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GAS PRODUCTION HISTORY 

Date 12-28-79 Page 1 of _2_ 

Operator: 

Well: _ 

Location:. 

Pool: 

Spud Date: 

C i t i e s Serv ice O i l Co. (Mob i l ) 

Dabbs No.l (LMQU No. 31) 

H-73-P5-37 

Langlie Mattix 

BEFORE EXAMINFR QUINTANA 
OIL CONSERVATION n i V I S I O N 

XHIBIT NO. 

CASE NO. ftfekfr, 

.Original Completion Date: 

Completion Interval (Gas): 

Completion Date (Gas): 

Remarks: Las t P roduc t ion Q-fiQ 

First Production (Gas): 

Converted to water i n j e c t i o n i n Mobil LMQU 

Year 

No. 
of 

Mos. 

Annual Gas 
Production 

(MCF) 

Avg. Gas 
Rate 

( MCF/MO.) 

Cum. Gas 
Production 
(MMCF) 

Annual 
SIP 

(psia) P/Z 
1969 9 1012? n?R fi?7n i 1?fi ? •nn 
1968 11 14674 1334 6360.0 N/A N/A 
1967 12 19765 1647 6345.3 125.2 130 

1966 12 16720 1393 6325.5 85.2 90 
1965 12 12927 1077 6308.8 144.2 150 

1964 10 3244 324 6295.9 115.2 120 

1963 12 15892 1324 6292.7 135.2 140 
1962 12 25167 2097 6276.8 149.0 160 

1961 6 4885 814 6251.6 224.2 235 
1960 2 3704 1852 6246.7 222.2 235 

1959 11 37241 3386 6243.0 274.2 295 

1958 12 69225 5769 6205.8 327.0 350 
1957 12 82385 6865 6136.5 300.0 317 

1956 12 87352 7279 6054.2 N/A N/A 

1955 12 150152 12513 5966.8 N/A N/A 

1954 12 112344 9362 5861.7 377.0 405 

1953 12 142661 11888 5749.3 ' 420.0 460 
1952 12 175433 14619 5606.6 443.0 480 

1951 12 148126 12344 5431.2 459.0 500 

1950 12 66894 5575 5364.3 489.0 535 

Jan. 

Feb. 

19 68 Detail Summary 

1413 
1308 

1370 

1306 
March _ 

April 

May 1378 

June 1371 

July . 

Aug. 

Sept. 

Oct. 

Nov. 

Dec. 

1393 
1412 

1235 

1298 

1190 

Jan. 

Feb. 

March 

April _ 

May _ 

June _ 

1178 
1071 

1124 

1150 

1213 
1205 

1075 

19 69 Detail Summary 

July 1182 

Aug. _ 

Sep). _ 

Oct. _ 

Nov. _ 

Dec. 

.324 

Production (Y-T-D) 

Days or Months (Y-T-D) 

10122MCF 
9 Mo. 

Avg. Rate (Y-T-D). 1125 MCF/Mo. 



GAS PRODUCTION HISTORY 

D a t R 12-28-79 Page_2 of 2 

Operator: 

Well: _ 

Cities Service Oil Co. 
Dabbs No. 1 

Location: D-23-25-37 

Pool: •lalmaf. (Rag) 

Spud Date: 

Completion Interval (Gas): 

Completion Date (Gas): 

Remarks: 

.Original Completion Date: 

First Production (Gas): 

Year 

No. 
of 

Mos. 

Annual Gas 
Production 

(MCF) 

Avg. Gas 
Rate 

(MCF/MO. ) 

Cum. Gas 
Production 
(MMCF) 

Annual 
SIP 

(psia) P/7 

1949 12 145646 12137 5218.7 528.0 590 

1948 11 583127 53012 4635.5 N/A N/A 

1947 12 134079 11173 4501.5 N/A N/A 

1946 12 196726 16394 4304.7 N/A N/A 

1945 12 526035 43836 3778.7 N/A N/A 

1944 11 449423 40857 3329J3 N/A N/A 

19 Detail Summary 19 Detail Summary 

Jan. July Jan. July 

Feb. Aug. Feb. Aug. 

March Sept. March Sept. 

April Oct. April : Oct. 

May Nov. May Nov. 

June Dec. June Dec. 

Production (Y-T-D) _ 

Days or Months (Y-T-D) 

Avg. Rate (Y-T-D) 
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GAS PRODUCTION HISTORY 

Date 1-7-80 Page 1 of 1 

Operator: 

Well: _ 

Mobi l ( C i t i e s Serv ice O i l Co.) 

LMQU No. 35 (Dabbs No. 2) 

Location: E-23-25-37 

Pool: Lang l ie M a t t i x 

Spud Date:. .Original Completion Date: 

Completion Interval (Gas): 

Completion Date (Gas): 

Remarks: 

First Production (Gas):. 

No gas p roduc t i on a v a i l a b l e p r i o r to 1-1-59. 

C u m u l a t i v e t o t a l f rom 1-1-59 t o 10-1-69. 

Converted to water i n . i e c t o r . 

Year 

No. 
of 

Mos. 

Annual Gas 
Production 

(MCF) 

Avg. Gas 
Rate 

( MCF/mo.) 

Cum. Gas 
* Production 

(MMCF) 
*Cum.0i1 

(MBO) 
Annual Oil 

(BBL) 

Avg.Oil 
Rate 

(BBL/mo.) 

1969 9 2041 277 1613.4 3.8 13 7 

1968 12 39323 3277 1611.3 3.8 96 16 

1967 12 88857 7405 1572.0 3.7 217 20 

1966 12 96676 8056 1483.1 3.5 178 22 

1965 12 106220 885? 1386.5 3.3 196 25 

1964 12 132654 11055 1280.2 3.1 305 31 

1963 12 151337 12611 1147.6 2.8 346 32 

1962 12 175984 14665 996.3 2.5 510 43 

1961 12 237422 19785 820.3 2.0 602 50 

1960 12 299028 24919 582.9 1.4 551 46 

1959 12 283822 23652 283.8 .8 810 68 

19 68 Detail Summary 

Jan. 6270 July 2597 

Feb. 5398 Aug. 1139 

March 5762 Sept. 930 

April 6293 Oct. 149 

May r-,?a^ Nov. 57 

June 438f> Dec. 9 

Production (Y-T-D) 2041 MCF 

Days or Months (Y-T-D) 9 mos. 

19 69 Detail Summary 

Jan. 1247 July 60 

Feb. 118 Aug. 175 

March 97 Sept L _ 

April 133 Oct. 0 

May 101 Nov. 0 

June 109 Dec. 0 

Avg. Rate (Y-T-D) 227 MCF/mo. 

E-23-25-37 



Ga* Production - MCF/month 

t r m t r i r i 
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CAMPBELL 8 BLACK, P.A. 
L A W Y E R S 

J A C K M . C A M P B E L L 

B R U C E D . B L A C K 

M I C H A E L B . C A M P B E L L 

W I L L I A M F. C A R R 

B R A D F O R D C . B E R G E 

J . S C O T T H A L L 

P E T E R N . I V E S 

L O U R D E S A . M A R T I N E Z 

J E F F E R S O N P L A C E 

S U I T E i - n o N O R T H G U A D A L U P E 

P O S T O F F I C E B O X 2 2 0 S 

SANTA FE. NEW MEXICO 87501 

T E L E P H O N E : ( S 0 5 I 9 B 8 - 4 4 2 I 

T E L E C O P I E R : i S O S ! S 8 3 - 6 0 4 3 

July 22, 1985 

CERTIFIED MAIL 
RETURN RECEIPT REQUESTED 

Mr. R. Howard Olson 
Post O f f i c e Box 32279 
Phoenix, Arizona 85018 

BEFORE EXAMINER QUINTANA 
OIL CONSERVATION DIVISION 

otorMfl^ EXHIBIT NO. J * 

CASE NO. fitofrfe 

Re: Case 866 8: Application of Doyle Hartman f o r 
Compulsory Pooling, Lea County, New Mexico. 

