From: Ernest Padilla

To: Eelicia Orth; McClure, Dean. EMNRD; Cox. Scott, EMNRD; Hearings. OCD, EMNRD
Cc: Darin Savage; William E. Zimsky; Andrew D. Schill

Subject: [EXT] Allar Development Case No. 21346

Date: Monday, August 24, 2020 11:50:47 AM

Attachments: Motion to Dismiss OCD Cases 14820, 14821, 14822, 14823.pdf

Response to Motion to Dismiss.pdf

Unopposed Motion for Continuance and Pre-hearing Conference OCD Cases 14820,14821,14822,14823.pdf
Order R-13582 (OCD Case 14820).pdf

Exhibit 1 Supplemental Title Opinion .pdf

Ms. Orth and Mr. McClure:

Following the argument on Devon’s Motion to Dismiss, Mr. McClure requested the case number(s)
of the Lime Rock cases which | mentioned during Allar’s portion of the argument. Accordingly,
attached are pertinent pleadings filed in Cases 14820, 14821, 14822, and 14823 which were
consolidated for hearing. The cases were dismissed without prejudice because they had already
been continued three times while the parties attempted negotiation. Despite the Supplemental
Title Opinion stating that the operating agreement did not apply, the OCD consensus at the Status
Conference was that there was still an issue as to whether it did or did not, therefore, a court action
would be necessary.

Lime Rock chose not to refile the cases.
Please let me know if you have any questions or require additional information.

Ernie

Ernest L. Padilla

PADILLA LAW FIRM, P.A.

P.O. Box 2523

Santa Fe, New Mexico 87504-2523

T: 505-988-7577

F: 505-988-7592

E: epadillaplf@qwestoffice.net; (office) padillalawnm@outlook.com

CONFIDENTIALITY NOTICE: THIS MESSAGE (INCLUDING ATTACHMENTS, IF ANY) IS INTENDED
ONLY FOR THE USE OF THE INDIVIDUAL OR ENTITY TO WHICH IT IS ADDRESSED AND MAY
CONTAIN INFORMATION THAT IS PRIVILEGED, CONFIDENTIAL AND EXEMPT FROM
DISCLOSURE UNDER APPLICABLE LAW. If you are not the intended recipient, any review, use,
disclosure, distribution or copying is strictly prohibited. If you believe this e-mail has been sent to you in
error, please (i) do not open any attachments, (ii) contact the sender immediately by replying to this e-
mail to inform the sender that you have received this e-mail in error, and (iii) delete this e-mail and all
attachments.
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STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

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

APPLICATION OF LIME ROCK RESOURCES II-A,
L.P. FOR APPROVAL OF COMPULSORY POOLING,
EDDY COUNTY, NEW MEXICO. Case No. 14,820

APPLICATION OF LIME ROCK RESOURCES II-A,
L.P. FOR APPROVAL OF COMPULSORY POOLING,
EDDY COUNTY, NEW MEXICO. Case No. 14,821

APPLICATION OF LIME ROCK RESOURCES II-A,
L.P. FOR APPROVAL OF COMPULSORY POOLING,
EDDY COUNTY, NEW MEXICO. Case No. 14,822

APPLICATION OF LIME ROCK RESOURCES II-A,

L.P. FOR APPROVAL OF COMPULSORY POOLING,
EDDY COUNTY, NEW MEXICO. Case No. 14,823

MOTION TO DISMISS

Mewbourne Oil Company ("Mewbourne") moves the Division for an order dismissing
the above compulsory pooling applications, and in support thereof, states:

1. Lime Rock Resources II-A, L.P. ("Lime Rock") has filed the above applications
seeking to force pool all depths from the surface to the base of the Yeso formation underlying the
EY%SWY of Section 7, Township 18 South, Range 27 East, NM.P.M. The Yeso formation is
apparently the primary target of the four wells involved in these cases.

2 Mewbourne is the operator of the S% of Section 7 under an Operating Agreement
dated May 15, 1973. This agreement covers one hundred percent (100%) of the working

interests as to the following depths:





(a) Below the base of the San Andres formation in the W¥%2SWY% of and W/.SEV4
Section 7,

(b) All depths except the Grayburg and San Andres formations underlying the
E“:SWY4 and NEYSEY4 of Section 7;

(c) All depths in the SEYSEY4 of Section 7.

See Affidavit of Corey Mitchell, attached hereto as Exhibit A.

Id.

5. The Operating Agreement remains in effect due to the following:

(a) The initial well drilled under the Operating Agreement was the Peterson Com.
Well No. 1, located 1980 feet from the south and east lines of Section 7. The Peterson
Com. Well No. 1 was a commercial well, and is still producing; and

(b) The Operating Agreement provides, in Section 10, that it shall remain in effect so
long as any of the oil and gas leases subject to the agreement remain in effect. All of the

oil and gas leases listed in Exhibit A to the Operating Agreement remain in effect.

3. The depths which Lime Rock seeks to pool in these cases include depths covered

by the May 15, 1973 Operating Agreement and the West Red Lake Unit Agreement.

4, The pooling statutes provide that a working interest owner may force pool other

interest owners in a well where other owners "have not agreed to pool their interests." NMSA

1978 §70-2-17.C. In these cases all of the interest owners in the E/2SWYs of Section 7 have

voluntarily agreed to pool their interests (i) as to the Grayburg and San Andres formations under

the West Red Lake Unit Agreement and Unit Operating Agreement, and (ii) as to all other depths

under the May 15, 1973 Operating Agreement. Thus, force pooling is improper.

WHEREFORE, Mewbourne Oil Company requests that these cases be dismissed.





Respectfully submitted,
/

/
Py /}W

James Bruce

Pdst Office Box 1056

Sa\nta Fe, New Mexico 87504
(505) 982-2043

Attorney for Mewbourne Qil Company

CERTIFICATE OF SERVICE

I hereby certify that a,copy of the foregoing pleading was served upon the following
counsel of record this _ 22V l day of April, 2012 by hand delivery:

Ernest L. Padilla
P.O. Box 2523
Santa Fe, New Mexico 87504

e
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ames Bruce






STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

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

APPLICATION OF LIME ROCK RESOURCES II-A,
L.P. FOR APPROVAL OF COMPULSORY POOLING,
EDDY COUNTY, NEW MEXICO. Case No. 14,820

APPLICATION OF LIME ROCK RESOURCES II-A,
L.P. FOR APPROVAL OF COMPULSORY POOLING,
EDDY COUNTY, NEW MEXICO. Casc No. 14,821

APPLICATION OF LIME ROCK RESOURCES II-A,
L.P. FOR APPROVAL OF COMPULSORY POOLING,
EDDY COUNTY, NEW MEXICO. Case No. 14,822

APPLICATION OF LIME ROCK RESOURCES II-A,

L.P. FOR APPROVAL OF COMPULSORY POOLING,
EDDY COUNTY, NEW MEXICO. Casc No. 14,823

AFFIDAVIT OF COREY MITCHELL

COUNTY OF MIDLAND )
) ss.
STATE OF TEXAS )

Corey Mitchell, being duly sworn upon his oath, deposes and states:

1. [ am over the age of 18, and have personal knowledge of the matters stated herein.
3 [ am a landman for Mewbourne Oil Company ("Mewbourne").
3. Except as noted below, Mewbourne is the operator of the S' of Section 7,

Township 18 South, Range 27 East, N.M.P.M. under an Operating Agreement dated May 15,
1973, a true copy of which is attached hereto as Attachment 1 (the "Operating Agreement").

4. The original operator under the Operating Agreement was Mark Production

Company, which is now known as Mewbourne Oil Company.
EXHIBIT ltl





5. The initial well drilled under the Operating Agreement was the Peterson Com.
Well No. 1, located 1980 feet from the south and east lines of Section 7. The Peterson Com.
Well No. 1 was a commercial well, and is still producing.

6. The Operating Agreement provides, in Section 10, that it shall remain in eftfect so
long as any of the oil and gas leases subject to the agreement remain in effect. All of the oil and
gas leases listed in Exhibit A to the Operating Agreement remain in effect.

7. ‘The Operating Agreement covers all depths in the S of Section 7 except the
following shallow depths:

(a) The surface to 1900 feet subsurface underlying the SWY%SWY of Section 7,
which was assigned by Gulf Oil Corporation (a party to the Operating Agreement) to
Nearburg & Ingram by the Assignment of Oil and Gas Lease, dated September 8, 1958, a
truc copy of which is attached hereto as Attachment 2.

(b) The Grayburg and San Andres formations underlying the E¥SWY, WYSEY,
and NEVSEV: of Section 7, as defined in the Unit Agreement for the West Red Lake
Unit, dated August 1, 1967, a portion of which is attached hereto as Attachment 3.

(©) The surface to 1910 feet subsurface underlying the NWY%SWVYs of Section 7, and
the surface to the base ol the San Andres formation underlying the W'2SE" of Section 7,
which were retained under a farmout agreement from Exxon Corporation to Mark
Production Company, dated May 11, 1973, a true copy of which is attached hereto as
Attachment 4.

8. One hundred percent (100%) of the working interests in the oil and gas leases
described in the Operating Agreement, except as to the shallow depths described above, are
committed to the Operating Agreement.

9. The depths which Lime Rock Resources II-A, L.P. seek to pool in these cases
include depths below the shallow depths described above.

Cenest ™M kene o4
Corey Mftchell

]
SUBSCRIBED AND SWORN TO before me this 1D
Mitchell.

Al

day of April, 2012 by Corey

_— J Bl . 2 II'_- = e, e ~ i
3/ S ARG N

Notary Publi'l;

" ]

o SHERRY BARCLAY
&i Notary Public, State of Texas

PR LE My Commission Expires
R/ May 13, 2015

Ay






AAPL:FORM 610 *

MODEL FORM OPERATING AGREENMENT—1956
Non-Federal Lands

OPERATING AGREEMENT

DATED
May 15, 19.73
FOR UNIT AREA IN TOWNSHIP__183 » RANGE __27%
Eddy. COUNTY, STATE OF.__New Mexico

Red Lake Area

MARK PRODUCTION COMPANY #1 PETERSON
8/2 SECTIOR 7

AMERICAN ASSCCIATION OF PETROLEUM LANDMEN
APRROVED EORM. AAPL NO, 610
MAY BE ORDERED DIRECTLY FROM THE PUBLISHER
ROSS « MARTIN COMPANY, BOX §00, TULSA 7410)

Attachment I . _
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OPERATING AGREEMENT

THIS AGREEMENT, entered Into this_15th__ day of May 1923 _, between
—MARK_PRODUCTTON COMPANY
hereafier designated ss “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, i so indlcated,
unleased mineral interests in the tracts of land described in Exhibit “A", and all partles have reached an
agreement to explore and develop these leases and Interests for ol and gae o the extent and as herelnafter
provided;

NOW, THEREFORE, it is agreed as follows:

1. DEFINITIONS

As used {n this sgreement, the fallowing words and terms shali have the meanings here ascribed to

them,

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

(2) The parties to this agreement shall always be referred to as "i{” or “they™, whether the parties be cor-
porate bodies, partnerships, assoclations, or persons rea). '

(3} The term “oil and gas” ghall include oil, gas, casinghead gas, gas condensate, and all other liquid or gase-
ous hydrocarbons, unless an intent to limlt the in¢lusiveness of this term is specifically stated.

(4) The term “oil and gas interests” shall mean unleased fee and milneral Interests In tractz of land lying
within the Unit Area which are owned by parties to thls agreement.

(8) The term “Unit Area" shall refer to and include all of the lands, 0il and gas leasehold intereats and oil
and gas Interests intended to be developed and operated for oil and gas purposes under this agreement.
Such Jands, oll and gas leasehold interests and oil and gaa interests are described In Exhibit “A",

(6} The ferm "drilling unit” shail mean the srea flxed for the drilling of one well by order or rule of any

state or federal body having authority, If a drilling unit i 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,

All exhibjts attached to this agreement are made a part of the contract as fully as though copied in full

in the contract,

(8) The words “equipment” and “materials” as used here are synonymous and shall mean and include all
oil field supplies and personsl properly acquired for use in the Unit Area,
2. TITLE EXAMINATION, LOSS OF LEASES AND OIL AND GAS INTERESTS
A. Tltle Examinations

(1

-

There shall be no exnminatmn of title to leases, or to oil and gas interests except that tille to the lease
covermg the Jand upon which the exploratory well is to be drilled in accordance with Section 7, shall be exam-
ined on a complete abstract record by Operator's attorney, and the title to both the oil and gas lease and to
the fee title of the lessors must be approved by the examining attorney, and accepted by all parties. A copy of
the examining attorney's opinion shall be sent to each party immediately after the opinion is written, and,
also, each party shall be given, as they are written, a copy of all subsequent supplemental attorney’s reporis.
A good falth effort to satisfy the examining ailtorney’s requirements shall be made by the party owning the
lease covering the drillsite, ‘

If title 10 the proposed drillsite is not approved by Lthe examining attorney or the lease is not acceptable
for a material reason, and all the parties do not accept the title, the parties shall select a new drillsite for the
tirst exploratory well; provided, if the parties are unable to agree upon another drillsite, this agreement shall,
in that case, come to an end and all parties shall then forfeit their rights and be relieved of obligations here-
under. If a new drillsite is selected, title to the oil and gas lease covering it and to the fee litle of the lessor
shall be examined, and tille shall be approved or sccepted or rejected In like manner as provided above cone
cerning the drillsite first selected. It title to the oll and gas lease cavering the second cholce drillsite is not
approved or accepled, other drillsites shall be successively selected and title examined, unthl a drllisite {a chosen

—_—f e

“Individual Loss™
Revised 1067
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to which tille i3 approved or accepted, or until the partics fail lo select another drillsite. Ag In the case of the
drillsite first selected, so also wilh successive choices il the time comes that the partics have not approved
title and arc unable lo agree upon an alternate drillsile, the contract shall, in that case and at thal time, come
to an end and all parties shall forfeit their rights and be relieved of obligations under this coniract.

No well other than the first test shall be drilled in the Unit Area until after (1) the title to the lease
covering the lands upon which such well is lo be located has been examined by Operator’s atlorney, and (2)
the title has been approved by the examining attorney and the title bas been accepted by all of the parties
who are 1o participate in the drilling of the well,

B. Fuilure of Title: '
Should any oll and gas lease, or inlerest therein, be lost through failure of title, this agreement shall,
nevertheless, continue in force as to all remalning leases and interests, and
(1) The party whose lease or interest is affected by the title failure shall bear alone the entirc loss and it
shall not be entitled to recover from Operator or the othet parties any development or operating costs
which il may have therctofore paid, but there shall be no monetary liabilily on its parl lo the other par-
ties hereto by reason of such (itle failure; and
2

~

There shall be na retroactive adjustment of expenses incurred or revenues received from the operation
of the inlerest which has been last, but the Interests of the parties shall be revised on nn acreage basis,
as of the time it is determined finally that title failure has occurred, so that the inlerest of the party
whose lcase or Interest is atfecied by the title failure will thereafter be reduced in the Unit Area by the
amount of the inierest lost; and

(3) I the proportionate interesis of the other parties hereto in any producing well theretofore drilled on
the Unlt Area s Inereased by reason of the title failure, the parly whose tille has failed shall receive
the proceeds atiributable 1a the increase In such inlerests (Jess operating cosls atirlbulable thereto)
until it has been relmbursed for unrecovered costs paid by Jt in connection with such well; and

(4

-

Should any person not a party lo thls agreement, who is determined to be the owner of any interest in
the title which has fafled, pay in any manner any part of the cost of operatlon, development, or equip-
ment, or equipment previously pald under this agreement, such amount shall be proportionately paid to
the party or parties hereto who in the first instance paid the costs which are so refunded; and

(5

—

Any liability to account to a third party for prier production of oil and gag which arises by reason of
title failure shall be borne by the party or parties whose title failed in the same proporiions in which
they shared in such prior production.

€. Losa of Leasos for Causes Other Than Title Failure:

It any lease or interest subject to this sgreement be jost through failure Lo develop or because express
or implied covenants have not been performed, or if eny lease be permitied to expire at the end of its primary
term and not be renewed or exfénded, or if any lease or interest therein Is lost due to the fact that the produc-
tion therefrom is shut In by reason of lack of market, the loss shall not be considered a failure of title and all
such Jossce shall be jaint losses and shall be barne by all parties in proportion (o their interesis and there shall
be no readjustment of interests in the Unit Area,

. " :
-y partyowmr toitand-gas-interesi-in-the-UnilArea—thel-interesi-ehol-bo-traitod-fou

purpose of this agreement as if i1 were a leased interest under the form of oil and atlached as “Exhi~

tlon as preseribed in the form of oil and attached heretlo as Exhibit “B". Such parly shall, however,

be subject to all

Visions of this agreement relating te lessces, to the exlent thal it cwns the lessee

4. INTERESTS OF PARTIES
Exhibit “A” )ists all of the parlics, and their respective plcrcenln;:c or fractional interesls under this
agreement. Unless changed by other provisions, all casiz and labilitics ineurred in operations under this con=
tract shall be borne and paid, and all equipment and material acquired In operations on the Unit Area shall be
owned, by the partics ns their {nteres(s are given in Exhibilt “A", Al produclion af oll and gas from the Unit
Aren, gubject la Lhe payment of lessor's royalties, shall ulso be owned by Lhe partics in (he same munner.
2=

“Indlvidual Tasa"
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U the interest of any party in any oil and gas lcase covered by this agreement is subjeet to an overriding
royalty, production payment, or other charge over and above the usual one-eigithh (14) royally, such party shall
assume and alone bear all such cxcess obligations and shall account tc;r them to the owners therecof oul of its
share of the working interest production ef the Unit Area,

5. OPERATOR OF UNIT

—  MARX PRODUCTTOM COMPANY shall be the Operator of
the Unit Area, and shall conduct and dircet and have full control of all operations on the Unit Area as per-

mitted ond required by, and within the limits of, this agreement. It shall conduct all such operations In a good

and workmanlike manner, but it shall have no liabilily as Operalor to the other parlies for losses sustained,
or liabilities incurred, except such as may result from gross negligence or from breach of the provisions of

this agreement,
§&. EMPLOYELS

The number of employees and their selection, and the hours of labor and the compensation for services
performed, shall be determined by Operator. All employees shall be the employees of Operator.
7. TEST WELL
On or before the_15th__dayof __August 19 73_, Operator shall commence the grill-

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

1980' FEL & 1980' FSL of Section 7, T-18-§, R-27-E
Eddy County, New Mexico

and shall thereafier continue the drilling of the well with due diligence to a depth of 9,600 or to a
depth sufficient to test the Morrow sand formation

unless granile or ather practically impenetrable substance is encountered at a lesser depthor unless all parties
agree lo compleie the well at a lesser depth.

Operator shall make reasonable Lests of all Jormations encountered during drilling which glve Indica-
tion of containing oil and gas in quantities sulficienl to test, unless this agreement shall be limited in its ap-
plication lo a specific formation or formalions, in which event Operator shall be required 1o test only the
formation or formations lo which this agreement may apply.

If in Operator's judgment the well will nol produce oil or gas in paying quantities, and it wishes to
plug and abandon the {est as a dry hole, it shall first sccure the consent of all pariies to the plugging, and the
wel) shail then be plugged and abandoned as promptly as possible.

8. COSTS AND EXPENSES
Except as hereln otherwise specifically provided, Operator shall promptly pay and discharge all costs
and expenses incurred in the development and operat‘ion of the Unit Area l-aursuant {o this agreement and shall
charge each of the parties hereto with their respective proportionate shares upon the cost and expense basis
provided in the Accountlng Procedure attached hereto and marked Exhibit “C". If any Dprovision 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,

Operator, at {ts election, shall have the right from time to time to demand and receive from the other
parties payment in advance of their respective shares of the eslimated amount of ihe costs to be incurred in
operations hereunder during the next succeeding month, which right may be exercised only by stibmission to
cach such parly of an ilemized statement of such estimated costs, logelher with an invoice for its share there-
of. Each such stalement and invoice for the payment in advance of estimated costs shall be submiticed on or
before the 20Lh day of the next preceding month, Each party slmlll pay lo Opcralor ils prapertionate share of
such cslimale within fifteen (15} days ofter such csthuate and invoice is recoived. 1If any parly fails lo pay its
share of said esthinate within said time, the amount due shall bear inlerest at the rate of g.gnpcrcenl pev
annum until paid. Proper adjustment shall be made monthly belween advances and actual cost, 1o the end
thal each parly shall bear and pay ils proportionate share of aclual costs incurred, and no more,

—3

Revised 1267





A.APL. FORM 610

9. OPERATOR'S LIEN

Operator is given a first and prefecred lien on the interest of cach party covered by this contract, and
in cach party’'s inlerest in oil and gos produced and the proceeds thereal, and upon each party’s interest in ma-
terial and equipment, to secure the payment of all sume due from each such party to Operator.

