DOYLE HARTMAN
Qil Operator
3811 TURTLE CREEK BLVD,, SUITE 200
DALLAS, TEXAS 75219

(214) 520-1800
(214) 520-0811 FAX

73%4
Via Facsimile (915) 571-5063 and FedEd I / q z L

April 6, 1998

Pioneer Natural Resources USA, Inc.
303 W. Wall, Suite 101

P.O. Box 3178

Midland, TX 79702-3178

Attn: Richard C. Winchester

Re: McCasland 18 Fee No. 11 Well
NE/4SW/4 Section 18, T-20-S, R-39-E, NM.P.M.
Lea County, New Mexico

Gentlemen:

Reference is made to Pioneer’s letter of April 6, 1998, pertaining to its proposed 40-acre McCasland
18 Fee No. 11 Abo well to be drilled in I-18-20S-39E, Lea County, New Mexico, and to the executed
40-acre 25%-royalty lease that we tendered to Pioneer dated April 1, 1998 corresponding to the
pooling of our 10.29% mineral interest as to the subject 40-acre well.

Regarding your April 6, 1998 letter, we would first like to point out that Pioneer has proposed to
dedicate only the 40-acre tract consisting of NE/4SW/4 Section 18, T-20-S, R-39-E to its McCasland
18 Fee No. 11 well and not the 120-acre tract consisting of the S/2NW/4 and NE/4SW/4 Section 18,
T-20-S, R-39-E. Therefore, at this time, we are agreeable only to committing our 10.29% interest
under the initial 40-acre drill site by granting a lease to Pioneer covering the 40 acres consisting of
the NE/4SW/4 Section 18, which 40-acre lease is the same size of lease taken by EnerQuest
Resources (under the McCasland 18 Fee prospect) from Muirfield Resources on December 26, 1996.
A copy of the 40-acre 18-month EnerQuest-Muirfield lease of December 26, 1996 is enclosed
herewith.

As to our granted lease terms of 6 months and a royalty of 25%, both of these lease terms are in line
with terms previously given by EnerQuest and Pioneer to other mineral owners under the McCasland
18 Fee prospect. For example, by lease dated December 1, 1996, between Burlington Resources and
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Parker & Parsley (copy enclosed), Burlington Resources was provided with a 25% royalty, with the
lease from Burlington Resources having an expiration date of June 1, 1998 (18 months from
December 1, 1996). Although the lease that we tendered to Pioneer on April 1, 1998, also provides
for a 25% royalty, it does not expire until October 1, 1998 (6 months from April 1, 1998).

If Pioneer truly wishes to protect expiring leases such as the 18-month December 1, 1996 Burlington
lease, it needs to promptly drill its McCasland 18 Fee No. 11 well under the terms of our executed
lease to Pioneer of April 1, 1998, which terms are in line with lease terms taken by Pioneer from
other lessors under the McCasland 18 Fee prospect. Therefore, we suggest that Pioneer promptly
proceed to drill instead of trying to achieve, through the force-pooling process, lease terms that are
outside of the scope of 70-2-17 and 70-2-18, NMSA.

Very truly yours,

DOYLE HARTMAN, Oil Operator

e

enclosures (3)

ir
wpdocs/mcland.wpd
cc: M. Craig Clark
500 W. Texas, Suite 1175
Midland, TX 79701
Via Facsimile (915) 682-6773 and FedEx

Calder Ezell

Hinkle, Cox, Eaton, Coffield & Hensley, L.L.P.
218 Montezuma (87501)

P.O. Box 2068

Santa Fe, NM 87504

Via Facsimile (505) 982-8623 and FedEx

Michael E. Stogner, Chief Hearing Officer
New Mexico Oil Conservation Division
2040 S. Pacheco

Santa Fe, NM 87505

Via Facsimile (505) 827-8177 and FedEx
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Robert W. Floyd

EnerQuest Resources, LL.C

505 W. Wall, Suite 444 (79701)

P.O. Box 11150

Midland, TX 79702

Via Facsimile (915) 687-4804 and FedEx

J.E. Gallegos

Gallegos Law Firm

460 St. Michaels Drive, Bldg. 300

Santa Fe, NM 87505

Via Facsimile (505) 986-0741 and FedEx

DOYLE HARTMAN, Oil Operator, Midland
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PIONEER

NATURAL RESC ine-s 34 ING
April 6, 1998
Doyle Hartman Yia Facsimile
3811 Turtle Creek Blvd., Suite 200 (214) 520-0811

Dallas, Texas 75219

Re:  Proposed Lease Terms
S/2 NW/4 and NE/4 SW/4 of Section 18,
T-20-S, R-39-E, NNM.P.M.,, Lea County, New Mexico
McCasland 18 Fee No. 11 Well

Gentlemen:

Pioneer Natural Resources USA, Inc,, is in receipt of your original executed lease dated April 1, 1998,
covering the NE/4 SW/4 of Section 18, T-20-S, R-39-E, N.M.P.M,, Lea County, New Mexico. The
terms of the lease executed by Mr. Hartman, and the changes made to the lease form are unacceptable to
Pioneer. However, Pioneer would accept a lease from Mr. Hartman incorporating the following terms:

1. The lease shall cover the S/2 NW/4 and NE/4 SW/4 of Section 18, T-20-S, R-39-E,
N.M.P.M,, Lea County, New Mexico.

2. Mr. Hartman may reserve a 1/4th royalty interest.

3. The lease shall provide for a primary term of one (1) year, with the option of maintaining

the lease through a 180 day continuous development program. Pioneer will offer $100
per net acre as bonus consideration.

4 The language deleted in Line 3 - Paragraph | of your lease form providing for enhanced
recovery operations must be reinstatcd.

5. On Page 2 of Exhibit “A” to the lease, the word “leasee’s™ should be “Lessee’s™. Also,
in the second paragraph from the bottom of Page 2, Lessor should provide Lessee with
reasonable notice of its intent to conduct additional tests.