Dear Mr. Olson: 

Enclosed i s a copy of the docket f o r the O i l Conservation 
D i v i s i o n Examiner hearings scheduled f o r Wednesday, July 31, 
19 85. You have an i n t e r e s t which may be affected by the 
above-referenced case. 

t r u l y your;s, 

William F. Carr 
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A.A.P.L. FORM.610-1982 

MODEL FORM OPERATING AGREEMENT 
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1 OPERATING AGREEMENT 
2 

3 THIS AGREEMENT, entered into by and t y . ^ n D o y l e H a r t m a n 

A , hereinafter designated and 

5 referred to as "Operator", and the signatory party or parties other than Operator, sometimes hereinafter referred to individually herein 

6 as "Non-Operator", and collectively as "Non-Operators". 

7 
8 WITNESSETH: 

_ 9 
10 WHEREAS, the parties to this agreement are owners of oil and gas leases and/or oil and gas interests in the land identified in 

11 Exhibit " A " , and the parties hereto have reached an agreement to explore and develop these leases and/or oil and gas interests for the 

12 produaion of oil and gas to the extent and as hereinafter provided, 

13 

14 NOW, THEREFORE, it is agreed as follows: 

15 
16 ARTICLE I . 

17 DEFINITIONS 
18 

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

20 A. The term "o i l and gas" shall mean oil, gas, casinghead gas, gas condensate, and all other liquid or gaseous hydrocarbons 

21 and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is specifically slated. 

22 B. The terms "o i l and gas lease", "lease" and "leasehold" shall mean the oil and gas leases covering tracts of land 

23 lying within the Contract Area which are owned by the parlies to this agreement. 

24 C. The term "o i l and gas interests" shall mean unleased fee and mineral interests in tracts of land lying within the 

25 Contract Area which are owned by parties to this agreement. 

26 D. The term "Contract Area" shaD mean all of the lands, oil and gas leasehold interests and oil and gas interests intended to be 

27 developed and operated for oil and gas purposes under this agreement. Such lands, oil and gas leasehold interests and oil and gas interests 

28 are described in Exhibit " A " . 

29 E. The term "drilling unit" shall mean the area fixed for the drilling of one well by order or rule of any stale or 

30 federal body having authority. If a drilling unit is not fixed by any such rule or order, a drilling unit shall be the drilling unit as esiablish-

31 ed by the pattern of drilling in the Contract Area or as fixed by express agreement of the Drilling Parties. 

32 F. The term "drillsite" shall mean the oil and gas lease or interest on which a proposed well is to be located. 

33 G. The terms "Drill ing Party" and "Consenting Party" shall mean a-party who agrees to join in and pay its share of the cost of 

34 any operation conducted under the provisions of this agreement. 

35 H. The terms "Non-Drilling Party" and "Non-Consenting Party" shall mean a pany who elects not to participate 

36 in a proposed operation. — 

37 

38 Unless the context otherwise clearly indicates, words used in the singular include the plural, the plural includes the 

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

40 

43 ARTICLE I I . 

42 EXHIBITS 

43 

44 The following exhibits, as indicated below and attached hereto, are incorporated in and made a pan hereof: 

45 E A. Exhibit " A " , shall include the following information: 

46 (1) Identification of lands subject to this agreemeni, 

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

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

49 (4) Oil and gas leases and/or oil and gas interests subject to this agreement, 

50 (5) Addresses of parlies for notice purposes. 

51 S B. Exhibit " B " , Form of Lease. 

52 E C. Exhibit " C " , Accounting Procedure. 

53 B D. Exhibit " D " . Insurance. 

54 • E. Exhibit " E " , Gas Balancing Agreement. 

55 • F. Exhibit " F " . Non-Discrimination and Certification of Non Scgregaled Facilities 

56 D G. Exhibit " G " , Taj; Partnership. 
57 If any provision of any exhibit, except Exhibits and "G' , is inconsistent wiih any provision ronL2in!-d in the body 

58 of this agrci-ment, the provisions in the body of this agreement sr—U prevail 

5(y 

60 

61 

62 

63 

64 

65 

66 

67 

6K 

69 

70 
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1 ARTJCLE I I I . 
2 INTERESTS OF PARTIES 
3 
4 A. OiJ and Gas Interests: 
5 

6 U any pany owns an oil and gas interest in the Contract Area, that interest shall be treated (or all purposes of this agreement 

7 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 

8 shal] be deemed to own both the royalty interest reserved in such lease and the inierest of the lessee thereunder. 

9 

~ 30 _ B. Interests of Parties in Costs and Production: 

11 

12 Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be borne and 

13 pa>d, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties as their interests are set 

14 forth in Exhibit " A " . In the same manner, the parties shall also own all production of oil and gas from the Contract Area subject to the 

15 payment of royalties to the extent of o n e - e i g h j f h ( l / R ) which shall be borne as hereinafter set forth. 

16 
17 Regardless of which pany has contributed the lease(s) and/or oil and gas interests) hereto on which royalty is due and 

18 payable, each party entitled to receive a share of production of oil and gas from the Contract Area shall bear and shall pay or deliver, or 

19 cause to be paid or delivered, to the extent of its interest in such production, the royalty amount stipulated hereinabove and shall hold the 

20 other panies free from any liability therefor. No party shall ever be responsible, however, on a price basis higher than the price received 

21 by such party, to any other party's lessor or royalty owner, and if any such other party's lessor or royally owner should demand and 

22 receive settlement on a higher price basis, the party contributing the affected lease shall bear the additional royalty burden attributable to 

23 such higher price. 

• 24 

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

26 

27 C. Excess Royalties, Overriding Royalties and Other Payments: 

28 

29 Unless changed by other provisions, if the interest of any party in any lease covered hereby is subject to any royalty, 

30 overriding royalty, production payment or other burden on production in excess of the amount stipulated in Article IU.B., such pany so 

33 burdened shall assume and alone bear all such excess obligations and shall indemnity and hold the other parties hereto harmless from any 

32 and all claims and demands for payment asserted by owners of such excess burden. 
33 

34 D. Subsequently Created Interests: 

35 

36 If any party should hereafter create an overriding royalty, production payment or other burden payable out of produaion 

37 attributable to its working interest hereunder, or if such a burden existed prior io this agreement and is not set forth in Exhibit " A " , or 

38 was not disclosed in wriung to all other parties prior to the execution of this agreement by all panies. or is not a jointly acknowledged and 

39 accepted obligation of all parties (any such inierest being hereinafter referred to as "subsequently created interest" irrespective of the 

40 liming of its aeation and the party out of whose working inierest the subsequently created interest is derived being hereinafter referred 

41 to as "burdened party"), and: 

42 

43 1. If the burdened party is required under this agreement to assign or relinquish to any other party, or panies. all or a portion 
44 of its working interest and/or the production attributable thereto, said other pany, or parties, shall receive.said assignment and/or 
45 production free and clear of said subsequently created interest and the burdened party shall indemnify and save said other party, 

46 or parlies, harmless from any and all claims and demands for payment asserted by owners of the subsequently created interest; 

47 and. 

48 
49 2. If the burdened party fails to pay, when due, its share of expenses chargeable hereunder, all provisions of Article VII.B shal) be 

50 enforceable against the subsequently created interest in the same manner as they are enforceable against the working inierest of 

53 the burdened party. 

52 
53 ARTICLE I V . 
54 TITLES 

55 

56 A. Title Examination.- T i t l e i s p r e s e n t l y b e i n g examined and a copy v i l l be 
57 f u r n i s h e d on r e q u e s t . 
58 Title examination shall be made on the drillsite of any proposed weii prior to commencement of drilling operations or. if 
59 the Drilling Parties so request, title examination shall be made on the leases and/or oil and gas interrsts included, or planned to V inrlud 
60 pd. in the drilling unit around such well. The opinion will include the ownership of the working inierest. minerals, royalty, overriding 
6) royahv and production pavmi-nts under the applicable leases. At tlie lime a v. ell u, proposed, each pany contributing leases and/or oil and 
62 gas jnu-rrsis to the drillsite. or to Ur included in such drilling unit, shall furnish to Curator all abstracts (including federal lease status 
63 leporis). title opinions, title papers and curative material in its possession free o) charge. Al! such inlutrnznon no! in tht possession of or 
64 made available to Operator by the panies. but netrsvarr for the examination o! trie title. shaU be obtained by Operator.Operator shall 
65 tause title to be examined by attorneys on its staff or by outside attorneys. Copies of all 1 il it- opinions shall he furnished to eirh pans 
66 ho no. Tbr cost inrurird by Ojn-rator in this title program shall be borne as follows: 
6 7 - / • 

6R C D — Q ; i v . - , N o . l - ^ r r t ^ K - ^ J r v ^ ' y - O t ^ - * * ^ ^ * r i t i ; h - e i a - r T - . a ; i t . - . n { - — ^ r ^ - r a — ^ ^ ^ - ^ n ^ ^ ^ . 
69 v'wI-iA^wwli^^.ii^mwfttj^i>iwon « i.li I title c-j-^^n^UAU-r^^H-f~f-t^-^vit^,M<«H>-r t „ »0-e-r-pi-e^-d-ir, 1*V<\TT^€". 