In the cvent any party falls to pay any amount owing by it to Operator as its share of such costs and
expense or such advance estimate within the time limited for payment thercof, Operstor, without prejudiee to
athereinting risagenable attorney 8 e RectBnthS SHEARSE BUN RSO AT S A S S uageney

" the proceeds accruing to the workins interest or interests in the Unit Ares of the delinquent pariy up to the
amount owing by such pa:‘?y?gndl %acﬂfx?ﬁﬁfur of oll or gas is authorized to rely upon Operalor's statement
as to the amount owing by such party.

In the event 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 af statements therefor by Operator, shall propertionately contribute
to the payment of such delinquent indebtedness and the non-operating parties so contributlﬂg 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 partles and Operator propoc-
tionately in accordance with the contrlbutions theretofore made by them,

10. TERM OF AGREEMENT

This agreement shall remain in full force and effect for as Jong as any of the oil and gas leases subjected
to this agreemant remain or are continued In force as to any part of the Unit Area, whether by production, ex-
tension, renewal or otherwise; provided, however, that in the event the first well drilled hereunder results in
a dry hole and no other well is producing oil or gas in paying quantities from the Unit Area, then st the end
of ninety (80) days after abandonment of the first test well, this agreement shall terminate unless one or
more of the parties are then engaged in drilling a well or wells pursuant lo Sectlon 12 hereof, or all parties
have agreed to drill an additional well or wells under this agreement, in which event this agreement shall con-
linue In force until such well or wells shall have been drilled and completed. If produclion rosults there-
Arom this agreement shall continue in force thereafter as if said first test well had been productive in paying
quantities, but it production in paying quantities does not result therefrom this agreement shall terminate
at the end of ninety (80) days after abandonment of such well or wells. It is agreed, however, that the terms-
ination.of this agreement shall not relieve any party hereto from any liability which has acerued or attached
prior to the date of such termination,

11, LIMITATION ON EXPENDITURES

Without the consent of all-parties: (a) No well shall be drilled on the 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 agreemant, it being understood that the consent ta the drilling of a well shall include cansent 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 well reworked, plugged back or
deepened pursuant te the provisions of Section 12 of this agreement, it being understood that the consent to
the reworking, plugging back or deepening of a well shall inelude consent to all necessary expenditures in
conducting such operations and completing and equipping of said well to praduce, including necessary tank-
age; (c) Operator shall not undertake any single project rersonably estimated to require an expenditure in
excess of _ETVE THOUSAND AND NO/100 = === Dollars (§5.000.00_ )

except in connection with a well the drilllng, rewarking, deepening, or plugging back of which has been pre-

viously authorized by or pursuant to this agreement; provided, however, that in case of explosion, fire, flood,
or other sudden emergency, whether of the same or different nature, Operator may take such steps and incur
such expenses as in jts opinion are required {o deal with the emergency and to safeguard life and property,
but Operator shall, as promptly as possible, report the emergency to the other parties, Operator shall, upon
tequest, furnish copies of its "Authority for Expenditures” for any single projeet costing in ex-

cess of $.5,000.00

—
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12, OPERATIONS BY LESS TIIAN ALL PARTIES

If all the pactles cannot mutually agree upon the drilling of any well on the Unit Arca other than the
test well pravided for in Section 7, or upon the reworking, decpening or plugging back of a dry hole drilled
at the joint expense of ull partics or a well jointly owned by all the partics and not then producing in paying

quantitics on the Unit Arca, any parly or partics wishing to drill, rework, deepen or plug back such a well’

may give the other parties written notlce of the proposcd operation, speciflying the wark to be performed,
the location, proposed depth, objective formation and lhe estimated cost of the operation. The parlies receiv-
ing such a nolice shall have thirty (30) days (except as to reworking, plugging back or drilling deeper, where
a drilling rig is on laeation, the period shall be limlted to forty-eight (48) hours exclusive of Salurday, k% Sun-
and legal holidays

day) /after receipt of the notice within which to notily the parties wishing to do the work whether they elect
to participate in ihe cost of the proposed operation. Failure of a party receiving such g notice 1o so reply o
it within the period above fixed shall constitute an eleclign by that party not fo 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 hereafter refcrred to as “Non-Consenting Parly"), then in order to be entitled to the benefits
of this sectlon, the parly or parties giving the notlce and such other parties as shall elect to participate in the
operation (all such parties being hereafter referred to as the “Consenting Parties”) shall, withia 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-hour period where the drilling rig is on location, as the case may be) actually commence work
an 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
proporlions that their respective intereste as shown in Exhiblt “A" bear to the total interests of all Consenting
Parlies. Consenling Parties shall keep the leasehold estates involved in such aperations 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 operalion results in a dry hole, the Consenting Partles shall plug and abandon the well al their sole
cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this
seclion resulls in a producer of sil and’/or gas in paying quantities, the Consenting Parties shall complete and
equip the well to produce at their sole cost and risk, and the well shall then be turned over to Operator and
shall be operated by it at the expense and for the account of the Consenting Parties. Upon commencement of
operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Parlies
in accordance with the provisions of this gection, each Non-Consenting Party shall be deemed 10 have relin-
qulshed to Consenting Parties, and the Consenting Parlies shall own and be entitled to recezve, in proportion
to their respective interests, all of such Non-Consenting Parily's [nterest in the well, its leasehold operating
rights, and share of production- theretrom until the proceeds or market value thereof (after deducting pro-
duction taxes, royalty, overriding royalty and other interesis payable out of or measured by the production
from such well aceruing with respect to such interest until it reverts) shall equal the total of the following:

(A) 1009 of each such Non-Consenting Parly's share of the cost of any newly acquired surface equipment
beyond the wellhead connections (including, but not limited to, stock tanks, separators, treaters,
pumping equipment and piping), plus 100% of each such ‘Non-Consenting Party's share of the cost of
operation of the well commencing with first production and continuing until each such Non-Cansenting
Party's relinquished interest shall revert to it under other provisions of this section, it being agreed that
each Non-Consenting Parly's share of such costs and equipment will be that interest which would have
been chargeable to cach Non-Consenting Party had it participaled in the well from the beginning of
the operation; and

3004
(B) 202X of that portion of the cosis and expenses of drilling, reworking, deepening or plugging back,

testing and completing, afler deducting any cash contributions received under Sectlon 25, and P&
of that portion of the cost of newly acquired equipment in the wall (lo and including the wellhead

connections), which would have been chargeable to such Non—Consentmg Party it it had participated
therein.

—_r—
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In Lhe care of any reworking, plusging back or decper drilling operallon, the Consenting Parlies shall
be permilled Lo use, Iree of cost, all casing, tubing and other cquipment In the well, but the awnership of all
such equipment shall remain unchanged: and upon mbandonment of a weill after such reworking, plugging
back or deeper drilling, the Consenting Partlea shall account for all such equlpment to the owners thereof,
with each party recelving its propoﬂionlle part In kind or in value.

Within sixty (60) days efter the eompleliun of any opcration under this secilon, the party conducting
the operations for the Consenling Parlies shall furnish each Non-Conscnting Parly with an Inventory of
the cquipment in and connected lo the well, and an itemiized statement of the cost of drilling, deepcning,
plugging back, testing, completing, and equlpping the well for produciion; or, al ils oplion, the operating
party, in lieu of an Ilehiud stalement of such costs of operation, may submit a delalled stalement of monthly
billings. Each month thereafter, during the time the Consenting Parlies are belng relmbursed as provided
above, the Consenting Parties shall furnish the Non-Consenling Partles with an itemized stalement of all
cosls and llabilities incurred in {he operation of the well, together with a slatement of the quantity of oil
wnd gas produced from it and the amount of proceeds realized from the sale of the well's working interest
production during the preceding month. Any amouni realized from the sale or other disposition of equip-
ment newly acquired In connection with any such operation which would have been owned by a Non-Cone
senting Party had it participated therein shall be credited against the total unreturned costs of the work done
and of the equipment purchased, in determining when the interest of such Non-Consenting Party shall revert
to It as above provided; if there is a credit balance It shall be paid {o such Non-Consenting Party,

It and when the Consenting Partles recover from a Non-Consenting Party’s relinquished interest the
amounts provided for sbove, the rellnquished Interesls of such Non-Consenting Party shall automatically
revert to il and from and afler such reversion such Non-Consenting Party shall own the same interest in such
well, the operating rights and working Interest therein, the materlal and equipment in or pertaining thereto,
and the production therefrom as such Non-Consenting Party would have owned had it partlcipated in {he
drilling, reworking, deepening or plugging back of eaid well, Thereafler, such Non-Consenting Party shalt be
charged with and shall pay its proportionate part of the further cosis of the operalion of paid well in accord-
ance with the terma of this agreement snd the nu:-ounting procedure echedule, Exhibit “C", allached hereto.

Notwithstanding the provisions ot. this Section 12, It in ngreed that without the mutual consent of all
paclies, no wells shall be compleled in or produced from a source of supply from which a well located else-
where on the Unit Area Is producing, unless such well conforms to the then-existing well spacing paitern
for such source of supply.

The provisions of this section shall have no applicallon whatsoever to the drilling of the initial test
well on the Unit Area, but shall apply to the reworking, deepening, or plugging back of the im!lal test well
after it has been drilled to the deplh specitied in Seclion 7, I i€ ls,.0r thereafter ghall 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, rewarked, deepened, or plugged back, upon lhe Unit Area subsequent to the drilling of
the inilial test well,

11, RIGHT TO TAKE PRODUCTION IN KIND

Each party shall take in kind or separately dispose of its proportionale share of all oil and gas pro-
duced from the Unit Ares, exclusive of production which may be used In development and producing oper-
alions and fn preparing and treating oil for marketing purposes and production unavoidably lest. Each party
shall pay or deliver, or cause to be paid or delivered, a)l rayaltics, overriding royalties, or other payments
due on its share of such production, and shall hold the other parlies free from any liability therefor. Any
extra expenditure incurred in the taking in kind or scparate disposition by any party of ils proportionale
share of the production shall be borne by such party.

Each parly shall execute all divigion orders and contracts of sale pertaining Lo its inlerest in produe-
tlon from the Unit Area, and shall be entitled to receiva payment dircet from tho purchaser or purchasers
thereof for it share of all production. -

e
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In the event any party shall fail te make the arrangements necessary {0’ fake in kind or scparately
dispose of ils proportionatc share of the oil and gas produced from lhe Unit Area, Operator shall have the
right, subject o revocation al will by the party owning it, bul not the obligation, to purchase sueh oil and
gas or sell 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 recelves for its portion of the oil and pas produced
from the Unit Area. Any such purchase or sale by Operator- shall be subject always 1o the right of the
owner of the production to cxercise at any time jts ctight to take in kind, or separately dispose af, its share of
all'oil and gas nol previously delivered to a purchaser. Notwithstanding the foregoing, Operator shall net
make a sale into interstate commerce of any other party’s share of gas production, writhowt—first—piving—ach

other-periy—sinty—{60)—days—notice—of-such-intended-seles Sales by Operator of any other party's
shiare of production shall be only for such reasonable times as are conmistent with the
minimum needs of the industry under the circumstances but in no evert shall such sale ba

for a perlod in excess of one -1-2 x&rﬁs TO UNIT AREA

Each party shall have access'to the Unit Area at all reasonable times, at its solc risk, to inspect or
observe operations, and shall have access at reasonable times to information pertaining to the development
or operation thereof, including Operator's books and records relating thereto. Operator shall, upen request,
furnish each of the other parties with copies of 2ll drilling reports, well logs, tank tables, daily gauge and
run tickets and reports of stock on hand at the first of each mol;th. and ehall make available samples of any
“cores or cuitings taken from any well drilled on the Unit Area.

15. DRILLING CONTRACTS

All wells drilled on the Unit Area shall be drilled on a competitive contract basis at the usual rates
prevalling in the area, Operator, If it so desires, may employ its awn tools and equipment in the drilling
of wells, but its charges therefor shall not exceed the prevailing rates in ihe {leld, 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 conditiong as shall be customary and usual
in the ficld in contracis 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 13 hereof for
which the Consenting Parties have not been fully reimbursed as therein provided, which has been ¢com-
pleted as a producer shall be plugged and abandoned without the consent of all parties; provided, however,
if all parties do not agree to the abandonment of any well, those wishing 1o continue its operation shall tender
to each of the other parties its“prnportionate share of the value of the well’s salvable material and equip-
ment, delermined in accordance with the provisions of Exhibit “C", less ihe estimated cost of salvaging and
the cslimatled 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, qualily, or fitness for use
of the equipment and material, all of its interost in the waell and ifs 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 assignmenis so limited shall encompass the "drilling unit” upon which the well is located.
The paymenis by, and the assignments to, the assignees shall be in a ratio based upon the relationship of
their respective percentages of parlicipation in the Unit Area to the aggregate of the percentages of panrticia
pation in the Unit Area of all assignees. Thera shall be no readjustment of interest in the remalning portion
of the Unitl Area,

After the assignment, the assignors sholl have no further responsibility, Jisbilily, or inlerest in the
operation of or production from the well in the interval or intervals then open. Upon request of the assignees,
Operator shall continue to operal¢ the assigned well for the accouni of the non-abandoning partles at the
rates and charges condemplated by this agreement, plus any additionnl tost and charges which may arise as
the result of the separale ownership of the assigned well,

—_7—
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17. DELAY RENTALS AND SHUT-IN WELL PAYMENTS

Delay rentals and shul-in well payments which moy be required under the terma of oy lease sholl be
paid by Ue purty whe han subjected such lcase to this num'.'cmc.-nl.l at its own expense. Prool of each payment
shall be given to Operator at feast ten (10) days prier to the rental or shut-in well payment date, Operator
shall furnish similar proof to all olher partics concerning paymcn'ls it makes tn connection with jls lepses. Any
parly may requeal, and shall be entitled to reccive, proper evidence of all such payments. If, through mistake
or oversight, nny delay rental or shut-in well payment is not paid or is erroncously paid, and as a result a lease
or [nterest therein lerminales, there shall be no monclary liabflity agalnst the party who failed to make such

. payment. Unless the party who failed to- bay a rental or shul-in. well payment secures 3 new lense covering the
game interest within ninety (90) days from the discovery of the failure lo make proper payment, the interests
of the pnrtica shall be revised on an seveage basis effective as of the date of termination of the lease invelved,
and the party who [ailed lo make proper payment will no Ix:mgl:l'l be crediled with an interest in the Unit Arca
on accouni of the ownerahip of the lease which hag terminaled. In the event the party who failed to pay the
remlal or the shut-in well payment ahall not have bren fully reimbursed, at the Uime af the toss, from the pro-
ceeds of thie sale of oll and gas attributable to the lost interest, calculated on an acrenge basis, for the develop-
ment and operating costs theretofore paid on account of such interest. it shall be reimbursed for unrecoversd
actunl costa theretefore paid by it (but not for its share of the cost of any dry hole previously drilled or wells
previously abandaned) from se much of the following as is necessary lo effect reimbursement:

(1) Proceeds of oil and gas, less operaling expenses, therelofore accrued to the credit of the lost interest, on
an acrcage basis, up (o the amount of unrecovered costs;

(2) proceeds, less operallng expenses: thereafier incurred aitributable to the lost interest on an acreage
basis, of thal portion of oil and gas thereafler produced and marketed (excluding production from any
wells thereafter drilled) which would, in the nbsence of such lease termination, be attributable to the
lost interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of sald portion of
the oil and gas (o be contributed by the other pariies In proportion to thelr respective interests: and

(3) any moneys, up to the amount of unrecovered costs, that may be paid by any party who is, or becomes,
the owner of the Interest lost, for the privilege of participating in the Unil Area or becoming a party to
this contract, .

Operator shell attempt to nolify all parties when a gas v{ell Is shut-in or returned io production, but

assumes no liabllity whatsoever for failure lo do so.
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cerning its proposed sale, which shall include the name and address of the prospectiv ‘chaser (who must

be ready, willing and able to purchase), the purchase price, and &l other ter the offer. The other parties
shall then have an optiona) prior right, for a period of ten (10) afler receipt of the notice, to purchase
on the same terms and conditions the interest which the party proposes 1o sell; and, if thie optional right
is exercised, the purchasing parties shall share purchased interest in the proportions that the interest of
ench bears lo Lhe total interest of all asing partles. However, there shall be no preferential right to pue-
chase In those cnxes where arly wighes to morignge (s interests, or to dispose of ilr interesls by merger,
reorganizalion, en ntion, or anle of oll of HA nsteln, or nn[c or tranafer of lix interests lo a subsldiary or

finy, or subnidiary of a pareni compauny, ar to any t‘rompnny in which any one poarly owna a mu-

19. SELECTION OF NEW OPERATOR

Should a sale be made by Opcralar of ils rights and interests, the olher parties shall have the right
within sixty (60) days after the date of such sale, by majorily vole in intercst, to selcct a now Opecalor. If
a new Operalor is not so sclected, the Lransferce of the present Operator shall assume Lhe dulies of and act as
Operator. In either case, Lhe retiring Operator ahall continue to serve as Operator, and discharge its dutics
In that capacity under this ageeement, uniil its successor Operator s sclected and begina 1o function, but the
presenl Operator shall not be obligated to continue (he perforinance of it dutles for more than 120 days afler
the sule of ils righls and interests has been completed. '

“Individunl Loss”
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20. MAINTENANCE OF UNIT OWNERSHIP

For the purpose of maintainlng uniformity of ownership In the ofl and gat leasehold Interests covered by
this contract, and notwithstanding any other provisionsa (o the conlrary, no party shall sell, encumber, transfer
or make other dlaposition of ils interest in the leases embraced within the Unit Area and In walls, equipment
and production unlesa such dlsposition covers sither:

(1) the entire fnlerest of the party in all leases and equipment and production; or

(2) an equal undlvided interest in all lcases and equipment and production in the Unit Ares.

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.

It at any Ulme the interest of any parly is divided among and owned by four or more co-owners, Opera«
tor may, at Its discrelion, requite such co-owners to appoint a single trusice or agent with full authority to re-
celve notlces, approve expenditures, receive billings for and approve and pay such party’s share of the joint
expenses, and o deal generally with, and with power Lo bind, the co-owners of such party's inlerests within
the scape of the operations embraced i 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 therecf,

21, RESIGNATION OF OPERATOR

Operator may resign from -ita duties and obligations as Operator at any time upon written notice of nat
less than ninety (90) days given to all other partles. In this case, ull parties to this contract shall select by
majority vote in intereat, not in numbers, a new Operator who shall assume the respansibilities and dutles, and
have the rights, prescribed for Operator by this agreement, The retiring Operator shall deliver o its successor
all records and information necessary to the discharge by the new Operator of its duties and obligations.

22, LIABILITY OF PARTIES

The Jiability of the parties shall be several, not joint or colleetive. Each pnrty‘ shall be responsible

only for its obligations, and shall be liable only for its proporlionate share of the costs of developing and

" operating the Unit Area. Accordingly, the llen granted by each parly to Operator in Section 9 ls given to ze-

cure only the debtn of each severally. It Is not the intentlon of the pariies to create, nor shall this agreement
be construed as creating, 2. mining or other partnership or assoclation, or to render them liable as partners.

23, RENEWAL OR EXTENSION' OF LEASES
If any party secures a renewal of any oil and ges lease subject to this contract, each and all of the other
parties shall be notifled promptly, and shall have the right to partleipate In the ownership of the renewal lease
by paying lo the party who acquired 3t thelr several ‘proper proportionate shares of the scquisition cost, which
shall be In preportion to the interests held at that time by the parties in the Unit Area.

If some, bul less than all, of the pariies elect to participate in the purchase of a renewal lease, it shall
be owned by the parties who elect to perticipate thereln, In a ratio based upon the relationship of their mpec-
live percentage of participation in the unit area to the npgregate of the percertiyes of partielpation in 1he unit

' area of all parties pamcipaung in the purchase of such renewaj lease, Any renewal lease in which less than
all the parties elect to Participate shall not be subjcet lo this agreement,

Each parly who partlclpates in the purchase of a renewal Iease shall be glven an assignment of its pro-
portionate interest therein by the sequiring party. )

The provisions of this section shall’ apply to renewal ]east-:s whelher they are for the entire interest
¢overed by the expiring lease or cover only a portion of its area ar an inlerest therein. Any renewal lease
laken before ihe expiration of Its predecessor lecase, or taken or contracted for within six (6) months after
the expiration of the existing lease shall be subject to this provision; but any lease taken or contracted for
more than six (8) months after the expiration of an existing lease ¢hail not be deemed a renewal lease and
shell not be subject to lho provizions of thiz section.