Should these terms be acceptable, please make the necessary changes to the lease form and forward an

executed original lease at your earliest convenience. Also, should Mr. Hartman elect to participate in
drilling operations for the McCasland 18 Fee No. 11 Weil, please execute and return the AFE and

£ ROX 3175 © MIDLAND, TEXAS 73702-3376 + 203 ¥o. wALL, 3U.. 2 107 - IZIDLAND, TEXAS 79701 » MAIN: (915) 8E2.3763 - FAX: (916 §71-6053
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Operating Agreement previously forwarded to your office. Pioneer’s lease offer shall expire on Friday,

April 10, 1998, at 4:00 P.M., unless earlier rescinded.

Please call me at (915) $71-1476 should wish to discuss this matter.

Sincerely,

TE L7 Lo b=

Richard C. Winchester
Senior Landman

cC!

M. Craig Clark
500 W. Texas, Suite 1175
Midland, Texas 79701

T. Calder Ezzell, Jr.

Hinkle Law Firm

P.O. Box 10

Roswell, New Mexico 88202
Via Facsimile (505) 623-9332

Doyle Hartman

P.O. Box 10426

Midland, Texas 79702

Via Facsimile (915) 682-7616

J.E. Gallegos

Gallegos Law Firm

460 St. Michaels Drive, Building 300
Santa Fe, New Mexico 87505
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1520
OTL AND GAS LEASE

OAID )

AGREEMENT, Made and entered into this 26 day of December, 1996, by and between Muirfield Resources
Company , P. O. Box 52586, Tulta, OK 74152, Party of the first part, hereinafier called lessor (whether one or
more), snd EncrQuest Resources, LLC, P.O. Box 11150, Midland, Texas 79702, Party of the second part,
heteinafler called lessee.

WITNESSETH, That the said lessor, for and in consideration of Ten and Other Valuable Consideration ($10.00),
casing in hand paid, receipt of which is hereby acknowledged and of the covenants and agreements hereinafter
contained on the part of the leases to be paid, kept and performed, has granted, demised, leased and let and by these
presents does grant, demise, lease and let unto the said lessee, for the sole and only purpose of exploring by
geophysical and other methods, mining and openating for oil (including but not limited to distillate and condensate),
gas (including casinghead gas and helium and sl other constituents), and for laying pipelines and building tanks,
power stations and structures thereon, to produce, save and take care of said products, all that certain tract of land,
logether with any reversionary rights therein, situated in the County of Lea, State of New Mexico, described as
follows, to-wit:
SW/4ANW/4

of Section 18, Townshis 20 South. Range 39 E | ining 40,00 !

It is agreed that this lease shall remain in force for a term of gighteen (18) montha from the date (herein
called primary term) and as long thereafter as oil or gas, or either of them is produced from said land by the lessee.

In consideration of the premises the said lessee covenants and agrees:

1. To deliver to the credit of lessor frec of cost, in the pipe line 10 which it may connect its wells, the 1/Sth
part of all oil (including but not limited to condensate and distiilate, produced and saved from the leased premises.

2. To pay lessor for gas of whatsocver nature or kind (with all of its constituents) produced and sold or used
off the leased premises, or used in the manufacture of producis therefrom, 1/5th of the gross proceeds received fro
the gas sold, used off the premises, or in the manufacture of products therefrom, but in no event more than 1/5th of
the actual amount received by the lesses, said payments to be made monthly. During any period (whether before
or after expiration of the primary term hereof) when gas is not being so sold or used and the well or wells are shut
in and there is no current production of oil or operations on said leased premises sufficient to keep this lease in force,
lessee shall pay or tender a royalty of One Dollar ($1.00) per year per net acre retained hereunder, such payment or
tender to be made, on or before the anniversary date of this lease next ensuring afier the expination of ninety (90)
days from the date such well is shut in and thereafter on the anniversary date of this lease during the period such well
is shut in, to the royalty owners. When such payment or teader is made it will be considered that gas is being
produced within the meaning of the entire lease. The above shut in provision is limited to a period not to exceed
two (2) consecutive years without actual production of gas and /or condensate in paying quantities for a minimum
of 90 days between any successive two (2) year period, unless the Lessee is prevented by forces beyond Lessee’s
control from marketing said gas and/or condensate,

3. To pay lessor for gas produced from any oil well and used off the premises, or for the manufacture of
casing-head gasoline or dry commercial gas, 1/5th of the gross proceeds, at the mouth of the well, received by lessee
for the gas during the time such gas shall be used, said payments to be made monthly.

If the lessee shall commence o drill a well or commence reworking operations on an existing well within the
term of this lease or any extension thereof, or on acreage pooled therewith, the lessee shall have the right to drill such
well to completion or complcte reworking operations with reasonable diligence and dispatch, and if oil or gas, or
either of them, be found in paying quantities, this lease shall continue and be in force with like effect as if such well
had been completed within the term of years first mentioned.

Lessee is hereby granted the right at any time and from time to time to unitize the leased premises or any
portion or portions thereof, &s to all strata or any stratum or strata, with any othet lands as to all strata or any statum
or strata, for the production primarily of oil or primarily of gas with or without distillate. However, no unit for the
production primarily of oil shall embrace more than 40 acres, or for the production primarily of gas with or without
distillate more than 640 acres; provided that if any governmental regulation shall prescribe a spacing patten for the
development of the field or allocate a producing allowablc based on acreage per well, then any such unit may embrace
as much additional acreage as may be so prescribed or may be used in such allocation of allowable. Lessee shall file
written unit designations in the county in which the leased premises are focated. Operations upon and production
from the unit shall be treated as if such operations were upon or such production were from the leased premises
whether or not the well or wells are located thereon. The entire acreage within a unit shalf be treated for all purposes
as if it were covered by and included in this lease except that the royalty on production from the unit shall be as below
provided, and except that in calculating the amount of any shut in gas royalties, only the part of the acreage ociginally
leased and then actualty embraced by this fease shall be counted. In respect to production from the unit, Lessee shall
pay Lessor, in lieu of other royalties thereon, only such proportion of the royalties stipulated herein as the amount of
his acreage placed in the unit, or his royalty interest therein on any acreage basis bears to the total acreage in the unit.

