= (-

‘ DOYLE HARTMAN

Oil Operator
500 N. MAIN
P.O. BOX 10426

MIDLAND, TEXAS 78702

(915) 684-4011

June 4, 1985

Mrs. Marilyn Tarleton
14 Middlesbury lane
los Altos, California 94022

Re: E. E. Jack Lease
NW/4 Section 8
T-24-S, R-37-E
Lea County, New Mexico

Dear Mrs. Tarleton:

We have been informed through our attorney, William F. Carr of Santa Fe,
and through your attorney, Mark Adams of Santa Fe that you are still
entertaining the possibility of selling your interest in the above-cap-
tioned 160-acre Jalmat (gas) lease, but as of this date you have not had
an evaluation of your interest performed by a Registered Petroleum
Engineer.

In view of these circumstances and at the request of your attorney, we
have continued to June 19 (previously set for June 5) the campulsory
pooling hearing covering our proposed E. E. Jack No. 5 well to be
drilled as an infill Jalmat well in the NW/4 Section 8, T-24-S, R-37-E.
Furthermore, because the services of a Registered Petroleum Engineer may
be more readily available in Midland, we have also taken the liberty of
having your 25% interest covering the Jalmat interval in the E. E. Jack
lease evaluated by Joe C. Neal and Associates, an independent
engineering consulting firm.

Please find enclosed a copy of a reserves and economics evaluaticn dated
June 3, 1985 and performed by Mr. Joe C. Neal. A review of the enclosed
evaluation reveals the present worth of the future production attribut-
able to your 25% WI in the E. E. Jack 160-acre Jalmat (gas) lease to be
$32,169.00 based on a 12% discount rate. Our original purchase offer
submitted to you on February 20, 1985 was for $48,000.00. You can see
from the attached evaluation that our $48,000.00 offer is quite a bit
more generous than you could expect to receive if you were to sell your
interest on the open market. Normally properties sell for an amount
about equal to the computed future present worth based on a 25% discount

factor.



Mrs. Marilyn T; --cton [ .
June 4, 1985
Page 2

As we have already indicated in past correspondence, we are still
willing to purchase your Jalmat (Gas) interest in NW/4 Section 8,
T-24~-S, R-37-E for $48,000. However, since we do have a hearing sche-
duled for June 19, we respectfully request your prampt attention to this
matter,

Very truly yours,
DOYLE HARTMAN
&ML’L ,.fj_(,;ééh_/f

Ruth Sutton
Landman

RS/mh
Enclosure

cc: Mr. William F. Carr
Campbell and Black, P. A.
Post Office Box 2208

Santa Fe, New Mexico 87501

Mr. Daniel S. Nutter
105 E. Alicante
Santa Fe, New Mexico 87501

Mr. William P. Aycock
1207 W. Wall
Midland, Texas 79701

Mr. Mark 2dams
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spup DATE  11-02-50 COMP. DATE 1-09-51
™ 3600 PBTD
CASING RECORD 10-3/4 @ 323 w/200

5-1/2 €@ 3460 w/300
"PERFORATING RECORD OH: 3460-3600
sTiMULATION  Shot /200 gts

(3460-3590)

P IPF= 53 BOPD (langlie Msttix)
GOR GR 36
- 120 400
CHOKE TUBING 2 @ 3470
REMARKS

9+-05-51:

Perf 2900-2984 w/168.

Blew out. Excellent blow for 6 hrs.

00gK

Dual Camp.

Yates F/10 MCF

Queen 2.4 BOPH.

1-64: TA Langlie Mattix Zone

= 3420-3456
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— (12-30-75) =

Fia - i
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T | =
P 8 VY
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Perf 3420-3456. A/750.
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[+2
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—::::?:%égz;f:>
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NOTE: ILower Yates unperforated

in E. E. Jack No. 1 wellbore.
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Marilyn L. Tarlton

Trustee

14 Middlebury Lane

Los Altos, California 94022

May-29, 1985

Mr. Doyle Hartman
500 North Main -

P.0O. Box 10426
Midland, Texas 79702

Re: NW/4 of Section 8, Township 24 South, Range 37 East, Lea
County, New Mexico

Dear Mr. Hartman:

When you purchased your part ownership in E.E. Jack No. 1, you
bought into a partnership which has been in successful operation
for many years. You also bought into, with your portion of the
partnership, an existing and valid operating agreement. Your
continuing refusal to recognize this operating agreement puts

us in an adversarial position which needs to be resolved. I

do not agree with your claim that the original operating agree-
ment has "expired under its own terms:”

You indicated in your letter of May 8 that you are somewhat
amazed at my attitude toward the drilling of the proposed new
infill well. I have not in any way indicated to you my position
on the drilling of a new well. Indeed, I am somewhat amazed
that you would consider drilling a new well given my refusal to
sign your proffered ''mew operating agreement’”, which agreement
is both unneeded and completely unacceptable to me as trustee
for the Lortscher interest.

At this point, it seems to me that we need to settle the basics
before we can consider new or expanded development on this lease.
I cannot believe that the compulsory pooling statutes of the
State of New Mexico would support a new operator forcing upon
existing partners a farmout offer which does not conform to an
existing and valid operating agreement.

MAY 3 0 31975



Mr. Doyle Hartman
May 29, 1985
Page 2

Should you wish to propose an alternative which, contrary to
those in your letter of April 2nd, conforms to the operating
agreement, I would be willing to consider it.

Or, should you be interested in making an offer to purchase
more in line with the earnings of the o0il and gas interest
owned by the Lortscher Trust, it may be of interest to you

to know that since I became trustee in June of 1981, the
average monthly net income has been $1,475.00, not the
$1,032.26 figured in your letter of April 11, 1985. ($64,000
divided by 62 months.)

Please know that I am as anxious as you to come to an under-
standing which will permit continued profitable operation of
this lease.

Yours, very truly,

T

Mari¥yn Tarlton
Trustee

MT/sa

cc: Mark Adams, Rodey, Dickason, Sloan, Akin & Robb, P.A.

Judge Robert C. Scott
Mrs. Arlene S. Anthony
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DOYLE HARTMAN
0Oil Opcrator
SO0 N. MAIN
F.O. BOX 10426

MIDLAND, TEXAS 78702

(815) 684-4011

May 20, 1985

Mr. Robert C. Scott
2826 East Oakland Park Blvd.
Fort Lauvderdale, Florida 33306

Re: E. E. Jack No. 1
NW/4 Section 8
T-24S, R-37E
Iea County, New Mexico

Dear Mr. Scott:

In the past, through numerous letters and telephone conversations, we
have tried to impress upon you the extremely urgent need for the drill-
ing of a new infill Jalmat (gas) well on our 160-acre E. E. Jack lease.
Although we had previously docketed a campulsory pooling hearing for May
21, we have delayed the hearing to give you two additional weeks to have
the opportunity to voluntarily cooperate in the drilling of our pro-
posed new Jalmat (gas) well.

In the past we have tried to emphasize the fact that it is very unlikely
that the Jalmat (gas) interval in the E. E. Jack No. 1 will recover all
of the remaining Jalmat (gas) reserves underlying the subject 160-acre
tract. Please find enclosed the attached exhibit that was campiled
(with considerable effort) to demonstrate to you and the New Mexico 0Oil
Conservation Division the producing history of the original dually
campleted Jalmat-Langlie Mattix wells within the boundaries of the
Myers-Langlie Mattix Unit waterflood since the start of the

- Myers-Langlie Mattix Unit waterflood in 1974. Since 1974, the Jalmat
(gas) zone has been abandoned in 11 of the 15 original Jalmat-langlie
Mattix duals initially placed into the Myers-Langlie Mattix Unit water-
flood (73.3% abandoned to date). During the same time frame, the Jalmat
production from dually completed wells has dropped from 117,696 mcf/mo
to 7,137 mcf/mo, for a 93.9% decline in Jalmat production fram dually
campleted wells. Therefore, as demonstrated by the attached table, it
should be very obvious that attempting to produce any remaining Jalmat
(gas) reserves through the annulus of a dually completed Jalmat-ILanglie
Mattix well is a highly inefficient and unsatisfactory method of
producing the Jalmat interval, and it is imperative that a new infill
Jalmat producer be drilled on the E. E. Jack lease before the Jalmat
interval in the E. E. Jack No. 1 (MLMU No. 214) is campletely lost and
any remaining Jalmat reserves are left unrecovered.

In any event, we have proposed the drilling of a new infill well being
that the recovery of any remaining Jalmat (gas) reserves fram a dually
completed well is a precarious situation at best, and any future well
problems that might occur in the E. E. Jack could result in the



Mr. Robert C. £ *t
May 20, 1985
Page 2

permanent loss of Jalmat (gas) production as to the E. E. Jack lease.

We are further making the subject proposal so that we, as the largest
working interest owner in the lease, will have the opportunity to
recover all of the remaining reserves from the E. E. Jack lease in the
most prudent and efficient manner possible. Although NMOCD rules are
designed to protect the correlative rights of all leasehold owners from
offset operators, it is the obligation of the owners of each individual
.lease to ensure that he has the ability to recover the reserves from
under his tract, and to ensure that he is in all instances is protecting
his lessor, which in this case is the United States of America.

At the time we purchased our interest in the E. E. Jack lease, we
inherited a situation where the original Jalmat (gas) producer had been
placed in the Myers-Langlie Mattix Unit waterflood as a dual producer by
the previous operator. At this time, we are simply attempting to make
the best of a less than optimum situation and therefore are proposing to
drill the proposed E. E. Jack No. 5 infill Jalmat producer. We
respectfully request your cooperation as a working interest owner
concerning the proposed further development of the E. E. Jack lease. In
the event that you are not interested in the drilling of the E. E. Jack -

No. 5 well, then our previous offers to purchase or farmout your
interest still stand.

Please let us hear from you in this regard without further delay.

Very truly yours,

L QN

Doyle
DH/mh
Enclosure as above

cc: Mr. William F. Carr
Campbell and Black, P. A.
Post Office Box 2208
Santa Fe, New Mexico 87501

Mr. Daniel Nutter
105 E. Alicante
Santa Fe, New Mexico 87501

Mr. William P. Aycock
1207 West Wall
Midland, Texas 79701
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DOYLE HARTMAN

Qil Opcrator
500 N. MAIN
P.O. BOX 10426

MIDLAND, TEXAS 78702

(915) 684-4011

May 20, 1985

Ms. Arlene Anthony
721 Chatham Road
Olenville, Illinois 60025

Re: E. E. Jack No. 1
NW/4 Section 8
T-24S, R-37E
Lea County, New Mexico

Dear Ms, Anthony:

In the past, through numerous letters and telephone conversations, we
have tried to impress upon you the extremely urgent need for the drill-
ing of a new infill Jalmat (gas) well on our l60-acre E. E. Jack lease.
Although we had previously docketed a campulsory pooling hearing for May
21, we have delayed the hearing to give you two additional weeks to have
the opportunity to voluntarily cooperate in the drilling of our pro-
posed new Jalmat (gas) well.

In the past we have tried to emphasize the fact that it is very unlikely
that the Jalmat (gas) interval in the E. E. Jack No. 1 will recover all
of the remaining Jalmat (gas) reserves underlying the subject 160-acre
tract. Please find enclosed the attached exhibit that was campiled
(with considerable effort) to demonstrate to you and the New Mexico 0il
Conservation Division the producing history of the original dually
completed Jalmat-Langlie Mattix wells within the boundaries of the
Myers-Ianglie Mattix Unit waterflood since the start of the
Myers-Langlie Mattix Unit waterflood in 1974. Since 1974, the Jalmat
(gas) zone has been abandoned in 11 of the 15 original Jalmat-lLanglie
Mattix duals initially placed into the Myers-Langlie Mattix Unit water-
flood (73.3% abandoned to date). During the same time frame, the Jalmat
production fram dually campleted wells has dropped from 117,696 mcf/mo
to 7,137 mcf/mo, for a 93.9% decline in Jalmat production fram dually
completed wells. Therefore, as denonstrated by the attached table, it
should be very obvious that attempting to produce any remaining Jalmat
(gas) reserves through the annulus of a dually completed Jalmat-Langlie
Mattix well is a highly inefficient and unsatisfactory method of
producing the Jalmat interval, and it is imperative that a new infill
Jalmat producer be drilled on the E. E. Jack lease before the Jalmat
interval in the E. E. Jack No. 1 (MLMU No. 214) is campletely lost and
any remaining Jalmat reserves are left unrecovered.

In any event, we have proposed the drilling of a new infill well being
that the recovery of any remaining Jalmat (gas) reserves from a dually
completed well is a precarious situation at best, and any future well
problems that might occur in the E. E. Jack could result in the



Ms. Arlene Antlt (
May 20, 1985 '
Page 2

permanent loss of Jalmat (gas) production as to the E. E. Jack lease.

We are further making the subject proposal so that we, as the largest
working interest owner in the lease, will have the opportunity to
recover all of the remaining reserves from the E. E. Jack lease in the
most prudent and efficient manner possible. Although NMOCD rules are
designed to protect the correlative rights of all leasehold owners fram
offset operators, it is the obligation of the owners of each individual
.lease to ensure that he has the ability to recover the reserves from
under his tract, and to ensure that he is in all instances is protecting
his Lessor, which in this case is the United States of America.

At the time we purchased our interest in the E. E. Jack lease, we
inherited a situation where the original Jalmat (gas) producer had been
placed in the Myers-Langlie Mattix Unit waterflood as a dual producer by
the previous operator. At this time, we are simply attempting to make
the best of a less than optimm situation and therefore are proposing to
drill the proposed E. E. Jack No. 5 infill Jalmat producer. We
respectfully request your cooperation as a working interest owner
concerning the proposed further development of the E. E. Jack lease. In
the event that you are not interested in the drilling of the E. E. Jack
No. 5 well, then our previous offers to purchase or farmout your
interest still stand.

Please let us hear from you in this regard without further delay.
Very truly yours,

NS

Doyle

DH/mh
Enclosure as above

cc: Mr. William F. Carr
Campbell and Black, P. A.
Post Office Box 2208
Santa Fe, New Mexico 87501

Mr. Daniel Nutter
105 E. Alicante
Santa Fe, New Mexico 87501

Mr. William P. Aycock
1207 West Wall
Midland, Texas 78701
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DOYLE HARTMAN -
Oil Operator
500 N. MAIN
P.O, BOX 10428

MIDLAND, TEXAS 79702

(915) 684-4011

May 20, 1985

Mrs. Marilyn A. Tarlton
14 Middlesbury Lane
los Altos, California 94022

Re: E. E., Jack No. 1
NW/4 Section 8
T-24S, R-37E
Iea County, New Mexico

Dear Mrs. Tarlton:

In the past, through numerous letters and telephone conversations, we
have tried to impress upon you the extremely urgent need for the drill-
ing of a new infill Jalmat (gas) well on our 160-acre E. E. Jack lease.
Although we had previously docketed a campulsory pooling hearing for May
21, we have delayed the hearing to give you two additional weeks to have
the opportunity to voluntarily cooperate in the drilling of our pro-
posed new Jalmat (gas) well.

In the past we have tried to emphasize the fact that it is very unlikely
that the Jalmat (gas) interval in the E. E., Jack No. 1 will recover all
of the remaining Jalmat (gas) reserves underlying the subject 160-acre
tract. Please find enclosed the attached exhibit that was compiled
(with considerable effort) to demonstrate to you and the New Mexico 0Oil
Conservation Division the producing history of the original dually
completed Jalmat-Langlie Mattix wells within the boundaries of the
Myers-Langlie Mattix Unit waterflood since the start of the
Myers-Langlie Mattix Unit waterflood in 1974. Since 1974, the Jalmat
(gas) zone has been abandoned in 11 of the 15 original Jalmat-Langlie
Mattix duals initially placed into the Myers-Langlie Mattix Unit water—
flood (73.3% abandoned to date). During the same time frame, the Jalmat
production from dually campleted wells has dropped from 117,696 mcf/mo
to 7,137 mef/mo, for a 93.9% decline in Jalmat production fram dually
completed wells. Therefore, as demonstrated by the attached table, it
should be very obvious that attempting to produce any remaining Jalmat
(gas) reserves through the annulus of a dually campleted Jalmat-Langlie
Mattix well is a highly inefficient and unsatisfactory method of
producing the Jalmat interval, and it is imperative that a new infill
Jalmat producer be drilled on the E. E. Jack lease before the Jalmat
interval in the E. E. Jack No. 1 (MIMU No. 214) is completely lost and
any remaining Jalmat reserves are left unrecovered.

In any event, we have proposed the drilling of a new infill well being
that the recovery of any remaining Jalmat (gas) reserves fram a dually
capleted well is a precarious situation at best, and any future wvell
problems that might occur in the E. E. Jack could result in the



Mrs., Marilyn A, ~rlton
May 20, 1985
Page 2 St D

permanent loss of Jalmat (gas) production as to the E. E. Jack lease.

We are further making the subject proposal so that we, as the largest
working interest owner in the lease, will have the opportunity to
recover all of the remaining reserves from the E. E. Jack lease in the
most prudent and efficient manner possible. Although NMOCD rules are
designed to protect the correlative rights of all leasehold owners fram
offset operators, it is the obligation of the owners of each individual
lease to ensure that he has the ability to recover the reserves fram
under his tract, and to ensure that he is in all instances is protecting
his lessor, which in this case is the United States of America.

At the time we purchased our interest in the E. E. Jack Lease, we
inherited a situation where the original Jalmat (gas) producer had been
placed in the Myers-langlie Mattix Unit waterflood as a dual producer by
the previous operator. At this time, we are simply attempting to make
the best of a less than optimm situation and therefore are proposing to
drill the proposed E. E. Jack No. 5 infill Jalmat producer. We
respectfully request your cooperation as a working interest owner
concerning the proposed further development of the E. E. Jack lease. In
the event that you are not interested in the drilling of the E. E. Jack
No. 5 well, then our previous offers to purchase or farmout your
interest still stand.

Please let us hear from you in this regard without further delay.

Very truly yours,

Do Q=

DH/mh
Enclosure as above

cc: Mr. William F. Carr
Campbell and Black, P. A.
Post Office Box 2208
Santa Fe, New Mexico 87501

Mr. Daniel Nutter
105 E. Alicante
Santa Fe, New Mexico 87501

Mr. wWilliam P, Aycock
1207 West Wall
Midland, Texas 79701
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DOYLE HARTMAN

Oil Operator
500 N, MAIN
P.O. BOX 104286

MIDLAND, TEXAS 78702

(D15) 684-4011

May 14, 1985

Mr. Robert C. Scott
2826 East Oakland Park Blvd.
Fort lLauderdale, Florida 33306

Re: E. E. Jack No. 6
NW/4 Section 8
T-24~S, R-37-E
Iea County, New Mexico

Dear Mr. Scott:

Please refer to our past correspondence and conversations with you
relative to drilling the captioned well; with our last letter to you

being April 25, 1985.