The provisions in this section shall apply aiso ard In like manner (o extensions of oll and gas leases,
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24, SURRENDER OP LEASES

The Jeases covered hy thls ngreement, in vo far na they embrace seresge (n the Unit Area, shall not be
surrendered In whole or in part unless all parties consent,

However, should any party desire to surrender its inlerest {n any lease or in any portion thereof, and
other parties not agree or consent, the party desiring to llll'l'!nde:r shall asalgn, without express or Implled
warranly of title, all of its Interest in such lemse, or portion thereof, snd any well, material and equipment
which may be located thercon and any-rights In production there_;ner secured, to the purties not desiring to
surrender It. Upon such assignment, the assigning perty shall bn‘ relieved from all obligations thervafter ace
eruing, but not theretofore scertted, with respect to the acrenge assigned and the operation of any well there
on, and the asslgning party shall have no further Interest In the lease nssigned and its equipment and production,
The parties uuigheo shall pay to the party sssignor the reasenable 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 sslvaging and the estimated cost of plugging and abandoning, If the ansiznment is in
favor of more than one party, the assigned Intereat shall be shared by the partles parignee in the proportions
that the Interest of each beats to the interest of all parties apaignée,

Any lulgnmer-nt or surrender made under this provision shall not reduce or change the assignors' or sur-
sendering parfiea’ interest, as it was immedlately bafore the assignment, In the balance of the Unit Area: and
the sereage assigned ot surrendered, and subsequent operations thereon, shall not thereafter be subject o the
{erms and provisions of thiy agreement,

25, ACREAGE OR CASH CONTRIBUTIONS

If any party recelves while thls agreement is in force contribution of cash toward the drilling of a
well or any other operation on the Unit Area, such contribution shall be pald to the party who conducted the
drilling or other operation and shall Pe upplied by It agminat the cost of such drilling or other operatien. If
the contribution be In the form of acreage, the party to whom the contributlon is made shall promptly execute
an assignment of the acreage, without warranty of title, 1o all pl'_rtlea to this agreement In preportion to their
interests In the Unit Area at that time, and such acrenge shall become a part of the Unit Area and be governed
by all the provislons of this contract. Each party shall promptly notify sil other parties of all acreage or

money contributions it may obtaln in support-of any well: or any other operation on the Unit Area
0

.28, FROVISION CONCERNING ‘TAXATION

1

Each of the parties hetelo elects, under the authority of Scjctlon 781{a) of the Internal Revenue Code of

1954, ta be excluded from the application of all of the provislons of Subchapler K of Chapter 1 of Subtitle A of

the Internal Revenue Code of 1054, If the income tax-lawa of the state or states In which the property covered

hereby is located contain, or may hegea!ler contain, provisions similar to those contained in the Subchapter of

the Interhal Revenue Cade of 1054 above referred ta under which a similar election ia permitted, each of the

parties agreea that such election shall be exerclred. Each party authorizer and direciz the Operator o execute

sach an election ar elections on Its behalf and to file e election with the wroper governmenlal oftlee or
agency. If requested by the Opexator so to do, each party agreep to execute and join In such an election.

Operator shall render for ad valorem taxation all property subject to this agreement which by law
should be rendered for such, taxes, and it shall pay &ll such taxes |assesced thereon before they become delin-
Quent, Operator shall bill all other partles for thelr proportionale share of all tax payments in the manner
provided in Exhlbit “C".

If any tax aszessment is considered unreasonsble by Operator, It may at ita discretion protest such valua-
tian within the time and manner prescribed by law, and prosecute the protest to u final determination, unless

-all parties agree to abandon the protest prior to final determination. When any such protested valuation shail

have beea finally determined, Operator shall pay the sasessment for the joint account, together with Interest and
penallyleamd,Mmmmmhhmm&owﬁqlﬁdhww&mnpmﬂm
in Exhibit ~C™,
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27. INSURANCE

At all {lmes while operatlons are conducted hereunder, Operator shall fomply with the Workmen's
Compensation Law of the State where the operntlons are being :onducled Operator shall also carry or pro-
vide Insurance for the benefit of the jolnt account of the pnrﬂu ss may be outlined in Exhibit "D attached
o and made n part hereol. Operalor. shall require all contractors engaged in work on or for the Unit Area
10 comply with the Workmen’s Compensation Law of the State where the operationz are belng conducted and
to maintain such other insurance as Operator may require.

In the event Automoblle Public Lisbility Tnsurance is specified in sald Exhibit “D", or subsequently re-
eeives the approval of the parties, no direcl charge shall be made by Operator for premiums pald for luch in-
suranee for operalor's fully owned automotive equipment.

28, CLAIMS AND LAWSUITS

If any party to this contract is sued on an alleged cause of action srising out of operatlons on the Unit
Aren, 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 wrltten notice of the sult o the Operator and all olher parties,

The defense of Jawsults shall be under the general direction of n tcommitiee of lawyers representing the
partles, with Operator'a attorney as Chalrman. Sults may lbe gettled during litigation only with the joint con-
sent of all partles. No charge shall be made for services performed by the stafl attorneys for any of the
parties, but otherwise all expenses Incurred in the defense of suits, together with the amount pald to discharge
any final judgment, shall be considered mu of operation and shall be charged to and paid by all parties in
propartion to their then inferests in the Unit Area, A'torneys, olher than sinf! allorneys for the partles, shall

- be employed in Jawsuits involving Unit Area operations only with the consent of all parties; if outside coun., ..
is employed, their fees and expenses shall be considered Uait Area expense and shall be pald by QOperator and
charged to all of the partles in proportion to their then jnterests in the Unit Area. The provislons of this
paragraph shall net be applied in any instance where the loss which may result from the suit Is treated as an
Individual loss rather than s joint loss under prior provisions afithls agreement, and all such suits shall be
handied by and be the sole responsibility of the party or partles concerned.

Damage claima caused by and arlsing out of operations on the Unit Area, conducted for the joint me~
count of all parties, shall be handled by Operator and its altorneyw, the settlement of claimsa of this kind shall
‘be within Lhe discretion of Operator so long as the amount paid n setllement Of any one clain does not exceed
one thousand (SIODD 00) dollars and, it set!led the aums paid lq\ seltlement shall be charged as expense to
and be paid by all partiea in proportion to their then interests in the Unit Area.

29, FORCE MAJEUI&IB

It any partly is rendered unable, wholly or in part, by force majeure to carry out its obligations under
this agreement, other than lhe.obligation to make money paymelinh, that party shall give to all other parties
prompt wrltten notice of the force majeure with reasonably full particulars concerning It; theresupon, the
obligations of the party glving the notice, 50 far as they 'are affected by the force majeure, shall be suspended
durlng, but no fonger than,'the continuance of the force mnjeure The affected party shall use all possible
diligence lo remove the force majeure as quickly as possible, i

The requirement that any force majeure shall be remedied with sli reasonable dispatch shall not require
the séitlement of strikes, lockouts, or other labor ditficulty by thie party involved, contrary to its wishes; how
all such difficulties shall be handied shall be enum)y withln the dlseretion of the party concerned.

The term “force majeure” as here employed shall menn an act of Geod, strike, lockout, or other Industrial
disturbance, act of the publlc enemy, waor, blockade, public rlot, hghlnin(. fire, storm, flood, explosion, gov=
ernmental reatraint, unavailabllty of equipment, and any other cause, whether of the kind specifically enum-
erated above or otherwise, which Is not reasonably within the control of the perly claiming suspension.

30. NOTICES

All notices suthorized or required between the parties, md"requﬁed by any of the provisions of this
agreement, shall, unless otherwise lpeclﬂully provided, be given In writing by United States mail or Western
Unlon Telegram, postage oc charges prepald, and addressed to lhc party 10 whom the notice {s given at the

* —1]
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A.APL FORM 610

addrosses listed on Exhibil “A”.. The arlginating notice to be given under any provision hereof shall be deemed
given only when received by the parly to whom such natice §s directed and the time for such parly 1o give any
notice in response therelo shall run from the date the arfginating nolice is received. The second or any re-
sponsive notice shall be deemed given when deposited in the United States mail or with the Western Unlon
Tclegraph Company, with postage ar charges prepaid. Each party shall have the right le change its address
at any time, and from time to time, by giving written noticc thercof to all other parties,

31, OTHER CONDITIONS, IF ANY, ARE:

31A. Notwithgtanding any provision contained herein te the contrary, consent to the
drilling or deepening of any well in the Unit Area, including the initial well located
thereon, shall not be deemed consent to the running and setting of a production string
of casing therein or to the completion of said well as a producing well. After the
drilling or deepening of such well to the depth or formation authorized and after
appropriate testing, coring and logging have been made, Operator shall then give
immediate notice to the Non-Operators participating in the drilling or deepening of
such well, setting forth Operator's recommendations with respect to such attempted
completion. Each such party shall within 48 hours after receipt of such notice
(exclusive of Saturdays and Sundays) notify Operator as to whether or not such party
elects to set production casing and to participate in such completion attempt. Fallure
to so notify Operator shall be deemed an election not to participate. Should all
parties hereto elect to so participate, Operator shall conduct such operations for the
joint account of all parties. Should less than all parties elect to so participate,
then such completion operations shall be conducted under the provisions of Section 12
hereof, as an oparation by less than all parties. Should no party elect to attempt
such completion, Operator shall plug and abandon the well at the joint cost of all
parties who participated in the drilling ox deepening of the well.

31B. Each Non-Operator shall have a lien on the working interest of Operator in

the unit area and on the oil and gas produced therefrom and on the proceeds thereof
so far as to secure the payment of any amount that may at anytime become due and
payable by Operator to such Non-Operator under the terms of this agreement, together
with interest thereon at 10% as herein provided, and including reasonable attorney
fees in the event of muit to collect any delinquency.

31¢, If any party should hereafter create any overriding rxoyalty, production payment
or other burden against its working interest production, and if any other party or
parties should conduct non-congent operations pursuant to any provisions of this
agreement, and as a result become entitled to receive thd working interest production
otherwise belonging to the nen-participating party; the party or parties entitled to
receive the working interest production of the non-participating party shall receive
such production free and clear of burdene against such producticn which may have been
created subsequent to this agreement, and the non-participating party creating such
subsequent burdens shall save the participating patty or parties harmless with respect
to the receipt of such working interest production.

31D. The parties heréto agree to comply with the nondiscrimination provisions of
Section 202 (1) to (7), inclualve, of Exacutive On}er No. 11246, 30 F. R. 12319 (which
are incorporated herein by reference(, and all ruleas and regulations issued pursuant
thezeto. :
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This agroument may ba signed in counterpart, nqg!mubebhdlngupmtbemruumduponthmhem,
Successors, representatives and assigns,

MARK PRODUCTION COMPANY

G}HL President

Qucreta:y

OPERATOR
AMOCO PRODUCTION COMPANY

~ bk T

ATTORNEY-IN-FACT -
ATLANTIC RICHFIELD COMPANY

[, Sre—

ATTEST:

BY.

- GULF OIL CORPORATION

ATTEST:

BY:

CURTIS W. MEWBOURNE

~ SOUTHERN UNION PRODUCTION COMPANY
ATTEST:

| ' BY:

NON~-OPERATORS

—-—1





AADL FORM 410

Thiz agreement may be signed in eountu-pnt. and shall be binding upon the pariies and upon thelr heirs,
£uCcCessors, representatives and asaigns.

o MARK PRODUCTION COMPANY

OPRERATOR

AMCCO PRODUCTION OOMPANY

ATTEST:

BY:

ATLANTIC RICHFIELD COMPANY

0 | LT d oy

s
ATTORNEY IN FACT ﬂé‘ )"A
. GULF OIL CQORPORATION

ATTEST:

BY:

CURTIS W. MEWBOURNE

J)-r.{;ﬂf?. /ﬂ' ’.*K/Cx)aa a7 e

Lt

SOUTHERN UNION PRODUCTION COMPANY

ATTEST:

BY:

NON~-~-OPERATORS

Cont $92253
Und S22064
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This sgreement may be slgned in counterpart, ang shall be binding upon tha parties and upon their heiss,
successors, representatives and assigna.

OPERATOR

' AMOCO PRODUCTION COMPANY ——
s A—?FI"EO'.-’ED‘
ATTEST: /y/ /? i (
: . b 3 ! £ ! \-/411
‘. (A S e L
: ATTORKEY.IN-FACT |
ATLANTIC RICHFYELD COMPANY
ATTEST:
BY.
. GULF OIL CORPORATION
ATTEST:

BY:

CURTIS W. MEWBOURNE

SOUTHERN UNION PRODUCTION COMPANY

ATTEST:

BY:

NON~-OPERATORS

—12— : 84,223
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'I'hhlgmmtmuhdmdhewnmﬂ,mgmbtb.lndln;upont}nwﬂumduponthehhaha.
successors, represcatatives and assigna,

MARK PRODUCTION, COMPANY

OPERATOR

AMOCO PRODUCTION COMPANY

ATTEST: ; .
B BY: Y

ATLANTIC RICHFIELD COMPANY

ATTEST: .
By,
GULF OIL CORPORATION

ATTEST:

Nt e L N i ‘#"

(/ cums W. MEWBOURNE (’ a >

Aol S0 2 Ll T 2T ]
£ SOUTHERN UNION PRODUCTION COMPANY

ATTEST:

BY:

NON-OPERATOIRS

- 13 e 8141223
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/ This agreement may be signed in counterpart, ang, shall be binding upon the partles and upon their heirs,
successors, representatives and assigns. "

MARK PRODUCTION ACOMP }

Nz /
BY: %Qﬂ{g /V !,/“, (P

president

OPERATOR

AMOCO PRODUCTION COMPANY

ATTEST:
BY:
ATLANTIC RICHFIELD COMPANY
ATTEST: . .
By,
GULF OIL CORPORATION
ATTEST:
BY:
& ) CURTIS W. MEWBOURN.
%%@M SOUTHERN UNION PRODUCTION COMPANY
ATTEST: -

TR | s 8 IO
JQAM é._U,grﬁlwwwa = Loom. s~ Pairidiat

NON-OPERATORS
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THE STATE OF TEXAS X
COUNTY OF  SMITH b

The foregoing instrument wag acknowledged before me this g?_ 7"’( day of ;%;él ’
or

1973, by CURTIS W. MEWBOURNE, President of MARK PRODUCTION COMPANY, a Texas ation,
on behalf of said corporation.

Notary Public in and for
Smith County, Texas

My commission expires: 5 2“‘“ L LT 25"

THE STATE OF TEXAS X

COUNTY OF HARRIS X
The foregoing in t was acknowledged befdre me this 7  day of _a_l%ﬂ v
1973, by C. N. ﬁm?fﬁ?ﬂ‘ ¢ Mtorney-in-jacr - of AMOCO PRODUCTION COMPANY,”on

behalf of said corporation.
&Qui,-\,u Ma -

Notary Public in and for
Harris County, Texas

IRENE FoALTiD

My commiesion expires: 6, A Notary Pubtic in and for Harns County, Texas
THE STATE OF TEXAS X,
COUNTY QF MIDLAND X

The foregoing instrument waws acknowledged beflire me ‘this day of .
1973, by y of ATLANTIC RICHFIELD COMPANY, on
behalf of said corporation. N

ot . Notary Public in and for
Midland County, Texas

My commission axpirea:'

THE STATE OF TEXAS p{
COUNTY OF MIDLAND b
The foregoing instrument was acknowledged befére me this day of '

1973, by . of GULF OIL CORPORATION, on behalf
of said corporation. '

Notary Public in and for
Midland County, Texas

My commission expires)

14~





THE STATE OF TEXAS X
COUNTY OF SMITH X

The foregoing instrument was acknowledged before me this /) H day of%_,

1973, by CURTIS W. MEWBOURNE,

L

Notary Public in and for
smith County, Texas

My comnimslen expires: ( L.ns./ 295"

THE STATE OF TEXAS X
COUNTY OF DALLAS 1
The foregoing instrument was acknowledged bhefore me this day of 5

1973, by f of SOUTHERN UNION PRODUCTION
COMPANY, on behalf of said corporation.

Notary Public in and for
Dallas County, Texas

My commission expires:

=18=
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!
fi £ STATE OF TEXAS X
f. COUNTY OF SMITH b4
o £
The foregoing instrument was acknowledged before me this Jo day of S gipes
1973, by CURTIS W. MEWBQURNE, o
4@ i/fé’ 22 e pry it
Notary Public in and for

Smith County, Texas

L. /=75

My commission expires:

THE STATE OF TEXAS
X
St-' day of _lj'.x.h

COUNTY OF DALLAS
The fc};'egoing instrument was acknowledged before me this 2
1973, by . N Muvomenhs o Monier (fiee Pusdicbf SOUTHERN UNION PRODUCTION
COMPANY, on behalf of sald corporation.
7 Notary! Public in and for
Dallas County, Texas

My commission expires:

=15~





ME STATE OF TEXAS X

COUNTY OF SMITH X
The foregoing instrument was acknowledged before me this /7 A day of { 0. '
1973, by CURTIS W. MEWBOURNE, President of MARK PRODUCTION COMPANY, a Texas gcoxﬁation,

on behalt of said corporaticn.

,&&;@_&z&m«_—_
. Notary Public in and for
Smith County, Texas

My commission expires: 4 n. /. /975"

7
THE STATE QF TEXAS X
COUNTY OF HARRIS X

The foregoing .instxument was acknowledged before me this _/ day of act i :({;
1973, by Bie: Ao, M Aot ikor oSl . Attovoer-in-fact  of AMOCO PRODUCTION COMPANY, ‘in

behalf of said corperation.
\Q\.C O U M -‘(I {/‘,{( e

Notary Public in and for
Rarris County) Texas
JRENE HALTAS

My commission expires: L«, AL Notary Pubilc in and for Hairis Counly, Texss
THE STATE OF TEXAS X
COUNTY OF MIDLAND X
The foregoing instrument was acknowledged before me this day of &
1973, by 2 of ATLANTIC RICHFIELD COMPANY, on

behalf of said corporation.

Kotary Public in and for
nidland County, Texas

My commission axpiren'

THE STATE OF TEXAS ) {
COUNTY OF MIDLAND X

The foregoing instrument was acknowledged before me this day of i}
1973, by ’ of GULF OIL CORPORATION, on behalf

of maid corporation.

Notary Public in and for
Midland County, Texas

Hy commigsion expirxas:

-14~





g STATE OF TEXAS X
COQUNTY OF SMITH b
The foregoing instrument was acknowledged before me this day of
1973, by CURTIS W. MEWBOURNE, Praesident of MARK PRODUCTION a Texas Erpo;ation,

on behalf of said corporation.

s ! =
z/:sﬂ : /-” 2 g .”{/I.c(-/.:-ﬂi e’
Notary Public in and for
smith County, Texas

My commission expires:\

THE STATE OF TEXAS X
COUNTY OF HARRIS X

The foregoing instrument was acknowledged before me this day of v
1973, by ’ of AMOCO PRODUCTION COMPANY, on

behalf of said corporation.

Notary Public in and for
Harris County, Texas

My commission expirest

THE STATE OF TEXAS 1

COUNTY OF MIDLAND X
The foregoing instrument was acknowledgaed before me this day of .
1973, by ’ of ATLANTIC RICHFIELD COMPANY, on

behalf of said corporation.

Notary Public in and for
Midland County, Texas

My commission expires:

THE STATE OF TEXAS X

COUNTY OF MIDLAND X

The foxegOing ;.p tmsﬁt was acknowledged before me this 1 day ofa-‘w—-ak
1973, by P . . .-i'uclf of GULF OIL CORPORATION, on beha.lf

of said corporation.

. TSRy

Notafy Public in and for
Midland County, Texas

My commission expires: L-+-15
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e STATE OF TEXAS X

 COUNTY OF  SMITH X
L

The foregoing inatrument was acknowledged before me this «:2413 day of /i g
1973, by CURTIS W. MEWBOURNE, President of MARK PRODUCTION COMPANY, a Texas borporltlon.

on behalt o! naid corporation.
. :,-‘ ' x..\__' ) /6 ((
'~A.‘ - ,.'-_r /("Z /1"1!/',)‘/(71-1
e s e Notary Public in and fox
C" LR ! smith County, Texas
t 5
F AW ) / /gc}‘b-———

My dawmission expixes: ;ﬁ;ﬁ..,

THE STATE OF TEXAS X

COUNTY OF HARRIS X
The foregoing instrument was acknowiedged before me this day of
of AMOCO PRODUCTION COMPANY, on

A

1973, by
behalf of said corporation.

Notary Public in and fox
Harris County, Texas

My commisgion expires:

THE STATE OF TEXAS X
COUNTY OF MIDLAND X
The., ﬂoregqing instrument was acknowledged before me this _31st day of _July

1973, By 8. L~ Smith Attorney In Fact  of ATLANTIC RICHFIELD COMPANY, on
behalf of said co;?orntion.

] .‘ il

i "-, ar s 7/4»‘:?%424- g/u-r;@ Yvonne Brooks

w NRARS . rd Notary Public in and for

L T Midlend County, Texas

Tune 1, 1975

My commissién expires:

THE STATE OF TEXAS
COUNTY OF MIDLAND X
The foregoing instrument was acknowledged before me this day of

of GULF OIL CORPORATION, on bahalf

r

1973, by
of said corporation.

Notary Public in and for
Midland County, Texas

My commission expires:

-14-
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II.

III.

v.