!
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If said lessor owns a less interest in the above described land than the entire and undivided fee simple estate
therein, then the royalties herein provided shall be paid 10 the lessor only in the proportion which its interest bears
to the whole and undivided fee.

Lessee shall have the right to use, free of cost, gas, oil and water produced on said land for its operations
thereon, except water from wells of lessor.

When requested by the lessor, lessee shall bury his pipe lines below plow depth.

No well shall be drilled nearer than 200 feet to the house or barn now on said premises, without the written
consent of the lessor,

Leases shall pay for ail damages caused by its operations to growing crops on said land.

Lessee shalf have the right at any time to remove all machinery and fixtures placed on said premises, including
the right to draw and remove casing.

If the estate of cither party hereto is assigned, and the privilege of assigning in whole or in part is expressly
allowed, the covenants hereof shall extend to their heirs, executors, administrators, successors or assigns. However,
no change or division in ownership of the land or royalties shall enlarge the obligations or diminish the rights of
Lessce. No change in the ownership of the land or royalties shall be binding on the lessee until after the lessee has
been furnished with a written transfer or assignment or a true copy thereof. In case lessee assigns this lease, in whole
or in part, lessee shall be relieved of all obligations with respect (o the assigned portion or portions arising subsequent
10 the date of assignment.

All expreas or implied covenants of this leasc shall be subject 10 all Federal and State Laws, Executive Orders,
Rules and Regulations, and this lease shall not be terminated , in whole or in part, nor lessee held liable in damages,
for failure 1o comply therewith, if compliance is prevented by, or such failure is the result of any such Law, Ordex,
Rule or Regulation.

This lease shall be effective as to the lessor on execution hercof as to its interest and shall be binding of those
signing. The word “Lessor” as used in this lease means the party or parties who execute this lease as Lessor.

Lessee may at any time and from time to time surrender this lease as 10 any part or parts of the leased premises
by placing a release of record in the proper County.

Lessor hereby warmanis and agrees Lo defend the title to the lands herein described, and agrees that the lessee
shall have the right at any time to redeem for lessor by payment any mortgages, taxes or other liens on the above
described lands, in the event of default of payments by lessor, and be subrogated 1o the rights of the holder thereof.

Exhibit “A” is attached hereto and made a part hereof.

IN TESTIMONY WHEREOF, we sign this the 26 day of December, 1996,

AT'{:BSI;..,,,, MUTRFIELD RESOURCES COMPANY

o5 ) A.ut. Secretary T Iohné Pilkington J?" President -

.h‘xzsmss

STATE OF OKLAHOMA

COUNTY OF TULSA (Corporate Acknowledgment)

me;, the undersigned, a Notary Public, in and for said County and State on this 26th day of December,

John W. Pilkington, Jr. 1o me known to be the identical person who subscribed the name
Me foregoing as President of MUIRFIELD RESOURCES COMPANY and acknowledged
Qlu zthc samne as his free and voluntary act and deed and as the free and voluntary act and deed of
such'cocpomndn,\ﬁftﬁ’e Bses and purpases ther¢in set forth.

ST | s OR o
5 ;\\IOFT

A'Gw ru\ﬂd&,rmy hnnd and seal the day and year last above written. -

.. LQM&DMM

" Donna J. Dabis, Notary Public

\\"

My commxssnoit cxpires 6/3/98

HOC FILE 4057

soox 176pace 129

.
-
o

(L]



ELLIOTTSMALDRON

B e e i i T i o S e S

Exhibit "A"

Attached to and made a part of that certain Oil and Gas Lease dsted December 26, 1996, between Muirfield Resources
Company and EnerQuest Resources, LLC.

1) This Jease shall be limited to only cover rights from the surface to 100 foet below the base of the deepest
formation penetrated by any well commenced prior to the expiration of the primary term hereof and located on the
lease premises or lands pooled or unitized therewith.

2) This lease shall automatically terminate one (1) year after the expiration of the primary term hereof asto
1) all formations SO feet below the deepest producing formation and 2) all lands not inctuded in a drilling and spacing
unit as same is or would be established under the laws of the State of New Mexica.

3) Upon request by Lessor, Lessec agrees to furnish Lessor the following:

(a) DAILY DRILLING REPORTS on the progress of the well which shall include drilling depth,
information on alf tests including character, thickness, name of any formation penetrated, shows of oil, gas or water,
and detailed reports on all drill stem tests.

(b) 1 Cenified Copy of all forms furnished to any governmental authority.

(c) 1 Copy of all electrical logging surveys.

(d) 1 Centified Copy of the well log upon completion

(¢) 1 Centified Copy of the plugging record, if any

(f) Samples of all cores and cuttings, if so requested.

(h) Muirfield representatives will have full drilling rig access.

NOTIFICATION SHALL BE GIVEN TO:
Name: Muirfield Resources Compeny
Address: 2627 E. 21st Street, Tulsa, OK 74114

FaxNo.: (918) 744-8715
Telephone No.: (918) 744-5604

SIGNED FOR IDENTIFICATION PURPOSES THIS 26th DAY OF DECEMBER, 1996.

MUIRFIELD RESOURCES COMPANY

iy,
A L

RNYY 0y, -
. My Levre,, /' »
— ! Jor "',':’3

¥
John W. Pilkington, Jr. President i ; T
L; 537 ;M
STATE OF NEW MEXICO R 5 N
o COUNTY OF LEA e
z::% FILED Lok
aQ _ FEB 3997 "
o \ \gg ovkh ’P M
and nacorded m Buah o —
Iuge _—
P , Lew County Chak
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Ol AND GAS LIEASE

THIS AGREEMENT entered into the 1st day of December, 1996, between BURLINGTON
RESOURCES Oll. & GAS COMI'ANY, a Delaware corporation, with offices at P. O. Box 51810,
Midland, Texas 79710-1810, hereinafter called "[essor”, and PARKER & PARSLEY
DEVELOPMENT L.P. whose address Is 303 W. Wall, Suitc 101, Midland, Texas 79701, hereinafter
called “Lessee”:

WITNESSETH:
ARTICI.L!

