buffalo-Pennsylvanian Gas Pool in Lea County, New Mexico, to includz therein:
< Y
. o = TOWNSHIP 19 SOUTH, RANGE 33 FAST, WMPM
X Section 6: N/2
e ]
} (h) EXTEND the Burton Flat-Morrow Gas Pool in Fddy County, New Mexico, to include therein:

v TOWNSHIP 20 SOUTH, RANGE 27 EAST, NMPM
Section 12: Sf2
Section 13: N/2

(1) EXTEND the Chaveroo-San Andres Pool in Roosevelt County, New Mexico, to include therein:
TOVNSHIP 23 SOUTH, RANGE 28 EAST, NMPM

TOWNSHIP 7 SOUTH, RANGE 32 EAST, NiPM
Section 34: SW/4

(3) EXTEND the South Culebra Blulf-Atoka Gas Pool in Eddy County, New Mexico, to include thereiun:
Section 22: N/2

Section 35: W/2
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Diamond Mound-Atoka Gas Pool in Eddy County, New Mexico, to include therein:

TOWNSHIP 16 SQUTH, RANGE 27 EAST, NMPM
Scction 12: W/2

Dublin Ranch-Morrow Gas Pool in Eddy County, New Mexico, to include thereln:

TOWNSHIP 22 SOUTH, RANGE 28 EAST, NMPM
Section 21: FE/2

East Fagle Creek Atcka-Morrow Gas Pool in Eddy County, New Mexico, to include therein:

TOWNSRIP 17 SOUTH, RANGE 25 FAST, NMPM
Section 13: §/2

South Empire-Morrow Gas Pool in Eddy County, New Mexico, to include therein:

TOWNSHIP 17 SQUTH, RANGE 29 EAST, NMPM
Section 19: §/2

Eumont Gas Pool in Lea County, New Mexico, to include therein:

TOWNSHIP 20 SOUTH, RANGE 36 EAST, NMPM
Section 32: W/2

Hardy-Blinebry Pool in Lea County, New Mexico, to include therein:

TOWNGHIP 21 SOUTH, RANGE 36 EAST, WMpM
Section 2: Ef2 SEf4 and SW/4 SE/4

Herradura Bend-Delaware Pool in Eddy County, New Mexico, to include therein:

TOWNSHIP 23 SOUTH, RANGE 28 EAST, NMPM
Section 5: E/2 NW/4

Indian Flats-Morrow Gas Pool in Eddy County, New Mexico, to include therein:

TOWNSRIP 21 SOUTH, RANGE 28 EAST, NMPM
Section 25: S/2
Section 36: W/2

Kennedy Farms~Morrow Gas Pool in Eddy County, New Mexico, to include therein:

TOWNSHIP 17 SQUTH, RANGE 26 FAST, NMPM
Section 10: §/2
Section 11: §/2
Section 16: E/2

Eust Lake-Morrow Gas Pool in Eddy County, New Mexico, to include therein:

TOWNSHIP 18 SOUTH, RANGE 27 EAST, NMPM
Section 32: W/2

Logan Draw~Cisco Canyon Gas Pool in Eddy County, New Mexico, to include therein:

TOWNSHIP 17 SOUTH, RANGE 27 EAST, NMPY
Section 28: W/2

West Malaga-Morrow Gas Pool in Eddy County, New Mexico, to include thereim:

TOWNSHIP 24 SOUTH, RANGE 28 EAST, NMPM
Section 16: N/2

Penasco Draw-Morrow Gas Pool in Fddy County, New Mexico, to include therein:

TOWMNSHIP 18 SOUTH, RANGE 24 EAST, NMPM

Section 25: N/2
South Peterson-Fussclman Pool in Roosevelt County, New Mexlico, to include therein:

TOWHSHIP S SOUTH, RANGE 33 FAST, NMPM
Section 31: NW/4
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(y) CONTRACT the vertical limits of the Shoe Bar-Pennsylvanian Gas Pool In lLea County, New Mexico, to
the Atoka formation only aund redesignate sald pool as the Shoe Bar-Atoka Gas Yool, and extend the
horizontal limits of said pool to include therein:

TOWNSHIP 16 SOUTH, RANGE 35 EAST, KNMPM
Section 34: SW/4

TOWNSUHIP 17 SOQUTH, RANGE 35 FAST, NMPY
Section 3: N/2

(z) EXTEND the Teague-Abo Gas Pool in Lea Couﬁty, New Mexico, to include therein:

TOWNSHIP 23 SOUTH, RANGE 37 FAST, NMPM
Section 22: S/2
Sectfon 27: NE/4

(aa) EXTEND the Todd-Wolfcamp Pool in Roosevelt County, New Mexico, to include therein:

TOWRSHIP 7 SOUTH, RANGE 35 FAST, NMPM
Section 22: NEf4

(bb) EXTEND the Tomahawk-San Andres Pool in Roosavelt County, New Mexico, to include therein:

TOWNSHIP 7 SOUTH, RANGE 32 FAST, NMPM
Section 30: W/2

(cc) EXTEND the West Tonto-Pennsylvanian Gas Pool in lea County, New Mexico, to include therein:

TOWNSHIP 19 SOUTH, RANGE 33 EAST, NMPM
Section 7: NW/4

' (dd) EXTEND the Turkey Track-Morrow Gas Pool in Eddy County, New Mexico, to include therein:

TOWNSHIP 19 SOUTH, RAKGE 29 EAST, NMPM
! Section 14: W/2
! Section 15: E/2
Section 23: All
! Section 24: W/2

1 (ee) EXTEND the Wantz-Granite Wash Pool in Lea County, New Mexico, to include therein:

TOWNSHIP 22 SOUTH, RANGE 37 EAST, NMPM
Section 3: SE/4
Section 10: NE/4




A

A.J.LOSEE
JOEL M. CARSON
CHAD DICKERSON

DAVIO R.VANDIVER

Mr. Joe D.

LAW QFFICES
LOSEE, CARSON &[NCQ@ .
300 AMERICAN HOME BUIL% AREA CODE »05

746-3508

May 8, 1979

Ramey, Director

New Maxico 0il Conservation Division
P. O. Box 2088

Santa Fe,

New Mexico 87501

Deaxr Mr. Ramey:

Enclosed for filing, please find three copies each of two
Applications of Texas Oil & Gas Corp., one for compulsory
pooling and one for an unorthodox location, both in Lea
County, New Mexico.

We ask that these cases be set for hearing before an examiner
and that you furnish us with a docket of said hearings.

AJL:pv
Enclosures

Yours truly,

LOSEE, CARSON & DICKERSON, P.A.

CS s,

A. J. Tosee

cc w/enclosures: Texas 0il & Gas Corp.
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BEFORE THE OIL CONSERVATION DIVISION

OF THE STATE OF NEW MEXICO

IN THE MATTER OF THE APPLICATION
OF TEXAS OIL & GAS CORP. FOR
COMPULSORY POOLING, LEA COUNTY,
NEW MEXICO

CASE NO. (5 7-

L I Y Y T L

APPLICATION

COMES NOW TEXAS OIL & GAS CORP., by its attorneys,
and in support hereof, respectfully states:

1. Applicant has the right tc drill a well in the
Wolfcamp through the Morrow formations as a gas well, which
is to be located at a point 660 feet from the South line and
660 feet from the East line of Section 6, Township 17 South,
Range 35 East, N.M.P.M., Lea County, New Mexico.

2. The applicant has dedicated the E/2 of said section
to this well, and there are interest owners in the proration
unit who have not agreed to pool their interests.

3. Applicant should be designated the operator of
the well and the proration unit.

4. To avoid the drilling of unnecessary wells,

to protect correlative rights and to afford to the owner of each

! interest in said unit the opportunity to recover or receive

- without unnecessary expense his just and fair share of the

gas in said unit, all mineral
from the Wolfcamp through the

E/2 of said Section 6, should

interests, whatever they may be,
Morrow formations underlving the

be pooled.
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5. That any non~-consenting working 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% thereof as a reasonable charge for the
risk involved in the drilling of the well.

6. Applicant should be authorized to withhold from
production the proportionate share of a reasonable supervision
charge for drilling and producing wells attributable to each
non-consenting working interest owner.

WHEREFORE, applicant prays that:

A. This application be set for hearing before an
examiner and that notice of said hearing be given as required
by law.

B. Upon hearing the Division enter its order pooling
all mineral interests, whatever they may be, from the Wolfcamp
through the Morrow formations underlying the E/2 of said Section
6, Township 17 South, Range 35 East, N.M.P.M., Lea County,

New Mexico, to form a 32C-acre spacing unit dedicated to appli-
cant'’s well.