EXIIIBIT “A"

Attached to and made a part of that Operating Agreement dated May 15, 1973,
between MARK PRODUCTION COMPANY, Operator, and AMOCO PRODUCTION CoMPaNY, et al,
Non-Operators,

)

Description of Lands:

The Unit Area consists of the South half (8/2) of Section 7, T-18-5, R~27-E,
Eddy County, New Mexico.

Interests of Parties to Contract:

Amoco Production Company 24.869%
Atlantic Richfield Company 18.651%
Gulf Qi) Corporation v 12.705%
Curtis W. Mewbourne 32.831s
Southern Union Production Company 10.944%

100.000%

hddresses of Parties:

fmoco Production Company . y . .

P,

O, Box 3092

Houston,. Texas- 77001

Atlantic Richfield Company .
P, 0. Box 1610
Midland, Texas 79701

Gulf 0il Corporatien

P,

O. Drawer 1150

Midland, Texas 79701

Curtis W. Mewbourne
330 Citizéns Bank Building
Tyler, Texas 75701

Southern Union Production Company
Suite 1700, Campbell Centre

8350 North Central Expressway
Dallas, Texas 75206

0il, Gas and Mineral -Leases subject to this Contract; -

1.

0il and Gas Lease dated Januvary 1, 1970, from The United States of America
to Pan American Petroleum ‘Corporation, covering 40 acres, more or -less,
being the NE/4 of the SE/4, Section 7-185-27E, Eddy County, New Mexico;
being recorded in Vol, .102, Page 53, of the 0il and Gas Lease Records of
the said Eddy Ceunty, New Mexico.

0il and Gas Lease dated December i, 1971, from The United States of America
fo Amoco Production Company, covering 40 acres, more or less, being the
SE/4 of the SE/4 of Section 7-185-275, Eddy County, New Mexico; said lease
being of record in vol. 24, Page 378, of the 0il and Gas Records of E3Qy
County, lew Mexico.

0il and Gas Lease dated August 12, 1935, from A. A. Kaiser, et ux, to Lee
Vandergrif#, covering 10 acres, more or less, being the NE/4 of the NW/4

of the SE/4 of Section 7-185-27%, Eddy County, New Mexico; said lease being
recorded in Vol. 15, Page 69, of the 0il and Gas Reccrds of Eddy County,
New Mexico,

0il and Gas Lease dated October 30, 1947, from Birdiec Yaisecr to Weior Drill-
ing Company, covaring 70 acres, more or less, being the W/2 of the 5E/4 of
Scction 7-185-27%, N.i#.D.M., cxcept thu NL/4 of the NW/d of the 5&/4 of said
Seetion 7; said lease boing of record in Vol, 30, ‘Page 132, of the 0il and
Gas Records of thio suid'Eddy County, Mow ‘Mexice.

. ‘842243
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6.

0il and Gas Lease Gated October 30, 1947, from B. F. Kaiger, et al, to
Wier Drilling Company, covering 80 acres, more oxr less, being the E/2
of the SW/4 of Section 7-185-27E, Eddy County, New Mexico; said lease
being of record in Vol. 30, Page 498, of the Oil and Gas Records of the
said Eddy County, New Mexico.

0il, Gas and Mineral Lease dated December 16, 1955, from Elsie Gates
Johnston to Eugene E. Nearburg, covering 40 acres, more or less, being
the NW/4 of the SW/4 of Section 7-188-27E, Eddy County, New Mexico;
sald lease being of record in Vol. 71, Page 417, of the 0il and Gas
Records of Eddy County, New Mexico.

0il and Gas Lease dated October 31, 1951, from J. R. Jackson, et ux, to

A. C. Bolder, insofar, and only insofar as said lease covers 40 acres,
being the SW/4 of the SW/4 of Section 7-188-27E, Eddy County, New Mexico;
sald leass baing of recoxrd in Vol. 44, Page 59, of the Oll and Gas Recoxrds
of tha said Eddy County, New Mexico.
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THERE 1S NO EXMIBIT "3B“
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EXHIBIT “c ™

Attached to and made a part of .Operating Agreement dated May 15.
1973, between MARK PRODUCTION. COMPANY.. Operator, and AMOCO
ERODUCTION. COMPANY .. at_al..Non-Opexatoxs

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAIL PROVISIONS
Definitians

“Joint Aceount” shall mean the account showing the charges and credits accruing because of the Joint Operations
and which are to be shared by the Partles.

“Joint Praperty” shall mesn the real and personal property subject to the agreement to which this Aeccounting
Procedure is attached.

“Jolnt Operations” shall mean all operations necessary or proper for the development, cperation, protection and
maintenanee of the Joint Property,

“Operator" shall mean the party designated to conduct the Joint Operations.

“Non-Operators” shall mean the parties to thie agreement other than the Operator,

“Partles" shall mean Operator and Non-Operators,

“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.
“Controllable Material” shall be defined as set forth under the subparagraph selected below:

A. [X] Material which at the time is so classified in the Material Classification Manual as mast recently rec-
ommended by the Council of Petroleum Accountants Societies of North America.

B. [ ] Materfal which is ordinarily so classified and controlled by Operator in the conduct of its operations,
List shall be furnished Non-Opprators upon request.

Statements and Billings

Operator shall bill Non-Operators on or before the last day of each month for their propoartionate share of ¢osts
and expenses for the preceding manth. Such bills will be accompanied by statements reflecting the total charges
and credits as set forth under the subparagraph selected below:

A. [ ] Statement in detail of all charges and credits to the Joint Account

B. [ ] Statement of all charges and credits to the Joint Account, summarized by appropriate classifications
indicative of the nature thereof.

C. [X] Statement of all charges and credits to the Joint Account, summarized by apprapriate classification
* Indicative of the nature thereof, except that items of Controllable Material and unusual charges and
credits shall be detailed.

Advances and Payments by Non-Operatoxs’

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

Each Non-Operator shall pay its proportion of all bills within fifteen (15) days after receipt. If payment is not
made within such time, the unpaid balance shall benr interest monthly at the rate of ten per cent (1055) per annum

or the maximum contract rate permitted by the applicable usury Jaws in the state in which the Joint Property is
localed, whichever is the lesser. - -

Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correctness
thereo!; provided howaver, all bills and statements rendered to Non-Operators by Operator during any calendar
year shall conelusively be presumed to be true and correct after twenty-four (24) months following the end of
any such calendar year, unless within the said twenty-four (24) month period & Non-Operator takes writlen
exceplion thereto and makes claim on Operator for adjustment; No adjustment favorable to Operator shall be
made unless it is made within the same prescribed period. The provisions of this paragraph shall not prevent
adjustments resulting from a physieal inventory of the Joint Properly as provided for in Section VI,

Audits

A Non-Operator, upon notiee in writing to Operator and all other Non-Operators, shall have the right to audit
Operator's accounts and records relating to the accounting hereunder for any calendar vear within the twenty-four
{24) month period following the end of such calendar year; provided however, the making of an audit shall not
exlend the time for the taking of written exception to and the adjustments of accounts as provided for in Paragraph
4 of this Section I. Where there are \wo or mare Neon-Operators, the Non-Operators shall make every reasonable
effort to conduct joint or simultaneous audits in a manner which will result in a minimum of inconvenience to the

Operator, Operator shall bear no portion of the Non-Operators' audit cost incurred under this paragraph unless
agreed to by the Operator,

Approval by Non-Operators

Where an approval or other agreement of Non-Operators is expressly required under Paragraphs 54, 53, 6A and
1_8 of Section 11, Sectlon 1II, Section V, Section VI, and Paragraph 4 of Section VII, of this Accounting Procedure and
if the agreement to which this Accounting Procedure is attached contains no contrary provisions in regard thereto,
the Operator shall notify all Non-Operators and the agreement or approval of a majority in interest of the Non-
Operators shall ba controlling on' all Non-Operators,

—_1—
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1I. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1

Lo

4

5

by

7

9.

Renials and Royalties

Lease rentals and royalties paid by Operator for the Joint Operations.

Labor o

A, (1) Salarics and wages of Operalor's employees directly employed on the Joint Property In the conduct of

Jeint Operationa.

(2) Salaries of first-level supervisors in the Held it such charges are axcluded from overhcad rates in Oplion
A at Section III,

{3) Salaries and wages of technleal employces temporarily assigned to and directly employed on the Joint
Properly 1t such charges are excluded from overhead rates in Option B of Section III.

{4) Salaries and wonges of technical employees either temporarily or permanently assigned to and directly
employed in the operation of the Joint Property if such charges sre excluded from overhesd rates in
Option € of Section III

B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to
the employees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this
Section II and Paragraph 1A of Section III; except that in the case of those employees only a pro rata partion
of whose salaries and wages are chargeable to the Joint Account under Paragraph 1A of Section IIT, not more
than the same pro rata portion of the benefits and allowances herein provided for shall be charged to the Jaint
Account. Cost under this Paragraph 2B may be charged on a “when and as paid basis" or by "percentaze
assessment” on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this
Section II and Paragraph 1A of Section III. If percentage assessment is used, the rate shall be based on the
Operator's cost experlence.

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are
applicable to Operator's labor cost of saleries and wages chargeable to the Joint Account under Paragraphs
2A and 2B of this Section II and Paragraph 1A of Section III,

D. Reasonable personal expenses of those employees whose salaries and wages are chargeable to the Joint Ae-
count under Paragraph 2A of this Section Il and for which expenses the employees are reimbursed under
Operator's usual practice,

Employee Benefits

Operator’s current cost of established plans for employees' group life insurance, hospitalization, pension, retire-

ment, 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 and Paragraph 1A of Section I1II
shall be chargeable as Indicated in the subparagraph selected below:

A, [ ] Operator's actual cost.

B. [x]) Operator's actual cost not to exceed fifteen per cent (159%).

Material

Material purchased or furnished by Operator for use on the Joint Property as provided under Section IV. So far

as it is ressonably practical and consistent with efflcient and economical operation, only such Material shall be

purchased for or transferred Lo the Joint Property as may be required for immediate use; and the accumulation of
surplus stocks shall be avoided,

Transportalion

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

tions: ’

A. Tt Material is moved to the Joint Propefty from. the Operator's warehouse or other properties, no charge shall
be made 1o the Joint Account for a distance grealer than the distance from the nearest reliable supply siore,
Tecognized barge terminal, or railway receiving point where, like material Is normally available, unless
agreed to by Operator and Non-Operators. .

B. If surplus Material is moved to Operator's warehouse or other storage point, no charge shall be made to tha
Joint Account for a distance greater than the distance to the nearest reliable supply store, recognized barge
terminal, or rallway receiving point unless agreed lo by Operators and Non~Operators. No charge shall be made
to the Joint Account for moving Malerial to other properties belonging to Operator, unless agreed to by Operator
and Non-Operators. - . -

C. 1In the application of Subparagraphs A and B above, there shall be no equalization of actual gross trucking
costs of $100 or less.

. Services

A, The cost of contract services and utilities procured from outside sources other than services covered by Para-
graph B of this Section II and Paragraph 1B of Section III. The cost of professional consultant services shall
nol be charged to the Joinl Account unless agreed to by Operater and Non-Operators.

B. Use and service of equipment and facilities furnished by Operator as provided in Paragraph 5 of Section IV,

Damages and Losses to Joint Property

All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damages
or losses incurred by fire, flood, storm, theft, accident, or other cause, except o the extent that the damage or loss
could have been avoided through the exercise of reasonable diligence on the part of Operator. Operator shall
furnish Non-Operators written notice of damages or losses incurred as soon as practicable after a report Lhereof
has been received by Operator,

Legal Expense

All costs and expenses of handling, investigating, and sctiling litigation or claims arising by reason of the Joint
Operations or necessary to protect or regover the Joint Property, including, but not limited to, attorney's fees,
court costs, cost of investigation or procuring evidence and amounts paid in settlement or satisfaction of any sueh
litigation or claims; provided, (a) no charge shall be made for the scrvices of Operator's logal staff or other rog-
ularly employed personnel (such services being considered to be Administrative Overhead under Section 1),
unless agreed to by Operator and Non-Operators, and (b) no charge shall be made for the fees and expenses of
outside attorneys unless the employment of such attorneys is agreed to by Operator and Non-Operators.

Taxcs

All taxes of every kind and nature assessed or levied upon or In connection with the Joint Property, the oparation
:)h;-::;o!, or the production therefrom, and which taxes have been pald by the Operalur for the benefit of the
es,
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10. Insurance
Net premiums paid for insurance required to be carried on the Joint Property for the protection of the Partics,
In the event Joint Operations are conducted In 2 state in which Operalor may act as self-insurer for Workmen's
Compensalion and/or Employers Liabillity under the respective state's laws, Operator may, at its election, include
the risk under ita self-insurance program and in that event, Operator shall include a charge therefor on the follow-
ing basls; o
v SIPEERASOR._f0_not. gedfzinsured,

11: Other Expendifures
Any other expenditure not covered or deslt with in the foregaing provisions of this Section II, or in Section III,

and which is Incurted by the Operator for the necessary and proper conduct of the Joint Operations,

IOI. INDIRECT CHARGES

Operator may charge the Joint Account for indirect cosis either by use of an allocation of dlstrict expense items plus
the rate for ndministrative overhead, and pius the warehousing charges, all as provided for in Paragraph 1 of this Sec=
tion III or by combining all three of said items under the rates provided for in Paragraph 2 or 3 of this Section III,
as indicated next below:

OPERATOR SHALL CHARGE INDIRECT COSTS TO TIIC JOINT ACCOUNT UNDER TIIE TERMS OF:
[ ] Paragraph 1. (District Expense, Administrative Overhead and Warehousing)
[x] Paragraph 2. (Combined Rates - Well Basis)
[ ) Paragraph 3. (Combined Rates - Percentage Basls)
The cost and expense of services from outside sources in connection with matters of taxation, traffic, accounting or
matters before or involving governmental agencies shall be considered as included in the overhead rates provided far

in the above selected Paragraph of this Section III unless such cost and expense are agreed to by Operator and Non-
Operators as 4 direct charge to the Joint Account,

THE OVERHEAD RATES PROVIDED FOR IN ANY OF THE PARAGRAPHS SELECTED ABOVE
/ A, [X] shall [ ] shall not include salaries and personal expenses of first-level supervisors in the field,
B. [ ] shall [X] shall not inelude salaries, wages and personal expensges of technical employees temporarily as-
‘slgned to and directly employed on the Jolnt Property.
C. [ shall [ ] shall not include salarles, wages and personal expenses of technical employees either tempo-
. ;&;rl]y r:r permanently assigned to and directly employed in the operation of the Jolnt
operty,
1, District Expense, Administrative Overhead and Warehousing
A. District Expense

Operator shall charge the Joint Account with a pro rata portion of the salaries, wapges and expenses of
Operator's production superintendent and other employees serving the Joint Property and other properties
of the Operator in the same operaling ares, whose time is not allocated directly to the properties, and a pro
rata portion of the cost of maintaining and operating a production office known as Operator’s

2 office located at or near
(or a comparable office if location changed); and y sub-offices (if any), maintained for the conven-
ience of the above-described office, and all necessary camps, including housing facilities for employees if
required, used in connection with the operations of the Joint Property and other properties in the same
operating area. The expense of, less any revenue from, such facilities may, at the cptlon of Operator, include
depreciation of investment or a fair monthly rental in licu of depreciation. Such charges shall be apportioned
to all properties served on some equitable basis consistent with Operator's accounting practice,

B. Administrative Overhead

Operator shall charge administrative overhead 1o the Joint Account af the following rates, which charge shall
be in lleu of the cost and expense of all offices of the Operator not covered by Paragraph 1A of this Section
111, including salaries, wages and exp of per 1 assigned to such offices, Such charge shall be in addi-
tion to the salaries, wages and expenses of employees of Operator nuthorized to be charged direct as provided
in Paragraphs 2 and 8 of Section II. Such charge shall be made on the basis indicated below, either (1) well
basis or (2) percentage basis, at the rates shown thereunder.

(1) [ 1 Well Basis

RATE PER WELL PER MONTH

PRILLING WELL RATR i PRODUCING WELL RATE
{Use Tetal Depth) (Usa Currant Preducing Depth)
Vall Dapih Esch Wall First Flva Next Five Al Wells Over Tun

(2) [ ] Percentage Basis
PERCENTAGE BASIS

Development:
s PRICENE. (%) of the cost of development of the Joint Property exclusive of costs pro-
vided under Paragraph 8 of Section II and all salvage credits.

Operating:

.............. — Percent (%) of the cost of operating the Joint Property exclusive of costs provided
under Paragraphs 1 and 8 of Section II, all salvage credits, the value of injected substances purchased for

secondary recovery and all taxes and assessments which are levied, asscssed and paid upon the mineral
interest in and to the Joint Property.
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C. Operator's Warchouse Operating and Maintenance Expense
[ ] Included in district expense
[ 1 No charge sither direct or indlcect '
[ ] Percentage basis (describe fully) i

2. Combined Rates « Well Basls

3

Opcralor shall charge the Joint Account for the services coverod by Puragraph 1 of this Section III on the basis
indicated below: -
M__TE_PgLW.. ELL PER MONTII
DRILLING WELL RATR PRODUCING WELL RATE

(Use Tolal Capth) (Use Curreas Preducing Depth)

Wall Depth Each Well Flrvt Fiva Heur Five _All Wally Ovar Ten
All Depths $1,200 $150 §125 $125

Combined Rates - Pereentage Basis
Operator shall charge the Jaint Account for the services covered by Paragraph 1 of thie Section III on the basis

indicated below:
PERCENTAGE BASIS

— Percent ( %) of the cost of development of the Joint Property exclusive of costs pro-
vided under Paragraph 8 of Section 1I and all salvage credits.
B. Operating:

A. Development:

Parcent ( %) of the cost of operating the Joint Property exclusive of costs provided
under Paragraphs 1 and 8 of Section IT, all salvage credits, the value of injected substances purchased for
secondary recovery and all taxcs and assessments which are levied, assessed and paid upon the mineral
interest in and to the Joint Property.

Applleation of Administrative Overhead or Combined Rates - Well Basis

The following limitations, inistructions and charges shall apply in.the application of the rates as provided under
elther Paragraph 1B (1) or Paragraph 2 of this Section III.

A. Charges for drilling wells shall begin on the date each well is spudded and terminate on the date the drilllng or
completion rig is released, whichever is later, except that no charge shall be made during the suspension of
drilling operations for fifteen (15) or more consecutive days,

B. The status of wells shall be as follows:

(1) Producing gas wells, injection wells for recovery operations, water supply wells utilized for waterflood-
ing operations and salt water disposal wells ghall be considered the same as producing oil wells.

(2) Wells permanently shut down but on which plugging operations are deferred shall be dropped from the
well schedule at the time the shutdown Is effected, Any well being plugged or produced during any
portion of the month shall be considered as a producing well for the entire month.

{3) Wells being plugged back, drilled deeper, converted to a: source or input well, or which are undergoing
any type of workover that requires the use of a drilllng rig or workover rig capable of drilling shall
be considered the same as drilling wells. ) 1

(4) Temperarily shut-down wells, which are not produced or worked upon for a period of a full calendar
manth, shall not be included in the well schedule, provided however, wells shut in by governmental
regulatory body shall be included in the well schedule ‘only in the event the allowable production is

« transferred to some other well or wells on the Joint Property. In the event of a unit allowable, shut-in
wells shall be counted in determining the charge hereunder for such month if said wells contribuse allow=
able production that is aclually produced during such month from one or more unit wells as a result of
allowable transfer, inclusion in the unit allowable or other circumstances, but the total shut-in well count
shall be limited to the minimum number of shut-in wells necessary to provide the contributed allowable
actually produced during the month, R :

(5) Gos wells shall be fricluded in the well schedule if directly connected to a permanent sales outlet even
though temporarily shut in due to overproduction or failure of purchaser to take the allowed production.

(8) Wells completed in' multiple horizons, shall be considered as a producing well for each separately pro-
ducing horizon, providing each completion is considered a.separate well by governmental or other state-
wide regulatory authority,

C. The well rates for produeing wells shall be applied to the individual leases; provided that, whenever leases
covered by this agreement are operated as a unitized project, the well rates shall be applied to the total
number of preducing wells, irrespective of individual leases. '

D. The well rates shall be adjusled as of the first day of April each year following the effective date of the
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying
the rate currently in use by the percentage increase or decrease in the average weekly earnings of Crude
Petroleum and Gas Production Workers for the last ealendar Yyear compared to the preceding ealendar year
85 shown by "The Index of Average Weekly Earnings of Crude Petroloum and Gas Production Workers"
as published by the United States Department of Labor, Bureau of Labor Statistics, or the equivalent Canadian
Index as published by the Dominion Bureau of Statistics, as, applicable. The adjusted rates shall be the
rales currently in use, plus ar minus the computed adjustment.