Frankly, we are somewhat surprised that we have had no further response
regarding the drilling of our proposed new infill well. We have already
pointed out to you that this well is needed because of the high
probability the E. E. Jack No. 1 well will one day suddenly be lost as a
producer due to mechanical problems arising out of its present status as
a dual Jaimet (Gas) producer and lLanglie Mattix water injector. Any
mechanical problems will most likely occur at such time as Getty
performs any new well work on its Myers Langlie Mattix Unit No. 214
which is dualed with our E. E. Jack No. 1 Jalmat producer.

A study of the other original dually campleted wells (a total of 15
Jalmat-langlie Mattix duals) within the Myers Langlie Mattix Unit
waterflood has revealed to us that a disproportionately large percentage
(73.3%) of the original dually completed wells within the Myers Langlie
Mattix Unit have now been abandoned as to the Jalmat interval. The

sad performance of the duals within the Myers Langlie Mattix Unit leads
us to believe that we should not expect a normal remaining producing
life from the E. E. Jack No. 1.

As to our proposed future plans concerning the E. E. Jack lease, we have
previously given you the options of selling your interest, farming out,

or joining in the drilling of our proposed new well. Since we have had

no further response fram you, it appears that you are not interested in

taking any of these options that we have proposed.

In view of the conditions noted above, we will, in order to protect our
correlative rights, be required to docket before the New Mexico Oil



Mr. Robert C.' ¢ (
May 14, 1985
Page 2

Conservation Division a campulsory pooling hearing for the drilling of
our proposed E. E. Jack No. 6.

Very truly yours,

Doyle
DH/dm

cc: Mr. Daniel S. Nutter
105 E. Alicante
Santa Fe, New Mexico 87501

Mr. William F. Carr
Campbell and Black

Post Office Box 2208

Santa Fe, New Mexico 87501

Mr. William P. Aycock
1207 West Wall
Midland, Texas 79701



DOYLE HARTMAN

Oil Operator
S00 N. MAIN
P.O. BOX 10426

MIDLAND, TEXAS 79702

(915) 684-4011

May 14, 1985

~
-~

Ms. Arlene Anthony
721 Chatham Road
Olenville, Illinois 60025

Re: E. E. Jack No. 6
NW/4 Section 8
T-24-S, R-37-E
Lea County, New Mexico

Dear Ms. Anthony:

Please refer to our past correspondence and conversations with you
relative to drilling the captioned well; with our last letter to you

being April 25, 1985.

Frankly, we are scmewhat surprised that we have had no further response
regarding the drilling of our proposed new infill well. We have already
pointed out to you that this well is needed because of the high
probability the E. E. Jack No. 1 well will one day suddenly be lost as a
producer due to mechanical problems arising out of its present status as
a dual Jalmat (Gas) producer and lLanglie Mattix water injector. Any
mechanical problems will most likely occur at such time as Getty
performs any new well work on its Myers Langlie Mattix Unit No. 214
which is dualed with our E. E. Jack No. 1 Jalmat producer.

A study of the other original dually campleted wells (a total of 15
Jalmat-Langlie Mattix duals) within the Myers Langlie Mattix Unit
waterflood has revealed to us that a disproportionately large percentage
(73.3%) of the original dually completed wells within the Myers Langlie
Mattix Unit have now been abandoned as to the Jalmat interval. The

sad performance of the duals within the Myers Langlie Mattix Unit leads
us to believe that we should not expect a normal remaining producing

life from the E. E. Jack No. 1.

As to our proposed future plans concerning the E. E. Jack lease, we have
previocusly given you the options of selling your interest, farming out,

or joining in the drilling of our proposed new well. Since we have had

no further response fram you, it appears that you are not interested in

taking any of these options that we have proposed.

In view of the conditions noted above, we will, in order to protect our
correlative rights, be required to docket before the New Mexico Oil



Ms. Arlene Ant
May 14, 1985
Page 2

Conservation Division a compulsory pooling hearing for the drilling of
our proposed E. E. Jack No. 6.

Very truly yours,

AT e il

~- Doyle Hartman

DH/dm

cc: Mr. Daniel S. Nutter
105 E. Alicante
Santa Fe, New Mexico 87501

Mr. william F. Carr
Campbell and Black

Post Office Box 2208

Santa Fe, New Mexico 87501

Mr. William P. Aycock
1207 West Wall
Midland, Texas 79701



DOYLE HARTMAN

Oil Operator
800 N. MAIN
F.0. BOX 10426

MIDLAND, TEXAS 79702

(915) 684-4011

May 8, 1985

~

Mrs. Marilyn A. Tarlton
14 Middlesbury Lane
los Altos, California 94022

Re: E. E. Jack No. 6
NwW/4 Section 8
T-24-S, R-37-E
Lea County, New Mexico

Dear Mrs. Tarlton:

We are in receipt of your letter of April 26, 1985 which indicates you
are urwilling to join us in the drilling of the above captioned well.

Frankly, we are somewhat amazed at your attitude toward the drilling of
our proposed new infill well. We have already pointed out to you that
this well is needed because of the high probability the E. E. Jack No. 1
well will one day suddenly be lost as a producer due to mechanical
problems arising out of its present status as a dual Jalmat (Gas)
producer and Langlie Mattix water injector. Any mechanical problems
will most likely occur at such time as Getty performs any new well work
on its Myers lLanglie Mattix Unit No. 214 which is dualed with our E. E.

Jack No. 1 Jalmat producer.

A study of the other original dually camwpleted wells (Jalmat-Langlie
Mattix) within the Myers Langlie Mattix Unit waterflood has revealed to
us that a disproportionately large percentage of the original dually
campleted wells within the Myers Langlie Mattix Unit have now been
abandoned as to the Jalmat interval. The performance of the duals
within the Myers Langlie Mattix Unit leads us to believe that we cannot
expect a normal producing life from the E. E. Jack No. 1.

As to our proposed future plans concerning the E. E. Jack lease, we have
previously given you the options of selling your interest, farming out,
or joining in the drilling of our proposed new well. Fram your letter,
it appears that you are not interested in taking any of these options

that we have proposed.

In view of the conditions noted above, we will, in order to protect our
correlative rights, be required to docket before the New Mexico Oil



Mrs. Marilyn A ~ rlton
May 8, 1985
Page 2

Conservation Division a compulsory pooling hearing for the drilling of

our proposed E. E. Jack No. 6.

DH/dm

ccC:

Mr. Daniel S. Nutter
105 E. Alicante
Santa Fe, New Mexico 87501

Mr. William F. Carr
Campbell and Black

Post Office Box 2208

Santa Fe, New Mexico 87501

Mr. William P. Aycock
1207 West Wall
Midland, Texas 79701

DA

Very truly ours ’
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TARLTON PROPERTIES, INC.

POST OFFICE BOX 1212
126 THIRD STREET
LLOS ALTOS, CALIFORNIA 94022
(415) 948-0208

CERTIFIED

~ .

April 26, 1985

Doyle Hartman

500 N. Main

P.0. Box 10426
Midland, Texas 70702

Dear Mr. Hartman:

Thank you for sending us a copy of the original operating
agreement. After reviewing same with local and New Mexico
counsel, it is our opinion that the agreement is still
operative and in full force and effect. Therefore, we wish
to continue to operate under this agreement.

Under the terms of the operating agreement, the drilling

of a new well would require agreement from at least one
additional owner--which agreement we are not yet prepared to
render. Similarly, it is our current thinking to oppose any
forced pooling action which you might entertain before the
New Mexico 0Oil Conservation Commission.

As to our willingness to sell, we are continuing to evaluate
the fair market value along with the benefits to the Trust
of continuing our ownership.

We will let you know just as soon as our deliberations are
concluded--which should be in two to three weeks.

Yours yery truly,

LT e d T

Trustee

ML/sa

cc: Mark Adams, Esquire
Judge Robert Scott
Arlene S. Anthony

REAL ESTATE BROKERAGE, DEVELOPMENT AND CONSULTING
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DOYLE HARTMAN

Oil Operator
BOO N. MAIN
P.O. BOX 10428

MIDLAND, TEXAS 798702

(915) 684-4011

April 25, 1985

Ms. Arlene S. Anthony
721 Chatham Road
Olenville, Illinois 60025

Re: E. E. Jack No. 6
NW/4 Section 8
T-24-S, R-37-E
lea County, New Mexico

Dear Ms. Anthony:

Reference is made to our past correspondence and conversations con-—
cerning the captioned well.

This letter is to advise you that we are going to have to proceed with
plans to drill. It is expected that there will be an industry-wide rush
to drill at year-end because of the probability of unfavorable tax
legislation; thus, we feel we must move forward now in spite of the fact

that some owners have not yet reached a decision.

We would, of course, prefer to (1) buy your interest, (2) take a
farmout, or (3) have you participate as outlined in our letter to you of
April 2, 1985, but absent any of these elections, we have no alternative

except to proceed under the compulsory pooling statutes of the State of
New Mexico.
This is to notify you that your interest will have to be shown as

non-camitted when we make our filings with the New Mexico Oil
Conservation Division. However, this will not affect your election to

choose one of the above solutions.

We will keep you advised of our progress in this matter.
Very truly yours,
DOYLE HARTMAN

Moo S e

Ruth Sutton
Landman

RS/dm



DOYLE HARTMAN

Oil Opcrator
BOO N. MAIN
P.O. BOX 10428

MIDLAND, TEXAS 798702

(815) 684-4011

April 25, 1985

S

Mr. Robert C. Scott
2826 East Oakland Park Blvd.
Fort Lauderdale, Florida 33306

Re: E. E. Jack No. 6
NW/4 Section 8
T-24-S, R-37-E
Iea County, New Mexico

Dear Mr. Scott:

Reference is made to our past correspondence and conversations -con-
cerning the captioned well.

This letter is to advise you that we are going to have to proceed with
plans to drill. It is expected that there will be an industry-wide rush
to drill at year-end because of the probability of unfavorable tax
legislation; thus, we feel we must move forward now in spite of the fact

that some owners have not yet reached a decision.

We would, of course, prefer to (1) buy your interest, (2) take a
farmout, or (3) have you participate as outlined in our letter to you of
April 2, 1985, but absent any of these elections, we have no alternative

except to proceed under the compulsory pooling statutes of the State of
New Mexico. '

This is to notify you that your interest will have to be shown as
non~comitted when we make our filings with the New Mexico Oil
Conservation Division. However, this will not affect your election to

choose one of the above solutions.

We will keep you advised of our progress in this matter.
Very truly yours,
DOYLE HARTMAN

f; /
— e
,/M i\/(,t_\

Ruth Sutton
Landman

RS/dm



DOYLE HARTMAN

Oil Operator
500 N. MAIN
P.O. BOX 10426

MIDLAND, TEXAS 79702

(915) 684-4011

April 25, 1985

Mrs. Marilyn Tarleton
14 Middlesbury Lane
Ios Altos, California 94022

Re: E. E. Jack No. 6
NW/4 Section 8
T-24-S, R-37-E
ILea County, New Mexico

Dear Mrs. Tarleton:

Reference is made to our past correspondence and conversations con-
cerning the captioned well.

This letter is to advise you that we are going to have to proceed with
plans to drill. It is expected that there will be an industry-wide rush
to drill at year—end because of the probability of unfavorable tax
legislation; thus, we feel we must move forward now in spite of the fact
that some owners have not yet reached a decision.

We would, of course, prefer to (1) buy your interest, (2) take a
farmout, or (3) have you participate as outlined in our letter to you of
April 2, 1985, but absent any of these elections, we have no alternative

except to proceed under the compulsory pooling statutes of the State of
New Mexico.

This is to notify you that your interest will have to be shown as
non-camitted when we make our filings with the New Mexico Oil
Conservation Division. However, this will not affect your election to

choose one of the above solutions.

We will keep you advised of ocur progress in this matter.

Very truly yours,

DOYLE HARTMAN
é—%/ﬁm
Ruth Sutton

Landman

RS/dm
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DOYLE HARTMAN

Oil Operator
500 N. MAIN
P.O. BOX 104286

MIDLAND, TEXAS 79702

(D15) 684-4013

April 16, 1985

Mr. Robert C. Scott
2826 East Oakland Park Blvd.
Fort Lauderdale, Florida 33306

Re: E. E. Jack No. 6
NW/4 Section 8
T-24-S, R-37-E
Iea County, New Mexico

Dear Mr. Scott:

Reference is made to our previous cammnications by phone and mail
relative to the above tract.

In a conversation with Ms. Arlene Anthony last evening, I learned that
you had apparently not yet received your copies of the information
mailed you under our cover letter of April 2, 1985. A review of our
file revealed that our package was received at your office on

April 8, 1985 by J. Cox. (A copy of the returned receipt is enclosed.)

We are aware that you may have this material in hand now, but since we
are not able to verify that, and since time is of the essence in our
development plans, we are sending this letter with copies of our April 2

mailing to you by Federal Express.

We are, of course, still anxious to talk with you and learn your
decision as soon as possible.

Very truly yours,
E[ﬁﬁfilﬂu{HmMﬂ
Lee S

Ruth Sutton
Landman

RS/Am

Enclosure



SEEF&7A 05 FOFM SET FOR LOMP [T TRIFARETIN (ATTRUCTIONS

—_ - ..
LRSS (ot s
PRy [ 4t =vnla-4 4—16:55
AR Yoo PhOaE N v eny 1TDnT gl Tc fos NI e TR R e gmites fvivy Iporniant
t )
Ruth Sutton €15 £B4-4011] Mr. Robert C. Scott 208 765=L150
ATy D aamen L fnor Ny Com pany L Lartmenyiioor NO
L |’»r~l’x \.iL kl‘l.i";*}‘-‘
€ AGOress Exalt Strect Aovess (Use of PO Boxss or P O *2ip Codes Wil Dalsy Delivery And Resuk in Extrs Chorga)
S PR 2826 Ecst Oskland Park Blvd,
Sralc Cily State
Lok L Fort Leuderdale Iloxide
ZIP *2ip Code Regurred For Correst invoicing - Z2IP Street A337ess 2ip ReQured e £ 0 Bes ® 2y Lose)
BILL NO, 185 v % 1 C 1 33306
UR BILLING REFERENCE IKFORMATION (FIRST TWELVE CHARACTERS WILL AFPEAR ON INVOICE) | wowo For pick-vr ‘f THIS FEDERAL EXPRESS ADDRESS:|  Federal Express Use
wStree! A0 ess (See Sonace Guoe o Ca 839-23%-22355)
Base Charges
__I‘,'.,_[L..Ir.ck_hD_._ﬁ_:Lnﬁ__1_s:c.lL__.£.I4°._IZ.,c1oscsc!——-——-1 l
PPy E. Rcf oents Fesia beot NG B SraFan, Fesir ALCH v & TenrCag
MENT m D " piow D Fr.n e be ow D P umnveton o Siate Declared Value Charge
D Casn Fexts Acct No o May Creor Care No
SERVICES DELIVERY AND SPECIAL HANDLING packages| wergnr YOUR DECLARED | gyegd ZIP *Zip Coce of Sreet Aodress Requred ]
____LHECK ONLY ONE BoX CHECK SERVICES REGUIRED (Soe righy | SHIE Ongin Agent Charge
PRIOR /1 -
] O~ {r(y[}-,ﬂ o ﬂ‘hj zz«ffl—;’[ﬂ HOLD FOR PICK-UP Guvr trneFecea £t rese l
Ve v e agrg 9 x12° la':!'.*'ess' n;we vOU wan' Laze e N S~ Section YOUR DECLARED VALUE
WERNIGHT DELIVERY o roht DAMAGE 0R 1SS
USING CKAEIN 6 e than - .
| Cove-ber guk M ¢ o [X oruven weexoar ol N _,':3;192; s ‘;2°§, ,,”: l
12 x15%" e b
@ | Tota : het
] 3:“?“7?-3‘ A D 3 D DELIVER SATURDAY {Exa crargs arxwes) Tota ota Tota | TR AT e g -adicd st ot
Ovenurs Tuoe £5 SEAVICE F1 s i e r-a*; ‘;"1:“5"‘.;225’:6:;',’;":.! o e
l 3 x6 x6 a6 © D 4 D gi‘zf’fﬁ”n:::;ﬂ oy Exz c’\a\'m ,:,g Rece4vgd Al i "2 EXVESS OF 1D €7 WETATNS -
STANDARD AIR 5 () stowarure secuniry SERvICE 1555 %“'%pgja?%‘:'w DELAY Total Charges
Ov w0 ister than (Ex7a crarge aor s | 0O On-Call Stop Thirs € 225 o Ee O UEE Je 16y OF NON-O vey K E
SE20NS bus ress cay 6 D DRYICE i< 0O FedExtoc 08 very Feaea Ex:\'esg;" a!y;f;&.:s's
A°LLEONCNATdes a0 bacx
w SERVICE COMMITMENT . 7 ) orwea seeciar service Federal Express Corp. Empioyee No. 178 a7 oy e omaion l
.‘2:.17::‘\-:.'-41::;;5:0 etk . O CONSEQUENTIAL DAMAGES 5:;?1738901
" A% - De-very & Qrrred y e Lk €8S Ga, D ! TESDONS 1€ Or HBOE 0 AN, 0SS O 0TS -
o b ke et oy o2 | g [] saswoay picx-ur o sarunaay onor-oer | Date/Time For Federal Express Use 7, e e Soman soatic R E':\/EI(S;I-OSE.,I?ATEOOO
 OF DTary senvce ess (Extra charge apphes ) o5 tees 33 e cos's ot € vt 10:84 NCR
a~s SuCh 02MaRes ate Caed Lone™ PRINTED U.S.A.
J— o e

v

SHIPPER'S COPY



DOYLE HARTMAN

Oil Operator
800 N. MAIN
P.O. BOX 10426

MIDLAND, TEXAS 79702

(915) 684-4011
April 11, 1985

Mrs. Marilyn A. Tarlton, Trustee
Surviving Trustors Trust of the
Lortscher Family Trust dated 11-26-80
14 Middlesbury lane

Ios Altos, California 94022

Re: E. E. Jack No. 6
NW/4 Section 8
T-24-S, R-37-E
Lea County, New Mexico
(160 acres)

Dear Mrs. Tarlton:

Reference is made to our previous correspondence of February 20, 1985
and April 2, 1985, pertaining to the drilling of our proposed E. E. Jack
No. 6 infill Jalmat gas well in the NW/4 Section 8, T-24-S, R-37-E, lea
County, New Mexico. Reference is also made to our telephone conversa-
tion of April 9, 1985 pertaining to the same.