C. and for such other relief as may be just in the

premises.

TEXAS OIL & GAS CORP.

LOSEE, CARSON & DICKERSON, P.A.
P. O. Drawexr 239
Artesia, New Mexico 88210

Attorneys for Applicant
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BEFORE THE OIL CONSERVATION DIVISION

QF THE STATE OF NEW HEXICO

IN THE MATTER OF THE APPLICATION :
OF TEXAS OIlL. & GAS CORP. FOR : o
COMPULSORY POOLING, LEA COUNTY, : CASE NO. (-9 /¢
NEW MEXICO o,
3
APPLICATION

COMES NOW TEXAS OIL & GAS CORP,, by its attorneys,
and in support hereéf, respectfully states:

1. Anplicant has the right to drill a well in the
Wolfcamp through the Morros forrmations as o gas wall, which
is to be located at a point 660 feet from tha fouth line and
660 feet from the East line of Section &, Township 17 South,
Range 35 East, N.M.P.M., lLea County, New Mexico.

2. The applicant has dedicated the F/2 of said section
to this well, and there are interest ownerdg in the proration
unit who hava not agreed to pool their interests,

3. Applicant should be designated the operatoxr of

the well and the proration unit.

4. Wo aveid the Avlilliine of wanpoos Sary vells,
o mrotect corveelative rlahite ol Lo s 0Yove S bhe o of each

interegt in said unit the opportunity Lo rocovey or recelve

withont urnoccassary exooansse nie jucst and Talr share of “he

gao An oguid vnit, 211 wioee ot Intevesco. o cno s By wey bo,

from the Wolfcauwnr (hrowugh the torcow Tonocbicor s wndariyieg tha
. b o

/2 of sald Section 6, should be pooled,




5. 'That any non-consenting working interest owner
that does not pay his share of estimated well costs should have
withheld from production his share off the reasonable well costs,
plus an additional 200% thereof as & reasonable charge for the
risk involved in the drilling of the well.

6. Applicant should be authorized to withhold fron
production the proportionate share of a reasonable supervision
chaxge for dxilling and producine wells attributable to each
non~congenting working interest owner.

WHEREFORE, applicant prays that:

A. This application be set for hearing before an
examiner and that notice of said hearing be given as required
by law,

B. Upon hearing the Division enter its order pooling
all mineral interests, whatever they may be, from the Wolfcamp
through the Morrow formations underlying the EB/2 of said Section
6, Township 17 South, Range 35 Fasi, N.M.P.M., Lea County,

New Mexico, to form a 320-acre spacing unit dedicated tc appli-
cant's well.

C. And for such other relief as may ke just in the
premises,

TEXAS OXL & GAS CORP,

By;v”
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LOSEL, CARSOV & DICKEWSON, PL.A.
P. O. Drawey 23¢
Artegia, How Mexico 8B210

Attonyaeys for Applicant




REFORF. THE OYL CONSRRVATION DIVISION

OF THRE STATE OF NEW MEXICO

IN THE MATTER OF THE APPLICATION ,
OF TEXAS OIL & GAS CORP. FOR :
COMPULSORY POOLING, LEA COUNTY, »  CASE NO, L 5 4
NEW MEXICO ;
4
APPLICATION

COMES ROW TEXAS8 OIL & GAS CORP., by its attorneys,
and in support hereof, respectfully states:
1. Applicant hag the right to drill a well in the
Wolfcamp through the Morrow formations as a gas well, which
is to be located at a point 660 feet from the South line and
660 feet from the East line of Section 6, Township 17 South,
T ' Range 35 East, N.M.P.M., Lea County, New Mexico.
2. The applicant has dedicated the E/2 of said seotion
to this well, and there are interest owners iii the proration
5? unit who have not agreed to pool their interests.
3. Applicant shouléd be designated the operator of
the weall and the proration unit.
4. Mo avouid the drilling of unnecessary wells,
©o protact correlative vignts and to afford to the owner of each
interest in said unit the opportunity to racover ox recelve
without unnecessary expensge his Jjust and faly share of the
gas in said unit, all nineral interests, whateveyr they wmay be,
from the Wolfcamp thirough the Morrow formations underlying the

E/2 of said Section 6, should be pooled,
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5. That any non-conssnting working interest owner

that does not pay his share of aestimatoed well costs should have
withheld from production hia share of the reasonable well costs,
plus an additional 200% thereof as a reasonable charge for the
risk involved in the drilling of the well.