Application of Administrative Overhead or Combined Rates - Porcentage Basis

For the purpose of determining charges.on a Percentoge Basis under Paragraph 1B (2) or Pavagraph 3 of this

Section 111, Development shall include all costs in connecetion with drilling, redrilling, deepening or any remedial

operalions on any or all wells involving the use of drilling crew and cquipment; also, prelimlnary expenditures

necessary in preparation for drilling and expenditures incurred in abandoning when well is not completed as a

producer; and original cost of construction or installation of fixed assels, the expansion of fixed assets and any

other project clearly discernible as a fixed assel, except Major Construction as defined in Paragraph 8 of this

Seclion II1. Al other costs shall be considered as Operating.

Mbojor Construction Qverhead '

For the construction of compressar plants, water stations, secondary recovery systems, drilling and production

platfarms, salt water disposdl facilities, and other such projects, as distinguished from the more usual drilling
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and producing operations, Operstor in addilion to the Administrative Overhead or Combined Rales provided for in
Paragraph 1, 2 or 3 of this Secton III shall either negotiate a rate prior to beginning of construction or shall charge
the Joint Accounl with an addilional overhesd charge as follows:

A. 'Total cost less than $25,000, no charge.
B, Total cost more than $25,000, but lesa than $100, 000, _.._.__.rl_ 9% of total cost.
€. Totsl cost of 100,000 or, more, .3 % of the first $100,000 plus ...
of total cost.

Total cost shall mean the total groms cbst of any one pmjeﬂ. For the purpose of this paragraph the component parts
of a single project shall not ba treated separately and the cost of drilling wells shall be excluded,

42, Amendment of Rates
The specitic rates pravided for in thiy Section III may be amended from time to time by mutual agreemant between
the Parties hereto if, in practice, the rates are found to be lmuulleiwteram

2_ % of all over $100,000

. IV, BASIS OF CHARGES TO JOINT ACCOUNT

Subject to the further provisions of this Section IV, Operator will procure all Material and services for the Joint
Property. At the Operator's option, Non-Operaiors may supply Material or services for the Joint Property.

L, Purchases

Material purchased and service procured shail be charged at the |prh:e paid by Operator after deduction of all
discounts actually received.

2. Material furnished from Operator's Warehouss or Other Prcpartiﬁ
A. New Material (Condition "“A") )

(1) Tubular goods, except line pipe, shall be priced on a maximum carload and/or berge load weight basis
regardless of quantity transferred and equalized to the lowest preveiling price f.0.b. rallway receiving
point or recognized barge terminnl nearest the Joint Property where such Materigl is normally avail-
able effective at date of transfer.

{2) Line pipe shall be:priced at the current replncement wst effective at date of transfer from a reliable
supply store nearest the Joint Property where such Material s normally avallable if the movement is
less than 30,000 pounds, If the movement is 30,000 pounds or more, it shall be priced on the same
basis as casing and tubing under Subparagraph (1) of this paragraph,

(3) When the Operator has equalized sctual hauling costs as provided for in Paragraph 5 of Section II,
Operator ls permitted to Include ten cents (10¢) per hundred-weight on all tubular goods furnished
from his stocks in lien of loading and unloading 'costs sustained,

(4) Other Material shall be priced at the current replacement cost of the same kind of Materlal, effective
at date of movement and f.0.b. the supply store or rallyay recelving point nearest the Joint Property
where Materiol of the same kind is normally available. |

(5) The Joint Account.shall not be credited with cash discounts applicable to prlcea provided for In this
Paragraph 2 of Section IV, i

B. Used Material (Condition “B" and “C") !

(1) Material in sound and serviceable condition and suitable for reuse without reconditioning, shall be
elassified =3 Condition “B" and priced at seventy-five pek cent (76%) of the curzent price of new
Material. |

(2) Material which is not suitable for its orlginal function'\gnﬂl after reconditioning shall be furnished to
the Joint Account under one of the two methods defined below:

(a) Classitied as Condition “B" and priced at seventy-five per cent (75%) of the current price of new
Material. Theicost of reconditioning shall be absorbed by the Operator of the transferring property.

(b) Classified as Cpnditlon “C" and priced at fifty per tent (50%) of current price of new Material
The cost of reconditioning also shall be charged Yo the receiving property, provided Condition
“C" wvalue, plus cost of reconditioning, does :not exceed Condition "B” value.

(8) Obsolete. Materinl or Material which cannot be ¢lassified as Condition “B” or Condltion “C” shall be
priced at a value gommensurate. with its use. Material ho longer suftable for its original purpose but
usable for some Dlh!rpurpwe shall be priced on'a baal.s[ comparable with that of items normally used
for such other p

(4) Materisl involving erecuon costs shall be charged at appllcable percentage of the current knocked-down
price of new Malérinl

3, Premium Prices

Whenever Material is not rgadﬂy obtainable at prices specified in Parsgraphs 1 and 2 of this Section IV because
of national emergencics, sirlkes or other unusual causes over which the Operator has no control, the Operator
may charge the Joint Account for the required Material at the Operator's actual cost incurred in procuring such
Material, in making it suitable for use, and In moving it to the Joint Property, provided, that 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 10 days after receiving notice
from Qperator, to furnish in.kind ait or part of his share of such|Material puitable for use and accepiable to
Operator. )
4. Warranty of Malerinl anlsl\ed by Operator

Qperstor does not warrant the Material furnished., In case of defeclive Material, credit shall not be passed
to the Joint Account until adjustment has been received by Opqrnlor from the mnnutacturers or their agents.

B. Equipment and Facilitles Furnished by Operator

A. Operator shall charge the Joint Account for use of equipmént ond facilities st rates commensurate with
cost of ownership and operation, Such rates shall include coal of malntenance, repanrs. other operating
expense, insurance, taxes, depreciation, aund Interest on investment not fo exceed six per cent (6%) per
annum, provided such rates-ghall not exceed those currently ‘prevailing in the immediate area within which
the Joint Properly i» located. In lieu of rates based on costs of ownership and operation of equipment, other
than sutomotive, Operator may elect to use commercial rates prevalling in the area of the Joint Property
less 20%; for automotive equipment, rates as published by :the Petroleum Motor Transport Association
may be used. mmmmmmmmmummmtmumm by
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outside service laboratories, Rales for trucks, tractora and, well serviee units may include wages and ex~
penses of operator, .

B. Whenever requ :ed, Operator shall inform Non-Operators in advence of the rates it proposes to charge,

C. Rates shall be revised and adjusted from lime to time when found to be either excessive or insufficient.

VY. DISPOSAL OF MATERIAL

The Opersior may purchase, but shall be under no obligation to purchese, Interest of Non-Operators In surplus
Condition “"A" or “B" Material.,, The disposition of surplus Controllable Mauterlial, not purchased by Operator, shall
be agreed to by Operator and Non-Operators, provided Operator shall dispose of normal accumulations of junk and
scrap Material either by transfer or sale from Joint Praperty.
1. Material Purchased by the Operator or Non-Operators,
Malerial purchased by either the Operator or Non~Operators shall be credited by the Operator to the Joint Account
for the month in which the Materlal is removed by the purchaser,
2. Division in Kind
Divislon of Material In kind, it made between Operator snd Non-Operators, shall be in proportion fo the respective
Interests in such Material. The Parties will thereupon be charged Indlvidually with the value of the Material
received or receivable, Proper credits shall be made by the Operator to the Joint Account.
3 Sales to Qulsiders . ] .
Sales to outsiders of Material from the Jolnt Property shall be credited by Operator to the Jolnt Account at the
net amount collected by Operator from vendea. Any claim by vendee related to such sale shall be charged back
to the Jolnt Account if and when pald by Operator.

YI. BASIS OF PRICING MATERIAL TRANSFERRED FROM J(OINT ACCOUNT

Llaterial purchased by either Operalor or Non-Operators or divided in kind, unless agreed to by Operator and Non-
Operators shall be priced on the following baxis; E :
1. New Price Defined : :
New price as used in this Section VI shall be the price specified for new Matertial in Section IV.
2. New Malerial ;
New Material (Condition “A"), being new Materinl procured for the Jolnt Property but never used, at one
hundred per cent (1009%) of curreni new price (plus sales tax;if any).
3. Good Used Materlal J )
Good used Material (Condition ¥B"), being used Materlal in sound and serviceable condition, suitable for reuse
without reconditioning: :
A, At seventy-five per cent (75%) of current new price If Materlal was charged to Joint Account as new, or
B. At sixty-five per cent '(659:) of current new price if Materlal was originslly charged to the Joint Account
as secondhand et seventy-five per cent (18%) of new price.
4. Other Used Materin}
Used Material (Condition “C"), at fifty per cent (50%) of current new price, being used Material which:
A. TIs not in sound and serviceable condition but suitable for reuse after reconditloning, or
B. TIs serviceable for original function but not suitable for reconditioning. .
5. Bad-Order Materinl |
Material (Condition “D"), no longer. suitable for its original purpese without excessive repair cost but ussble for
some olher purpose at a price comparable with that of ftems normally used for such other purpose,
& Junk Malerial ] !
Junk Material (Condition “E™), being obsolete and scrap Materdal, at prevailing prices:
7. Temporarily Used Material i ! .
When the use-of Materlal 15 temporary and its service to the Joint Property does not justify the reduction in
price as provided for in Paragraph 3B of thls Section VI, such Materisl shall be priced on a basis that will leave
a net charge to the Joint Account consistent with the value of ‘the service rendered,

1

; !
VI INVENTORIES |

The Operatar shall maintaln d¢tailed records of Controllable Matertal,
1. Periodic Inventories, Notice and Representation

At reasonable intervals, inventorles shall be taken by Operator of the Joint Account Controllable Materlal
Written notice of intention'to take ‘inventory shall be given by Operator at least thirty (30) days before any
inventory Is to begin so that Non~Operators may be represented when any inventory is taken, Failure of
gun-Operalcrs. to be represented at an inventory shall bind Noul-Operntoru to accept lhe inventory taken by
peralor,
2. Reconciliation end Adjusiment of Invenlories l

Reconciliation of inventory with the Joint Account shall be made; and a list of overages and shorlages shall be
furnished to the Non-Operators. Inventory adjustments ghall be made by Operator with the Joint Account for
overages and shortages, but. Operator shall be held accountable to Non-Operators only for shortages due to lack
of reasonable diligence,

Special Inventories

Speclal Inventories may be taken whenever there ia any gale or change of Interest In the Joint Property. It shall
be the duty of the party selling to notify all other Partles ns quitkly ne poasible after tha tranafer of Interest
takes place, In such cases, both the seller and the purchaser shall be govarned by such Inventory,

4. Expense of Cenducling Porledie Inventories .

The expense of conducting perlodia Inventories shall not be charged to the Joint Account unless agreed to by
Operator and Non-Operatore. *
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EXHIBIT ""D"

"

INSURANCE TO BE CARRIED

As to all operations hereunder Operator shall obtain, and carry for the
benefit and protection of the parties hereto, fnsurance if same is obtainable,
as follows:

A. Workmen's Compensation Ingurance in an amount as required by the
laws of the State of New Mexico.

B. Employer's Liability Insurance in an amount of not less than
$100, 000 for all damages from one or more claims arising from
each accident;

C. Comprehensive Autornobile Liability and Property Damage Insurance
on all motor vehicles used in connection with the operations conducted
hereunder, with lirnits of not less than $100, 000 for any one person
injured or killed and not less than $300, 000 maximum as a result
of any one accident where more than one person is injured or killed,
and property damage limits of not lesa than $50, 000;

D. Public Liability Insurance on all operations conducted hereunder
with limits of not less than $100, 000 for any one person injured or
killed and not less than $300, 000 maximum as a result of any one
accident where more than one person is injured or killed. No
public property damage coverage is included in thigs Section D.

E. Such additional insurance as may be required by law.
Insurance of the type mentioned above may be carried for the joint account

in amouats in excers of the minimums set forth above, The actual premiums

paid for all insurance shall be changed to the joint account of the parties hereto.

Any liability, loss, damage claim or expense resulting from accidents or
occurrences not covered by insurance of the cha‘ractei referred to above,

or in excess of the insurance actually carried urder the above provisions,

shall be borne by the parties hereto in the proportions in which they own in

L —

the unit area.

fve written J\\
, resulting loss, damage, ?g:

e parties hereto in proportion to

of the insurance enumerated above, Operator sh:all promptl
notice thereof to the other parties and in such
claim and expense shall be borne b
their respective intere

in the unit area. Such notice shall also constitute

a waiver ® requirement that Operator procure and maintain the insurance
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EXHIBIT "E”

GAS STORAGE AND BALANCING AGREEMENT

Attached to and made a park of the
Operating Agreement between MARK
PRODUCTION COMPANY, Operatexr, and
AMOCO PRODUCTION COMPANY, et al,
Non-Operators, dated May 15, 1973

1. The parties to the Operating Agreement to which this gas storage and balancing
agreement ig attached own the working interest in the gas rights underlying the Unit
Area covered by such agreement in accordance with the percentages of participation as
set forth in Exhibit "A" to the Operating Agreement.

2, In accordance with the terme of the Operating Agreement, each party thereto
has the right to take its share of gas produced from the Unit Area and market the same.
In the event any of the parties hereto 1s not able to markat its share of gas or has
contracted to sell its share of gas produced from the Unit Area to a purchaser which
is unable at any time while tha Operating Agreement iz in effect to take the share of
gas attributable to the interest of such party, the terms of this storage agreement
shall automatically become effactive. ‘

3. Durlng the period or pericds when any party hereto has no market foxr its share
of gas produced from the Unit Area, or its purchaser is unable to take its ahare of
gas produced from the Unit Area, the other parties.shall be entitled to produce each
month one hundred percent of the allowable gas production (imcluding lawful tolerances)
assigned to such Unit and shall be entitled to take and deliver to its or their pur-
chaser all of such gas production, except, however;, that no party shall be entitled to
take or deliver to a purchaser gas production in excess of three hundred percent of its
share of such allowable unless that party has gas in ptorage, All parties hereto shall
share in and own the liguid hydrocarbons recovered from such gas by lease equipment in
accordance with their respective interests and subject to the Operating Rgreement 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. Each party unable to market its
share of the gas produced shall be credited with gas in storage equal to its share of
the gas produced under the Operating Agreement, less its share of gas used in lease
operations, vented or lost. 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 gaa produced, the amount used in lease operations, vented
or lost, and the total quantity of liquid hydrocsrpona recovered therefrom.

4, At all timesiwhile gas is produced from the Unit Area, each party hereto will
make settlement with the reapective royalty cwnera 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 such gas producticn. Each party hereto agrees to hold each other party harmless
from any and all claims for royalty payments asserted by royalty owners to whom each
party is accountable.. = - i )

i

5. It is the intent that each party be entitled to gas produced in the proportion
that its ownership interest bears to the sum of the ownership interests. It is the
intent that the Unit Operator have the duty of controlling gas well production and the
responsibility of administering the provisions of this agreement. Unit Opexator shall
cause deliveries to be made to the gas purchasers at such rates &s may be required to
give effect to the Intent that the gas production sccounts of all parties are to be
brought into balance under the provisiona contained herein.

6. To give effect tothe intent of thiS'agreehent, the Unit Opexator shall be
governed by the following rights of each party:
]

(a) When the well's current production ip less than the well
allowable due to either the capacity of the well to produce
or the Unit Operator causing the well to produce below allow-
able in order to properly balance well allowable overproduction:

(1) Each underproduced party (a party who has taken

a lesser volume of gas than the quantity such
party 18 herein entitled) shall have the right to
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take a greater amount of gas than its proportionate
share of the well's current production, provided
that the right to take such greater amount shall be
in proportion that its interestibears to the total
interest of all underproduced parties desiring to
take mozre than their proportionate share of the
well'a current production. i

Y{2) Eath overproduced party (a party who has taken a
greater volume of gas than the {uantity such party
is herein entitled) shall reduce its respective
take in the proportion that such party's interest
bears to the total interest of All overproduced
parties, but in no event shall any averproduced
party be required to reduce its take to less than
seventy-five percent (75%) of slich overproduced
party's proportionate share of the well;s current
production.

(b) When the well's current production ib less than the well allowabla
due to combined pipeline takes or for reasons other than in sub-
paragraph (a) above: !

(1) Each underproduced party shall have the right as
in subparagraph (a)(l) above.

{2) Each overproduced party shall reduce its respective
take in the proportion that much party's interest
bears to the total interest of all overproduced
paFtiea, but in no event shall any overproduced
party be required to reduce its take to less than
saventy-five percent (75%) of such overproduced
party's proportionate share of the well allowable.

{c) W¥hen tﬁe well's current producticn s equal to or greater than the
wall allowable:

(1) Each underproduced party ‘shall 'have the right to
take a greater amount of gas than its proportionate
share of the well allowable, provided that the right
to take such greater amount shall be in proportion
that its intereat bears to the total interest of all -
undarproduced. parties desiring to take more tham their
p#oportionate share of the wal} allowable.

(2) Each overproduced party shall *ave the right as in
stharagraph {a) {2) above. |
(d) The Unit Operator, at the regquest ok any party, may produce the
ontire well stream, if necessary, for a deliverability test not to
exceed}seventy-two {(72) hours duratt:n required under such requesting
party's gas sales contract and may erproduce in any other situation
provided that such overproducing wolld be consistent with prudent
operations. .
7. Each party taking gas shall furnish, or bause to be furnished, the unit
Operator a monthly statement of gas taken. Aftar!commencement of production, Unit
Operator shall furnish a current account monthly of the gas balance between parties
hereto including the total quantity of gas produced, the portion thereof used in Unit
operations, vented or lost, and the total quantit? of gas delivered to a market.

8., Each party taking or delivering gas to its purchaser shall pay any and all
production taxes due on such gas. ;

9. The provisions of this agreement shall be separately applicable to each
reservoir to the end that production from one reservoir in a gas well may not be
utilized for the purposa of balancing underprodugtion from other reservoirs.

2w
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10. When gas sales from a gas well permanently cease, Unit Operator shall be
responsible to determine the final accounting of underproduction and overproduction
and each overproduced party shall account to and compensate each underproduced party
with a sum of money equal to the amount actually received, less applicable taxes, by
any overproduced party from the sale of that part of the total cumulative volume of
gas produced which the underproduced party was entitled to take and payment for such
overproduction shall be in the order of accrual.

11l. The direct expense, inoluding wages, transportation and out-of-pocket expenses,
of first-level supervisors recuired to implement and cause this agreement to be effected
shall be charged to and paid by the joint expense.
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ASSTGNMENT OF OIL AND GAS LEASE

STATE OF NEW MEXICO |
COUNTY OF EDDY I

This agslgnment and agreement made and entered lnto by
and between GULF OIL CORPORATION, herelnafter called "Gulfr" or
"pgsignor", and NEARBURG & INGRAM, a partnership composed of
Eugene E. Nearburg and Tom L. Ingram, 127 South Richardson, Roswell,
New Mexico, hereinafter called "Assignge", upon the following terms

and conditions,

WITNESSETH:

Gulf 1s the owner and holder of an oil and gas lease
described as follows, to-wit:’

011 and Gas Lease dated October 31, 1951,
excouted by J. M. Jackson and Lizzie J. B.
Jackson, hils wife, as Lessor, in favor of -
A. C. Holder, as Lessee, covering the SW/ 4
SW/Y of Section 7 and the NW/l4 NW/4 of Bec-
tion 18, Township 18 South, Range 27 East,
N,.M.P.M., Eddy County, New Mexlco, recorded
in Book LY at Fage qq__ of the Records
of Eddy County, New Mexicoj

reference to sald lease and to the record thereof 1is here made
{for all purposes;

NOW, THEREFORE, for and in conslderation of the sum of
one Dollar ($1.00) and other good and valuable consideration to

it paid, the recelpt and sufficlency of which 1s hereby acknowledged

_ and confessed,-subject to the roservations, convenants and condl-

tions hereinafter contalned, Gulf does by these presents asslgn
and transfer to NEARBURG & INGRAM, as Aaslgnee, all of its lease-
hold estate rights in and to all of the oll and gas 1n and under-

lying the following deseribed tract of land, to-wit:

The SW/4 SW/4 of Sectlon 7 and the N4 W/
of Sectlon 18, Township 18 South, Range 27

¢ East, Eddy County, New Mexico, from the sur-
face to 100 feet below the greatest depth
drilled, not to exceed 1900 feet below the
surface.

Attachment






"It 1s specifically uriderstood that the rights herein assigned aTe

aubject to the right of Assignér to use as much of the surface as
1t deems necessary to expiore for, develeop and produce oll and gas
below the depth of 1900 feet.
This assignment 1s expressly made subject to the fol-

lowing conditions and covenants, to-wit:.

1.
Asslgnee agrees to perform all obligations, express oOr
implied, of Assignor under the above deseribed lease insofar as
such obligaticns are'applicable to the rights herein asslgned, as
well as the obligations hereof.

2.

On or before sixty (60) days from the date of this Assign-

ment, Assignee shall commence the actual drilling of a test well
for oll and gas purposes at a location of his cholce on the above
described premises, and willl thereafter drill such well with due

diligence and in a gbod and workmanlike manner to a depth sufficient,

in the opinion‘of Gulf, to adequately test the San Andres formation
or to a dépth of 1900 feet below the surface, whichever first occurs,

Should Asslgnee faill to comply wilth their obligation to drill the

above mentloned test well within the time, in the manner and to the
depth specified, all of theilr rights under the terms and provisions

of this 'assignment shall ipso facto terminate and the leasehold'

rights and estate herein assigned shall revert to and revest in
Assignor. I
3.