70 i f ^ ^ V ^ J ^ - i ^ ^ - f i ^ K e T - * ^ 
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A R T I C L E I V 

u m t i n u e d 

E Opiion No. 2: Costs incurred by Operator in procuring abstracts and fivs paid outside attorneys lor t i i l r examination 

(including preliminary, supplemental, shut-in gas royalty opinions and division order title opinions) shall be borne bv the Drillinc Parties 

in the proportion that the interest of each Dri l l ing Party bears to the total interest of al! Dril l ing Parties as such interests appear in Ex

hibit " A " . Operator shall make no charge for services rendered by its staff attorneys or other persunnel in the performance of the alwve 

functions. 

Each pany shal) 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 unti l after (1) the title to_ the drillsite or drilling unit has been examined as above 

provided, and (2) the title has been approved by the examining attorney or title has been accepted by all of the panies who are to par

ticipate in the drilling of the well. 

B . Loss of T i t l e : 

1, Failure of Tille: Should any oil and g,as interest or liasc, or interest therein, he lost ihmugh failure u ! liilc, which loss resulu 

on of interest f rom that shown on Exhibit " A " , the party contributing the affected lease or interest shall have ninety (9yfday: 

from finardeierrninaiion of title failure to acquire a new lease or other instrument curing the entirety of the title failure, which acquis! 

tion will not besubiect to Art icle VI I I .B . , and failing to do so, this agreement, nevertheless, shall continue in force as^tfall remaining oi 

and gas leases and interests: and. 

(a) The party whose otkand gas lease or interest is affected by the title failure shall bear alone the^-effiire loss and it shall not bt 

entitled to recover from Operatorbi^the other parties any development or operating costs which it roaynave theretofore paid or incurred 

but there shall be no additional liabihty^on its part to the other parties hereto by reason q£-such title failure; 

(b) There shall be no retroactive adjustment of expenses incurred or revenues rece>ve3 from the operation of the interest which has 

been lost, but the interests of the parties shall be revhed on an acreage basis, as o f j l r e t i m e i l is determined finally that title failure has oc 

curred, so that the interest of the party whose lease or interest is affected J jy ihe title failure will thereafter be reduced in the Contract 

Area by the amount of the interest lost; 

(c) If the proportionate interest of the other parties her^ierirt^anv producing well theretofore drilled on the Contract Area is 

mcreased by reason of the title failure, the party whose tjjJenas failed shaLN^ceive the proceeds attributable io the increase in such in

terest (less costs and burdens attributable thereto) u p t i f i t has been reimbursed forvqn recovered costs paid by it in connection with such 

well; 

(d) Should any person not a partv^cTthis agreement, who is determined to be the owner of any interest in the title which has 

tailed, pay in any manner any part^ef'the cost of operation, development, or equipment, such amourrKshali be paid to the pany or parties 

who bore the costs which afe"so refunded 

(e) Any liabilit\>tfj account to a third party for prior produaion of oil and gas which arises bv reason^eftitle failure shall be 

oorne by the pany or parties whose title failed in the same proportions in w^iieh they shared in such prior pjoducnun: and 

(f) Nerxharge shall be made to the joint account for legal expenses, fees or salaries, in connenion with the defense oTthe interest 

rlaipiea by any party hereto, it being the intention of the parties hereto that each shall defend tille to its interest and bear all expehxs in 

:onncaiufi therewith. 

2. Less bv N'on Paunc.rH or Erroneous Pavmcni of Amounl Due: If, through mistake or oversight, any rente', shutin 

paymeru^rmnimum rovaltv or royalty payment, is not paid or is erroneously paid, and as a resuh a lease or interest therrirnefminates 

there shall be •nonmonetary liability against the party who failed to make such payment. Unless ihe party who failedjo^pjelieihe requirer. 

payment secures a new-4ease covering the same interest within ninety (90) days from the discovery of the failun^eTmake proper payment 

which acquisition will not Be^s-ubject to Article V I I I . B . , the interests of the panics shall be revised on ar>acreage basis, effeaive as of tht 

date of termination of the lease involvccj, and the party who failed to make proper payment wilLtKflonger be credited with an inierest ir 

the Contran Area on account of ow'nership^oL^he lease or inierest which has icrminaiefWn the event the party who failed io make thi 

required payment shall not have been fully reimburst«d^at the time of the loss^c^rrflhe proceeds of the sale of oi! and gas attributable tc 

the lost interest, calculated on an acreage basis, for the d^ekjpment and^pperating costs theretofore paid on account of such inierest, i 

shall be reimbursed for unrecovered actual costs theretofore pa id^WQbut not for its share of the cost of any dry hole previously driller, 

or wells previously abandoned) from so much of the follpwifig as is nece-ssary^o effect reimbursement 

(a) Proceeds of oil and gas. less operating e^pemes. therelofore accrued to-the aedit of the lost inierest. on an acreage basis 

up io the amount of unrecovered costs 

(b) Proceeds, less operating ejy>n1ses. thereafter accrued attributable to the lost inierest^bn.^n acreage basis, of that portion o 

oil and gas thereafter prcidjjpxr'and marketed (excluding production from any wells thereafter drilled) vThich^in the ahv-nce of such leav 

termination, would bt^-aimbuuhlc lo the lost inierest on an acreage basis, up to the amount of unrecovered ccrvis^thr proceeds of vaic 

porrion of ihp^dOand gas to be contributed by the other parties in proportion to their respective interests; and. 

nv monies, up to ihe amount of unrecovered costs, that may l>e paid by any party who is. or Ix-comes. the oaner of ine»cierrst 

^C-strfo^-thr priviltge of f.^riitipn'-ing in the Cunnnct Arc-n or U^fao^fr-fr-^f+y-fre^htt^yr-crittt-m- J 

3. Other Losses: A l l losses incurred. r.-;..r ilian t h i " * M.t forth IV H I ~ i iV H 2 il-:,-e, shall be joint "losses 

and shaU be borne by aU parties in profort ion to their inter rsts. There shal! be no readjustment of interests in ihe rrmaining portion of 

the Contract Area 

-3-
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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 control of all operations on the Contract Area as permitted and 

required by, and within the limits of this agreement. It shall conduct all such operations in a good and workmanlike manner, but il shaU 

have no liability as Operator to the other parties for losses sustainedor liabilities incurred, except such as may result from gross 

negligence or willful misconduct. 

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

1. Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereof to Non-Operators. 

If Operator terminates its legal existence, no longer owns an interest 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 a successor. Operator 

may be removed if it fails or refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in receivership, by the 

affirmative vote of two (2) or more Non-Operators owning a majority interest based on ownership as shown on Exhibit " A " remaining 

after excluding the voting interest of Operator. Such resignation or removal shall not become effective until 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 a cor

porate name or structure of Operator or transfer 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 parlies. The successor Operator shall be selected from the parties owning an inierest in the Contract Area at the time such successor 

Operator is selected. 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 " ; provided, however, if an Operator which has been removed fails to vote or voies only to 

succeed itself, 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 aU such employees shall be the employees of Operator. 

D. Drilling Contracts: *" — 

AU 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 conuaets of in

dependent contractors w'ho are doing work of a similar nature. 

ARTICLE V I . 

DRILLING A N D DEVELOPMENT 

A. Initial Well: 

.Cr; u; uvfuit t)ie_ • L 0u t - .. >fu tu 

oil and ga>«aJ the following location: 

and shall thereafter continue the drilling of thc>*c41 with due diligence to 

unless graniir or oilier practically imri-nrLrablr substance or condition in the hole. vTThi^ii enders further drilling impractical, is en
countered al a lesser depth, or unless all parties agree io complete or abandon the v.e!l ai a le"5>»^c!epih. 