In our recent phone conversation with you and your husband, I hope we
were able to answer all of the important questions that you might have
regarding our proposal of April 2. As you requested, we are enclosing a
copy of the original operating agreement between R. Olsen and Charles T.
Scott, Harold S. Russell, Herbert J. Schmitz and F. D. lortscher dated
January 16, 1951 (as amended December 15, 1954) which covers the NW/4
Section 8, T-24-S, R-37-E, lea County, New Mexico. A review of the
enclosed operating agreement will reveal that it is a quite old and
outdated operating agreement in camparison with today's AAPL 1982
Standard Form Operating Agreement, which today is the oil and gas
industry's standard operating agreement. A further review of Paragraph
14 of the 1951 agreement will show that the agreement has expired under
its own terms and in view of this fact, we enclosed a new operating
agreement for your consideration in our letter to you of April 2, 1985.

Also, as stated in our phone conversation, we paid Mrs. Gloria Bundy
$51,200.00 for all of her oil and other rights down to 3,700' as to her
20% interest in the NW/4 Section 8. Therefore, we are also agreeable to
paying you $64,000.00 for your 25% interest in the NW/4 Section 8 [ie
(25%/20%) x $51,200.00= $64,000.00}. This offer is subject only to
title approval which we believe is no problem.



Mrs. Marilyn 7 Tarlton, Trustee (-
April 11, 985
Page 2

Please do not hesitate to contact us if we may be of further assistance
in this matter.

Very truly yours,

W= s

Doyle
DH/mh

cc: Mr., William F. Carr
Campbell and Black, P. A.
Post Office Box 2208
Santa Fe, New Mexico 87501

Mr. William P. Aycock
1207 West Wall
Midland, Texas 79701

Mr. Daniel Nutter
105 E. Alicante
Santa Fe, New Mexico 87501
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DOYLE HARTMAN

Qil Operawr
S00 N. MAIN
P.O. BOX 10426

MIDLAND, TEXAS 78702

(915) 684-4011

April 2, 1985

Mr. Robert C. Scott
2826 East Oakland Park Blvd.
Ft. lauderdale, Florida 33306

Re: E. E. Jack No. 6
NW/4 Section 8
T-24~S, R-37-E
Lea County, New Mexico
{160-acres)

Dear Mr. Scott:

Subsequent to our correspondence with you dated February 20, 1985
concerning the purchase of your interest as to the Jalmat (Gas) rights
in the above noted lease, we have completed further geological and
engineering work on the 160-acre E. E. Jack lease and have concluded-
that an infill well needs to be drilled on this tract in order to
recover any possible additional reserves before the declining Jalmat
reservoir pressures reach the point where it will became impossible to
obtain a new camrercial completion because of low reservoir pressures.

Your Jalmat interest in the E. E. Jack lease can be included in the
drilling of our proposed new E. E. Jack No. 6 infill well in one of the

following ways:

1. We again offer to purchase your 8.333% working
interest down to the stratigraphic equivalent of the
depth of 3,168 feet as found in the type log for the
Myers Langlie Mattix Unit waterflood (Texas Pacific
0il Company Blinebry "B" No. 3 located C-34-23S-37E)
under those same terms as stated in our letter to
you of February 20, 1985. Our offer to you of
$16,000 is equal to the product of your recent
historical average monthly incare calculated for a
34-month period times 62 months. We believe this
amount to be a very genercus offer and it is
considerably higher than normal industry practice.
A check with an evaluations expert familiar with the
evaluation of 0il and gas properties will reveal
that more typical offers for similar oil properties
range between 30 and 40 months. When the age of the
E. E. Jack lease is factored into the decision



Mr. Robert C, ( ott o (
Rpril 2, 1985 -t '
Page 2

making process (lease dated December 28, 1937), our
offer of 62 months appears to be even more generous.

2. As a second alternative, you may elect to farmout to
us your interest (Jalmat rights only) covering the
proposed new Jalmat infill well while you retain a
30% gross overriding royalty interest. Under a
farmout arrangement, the farmoutee pays all costs of
drilling and completing any new wells, and the
farmoutor retains a proportionately reduced
overriding royalty as an income interest. Your
retained overriding royalty interest shall absorb
all present burdens thereby delivering to us a 70%
effective net revenue interest. We would like to
point out that this proposal would provide you with
a net overriding royalty equal to 12.5% (gross
override of 30% less current burdens of 17.5%), and
this is the same royalty that is being received by
the Federal governmment as mineral owner and original
lessor under the E. E. Jack lease. All interests
and overrides are naturally subject to proportionate
reduction thereby yeilding to you a final incame
interest of 1.0417% for any new wells drilled
(8.333% W.I. x 12.5% ORRI).

3. As a third option, you may join as a paying interest
owner in the drilling of our proposed new Jalmat
well with your 8.333% working interest. Pertaining
to this option, we are enclosing two copies of an
AFE and Operating Agreement. If you elect to
participate in the drilling of the proposed new
well, please execute and return one copy of both the
AFE and Operating Agreement together with your check
for your proportionate share of the projected cost
of drilling the proposed infill well ($31,500). As
provided for in the enclosed Operating Agreement,
all monies collected will be placed in an interest
bearing escrow account until such monies are paid
out to cover actual drilling and campletion

expenses.
In closing, we respectfully request your decision by April 15, 1985 as
to how you plan to participate in the drilling of our proposed E. E.
Jack No. 6 well since there still remains a tremendous amount of work to
be carried out before a new well can actually be spudded. Please do not
hesitate to call us if we can be of any additional assistance.

Very truly yours,
Doy;:~j;;tman
DH/dm

Enclosure



(- DOYLE HARTMAN f b3 150
OIL OPERATOR
500 N. MAIN STREET
MIDLAND, TEXAS

AUTHORIZATION FOR EXPENDITURE AND DETAIL WELL ESTIMATE

LEASE NAME Jack, E. E. WELL NO. __ 6 w.l. _100% of well cost
COUNTY Lea STATE New Mexico FIELD __ Jalmat (Gas)
LOCATION: Nw/fi~ Section 8, T-24-S, R-37-E (160-acre Jalmat Proration Unit)
DRILLING INTANGIBLES: PRODUCER DRY HOLE
1. Drilling Cost 3,450 Feet @_ 12.75 Per Foot 44,000 44,000
2. DayWork 1 day at 3750
3,750 3,750
3. Coring Service Well Surveys 8,400 8,400
4. Bits and Reamers . - - - - = =
5. Testing
6. Directional Drilling -=-= - - =
7. Fuel Water 6,500 6,500
8. Mud Mud Logging 8,100 8,100
9. Cementing Service Cement Floats 15,600 5.000
10. Company Labor Contract Labor 9,500 3,600
11, Surlace Damages and Right-of-Way 2,800 2,800
12.  Digging Pits Filling Pits 1,200 1,200
13. Pit Lining 1,450 1,450
14. Roads & Bridges Dredging & Grading 8,000 8,000
15.  Acidizing 10,000 Fracturing ___86,000 Perforating _4,.000 100,000 - ==
16. Plugging - == 2,800
17.  Trucking Cost 2,900 _— 1,500
18. Development Superintendence __14 days @ $_500 __ /day 7,000 3,500
19.  Rental Equipment : 4,500 500
20. Swabbing and Testing 10,500 - = =
21. Legal and Professional Expenses:
Product Price Determination 2,400 2,400
Regulatory Hearings Other — 3,600 3,600
22. Abstracts and Title Opinions — 4,300 4,300
23. Geological, Geophysical and Land Support ,
24. Other Costs
25. Contingency @ __15 % 38,500 10,600
Total {ntangibles 283,000 122000
WELL EQUIPMENT:
26. Casing 400 Ft. of 95/8 @___8.50 Perft. -
3450 ___Ft.of 7 @ 6£.20 __PerFt.
e Ft.of @ Per Ft. 24,800 3,400
27. Tubing 3450 Ft. of 2 3/8 @ 2.55  PerHt, 8,800 - =
28. Casing Head 1,300 1,300
29. Xmas Tree or Pumping Connectlions 4,600 == -
30. Pumping Unit 19,500 == =
31. Engine/Molor Controller and Power System 4,500 = = =
32. Sucker Rods 6,100 == =
33. Pump 2,000 - = =
34, Tank Battery 2,600 ===
35. Separator or Dehydration Equip. : 2,400 ===
36. Metering Equipment : === ===
37. Flow Lines 1,900 ===
38. Guards and Fences 2,300 2,300
39. Other Costs
40. Contingency @ _15 % ~-14, 200 1,000
Tolal Tangibles as5_0no. P2 0D0
378,000 130,000

TOTAL COST OF WELL

Robert C. Scott Shareat _8.333 % 31,500 10,833

. The above estimate of $378,000 is based on historical costs (plus
REIMARKS:
@ 15% contingency for unanticipated but very possible acditional
COStE} for the drilling and campleting of similar type wells in
thls area of the Jalmat Pool.

A .
Originated by O\OM"] Q. 2 l“"““ﬂ’\/ Title _Engineexr Date Marc;h 26, 1985

Titlp - Dale
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oil Opr;amr
500 N. MAIN
P.O. BOX 104286

MIDLAND, TEXAS 79702

{915) 684-4011

April 2, 1985
" CERTIFIED

Ms. Marilyn A. Tarlton, Trustee
Surviving Trustors Trust of the
lortscher Family Trust dated 11-26-80
14 Middlesbury lane

Ios Altos, California 94022

Re: E. E. Jack No. 6
NW/4 Section 8
T-24-S, R-37-E
Iea County, New Mexico
(160-acres)

Dear Ms. Tarlton:

Subsequent to our correspondence with you dated February 20, 1985
concerning the purchase of your interest as to the Jalmat (Gas) rights
in the above noted lease, we have completed further geological and
engineering work on the 1l60-acre E. E. Jack lease and have concluded
that an infill well needs to be drilled on this tract in order to
recover any possible additional reserves before the declining Jalmat
reservoir pressures reach the point where it will becare impossible to
obtain a new commercial completion because of low reservoir pressures.

Your Jalmat interest in the E. E. Jack lease can be included in the
drilling of our proposed new E. E. Jack No. 6 infill well in one of the

following ways:

1. We again offer to purchase your 25% working interest
down to the stratigraphic equivalent of the depth of
3,168 feet as found in the type log for the Myers
ILanglie Mattix Unit waterflood (Texas Pacific Oil
Campany Blinebry "B" No. 3 located C-34-23S-37E)
under those same terms as stated in our letter to
you of February 20, 1985. Our offer to you of
$48,000 is equal to the product of your recent
historical average monthly incame calculated for a
34-month period times 62 months. We believe this
amount to be a very generous offer and it is
considerably higher than normal industry practice.
A check with an evaluations expert familiar with the
evaluation of 0il and gas properties will reveal
that more typical offers for similar oil properties
range between 30 and 40 months. When the age of the
E. E. Jack lease is factored into the decision



Ms. Marilyn A¢ rlton, Trustee, (
April 2, 1985 e
Page 2

making process (lease dated December 28, 1937), our
offer of 62 months appears to be even more generous.

2. As a second alternative, you may elect to farmout to
us your interest (Jalmat rights only) covering the
proposed new Jalmat infill well while you retain a
30% gross overriding royalty interest. Under a
farmout arrangement, the farmoutee pays all costs of
drilling and completing any new wells, and the
farmoutor retains a proportionately reduced
overriding royalty as an incame interest. Your
retained overriding royalty interest shall absorb
all present burdens thereby delivering to us a 70%
effective net revenue interest. We would like to
point out that this prcposal would provide you with
a net overriding royalty equal to 12.5% (gross
override of 30% less current burdens of 17.5%), and
this is the same royalty that is being received by
the Federal government as mineral owner and original
lessor under the E. E. Jack lease. All interests
and overrides are naturally subject to proportionate
reduction thereby yeilding to you a final incame
interest of 3.125% for any new wells drilled (25%

W.I. x 12.5% ORRI).

3. As a third option, you may join as a paying interest

owner in the drilling of our proposed new Jalmat

well with your 25% working interest. Pertaining to

this option, we are enclosing two copies of an AFE

and Operating Agreement. If you elect to

participate in the drilling of the proposed new

well, please execute and return one copy of both the

AFE and Operating Agreement together with your check

for your proportionate share of the projected cost

of drilling the proposed infill well ($94,500). As

provided for in the enclosed Operating Agreement,

all monies collected will be placed in an interest

bearing escrow account until such monies are paid

out to cover actual drilling and campletion

expenses.
In closing, we respectfully request your decision by April 15, 1985 as
to how you plan to participate in the drilling of our proposed E. E.
Jack No. 6 well since there still remains a tremendous amount -of work to

be carried out before a new well can actually be spudded. Please do not
hesitate to call us if we can be of any additional assistance.

Very truly yours,

Def QI

Doyle Hartman

DH/dm
Enclosure



[ DOYLE HARTMAN
OiL OPERATOR

500 N. MAIN STREET

MIDLAND, TEXAS

BEedey 2 10 0

(

AUTHORIZATION FOR EXPENDITURE AND DETAIL WELL ESTIMATE

LEASE NAME __Jack, E. E, WELL NO. __6 w.l. _100% of well cos
COUNTY lea STATE New Mexioco FIELD ___Jalmat (Gas)
LOCATION: NW/4 Section B, T-24-S, R-37-E (160-acre Jalmat Proration Unit)
DRILLING INTANGIBLES: PRODUCER DRY HOLE
1. Drilling Cost 3,450 Feet @__12.75 Per Foot 44,000 44,000
2. Day Work 1 day at 3750
3,750 3.750
3. Coring Service Well Surveys 8,400 8,400
4. Bits and Reamers - = = - ==
5. Testing
6. Directional Drifling - == - = =
7. Fuel Water 6,500 6,500
8. Mud Mud Logging 8,100 . B.Ja00
9. Cementing Service Cement Floats 15,600 5,000
10. Company Labor Contract Labor 2,500 3,600
11, Surface Damages and Right-ot-Way 2,800 - 2,800
12. Digging Pits Filling Pits — 1,200 1,200
13. Pit Lining 1,450 1,450
14. Roads & Bridges Dredging & Grading U 8,000 —  R,000 _
15.  Acidizing __ 10,000 Fractyring ___86,000 Perforating _4.000 100,000 -~
16. Plugging : - = = 2,800
17.  Trucking Cost — 2,900 1,500
18. Development Superintendence __14 days @ $_500 ____/day 7,000 3,500
19.  Rental Equipment 4,500 500
20. Swabbing and Testing —10,500 —
21. Legal and Professional Expenses:
Product Price Determination — 2,400 2,400
Regulatory Hearings Other — 3,600 3,600
22. Abstracts and Title Opinions 4,300 4,300
23. Geological, Geophysical and Land Support
24. Dther Costs
25. Contingency @ _15 % 38,500 10,600
Total Intangibles 283,000 122000
WELL EQUIPMENT:
26. Casing 400 Ft. of 9 5/8 @ 8.50 _ Perft. .
3450 F1. of 7 @ 6.20 _ PerFt.
Fi. of @ Per F1. __ 24,800 3,400
27. Tubing 3450 Ft. of 2 3/8 @ 2.55_ _ PerF. ___B,B800 - = =
28. Casing Head 1,300 1,300
29. Xmas Tree or Pumping Conneclions — 4,600 =
30. Pumping Unit 19,500 = = =
31. Engine/Motor Controller and Power System — 4,500 = e
32. Sucker Rods 6,100 = = =
33. Pump 2,000 = = -
34. Tank Battery 2,600 = o
35. Separator or Dehydration Equip. 2,400 - =
36. Melering Equipment - = o
37. Flow Lines 1,900 - =
38. Guards and Fences 2,300 ———2,300—
39. Other Costs
40. Contingency @ _15 % 14,200 _— 1,000
Total Tangibles as. 000 — 8,000 __
TOTAL COST OF WELL 378,000 130,000
Marilyn A, Tarlton, Trustee Shareat___ 25 % 94,500 32,500
REMARKS: The above estimate of $378,000 is based on historical costs (plus

Originated by d’g/‘-’“‘;} 0 )1/"‘—“""1/\ Title

a ISy contingency for unanticipated but very possible acoitional

COSts) for the arilling and campleting of simalar type wells in

this area o the JalImat Pool.

Engineecr
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Ms. Marilyn A. Tarlton, Trustee
Surviving Trustors Trust of the

14 Middlesbury Lane

Los Altos, California 94022
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DOYLE HARTMAN
ol Optr.alor
500 N. MAIN
P.O. BOX 10428

MIDLAND, TEXAS 79702

(915) 684-401

April 2, 1985
" CEKTIFIED

Ms. Arlene S. Anthony
721 Chatham Road
Olenville, Illinois 60025

Re: E. E. Jack No. 6
NW/4 Section 8
T-24-5, R-37-E
Lea County, New Mexico
(160-acres)

Dear Ms. Anthony:

Subsequent to our correspondence with you dated February 20, 1985
concerning the purchase of your interest as to the Jalmat (Gas) rights
in the above noted lease, we have completed further geological and
engineering work on the 160-acre E. E. Jack lease and have concluded
that an infill well needs to be drilled on this tract in order to
recover any possible additional reserves before the declining Jalmat
reservoir pressures reach the point where it will became impossible to
obtain a new cammercial completion because of low reservoir pressures.

Your Jalmat interest in the E. E. Jack lease can be included in the
drilling of our proposed new E. E. Jack No. 6 infill well in one of the

following ways:

1. We again offer to purchase your 8.333% working
interest down to the stratigraphic equivalent of the
depth of 3,168 feet as found in the type log for the
Myers Langlie Mattix Unit waterfilood (Texas Pacific
0il Company Blinebry "B" No. 3 located C-34-23S-37E)
under those same terms as stated in our letter to
you of February 20, 1985. Our offer to you of
$16,000 is equal to the product of your recent
historical average monthly incame calculated for a
34-month period times 62 months. We believe this
amount to be a very generous offer and it is
oonsiderably higher than normal industry practice.
A check with an evaluations expert familiar with the
evaluation of oil and gas properties will reveal
that more typical offers for similar oil properties
range between 30 and 40 months. When the age of the
E. E. Jack lease is factored into the decision



Ms. Arlene S.( -hony _ o (¢
April 2, 1985 '
Page 2

making process (lease dated December 28, 1937), our
offer of 62 months appears to be even more generous.