If Assignee drills and completes the above mentioned test

‘well, elther aé a dry hole or as a producer of oil or gas 1n com-

mercial quantities, as hereln required, Asslgnee obligates themselves
to commence actual drilling of a second test well for oil and gas
purposes at a location of thelr cholce on the assigned premises with-

in ninety (90) days after cdmpletion of the test well required under

Section 2 hereof and thereafter to drill said well in the same man-

ner and to the same objective depth as the test well reguired under

Section 2 hereof, and Assignee shall thereafter carry on continuous






. drilling operations on the amslgned premlises untll as many wells
have been drilled thefeon as are permltted under the spacing regu-
1atidns of the regulatory body having Jurisdiction. "cgntinuoﬁé
drilling" -shall mean that an interval of hot more than ninety (90)
days shall lapse between the completion of one well and the com-
" mencentent of actual dﬁilling of a subsequent well. Assilgnee will
protect the premises covered by this assignment against drelinage,
meeting all offset obligations and otherwlse operating the premlses
as a.reasonable, prudent operator would under the same or similar
eir¢cumstances.

L,

Upon completlon of any well as a producer of o0ll or gas
in commerical quantities, Asslgree shall furnish to Gulf, at 1ts
Roswell, New Mexlco, offioe?é recordable instrument containing a
sufficient legal description of the spacing unit upon which the
well was drlL%ed as authgrized by the regulatory vody having Juris-
diction. . )

5.

Failure of Assignee to comply with the drilling obliga-
tions set out above shall, except as hereln otherwise provided,
pesult in a termination of all of Assignee's rights under the
terms and provisiona of this assignment and sald leasehold estate
and rights hereln graﬁted shall 1pso facto terminate and revert to
and revest in Gulf, except as to each spacing unit on which As-
slgnee has completed a producing well and has furnished to Gulf a
recordable instrument containing a sufficlent legal description
of the spacing unit. In the absence of applicable spacing rules,

. the spacing unlt allocated to a producing well shall be a maximum
of forty (40) acres.
6.

All costs and expenses 1ncident to the drilling and equilp-
ping of all weils shall be borne by Asslgnee, and nelther Assignor
nor any other leasehold interest owned or Pe&ained by Assignor shall
pé 1iable for any part of the cogts or expenses of drilling, com-
pleting and equippling of such wells or for producing oll or gas there-

from or for any injury to any person or damagés regsulting from such
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drdilling or produclng operations.

7.
‘Asslgrior expressly reserves the following overrlding
royaltles!

(a) Three thirty-seconds of eight-eighths
(3/32nds of 8/Bths) of all oll produced
and saved {rom the premises hereln as-
signed, the oil to be dellvered to Gulf's
credlt in the pipeline to which the well
or wells may be connected, free of cost
to Gulf except for gross production, plpe-
line, severance or any tax, other than ad
valorem, which may be imposed upon or at-
tributable to Gulf's interest; and

(vb) Three thirty-seconds of eight-eighths
(3/32nds of 8/8ths) of the value, as
rereinafter defined, of all gas, cas-
inghead gas, distlllate and condensate
produced and saved from the premlses
nerein assigned, free of all cost and
expense to Gull except for gross produc-
tion, pipeline, severance or any tax, other
than ad valorem, whilch may be imposed upon
or attributable to Gulf's interest; the
value of such gas, casinghead gas, distil-
late and condensate so sold to be deemed
to be the total proceeds recelved- by As-
aignee from such sale, and, if used off
the premises, the value shall be based
upon the existing market price at the

. time, in the area, for gas sold for the
same purpose.

The overriding royalties on oil and” gas to be delivered
or pald to Gulf, as above provided, shall be i additlon to the
royalties due the Lessor as provided for in the original lease
covering the premlses herein asslgned, payment of which royalties
in accordance with the terma of such lease the Assignee expressly
apsumes lnsofar as the premlses and fights therein herein assigned
are concerned.

8.

Immediately after location has been staked off for the
drilling of the above mentioned test well, Assignee agrees to fur-
nish to Gulf at ite Roswell, New Mexico, office a report glving
the number of feet from an established corner where sald well 1s
to be drilled; and therealter, not later than Friday of each week,
subsequent to the making of such location until said well 1s com-
pieted to mail to Gulf at its Roswell, New Mexlco, office a report

giving the progress of the well. Likewlse, similar information

e
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4and reports-shall be given with regpect to all other wells drilled

by -Assignee under the.provisions of this Assignment. In the event
any well drilled upen the premises covered herein results in the
production of oil or gas, Assignee agrees to hail to Gulf at 1ts

Roswell, New Mexlco, office a monthly prdduction report thereof

- not later than the tenth ‘day of each month.

9.
Asslgnee agrees that representatives of gulf shall at
211 times have access %o the premises'and to the derrick floor
of thé wells drilled by them undgr the provisilons of this Assign-~
ment for the purpose of observing the progress of drilling opera=
tions and of obtalning 1nformation concerning such wells, and
that such representatives shall be furnished with full informa-
tion pertalning to the wells Sf formations encountered therein.
10.
Assigqge shall save samples at intervals of Ten (10)
feet during the drilling'of the above mentioned test well and
any other wells drilled by them on the assigned premlses, and de-
liver séme to Gulf- at Roswell, New Mexico, unless Gulf elects to
accept sald samples at the well. Assignee further agrees to fur-
nish Gulf samples of all cores taken during the drilling of all
wells drilled by them ‘under the provislons hereof.
11.
Assignee agrees, at thelr expense, to make an electrical

survey or a comparable analysie satisfactory to Gulf and to run

a gamma ray-neubron log of the hole of each well drilled hereunder,

to conduct a microlog survey of each potential pay zone after
reachlng the objective depth, and to dellver a certified copy of

the resultant electrical logs, gamma ray-neutron logs and micro-

logs to Gulf's Roswell, New Mexico, office. Assignee further agrees

to make all required reports ta the appropriate agencles of the

. gtate of New Mexico. In the event any well 1s to be plugged and

abandoned Assignee shall have furnished a1l technical data and
given Gulf's District Production Geologist notice twenty-four (24)

hours before plugging.






'If, in the opinion of Gulf, 1t appears from the data ob-
‘tained from- such surﬁgﬁs, when consldered g&lone or in conjunction
with other indicatlons from cutbings or cores, that any formation
eﬁcountered during the drilling of sald well is a prospective oll
or gas horizon, Assighee agrees to properly test such horizon to
. the satisfaction of Gulf if it was not adequately tested at the
time it wad penetrated. Asslgnee shall notify Gulf prior to any
test to be made in order that Gulf may have a representative pre-
sent to witness such test should 1t deslre fto do so0.

12.

Irrespectlive of whether any well drilled hereunder 1s
completed as a producer or as a dry hole, Gulf shall have and is
hereby granted the right to lower geophones and other instruments
into such well or wells for the purpose of conducting any geo-—
physical survey 1t may desire. It is specifically understood,
however, in the event Gulf exerclses the right herein granted,
that all aétual expense And risk in connection therewlth shall
be borne by dulf and Gulf agrees to ihdemnify and hold Assignee
harmless from any and all damages to property, injuries to, or
death of, any person or persons occasloned by or arilsing from
guch operatlons.

13.

In the event any well is completed as a dry hole,
Asslgnee agreés that they will notify Gulf's Roswell, New Mexico,
office at least twenty-four (24) hours prior to the final measure-
ment of the well so that Gulf can have a representative present
to witﬁess such measurement 1f 1t so desires; and Asslgnee agrees

.that they will, as socn as practicable, furnish fto Gulf at 1ts
Rgswell, New Mexico, offlce a certified copy of the log of éach
well drilled by them on the assigned premises, irrespective of
whether: such well 1s completed as a dry hole or as a producer.

14,

Assignee agrees that Gulf shall have the right, at 1ts

option to be exercised, walved and re-exerclsed at any time, to

fake and purchase at the current posted price in the fileld for






bil-or*11ké'gfédeﬁand%quality:all or aiy part of the oil that may
‘be produced and saved from 'the premises herein assigned. Assignee
fﬁ?ther agrees that Gulf shall have the right, at 1ts option to
be'é&ercised, wailved and re—exerclsed at any time, to take and
purcﬁase all gas, including casinghead gas produced and saved
from the premises herein assigned upon the same terms and condi-
tions and at the same price offered by a bona fide third party
purchaser, or 1f there 1s no bona fide offer by a third party
purchaser, then upon such terme and conditions as may be agreeable
to Gulf and Assignee; Asslgnee, however, shall have the right to
utilize such gas as may be necessary 1 the development and opera-
tlon of the premlses herein assignad.

15.

After productioﬁ has been obtained, should Asslgnee
conclude to abandon the pfemises hereiln assigned or any part
thereof, they: agree to notify gulf at Roswell, New Mexico, 1in
writing of thelr intention to abandon at least sixty (60) days
before production of o1l or gas 1s ceased; and 1n the event such
abandonment 1s made, Assignee agrees, at the electlon of Gulf
to asslgn saild well, together with the leasehold rights 1in the
horizon abandoned under the spacing unit upon which said well 1s
located, to Asslgnor; Assignor, however, to pay Assignee the rea-
sonable salvage value of any egqulpment on such well. In the ab-
sence of any spacing rules 1n effect as may be applicable to the
property hereby assigned, 1t 1g égreed that one producing well
shall hold forty (40) acres.

16.

All lease operabtlons conducted by NAsslgnee hereunder
shall be subject to all laws, rules and regulations, both Federal
and State, applicable thereto.

17.

All ad valorem taxes, including those based upon produc-
tlon from the leasehold estate covered by this asslgnment, shall
bé pendered and paid by Asslgnee, together with all taxes upon

leasehold equipment and other personal property owned by Assignee
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- and used.iﬁﬂconnectiop«with or in dewveloping the premlses covered
by this-assignment,
18.

‘ Asslgnee shall, from the date hereof, be llable for
any productlon or other taxes that may be levied against his in-
terest in the assigned premisés and against his interest In the
o1l and géa which may be produced therefrom. Gulf shall be llable
only for taxes other than ad valorem that may be levied agalnst
the overriding royalty Ilnterests hereln reserved by it and that
may be levied against the proceeds from the sale of the oll and
gas creditable to such interests.

19.

After fifteen\(lB) days from the date of commencement
of the initial test well under the terms of this assignment,
should Asslgnee desire to sell all or any part of the leasehold
eéstate hérein assigned to him, Gulf shall have a preferential
fight to purchasé. In such event, Assilgnee shéll notify Gulf 1in
writing at Roswell, New Mexico, giving the complete terms of any
bona fide offer acceptable to Assignee made by a prospective pur-
chaser ready, able and willing to purchaée, together with the
name and address of such proSpective purchaser, Gulf shall have
an option for a period of thirty (30) days after receipt of the
notice in which to purchase the leasehold estate which Assignee
desires té sell, at the price and upon the terms offered by the
prospective purchaser, Any assignment made by the Asslignee
covering any of their rights under this agreement shall gpecif-
icall& provide that such assignment 1s subject to all the terms
. and conditlons of thlg agreement and the Assignee hereln agrees
to furnish Gulf wilth elther an executed or certifled copy of such
assignment.

20.

This asaignment and the terms herepf shall inure to
the benefilt of and be blnding upon the partles hereto, their
;ﬁceessors in title, personal represéntatives and asslgns, but

no asslgnment or transfer by Assignee of any interest acquired
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wghérenndermﬁhall're}gage them of*any 11ability herein assumed ex-
‘cePt with the writter consent of Assignor, its suocessors or .
asslgns.

“T0 HAVE AND TO HOLD unto the sald NEARBURG & INGRAM,
their helrs, successors and asslgns foreverj subject, however to
' compliance on their part with terms and conditions of the original
lease ineofar‘as 1t affects the leasehold 1nterest hereln as-
signed, and to complianpce on their part with the obligations and
conditions herein contained for oll and gas purposes, at the time
and in the manner hereln provided; and 1t 1s understood and ggreed
fhat thls assignment 1s made wlthout warranty of title on the part
of the Assignor -except that 1t warrants that 1t has not heretofore
transferred or encumbered ?be leasehold rights and the privileges
herein assigned.

Except as otherwlse herein provided, all notices to
Assignor shall be mailed -to gulf 0il Corporation, Post Offilce
‘Box 669, Roswell, New Mexlco, and all notlces 66 Assignee shall
be malled to Nearburg & Ingram, 127 South Richardson, Roswell,
New Mexico, untll elther party is notified in wrlting of a change
of address by the other.

EXECUTED in duplicate originals this the r% day of
, 1958,

GULF OIL CORPORATION

's
By

Attorney-in-tact

2GR PHICE

NEARBURG & INGRAM,
a Partnership

%‘ ¥ WEARBURG

B . M
y“’?em LE. INGR’JT}\TI/‘,/






STATE OF NEW MEXICO |
COUNTY OF CHAVES i
The foregolng instrument was acknowledged before me this

|  )¢TBay of , 1958, by _ W. A, SHELLSHEAR ,

Attorney-in-Fact for GQULF OIL CORPORATION, a Pennsylvanla cor-

p@?atq,an, on behalf of sald corporation.

; L&mm@ ‘Expires:

Z G‘Q i:omhl.sud;y-%;lfh Fogist 15, 1962

STATE OF NEW MEXICO 1
COUNTY OF CHAVES i

The foregoing instrument was acknowledged before me thils
S, day of M, 1958, by EUGENE E. NEARBURG and

TOM L. INGRAM, partners on behalf of NEARBURG & INGRAM, a Partner-

4 Q,-

AV
,,, mPEo fen Expires:
7, 6‘& zg&gﬂs,m?(vmmss JUNE 2th, 1861

5Ty

Tah

08, | bereby cercify chat this instrumeot waa filed for record on

m,_.ﬁ——....-.-. dny oS B0NArY ... iy 19 §-1t M-—o eluctM._-,.md duly recurded
la guk__..ﬂ_ ....... . PIBe ....-82.———. .of the Records ol -—
MII\Iled Pae, County Clerk

By C;J H o4, P Wa 2 S Dreputy
q-\_

STATE OF NEW MEXICO, Counry of Eddy,.

WVK: egi
9-3-5
(M

-10-~
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UNIT AGREEAT

POR THE DEVELOPMENT AND CPERATION OF i

WEST RED =

o UNTT

EDDY COUNTY, NBW MZXICO

TS AGREZEMENT, entered intc as of the lst dey of fugust, 1967, by
and beiveen the parties subscribing, ratifying or consenting hereto, and
herein referreé to as "parties hereto”.

LRy

=
1]
fw

S Sy
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E :
WHEEREAS, the parties hereto are the owners of working, royalty or
other oil or gee interssts in the land subject to this Agreement; and
Przﬂhﬁn the Oil Conservatior Ceurission of the State of New Mexico
is suthorized by law (Crap. T2, Laws of 1935, as armerded By Chap. 195,
Tews of 1937, Chap. 166, Laws of 1Ghi, end Chap. 168, Laws of 19L9,
Chep. 65, £rt. 3, Sec. 1b4, N.M.S., 1953 Ammo.) to epprove this Agreement,
end the conservation provisions hereol; end
WEEREAS, the Mineral Leasing Act of Februery 25, 1520 (L1 Staet. L37,
as ezzended, 30 U.S.C. Sections 161 et seq. ) euthorizes Tederel lessees and
their representatives to unite with each other or jointly or seperstely with
others in collectively edopting and operating a cocperaiive Or unit vlen o
deve_opment or operation of any oil or gas pool, Fieléd or like grea Or &ny
part thereof for the purpose of more properly corserving the netural re-
sources ihereof whenever determined and certified by the Seeretary of the
Interior to be necessary or adviszbtle in the puolic interest; and
WHEREAS, the perties hereto nold sufficient interests in tae W
lake Unit Area covering the land hereizefter describel to give reesonstly
effective control of opersztion thereir; and

WHEREAS, it 4s the purpose c the parties hereto, to enable institu-

tion snd conswmation of secondary racovery operations,

rescarces, prevent weste erd secure the otner be snefits obigingole Tan

o N

develcpreat and cperation of the arce subject o this Agreemant under wae
terrs, conditions and limitations harein set forth;

NOYW THEREFORE, in consideration of the premises apd the proxises herein
contelred, the parties hereto corriv o tnis Agreement vhelr entir 2 respedtiive

irterests in the unitized formatiorn and zzres sever ally among ihemsslves &5





SRCTION 1. CRABLIEG ACT AND RICULATIONS: Tae ¥ineral

)

of Februsry 25, 1920, as emended, supre, end all valid, pertirent regula-
<ioas, including operating end unit vlan regulations, herctorore issued

16, pertinent and ressonsble regulaticns herearter issued

and mede & sert o this Agreemernt es to Federal
lerés, vrovided such regulations are not incornsistent with the terzms of
thiz Lgreement; and as to ron-Federal lends, the oil end gas operaiing
regulztions in effect as of the elfeciive aate hereof governing driiling
ané producing operations, not inconsistens with the terms hereoi or tke
lavs of the State of which the non-Tederzl land is located, ere hereby ac-
cepﬁed and made.a part of tuis Agreemeni.

SECTION 2. UNIT AREA AND DERIKITIONS: The erce descrided 2y tracts

in Exuidit B end depicted on Exaibit A sttached hereto is heredy desigreted
and racognized as constluuulng the Unit Area, contelnin 1,236.85 zcres,
nore or less, in Eddy County, New Mexico. Szid lané is described zs fol-
lous

Teynship 18 Souih. Rarge 27 Fast

N. M. P. M., rady County, New Mexico i
Section k:
Section 5:
Section 6:
Section T: }, uah * vw%
]' ;:,,, 'W‘:I:,,Lh
Section B: : Nl“-, NS —
Section 9: Yax -~

For the pwrpose of this agreement, the Foitowing terms and expressions as

used nerein shall nean:

(a) "Commiss:ion' is defined as the Oil Conservation Commissica of The S
¢ New Mexico.

o

"Divector” is defined as the Director of the United Sietes Geologicel

—~
o’
~

Suzrvey.
(¢) "Secretery”" is defined as the Secretery of the Intericr of the United

S<aies of America.
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Department” is defined as the Tevartzent of the interior
Stetes of fmerica.

(e) “Supervisor" is defined as the Oil ard Ces Supervisor o the United

Stetes Ceological Survey.
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by,

(g)

(n)

(1)

itized Formztion" is defined &s

Sazn Andres Tormatvions urderlyiryg €
continucus stratigraphic intervel ccourring
L the CGrayburg formaticn zrd 2 correlative

3

formation, said interval rnaving Lee

LY

Teat (Lhe top of the Crayburg forrat ion) and ¢2L0 Teet beneath tre

3 - Al ,

derrick floor in the Hondo 0il & CGas Compery Fe aecal &' No.

1

}-:

(érilled as the Kumble Oil & Re

iniang Comvany's 450 Coalk BIuff Drew
Uniz No. 21 Well) loceted 1850 Fest Troa the south lire ‘end 2220

Teet from the west line of Section b, Township 1€ South, Range 27 EBest,
Eidy County, New Mexico, as sncun by the radioactiviity log ceted
Februery 7, 1961.

"Unitized Substances" 1s defired es 21l oil, ges, gaseous. sutstances,
sulshur contained in gas, condersete, and all assceisted and con-
stituent liquids or liguefisble rydrocsrbons within or producec from
the Unitized Formation.

"Working Interest" is defined as ih e right to sezrch for, produce

and acquire Unitized Substances whetizer held as en incidernt of cwner-
ship of mineral fee simple title, under an oil ané gas lesase, or
rerwise held.

"Worxing Interest Ouwner" is defined as eny werlty nereis cwning a Work-
ing In terest, includinz a carried woriing interess owner, in Unitized

=y

ce title or

wm

vostances by virtue of e leese, opereling sgreenent,
irerwice, which interest is chargeeble with erd cnligated To pay or

pear, either in cesh or out of preduction, or otherwise, all or 2 DOr-

T

(l’

of the cost of drilling, developing ard producing

F»cyi ard opereting the Unitized Formasion hereunder. 7“he owner o oil

£nd ges rights that are free of leese cr other instrumens conveying vke

Uorking Interest to another shell be regerded as a Working Interest

Cuner to the extent of seven-eignts 8) o his interest
ot

Zunstarces, and as a Royalty Owaer with respect ic 2ais

i {1/8) interest therein.

“Foyalty Irterest” or "Royalty” is
Yorking Interest in or right to recelve a vorsion of the Unizticzed

o = b

Susetances or the proceeds theres? and includes the royalsy intel

€]
.