M thoroughly l o g , but not core or DST . 
OiK-rator shaU nm! . n , • •••« •• > •• aU formations encountered during drilling which give indif ation>sL^onLiirvinp oil and 

e v a l u a t e . . . . . .. . ... , ^ -
gas in quantities sufficient l o ^ ' J i »i,n«.r. l.'.i ry<. • .n.iir.t r— 

;f..-
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ARTICLE VI 
(continued 

J M. ill 0,11'.'JIUl's jUll^UH'IR. llU' V.'1'll Will llUi pimJlllC U'l u' j . " i " lIJ>'"e. quainiticj, and it to pluj. a-m* aUnJcm Chi 

2 wdl li j B d i j hull, da inumimu A n i i l i VI .E . l . shall tlwu-atuf Apply, 

. 3 

4 

5 

^ B. Subsequent Operations: 
7 

^ 1. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area oiher then the mc!! provided 

9 for in /iriielt VLA.. or to rework, deepen or plug back a dry hole drilled at the joint expense of all parties or a well jointly owned by aU 

10 the parties and not then producing in paying quantifies, the pany desiring to drill, rework, deepen or plug back such a well shal) give the 

11 other parties written notice of the proposed operation, specifying the work to be performed, the location, proposed depth, objective forma-

12 tion and the esumaied cost of the operation. The parties receiving such a nonce shall have thirty (30) days after receipt of the notice 

13 within which to notify the party wishing to do the work whether they elect to participate in the cost of the proposed operation. If a drill-

14 ing rig is on location, notice of a proposal to rework, plug back or drill deeper may be given by telephone and the response period shal] be 

15 limited to fony-eight (48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a pany receiving such notice to reply within 

16 the period above fixed shall constitute an election by that party not to participate in the cost of the proposed operation. Any notice or 

17 response given by telephone shall be promptly confirmed in writing. 
18 

19 
20 

21 If all panies elect to participate in such a proposed operation, Operator shall," within ninety (90) days after expiration of the notice 
22 period of thirty (30) days (or as promptly as possible after the expiration of the fony-eight (48) hour period when a drilling rig is on loca-

23 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-

24 ties hereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other panies, 

25 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 

26 permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete title ex-

27 amination or curative matter required for tide approval or acceptance. Notwithstanding the force majeure provisions of Article X I , if the 

28 actual operation has not been commenced within the time provided (including any extension thereof as specifically permitted herein) and 
29 if any party hereto still desires to conduct said operation, written notice proposing same must be resubmitted to the other parties in accor-

30 dance with the provisions hereof as if no prior proposal had been made. 
31 

32 

33 

34 2. Operations by Less than AU Panies: If any pany receiving such notice as provided in Anicle VI.B.l . or VD.D.l. (Option 

35 No. 2) elects not to participate in the proposed operation, then, in order to be entitled to the benefits of this Article, the pany or parties 
36 giving the notice and such other parties as shall elect to participate in the operation shall, within ninety -(90) days after the expiration of 
37 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 
38 on locauon. as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall perform all 
39 work for the account of the Consenting Parties; provided, however, i i no drilling rig or other equipmenl is on location, and if Operator is 
40 a Non-Consenting Pany, the Consenting Parties shall either: (a) request Operator to perform the work required by such proposed opera-
41 tion for the account of the Consenting Parties, or (b) designate one (1) of the Consenting Parlies as Operator to perform such work. Con-
42 senting Parties, when conducting operations on the Contract Area pursuant to this Article VI.B.2., shall comply with all terms and con-
43 ditions of this agreement. 
44 

45 
46 
47 JJ 

less than all parties approve any proposed operation, the proposing party, immediately after the expiration of the applicable 
48 notice period, shall advise the Consenting Parties of the total inierest of the parties approving such operation and its recommendaiion as 
49 to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Pany, within forty-eight (48) hours 
50 Cexclusive of Saturday, Sunday and legal holidays) after receipt of such notice, shall advise the proposing pany of its desire to (a)limii paj-
51 ticipation to such party's interest as shown on Exhibit " A " or (b) carry its proportionate part of Non-Consenting Parties* interests, and 
52 failure to advise the proposing party shall be deemed an election under (a). In the event a drilling rig is on location, the time permitted for 
53 such a response shall not exceed a total of fony-eight (48) hours (inclusive of Saturday, Sunday and legal holidays). The proposing pany, 
54 at its election, may withdraw such proposal if there is insufficient participation and shall promptly notify all parties of such decision. 
55 
56 
57 
58 Tne entire cost and risk of conducting such operations shall be borne by the Consenting Panies in the proponions they have 
59 elected to bear same under the terms of the preceding paragraph. Consenting Panics shall keep the leasehold estates involved in such 
60 operations free and clear of all liens and encumbrances of every kind created by or ansing from the op<Tations of the Consc-nu'ng Pa ru a 
6) If such an operation results in a drv hole, the Consenting Parties shall plug and abandon ihe well and lestorc the surface location at their 
62 sole cosi. risk and expense. If any well drilled, reworked, dc-t-pc-ned or plugged back under ihe provisions of this Anicle results in a pro 
63 ducer of oil and/or gas in paying quantities, the Consenting Parties shaU complete and equip the well io produce at their sole COM arid risk, 
64 
65 
66 
67 . 
68 • • 
69 - ^ ' 
70 
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»nd thr well shal) ihen be tunned over 10 Operator and shall be operated by it si ihe expense and for the account of the Consenting P»r 

ties. Upon rommt-ncemenl of operations for the drilling reworking, deepening or plugging back of any such well by Consenting Parties 

in accordance with ihe provisions of this Article, each Non-Con.senling Part)1 shall be deemed 10 have relinquished to Consenting Panics, 

and the Consenting Parties shall own and be entitled to receive, in proportion to their respective interests. aD of such Non-Conjcnting 

Party's interest in the well and share of production therefrom until the proceeds of the sale of such share, calculated at the well, or 

market value thereof if such share is not sold, (after deducting production taxes, excise taxes, royalty, overriding royalty and other in

terests not excepted by Article III.D. payable out of or measured by the production from such well accruing with respect to such interest 

until it reverts) shall equal the total of the following: 

2 (a) 100% of each such Non-Consenting Party's share of the cost of any newly acquired surface equipment beyond the wellhead 

3 connections (including, but not limited to, stock tanks, separators, treaters, pumping equipment and piping), plus 100% of each such 

A Non-Consenting Party's share of the cost of operation of the well commencing with first production and continuing until each such Non-

5 Consenting Pany's relinquished interest shall revert to it under other provisions of this Article, it being agreed that each Non-

6 Consenting Party's share of such costs and equipment will be that interest which would have been chargeable to such Non-Consenting 

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

18 

19 

20 

21 (b) % of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and completing, 
22 after deducting any cash contributions received under Article VTII.C., and 300 % of that portion of the cost of newly acquired equip-

23 ment in the well (to and including the wellhead connections), which would have been chargeable to such Non-Consenting Pany if it had 
2A participated therein. 