{.essor, in consideration of One Hundred Dollars, ($100.00), vash to it in hand paid by Lessee, and
of the covenants and agreements of Lessee vontainad herein, docs hereby demise, lease, and let
unto Lessee for exploring, drilling, mining, and uperating loc vil, gas and vther liquid or gaseous
hydrocarbon minerals of like nature, and cngaging in any activity reasonably necessary to
produce, save, and take care of sald products, that tract or those tracls of land, sometimes
hereinafter referred to as “leased premises™, situated in |.va County, New Mexico. described as
follows, to~wit:

Section 18, T-20-5, R-39:
$/2 NW/4 and NE/4SW /A

For the purposes hereof, the larw! described above is estimated to be 120 acres, more or lcss.
ARTICLE

Subject to the provisions herein, this Jease shall cemain i force for a period of gighteen (18)
montha from the date hereof (hereinalter called (*Primary Term®), and as long thereafter as this
lease is maintained by the provisions hereol.

ARTICLE 1

1. Atthe end of the primary term heteof, this lcase shalt terminate as to all acreage not assigned
to or included in a govemmental proration unit for a well producing or capable of producing oil
or ges, in commercial quantities, and shall also terminate as to all zones, formations, and horteons
which are below the decpest depth drilled In any such well which is producing or upon
completion If then being drilled, provided however, thal at that time, if Lessev is then engaged in
drilling a well or wells on the lvascd premises in search of oil or gas, or either or both of them,
this fease shall remain in force and effect =0 long o> drilling or reworking operations are
prosccuted with no cessation of more than one hundred cighty (180) days between the first and
second wells, and one hundred cighty (180) days thervafler, and upon cessation of drilling or
reweorking operations fur more than the atlotted time, if there is a well ur wells producing or
vapable of producing oil or gas, or cither or both of them, in commercial quantities on the leased
premises, to which a proration unit has not been assignesl. Lessee shall have sixty (60) days after
the completion of the last of such wells within which te obtain or assign a proration unit to said
well or wells. As used herein “proration unit” vr "governmental proration unit” shall mean the
maximum acrcage allowed by the gopvemmental agency having jucisdiction over such matters to
be assigned to any well for spacing, atlocation or proration purposes and “completion” of any
well shall be deemed to be the date the final potential test on the well is filed with the
govermnmental agency then having jurlsdiction over such atlers, or sixty (60) days after the well
has reached ils total depth, whichever time is the carlicst. Upon the actual termination of this
lease as to any part of the leased premises as provided for In this paragraph, Lessee agrees to

immediately notify Lessor and shall hurnish Lessar a nxvurdable release covering the lands which
are no longer subject hereta,

ARTICLEY

1. After discovery and production of oll, gas or other liquid ur gaseous hydrucarbon minerals of
like nature in paying quantitics from the leased prenises, the rights granted herein may be
maintained in eflect so long as such products are beiny produced in paying quantities. [l the
productlion from a spacing unit shall cease o if such production shall fail to be in paying
quantities for three (3) consecutive months, this lease shall terminate as to the leased premises in
such unit unless Lessee within sixty (60) days theeeafler resumes or restores such production or
commences additional actual drilling or actual rewurking operations, and continues such
operations without the lapse of more than sixly (60) days belween the abandonment of one well
and commencement of actual rewarking operations, resuniption of production of commewement
of actual drilling of another well.

2. Should Lessec, during the primary term hereof, contplete a well on the leased premises
capable of producing gas In paying quantitics, but which Lesser is unable to produce because of
lack of market or governmental restriction, then Lussuc's rights here under shall continue to
remain in full force and effect for the pertod that the well is shut-in, however, in no event shall

soox T76eace 135
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f.essee’s rights be sa extended by the shut-in well for 1 period mare than two (2) years from the
date such well is completed or shut-in.,

ARTICLE V

1. Lessee shall drill such wells as a prudent operator would drill in order to prevent drainage of
oil, gas or other liquid hydrocarbon minerals of like nature trom the leased premiscs by a well on
property not covered by this leasc.

2. In addition to the abligntion to protect the leased premises from Jdrainage, Lessee agrees that if
a well producing oil, gas or other liquid or gaseous hydrocarbon minerals of like nature In paying
quantities Is brought in un property not covered by this lease and Is within six hundred sixty
(660) feel of the leased premiscs in the case of an il well, or within thirteen hundred twenty
{1320) feet in the case of a gas or candensate well, or withia any unit or units which adjoin the
leased premises, then Lessee shall commence actual drilling, within one hundred twenty (124)
duys alter commencement of actual production from cacle well, of an offset well thereto on the
leased premises, and shall Jiligently prosecute the drilling thereof. Any such vfiset well drilled
by Lessec shall be completed in the same producing zone or zones, where practicable, as the well
1o be offsel, and therunfter shall be aperated in such manner as to provide proper protection from
drainage of the leased premises.

3. Lessec may be relieved of tiw obligation of this article by liling in the office of the county clerk
of the county wherc the leased premises are located, within such one hundred twenly (120) day
period, a release of all land covered by this lease vxcept for (40) acres around each well
producing, drilling or being reworked, or when a governmental spacing order exists, Lessor's
acreage allottedt to such a producing unil or unit in which o well is being drilled.

ARTICLE VI

Anything in this lcase to the contrary nolwithstanding, actual drilling on ae production from any
unit or units [ormed by any state or federal governmenial authority embracing bath land hecein
leased and other land not included in this lease, shall maintain this lcase in force only as to that
pertion of Lessor's land included in such unit or units, swhether or not said drilling or production
is on or from the leased premises. This lease may be maintained in force as to the remainder of
the leased premises in any manner specified in this lease

ARTICLE VI

If the estate or interest of cither party hercto is assigned and the privilege of assigning in whole or
In part is expressly allowed, the covenants and agreemwents hereuf shall extend to their heirs,
executors, adminlstralors, successors or assigns, bt no change in the ownership of the land shall
be binding on the Lessce until alter the Lessee has heen furnished a written transier or
sssignment or a certified copy thereol.