Taitizeld Subsiances
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EXXON COMPANY, USA

POST OFFICE BDX 1600 - MIDLANRD, TEXAS 797C1  (035) GBed il

May 11, 1973

Trade AC-55-73 (B)
Chalk Bluff Draw Area 0300
EDDY COUNTY, NEW MEX1CO

RE: E-214033, 224269, 233059

Mark Production Company
330 Citizens Bank Building
Tyler, Texas 75701

Gentlemen:

This will evidence our agreement to assign to you down Lo the depth of 100 feet below the total depth drilled,
not to exceed 9,700 feet,
all of our present right, title and intesest in and to the lesse(s) numbered above, subject to the limitations and
reservations herein contsined, insofar as said lease(s) cover(s) oil and gas only in and under the following described
lands:

214033 - NE/4 NW/4 SE/4, below the base of the San Andres formation,

224269 - NW/4 SW/4, below 1,910 feet,

233059 - SW/4 SE/4, W/2 Wd/4 SE/4, SE/4 Wi /4 SE/4, below the base of
the San Andres formation,

All in Section 7, T-18-5, R~27-E,
EDDY COUNTY, NEW MEXICO

subject to the following numbered paragraphs which ure sometimes herein referred to as Conditions, and which it is
ugreed shall govern and determine the rights and obligations of the parties and the conduct of your operations
hereunder, both as to the well required 10 be drilled herein ind as to any substitule or subsequent well or wells which
may be drilled under the terms of this agreement or which may be drilled on (he above described land after an
assignment has been carned.

A DIVISION OF EXXDON CORPORATION

Attachment
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1. 1t is understood and agreed thal you sha!l commence operations for the drilling of a well, on or before

July 11, 1973, time being of the essence, ai a regular location in the SE/4
Section 7, T~18-S, RS27-E, EDDY COUNTY, NEW MEXICO,

and that you shall drill with duc diligence to a depth sufficient to thoroughly test the Morrow
formation,

This well is to be drilled and completed by you free of any cost or liability to us, whether completed as 2 well capable
of producing oil and/or gas in commercial or paying quantities, o found to be dry and plugged and abandoned, as the
case may be.

2. During the progress of drilling the well, our authorized representatives are to have access at all times to it, and
to all cores, cutlings, depths, logs and other information of whalever nature obtained in the drilling of the well,
Including but not limited to such as hereinafter specifically set forth. We shall have the right to receive such ssmples,
cores and cuttings, to be delivered to Exxon at 503 South Marienfeld Street, Midland, Texas,

at least twice weekly, unless you may be requested otherwise. Samples, properly labelled, and diilling time, are te
be taken at intervals of not more than ten (10) feet and should start from base of surface casing and be taken
continuously to total depth. We reserve the right to slab any cores. If we do not choose 1o slab the cores, then you will
furnish us with core chips taken at onc-foot intervals from all cores cut. You agree to drill the well in a good faith cffort
te discover oil and/or gas and to test adeguately all oil and/ur gas shaws encountered. 1§ a velocily survey is run, it is
understood that it is not intended that same be furnished frec to us, We, however, shall have the right to receive any
velocily survey or log that might be made of the hole at a reasonable and fuir price, or by trade, as is usual and
customary in the industry. If you clect not to run a velocity survey, we shall have the right to run such survey at our
sole risk and expense. You agree to notify us of the spudding of your well within twenty-four (24) hours after
spudding, and to give us like notitication upon reaching tota depth. Should you plan to plug and abandon the well as.n
dry hole, you shall give us advance notice thereof, allowing us, afler receipt by us of copies of all final logs and surveys
from said well, plus proper drilling time and samples to tolal depth, at least twenty-four (24) hours theiezfter, exclusive
of Saturdays, Sundays and holidays, Lo ascerfain whether you have complied with the obligations under the terms of
this letter. All logs, oil and/or gas show information, formation testing information and related data as provided for in
this agreement shall be delivered promptly and expeditiously to us, but in no event shall more than twenty-four (24)
hours expire before such delivery.
You agree to furnish: Mr. R. L. Longstreet

Exxon Company, U. S. A. Area Code: 915

P. O. Box 1897 Office Phone: 523-3650

Andrews, Texas 79714 Home Phone: 523-4260
the following:

a. Drilling time taken at not more than 10-foot intervals, from surface to total depth.
b. One (1) Mud Logger report, daily, and two (2) final Mud Logger reports if Mud Logger Is used.

. Two (2) copies of any fluid (hydrocarbon or water) analysis.
. Two (2) copics of any core anulysis.
. Two (2) copies of any and all Drill Stem Test Charts and any Service Company analyses.

o a0
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Also, you agree to furnish:  Mr. R. W. Vivion .
. Exxon Company, U. §. A. Area Code: 915
P. 0. Box 1600 " Qffice Phone: 684-4411
Midland, Texas 79701 Howe. Phone: 682-7440

the following: . L

a, Dally drilling reports which should include such information as drilling depth, lithologics, hydrocarbon
shows, lost circulation zones &nd formation tops.

b. Netification of Drill Stem Tesls, corng, significant shows, running Electric logs and plugging shall be
given in sufficient time to allow’ R. W, Vivion ) or his
authorized representative 1o be present as a witness. (In the eventR, W. Vivion
cannot be localed to receive these notifications, contact  R: L. Longstreet

¢. Two (2) field vrints and two (2) final prints of al) Electric logs run which will include: Your choice,

1) In fleciric Survey or Laterolog from base of f fota
depth,

2) Gamma Ray Sonic log with Cah use ol

portion of the log from surface to total depth,

casing to total depth,

3)

4) Two (2) copies of the final prints and one (1) copy of the monitor print of any Dipmeter Surveys
1

ani

the following:
print and one (1) final print of all down hole logs, including Item

Tanished

In the event the well is indicated to be @ producer, our representative shall have the fight to witness and shall be
notified twenty-four (24) hours in advance of any well capability test (i.¢., 4-point capability gas test, completion test
or initial potential test). Our representative o be contacted prior to these tests i Mr. B. M. Bradley of our
Andrews Office. Offlice Phone: (915) 523-3650

Home Phomne: (915) 523-3750

You shall forward to the Division Landman copies of all forms required by any governmental regulatory agency, which
shall include but shall not be limited to those pertaining to the permit for drilling, decpening or plugging back,
completion or re-completion, potentials or plugging, on alt wells drilled hereunder,

3. In the event any well or wells drilled hereunder should be plugged and abandoned, you shall clean up the
premises, leave the surface free and clear of debris and assume all Liability for any claims asserted on account of or
occasioned by your operations hereunder. .

4. 1f you shall drill and complete a well capable of producing oil andfor gas in commercial quantities in
accordance with all the terms and provisions herein set forth and furnish to us satisfactory evidence thereof, and onJy in
such event, we shall make and execute an assignment to you of the above described lease(s) insofar as it (they) cover(s)
the oil and gas in and under the land eawmed by such well, subject to the depth limitations herein set forth, Qu:
assignment to you shall be subject to the reservations, covenants, Conditions and agreements herein set forth, which
resevations, covenants, Conditions and agreements shall, unless otherwise clearly indicated by the context, be fully
binding and effeéctive while this agreement is in effect, whether or not you earn an assignment or assignments as herein
provided. In the assignment or assignments:

0. We shall reserve overriding royalties of 10% of 8/8

of all oil, gas, casinghead gas and liquid constitucats, free of all costs of development and operation and
free of all taxes except applicable gross production and severance taxes. Said overriding royalties shall be
subject to proportionate reduction but shall be exclusive of and in addition to all presently existing lease
burdens, overrides and payments out of production.
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b. Our overriding royalties and other reserved and retained interests shall apply to 2ny rencwal ot extension
of any lease or leases herein cormmitted which you may secure within one (1) year from the expiration
thereol,

¢. We shull have and reserve the righl of ingress and egress to the land committed 1o this agreement for the
enjoyment of zny rights reserved or retained by us.

d. While the least(s) herein described is (are) commilted to this agreement and after the assignment thereof,
il an assignment is earned, we shall make delay rental and shul-in gas well payments at the times and in
the amounts which, in our opinion, are necessary to maintain said lease(s) in force; however, we shall not
be liable to you in dumages of otherwise for any inadvertent error or failure with respect to such
payments.

We shall be entitled to 8 reimbursement from you, without reduction by reason of any depth limitation,
far the full amount of delay rentals and shutdin gas well payments, provided that, your reimbursement
obligation shall be limited to the amount applicable to the land committed to this agreement on a
surface acre basis. :

We shall be relieved of the obligation to make such delay rental and/or shut-in gas well payments at any

time after giving you adequate advance wrilten notice, whereupon you shall become responsible for
making such payments.

If it appears that you will complete a well capuble of producing gas and shut it in, or, if having
established gas production, you should contemplate shutting in such well, then you shall give immediate
notice to us of your intentions prior to such shutting in.

¢. If you cam an assignment pursuant (o the terms hereof, you shull covenant 1o use your hest efforts to

muintain the assigned lease(s) in force by production in paying quantities or drilling or reworking
operations and we shall reserve an optional right 10 & reassignment in the event you decide to release or
abandon the lease(s) assigned. If at any time you shall decide to surrender or abandon the assigned
premises, or any portion thereof, you shall give us at leas forty-five (45) days prior written nolice
thereof. We shall thereafter have the option for thirty (30) days to require you to make a reassignment
of the assigned premises or that portion thezeof which you wish to sutrender or ahandon, Such
reassignment shall be fiee and clear of all lease burdens, overrides and payments out of production in
excess of or in addition to those presently existing.

f. We shall have and shall reserve the optional right tor twenty-one (21) years trom the date hereof, 1o

purchuse all oil produced and soved [rom the lands and lease(s) commitied heseto at the peevailing
market price.

e shall have and shall veserve for @ period of twenty-one (21) years from the date hereg
aqtial right to enter into @ contract to purcnase the gas (casinghead andfor gas-well gasypiroduced
ated to the lands and lease(s) commitied hereto, except gas used for gperdting purposes

1f you elect to sell said gas preduction and shall receive a bona fide ##f@r acceptable to you to purchase
such production, you shall promplhx rnish us written notice {hef@of, and we shall have thirty (30) days
after receipt of such notice to elect to to purchase such gas on the same terms and
conditions of such offer.
If we shall fail to notify you within $3i t wo elect to exercise our prefecential right
to purchase said gas production Afien we shall have no right tauirchase the gas during the contract
term. If we clect not to ¢ %e our said preferential right and for amygeason you shall oot thereafter
accept said offer, or i#Fou shall accept sald offer and the resulting conitel_expires ot 15 terminated
within the peripd-G1 this reservation, then in cither event the foregoing reservatiol™w{a preferential right
10 enter jut0 a contract to purchase the gas shall continue in full force and effect ani
ap vith respect to any new offer for such gas within the aforementioned twenty-one
zriod, all as more particulacly described above.
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h. You shall assume all the burdens and obligutions of the lessee in the lease(s) commitied hereto and you
shall compty with all the expressed and implied covenants thereof to the extent they are applicable (o
the lands and depths committed.

i. You shall comply with all valid laws, rules and regulitions in your operations upon the lands and Jease(s)

committed.

j. If you earn an assignment pursuant to the terms hereof, you shall pay all ad valorem taxes assessed
against the assigned premises and such taxes shall be prorated for the year in which the assignment Is
elfective,

k. If you earn an assignment pursuant to the terms hereof, the assignment shall be without warranty of
title, express or implied,

S. This agreement is intended to commil (o you only the rights as are herein specifically deseribed and it is
understood that we do not by reason hereof agree to commit or assign to you any properties, rights, installations, plants
or appurtenances of any nature except as expressly herein sel forth,

6. In the event of your failure or defaul¢ in the commencement and drilling of the well in the time and manner
herein provided, or in the event of your fuilore or default in the meking of reports andfor in the furniching of
information, logs, surveys or ather data herein required, or in the event of your failure or default in any of the other
requirements, Conditions or obligations as herein set forth, then we shall be relieved of the obligation to make any
assignment of lease(s) and then we may, a1 our option, terminate this agreement by written notice to you and upon the
giving of such notice, all your rights; titles and Interests under this agreement shall thereupon cease. No such written
notice of termination shall be necessary in the event you fail to carn the leasehold interest ubove described, Our right of
termination as herein set forth shall be in addition and without prejudice to any other rights or causes of action which
we may have either at law or in equity arising out of your foilure or default hereunder.

7. After having tested the objective, you shall, by written notice, advise us al casing point if you desire lo
abandon the test well as a dry hole, and we shall have two (2) full office working days, commencing on the mormng
following the date of receipt of such notice and receipt of copies of all electrical logs and other technical data, in wluch
to elect to take over such well, free of any costs to us, solely or in conjunction with other contributors and/or
participants, for the purpose of attempting completion or for drilling to any greatet depth, 1T we elect to so take over
the well, it is agreed as lollows:

2. You shall not be entitled to an assignment of the screage such well may have earned,

b. You shall assign to us all oil and gas leasehold rights in the drilling unit for the well which you have
earned or are entitled 1o earn by the drilling of said well, and which you are not obligated to assign or
reassipn to other parties having an interes! in the well a5 participants in drilling, contributors thereto, or
the like. For the putposes of this paragraph, said drilling unit shall be §/2 Section 7, 1-18-§,
R~27-E, Eddy County, New Mexico. '

¢. You shall zlso assign to us all acrcage held by you in your own right which is located within said drilling
unil, retaining an oversiding royalty on production of 10% of 8/8

to be reduced proportionatcly according to your interest, and all leasehold rights below a depth of 100
feet below the Lotal depth drilled by you or us.

d. We shall reimburse you for that part of the reasonable salvage value of material in and on the hole which
is proportionate to your interest in the well (taking into account any interest scquired by us under
subscctions b and ¢ above) and shall become responsible (or jointly responsible with others joining in
taking over the well) for the proper plugging and abandonment of the well.

¢. Any notice to us given pursuant to the provisions of this paragraph shall be addressed to us at
P. O. Box 1600, Midland, Texas 79701,
to the attention of Mr. L. H. Byrd.

The requirement for such writien nolice may not be waived unless we give you notice of such waiver in
writing.
B. The terms and Conditions hereof shall extend to and be binding upon the parties hereto, their respective heirs,
successors, legal representatives and assigns, provided, however, that neither this agreement nor ary rights hereunder
shall be assigned by you to a third party without our written consent.
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In the event you contemplate an 2ssignment of rights to another party ot parties, you shall give prompt notice
10 us of such proposed assignment. If we consent to such assignment, it shall not be effective until we have received, in
writing, an instrumtent or letter executed by you and your assignee cvidencing that such assignment has occurred and
that your assignee has assumed all the obligations of this agreement. .

9. You shall give us notice, to Mr. R. L. Longstrieet or alternate, Mr. R. W.
Vivion, of your intent to Tum a velocity survey or not to run such survey, at
least 4B hours prior to reaching total depth, exclusive of Saturdays, Sundays,
and holidays. - :

10, It is understood and agreed if the acreage as ‘described on Page 1 herein
is earned, that all of said acreage will be included-in one proration unit made
up of the S/2 Section 7, T-18-S, R-27-E, Eddy County, New Mexico.

If the foregoing paragraphs correctly sot forth your understanding of our agrecment, please evidence your
acceptance by returning within ten (10) days fiom the date hereof two (2) copies of this sgreement properly executed
by you or on your behalf by your duly authorized officer in the space provided, If we fall to receive such accepted
copies within ten (10) days, we may, st our option, terminate the offer or geant you additional time in which to accept.

Very truly yours,

EXXON CORPORATION

—— - N

™ ’ ./ ack Naumann
ACCEPTED this /2 _ day of

1973
MA 10w foomBhNy
BY, Jc___lf«.u

e






STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

IN THE MATTER OF THE HEARINGS CALLED BY
THE OIL CONSERVATION DIVISION APPLICATION
OF LIME ROCK RESOURCES II-A, L.P.

APPLICATION OF LIME ROCK RESOURCES II-A, CASE NO. 14820
L.P. FOR APPROVAL OF COMPULSORY POOLING,
EDDY COUNTY, NEW MEXICO

APPLICATION OF LIME ROCK RESOURCES II-A, CASE NO. 14821
L.P. FOR APPROVAL OF COMPULSORY POOLING,
EDDY COUNTY, NEW MEXICO.

APPLICATION OF LIME ROCK RESOURCES II-A, CASE NO. 14822
L.P. FOR APPROVAL OF COMPULSORY POOLING,
EDDY COUNTY, NEW MEXICO.

APPLICATION OF LIME ROCK RESOURCES II-A, CASE NO. 14823

L.P. FOR APPROVAL OF COMPULSORY POOLING,
EDDY COUNTY, NEW MEXICO.

RESPONSE TO MOTION TO DISMISS

Lime Rock Resources II-A, L.P., by and through its undersigned attorney, for its response
to the Motion to Dismiss of Mewbourne Oil Company, states:

A. Introduction.

Mewbourne Oil Company’s motion to dismiss is premised on the notion that the
1973 operating agreement for the drilling of a gas well to the Morrow Formation burdens all
formations from the surface of the earth to the Morrow Formation covering the S/2 of Section 7,
Township 17 South, Range 28 East, NMPM, Eddy County, New Mexico, to which the well is
dedicated. Nowhere in the operating agreement (Attachment 1 of Exhibit A of the motion) is

there any specific language that all formations from the surface to and including the Morrow





Formation were to be included within the sphere of the operating agreement. What is clear is
that the operating agreement was formed approximately 39 years ago for the purpose of drilling a
deep Morrow Formation test well, and that the operating agreement would endure as long as the
Morrow well was producing.

Lime Rock does not agree that the operating agreement would prevent it from proceeding
with its compulsory pooling cases to a much shallower formation than the Morrow Formation,
nor that the operating agreement covers all formations from the surface to and including the
Morrow Formation. In support of its position Lime Rock relies on a supplemental title opinion
specifically addressing the effect of the operating agreement prepared by its attorneys. This
supplemental title opinion, attached hereto as Exhibit 1, concludes, contrary to the Affidavit of
Corey Mitchell, that the lands and formations covered by the Lime Rock compulsory pooling
cases are not committed to the operating agreement.

Accordingly, the issue seems to be: whether the Oil Conservation Division may
determine the intention of the parties to the 1973 operating agreement? Did the operating
agreement cover all formations within the S/2 of Section 7 from the surface to and including the
Morrow Formation? Or, did the operating agreement only cover the drilling of the Morrow test
well, and thus, only the Morrow formation (spaced on 320 acres), should be included within the
purview of the operating agreement.

B. The Division does not have the jurisdiction to determine the rights under the
operating agreement, a purely private contract, between the parties to the operating
agreement.

As discussed above the parties are advancing two interpretations of the operating

agreement. Whether or not the operating agreement is subject to interpretation or is ambiguous

is not for the Division to decide. A Texas case, perhaps, illustrates this point best. ExxonMobil





Corporation v. Valence Operating Company, 174 S.W.3d 303, 312-313, (Tex.App.—Houston [1

Dist.],2005) states:

In interpreting a joint operating agreement, we apply principles of contract law. See
Sun Oil Co. v. Madeley, 626 S.W.2d 726, 727, 731 (Tex.1981). In construing a contract,
it is the primary task of the court to determine the parties' true intentions as expressed in
the agreement. Id. at 727-28; Coker v. Coker, 650 S.W.2d 391, 393 (Tex.1983). The
court should read and examine the entire writing to ascertain the agreement of the parties,
ensuring that all provisions are harmonized and given effect and none is rendered
meaningless. Coker, 650 S.W.2d at 393. When an unambiguous writing has been entered
into by the parties, the courts will enforce the intention of the parties in the instrument as
written. Sun Oil, 626 S.W.2d at 731.

Ordinarily, the intent of the parties may be discerned from the instrument itself.
However, when a question relating to the construction of a contract is presented, we are
required to take the wording of the instrument, consider it in the light of the surrounding
circumstances, and apply the rules of contract construction to determine the meaning. Id.
If, in light of the surrounding circumstances, the language is capable only of a single
meaning, we can confine ourselves to the writing. Id. Our examination of the
circumstances surrounding the execution of a contract is, however, only an aid to
construction. Id. A contract is unambiguous if it can be given a certain or definite legal
meaning. Id. at 731-32. If, after applying the rules of construction, the contract is subject
to two or more reasonable interpretations, the contract is ambiguous, and a fact issue is
created on the parties' intent. *313 Columbia Gas Transmission Corp. v. New Ulm Gas,
Ltd., 940 S.W.2d 587, 589 (Tex.1996). However, an ambiguity does not arise simply
because the parties advance conflicting interpretations of the same language; for an
ambiguity to exist, both constructions must be reasonable. 1d. We must decide, therefore,
whether the MOI provision is capable of only one reasonable interpretation, considering
the wording of the instrument under the rules of contract construction in light of the
surrounding circumstances. In this light, we first examine the farmout agreement to
determine its effect on the interests governed by the JOA.