2. As a second alternative, you may elect to farmout to
us your interest (Jalmat rights only) covering the
proposed new Jalmat infill well while you retain a
30% gross overriding royalty interest. Under a
farmout arrangement, the farmoutee pays all costs of
drilling and completing any new wells, and the
farmoutor retains a proporticnately reduced
overriding royalty as an incame interest. Your
retained overriding royalty interest shall absorb
all present burdens thereby delivering to us a 70%
effective net revenue interest. We would like to
point out that this proposal would provide you with
a net overriding royalty equal to 12.5% (gross
override of 30% less current burdens of 17.5%), and
this is the same royalty that is being received by
the Federal govermment as mineral owner and original
lessor under the E. E. Jack lease. All interests
and overrides are naturally subject to proportionate
reduction thereby yeilding to you a final incame
interest of 1.0417% for any new wells drilled
(8.333% W.I. x 12.5% ORRI).

. 3. As a third option, you may join as a paying interest
owner in the drilling of our proposéd new Jalmat
well with your 8.333% working interest. Pertaining
to this option, we are enclosing two copies of an
AFE and Operating Agreement. If you elect to
participate in the drilling of the proposed new
well, please execute and return one copy of both the
AFE and Operating Agreement together with your check
for your proportionate share of the projected cost
of drilling the proposed infill well ($31,500). As
provided for in the enclosed Operating Agreement,
all monies collected will be placed in an interest
bearing escrow account until such monies are paid
out to cover actual drilling and campletion

expenses.

In closing, we respectfully request your decision by April 15, 1985 as
to how you plan to participate in the drilling of our proposed E, E.
Jack No. 6 well since there still remains a tremendous amount of work to
be carried out before a new well can actually be spudded. Please do not
hesitate to call us if we can be of any additional assistance.

yours,

Nglor—

Doyle” Hartman

DH/dm
Enclosure



( DOYLE HARTMAN (
OIL OPERATOR
500 N. MAIN STREET
MIDLAND, TEXAS

AUTHORIZATION FOR EXPENDITURE AND DETAIL WELL ESTIMATE

LEASE NAME _Jack, E. E, WELL NO. __ 6 w.l. _100% of well cos
COUNTY Lea STATE New Mexico FIELD __ Jalmat (Gas)
LOCATION: NW/4 Section 8, T-24-S, R-37-E (160-acre Jalmat Proration Unit)
DRILLING INTANGIBLES: PRODUCER DRY HOLE
1. Drilling Cost 3,450 Feet @__ 12.75 Per Foot 44,000 44,000
2. Day Work 1 day at 3750
3,750 3,750
3. Coring Service Well Surveys 8,400 8,400
4. Bits and Reamers : - == - ==
5. Tesling
6. Directional Drilling -= = - ==
7. Fuel Water 6,500 6,500
8. Mud Mud Logging 8,100 8,100
8. Cementing Service Cement Floats 15,600 5,000
10. Company Labor Contract Labor 9,500 3,600
11, Surface Damages and Right-of-Way 2,800 - 2,800
12. Digging Pits Filling Pits 1,200 1,200
13. Pit Lining 1,450 1,450
14. Roads & Bridges Dredging & Grading 8,000 8,000
15.  Acidizing 10,000 Fracturing ___86,000 Perforating __4,000 100,000 -
16. Plugging : - == 2,800
17. Trucking Cost 2,900 1,500
18. Development Superintendence _ 14 days @ $_500 __ /day 7,000 3,500
19. Rental Equipment 4,500 500
20. Swabbing and Testing ‘ —10,500 - = =
21. Legal and Professional Expenses:
Product Price Determination 2,400 2,400
Regulatory Hearings Other — 3,600 3,600
22. Abstracts and Title Opinions 4,300 4,300
23. Geological, Geophysical and Land Support
24. Other Costs
25. Contingency @ __15 % 38,500 10,600
Total Intangibles 283,000 122,000
WELL EQUIPMENT:
26. Casing 400 Ft. of 9 5/8 @ 8.50  Perft,
3450 Ft. of 7 @ 6.20 _ PerFt.
Ft. of @ Per Ft. 24,800 3,400
27. Tubing 3450 Fi. of 2 3/8 @ 2.55 _PerFt. 8,800 - =
28. Cesing Head 1,300 1,300
29.  Xmas Tree or Pumping Connections 4,600 -~ = -
30. Pumping Unit 19,500 - - -
31. Engine/Motor Controller and Power System 4,500 - = =
32. Sucker Rods —_ 6,100 - =
33. Pump 2,000 - =
34. Tank Battery 2,600 - e
35.  Separator or Dehydration Equip. 2,400 == =
36. Melering Equipment : = == S
37. Flow Lines 1,200 - =
38. Guards and Fences 2,300 2,300
39. Other Costs
40. Contingenty @ _15 % 14,200 1,000
Total Tangibles o5 _nNon _ 2 000
TOTAL COST OF WELL 378,000 130,000
31,500 10,833

Arlene S. Anthony Shareat 8.333 %

X The above estimate of $378,000 is based on historical costs (plus
REMARKS:
a I5¥ oontingency ror unanticipated but very pocssible additional
OO0StS) 1Ior the arilling and campleting of similar type wells in
ths area of the Jalmat Pool.

Originated by (770@/4/7 2 )/L““""“?’\ Tile _Engineer Date _March 26, 1385

Title Date
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OPERATING AGREEMENT

Dovle Hartman

THIS AGREEMENT, entered into by and between

hercinafter designated and

referred 10 as *‘Operator**, and the signatory party or parties other than Operator, somctimes hereinafter refessed to individually herein

as “"Non:Operator"’, and collectively as ‘'Non-Operators*’.

WITNESSETH:

WHEREAS, the parties to this agreement are owners of oil and gas leases and/or oil and gas imerests in the land identified in
Exhibit “*A™", and the parties hereto have reached an agreement 10 explose and develop these Jeases andfor oil and gas interests for the

production of oil and gas to the extent and as hereinafter provided,

INOW, THEREFORE, it is agreed as follows:

ARTICLE 1.
DEFINITIONS

As used in this agreement, the following words and terms shall have the meanings here ascribed to them:

A. The term *‘oil and gas’® shall mean oil, gas, casinghead gas, gas condensate, and all other liquid or gaseous hydrocarbans
and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is specifically stated.

B. The terms *‘oil and gas lease’’, ‘'lease’® and ‘‘leasehold’” shall mean the oil and gas leases covering tracts of land

Iying within the Contract Area which are owned by the parties 1o this agreement.
C. The term *‘oil and gas interests’” shall mean unleased fee and mineral interests in tracts of land lying within the

Contract Area which are owned by parties to this agreement.

D. The term **Contract Area’’ shall mean all of the lands, ol and gas leasehold interests and oil and gas interests intended to be
developed and operated for oil and gas purposes under this agreement. Such lands, ol and gas leasehold interests and oil and gas interests
are described in Exhibit “*A".

E The term '‘drilling unit’” shall mean the area fixed for the drilling of one well by order or rule of any state or
federal body having authority. i a drilling unit is not fixed by any such rule or order, a drilling unit shall be the drilling unit as establish-
ed by the pattern of drilling in the Contract Area or as fixed by express agreement of the Drilling Partes.

F. The term *‘drillsite’® shall mean the oil and gas lease or interest on which a2 proposed well is to be located.

G. The terms **Drilling Party”’ and “‘Consenting Party'® shall mean a party who agrees to join in and pay its share of the cost of

any operation conducted under the provisions of this agreement. )
H. The terms **Non-Drilling Party®* and *'Non-Consenting Party’ shall mean 2 party who elects not to participate

in a proposed operation.
Unless the context otherwise clearly indicates, words used in the singular include the plural, the plural includes the

singular, and the neuter gender includes the masculine and the feminine.

ARTICLE 1L
EXHIBITS

The following exhibits, as indicated below and attached hereto, are incorporated in and made 2 part hereof:

A. Exhibit **A™, shall include the following informauon:

(1) Identification of lands subject to this agreement,

(2) Restrictions, if any, as to depths, formations, or substances,

(3) Percentages or fractional interests of parties to this agreement,

{4) Oil and gas leases andlor oil and gas interests subject 10 this agreement,
(5) Addresses of parties for notice purposes.

Exhibit **B**, Form of Lease.

Exhibit “*C**, Accounting Procedure.

. Exhibit **D*’, Insurance.

Exhibit *'E'*, Gas Balancing Agreement.

Exhibit **F'*. Non-Discrimination and Certification of Non-Scgregated Facilities.

. Exhibit **G"*, Tax Parunership.
If any provision of any exhibit, except Exhibits “°E’".and *‘G"", is inconsistent with any provision conuined in the body

of this agreement, the provisions in the body of this agreement shall prevail.

B
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ARTICLE II1. '
INTERESTS OF PARTIES

A. Oil and Gas Interests:

H any Jarty owns an oil and gas interest in the Contract Area, that interest shall be 1reated for all purposes of this agreement
and during the term hereof as if it were covered by the form of oil and gas lease attached hereto as Exhibit **B**, and the owner thereof
shall be deemed to own both the royalty interest reserved in such lease and the interest of the lessee thereunder.

B. Interests of Panies in Costs and Production:

Unless changed by other provisions, all costs and liabilities incurred in operations under this apreement shall be borne and
paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties as their imerests are set

forth in Exhibit **A”’. In the same manner, the parties shall also own all production of oil and gas from the Conuaat Area subject to the
one-eighth (1/8) which shall be borne as hereinafier set forth.

payment of royalties to the extent of

Regardless of which party has conuibuted the lease(s) andfor oil and gas interest(s) hereto on which royalty is due and
payable, each party entitled to receive 2 share of production of oil and gas from the Contract Area shall bear and shall pay or deliver, or
cause to be paid or delivered, to the extent of its interest in such production, the royalty amount stipulated hereinabove and shall hold the
other parties free from any Liability therefor. No party shall ever be responsible, however, on a price basis higher than the price received
by such party, to0 any other party’s lessor or royalty owner, and if any such other party’s lessor or royalty owner should demand and
seceive settlement on 2 higher price basis, the party contributing the affected lease shall bear the additional royalty burden attributable to

such higher price.

Nothing contained in this Article IILB. shall be deemed an assignment or cross-assignment of interests covered hereby.

C. Excess Royalties, Overriding Royalties and Other Payments:

Unless changed by other provisions, if the interest of any party in any lease covered hereby is subject to any royalty,
overriding royalty, production payment or other burden on production in excess of the amount stipulated in Article IILB., such party so
burdened shall assume and alone bear all such excess obligations and shall indemnify and hold the other parties hereto harmless from any

and all claims and demands for payment asserted by owners of such excess burden.

D. Subsequently Created Interests:

If any party should hereafier create an overriding royalty, production payment or other burden payable out of production
attributable 1o its working interest hereunder, or if such a burden existed prior 10 this agreement and is not set forth in Exhibit “A*’,
was not disclosed in writing to all other parties prior 10 the execution of this agreement by all parties. or is not a jointly acknowledged and
accepted obligation of all parties (any such interest being hereinalter relerred to as **subsequently created interest™ irrespective of the
timing of its creation and the party out of whose working inierest the subsequently created interest is derived being hereinafter referred

1o as “*burdened party’’), and:

1. If the burdened party is required under this agreement 10 assign or relinquish to any other panty, or panies. all or 2 portion
of its working interest andfor the production attributable thereto, said other party, or parties. shall receive said assignment and/or
production free and clear of said subsequently created interest and the burdened party shall indemnify and save said other party,
or parties, harmless from any and all cl2ims and demands for payment asseried by owners of the subsequently created interest;

and,

If the burdened party fails to pay, when due, its share of expenses chargeable hereunder, all provisions of Arucle VILB. shall be
enforceable against the subsequently created interest in the same manner as they are enforceable against the working interest of

the burdened party.

ARTICLE IV.
TITLES

A. Title Examination: Title is presently being examined and a copy will be

furnished on request.
Title examination shall be made on the drillsite of any proposed well prior 10 commencement of drilling o;x-rznom or. i

the Drilling Parties so request, title examination shall be made on the Jeases andlor 0i) and pas interests included, or planned 1o be includ-
«d, in the drilling unit around such well, The opinion will include the ownership of the working interest. mineraks, royalty, overriding
royalty and production payments under the applicable leases. At the time a well is proposed, each party contributing lrases and/or oil and
£33 interests to the drillsite, or 1o be included in such drilling unit, shall furnish to Operator all abstracws (including federal lease statos
reports). title opinions, tide papers and curative material in its possession free of charge. AN such information not in the posscssnonolot
made available 10 Operator by the parties, but necessary for the examination of the title, shall be obained by Oprralot-Dprmor shal)
cause tide 1o be examined by sttorneys on its staff or by outside attorneys. Copics of all title opinions shall be lurpisbed to cach party

hereio. The cost incurred by Opxrator in this title program shall be borne as follows: -
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B Option No. 2. Costs incurred by Operator in procuring abstracts and fees paid outside attorneys for title examination
(including preliminary, supplemental, shut-in gas royalty opinions and divition order title apinions) shall be borne by the Drilling Parties
in the proportion that the interest of cach Drilling Party bears to the total interest of all Drilling Parties as such interests appear in Ex-
hibit **A™". Operator shall make no charge for services rendered by its staff attorneys or other personnel in the performance of the above

funciions.

Each party shall be responsible for securing curative matter and pooling amendments or agreements required in connection
with leases or oil and gas interests contributed by such party. Operator shall be responsible for the preparation and recording of pooling
designations or declarations as well as the conduct of hearings before governmental agencies for the securing of spacing or pooling orders.

This shall not prevent any party from appearing on its own behalf at any such hearing.

No well shall be drilled on the Contract Area vntil after (1) the title to the drillsite or drilling unit has becn examined as above
provided. and (2) the title has been approved by the examining atiorney or title has been accepted by all of the parties who are 10 par-

ticipate in the drilling of the well.

B. Loss of Title:

* 0 + ' -
ion of interest from that shown on Exhibit ““A*’, the party contributing the affecied lease or interest shall have ninery ay§
termination of title failure to acquire a new lease or other instrument curing the entirety of the title failure, whith acquisi

ject to Article VIILB., and lailing to do so, this agreement, nevertheless, shall continue in force 5 103l remaining oi

i
from fina
ion will not be

nd gas leases and inlesgsts: and,
{a) The party whose oftand gas lease or interest is affected by the title failure shall bear alone theefitire loss and it shall not be

entitled to recover from Operator ds.the other parties any development or operaung costs which it pag have theretofore paid or incurred
but there shall be no additional habilit its part to the other parties hereto by reason oflsfich title failure;
{b) There shall be no retroactive adjustment of expenses incurred or revenues received from the operation of the interest which has
been lost, but the interests of the parties shall be rev on an acreage basis, as of ume it 1s determined finally that tile failure has oc
curred, so that the interest of the party whose lease or iniregest is affected e ude failure will thereafter be reduced in the Contracy
Area by the amount of the interest lost;
{c) If the proportionate interest of the other parties hergto™in producing well theretofore drilled on the Contract Area is
increased by reason of the dtle failure, the party whose tighe has failed sha eive the proceeds attributable to the increase in such ind
11’3t has been reimbursed forynrecovered costs paid by it in conneciion with such
vell;
of any interest in the title which has|

this agreement, who is determined 10 be the ow
hall be paid to the party or parties

(d) Should any person not a part
failed, pay in any manner any partefthe cost of operation, development, or equipment, such amou
who bore the costs which areSo refunded;

{¢) Any liabilit account to a third party for prior production of oil and gas which arises by reason
borne by the party or parties whose title failed in. the same proportions in which they shared in such prior produch
£)] Tharge shall be made to the joint account for legal expenses, fees or salaries, in connection with the defense o

by any party hereto, it being the intention of the parties hereto that each shall defend title to its interest and bear all ex

title failure shall be

; and,

¢ interest
in
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minir;aum royalty or royalty payment, is not paid or is erroneously paid, and as a result a lease or interest therein 1esrfmates
monetary liability against the party who failed 10 make such payment. Unless the party who failed to make the required
ase covering the same interest within ninety (90) days from the discovery of the failure sefnake proper payment
biect to Article VIILB., the interests of the parties shall be revised on a Teage basis, eflective as of the
. and the party who failed 10 make proper payment will onger be credited with an interest i
the lease or interest which has terminated-1n the event the party who failed 10 make the

at the time of the loss, froaTthe proceeds of the sale of oil and gas aniributable 14

paym
there shall be
payment secures a né
which acquisition will not be
daie of termination of the lease invo
the Contract Area on account of ownership
required payment shall not have been fully reimbur
the lost interest, calculated on an acreage basis, for the de

to effect resmbursement:
¢ credit of the lost interest. on an acreage basis

{a) Proceeds of oil and gas, less operating ¢ ses, theretofore accrved

up to the amount of unrecovered costs; .
(b} Proceceds, less operating e wes. therealter acarued atributable 10 the lost interest an acreage basis. of that poriion o

$nd marketed {excluding produaiion from any wells thereafier drilled) which in the abwnce of such I

oil and gas thereafter produ ]
\ermination, would fiributable 10 the lost intcrest on an acreage basis, up 10 the amount of unrecovered ¢ the proceeds of sai
portion of the-off and gas 1o be conuibuted by the other parties in proportion 10 their respeciive interests; and, -

ny monies, up to |hc amount of unrecovered costs, that may be paid by any party who is, or becomes, the osner of e sofcres

iprtngnthe-ContrectArarorbeeormngepartytothnsepreen

"t ~8-2 . shall be joint honses

3. Oiher Losws: All losws incurred, ) ” " P
and shall be borne by all parties in proportion 10 their interests. There shall be no readjustment of interests in the semaining portion of

the Conuact Area. -
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ARTICLE V.
OPERATOR

A. Designation and Responsibilities of Operator:

Doyle Hartman shall be the
Operator of the Contract Area, and shall conduct and direct and have full contral of all operations on the Contract Area as permirted and
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 lisbility as Operator to the other parties for losses sustained or liabilities incurred, except such as may result from gross

negligence or willful misconducat.