ARTICLE VHI

Lessee shall pay to Lessor, as rayalty:

1. Qne-Courth (1/4th) of alt oil, including distillate or condensate and vther liquid hydrocarbons,
produced and saved from the leased premises, which shall be delivered 1o Lessor's ceedit into any
pipe line which the well ar wells, or any of Fesser's tanks, may be connected, all free of cost of
production and delivery. All 0il and condensale shall e measured in tanks situated on the
leased premises and such tanks shall not adjoin other tanks measuring il or condensate in which
Lessor has no interest or has a different interest. No liquid meters shall be used without Lessor's
consent. Until further notice from Lessor, Lessee may purchase any royalty oil in Lussee's
possession, paying the market price prevailing in the ficld where produced on the dale same is
run or sold; or, if there is no posted price in the field, ihe posted average price for oil of like grade
and gravity prevailing in the gencral arca In which the feased premises are located.

2. One-Fourth (1/4th) of the value of all gas produced and saved or soid from the leased
premises, delivered free of cost of production and delivery. Delivery is defined as made when
the gns has been received by the first purchaser thereol. Value shall nol be Jess than the market
price then current for gas of like character and quadity delivered to any other purchaser in that

field.

A, One-Fourth (1/4th) of the value of all plant products, including residue gas, free of extraction
and plant or other process costs, where gas from the leased premises Is processed by Lessee or
through an affiliated company, or by any other party in o plant or process in or adjacent to the
field in which the leased premises are located, or theough arrangement on a royalty basis by
Lessee with any other pacty in a plant or peocess nut in o adjacent to the ficld wherein the leased
premises arc Jocated. [n this last event Lessor shall be paid only its proportionate share of said
coyalty paid to Lessee.

goox 178 race 136
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4. In the situations covered by the preceding Paragraph 3. | essor shall receive not less than One-

Fourth (1/4th) of the value of all residue gas at a price not less than the then current market price
for residue gas of like character and quality defivered to any other purchaser in or adjacent to the
field where produced.

5. The provisions of Paragraphs 2, 3 and 4 above are subjuct 1o Lessor's unconditional right and
option at any time to lake said gas royally in kind and (o niake Lussor's separate contracts for the
vale and marketing thereof, provided only thal adequate notice of the excrcise of such right and
option shall be given and Lessor at Lessor's expense shall make adequate arrangements for the
scparate sale and delivery. In addilion, prior to entering into any contract for the sale of gas
hereunder, lessee shall glve Lessor sixty (60) days’ writien notice of the terms which Lessee
proposes to accept. Should lessor object to such terms. Lessce agrees to meet with Lessor to
endeavor in good [aith to arrive at a mutually satisfactory solution. If an agreeable solution is not
arrived at, then Lessor may exerclse its option 1o take 1its gas royalty in kind and separately
market it. Or, if Lessor fails to exercise such right and option to take the gas in kind by glving
notice of that fact within sixty (60) days of such meeting, Lessee may market the royalty gas and
pay for same as above set out until such time as Lessor decides to exercise ifs oplion to take the
royalty gas in kind as herein set out.

6. In the measurement of ull or other liquid hydrocarbons. 100% tank tables shall be used. Field
tests, imeasurements, and corrections of crude oil shall be in keeping with the cusrently appraved
A.L.L Code of Measuring, Sampling and Testing Crude (hl

7. On or before the 25th day of each month, Lessec shall mail or deliver to Lessor an itemized
statement (duly signed by an authurized representative of Lessee) showing the production
during the preceding calendar month,

R. Furthermory, for and in consideration of the sum ot Ten and No/100 Dollars ($10.00) and
other good and valuable consideration, Lessor does hercby grant, bargain, sell and convey unto
PRIORITY LAND MANAGEMENT, INC,, a Texas Cuorporation, whose address is I'. . Box
10846, Midland, Texas 79702, an undivided 15 % intecest out of the above royalty interest retained
and payable to Lessor, proportionately reduced by Lessor's interest, to be effective for the
duration of this Of) and Gas [eas:,

ARTICLEIX

In the event Lessor considers that Lessce has failed to comply with any obligation, express or
implied, Lessac shall give writtea notice to Lessec, und Lessee shall have sixty (60) days to
comply with its obligations under this lease. Tailure ot Lessor Lo give such notice is not a
prerequisite for damagey or cancellation.

ARTICLE X

1. Lessec may deliver to Lessor a recordable instrument surrendering all or any portion of the
leased premises nt any lme this lease is in effect, and thereby be relieved of all obligations
thereafter accruing under this lease as to the portion surrendered.

2. [f Lessee desires to plug and abandon any well upon the leased premises, the Lessor shall have
the right and option tu take it over prior to abandonment. Lessee shall give Lessor {orty-five (45)
days written notlee prior to abandonment, however, il a drilling rig is on the well waiting on
orders then Lossor's respanse lime to elect to take over Ihe well shall be 24 hours from receipt of
writlen or fax notification.

3. No such surrender, abandonment or fake-over shall relieve Lessee of any obligatians or
liabilities accrulng prior to such surrender, Including but not limited to obligations and liabilities
relating to environmental matters (surface and subsurfacy)

ARTICLEXI
1. Within ninety (30) days after the termination of this lease for any cause, as to all or any portion
of the leased premises, Lessec shall remove from that puclion of the leased premises upon which
this lease has terminated any and all surface equipmeni which .essce may have placed thereon
snd shall restore the leased premises as near as possible to the condition existing on the date of
this lease.

2. All wells shall be plugged and abandoned in accordance with the rules and regulations of the
governmental tregulatory body having jurisdiction thereor

ARTICLE X1l

1. This lease is made withaut warranty of title, express or iniplied.

soox 116 pace 137



APR-BGS5S-98

10:29 PM ELLIOTT&WALDROHM Rk

2. Itis a matedal consideration to the continued existence of this ease that Lessee has not, to the
knowledye of Lessee, previous to the exccution hercof, acquired, nor subsequent o the execulion
hereof, will acquire, an oil, gas or mincral lease covering the property hereln leased from any
person or persons or firm claiming an interest therein adverse to 1.essor.