25 
26 
27 

28 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-

29 working or plugging back operation proposed in such a well, or portion thereof, to which the initial Non-Consent election applied that is 

30 conducted at any time prior to full recovery by the Consenting Parties of the Non-Consenting Parry's recoupment account. Any such 

31 reworking or plugging back operation conducted during the recoupment period shall be deemed pan of the cost of operation of said well 

32 and there shall be added to the sums to be recouped by the Consenting Panies one hundred percent (100%) of that portion of the costs of 

33 the reworking or plugging back operation which would have been chargeable to such Non-Consenting Pany had it panicipated therein. If 
34 such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article VLB. shall be ap-

35 plicable as between said Consenting Parties in said well. 
36 

37 

38 

39 During the period of time Consenting Parties are entitled to receive Non-Consenting Party's share of pr&duction, or the 
AO proceeds therefrom. Consenting Parties shall be responsible for the payment of all production, severance, excise, gathering and other 
A] taxes, and all royalty, overriding royalty and other burdens applicable to Non-Consenting Party's share of production not excepted by Ar-
42 tide l l l .D. 
43 
44 
45 
46 In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall be permitted to use, free 
47 of cost, all casing, tubing and other equipment in the well, but the ownership of ail such equipment shall remain unchanged; and upon 
48 abandonment of a well after such reworking, plugging back or deeper drilling, the Consenting Parties shall account for all such equip-

49 ment to the owners thereof, with each party receiving its proportionate part in kind or in value, less cost of salvage. 
50 

51 
52 

53 Within sixty (60) days after the completion of any operation under thb Article, the party conducting the operations for the 
54 Consenting Panies shall furnish each Non-Con sen ling Party with an inventory of the equipment in and connected to the well, and an 
55 itemized statement of the cost of drilling, deepening, plugging back, testing, completing, and equipping the well for produnion-, or, at its 
56 option, the opera ung Pal"ty. in lieu of an itemized statement of such costs of operation, may submit a detailed statement of monlhly bill-
57 ings. Each month thrrea/ier, during the time the Consenting Panics are being reimbursed as provided above, the party conducting the 
58 operations for the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilities in-
59 curred in tlie operation of the well, together with a statement of the quantity of oil and gas produred from it and the amouni of proceeds 

60 realized from the sale of ihe well's working interest produnion during the preceding month. In drirrmining thr quantity of oil and gas 
6! produced during anv month. Consenting Parties shall use industry accepted methods such as. but not limited io. metering or periodic 
62 «.cll tests. Anv amount realized from thr sale or other disposition of equipmenl newly acquired in connection with any such operation 
63 which would have Uvn owned by a Non-Consenting Party had ii participated theirin shall be credited against thr total uninumrd costs 
64 of thr work done and of the equipmenl purchased in determining when the interest of such Non -Con sen ting Pany shaD revert lo it as 
65 above provided, and if there is a credit balance, it shall be paid io such Non-Consenting Pany. _' 

66 1 -••'CT""' 
67 
68 ! ' . 
69 - ^ 
70 - y . 
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1 If and when thr Consenting Panics recover from a Non-Consenting Party's relinquished interest the amounts provided for alove, 

2 the relinquished interests of such Non-Consenting Party shall automatically revert to i l , and, from and after such reversion, such Non-

3 Consenting Party shall own the same interest in such well, the material and equipment in or pertaining thereto, and the production 

4 therefrom is such Non-Consenting Party would have been entitled to had il participated in the drilling, reworking, deepening or plugging 

5 back of said well. Thereafter, such Non-Consenting Party shall be charged with and shall pay its proportionate part of the further costs of 

6 the operation of said well in accordance with the terms of this agreement and the Accounting Procedure attached hereto. 

7 

8 

9 

10 Notwithstanding the provisions of this Article VI.B.2., it is agreed that without the mutual consent of all parties, no wells shall 

- l i be completed in or produced from a source of supply from which a well located elsewhere on the Contract Area is producing, unless such 

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

13 

14 

15 

16 The provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Article VI.A. 

17 except (a) as to Article VII .D. l . (Option No. 2), if selected, or (b) as to the reworking, deepening and plugging back of such initial weD 

18 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-

19 duciion, ceases to produce in paying quantities. 

20 

21 

22 

23 3. Stand-By Time: When a well which has been drilled or deepened has reached its authorized depth and all tests have been 

24 completed, and the results thereof furnished to the parties, stand-by costs incurred pending response to a party's notice proposing a 

25 reworking, deepening, plugging back or completing operation in such a well shall be charged and borne as part of the drilling or deepen-

26 ing operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response time permitted, whichever 
27 first occurs, and prior to agreement as to the participating interests of all Consenting Panies pursuant to the terms of the second gram-

28 matical paragraph of Article VI.B.2, shall be charged to and borne as pan of the proposed operation, but if the proposal is subsequently 

29 withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Parries in the proponion 

30 each Consenting Party's inierest as shown on Exhibit " A " bears to the total interest as shown on Exhibit " A " of all Consenting Par-

31 ties. 
32 

33 
34 

35 4. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable to a "deepening" operation shaD 

36 also be applicable to any proposal to directionally control and intentionally deviate a well from vertical so as to change the bottom hole 

37 location (herein called "sidetracking"), unless done to straighten the hole or to drill around junk in the hole or because of other 
38 mechanical difficulties. Any party having the right to participate in a proposed sidetracking operation that does not own an interest in the 

39 affected well bore at the time of the notice shall, upon electing to participate, tender to the well bore owners its proportionate share (equal 
40 to its interest in the sidetracking operation) of the value of that portion of the existing well bore to be utilized as follows: 
41 

42 
43 

44 (a) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs incurred in 
45 the initial drilling of the well down to the depth at which the sidetracking operation is initiated. 
46 

47 
48 
49 (b) If the proposal is for sidetracking a well which has previously produced, reimbursement shall be on the basis of the well's 

50 salvable materials and equipment down to the depth at which the sidetracking operation is initiated, determined in accordance with the 
51 provisions of Exhibit " C " , less the estimated cost of salvaging and the estimated cost of plugging and abandoning. 
52 

53 
54 
55 In the event that notice for a sidetracking operation is given while the drilling rig to be utilized is on location, the response period 
56 shall be limited to fony-eight (4S) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any pany may lequest and 
57 receive up to eight (8) additional days after expiration of the forty-eight (48) hours within which to respond by paying for all stand by time 
58 incurred during such extended response p<-riod. If more than one pany elects to take such additional time to respond to the notice, stand-
59 by costs shall be allocated between the parties taking additional time io respond on a day-to-day basis in the proponion each ejecting par-
60 ty's inierest as shown on Exhibit " A " bears io thr total inierest as shown on Exhibit " A " of all the electing panics. In all other in 
6) stances the response period to a proposal for side tracking shall be limited to thiny (30) days. 
62 
63 • 
64 
65 C. T A K I N G PRODUCTION IN KIND; J 

66 . ' " 
67 Each pany shall take in kind or separately disj>ose of its proportionate share of all oi! and gis produced from the Contract Atca. 
68 exclusive of produclion which may br used in development and producing oji-iatiorvs and in preparing and treating oil and gas for 
69 marketing purposes and production unavoidably lost. Any cxira rxjK-nditurc incurred in the taking in kind or separatedisprration by any 
70 r j n v ° ' 'ts proportionate share of the produnion shall W lomc r»> such pany. Any party taking its share of production in kind shall be 
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required 10 pay (or only its proportionate share of such pari of Operator's surface facilities which it uses. 

Each party shall execute such division orders and contracts as may bv necessary for the sale of its interest in produnion from 

the Contract Area. and. except as provided in Article VII.B.. shall IH- entitled to receive payment directly from the purchaser thereof for 

its share of all production. 

ln the event any party shall fail to make the arrangements necessary to take in kind or separately dispose of its proponionate share of 

the oil and gas produced from the Contract Area, Operator shall have the right, subject to the revocation at will by the pany owning it, 

but not the obligation, to purchase such oil and gas or sell it to others at any time and from time to time, for the account of the non-

taking party at the best price obtainable in the area for such production. Any such purchase or sale by Operator shall be subjea always to 

the right of the owner of the produaion to exercise at any time its right to take in kind, or separately dispose of, its share of all oil and gas 

not previously delivered to a purchaser. Any purchase or sale by Operator of any other party's share of oil and gas shall be only for such 

reasonable periods of time as are consistent with the minimum needs of the industry under the particular circumstances, but in no event 

for a period in excess of one (1) year. Notwithstanding the foregoing, Operator shall not make a sale, including one into interstate com

merce, of any other party's share of gas produaion without first giving such other party thirty (30) days notice of such intended sale. 