B. Resignation or Removal of Operator and Selection of Successor:

1. Resipnation or Removal of Operator: Operator may resign at any time by giving written nouce thereof to Non-Operators.
If Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capable of serving as
Operator, Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of 2 successor. Operator
may be removed i it fails or refuses 10 carry oot its duties hereunder, or becomes insolvent, bankrupt or is placed in receivership, by the
affirmative vote of two {2) or more Non-Operators owning a majority interest based on ownership as shown on Exhibit **A™" remaining
after excluding the voting interest of Operator. Such resignation or removal shall not become effective unal 7:00 o’clock A.M. on the
first day of the calendar month following the expiration of ninety (90) days after the giving of notice of resignation by Operator or action
by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of Operator at an earlier
date. Operator, after effective date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of 2 cor-
porate name or structure of Operator or transler of Operator’s interest to any single subsidiary, parent or successor corporation shall not

be the basis for removal of Operator.

2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Operator shall be selected by
the parties. The successor Operator shall be selected from the parties owning an interest in the Contract Area at the time such successor
Operator is selected. The successor Operator shall be selected by the affirmatve vote of two (2) or more parties owning a majority interest

. based on ownership as shown on Exhibit **A""; provided, however, if an Operator which has been removed fails to vote or votes only to

succeed itsell, the successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest based
on ownership as shown on Exhibit **A”" remaining after excluding the voting interest of the Operator that was removed.

C. Employees:
The number of employees used by Operator in conducting operations hereunder, their selection, and the hours of labor and the
compensation for services performed shall be determined by Operator, and all such employees shall be. the employees of Operator.

D. Drilling Contracts:

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

dependent contractors who are doing work of 2 similar nature.

ARTICLE VL
DRILLING AND DEVELOPMENT

A. Initial Well:

On or before the__1st  day of

oil and gas a1 the following location:

Tnly . 19__85, Opcrator shall commence the drilling of a well for

NW/4  Section 8, T-24-S, R-37-E

and shall thereaflter continue the drilling of the well with due diligence 1o a depth of 3370 feet or a
depth sufficient to test the Jalmat (Gas) zone, whichever is lesser.

-

-

unless granite or other practically impeneuable substance or condition in the hole, which senders further drilling impracxiq]. is en-
counteted at a lesser depth, or unless all parties agiee to compleie or abandon the well at 8 lesser depth. !

thoroughly log, but not core or DS L el

Ojrator shall N temre i + Y ! all’formations encountered J;m;'r)xg Srilling which give indication of conuining oil and
evaluate. paielent
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ARTICLE VI

continued

M, in Opurator’s judgment, the well will not produce oil or gas in paying quantities, and it wishes to plug and sbandon the

well 25 a dry hole, the provisions of Article VLE.1. shall thereafter apply.

B. Subsequent Operations:

1. Pidposed Operations: Should any party hereto desire 10 drill any well on the Contract Area other than the well provided
for in Article VLA, or to rework, decpen or plug back a dry hole drilled at the joint expense of all parties or a2 well jointly owned by all

- the parties and not then producing in paying quantities, the party desiring to drill, rework, deepen or plug back such a well shall give the

other parties writien notice of the proposed operation, specifying the work to be performed, the locavion, proposed depth, objective forma-
tion and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days after receipt of the notice
within which 1o notify the party wishing to do the work whether they elect to participate in the cost of the proposed operation. If a drill-
ing rig is on Jocation, notice of a proposal to rework, plug back or drill deeper may be given by telephone and the response period shall be
limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a party receiving such notice to reply within
the period above fixed shall constitute an election by that party not to participate in the cost of the proposed operation. Any notice or

response given by telephone shall be promptly confirmed in writing.

If all parties elect to participate in such a proposed operation, Operator shall, within ninety (90) days after expiration of the notice
period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is on loca-
tion, as the case may be), actually commence the proposed operation and complete it with due diligence at the risk and expense of all par-
ties hereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other parties,
for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such additional time is reasonably necessary to obtain
permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete title ex-
amination or curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Arsicle X1, if the
actual operation has not been commenced within the time provided (including any extension thereof as specifically permitted herein) and
if any party hereto still desires to conduct said operation, written notice proposing same must be resubmitted to the other parties in accor-

dance with the provisions hereof as if no prior proposal had been made.

2. Operations by Less than Al Parties: If any party receiving such notice as provided in Article VI.B.1. or VID.1. (Option
No. 2) elects not to participate in the proposed operation, then, in order 1o be entitled to the benefits of this Article, the party or parties
giving the notice and such other parties as shall elect to participate in the operation shall, within ninety {90) days after the expiration of
the notice period of thirty (30) days {or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is
on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall perform all
work for the account of the Consenting Parties; provided, however, if no drilling rig or other equipment is on location, and if Operator is
a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform the work required by such proposed opera-
tion for the account of the Consenting Parties, or (b) designate one (1) of the Consenting Parties as Operator to perform such work. Con-
senting Parties, when conducting operations on the Contract Area pursvant to this Article VI.B.2,, shall comply with all terms and con-

ditions of this agreement.

If less than all parties approve any proposed operation, the proposing party, immediately after the expiration of the applicable
notice period, shall advise the Consenting Parties of the total interest of the parties approving such operation and its recommendation as
1o whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party, within forty-eight (48) hours
{exclusive of Saturday, Sunday and legal holidays) after receipt of such notice, shall advise the proposing party of its desire to (a) limit par-
ticipation to such party’s interest as shown on Exhibit **A"" or (b) carry its proportionate part of Non-Consenting Parties” interests, and
failure to advise the proposing party shall be deemed an election under (z). In the event a drilling rig is on location, the time permitted for
such a response shall not exceed a total of forty-eight (48) hours (inclusive of Saturday, Sunday and legal holidays). The proposing party,
at its election, may withdraw such proposal if there is insufficient participation and shall promptly notily all parties of such decision.

The entire cost and risk of conducting such operations shall be bome by the Consenting Parties in the proportions they have
elected to bear same under the 1erms of the preceding paragraph. Consenting Parties shall kecp the leaschold estates involved in such
operations free and clear of all Liens and encumbrances of every kind created by or arising from the opevations of the Consenting Panies.
If such an operation resulis in 2 dry hole, the Conscnting Parties shall plug and abandon the well and sesiore the surface Jocation at ther
sole cost, risk and expense. If any well drilled, reworked, decpened or plugged back under the provisions of this Arniicle sewln n a pro-
ducer of ol andlor gas in paying quantities, the Consenting Parties shall complete and equip the well to produce at their sole cost and risk,
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ARTICLE V]
continued
and the well shall then be turned over 1o Operator snd shall be operated by it at the expense and for the account of the Consenting Par-
ties. Upon commencement of operations for the drilling, reworking, decpening or plugging back of any such well by Consenting Parties
in accordance with the provisions of this Article, each Non-Consenting Party shall be devmed 10 have relinquished 10 Consenting Panics,
and the Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, all of such Non-Consenting
Party’s interest in the well and share of production therefrom uniil the proceeds of the sale of such share, calculated at the well, or
market value thereof if such share is not sold, (after deducting production taxes, excise taxes, royalty, overriding royalty and other in-
terests not excepted by Article II1.D. payable out of or measured by the producuon from such well accruing with respect 1o such inierest

until it reverts) shall equa) the 1012l of the following:

(a) 100% of each such Non-Consenting Party’s share of the cost of any newly acquired surface equipment beyond the wellhead
connections (including, but not kimited to, stock tanks, separators, trealers, pumping equipment and piping), plus 100% of each such
Ndn-Conseming Party’s share of the cost of operation of the well commencing with first production and contnuing until each such Non-
Consenting Party’s relinquishe(i interest shall revert to it under other provisions of this Article, it being agreed that each Non-
Consenting Party’s share of such costs and equipment will be that interest which would have been chargeable to such Non-Consentdng

Party had it participated in the well from the beginning of the operations; and

(b)._l*_DO % of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and completing,
after deducting any cash contributions received under Article VIILC., and 400 _% of that portion of the cost of newly acquired equip-
ment in the well (to and including the wellhead connections), which would have been chargeable to such Non-Consenting Party if it had

participated therein.

An election not to participate in the drilling or the deepening of a well shall be deemed an election not to participate in any re-
working or plugging back operation proposed in such a well, or portion thereof, 1o which the initial Non-Consent election applied that is
conducted at any time prior to full recovery by the Consenting Parties of the Non-Consenting Party’s recoupment account. Any such
reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of operation of said well
and there shall be added to the sums to be recouped by the Consenting Parties one hundred percent (100%) of that portion of the costs of
the reworking or plugging back operation which would have been chargeable to such Non-Consenting Party had it participated therein. If
such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article V1B, shall be ap-

plicable as between said Consenting Parties in said well.

During the period of time Consenting Parties are entitled 1o receive Non-Consenting Party’s share of production, or the
proceeds therefrom, Consenting Parties shall be responsible for the payment of all production, severance, excise, gathering and other
taxes, and all royalty, overriding royalty and other burdens applicable to Non-Consenting Party's share of production not excepted by Ar-

ticle HI.D.

’

In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall be permitted 10 vse, free
of cost, all casing, tubing and other equipment in the well, but the ownership of all such equipment shall remain unchanged; and upon
abandonment of a well after such reworking, plugging back or deeper drilling, the Consenting Parties shall account for all such equip-

ment 1o the owners thereof, with each party receiving its proportionate part in kind or in value, less cost of salvage.

Within sixty (60) days after the completion of any operation under this Anicle, the party conducting the operations for the
Consenting Parties shall furnish each Non-Consenting Party with an inventary of the equipment in and connected to the well, and an
itemized statement of the cost of drilling, deepening, blugging back. testing, completing. and equipping the well for production; or, at its
option, the operating party, in liev of an itemized statement of such costs of operation, may submit a detailed statement of monthly bili-
ings. Each month thereafier, during the time the Consenting Panties are bring reimbursed as provided above, the party conducting the
opesaions for the Consenting Pariies shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilities in-
curred in the aperation of the well, together with a staierent of the quaniity of oil and gas produced from v and the amount of proceeds
realized from the sale of the well's working interest production during the preceding month. In driermining the quaniity of 61 and pas
produced during any month, Consenting Partics shall use industry accepred methods such as, but not limited 10, mexcring or periodic
well tests. Any amount realized from the sale or other dispasition of equipment newly acquired in connection with any such opcruion
which would have bexn owned by 3 Non-Consenting Party had it participated therein shall be credited againse the total unmcmrd cosss
of the work done and of the equipment purchased in determining when the intcrest of such Non-Consenting Party shall u-v::n 1041 as

above provided; and if there is a credit balance, it shall be paid 10 such NonConsenting Panty. -
-7
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ARTICLE V]

conlinued

lf and when the Conscnting Parties recover from a Non-Consenting Party's relinguished interest the amounts provided for above,
the relinquished interests of such Non-Consenting Party shall avtomatically revert to i, and, {rom 2nd 2fter such reversien, such Non-
Consenting Party shall own the same interest in such well, the material and equipment in or pertaining thereto, and the production
therefrom as such Non-Consenting Party would have been entitled to had it participated in the drilling, reworking, deepening or plugging
back of said well. Thercafier, such Non-Consenting Party shall be charged with and shall pay its proportionate part of the further costs of
the operation of 13id well in accordance with the terms of this apreement and the Accounting Procedure attached hereto.

~

Norwithsianding the provisions of this Article VI.B.2., i1 is agreed that without the mutua) consent of all parties, no wells shall
be completed in or produced from a source of supply from which a well located elsewhere on the Contract Area is producing, unless such

well conforms to the then-existing well spacing pattern for such source of supply.

The provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Article VI.A.
except (a) as 1o Article VI1.D.1. (Option No. 2), if selected, or (b) as 1o the reworking, deepening and plugging back of such initial well
after it has been drilled to the depth specified in Article VI.A. if it shall thereafter prove to be a dry hole or, if initially completed for pro-

duction, ceases to produce in paying guantities.

3. Stand-By Time: When a well which has been drilled or deepened has reached its authorized depth and all 1ests have been
completed, and the results thereof furnished to the parties, stand-by costs incurred pending response to a party’s notice proposing a
reworking, deepening, plugging back or completing operation in such a well shall be charged and borne as part of the drilling or deepen-
ing operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response time permitted, whichever
first occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant to the terms of the second gram-
matical paragraph of Article V1.B.2, shall be charged 1o and borne as part of the proposed operation, but if the proposal is subsequently
withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Parties in the proportion
each Consenting Party’s interest as shown on Exhibit **A’” bears to the total interest as shown on Exhibit **A™" of all Consenting Par-

ties.

4. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable to a *‘deepening™ operation shall
also be applicable to any proposal to directionally control and intentionally deviate a well from vertical so as to change the bottom hole
location (herein called *“sidetracking’’), unless done to straighten the hole or to drill around junk in the hole or because of other
mechanical difficulties. Any party hav'ing the fight to participate in a proposed sidetracking operation that does not own an interest in the
affected well bore at the 1ime of the notice shall, upon electing 10 participate, tender 10 the well bore owners its proponionate share (equal
to its interest in the sidetracking operation) of the value of that portion of the existing well bore 1o be utilized as follows:

{a) if the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actval costs incurred in
the initia} drilling of the well down to the depth at which the sidetracking operation is initiated.

() X the proposal is for sidetracking a well which has previously produced, reimbursement shall be on the basis of the well’s
lvable materials and equipment down to the depth at which the sidetracking operation is initiated, determined in accordance with the
provisions of Exhibit *“C"”, less the estimated cost of salvaging and the estimated cost of plugging and abandoning.

In the event that notice for a sidetracking opcration is given while the drilling rig to be utilized is on location. the response period
shall be limited 10 forty eight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any party may request and
receive up to eight (8) additional days after expiration of the forty«ight (48) hours within which 10 respond by paying for all stand by time
incurred during such extended response period. If more than one party elects to take such additional time 10 respond 1o the notice, stand
by costs shall be allocated between the parties taking additional time to respond on a day-today basis in the proportion each ¢leciing par-
ty’s interest as shown on Exhibit “*A°* bears to the total interest as shown on Exhibit “*A™" of all the eleqing parties. In aﬂ other in-

sunces the response puriod 10 a proposal for sidewracking shall be Imited to thiny (30) days.

C. TAKING PRODUCTION IN KIND:

=

Each party shall take in kind or sparately dispose of its proporuonate share of all oil and gas produced from dhe Comnn Ata,
exclusive of production which may be used in development and producing opctations and in preparing and uratng off and gas for
marketing purposes and production unavoidably lost. Any exura expenditure incurred in the 1aking in kind or scparate duprmuon by any
party of its proportionate share of the production shall be bome by such party. Any party taking its share of plwun.mgm{;ru be
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ARTICLE V1

continued

required 10 pay for only its proportionate share of such part of Operaror’s surface facilivies which it uses,

Each party shall exccuie such division orders and contracts as may be nuecessary for the sale of its interest in production from
the Contract Area, and. except as provided in Article VILB., shall be emiitled 10 recvive payment direcily from the purchaser thereof for

is share of all producrion.

In the event any party shall fail to make the arrangements necessary to take in kind or separately dispose of its proportionate shate of
the oil and gas produced from the Contract Arca, Operator shall have the right, subject to the revocation at will by the party owning it,
but not the obligation, to purchase such oil and gas or sell it to others at any time and {rom tme to time, for the account of the non-
taking party at the best price obtainable in the area for such production. Any such purchase or sale by Operator shall be subject always 10
the right of the owner of the production to exercise at any time its right to take in kind, or separately dispose of, its share of all oil and gas
not previously delivered 10 a purchaser. Any purchase or sale by Operator of any other party s share of oil and gas shall be only for such
reasonable periods of time as are consistent with the minimum needs of the industry under the particular crcumsiances, bot in no event
for a period in excess of one (1) year. Narwithstanding the foregoing, Operator shall not make 2 sale, including one into interstate com-
merce, of any other party’s share of gas production without first giving such other party thirty (30) days notice of such intended sale.

D. Access 1o Contract Area and Information:

Each party shall have access to the Contract Area a1 all reasonable times. at its sole cost and risk 10 inspect or observe operations.
and shall have access at reasonable times 10 information pertaining to the development or operation thereol. including Operator's books
and records relating thereto. Operator, upon request, shall furnish each of the other parties with copies of all forms or reports filed with
governmental agencies. daily drilling reports, well logs. 1ank tables, daily gauge and run tickets and reports of stock on hand at the first of
each month, and shall make available samples of any cores or cuttings taken from any well drilled on the Contract Area. The cost of
gathering and furnishing information to Non-Operator. other than that specilied above. shall be charged to the Non-Operator that re-

quests the information.

E. Abandonment of Wells:

1. Abandonment of Dry Holes: Except for any well drilled or deepened pursuant 1o Article VI.B.2,, any well which has been
drilled or deepened under the terms of this agreement and is proposed to be completed as a dry hole shall not be plugged and abandoned
without the consent of all parties. Should Operator, after diligent effort, be unable to contact any party, or should any party fail 10 reply
within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt of notice of the proposal 1o plug and abandon
such well, such party shall be deemed to have consented to the proposed abandonment. All such wells shall be plugged and abandoned in
accordance with applicable regulations and at the cost, risk and expense of the parties who participated in the cost of drilling or deepening
such well. Any party who objects to plugging and abandoning such well shall have the right to 1ake over the well and conduct further

operations in search of oil and/or gas subject to the provisions of Article VLB.

2. Abandonment of Wells that have Produced: Except for any well in which a Non-Consen operation has been conducted
hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any well which has been completed as a
producer shall not be plugged and abandoned without the consent of all parties. If all parties consent to such abandonment, the well shall
be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of all the parties heveto. If, within
thirty (30) days afier receipt of notice of the proposed abandonment of any well, all parties do not agree 1o the a!:a_ndonmrn( of such well,
those wishing to continue its operation from the interval(s) of the formation(s) then open to production shall tender 1o each of the other
parties its proportionate share of the value of the well's salvable material and equipment, determined in accordance with the provisions of
Exhibit *“C™*, less the estimated cost of salvaging and the esiimated cost of plugging and abandoning. Each ahandoning party shall assign
the non-abandoning parties, without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipment and
material, 2} of its interest in the well and related equipment, together with its interest in the leaschold estate as to, but only as to, the in-
terval or intervals of the formation or formations then open to production. If the interest of the abandoning party is or includes an of and
gas interest, such party shall execute 2nd deliver 10 the non-abandoning party or parties an o3l and gas lease, limited 10 the interval or in-
tervals of the formation or formations then open to production, for a term of one (1) year and so Jong thereafter as oil andlor gas is pro-
duced from the interval or intervals of the formation or formations covered thereby, such lease to be on the form anached as Exhibit

-8 2hwwernate-
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ARTICLE V1
vontinued
“'B"". The assignments or Jerses 50 limited shall encompzss the **drilling unit* upon which the well is located, The payments by, and the
sssigninenls vt leases Lo, tie wesignees shull be in x 1utio based vpon the relationship of their respective pereentage of participation in the
Contract Area to the aggregate of the percentages of participation in the Contract Area of all assignees. There shall be no readjustment of

mterests in the remaining portion of the Contract Area.