3. Lessce shall pay and discharge before delinquency all taxes (including net proceeds laxes),
assessments and uther governmental charges upon or referable to any operations or acts of l.essee
or on its behalf on the leased premises, including, but not limiled tu, the drilling or operation of
any well or wells, the production, extraction, severance or removal of any hydrocarbon, the
processing, refining, storage or use thereof, the sale of any such hydrocarbon ur of any products
manufactured therefrony or therewith, or the transportation thereof away from the leased
premises,

4. Lussee may discharge any tax, morigage or lica upon this land, and thereby become
subrogated to such claim with the right to satisfy same aut of royalties due under this leasce.

5. It Lessor is shawn to own less than the entire fee simple estate in the leased premiscs, either by
admission or by judgment of competent court, then the royalties, and any amounts due Lessor
under this lease shall be reduced proportivnately. Lessee. however, shall not be entitled to claim
or recover any monies already paid 1.essur as bonus, rent, royalty ar for any other reason.

ARTICLE X1

1. Lessor may, at Lessor's own cxpense, have a representative on the leased premises during
operations at all times, who shall be entitled to examine all cores, electrical logs, and olher well
data, and who may witness the checking or measuring of all hydrocarbons or minerals produced
from the leased premises.

2. Lessee shall lugnish Lessor with complete informaling concerning any and all wells drilled on
the lensed premises or on premises with which the leased premises may be unitized, including
but not limited Lo copies of alt lugs of wells, bottom-huole liation surveys, core data, completion
data, bottom-hole pressure data, and all other geologic or reservoir data obtained by Lessee from
such wells. Lessce shall also furnish Lessoc with copies of all governmental filings. See Exhibit
“A" attached hereto and made a part hereof for further requirements.

3. In the event Lessee or its assigns applies to any state or federal regulatory body for the
formation of production and proration unit or units, or well spacing affecting the interest herein
leased, it is eysential to the continued existence of this lcase that notice of same shall be given to
Lessor at Jeast (ifteen (15) days before such application 15 made, and that there shall be given to
lLassor al that samve time a copy of such proposed application with all accompanying plats and
supporting data.

ARTICLE XV

1. Lessor reserves the right (o develop the leased premises (or uses or purposes other than those

for which it is herein leased, provided such dves not unreasonably interfere with the rights herein
granted to Lessee.

2. Lessor reserves and retains unto itself the right of joint use of any agreements assumed by
Lessee hereunder where aevded for the exploration, developiient, and operation of any rights or
ucreage (either horizuntally or vertically) retained hervin by Lessor or where needed In order to
exercise ancillary rights in, or for access to, adjoining or ncarhy properties owned by Lessor.

ARTICLE XV

Lessce assumes all responsibility for any damage resulting from its uperations under this lease,
and shall pay any and all increasc in taxes that may be brought abuul by buildings or other

improvements constructed by Lessec or its assigns on ihe leased premises during the life of this
lease.

ARTICIE XVi

1.essce shall have the right to use, (ree of cost, gas, oil awd water produced by Lussee on leased
premises for all operations hereunder. When requesicd Ly 1essor, Lessee shall bury pipe lines at
least thirty-six Inches (367) below deep plow depth. No well shall be drilled nearer than 200 feet
to any residence or bamn now on the leased premises without the wrilten consent of Lessor.
Lessee shall pay for damages to growing crops causcd by operations on the leased premiscs.
lessee shall have the right at any time to remove all machinery and lixtures placed on the leased
premises, including the right to draw and remove casing
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ARTICLE XV

1. Lessee reprosents, warrants and covenants that, at all times during its posscs.sion of the !eased
premises that Lessev and the leased prenuses, respectively, are and will cum'mue to be in f\.JU
compliance with any and all cxisting or future laws, statutes, rules, regulations, a.nd judicial
interpretations thereof of the United States, of any statc in which the lcased premises, or any
portion thereof, is Jocated, and of any other govemmiental or quasi-g(wernn.\ental nu!ho?ly
having jurisdiction, that relate to the prevention, abatement, and/or elimination of polluulon
and/or prolection of the environment, including, but not limited to, the federal Comprchensive
Environmental Response, Compensation and Liabilny Act, the Resource Conservation or
Recovery Act, the Clean Water Act, the Safe Drinking Water Act, the Toxic Substances Coutrol
Act, the Clean Air Act and the Hazardous Matcerials Transportation Act, tngether with all state
stahites serving any similar or related purposc.

2. Without limitation of the forcguing, Lessee agrees Lo assume and perform any and all of the
obligations and liabilities, or alleged or threatened habilities and ubligalions, of Lessor for
environmental claims, lusses, damages, costs, expenses, diminutions In value, sults, causes of
action of any kind or charactee, wilh respect to the Jeased premises from the elfective date hercal.
Lensee agrees 1o indemnily and save Lessor harmless from any and all costs, expenses, claims,
and liabilities of whatsoever kind, character or nature (including costs of investigation and
altorneys’ fecs) that may arise out of Lussee’s assumption of any obligation or liabillty contained
in this lease.

ARTICLE XViii

1. In performing its obligations hercunder, Lessee shall be an independent contractor, and not
the agent of Lessor. Nothing herein shall be construrd as creating a parinership or otherwise
establishing joint or collective liability.

2. Lessec shall indeminify and hold harinless Lessac and its employces and agents from all
claims, costs, expenses, demands, losses, causes of action, liabilities and Jamages of every kind
and characler arising out of or celated in any way, dircclly or indirectly, to (i) this lease, (ii) the
leased premises, (iti) operations of or for Lessex, its allilintes, and for production purchasers, (iv)
Lessce’s performance or failure to perform hereunder and (v) the acts or failure to act by Lessec's
employees, agents, contractors and subcontractors.