D. Access to Contract Area and Information: 

Each party shall have access to the Contraa Area at all reasonable times, at its sole cost and risk to inspect or observe operations, 

and shall have access at reasonable times to information pertaining to the development or operation thereof, including Operator's books 

and records relating thereto. Operator, upon request, shall furnish each of the other'panies with copies of all forms or reports filed with 

governmental agencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports of stock on hand at the first of 

each month, and shall make available samples of any cores or cuttings taken from any well drilled on the Contraa Area. The cost of 

gathering and furnishing information to Non-Operator, other than that specified 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 to 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 contaa any parry, or should any party fail to reply 

within fony-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt of notice of the proposal to plug and abandon 

such well, such party shall be deemed to have consented to the proposed abandonment. All such wells shall be plugged and abandoned in 

accordance with applicable regulations and at the cost, risk and expense of the parries 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 take over the well and condua further 

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

2. Abandonment of Welk that have Produced: Except for any well in which a Non-Consent operation has been conduaed 
hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any w'ell 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 al! the parties hereto. If, within 
thirty (30) days after receipt of notice of the proposed abandonment of any well, all paru'es do not agree to the abandonment of such well, 
those wishing to continue its operation from the interval(s) of the formation(s) then open to produaion shall tender to each of the other 
parties its proponionate share of the value of the well's salvable material and equipmenl, determined in accordance with the provisions of 
Exhibit "C" . less the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning pany 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, all of its interest in the well and related equipment, together with its interest in the leasehold estate as to, but only as to. the in
terval or intervals of the formation or formations then open to produaion. If the inierest of the abandoning party is or includes an oil and 
gas interest, such party shall execute and deliver to the non-abandoning pany or parlies an oil and gas lease, limited to the interval or in
tervals of the formation or formations then open to produaion, (or a term of one (1) year and so long thereafter as oil and/or 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 
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" B " . Tht assignments or leases so limited shall encompass the "drilling unit" upon which the well is located. The payments by. and the 

assignments cr leases to, thr assignees shall be in a raiic based upon the relationship cf their respective percentage cf partidpaiion 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 

interests in the remaining portion of the Contraa Area. 

Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the operation of or produaion from 

the well in the interval or intervals then open other than the royalties retained in any lease made under the terms of this Anicle. Upon re

quest. Operator shall 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 

weB. 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 subjea to the pro

visions hereof. 
i 

' 3- Abandonment of Non-Consent Operations: The provisions of Article VI.E.l . or VI.E.2. above shal! 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 

0 permanently plugged and abandoned unless and until all parties having the right to condua further operations therein have been notified 

1 of the proposed abandonment and afforded the opportunity to elect to take over the well in accordance with the provisions of this Article 

8 VI.E. 

i9 

20 ARTICLE V I I . 
2 1 EXPENDITURES A N D LIABILITY OF PARTIES 
22 

23 A . Liability of Parties: 
24 

25 The liability of the parties shall be several, not joint or colleaive. Each party shall be responsible only for its obligations, and 

26 shall be Uable only for its proponionate share of the costs of developing and operating the Contraa Area. Accordingly, the liens granted 

27 among the parties in Article VII.B. are given to secure only the debts of each severally. It is not the intention of the parries to create, nor 

28 shall this agreement be construed as creating, a mining or other partnership or association, or to render the parties liable as partners. 
29 

30 B. Liens and Pavment Defaults: 
31 

32 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 
33 of oil and/or gas when extraaed and its interest in all equipment, to secure payment of its share of expense, together with interest thereon 

34 at the rate provided in Exhibit " C " . To the extent that Operator has a security interest under the Uniform Commercial Code of the 

35 state. Operator shall be entitled to exercise the rights and remedies of a secured pany under the Code. The bringing of a suit and the ob-
36 taining of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise affea the Len 

37 rights or security interest as security for the payment thereof. In addition, upon default by any Non-Operator in the payment of its share 

38 of expense. Operator shall have the right, without prejudice to other rights or remedies, to collea from the purchaser the proceeds from 

39 the sale of such Non-Operator's share of oil and/or gas until the amount owed by sucn Non-Operator, plus interest, hasbeen paid. Each 
40 purchaser shall be entitled to rely upon Operator's written statement concerning the amount of any default. Operator grants a like lien 

41 and security interest to the Non-Operators to secure payment of Operator's proportionate share of expense. 
42 

43 U any party fails or is unable to pay its share of expense within sixty (60) days after rendition of a statement therefor by 
44 Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the proponion that 

45 the inierest of each such party bears to the interest of all such parties. Each party so paying its share of the unpaid amount shall, to obtain 

46 , reimbursement thereof, be subrogated to the security rights described in the foregoing paragraph. 
47 

48 C. Payments and Accounting: 
49 
50 Except as herein otherwise specifically provided. Operator shall promptly pay and discharge expenses incurred in the development 
51 and operation of the Contraa Area pursuant to this agreement and shall charge each of the parlies hereto with their respenive propor-
52 tionate shares upon the expense basis provided in Exhibit " C " . Operator shall keep an accurate record of the joint account hereunder. 

53 showing expenses incurred and charges and aedits made and received. 
54 
55 Operator, at its election, shall have the right from time to time to demand and receive from the other panies payment in advance 
56 of their respenive shares of the estimated amount of the expense to be incurred in operations hereunder during the next succeeding 
57 month, which right may be exercised only by submission to each such party of an itemized statement of such estimated expense, together 
58 with an invoice for its share thereof. Each such statement and invoice for the payment in advance of estimated expense shall be submitted 
59 on or before the 20th day of the next preceding month. Each pany shaU pay to Operator its proponionate share of such estimate within 

60 fifteen (15) days after such estimate and invoice is received. If any pany fails to pay its share of said esiimatr within said lime, the amount 
61 due shall bear interest as provided in Exhibit "C" until paid. Proper adjustment shall be made monthly between advances and «nual tn 

62 pense to the end that each pany shall bear and pay its proponionaie share of anual expenses incurred, and no more. 
63 

64 D. Limitation of Expenditures: ' 
65 J. 
66 . ] . Drill or Deepen: Without the consent of al) parties, no well shal! be drilled or deepened, except any well drilled or'"deepened 
67 pursuant io the provisions of Article VI.B.2. of this agiecmrnt. Consent to the drilling or deepening shall include: i . 

68 ' • : * * : . - • ' 
69 • - V 
?0 -
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3 Of lion Ne. 1: A l l numum; mpimliiures (ot the drilling «»r dr^miing. testing, completing «nd quipping of th» mull, including 

*ccmmiy Unliuge and/of aurfucg fuciliiica. 

® Option No. 2: Al l necessary expenditures for the drilling or deepening and testing of the well. When such well has reached its 

authorized depth, and all tests have been completed, and the results thereof furnished to the panics. Operator shall give immediate notice 

io the Non-Operators who have the right to participate in the completion costs. The parties receiving such notice shall have forty-eight 

(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, wh.en made, shall include consent to all necessary expenditures for the completing and equipping of such well, in

cluding necessary tankage and/or surface facilities. Failure of any pany receiving such notice to reply within the period above fixed shall 

constitute an election by that pany not to participate in the cost of the completion attempt. If one or more, but less than all of the parties, 

elect-to set pipe and to attempt a completion, the provisions of Article VI.B.2. hereof (the phrase "reworking, deepening or plugging 

back " as contained in Arride VI.B.2. shall be deemed to include "completing") shall apply to 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 to the provisions of Anicle VI.B.2. of this agreemeni. 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 shaD not undertake any single project reasonably esu'mated 

to require an expenditure in excess of F i f t e e n t h o u s a n d __JDollars (5 1 5 , 0 0 0 . 0 0 ) 

except in connection with a well, the drilling, reworking, deepening, 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 authority for expenditure (AFE) for its own use. Operator shall furnish any Non-Operator so requesting 

an information copy thereof for any single project costing in excess nf F i v e t h o u s a n d 
Dollars ( i 5 , OO'O. 0 0 ) b u t | e s j t h a n ,he 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 shal] be paid by the 

party or parties who subjected such lease to this agreement ar its or their expense. In the event two or more panies 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, ln 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 to 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 returrwo production . 
of a producing gas well, at least five (5) days (excluding Saturday, Sunday and legal holidays), or at the earliest opportunity permitted by 
circumstances, prior to taking such action, but assumes no liability for failure to do so. ln the event of failure by Operator to 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 payment 
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. Operator shall render for ad valorem taxation all property 
subjea to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon before they 
become delinquent. Prior to the rendition date, each Non-Operator shal! furnish Operator information as to burdens (to include, but not 
be limited to, royalties, overriding royalties and produaion 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 subjea to outstanding excess royalties, over
riding royalties or produaion payments, the reduaion in ad valorem taxes resulting therefrom shall inure io the benefit of the owner or 
owners of such leasehold estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such 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 thefconuary herein, charges to the joint account shal) be made and paid by the parlies hereto in accordance with the lax 
value generated by each parry's working interest. Operator shall bill the other parties for their proponionate shares of all tax payments in 
thr manner provided in Exhibit " C " . 