Thercalter, abandoning parties shall have no further responsibility, liability, or interest in the operation of or production from
the well in the interval or intervals then open other than the royalties retained in any lease made under the terms of this Article. Upon re-
quest, Operator shal) continue to operate the assigned well for the account of the non-abandoning parties at the rates and charges con-
templated by this agreement, plus any additional cost and charges which may arise as the result of the separate ownership of the assigned
well. Upon proposed abandonment of the producing interval{s) assigned or leased, the assignor or lessor shall then have the option to
repurchase its prior interest in the well (using the same valuation formula) and participate in further operations therein subject to the pro-

visions hereof.

3. Abandonment of Non-Consent Operations: The provisions of Article VLE.1. or VLE.2. 2bove shall be applicable as between
Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles; provided, however, no well shall be
permanently plugged and abandoned unless and until all parties having the right to conduct further operations therein have been notified
of the proposed abandonment and afforded the opportunity to elect to take over the well in accordance with the provisions of this Article

VI1E

ARTICLE VIL
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

The liability of the parties shall be several, not joint or collective. Each party shall be responsible only for its obligations, and
shall be liable only for its proportionate share of the costs of developing and operating the Contract Area. Accordingly, the liens granted
among the parties in Article VILB. are given to secure only the debts of each severally. It is not the intention of the parties to create, nor
shall this agreement be construed as creating, 2 mining or other partnership or association, or to render the parties liable as partners.

B. Liens and Payment Defaults:

Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area, and a security interest in its share
of oil and/or gas when extracted and its interest in all equipment, to secure payment of its share of expense, 1ogether with interest thereon
at the rate provided in Exhibit **C"". To the extent that Operatcr has a security interest under the Uniform Commercial Code of the
state, Operator shall be entitled to exercise the rights and remedies of a secured party under the Code. The bringing of a suit and the ob-
taining of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the Lien
rights or security interest as security for the payment thereof. In addition, upon default by any Non-Operator in the payment of its share
of expense, Operator shall have the right, without prejudice to other rights or remedies, to collect from the purchaser the proceeds from
the sale of such Non*Operator’s share of oil and/or gas until the amount owed by such Non-Operator, plus interest, has been paid. Each
purchaser shall be entitled to rely upon Operator’s written statement concerning the amount of any default. Operator grants a like lien

and security interest to the Non-Operators to secure payment of Operator’s proportionate share of expense.

If any party fails or is unable to pay its share of expense within sixty (60) days afier rendition of a s1aiement therefor by
Operator, the nondefaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the proportion that
the interest of each such party bears o the interest of all such parties. Each party so paying its share of the unpaid amount shall, 1o obtain

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

C. Payments and Accounting:

Except as herein otherwise specifically provided, Operator shall promptly pay and discharge expenses incurred in the development
and operation of the Contract Area pursuant to this agreement and shall charge each of the parties hereto with their sespeiive propor-

tionate shares upon the expense basis provided in Exhibit **C”". Operator shall keep an accurate record of the joint account hereunder,

showing expenses incurred and charges and credits made and received.

Oprrator, at its elecrion, shall have the right from time to time 1o demand and receive from the other parties payment in advance
of their respective shares of the estimated amount of the expense to be incurred in operations hereunder during the next succeeding
month, which right may be exercised only by submission to each such party of an itemized statement of such estimated expense, together
with an invoice for its share thereof. Each such staiemnent and invoice for the payment in advance of estimated expense shall be submitted
on or before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of such estimite within
fifieen (15) days after such estimate and invoice is received. If any party fails 1o pay its share of said estimaie within said sime, the amount
due shal) bear intesest as provided in Exhibit **C"* until paid. Proper adjusument shall be made monthly baiwern advances and scrval ex-
pense to the end that each party shall bear and pay its proportionate share of actual expenses incurred, and no more. 'A;-

D. Limitation of Expenditures:

I <

1. Drill or Decpen: Without the consent of all parties, no well shall be drilled or decpened, except any well drilld o devpened

pursuant to the provisions of Article VIB.2. of this agreement. Consent 10 the drilling or dexpening shall include: ;
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ARTICLE V11
" conlinued
B—Orton-No—-AH reeoreryerprnditurerfor-thedetingordrpeningtestingeompleingwnd-epipping el the el ndading

Option No. 2: All necessary expenditures for the drilling or deepening and testing of the well. When such well has reached s
authorized depth, and all tests have bren completed, and the results thereof furnished to the parties, Operator shall give immediate notice
1o the Non-Operators who have the right to participate in the completion costs. The partics recciving such notice shall have forty-cight
(48) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect to participate in the setting of casing and the completion at-
tempt. Such election, when made, shall include consent 1o all necessary expenditures for the completing and equipping of such well, in-
cluding nt:cts.sary 1ankage and/or surface facilities. Failure of any party receiving such notice to reply within the period 2bove fixed shall
constitute an election by that party not to participate in the cost of the Eompletion attempt. If one or more, but less than all of the parties,
elect to set pipe and to atiempt a completion, the provisions of Article VI.B.2. hereof (the phrase *‘reworking, deepening or plugging
back™ as contained in Article V1.B.2. shall be deemed 10 include **completing”") shall apply 10 the operations thereafter conducted by less

than all parties.
-

2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged back except a well reworked or
plugged back pursuant 10 the provisions of Article VI.B.2. of this agrecrnent. Consent to the reworking or plugging back of a well shall
include all necessary expenditures in conducting such operations and completing and equipping of said well, including necessary tankage

and/or surface facilities.

3. Other Operations: Without the consent of all parties, Operator shall not underiake any single project reasonably estimated
10 require an expenditure in excess of Thirty-five thousand _Dolars ($ BLO 00.00 )
except in connection with a well, the drilling, reworking, decpening, completing, recompleting, or plugging back of which has been
previously 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 its opinion are required
to deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emergency to the other

parties. If Operator prepares an zuthority for expenditure (AFE) for its own use, Operator shall furnish any Non-Operator so requesting
Thirty-five thousand

an information copy thereof for any single project costing in excess of
Dollars (3__35,000.00 ) but less than the amount first set forth above in this paragraph.

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

Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid by the
arty or parties who subjected such lease 1o this agreement at its or their expense. In the event rwo or more parties own and have con
tributed interests in the same lease to this agreement, such parties may designate one of such parties to make said payments for and on
behalf of all such parties. Any party may request, and shall be entitled to receive, proper evidence of all such payments. In the event of
failure to make proper payment of any rental, shut-in well payment or minimum royalty through mistake or oversight where such pay-
ment is required 1o continue the lease in force, any loss which results from such non-payment shall be borne in accordance with the pro-
visions of Article IV.B.2.

Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well, or the shutting in or return to production
of a producing gas well, at least five (5) days (excluding Saturday, Sunday and legal holidays), or at the earliest opportunity permitied by
circumstances, prior to taking such action, but assumes no liability for failure to do so. In the event of failure by Operator 10 so notify
Non-Operator, the loss of any lease contributed hereto by Non-Operator for failure to make timely payments of any shut-in well paymenl

shall be borne jointly by the parties hereto under the provisions of Article IV.B.3.

F. Taxes:

Beginning with the first calendar year after the effective date hereof, Op.crator shall render for ad valorem taxaton all property
subject 1o this agreement which by law should be rendered for such taxes, and it shall pay all such 12xes assessed thereon before they
become delinquent. Prior to the rendition date, each Non-Operator shall furnish Operator information as to burdens (to include, but not
be limited to, royaliies, overriding royaliies and produciion payments) on leases and oil and gas interests contributed by such Non-
Operator. If the assessed valuation of any leasehold estate is reduced by reason of its being subject 1o outstanding excess royaliies, over-
riding royalties or production payments, the reduction in ad valorem taxes resuliing therefrom shall inure 10 the benefit of the owner or
owners of such leaschold estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such reduc-
tion. If the ad valorem taxes are based in whole or in part upon separate valuations of each party’s working interest, then notwithstanding
anything to the contrary herein, charges to the joint account shall be made and paid by the parties hereto in accordance with the tax
value gencrated by each party’s working interest. Opcrator shall bill the other partics for their proportionate shares of all tax payments in

the manner provided in Exhibit “*C"",

b,

Y Operator considers any tax assessment improper, Operator may, at its discretion, protest within the time and manner
prescribed by law, and prosecute the protest to a final determination, unless all parties agree 1o abandon the protest prior to fina! derer-
minaton. During the pendency of adminisuative or judicial procecdings, Oprrator may elect 10 pay, under protest. all such taxes and any
interest and penalty. When any such protesied assessment shall have been finally derermined, Operator shall pay the wax for the joint ac-
count, together with any interest and penalty accrued, and the total cost shall then be assessed against the partics. and be paid b!;ﬂm.as

o
£

provided in Exhibit **C*".

Each panty shall pay or cause 10 be paid all produciion, severance, excise, gathering and other taxes imposed uponor.m fEspect to

the production or handling of such party’s share of oil andlor gas produced under the terms of this agreement. :’.l L A S
S I
. N ST
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continued

G. lnsurance:

At all 1imes while operations are conducied hercunder, Operator shall comply with the workmen’s compensation Jaw of
the state where the operations are being conducted; provided, however, that Operator may be a sell-insurer for liability under said com-
prnsation Jaws in which event the only charge that shall be made to the joint account shall be as provided in Exhibit **C*". Opuraior shall
also carry or provide insurance for the bencfit of the joint account of the parties as outlined in Exhibit **D"", attached 10 and made a pant
hereof. Operator shall require all contractors engaged in work on or for the Contract Area to comply with the workmen's compensation
law of the.state where the operations are being conducted and to mainizin such other insurance as Operator may require.

In the event auiomobile public Liability insurance is specified in said Exhibit **D’", or subsequently receives the approval of the

parties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator’s automotive equipment.

ARTICLE VIIL
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

The leases covered by this agreement, insofar as they embrace acreage in the Conuact Area, shall not be surrendered in whole

or in part unless all parties consent thereto.

However, should any party desire to surrender its interest in any lease or in any portion thereof, and the other parties do not
agree or consent thereto, the party desiring to surrender shall assign, without express or implied warranty of tile, all of its interest in
such lease, or portion thereof, and any well, material and equipment which may be located thereon and any rights in production
therealter secured, to the parties not consenting to such surrender. If the interest of the assigning party is or includes an oil and gas in-
terest, the assigning party shall execute and deliver to the party or partes not consenting to such surrender an oil and gas Jease covering
such oil and gas interest for a term of one (1) year and so long thereafter as oil and/or gas is produced from the land covered thereby, such
lease to be on the form attached hereto as Exhibit “*B*’. Upon such assignment or lease, the assigning party shall be relieved from all
obligations thereafter accruing, but not theretofore accrued, with respect 1o the interest assigned or leased and the operation of any well
atributable thereto, and the assigning party shall have no further mterest in the assigned or leased premises and its equipment and pro-
duction other than the royalties retained in any Jease made under the terms of this Article. The party assignee or lessee shall pay to the
party assignor or lessor the reasonable salvage value of the latter's mterest in any wells and equipment auributable to the assigned or leas-
ed acreage. The value of all material shall be determined in accordance with the provisions of Exhibit **C™’, less the estimated cost of
saivaging and the estimated cost of plugging and abandoning. If the assignment or lease is in {avor of more than one party, the interest
shall be shared by such parties in the proportons that the interest of each bears to the total interest of all such parties.

Any assignment, lease or surrender made under this provision shall not reduce or change the assignor’s, lessor's or surrendering
party’s interest as it was immediately before the assignment, lease or surrender in the balance of the Contract Area; and the acreage
assigned, Jeased or surrendered. and subsequent operations thereom, shall not thereafier be subject to the 1erms and provisions of this

Y -

agreement.

B. Renewal or Extension of Leases:

U any party secures a renewal of any oil and gas lease subject to this agreement, all other parties shall be notified promptly, and
shall have the right for a period of thirty (30) days following receipr of such notice in which to elect 10 participate in the ownership of the
renewal lease, insofar as such Jease affects Jands within the Contracy Area, by paying to the party who acquired it their several proper pro-
portionate shares of the acquisition cost allocated to that part of such lease within the Contract Area, which shall be in proportion to the

interests held at that time by the parties in the Contract Area.

If some, but less than all, of the parties elect to participate an the purchase of a renewal lease, it shall be owned by the parties
who elect 10 participate therein, in a ratio based upon the relationship of their respective percentage of participation in the Contract Area
to the aggregate of the percentages of participation in the Contract Areaz of all parties participating in the purchase of such renewal Jease.

Any renewal lease in which less than all parties elet 1o parucipane shall not be subject 1o this agreement.

Each pany who participates in the purchase o! 2 1enewal lease shall be given an assipnment of its proportionate interest thercin
by the acquiring party.

The provisions of this Article shall apply 10 renewal leawes whether they are for the entire interest covered by the expiring lease
or cover only 2 portion of its area or 2n interest therein. Any renewcal lease taken belore the expiration of its predecessor lease. or taken or
comracied for within six {6) manths after the expiration of the exisaing lease shall be subjeat 1o this provision: but any Jease 1aken or con
vacted for more than six (6) months afier the expiration of an exisitng lrase shall not be deemed a rencwal Jease and shall not be subjecr 10

.

the provisions of this agreement.

The provisions in this Article shall also be applicable 1o extemsions of oil and gas leases. .

C. Acreage or Cash Contributions:

While this agreement is in force, if any panty conuaas for 2 comirsibution of cash towards the drilling of s \dl of any other
operation on the Conwract Area, such contsibution shall be paid to the pany who conduaied the dnllmg of othar opcration and shall be
applied by it against the cost of such drilling or othet operation. Jf tthe coniribution be in the form of acteage, the party to whom he con-
tribution is made shall prompily 1ender an awignment of the acreapre, without warranty of title, to the Driliing Panr:n‘th:_'::ﬁ,c:n.u‘ms .

JB-
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confinued

said Drilling Partics shased the cost of drilling the well. Such screage shall become a separate Contract Area and, 10 the extent possible, be

governed by provisions identical to this agreement. Each party shall promptly notify all other parties of any screage or cash contributions
it may obuain in support of any well or any other operation on the Contract Arca. The above provisions shall also be applicable 10 op-

tional rights 10 earn acreage outside the Contract Area which are in support of 3 well drilled inside the Contract Area.

If any party contracts for any consideration relating to disposition of such party's share of subsiances produced hereunder, such

consideration shall not be decmed 2 contribution as contemplated in this Article VIU.C.

-~
D. Maintenance of Uniform Interest:
For the purpose of maintaining uniformity of ownership in the oil and gas leaschold interests covered by this agreement, no
party shall sell, encumber, transfer or make other disposition of its interest in the leases embraced within the Contract Area and in wells,

equipment and production unless such disposition covers either:
1. the entire interest of the party in all leases and equipment and production; or
2. an equal undivided interest in all leases and equipment and production in the Contract Area.

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

and shall be made without prejudice to the right of the other parties.

K, at any time the interest of any party is-divided among and owned by four or more co-owners, Operator, at its discretion, may
require such co-owners to appoint a single trustee or agent with full authority to receive notices, approve expenditures, receive billings for
and approve and pay such party’s share of the joint expenses, and to deal generally with, and with power 1o bind, the co-owners of such
party’s interest within the scope of the operations embraced in this agreement; however, all such co-owners shall have the right to enter
into and execute all contracts or agreements for the disposition of their respective shares of the oil and gas produced from the Contrat

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

E. Waiver of Rights to Partition:

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

interest therein.

sell all or any part of its interests under this agreement, or its rights ifiterests in the Contrad
the other parties, with full information concerni proposed sale, which shall include th
be ready, willing an 0 purchase), the purchase price, and all other term}
T_a period of ten (10) days afier receipt of the notice, 10 purchas
.and, if this optional right is exercised, the purchas
e total interest of all purchasing par
age its interests, or 14
rent com

Should any party
Area, it shall prompily give written not
name and address of the prospective purchaser (who
bf the offer. The other parties shall then have an optional prior 13
bn the same terms and conditions the interest whic other party proposes
ng parties shall share the purchased j in the proportions that the interest of each bea
ies. However, there sh o preferential right to purchase in those cases where any party wishes
Fisposc of i Tests by merger, reorganization, consolidation, or sale of all or substantially all of its assets 10 a subsidiar
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ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended 10 create, and shall not be construed to create, a relatonship of partnership or an association
for profit between or among the parties hereto. Notwithstanding any provision herein that the rights and liabilities hereunder are several
and not joint or collective, or that this agreement and operations hereunder shall not constituie 3 partnership, i, for federal income tax
purposes, this agreement and the operations hercunder are regarded as a partnership, each party hereby affected elecis 10 be excluded
from the application of all of the provisions of Subchapter **K*", Chapter 1, Subtile **A"", of the Internal Revenue Code of 1954, as per-
mitted and authorized by Section 761 of the Code and the regulations promulgated thereunder. Operator is avthorized and directed 1o ex-
ecute on behalfl of each panty hereby affected such evidence of this election zs may be required by the Scaretary of the Treasury of the
United States or the Federal Internal Revenue Service, including specifically, but not by way of limitation, all of the returns, statements,
and the dau required by Federal Regulations 1.761. Should there be any requirement that cach party hereby affeaied give further
evidence of this election, each such party shall execute such documents and furnish such ather cvidence as may be required by the
Fedceral Internal Revenue Scrvice or as may be necessary to evidence this election. No such party shall give any notices or take any other
action inconsistent with the election made hereby. If any present or future income tax laws ol the state of states in which the Convact
Arca is Jocated or any future income tax laws of the United Staies conuain provisions similar to those in Subchapter **K*°, Chapter 1,
Subtide **A"", of the Internal Revenve Code of 1954, under which an election similar 10 that provided by Section 761 of the Code is per-
mitted, each party hereby affecied shall make such election as may be permitted or required by such taws. In making the foregoing elec-
tion, each such panty staies that the income derived by such party from operations hereunder can be adequately detcmined vo':houl the

computation of partnership taxable income. [_ Sk
 re .
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ARTICLE X,
CLAIMS AND LAWSUITS

Opcerator may settle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure
does not exceed Ten thousand _Dollars
(s__10,000.00 ) and if the payment is in complete settlement of such claim or suit. If the amount required for settlement ex-
ceeds the above amount, the parties hereto shall assume and take over the further handling of the claim or suit, unless such authority is
delegated b Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint ex-
pense of the parties participating in the operation from which the claim or suit arises. If a claim is made against any party or if any party is
sued on account of any matter arising from operations hereunder over which such individual has no control because of the righis given
Operator by this agreement, such party shall immediately notify all other parties, and the claim or suit shall be treated as any other claim

or suit involving operatons hereunder.