ARTICIE XtX

Before commencing operations hereunder, Lessee shall obtain and maintain and whenever
practical, shall require each uf its contracturs here under to obtain and maintain, the following
insurance from financially sound, Best rated B+ Class V1 ur above reliable insurance companies
authorized to do business in the state in which the leased premises are Jocated:

(a) Insurance, written 1o cuver the employces of Lessce and its contractors in compliance with
the state having jurisdiction aver cach employee, with the fullowing limits:

Covernges Limits

Worker's Compensation Statutory Limits

Employers Liability Combined Single Limit per

Ovcurrence of $1,000,000.00

(b) Comprehensive General Liability Insurance, writen 1o include the Iollowing endorsements
and limits:

Endorsements Limits

Personal Injucy Combined Single Limit per
Operation Linbility Okcurrence of $ 2,000,000.00
Contrachaal Liabitity

Premises/Operations

Products Liability

Owners and Contractors Profective Liability

(¢} Comprehensive Autamobile Liability Insuraace, written 10 include the following
endarsements and limits:

Owned VYehicles
Non-owned Vehicles
Hired Vchicles

I In]i‘ .
Combined Single Limit pec
Oxccurrence of § 2,000,000.00
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(d) If water craft are used in Lessee's or its conlractor’s operations, additional instrance is
required.

(e) 1f aircraft, including helicopters, are used in Lessee's ur its contractor's operations, 'Aircraft
Liability, Passenger Liability, and Property Damage {.iabilily Insurance, wrilten to include
cndorsements coverlng owned aircraft, non-owned aircralt and hiced airceaft, with combined
single limit per occurrence of $1,000,000.00.

(N Control of well, including clean up, containmuent, seepage, pollution, contamination and
redrilling expense ({to be maintained while drilling from spudding 1o completion) with limit per
occurrence of $1,000,0004K).

(8) In the cvent the primary coverage in (b) and (c) above is less than § 2,000,000.00 each, Lessee
will maintain Excess Umbrella Insurancs in an amount cquot to the diffecence betwoeen the actual
coverage and $ 2,(00,000.00),

(h) Lessor and its affiliates shall be dusignated as an adiitional insured in the above required
insurance policies (except Worker's Compenasation), insolar as such insurance policies apply to
this lcase and operations on the leased premises by Lessce and its contractors, and such policies
shall contain waivers af subrogation of any rights ur claims which Lessee oc Lessee's contractors
might have against Lessor and its affiliates, their officers, dinclors, employees, or agents of any of
them, and shall cover all contractual liability assumed by {essee hereunder.

(i) All policies in which the Tessor and its afliliates are named as an additional insured shall
include the (ollowing "Other Insucance” Fadorsement or similar “Other Insurance® Endorsenent:

*Underwriters acknowledge the existence af hutslity and property damage insurance
carried by [Lessar), its parent and affiliated conipanies, and it is understood and ageeed
that the provision relating to other insurance in thus poliey, If any, shall not be applicable
to [Lessor]. Itis further understood that the insurance provided by this policy shall be
primary insurance for all assuceds, and such otherinsurance carried by {Lessor), its
parent and affiliated companies, shall not be cilivd upon by [hese insurers far
contributing, deficiency, concurrent or double msurance or otherwise.”

(i) Any "Sue ar Labor® provisions in the requized policies in which lessor is named as an
additional insured shal) nat apply lo said Lessor ue its paent or any of its affiliates or subsidiary
companies.

(k) Upon execution o} this lease, Lessee shall fuenish, 1o Lessar's satisfaction, evideace of
ingurance. Said evidence shall be forwarded to Lessar

Burlington Resources (it & Gas Company
801 Cherry Street, Suitc 700

Foct Worth, Texas 761150

Attention: Sharon Speon ey

(1) lLessor will not be held responsible for any unpaid premium or any breach of warranly by
the Leasee or its contractors.

(m) The [oregoing insurance requirements set turlh the amount and types of insurance

considered minimal by Lessor. Such requirements do not constitute Jimitations un the amount of
type of insurance Lessee may wish to carry and in no cvent shall any insurance coverage of any
type or any amount whatsocver be consiclered a limitation on any obligation hereunder of Lessee,
including without limitation Lessee’s indemnty vbligations

ARTICLE XX

1. In case of defaull by lesse in the performance of any obligation hereunder, the mention
herein of any right oc reimedy of Lessor with respect thereto shatl not preclude Lessor from

exercising any other right or remedy to which [ essor might utherwise be entitled with respect to
that or any other ubligation of Lessee,

2. When drilling or uther operations are defayed or intercupted by storm, flood, or other act of
God, fire, war, rebellion, insurrection, rint, strikes, or as a result of some vrder, requisition oc
necessity of the government, the time of such delay o interruption shall not be counted against
Tessec, anything in this lease to the contrary notwithstanding, provided that such delay shall in
no event extend for a period longer than ninety (W) days without the consent of Lessor, which
consent shall not be unreasonably withheld. All express or implied covenants of this lease shall
be subject to all federal and state laws, excculive orders, rules and tegulations and this lease shall
not be terminated, in whole or in part, aor Lessec held fiable in damages for failure to comply
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therewlth if compliance is prevented by, or if such failure 15 the result of. any such law, order,
rule or regulation.

3. Any and all notices, information or data required Lo be given by Lessee to l:ssor s}.\all be given
by mailing same postpaid registered mall, addressed to BUKLINGTON RESOURCES OIL & CAS
COMPANY, I*. O. Box 51810, Midland, Texas 79710- 1810, unless and until notice of change of
address is given by Lessor to Lessec in writing. Any nutice required to be given by Lessor to
Lessce shall be given by mailing same postpaid registered mail, addressed to PARKER &
PARSLEY DEVELOPMENT 1.1, 303 W. Wall, Suite 101, Midland, Texas 79701 unless and until
notice of change of address is given by Lessee to Lessor in writlag.