If Operator considers any u i assessment improper, Oj>crator may, at its discretion, protest within thr lime and manner 
prescribed by law, and prosecute the protest to a final determination, unless al! parties agree to abandon thr protest prior to final deter
mination. During the pendency of administrative or judicial proceedings. Operator may eiea to pay, under proicst. a!! such taxes and any 
inteiesl and penalty. When anv such protested 2ssessmenl shal) have been finally determined. Operator shal! pay the u i for thr.jotni ac
count, together with any inierest and penalty acaued. and the total cosl shall then be assessed againsi the parties, and be paid by them, as 
provided in Exhibit " C " . 

Each pany shall pay or cause to be paid all produaion, severance, excise, gathering and other taxes impovd upon o/.with nnpea to 

thr produaion or handling of such party's share of oil and/or gas produced under the lrrms of this agrremrnt. ' »-

-10-
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ARTICLE \11 
ixmUnucd 

1 G. lnturancc: 

2 . 
J. At al) times while operations are conducted hereunder, Operator shall comply with the workmen's compensation law of 

4 the stale where the operations are being conducted; provided, however, that Operator may be a self-insurer for liability under said com-

5 pensation laws in which event the only charge that shall be made to the joint account shall be as provided in Exhibit "C" . Operator shall 

6 also carry or provide insurance for ihe benefit of the joint account of the parties as outlined in Exhibit " D ' \ attached to and made a part 

7 hereof. Operator shal) require all contractors engaged in work on or for the Contract Area to comply with the workmen's compensation 

8 law of the state where the operations are being conducted and to maintain such other insurance as Operator may require. 

9 
JO In the event automobile public liability insurance is specified in said Exhibit " D " , or subsequently receives the approval of the 

~"~7l . parties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator's automotive equipment. 

12 
13 ARTICLE V I I I . 

14 ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST 

15 

16 A . Surrender of Leases: 
17 

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

19 or in part unless all parties consent thereto. 

2D 

21 However, should any party desire to surrender its interest in any lease or in any portion thereof, and the other parties do not 

22 agree or consent thereto, the party desiring to surrender shall assign, without express or implied warranty of title, all of its inierest in 

23 such lease, or portion thereof, and any well, material and equipment which may be located thereon and any rights in production 

24 thereafter secured, to the parties not consenting to such surrender. If the interest of the assigning party is or includes an oil and gas in-

25 terest, the assigning party shall execute and deliver to the party or parties not consenting to such surrender an oD and gas lease covering 

26 such oil and gas inierest for a term of one (1) year and so long thereafter as oil and/or gas is produced from the land covered thereby, such 

27 lease to be on the form attached hereto as Exhibit " B " . Upon such assignment or lease, the assigning party shall be relieved from aU 

28 obligations thereafter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operation of any well 

29 attributable thereto, and the assigning party shall have no further interest in the assigned or leased premises and its equipment and pro-

30 duction other than the royalties retained in any lease made under the terms of this Article. The party assignee or lessee shall pay to the 

31 party assignor or lessor the reasonable salvage value of the latter's interest in any wells and equipment attributable to the assigned or leas-

32 «3 acreage. The value of al) materia] shal] be determined in accordance with the provisions of Exhibit "C" , less the estimaied cost of 

33 salvaging and the estimated cost of plugging and abandoning. If the assignment or lease is in favor of more than one pany, the interest 

34 shall be shared by such parties in the proportions that the interest of each bears to the total interest of al! such panies. 

35 

' 36 Any assignment, lease or surrender made under this provision shall not reduce or change the assignor's, lessor's or surrendering 

37 party's interest as it was immediately before the assignment, lease or surrender in the balance of the Contraa Area; and the acreage 

35 assigned, leased or surrendered, and subsequent operations thereon, shall not thereafter be subjea to the terms and provisions of this 

39 agreemeni. 
40 

4) B. Renewal or Extension of Leases: 

42 

43 If any party secures a renewal of any oil and gas lease subject to this agreement, all other parties shal! be notified promptly, and 

44 shall have the right for a period of thirty (30) days following receipt of such notice in which to elect to participate in the ownership of the 

45 renewal lease, insofar as such lease affects lands within the Contract Area, by paying to the party who acquired it their several proper pro-

46 portionate shares of the acquisition cost allocated to that part of such lease within the Contraa Area, which shall be in proportion to the 

47 interests held at that lime by the parties in the Contraa Area. 

48 

49 If some, but less than all, of the parties elea to participate an the purchase of a renewal lease, it shall be owned by the parties 
50 w'ho elea to participate therein, in a ratio based upon the relationship of their respective percentage of participation in the Contraa Area 
51 to the aggregate of the percentages of participation in the Conlract Area of all parties participating in the purchase of such renewal lease. 

52 Any renewal lease in which less than al) parties elea to participant shall not be subjea to this agreement. 

53 

54 Each party who participates in the purchase of a renewal learse shall be given an assignment of its proportionate interest therein 

55 by the acquiring party. 

56 

57 The provisions of this Article shal) apply to renewal leases whether they are for the entire interest covered by the expiring lease 
58 or cover only a portion of its area or an interest therein. Any renew al lease taken before the expiration of its predetrssor lease, or taken or 
59 contraned for within six (6) months after the expiration of the existing lease shall be subjea to this provision; but any lease taken or con 

60 iranrd for more than six (6) months afier the expiration of an existing lease shall not be deemed a renewal lease and shall not be subjea to 

6) the provisions of this agreement. 

o2 

63 Tlie provisions in this Article shall also be applicable to extensions of oil and gas leases 

64 
65 C. Acreage or Cash Contributions: — 
66 '" 
67 While this agreement is in force, if any party contracts for a contribution of cash towards thr drilling of a well or any other 
68 ojK-ration on thr Conuaa Area, such contribution shall IK- paid to- the party who conduncd thr drilling or other operation and shal] be 
09 applird by it against thr cost of such drilling or other operation. If trne contribution IK- in thr form of aneagr. the party tn w)ipm the con 
70 irihution is made shal) promptly lender an alignment of the arreagT. without warranty of tiilc. to the Drilling Pamrsin ihrjnoporiions 
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A R T I C L E V I 
continued 

1 and the well shall then be turned over to Operator and shall be operated by it at the expense and for the account of the Consenting P«r-
2 ties. Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Parties 

3 in accordance with the provisions of this Article, each Non-Consenting Pany shal) be deemed to have relinquished to Consenting Panics, 
4 and the Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, al) of such Non-Consenting 
5 Party's inierest in the well and share of production therefrom until the proceeds of the sale of such share, calculated at the well, or 
6 market value thereof if such share is not sold, (after deducting production taxes, excise taxes, royalty, overriding royalty and other in-
7 teresis noi excepted by Article III.D. payable out of or measured by the produclion from such well accruing with respect to such interest 
g until it reverts) shal) equal the total of the following: 
9 

10 
IJ " 

12 (a) 100% of each such Non-Consenting Party's share of the cost of any newly acquired surface equipment beyond the wellhead 
13 connections (including, but not limited to. stock tanks, separators, treaters, pumping equipment and piping), plus 100% of each such 
14 Non-Consenting Party's share of the cost of operation of the well commencing with first production and continuing until each such Non-
15 Consenting Pany's relinquished interest shall revert to it under other provisions of this Article, it being agreed that each Non-
16 Consenting Pany's share of such costs and equipment will be that inierest which would have been chargeable to such Non-Consenting 
17 Party had it participated in the well from the beginning of the operations; and 
18 
19 
20 

21 (b)__^P_P_% of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and completing, 
22 after deducting any cash contributions received under Article VII1.C, and 300 % 0 f that portion of the cost of newly acquired equip-

23 ment in the well (to and including the wellhead connections), which would have been chargeable to such Non-Consenung Party if it had 
24 participated therein. 
25 
26 
27 

28 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-
29 working or plugging back operation proposed in such a well, or portion thereof, to which the initial Non-Consent election applied that is 

30 conducted at any time prior to full recovery by the Consenting Parties of the Non-Consenting Party's recoupment account. Any such 
31 reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of operation of said well 
32 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 

33 the reworking or plugging back operation which would have been chargeable to such Non-Consenting Party had it participated therein. If 
34 such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article VLB. shall be ap-

35 pbcable as between said Consenting Parties in said well. 
36 
37 ^ 

38 
39 During the period of time Consenting Parties are entitled to receive Non-Consenting Party's share of production, or the 
40 proceeds therefrom. Consenting Parties shall be responsible for the payment of all production, severance, excise, gathering and other 
4) taxes, and all royalty, overriding royalty and other burdens applicable to Non-Consenting Party's share of production not excepted by Ar-
42 tide III.D. 