ARTICLE XI.
FORCE MAJEURE

If any party is rendered unable, whaolly or in part, by force majeure to carry out its obligations under this agreement, other than
the obligation to make money payments, that party shall give to all other parties prompt written notice of the force majeure with
reasonably full particulars concerning it; thereupon, the obligations of the party giving the notice, so far as they are affected by the force
majevre, shall be suspended during, but no longer than, the continuance of the force majeure. The aflecied party shall use all reasonable

diligence 10 remove the force majeure situation as quickly as practicable.

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

within the discretion of the party concerned.

The term “*force majeure’’, as here employed, shall mean an act of God, strike. Tockout, or other industrial disturbance, act of
the public enemy, war, blockade, public riot, lightning, fire, storm, flood, explosion, governmental action, governmental delay, restraint
or inaction, unavailability of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which is

not reasonably within the control of the party claiming suspension.

ARTICLE XII.
NOTICES

AL notices authorized or required between the parties and required by any of the provisions of this agreement, unless otherwise
specifically provided, shall be given in writing by mail or telegram, postage or charges prepaid, or by telex or telecopier and addressed to
the parties 10 whom the notice is given at the addresses listed on Exhibit **A”’. The originating notice given under any provision hereof
shall be deemed given only when received by the party to whom such notice is directed, and the time for such party to give any notice in
response thereto shall run from the date the originating notice is received. The second or any responsive notice shall be deemed given
when depo:ited in the mail or with the telegraph company, with postage or charges prepaid, or sent by telex or telecopier. Each party
shall have the right to change its address at any time, and from time to time, by giving written notice thereof to all other parties.

ARTICLE XI1.
TERM OF AGREEMENT

This agreement shall remain in full force and effect as to the oil and gas leases and/or oil and gas interests subject hereto for the
period of time selected below; provided, however, no party hereto shall ever be construed as having any right, title or interest in or to any

lease or oil and gas interest contributed by any other party beyond the term of this agreement.

&) Option No. 2: In the event the well described in Article VLA, or any subsequent well drilled under any provision of this
agreement, results in produciion of oil andlor gas in paying quantities, this agreement shall continue in force so long as any such well or
wells produce, or are capable of production, and for an additional period of __90_____ days from cessation of all produntion; provided,
however, il, prior to the expiration of such additional period. one or more of the parties hereio are engaged in drilling. seworking, decpen-
ing. plugging back, testing or anempting 10 complete a well or wells hercunder, this agrecment shall continue in force until such opera-
tions have been completed and if production results therefrom, this agrecment shall continue in force as provided herein. In the event the
well dexcribed in Article VA, or any substquent well drilled hereunder, results in a dry hole. and no other well is producing. of capable

of producing oil andlos gas from the Contract Area, this agreement shall terminate unless drilling, dovpening, plugging back or sework-

ing optrations are commenced within davs from the date of abandonment of said well.

1t is agreed. however, that the sermination of this agreement shall not relieve any party heeio from any habily which has

accrued or antached prior to the daie of such termination.




O O VAD W RN

~ & [+ ] [+ [« B - 0 -]
O\’Jgﬂgui - NI A VIV IRY | S b b oD oS B A b A
R R R - L R R R R R R R N

..A.AP.L FORM 610 - MOT . FORM Ol’l;RATlNG AGRLEEMENT  sos

ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGUI.ATIONS

A. Laws, Regulations and Orders:

This agreement shall be subject 1o the conservation laws of the state in which the Contract Area is located, to the valid rules,
regulations, and orders of any duly constituted regulatory body of said state; and to all other applicable federal, state, and local laws, or-

dinances, rules, regulations, and orders.

B. Governing Law:

This agreement and all matters pertaining hereto, including, but not limited to. matters of performance, non-performance, breach,
remedies, procedures, rights, duties and interpretation or construction, shall be governed and determined by the law of the state in which
the Contract Area is Jocated. If the Contract Area is in two or more states. the law of the state of New Mexico

shall govern.

C. Regulatory Agencies:

Nothing herein contained shall grant, or be construed 10 grant, Operator the right or authority to waive or release any rights,
privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or orders promulgated
under such laws in reference to oil, gas and mineral operations, including the location, operation, or production of wells, on tracts offset-

ting or adjacent to the Conuract Area.

With respect to operations hereunder, Non-Operators agree to release Operator from any and all Josses, damages, injuries, claims
and causes of action arising out of, incident 1o or resulting directly or indirectly from Operator’s interpretation or application of rules,
rulings, regulations or orders of the Department of Energy or predecessor or successor agencies to the exient such interpretation or ap-
plication was made in good faith. Each Non-Operator further agrees to reimburse Operator for any amounts applicable to such Non-
Operator's share of production that Operator may be required to refund, rebate or pay as a result of such an incorrect interpretation or
application, together with interest and penalties thereon owing by Operator as a result of such incorrect interpretation or application.

Non-Operators authorize Operator to prepare and submit such documents as may be required to be submitted to the purchaser
of any crude oil sold hereunder or to any other person or entity pursuant to the reguirements of the **Crude O Windfall Profit Tax Act
of 1980"*, as same may be amended from time to time (‘‘Act”*), and any valid regulations or rules which may be issued by the Treasury
Department from time to time pursuant to said Act. Each party hereto agrees to furnish any and all certifications or other information
which is required to be furnished by said Act in a timely manner and in sufficient detail to permit compliance with said Act.

ARTICLE XV.
OTHER PROVISIONS

A. Creation of Subsequent Interest
Notwithstanding the provisions of Article VIII. D. hereof, the parties hereto

agree that if any party shall hereafter create any Overriding Royalty,
Production Payment, or other burden against its working interest production
and if any party or parties shall conduct non-consent operations pursuant
to any provision of this agreement, and, as a result, become entitled to
receive the working interest production otherwise belonging to the
non-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 burdens against such production which may
have been created subsequent to this agreement. In this regard, any such
interest which may have been created subsequent to this agreement shall
ipso facto terminate and vest in the consenting parties.

B. Hearings Before Regulatory Agencies
All costs and expenses incurred in connection with the employment of counsel

and/or technical experts for the purpose of preparing for and conducting any
hearing before any State Regulatory Agency are hereby authorized and shall
be charged to the joint account as an item of operating expense. In the
case of a Forced Pooling action, such costs and expenses shall be born-end
paid by the party or parties who have previously agreed to share same or
whose interest is increased as a result of such action. Such costs and
expenses shall be born on the basis of the relative participation of such

parties as set forth on Exhibit "A". ‘

C. Natural Gas Price Rules 1/5 e

1. Operator shall file all Applications for Determination of Price'Cafegory ,
required by the Natural Gas Policy Act (NGPA), Operator shalllgivg/hotice
of the filing of such Applications to all Non-Operators. If for any
reason the Application for Determination of Price Category filed by the

Operator is unsatisfactory to a Non-Operator, then such Non- Operatbr shall

214 -



notify Operator of his dissatisfaction and the reasons therefore.

If Operator and the dissatisfied Non-Operator are unable to reach an
agreement as to the disputed Application for Determination of Price
Category, then, if allowed by the appropriate jurisdictional agency
such Non-Operator may file a separate application for Determination of
Price Category. The Non-Operator shall mail a copy of this application
to Operator and to all Non-Operators in the Contract Area.

Operator is hereby authorized to make any and all filings under the NGPA
which can be made on behalf of the Non-Operators under the NGPA and the
regulations promulgated thereunder. Said filings shall include, but

not be limited to, "interim collection' filings under Part 273 of the
regulations implementing the NGPA.

Operator is authorized to employ counsel and technical experts which, in
the Operator's discretion, are reasonably necessary for the preparation
of any and all NGPA filings. All costs incurred in the employment of
such counsel and technical experts shall be deemed a cost and expense
incurred in the operation of the Contract Area and shall be charged to
the joint account as an item of operating expense.

~15~
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ARTICLE XVI,
MISCELLANEOUS

This agreement shall be binding upon and shall inure to the benefit of the parties hereto and 10 their respective heirs, devisecs,
legal sepresentatives, successors and assigns.

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

-~

day of March 19__85

IN WITNESS WHEREOF, this agreement shall be effective zs of __2__72_‘___

OPERATOR

IO P

Dof/le Hartman

NON-OPERATORS

Robert C. Scott

Ariene S. Anthony

Marilyn Tarlton, Trustee

-16-



)

EXHIBIT "A"

Attached to and made a part of the Operating
Apreement dated March 27. 1985
and covering NW/4 _Section 8

T-24-S, R-37-E
County, New Mexico between DOYLE HARTMAN as
Operator and Robert C. Scott, et al

as Non-Operators.

1. a) Lland Subject to Agreemént

NW/4 Section 8, T-24-5, R-37-E

b) Depth Limitations

From the surface to the base of the Jalmat (Gas)

formation.

c¢) Drilling (Proration) Unit for Initial Test

NW/4 Section 8, T-24-S, R-37-E

I1. Percentapes of Intersts and Addresses of Parties

Doyle Hartman 58.333334

Robert C. Scott 8.333333
2826 East Oakland Park Blvd.
Ft. Lauderdale, Florida 33306

Arlene S. Anthony 8.333333
721 Chatham Road
Olenville, Illinois 60025

Marilyn A. Tarlton, Trustee 25.000000
Surviving Trustors Trust
of the Lortscher Family Trust
14 Middlesbury Lane.
Los Altos, California 94022
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EXHIBIT e

March 27, 1985 and covering the
NW/4 Section 8, T-24-S, R-37-E

Attached to and made a part of .the Operating Agreement dated

ACCOUNTING PROCEDURE ~-.
JOINT OPERATIONS

I. GENERAL PROVISIONS

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

Procedure is attached.
“Joint Operations” shall mean all operations necessary or proper for the development, operation, protection and

maintenance of the Joint Property.
“Joint Account” shall mean the account showing the charges paid and credits received in the conduct of the Joint

Operations and which are to be shared by the Parties.
“Operator” shall mean the party designated to conduct the Joint Operations.
“Non-Operators” shall mean the parties to this agreement other than the Operator.

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

ing capacity. .
“Technical Employees” shall mean those employees having special and specific engineering, geological or other
professional skills, and whose primary funclion in Joint Operations is the handling of specific operating condi-

tions and problems for the benefit of the Joint Property.
“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator’s employees.

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

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

2. Statement and Billings
Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of the
Joint Account for the preceding month. Such bills will be accompanied by statements which identify the author-
ity for expenditure, lease or facility, and all charges and credits, summarized by appropriate classifications of in-
vestment and expense except that items of Controllable Material and unusual charges and credits shall be sep-

arately identified and fully described in detail.

3. Advances and Paymenis by Non-Operators
Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their
share of estimated cash outlay for the succeeding month's operation. Operator shall adjust each monthly billing
to reflect advances received from the Non-Operators. prime rate plus 1.25%

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 bear interest monthly at the rate of &k “+9 per
annum or the maximum contract rate permitted by the applicable usury laws in the state in which the Joint

Properiy is localed, whichever is the lesser, plus attorney's fees, court costs, and other costs in connection with

the collection of unpaid amounts.

4. Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator to prolest or guestion the correct-
ness thereof; provided, however, all bills and statements rendered 1o Non-Operalors by Operator during any
calendar year shall conclusively be presumed to be true and correct after twenty-four (24) months following
the end of any such calendar year, unless within the said twenty-four (24) month period a Non-Operator takes
writlen exception thereto and makes claim on Operator for adjustment. No adjustment favorable 1o Operator shall
be made unless it is made within the same prescribed period. The provisions of this paragraph shall not prevent
adjustments resulting from a physical inventory of Controllable Material as provided for in Section V.

5. Audits
A. Non-Operator, upon notice in writing to Operator and all other Non-'Opcralors, shall have the right to audit Ope-

rator's accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month
period following the end of such calendar year; provided, however, the making of an audit shall not extend the
time for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this
Scction 1. Where there are two or more Non-Opcerators, the Non-Operators shall make every reasonable effort to
conduct joint or simultancous audits in a manner which will resull in a minimum of inconvenience to the Opera-
tor. Operator shall bear no portion of the Non-Operators’ audit cost incurred under this paragraph unless agreed

to by the Operator.

§. Approval by Non-Opcratlors .
Where an approval or other agreement of the Parties or Non-Operators is cx'press)y required under other sec-
tions of this Accounting Procedure and if the agrecement to which this Accounting Procedure js atlached contains
no contrary provisions in regard thereto, Operator shall notify all Non-Opcrators of the Opcra(or's proposal, and
the agreement or approval of a majority in interest of the Non-Operators shall be controlling on all Non-Opera-

tors.

_
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II. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1,

Rentals and Royallies
Lease rentals and royalties paid by Operator for the Joint Operations,

Labor
A. (1) Salaries and wages of Operator's field employees directly employed on the Joint Property in the conduc!

of Joint Operations.
\-

(2) Salaries of First Level Supervisors in the field.
{3) Salaries and wages of Technical Employees directly employed on the Joint Property if such charges are

excluded from the QOverhead rates.

B. Operator’s cost of haliday, vacation, sickness and disability benefits and other customary allowances paid tc
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Seclion
II. Such costs under this Paragraph 2B may be charged on a “when and as paid basis” or by “percentage as-
sessment” on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this
Section II. If percentage assessment is used, the rate shall be based on the Operator’s cost experience.

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

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

Paragraph 2A of this Section Il

Employee Benefits
Operator's current costs of established plans for employees’ group life insurance, hospitalization, pension, re-
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labor

cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section II shall be Operator’s actual
e twenty-six percent (26%) or percent most recently |

cost not to exceed £ 3
ccountant Society of Borth America.

SHentypercont-{2002).
recoxmixended by the Council of Petroleum A
Materia ’

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

plus stocks shall be avoided.

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

tions:

A. If Material is moved to the Joint Property from the Operator’s warehouse or other properties, no charge shall
- be made to the Joint Account for a distance greater than the distance from the nearest reliable supply store,

recognized barge terminal, or railway receiving point whgre like material is normally available, unless agreed

to by the Parties., except as sgecifically authorized by Article XV A.1l. of the Operating

B. I}FESA%IJSE zﬁoeri‘gpxlf pnovlécjl’ %o%peirg}cﬁ"&&a?&to%gpeoq'olher storage point, no charge shall be made to the
Joint Account for a distance greater than the distance to the nearest reliable supply store, recognized barge
terminal, or railway receiving point unless agreed to by the Parties. No charge shall be made to the Joint Ac-
count for moving Material to other properties belonging to Operator, unless agreed 1o by the Parties.

C. In the application of Subparagraphs A and B above, there shall be no equalization of actual gross trucking cost

of $200 or less excluding accessorial charges.

Services

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

the Parties.

Equipment and Facilities Furnished by Operator

A. Operator shall charge the Joint Account for use of Operator owned eguipment and facilities at rates com-
mensurate with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other
operating expense, insurance, laxes, depreciation, and interest on investment not to exceed eight per cent (8%)
per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediatle area

of the Joint Property.
In iieu of charges in Paragraph 7A above, Operator may elect lo use average commercial rates prevailing in
the immediate area of the Joint Property less 20%.. For automolive equipment, Operator may elect to use rates

published by the Petroleum Motor Transport Association.

Damages and Losses to Joint Property

All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of dam-
ages or losses incurred by fire, flood, storm, theft, accident, or other cause, except those resulling from Operator’s
gross negligence or willful misconduct. Operalor shall furnish Non-Opcrator writlen notice of damages or losses

incurred as soon as practicable after a report thereof has been received by Operator.

Legal Expense
Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgments

and amounts paid for settlement of claims incurred in or resulling from operations under the agreement or
necessary to protect or recover the Joint Property, except that no charge for scrvices of Qpcralor's Jegal staff
or fces or expense of outside attorneys shall be made unless previously agreed to by the Parties. All other legal
expense is considered to be covered by the overhead provisions of Section 111 unless otherwise agreed to by the

Parties, except as provided in Scction I, Paragraph 3.

—_— 2
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J0. Taxes Em

J‘\ll taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the opera
tion thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of th

Parties.

11. Insurance
I‘.‘e‘ premiums paid for insurance required to be carried for the Joint Operations for the protection of the Par-
t)es.' In the event Joint Operations are conducted in a state in which Operator may act as self-insurer for Work-
men’s Compensation and/or Employers Liability under the respective state’s laws, Operator may, at its election
include the risk under its self-insurance program and in that event, Operator shall include a charge at Operator's

cost not to exceed manual rates.

12, Other Expendifures

Any otl:)er Fxpenditure not covered or dealt with in the foregoing provisions of this Section II, or in Section III,
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operations.

1III. OVERHEAD

1. Overhead - Drilling and Producing Operations
i A§ compensation for administrative, supervision, office services and warehousing costs, Operator shall.charge
drilling and producing operations on either:
(X ) Fixed Rate Basis, Paragraph 1A, or
( ) Percentage Basis, Paragraph 1B.
Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices.
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable
under Paragraph 2A, Section II. The cost and expense of services from outside sources in connection with
ma}ters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered
as included in the Overhead rates provided for in the above selected Paragraph of this Section III unless such
cost and expense are agreed to by the Parties as a direct charge te the Joint Account.
ii. The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant
services and contract services of technical personnel directly employed on the Joint Property shall ( ) shall

not ( X) be covered by the Overhead rates.

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

Drilling Well Rate $___5500.00
Producing Well Rate $___550.00

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

(a) Drilling Well Rate
[1] Charges for onshore drilling wells shall begin on the date the well is spudded and terminate on
the date the drilling or completion rig is released, whichever is later, excepl that no charge shall
be made during suspension of drilling operations for fifieen (15) or more ppnsecutive days.