6. 2Apblicant should be authorized to withhold from
production the proportionate share of a reasonable supervision
charge for drilling an? producing wells attributable to each
non-consenting working interest owner.

VHEREFORE, applicant vrays that:

A. This application be set for heaving before an
examiner and that notice of said hearing be given as required
by law,

B. Upon hearing the Division enter its order pooling
all mineral interests, whatever they may be, from the Wolfcamp
through the Morxow formations underlying the £/2 of said Section
6, Township 17 South, Range 35 Rast, N.M.P.M., Lea County,

New !exico, to form a 320-acre spaqing unit dedicated to appli-~
cant's well.

C. And for such other relief as wmay be dust in the

pramises,
OEYAS YT L CRMT oann
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Mauovnaye Loy Aoplicant
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BEFORE THE OIL CONSERVATION DIVISION

OF THE STATE OF NEW MEXYCO

IN THE MATYER OF THE APPLICATION . .
OF TEXAS OIL & GAS CORP. TFOR AN : CASE NO, ‘o v
UNORTHODOX GAS WELI. LOCATION, LEA : T
COUNTY, NEW MEXICO :

APPLICATION

COHBS NOW '"TERAS OIL & GAS CORP., by its attorneys,
and in supporxt hereof, respectfully states:

1. Applicant is the operator of the Wolfcanp through
thie Pennsylvanian formaticas anderliying.

Township 17 South, Range 35 yast, N.d.P.M.

Section 6: E/2

and proposes to drill its well at a point located 660 feet from
the South line and 660 feet from the East line of said Section 6.

2. The applicant seeks an exception to the well loca-
tion reguirements of Rule 104-C.2(a) of the 0il Conservation
Division to permit the drilling of the well at the above men-
tionad unorthodox location to a depth sufficient to adequately
CQst Lng@ Wollcawp through ©he Yenansyive.lan dorvmations,

3. Bosvandasd 34050 gas voo, anion andd corwmriging

cive L/Z of said Section & should be dedicaion o suach well or

Lo osuch Legser POy cion UaGldr AS 303 rolss.u iy S5Hown 200 Do
rveasonably produccues: GJ ooas,
e iae g =" PPL B : "~ P . s e . L |
4, Phe approvail ol this apolicetion wili aoiford

applicant the opportualicy to produce its dust end oguitable

sparve Of vJasg, wili proovenys econonis loss caused by the drilling




of unnecessary wells, avoid the augmeantation of risk arising
from the drilling of an excasszive nunber of walls, and will
otherwisge provent waste and protect correlative rights.

H _ WHEREFORE, applicant prays:

A. That this application be sot for hearing before

an examiner and that notice of sald hearing be given as reqguired

by law.

B, "hat arvon hearing the Divisioen anter its order
granting applicant oermission to drill a well 660 feet “rom
the South line and 860 feet from {the Nast lince of said Section
6 and to dedicate the /2 of Qcation 6, whinh is razasonably
presumed to be productive of gas from the tolfcamn through the
Pennsylvanian formations,

. C. And for such other relief as may be just in the
"
. premises,
THEXAS 0OI1, & GAS CORP,
R A
A, J. iosee
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BEFORE THE OIL CONSERVATION DIVISION

OF THE QTATE QF NEW MEXICO

IN THE MATTER OF THE APPLICATION
OF TEXAS OIL & GAS CORP. FOR AR
UNORTHODOX GAS WELL LOCATION, LEA
COUNTY, NBW MEXICO

.

CASE NO. - ~Y

.. ss se s

APPLICATION

COMES NOW TEXAS OIL & GAS CORP., by its attorneyas,
and in support hereof, respectfully states:

1. Applicant is tha operator of the Wolfcamp through
the Pennsylvanian formations underlying:

Township 17 South, Range 35 East, N.K.P.M,

Section 6: E/2

and proposes to drill its well at a point located 660 foat from
the South line and 660 feet from the Eaat lina of sald Section 6.

2. The applicant seekes an excertion to the well loca-
tion raquirements of Rule 104-C.2(a) of the 0il Conservation
Division to permit the drilling of the well at ths above men-
tioned unorthodox location to a despth sufficlent to adequately
tast the Wolfcamp through the Penngylvanian formations.