The scope of the Division’s authority does not run to determine contractual disputes such

as the instant one before the Division. Marbob Energy Corp. v. New Mexico Oil Conservation

Commission, 146 N.M. 24, 27, 206 P.3d 135, 138 (2009) defined the Division’s authority as

such:

The Commission was created by Section 70-2—4 of the Act and has two primary
duties regarding the conservation of oil and gas: prevention of waste and protection of
correlative rights. Section 70-2—11(A); Santa Fe Exploration Co. v. Oil Conservation
Comm'n of N.M., 114 N.M. 103, 112, 835 P.2d 819, 828 (1992). The Commission may





also make rules and regulations to implement and enforce the Act. See 8§ 70-2-11(A)
(granting the Division the authority to make and enforce rules, regulations, and orders); §
70-2—-11(B) (granting the Commission concurrent jurisdiction with the Division “to the
extent necessary for the [Clommission to perform its duties as required by law”).
Neither party disputes the authority of the Division to hear and determine compulsory pooling
applications. However, it is quite another thing for the Division to determine whether the
applications should be dismissed because of two possible interpretations or ambiguity in the

operating agreement. Johnson v. Yates Petroleum Corp., 127 N.M. 355, 359-360, 981 P.2d 288,

292 - 293 (N.M.App.,1999), in upholding Division created proration units of 160 acres in a
contract dispute said:

Neither party disputes that the governmental authority in this case, the Oil
Conservation Division (hereinafter “OCD”), created proration or spacing units
(hereinafter “proration units”) of 160 acres. However, the Johnsons assert that to give
effect to Paragraph 12, this Court must consider the intent of the clause and the parties, as
well as the surrounding circumstances. However, “[w]hen discerning the purpose,
meaning, and intent of the parties to a contract, the court's duty is confined to interpreting
the contract that the parties made for themselves, and absent any ambiguity, the court
may not alter or fabricate a new **293 *360 agreement for the parties.” CC Housing
Corp. v. Ryder Truck Rental, Inc., 106 N.M. 577, 579, 746 P.2d 1109, 1111 (1987);
accord Montoya v. Villa Linda Mall, Ltd., 110 N.M. 128, 129, 793 P.2d 258, 259 (1990).
Paragraph 12 clearly states that the lease shall terminate as to all lands not allocated to a
“well unit,” and expressly defines a “well unit” as the proration unit created by, in this
case, the OCD. It is without dispute that the OCD created proration units of 160 acres.
Therefore, the contract is clear and unambiguous, and we will not imply terms and
construct an agreement for the parties. See Richardson v. Farmers Ins. Co. of Arizona,
112 N.M. 73,74, 811 P.2d 571, 572 (1991) (“A contract is deemed ambiguous only if it
is reasonably and fairly susceptible of different constructions.”).

Johnson v. Yates Petroleum Corp. was a case commenced in the District Court of Eddy

County, not with the Division. Another New Mexico case, Summit Properties, Inc. v. Public

Service Co. of New Mexico, 138 N.M. 208, 213-214, 118 P.3d 716, 721 - 722 (Ct.App.,2005)

involving the Public Service Commission, a state regulatory agency such as the Division, the
New Mexico Court of Appeals, in deciding that the Public Service Commission did not have

authority to decide a purely contractual issue stated:





In addition, relying on New Mexico common law, PNM claims that this case
involves a matter in controversy that affects the public and does not involve a purely
private dispute. See Southwestern Pub. Serv. Co. v. Artesia Alfalfa Growers' Ass'n, 67
N.M. 108, 117-18, 353 P.2d 62, 6869 (1960) (discussing rule that the power of the *214
**722 Commission is limited to matters and controversies involving the rights of a utility
and the public and does not extend to acts by the utility that do not affect its public
duties). PNM claims, in this case, that the matter in controversy—the 1990 Contract—is
of public concern because it has to do with Connection Fees that were to be charged in
conjunction with the development of 523 residences.

PNM's argument is far too broad. PNM's position would create a situation where no
public utility could be sued for any matter related to its activities. The general rule,
however, is to the contrary—that jurisdiction over contract or tort claims made against a
public utility usually rests with the courts. See Nev. Power Co. v. Eighth Judicial Dist.
Ct., 102 P.3d 578, 586 (Nev.2004); see also Campbell v. Mountain States Tel. & Tel. Co.,
120 Ariz. 426, 586 P.2d 987, 990-92 (Ct.App.1978) (discussing the doctrine of primary
jurisdiction and the rule that construction of contracts and determination of their validity
are judicial functions for the courts); Ethyl Corp. v. Gulf States Utils., Inc., 836 So.2d
172, 176 (La.Ct.App.2002) (noting that courts have no jurisdiction over fixing and
regulating rates by utility and commission has no jurisdiction over contract disputes with
utility); State ex rel. GS Techs. Operating Co. v. Pub. Serv. Comm'n, 116 S.W.3d 680,
696 (Mo.Ct.App.2003) (determining that controversies over contracts are enforceable by
courts, not the commission, because courts can enforce contract and enter judgment); Bell
Tel. Co. v. Uni-Lite, Inc., 294 Pa.Super. 89, 439 A.2d 763, 765 (1982) (reasoning that
claims related to rates and service are within expertise and jurisdiction of commission,
but contract disputes are not). In New Mexico, as in most other states, the Commission
has no power to award damages where a contract with a utility has been breached. See
Southwestern Pub. Serv. Co., 67 N.M. at 117-18, 353 P.2d at 68 (noting that Commission
has power to decide whether utility can enter into a given contract, but once entered into,
the construction and interpretation of the contract are to be determined by the courts); see
also NMSA 1978, 8 62-6-4 (2003) (discussing powers and duties of the Commission).
The only exclusive power given to the Commission is to “regulate and supervise” every
public utility. See 8§ 62—6-4(A). This does not preempt lawsuits involving contracts a
utility enters into with private parties. See Southwestern Pub. Serv. Co., 67 N.M. at 117—
18, 353 P.2d at 68.

C. Conclusion.
The motion to dismiss raises a purely private dispute that should be judicially decided,
and not by the Division. The motion should be denied and the compulsory pooling applications

should heard by the Division over which it clearly has authority as a regulatory matter.





Respectfully submitted,

PADILLA LAW FIRM, P. A.
Tt ([

Ernest L. Padilla

P. O. Box 2523

Santa Fe, New Mexico 87504-2523
(505)988-7577

By:

CERTIFICATE OF SERVICE

| hereby certify that the foregoing Response to Motion to Dismiss was emailed
jamesbruc@aol.com, James G. Bruce, Esqg., P.O. Box 1056, Santa Fe, NM 87504, 505-982-2043

on this 8" day of May, 2012.

ERNEST L. PADILLA
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STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

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

APPLICATION OF LIME ROCK RESOURCES II-A,
L.P. FOR APPROVAL OF COMPULSORY POOLING,
EDDY COUNTY, NEW MEXICO. Case No. 14,820

APPLICATION OF LIME ROCK RESOURCES II-A,
L.P. FOR APPROVAL OF COMPULSORY POOLING,
EDDY COUNTY, NEW MEXICO. Case No. 14,821

APPLICATION OF LIME ROCK RESOURCES II-A,
L.P. FOR APPROVAL OF COMPULSORY POOLING,
EDDY COUNTY, NEW MEXICO. Case No. 14,822

APPLICATION OF LIME ROCK RESOURCES II-A,
L.P. FOR APPROVAL OF COMPULSORY POOLING,
EDDY COUNTY, NEW MEXICO. Case No. 14,823

UNOPPOSED MOTION FOR A CONTINUANCE
AND A PRE-HEARING CONFERENCE

Mewbourne Oil Company ("Mewbourne") moves the Division for an order continuing
the above compulsory pooling applications, and ordering a pre-hearing conference at which
Mewbourne's motion to dismiss can be considered, and in support thereof, states:

1. Lime Rock Resources II-A, L.P. ("Lime Rock") has filed the above applications
seeking to force pool all depths from the surface to the base of the Yeso formation underlying the
E%SWY: of Section 7, Township 18 South, Range 27 East, NM.P.M. The Yeso formation is

apparently the primary target of the four wells involved in these cases.





2 Mewbourne asserts that it is the operator of the Sz of Section 7, as to the Yeso
formation, under an Operating Agreement dated May 15, 1973. It has filed a motion to dismiss
the four applications.

3. The hearing on these cases has been continued from their original setting by Lime
Rock. Mewbourne thinks, but is not certain, that they have been continued three times.

4. The last continuance requested by Lime Rock was based on its desire to perform
additional title examination on the subject acreage, so that it could supplement its response in
opposition to Mewbourne's motion to dismiss.

5. Mewbourne has:

(a) obtained from the Division and served upon Lime Rock a subpoena duces tecum

for certain title information to support its motion to dismiss. The data requested by the

subpoena is due July 9th, unless Lime Rock moves to quash the subpoena; and

(b) filed a motion with the Division requesting permission to depose Lime Rock's

title attorney. No order has been issued on that motion. If it is granted, the deposition

could probably not occur before the hearing, currently scheduled for July 12th.
Mewbourne obtained the subpoena and moved to allow it to take the deposition to further
support its motion to dismiss.

6. Lime Rock's additional title information, and the data/deposition requested by
Mewbourne, may allow the Division to hold a pre-hearing conference to decide the motion to
dismiss before hearing. A full hearing, as is currently scheduled, would entail bringing
numerous personnel from each company to Santa Fe, and would probably occupy 6 hours of the

Examiner hearing.





7. If Mewbourne's motion is granted, a hearing will be unnecessary. If it is not
granted, the length of the hearing will be substantially reduced. Either outcome will save both
companies, and the Division, time and money.

8. Counsel for Lime Rock does not oppose a continuance or a pre-hearing
conference.

WHEREFORE, Mewbourne Oil Company requests that these cases be continued to the
Examiner hearing schedule for August 9, 2012, and that, the week before the August 9th hearing,
the Division consider and decide Mewbourne's motion to dismiss.

Respectfully submitted,
o
e
J arilxe‘s Bruce /
Pokt Office Box 1056

Sahta Fe, New Mexico 87504
(50%) 982-2043

Attorney for Mewbourne Oil Company

CERTIFICATE OF SERVICE

I hereby certify that a copy of the foregoing pleading was served upon the following
counsel of record this & i~ day of July, 2012 by facsimile transmission and U.S. Mail:

Ernest L. Padilla

P.O. Box 2523

Santa Fe, New Mexico 87504
(505) 988-7592 .

James Bruce







STATE OF NEW MEXICO
ENERGY, MINERALS, AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

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

CONSIDERING:
CASE NO. 14820

Order No. R-13582

APPLICATION OF LIME ROCK RESOURCES II-A, L.P. FOR COMPULSORY
POOLING, EDDY COUNTY, NEW MEXICO.

ORDER OF THE DIVISION

BY THE DIVISION:

This case came on for hearing at 8:15 a.m. on July 12, 2012, at Santa Fe, New
Mexico, before Examiner Richard 1. Ezeanyim.

NOW, on this 160 day of July, 2012, the Division Director, having considered the
record and the recommendations of the Examiner,

FINDS THAT:

In accordance with the Division’s policy, the applicant has continued this case
three times and therefore should be dismissed without prejudice.

IT IS THEREFORE ORDERED THAT:

Case No. 14820 is hereby dismissed without prejudice.

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

STATE OF NEW MEXICO
OIL CONSERVATION DIVISION

JAMI BAILEY
Director





STATE OF NEW MEXICO
ENERGY, MINERALS, AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

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

CONSIDERING:
CASE NO. 14821

Order No. R-13583

APPLICATION OF LIME ROCK RESOURCES II-A, L.P. FOR COMPULSORY
POOLING, EDDY COUNTY, NEW MEXICO.

ORDER OF THE DIVISION

BY THE DIVISION:

This case came on for hearing at 8:15 a.m. on July 12, 2012, at Santa Fe, New
Mexico, before Examiner Richard I. Ezeanyim.

NOW, on this 16" day of July, 2012, the Division Director, having considered the
record and the recommendations of the Examiner,

FINDS THAT:

Tn accordance with the Division’s policy, the applicant has continued this case
three times and therefore should be dismissed without prejudice.

IT IS THEREFORE ORDERED THAT:

Case No. 14821 is hereby dismissed without prejudice.

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

STATE OF NEW MEXICO
OIL CONSERVATION DIVISION

JAMI BAILEY
Director





STATE OF NEW MEXICO
ENERGY, MINERALS, AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

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

CONSIDERING:
CASE NO. 14822

Order No. R-13584

APPLICATION OF LIME ROCK RESOURCES II-A, L.P. FOR COMPULSORY
POOLING, EDDY COUNTY, NEW MEXICO.

ORDER OF THE DIVISION

BY THE DIVISION:

This case came on for hearing at 8:15 a.m. on July 12, 2012, at Santa Fe, New
Mexico, before Examiner Richard L. Ezeanyim.

NOW, on this 16" day of July, 2012, the Division Director, having considered the
record and the recommendations of the Examiner,

FINDS THAT:

Tn accordance with the Division’s policy, the applicant has continued this case
three times and therefore should be dismissed without prejudice.

IT IS THEREFORE ORDERED THAT:
Case No. 14822 is hereby dismissed without prejudice.

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

e STATE OF NEW MEXICO
: OIL CONSERVATION DIVISION

JAMI BAILEY
Director





STATE OF NEW MEXICO
ENERGY, MINERALS, AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

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

CONSIDERING:
CASE NO. 14823
Order No. R-13585

APPLICATION OF LIME ROCK RESOURCES II-A, L.P. FOR COMPULSORY
POOLING, EDDY COUNTY, NEW MEXICO.

ORDER OF THE DIVISION

BY THE DIVISION:

This case came on for hearing at 8:15 a.m. on July 12, 2012, at Santa Fe, New
Mexico, before Examiner Richard 1. Ezeanyim.

NOW, on this 16™ day of July, 2012, the Division Director, having considered the
record and the recommendations of the Examiner,

FINDS THAT:

In accordance with the Division’s policy, the applicant has continued this case
three times and therefore should be dismissed without prejudice.

IT IS THEREFORE ORDERED THAT:

Case No. 14823 is hereby dismissed without prejudice.

DONE at Santa Fe, New Mexico, on the day and year hereinabove designated.
| A ' f

STATE OF NEW MEXICO
OIL CONSERVATION DIVISION

JAMI BAILEY
Director
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April 13, 2012

SUPPLEMENTAL DRILLING AND DIVISION ORDER TITLE OPINION

Lime Rock Resources A, L.P.
Heritage Plaza

1111 Bagby Street, Suite 4600
Houston, Texas 77002

Attention: Mr. Charles Reagan

Re: Kaiser 7 K Fee Well #3 — The ownership of the Ben F. Kaiser et al., Lease,
insofar as it covers the following described land situated in Eddy County, New
Mexico:

Township 18 South, Range 27 East, N.M.P.M.
Section 7; E/2SW/4

containing 80.00 acres, more or less, limited to depths from 2,000 feet below the
surface down to the base of the Drinkard Formation.

Ladies and Gentlemen:

Pursuant to the request of Lime Rock Resources A, L.P., this Supplemental Drilling and
Division Order Title Opinion (“Opinion”) supplements our Drilling Title Opinion dated August
29, 2011 by: (1) updating the Division of Ownership for the mineral, royalty and leasehold
ownership of the_From 2,000 feet below the surface down to the base of the San Andres
Formation and (2) discussing that certain Operating Agreement dated May 15, 1973, between
Mark Production Company and certain Non-operators , covering the No. 1 Peterson Well located
in the S/2 of Section 7, T 18S, R27E, Eddy County, New Mexico.

L.ime Rock Energy Operating, LLC
Simpson AGR, Kaiser 7 K Fee Well #3
Eddy County, New Mexico





GIEGER, LABORDE & LLAPEROUSE, L.L.C.

LRE Operating, LLC April 13,2012
New Mexico O & G Lease E-7653 Page 2 of 4

MATERIALS EXAMINED

In connection with the title to the captioned land, we have examined the following:

1 Certified Copies of Probate Proceedings dated August 30, 2011, in the
Matter of the Last Will and Testament and Estate of Ambrose Daniel
Weier, Deceased, Cause No. 3527, County Court of Ward County Texas,
furnished by Chuck Reagan; and

2 Copy of Operating Agreement dated May 15, 1973, between Mark
Production Company and certain Non-operators , covering the No. 1
Peterson Well located in the S/2 of Section 7, T 18S, R27E, Eddy County,
New Mexico.

I.

Subject to our Requirement that Certified Copies of Probate Proceedings dated August
30, 2011, in the Matter of the Last Will and Testament and Estate of Ambrose Daniel Weier,
Deceased, Cause No. 3527, County Court of Ward County Texas, be recorded with the County
Clerk of Eddy County New Mexico, we submit the following revised Division of Ownership
Interest:

DIVISION OF OWNERSHIP INTEREST

From 2,000 feet below the surface down to the base of the San Andres Formation:

ROYALTY:

Various Owners — See Below 0.12500000
Name WI NRI

Lime Rock Resources I1-A, 7500000 63984375 (NRI)

LP.

Emily Lu. Perry JA443111 .09479166 (NRI)

Richard Raymond Brandon .0289352 02468534 (NRI)

Elizabeth Jean Brandon nee 0622107 05307350 (NRI)

Norris

Louise B. Aaron 0231481 .01974822 (NRI)

Louise B. Aaron and Henry C. 0245949 .02098253 (NRI)

Aaron, as joint tenants

Lime Rock Energy Operating, LLC
Simpson AGR, Kaiser 7 K Fee Well #3
Eddy County, New Mexico





GIEGER, LABORDE & LAPEROUSE, L.L.C.

LRE Operating, LLC April 13,2012
New Mexico O & G Lease E-7653 Page 3 of 4
Jane Ann Hudson -- .01093750 (ORI)
Joan Ann Hudson Grasso - .01093750 (ORI)

Glenn E. Kaiser, a married
man dealing in his separate

property

101562000 (RI)

Joyce Norine Coleman - .00312500 (RI)
Roselle Carvell - .00312500 (RI)
Elaine Floy Kelly Bott “= .00312500 (RI)

Glenn H. Grimes

100078125 (RI)

Larry Glenn Grimes

100078125 (RI)

Anita Marie White

200078125(R1)

Joan Elaine McGraw

00078125 (RI)

Glenn A. Kaiser

00156250 (RI)

Rodney Kaiser

00156250 (RI)

Diane Kaiser Klahn

01041666 (RD)

Rosemary Grace Ebert

01041666 (RI)

Michael Charles Kaiser and
Sharon Ann Kaiser, Co-
Trustees or their Successor
Trustee of the Kaiser Family
Trust created Novemberl 5,
2002, as to an undivided one-
third interest as tenant in
common, as the sole and
separate property of Michael
Charles Kaiser

01041667 (RI)

John W. Gates, L.L..C

01041667 (RI)

B & G Royalties, a Partnership

01041667 (RI)

Lime Rock Energy Operating, LLC
Simpson AGR, Kaiser 7 K Fee Well #3
Eddy County, New Mexico





GIEGER, LABORDE & LAPEROUSE, L.L.C.

LRE Operating, LLC April 13,2012
New Mexico O & G Lease E-7653 Page 4 of 4
Robert B. Gates and Nada S. -- 01041667 (RI)

Gates, Co-Trustees of the
Revocable Trust created by
Trust Agreement dated June 8,
1984

Margaret Elizabeth Palone and - .01562500 (RI)
husband, James F. Palone, as
joint tenants

Mary Lou Spencer and -- 01562500 (RI)
husband, Frank Robert
Spencer, as joint tenants
TOTALS 100% 100%

! This interest is subject to a net profits interest owned by Lime Rock Resources II-C, L.P., created by
virtue of Assignment No. 14 described in our Division Order Title Opinion dated December 11, 2012,
covering the referenced well.

IL

OPERATING AGREEMENT

We have been furnished with a copy of an Operating Agreement (1956 Form) dated May
15, 1973, between Mark Production Company as Operator, and Amoco Production Company,
Atlantic Richfield Company, Gulf Oil Company, Curtis W. Mewbourne and Southern Union
Production Company, as Non-operators, covering the drilling of the Mark Production Company
# 1 Peterson Well located in the S/2 of Section 7, T 18S, R27E, Eddy County, New Mexico.

It is our opinion that the May 15, 1973 Operating Agreement covers the S/2 of Section 7
only insofar as it pertains to the drilling of the Peterson #1 Well, or other well(s) drilled to a
depth sufficient to test the Morrow Sand Formation. The Operating Agreement does not state
that “all depths” are covered by the Agreement, and it is our opinion that the specific references
to the Morrow Well govern over a general interpretation that the Agreement applies to all depths.
Accordingly, it is our opinion that the subject Operating Agreement is not applicable to depths
shallower than the top of the Morrow Sand Formation.

Please contact the undersigned at (832) 255-6014 if you have any questions or comments
concerning this Opinion or the comments and requirements set forth herein.

Very truly yours,

Gieger, Laborde & Laperouse, L.L.C.

Lime Rock Energy Operating, LL.C
Simpson AGR, Kaiser 7 K Fee Well #3
Eddy County, New Mexico