4. The rights hereby granted to Lessee shall not be assignably, in whale or in part, without the
prior written consent of Lessor, which consent shall not be unreasonably withheld. Lessor's
consent to any assignment shall not constitute consent to any other assignment. Any assignment
made without Lessor's consent shall be void and shall constitute a material breach of this lease.
Assignment of this lease or any part thercof shall not relieve Lessec, its assignees or any
subassignees of any obligations hereunder therelofore accrued or 10 acceue in the future; and any
assignee of 1 essec shall, by acceptance of such assignment, be bound by all terms and provisions
hereof. The term “assignment,” us used herein, shall include, without limitation, any subleasc,
farmout, operating agreement, assignment, or any other agreemunt by which any share of the
opersting rights granted by thix lease are assigned wc ronveyed, or agreed to be assigned o7
vonveyed, to any other party.

5. Lessee shall promptly file this lease of record in the county where the leased premises are
located and immediately provide both Burlington Reactirces Qil & Gas Company and Priority
land Managemcnl, Inc. a necorded copy of same.

6. The provisions hereof shall exiend to the benefit of and be binding upon the heirs, executors,
administrators, successors, and assigns of the cospective parties hereta.

. k-2
IN WITNESS WHEREOL, this instrument is exccuted this ‘Z_‘/__ day of , 1997,
elfective Decermnbaer 1, 1996,

[.ESSOR:
BURLINGTON RESOURCES
Oll. & GAS COMPANY

séi_ﬁﬁﬁﬁx44a44mf'

Dennis Sledge, 4’\ttgmey-i|\-|’acl

STATE OF TEXAS !
COUNTY OF MINLAND )

¥ 2
The foregoing instrument was acknowledged before me lhi.s'j 4 day of &ﬂﬁggﬁ; 1997,
by Dennis Sledge, Attorney-in-Fact of BURLINGTON RESQURCES Ol & GAS COMPANY, a

Delaware corporation, on behalf of said corporation.

2§@¢Z&$¢du-;2'?£§kuhn,_

I 'mu(cwu Notary 'ublic in and for the State of Texas

Madary Puble
STATE OF TEXAS

iy Cwmn, by,
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EXHIBIT A"

Attached to and madec a part of that certain Oil & Cas Lease between BURLINGTON
RESOURCES O1L. & GAS COMPANY as Lessor and PARKER & PARSLEY
DEVELOPMENT [..P., as lessee, dated viftive December 1, 1996.

BURLINGTON RESOURCES OIL & GAS COMPANY, I'. ). Box 51810, Midland, Texas 79710~
1810, has the following requirements concerning the drilling and completion of the well(s)
covered by the captioned Agreement.

1.  NOTIFICATION:
A. Daily nolification of drilling activity and/or operations by fax to Markus Thomerson

at (915) __688-60L0__ before 2 pm CST. If prablem, call Harkus Thomerson o
(915) __688-6383

B.  Information and decisions relating to testing, voring, logging, plugglng, please notify:
Markus Thomerson _ at (915) _688-6989 or(915) _699-61 (residence) in

_699-6163

sufficient time to allow a company representative (o witness the operation.

C. A 24-hour notification, exclusive of weekends and holidays, of intent 1o plug and
abandon a well is required.

1. FURNISH FOLLOWING ITRMS TO _Markus_Thomerson AT THE ABOVE ADDRESS

A, One (1) copy of all forms filed with RRC and/or NMOCC, including a location plat.

B Two (2) coples uf field and final prints of all warcling surveys, including digital data
(LIS format).

A Gammia Ray curve must be run from surface 1o butlom af hole. A Gamma Ray log
must be a companian to any olber logping corve Operator desires,

A porosily measuring log from base of surface Lasing 1o bottom of hole - neutron and
density.

A resistivity measuring log of a type compatibie with mud system from base of surface
casing 1o bottom of hole, ninin open hale:

Additional logs required:

——— ,\Icl\

Any other togs Operator elects to run.

NOTE: Field or peeliminary prints of all logs run, including dip-meter monitor, must be
delivered within 24 hours after all logging at a given depth is completed. Verbal approval
by Burlington representative, named in ARTICLEF |, PARAGRAPH B, hereof, for delay

of delivery until Monday is usual for weekend laging if no immediate decision is
anticipaled using log infonnation.

C. Onecopy of daily mud logging report and hoal report. Digital dara in a

Burlington approved format will be supplied when available. For questions call
Markus Thomerson _ _  at(915) 688-098y

-

Dinlling Time:

1. Rate of penctration tabulation (1 copy) minn grealer than 10" increments, and,

2. It a gealograph or ather such penetration rate ur drilling monitoring device is
wsed during drilling, copies of accumubated churts shatt be delivered or sem
weckly.

A Asetof samples for Burlington is/is not required.

D.  One copy of preliminary and final core analyscs including digital data in a Burlington
approved formal.

E.  Paleo reports.

F.  One copy of all DST reports, including digital dala in a Burlington approved format.
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G. Representative samples of fluid recovered on (ormation test including water samples
whether obtained on a drillstem test or by swahbing tesls.

H.  One copy of daily or weekly drilling activity /o peeations report.

1. Pinal copy of well histecy report; and

J.  Dry samples of at least every 10 feet from’ face Lo Fate shall not be provided in

cloth bags and delivered wesldyeto _Intecnat 1ovel Sample Library .

VELOCITY SURVEY:

Loasee agrees that if a velucity survey is run ui a well that Burlingtonmay, at its election,
purchase a copy of raid survey at 1/8 of the cost of such survey. If Lessee elects not to run
each survey, Lassee will give Burlington thirty (M) days notire of same and Burlington shall
be permitted, at is clechon and at its sole risk and expense, ta an s velocily survey in said
well

ACCESS TO WELL AND INTORMATION:

The representatives of Burlington shall have full and free access o said well and tu the
derrick flour, and full and complete information wlich shall include, but not be limited to,
the right to examine samples, cores and the right 1o observe all tests and producing
operations of said well.

CORES AND/OR TESTS:

lcssee will cone and/ar test (by drillstem of other vustumary method) to the satisfaction of
Burlington all formatiuns indicative ot possible cil and/or gas production and at other
polnts reasonably designated by Burlington.

Nothwithstanding anything contained herein to the contrary, [essee shall only be required

to provide or run the above well requirements for ! essar when same is cun or obtalned by
{evsce.

STATE OF NEW MEX1CO
COUNTY OF LEA

FILED
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