3. A standaxd 320-acra gasg provation uniit cowprilsing
the E/2 of sald Saction 6 should he dedicated to such woll ox
<o such lesgey portlon thaveof as lg veasonnbly shown to ba
raasonably productive of gas.

4. The approval of this application will afiloxd
applicant the opportunity o produce jits Jjust and eguitable

shaxe of gae, will provent aconomic losg caugad by the drilling




of unnecexsary wells, avoid the augmentation of risk arising
from the drilling of an excessive numbexr of wzlls, and will
otherwise prevent waste and protect correlative rights,

WHEREFORE, applicant prays:

A. That this application be set for hearing before
an examiner and that notice of said hearing be given as required
by law.

B. That upon hearing the Division enter its order
granting applicant permission to drill a well 660 feet from
the south line and 660 feet from the Past line of said Section
6 and to dedicate the B/2 of Section 6, which is reasonably
presumed to be productive of gas from the Wolfcamp through the
Pennsylvanian formations.

C. And for such other relief as may be just in the
preniscs,

TRXAS OIL & GAS CORP,

Byt
A, J. Loses

I10SEE, CARSON & DICKERSON, P.A.
P. 0. Drawer 239
Artesia, MNew Mewvico 68210

rRttoxrneys fox Applicant




DRAFT STATI' OF NEW MEXICO
: ENEKGY AND ..INERALS DEPARTMENT
dr/ ; OIL CONSI.RVATION DIVISION
!
| 1u T UFER OF THY {EARING
s\ CiaTLt Y 'HE OIL CCNSERVATION
¢ t DIVIE O FOR THE PURPOSE OF

| CONSIVERING:

CASE NO, 6574

Order No. R~ {QO(QO

APPLICATION OF TEXAS OIL & GAS
CORP. FOR AN UNORTHODOX GAS WELL
LOCATION AND COMPULSORY POOLING,
LEA COUNTY, NEW MEXICO.

=

ORDER OF THE DIVISION

BY TH* DIVISION:

'~ig cause came on for hearing at 9 a.m. on July 11 y

19 79 at Santa Fe, New Mexico, before Examiner Richard L. Stamefs

i, on this day of July , 197° , the Divisioh

Direc’ or, having considered the testimony, the record, and the

recomieandations of the Examiner, and being fully advised in the
@ premicses,

FIMDS:

i

o~ } | (1) That due public notice having been given as required by

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

o natter thereof. |

i (2) That the applicant, Texas 0il & Gas Corp. ’

. Q- 4
ccling all mineral inlterests in the Wolicamp threudh

Pem %] 5//(/0 “eRm

i __Morrew formations underlying the = E/2

iof Section 6 , Township 17 South , Range 35 East A
ﬁ NMPM, /’”\\\,fﬂm"““m\wnﬂwﬂ*\w o Lea County, New
§'Mexico.
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Cuse NoO.
Order No. R-

(3) That the applicant has the iigl. . drill and roposes
at an unorthodox location 660 feet from the South
to drill a well / line and 660 feet from the East liine of said -
Section 6.
(4) That there are interest owrc¢rs n the proposed proraticn

unit who have not agreed to pool their i terests.

(5) That to avoid the drilling of urnecessary wells, to
protect correlative rights, and to afford to the owner of each
interest in said unit the opportunity to recover or receive
without unnecessary expense his just and fair share of the gas
in said pool, the subject application sh-uld be approved by
pooling all mineral interests, whatever g may be, within said
unit,

(6) That the applicant should be de "rnated the operator
of the subject well and unit.

(7) That any non-consenting working nterest owner shoulad
be afforded the opportunity to pay his s: are of estimated well
costs to the operator in lieu of paying his share of reasonable
well costs out of production.

(8) That any non-consenting working 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 ggﬁfknmmxf;;ereof as a reasonable charge for th
risk involved in the drilling of the well.

(2) That any non-consenting interest owner should be
afforded the opportunity to object to the actual well costs but

- Il

would be adopled as the reasonable well

P | em ~ 11 e Al o
uad werl CoOolLd O

thatit act
costs in the absence of such objection.