[2] Charges for offshore drilling wells shall begin on the date when drilling or completion equipment
arrives on location and terminate on the date the drilling or completion equipment moves off loca~
tion or rig is released, whichever occurs {irst, except that no charge shall be made during suspen-
sion of drilling operations for fifteen (15) or more consecutive days

[3] Charges for wells undergoing any type of workover or recompletion for a period of five (5) con-
secutive days or more shall be made at the drilling well rate. Such charges shall be applied for
the period from date workover operations, with rig, commence through date of rig release, except
that no charge shall be made during sus;zensign of operations for {ifteen (15) or more consecutive

days.

{b) Producing Well Rates .
{1] An active well either produced or injected into for any portion of the month shall be considered
as a one-well charge for the entire month.
[2] Each active completion in a multi-completed well in which production is not commingled down
hole shall be considered as a one-well charge providing each completion is considered a separate

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

manent sales outlet.
[4] A one-well charge may be made for the month in which plugging and abandonment operations

are completed on any well.
[5) All other inactive wells (including but not limited lo inactive wells covered by unit allowable,
lease allowable, transferred allowable, etc.} shall not qualify for an overhead charge.

(3) The well rates shall be adjusted as of the first day of April each year following the effeclive date of the
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by multi-
plying the rate currently in use by the pecrcentage increase or decrcase in the average weekly carnings of
Crude Petroleum and Gas Production Workers for the last calendar ycar compared 1o the calendar ycar
preceding as shown by the index of average weekly carnings of Crude Petroleum and Gas Ficlds Produc-
tion Workers as published by the United States Department of Labor, Burcau of Labor Statistics, or the
cquivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be

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

—_—3—
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B. Overhead - Percentage Besis
(1) Operator shall charge the Joint Account at the following rates:

(a) Development .
—— _ Percent { %) of the cost of Development of the Joint Property exclusive of costs
provided under Paragraph 9 of Section II and all salvage credits.

(b) Operating )
. Percent ( 9) of the cost of Operating the Joint Property exclusive of costs provided
under Paragraphs 1 and 9 of Section II, all salvage credits, the value of injected substances purchased
for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the min-

eral interest in and to the Joint Property.
(2) Application of Overhead - Percentage Basis shall be as follows:
For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section 111, de-
velopment shall include 3]l costs in connection with drilling, redrilling, deepening or any remedial opera-
tions on any or all wells involving the use of drilling crew and equipment; also, preliminary expenditures
necessary in preparation for drilling and expenditures incurred in abandoning when the well is not com-
pleted as a producer, and original cost of construction or installation of fixed assets, the expansion of fixed
assels and any other project clearly discernible as a fixed asset, except Major Construction as defined in
Paragraph 2 of this Section III. All other costs shall be considered as Operating.

ompensate Operator for overhead costs incurred in the construction and installation of fixed assets
assets, and any other project clearly discernible as a fixed asset reqmred for th opment and
erty, Operator shall either negotiate a rate prior to the begm constiruction, or shall
ead based on the following rates for an r Construction project in excess

pansion
operation of the Joi
charge the Joint Account for
of § :

A. 9% of tolal costs if such costs are mor
B. % of total costs in.exces
% of total ¢ i excess of $1,000,000.

butlessthan$___  : plus
an $1,000,000; plus

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

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

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all ma-
terial movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; how-
ever, at Operator’s option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition
of idle and/or surplus Material, such disposal being made either through sale to Operator or Non-Operator, division in
kind, or sale to outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Opera-

Adors in surplus condition A or B Material.

The disposal of surplus Controllable Material not purchased by the Opera-

tor shall be agreed to by the Parties.

1.

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

Account when adjustment has been received by the Operator.

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

counts:

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

where such Material is normally available.
(2) Line Pipe

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

mally available.
(b) Movement of 30,000 pounds or more shall be priced under provisions of tubular goods pricing in Para-

graph 2A (1) of this Section IV.
(3) Other Material shall be priced at the current new price, in effect at date of movement, as listed by a rcliable
supply store or f.0.b. railway receiving point nearest the Joint Property where such Material is normally

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

(1) Material moved to the Joint Property
(a) At scventy-five percent (759¢) of current new price, as determined by Paragraph 2A of this Section IV:

{2) Material moved from the Joint Property
(a) Al seventy-five percent (75%:) of current new price, as detcrmined by Paragraph 2A of this Scction 1V,

if Material was originally chargcd to the Joint Account as new Material, or

—_ —
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(b) at sixty-five percent (65% ) of current new price, as determined by Parapraph 2A of this Sectior
1V, if Material was orviginally charged to the Joint Account as good used Material at seventy-five per.
cent (75%.) of current new price.

The cost of reconditioning, if any, shall be absorbed by the transferring property.
C. Other Used Material (Condition C and D)
(1) Condition C
Maferial which is not in sound and serviccable condition and not suitable for its original function untjl
after reconditioning shall be priced at fifty percent (50%7) of current new price as determined by Para-
. graph 2A of this Section IV. The cost of reconditioning shall be charged to the receiving property, pro-
vided Condition C value plus cost of reconditioning does not exceed Condition B value,

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

of Non-Operators.

D. Obsolete Material
Material which is serviceable and usable for its original function but condition and/or value of such Material
is not equivalent to that which would justify a price as provided above may be specially priced as agreed to by
the Parties. Such price should resuit in the Joint Account being charged with the value of the service ren-
dered by such Material.

E. Pricing Conditions
(1) Loading and unloading costs may be charged to the Joint Account at the rate of fiffeen cents (15¢) per
hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, when.
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section I

(2) Material involving erection costs shall be charged at applicable percenlage of the current knocked-down
price of new Material.

3. Premium Prices
Whenever Material is not readily obtainable at published or listed prices because of national emergencies, sirikes
or other unusual causes over which the Operator has no control. the Operator may charge the Joint Account for the
required Malerial at the Operator's actual cost incurred in providing such Material, in making it suitable for use,
and in moving it to the Joint Property: provided notice in writing is furnished to Non-Opgrators of the proposed
charge prior to billing Non-Opcrators for such Material. Each Non-Operator shall have the right, by so electing and
notifying Operator within ten days after receiving notice from Operator, to furnish in kind all or part of his share

of such Materijal suitable for use and acceptlable to Operator.

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

V. INVENTORIES

The Operator shall maintain detailed records of Controllable Maierial,

I. Periodic Inventories, Notice and Rcpresentation .
At rcasonable intervals, Inventories shall be taken by Operator of the Joint _Account Controllable Mglerial.
Written nolice of intention to take inventory shall be given by Operat.or at ]east-thxrty (30) fiays before any inven-
tory is to begin so that Non-Operators may be representied when any mven_tory is taken. Failure of Non-Operators
10 be represented at an inventory shall bind Non-Operalors to accept the inventory taken by Operator.

2. Reconciliation and Adjustment of Inventories
Reconciliation of a physical inventory with the Joint Account shall be made, ‘and a list qf overages and shortages
shal] be furnished 1o the Non-Operators within six months following the taking of the inventory. Inventory ad-
justments shall be made by Operator with the Joint Account for overages and shortages, but Operator shall be

held accountable only for shortages due 1o lack of reasonable diligence.

3. Spccial Inventories
Special Inventories may be taken whenever there is any sale or change of i_nierest in the Joint Prop‘crty. J1 shal)
be the duty of the party selling to notify all other Parties as quickly as possible after the transfer of interest takes
place. In such cases, both the seller and the purchaser shall be governed by such invenlory.

4. Expense of Conducting Periodic Inventories
The expense of conducting periodic Inventories shall not be charged to the Joint Account unless agrecd to by the

Parties.



EXHIBIT '"D"

Attached to and made a part of the
Operating Agreement dated
March 27, 1985 and covering

NW/4 Section 8, T-24-S, R-37-E
County, New Mexico between DOYLE HARTMAN

as QOperator and Robert C. Scott, et al

as Non—-QOperators

Operator, at all times while operations are conducted hereunder,
shall carry, and require its contractors to carry insurance to indemnify,
protect and hold the parties hereto harmless as follows:

1. Insurance which shall comply with the Workmen's Compensation,

Fmployers Liability and Occupational Disease laws of the State
in which operations hereunder are conducted;

2. Comprehensive general liability insurance with limits of not

less than:
A. Bodily Imnjury:
$500,000 per person and $500,000 for each occurrence
and,
B. Property Damage:
$250,000 for each occurrence and $500,000 in the
aggregate,
3. Automobile liability insurance with limits of not less than:
A. $250,000 ﬁer person and $500,000 per accident pertaining
to bodily injury to, or death of persons; and,
B. $100,000 per accident pertaining to loss of, or damage
to, property.
4. Commercial Umbrella Excess Liability: $15,000,000 per incident

and annual aggreate.

Upon successful completion of first well, all premiums paid on such
insurance shall be charged to the joint account. Except by mutual
consent of the parties, no other insurance shall be maintained for the
joint account, and all losses not covered by such insurance shall be
charged to the jolnt account, .

Operator shall not be liable to Non-Operator(s) for loss suffered
on account of the insufficiéncy of insurance carried, or of the insuror
with whom carried, nor shall Operator be liable to Non-Operator(s) for

any loss accruing by reason of Operator's inability to provide or maintain

the insurance above mentioned; provided, however, that if at any time

druing the life of this agreement Operator is unable to obtain or maintain

such insurance, Operator shall promptly notify Non-Operator(s) of such

fact.,



DOYLE HARTMAN

Oil Operator
800 N. MAIN
P.O. BOX 10426

MIDLAND, TEXAS 79702

(915) 684-4011

February 20, 1985

Ms. Arlene S. Anthony
721 Chatham Road
Olenville, Illinois 60025

Re: E. E. Jack lease
Jalmat (Gas) Pool
NW/4 Section 8
T-24-S, R-37-E
Iea County, New Mexico
(160 acres)

Dear Ms. Anthony:

As you are aware, I have recently purchased Sun Oil Campany's interest
as to the Jalmat gas interval only in the above-noted lease, and I am
now operator of the E. E. Jack No. 1 Jalmat gas well located thereon.

I would like to make an offer to purchase the interests of all of the
non-operating participants in the E. E. Jack lease on the basis of
$192,000.00 for the purchase of 100% interest in the above noted well
and lease, limited fram surface to 3,370 feet below the surface as found
in the E. E. Jack No. 1 (which is the base of the Jalmat [gas]

interval).

As to your 8.333% interest in the E. E. Jack lease, my offer equates to
$16,000.00 net to you (ie, 8.333% x $192,000.00= $16,000.00). Rights
conveyed shall be fram the surface to 3,370 feet and shall exclude and
reserve to you all rights below 3,370 feet which clearly reserves to you
your interest in the Myers-Langlie Mattix waterflood and would convey
only the present gas production fram the E. E. Jack No. 1 located on

this lease.

The purchase of the non-operating participants' interests has the
advantage to me of making it easier and more efficient to operate the E.
E. Jack lease. My proposed offer to you would also appear to be to your
advantage for a number of reasons. First, under the proposed Tax
Simplification Act, it will no longer be nearly as advantageous for you
to own oil and gas interests (depletion to be cancelled, investment
credit to be cancelled, and intangible drilling costs to be depreciated
over a number of years rather than expensed in the year incurred as is
presently the case). Secondly, under the present tax laws you can still
qualify for capital gains as to my above-noted purchase offer resulting
in you paying an effective tax rate of only 20% on my proposed net
purchase price (ie 20% x $16,000.00= $3,200.00). Under the recently
proposed Tax Simplification Act, capital gains will most likely be
abolished and you will instead be required to pay a higher flat tax rate



Ms, Arlene S. A -ony !
February 20, 198!
Page 2

of 35% (ie, 35% x $16,000.00= $5,600.00). As you can see, a sale of your
interest in 1985 would amount to a 15% increase in net monies to you.

In summary, my proposed sale has the advantage to me as operator of
simplifying my operations as to this lease and has the advantage to you
of providing what I believe is a top—dollar offer along with the
above-noted favorable tax consequences. You can check your incame over
the past several years to confirm my statement that you will be
receiving a top-dollar price. As to the above-mentioned favorable tax

consequences, I urge you to check with your lawyer or tax accountant
before reaching a decision.

It should also be noted that this entire transaction, including
obtaining title approval, will be at my sole expense. Thank you for
your consideration and please call me collect, should you have any
questions.

Very truly yours,
: Doylé‘ Hartman

DH/mh
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DOYLE HARTMAN
| Gil Opcerator
500 N. MAIN
P.O. BOX 10426

MIDLAND, TEXAS 78702

(815) 684-4011

February 20, 1985

Mr. Robert C. Scott
2826 East Oakland Park Blvd.
Ft. lLauderdale, Florida 33306

Re: E. E. Jack lease
Jalmat (Gas) Pool
NW/4 Section 8
T-24~-S, R-37-E
Ilea County, New Mexico
(160 acres)

Dear Mr. Scott:

As you are aware, I have recently purchased Sun Oil Campany's interest
as to the Jalmat gas interval only in the above-noted lease, and I am
now operator of the E. E. Jack No. 1 Jalmat gas well located thereon.

I would like to make an offer to purchase the interests of all of the
non-operating participants in the E. E. Jack lease on the basis of
$192,000.00 for the purchase of 100% interest in the above noted well
and lease, limited from surface to 3,370 feet below the surface as found
in the E. E. Jack No. 1 (which is the base of the Jalmat [gas]

interval).

As to your 8.333% interest in the E. E. Jack lease, my offer equates to
$16,000.00 net to you (ie, 8.333% x $192,000.00= $16,000.00). Rights
conveyed shall be fram the surface to 3,370 feet and shall exclude and
reserve to you all rights below 3,370 feet which clearly reserves to you
your interest in the Myers-lLanglie Mattix waterflood and would convey
only the present. gas production from the E. E. Jack No. 1 located on

this lease.

The purchase of the non-operating participants' interests has the
advantage to me of making it easier and more efficient to operate the E.
E. Jack lease. My proposed offer to you would also appear to be to your
advantage for a number of reasons. First, under the proposed Tax
Simplification Act, it will no longer be nearly as advantageous for you
to own oil and gas interests (depletion to be cancelled, investment
credit to be cancelled, and intangible drilling costs to be depreciated
over a number of years rather than expensed in the year incurred as is
presently the case). Secondly, under the present tax laws you can still
qualify for capital gains as to my above-noted purchase offer resulting
in you paying an effective tax rate of only 20% on my proposed net
purchase price (ie 20% x $16,000.00= $3,200.00). Under the recently
proposed Tax Simplification Act, capital gains will most likely be
abolished and you will instead be required to pay a higher flat tax rate



Mr, Robert C. § 't {
February 20, 198
Page 2

of 35% (ie, 35% x $16,000.00= $5,600.00). As you can see, a sale of your
interest in 1985 would amount to a 15% increase in net monies to you.

In summary, my proposed sale has the advantage to me as operator of
simplifying my operations as to this lease and has the advantage to you
of providing what I believe is a top—dollar offer along with the
above-noted favorable tax consequences. You can check your incame over
the past several years to confirm my statement that you will be
receiving a top-dollar price. As to the above-mentioned favorable tax
consequences, I urge you to check with your lawyer or tax accountant
before reaching a decision.

It should also be noted that this entire transaction, including
obtaining title approval, will be at my sole expense. Thank you for
your consideration and please call me collect, should you have any
questions.,

Very truly yours,

Bmogal.ﬂag;:):__.

DH/mh
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DOYLE HARTMAN
Qil Operator
500 N. MAIN

P.O. BOX 10426
MIDLAND, TEXAS 78702

(915) 684-4011

February 20, 1985

Mr F. D. lortscher
1304 Rossmoore Tower 1
Laguna Hills, Czlifornia 92653

Re: E, E. Jack lease
Jalmat (Gas) Pool
NwW/4 Section 8
T-24-S, R-37-E
Iea County, New Mexico
(160 acres)

Dear Mr, lortscher:

As you are aware, I have recently purchased Sun 0il Conpany's interest
as to the Jalmat gas interval only in the above-noted lease, and I am
now operator of the E. E. Jack No. 1 Jalmat gas well located thereon.

I would like to make an offer to purchase the interests of all of the
non-operating participants in the E. E. Jack lease on the basis of
$192,000.00 for the purchase of 100% interest in the above noted well
and lease, limited from surface to 3,370 feet below the surface as found
in the E., E. Jack No. 1 (which is the base of the Jalmat [gas]

interval).

As to your 25.000% interest in the E. E. Jack lease, my offer equates to
$48,000.00 net to you (ie, 25.000% x $192,000.00= $48,000.00). Rights
conveyed shall be from the surface to 3,370 feet and shall exclude and
reserve to you all rights below 3,370 feet which clearly reserves to you
your interest in the Myers-Langlie Mattix waterflood and would convey
only the present gas production from the E. E., Jack No. 1 located on

this lease.

The purchase of the non-~operating participants’® interests has the
advantage to me of making it easier and more efficient to operate the E.
E. Jack lease. My proposed offer to you would also appear to be to your
advantage for a number of reasons. First, under the proposed Tax
Simplification Act, it will no longer be nearly as advantageous for you
to own oil and gas interests (depletion to be cancelled, investment
credit to be cancelled, and intangible drilling costs to be depreciated
over a number of years rather than expensed in the year incurred as is
presently the case). Secondly, under the present tax laws you can still
qualify for capital gains as to my above-noted purchase offer resulting
in you paying an effective tax rate of only 20% on my proposed net
purchase price (ie 20% x $48,000.00= $9,600.00). Under the recently
proposed Tax Simplification Act, capital gains will most likely be
abolished and you will instead be required to pay a higher flat tax rate
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of 35% (ie, 35% x $48,000.00= $16,800.00). As you can see, a sale of
your interest in 1985 would amount to a 15% increase in net monies to

you.

In summary, my proposed sale has the advantage to me as operator of
simplifying my operations as to this lease and has the advantage to you
of providing what I believe is a top-dollar offer along with the
above-noted favorable tax consequences. You can check your incame over
the past several years to confirm my statement that you will be
receiving a top—dollar price. As to the above-mentioned favorable tax
consequences, I urge you to check with your lawyer or tax accountant
before reaching a decision.

It should also be noted that this entire transaction, including
obtaining title approval, will be at my sole expense. Thank you for
your consideration and please call me collect, should you have any
questions.

Very truly yours,
Doyl® Hartman

DH/mh
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