(10) That following determination of reasonable well costs,
any non-consenting working interest owne. that has paid his
share of estimated costs should pay tc t! 2 operator any amount
that reasonable well costs exceed estimatizd well costs and

should receive from the cperator any amount that paid estimated

well costs exceed reasonable well costs,
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T from the East line of said Section 6.

at_an unorthodox locationa660 feet from the South line and 660 feet
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Case No.
Oorder No. R~

(11) That per—month should be fixed as a reason-

able chargesfor supervision {combined fixed rates); that the
operator should be authcrized to withbold from production the
proportionate share of such supervision charge attributable to
cach non-consenting 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.

(13) That upon the failure of the operator of said pooled

unit to commence drilling of the well to which said unit is

p

dedicated on or before [/0 (e Lc’/r / /9'7? ; the order
- 7

pooling said unit should become null and void and of no effect

whatsoever.

IT IS THEREFORE ORDERED:

(1) That all mineral interests, whatever they may be,
and FPun sy SV,
in the Wolfcamp through-Mer¥éw  formationSunderlying the E/2

of Section © , Township 17 South , Range 35 East ,

. .
NMPM, e , Lea County, New Mexico /[

are hereby pooled to form a standard 32Q- acre gas spacing

and proration unit to be dedicated to a well to be drilled

PROVIDED HOWEVER, that the operator of said unit shall

cormence the drilling of said well on or before the “/iVL‘day of

P
ﬂ/ad&«éey , 1979 , and shall thereafter continue the drilling

of said well with due diligence to a depth suificient to test the

fgl7w:gy/¢4%vgﬁyh __ forrurion;

PROVIDLED FURTHER, that in the event said operator does not

coramence the drilling of said well on oxr before the /S v day of
, - .

o Xﬁﬁiﬁﬁiéf@z;ﬂ' 1979 , Order (1) of this order shall be null

and void and of no effect whatsoewvery, unless said operator obtains

a time extension from the Division for good cause shown.
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PIOVIDE JURTHER, that should said well not be drilled to
completion, “hapdonnent, within 120 days after commencement
thereof, =ai  perator shall appear before the Division Director a
show cauvse w..y Order (l) of this order should not be rescinded.

(2) Th:t Texas 0il & Gas Corp. is hereby designated

l the operator of the subject well and unit.

| (3) That after the effective date of this order and within
' 90 days prior to commencing said well, the operator shkall furnish
the Division and each known working interest owner in the subject
unit an itemized schedule of estimated well costs.

(4) Thet within 30 days from the date the schedule of
estimated we ' costs is furnished to him, any non-consenting
working inte: 5t owner shall have the right to pay his share
of estimated <11 costs to the operator in lieu of paying his
share of rea: nable well costs out of production, and that any
such owner wli'o pays his share of estimated well costs as pro-
vided 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
i and the Division has not objected within 45 days following receipt
of said schedule, the actual well costs shall be the reasonable

i well costs; provided however, that if there is an objection to

Pactual well costs within said 45~day period the Division will

"determine rezsonable well costs after public notice and hearing.

(6) Thet 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

hd
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Order No. R-
above shall pay to the operator his pro ratl:. s . L the amou: .
that reasonable well costs exceed estimated wel.: costs and sha'l
receive from the operator his pro rata sharc of he amount that
estimated well costs exceed reasonable well cost: .

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

(A) The pro rata share of reasonable well costs
attributable to each non-consenting working
interest owner who has not paid is share of
estimated well costs within 30 ¢ ys from the
date the schedule of estimated w "1 costs is
furnished to him.

(B) As a charge for the risk involv the

drilling of the well, f che 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 preducticon to t

hn o/x
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(9) That §435% per monthni# hereby fixed as a’reasonabl

the well costs.

charges for supervision (combined fixed rates); that the operator
is hereby authorized to withhold from production the proportionate
share of such supervision chargesattributable to =2ach non-
consenting working interest, and in addition the::zto, 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 reasocnable, attribuiable to each non-

consenting working interest.

W
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Order No.

(10) That any unsevered nmineral interest shall be considerc
a seven-eighths (7/8) working intecrest and a one-eighth (1/8)
rovalty 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
out of production shall be withheld only from the working
interests share of production, and no costs or charges shall
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

Lea

be placed in escrow in County, New Mexico, toc be

paid to the true owner thereof upon demand and proof of ownership;
that the operator shall notify the Divisicn of the name and
address of said escrow agent within 30 days from the date of
first deposit with said 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 Mexico, on the day and year herein-

above designated.
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