43 
44 
45 

46 In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall be permitted to use, free 
47 of cost, all casing, tubing and other equipment in the well, but the ownership of all such equipment shall remain unchanged; and upon 
48 abandonment of a well after such reworking, plugging back or deeper drilling, the Consenting Parties shall account for all such equip-
49 ment to the owners thereof, with each party receiving its proportionate pan in kind or in value, less cost of salvage. 
50 

51 
52 

53 Within sixty (60) days after the completion of any operation under this Article, the party conducting the operations for the 
54 Consenting Parties shall furnish each Non-Consenting Party with an inventory of the equipment in and connected to the well, and an 
55 itemized statement of the cost of drilling, deepening, plugging back, tesiing, completing, and equipping the well for produnion; or, at its 
56 option, the operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed statement of monthly bill-
57 ings. Each month thereafter, during the time the Consenting Panies are being reimbursed as provided above, the party conducting the 
58 operations for the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilities tn 
59 curred in the operation of the well, together with a statement of the quantity of oil and gas produced from it and the amount of proceeds 
60 realized from the sale of the well's working interest produnion during the preceding month. In determining the quantity of oil and gas 

61 produced during any month. Consenting Parties shal) use industry accepted methods such as. but not limited to, metering or periodic 
62 well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connenion'with any such operation 
63 which would have been owned by a Non-Consenling Party had it participated therein shall be credited against the total unretuTned costs 
64 of the work done and of the equipment purchased in determining when the interest of such Non-Consenting Pany shaD revert to il as 
65 above provided; and if there is a credit balance, it shall be paid to such Non-Consenting Party. _' 
66 . -' '" 
67 • 
68 ; ' ~; 
69 -
70 -
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ARTICLE VI 
continued 

1 If and when the Consenting Parties recover from a Non-Consenting Party's relinquished interest tht amounts provided for above, 

2 the relinquished interests of such Non-Consenting Party shall automatically revert to i l , and, from and after such reversion, such Non-

3 Consenting Pany shall own the same interest in such well, the material and equipment in or pertaining thereto, and ihe produaion 
4 therefrom as such Non-Consenting Party would have been entitled to had it participated in the drilling, reworking, deepening or plugging 

5 back of said well. Thereafter, such Non-Consenting Party shall be charged with and shall pay its proportionate part of the further costs of 

6 the operation of said well in accordance with the lerms of this agreement and the Accounting Procedure attached hereto. 
7 

8 
9 

10 Notwithstanding the provisions of this Article VI.B.2., it is agreed that without the mutual consent of all parties, no wells shall 

11 - be completed in or produced from a source of supply from which a well located elsewhere on the Contraa Area is producing, unless such 

12 well conforms to the then-existing well spacing pattern for such source of supply. 
13 
14 
15 

16 The provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Article VLA. 

17 except (a) as to Article VII .D. l . (Option No. 2), if seleaed, or (b) as to the reworking, deepening and plugging back of such initial well 

18 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-
19 duoion, ceases to produce in paying quantities. 
20 
21 
22 

23 3. Stand-By Time: When a well which has been drilled or deepened has reached its authorized depth and all tests have been 

24 completed, and the results thereof furnished to the parties, stand-by costs incurred pending response to a pany's notice proposing a 
25 reworking, deepening, plugging back or completing operation in such a well shall be charged and borne as part of the drilling or deepen-
26 ing operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response time permitted, whichever 
27 first occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant to the terms of the second gram-

28 matical paragraph of Article VI.B.2, shall be charged to and borne as part of the proposed operation, but if the proposal is subsequently 
29 withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Parties in the proponion 

30 each Consenting Party's interest as shown on Exhibit " A " bears to the total interest as shown on Exhibit " A " of all Consenting Par-

31 ties. 
32 
33 
34 

35 4. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable to a "deepening" operation shall 
36 also be applicable to any proposal to direaionally control and intentionally deviate a well from vertical so as to change the bottom hole 
37 location (herein called "sidetracking"), unless done to straighten the hole or to drill around junk in the hole or because of other 
38 mechanical difficulties. Any party having the right to participate in a proposed sidetracking operation that does not"own an interest in the 
39 affected well bore at the time of the notice shall, upon eleaing to pau-ticipate. tender to the well bore owners its proportionate share (equal 
40 to its interest in the sidetracking operation) of the value of that portion of the existing well bore to be utilized as follows: 
41 
42 
43 

44 (a) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the aauai costs incurred in 
45 the initial drilling of the well down to the depth at which the sidetracking operation is initiated. 
46 
47 
48 
49 (b) If the proposal is for sidetracking a well which has previously produced, reimbursement shall be on the basis of the well's 
50 salvable materials and equipment down to the depth at which the sidetracking operation is initiated, determined in accordance with the 
51 provisions of Exhibit " C " , less the estimated cost of salvaging and the estimated cost of plugging and abandoning. 
52 

53 
54 
55 In the event that notice for a sidetracking operation is given while the drilling rig to be utilized is on location, the response period 
56 shall be limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any pany may request and 
57 receive up to eight (8) additional days after expiration of the forty-eight (48) hours within which to respond by paying for all stand by time 
58 incurred during such extended response period. H more than one pany elects to take such additional time io respond to the notice, stand-
59 by costs shall be allocated between the parties taking additional time to respond on a day-to-day basis in the proportion each electing par-
60 ty's interest as shown on Exhibit " A " bears to the total inierest as shown on Exhibit " A " of all the eleaing parties. In aD other in-
61 stances the response period to a proposal for sidetracking shall be limited to thirty (30) days. 
62 * 
63 
64 
65 C. TAKING PRODUCTION IN KIND: J 
66 _ • '•' 
67 N Each party shall take in kind or separately dispose of its proportionate share of all oil and gas produced from die Contraa Area. 
68 exclusive of production which may be used in development and producing o;>eraiions and in preparing and treau'ng oil and gas for 
69 marketing purposes and produaion unavoidably lost. Any extra expenditure incurred in the taking in kind or separatedisprration by any 
70 parry of its proportionate share of the produaion shall be home b-y such pany. Any party uking its share of produnion in kind shall be 
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ARTICLE VI 
Mintinuod 

required to pay lor only its proportionate share of such part of Operator's surface facilities which it uses. 

Each party shall execute such division orders and contracts as may he necessary for the sale of its interest in produclion from 
the Contract Area. and. except as provided in Article VI1.B.. shall be entitled to receive payment directly from the purchaser thereof for 
its share of all produaion. 

In the event any party shall fail to make the arrangements necessary to take in kind or separately dispose of its proportionate share of 
the oil and gas produced from the Contraa Area, Operator shall have the right, subject to the revocation at will by the party owning it, 
but not the obligation, to purchase such oil and gas or sell it to others at any time and from time to time, for the account of the non-
taking party at the best price obtainable in the area for such produaion. Any such purchase or sale by Operator shall be subject always to 
the right of the owner of the produaion to exercise at any time its right to take in kind, or separately dispose of, its share of all oil and gas 
not previously delivered to a purchaser. Any purchase or sale by Operator of any other parry's share of oi) and gas shall be only for such 
reasonable periods of rime as are consistent with the minimum needs of the industry under the particular circumstances, but in no event 
for a period in excess of one (1) year. Notwithstanding the foregoing. Operator shal) not make a 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 to Contraa Area and Information: 

Each party shall have access to the Contract Area at all reasonable times, ai its sole cost and risk to inspect or observe operations, 
and shall have access at reasonable times to information pertaining to the development or operation thereof, including Operator's books 
and records relating thereto. Operator, 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, tank tables, daily gauge and run tickets and reports of stock on hand at the first of 
each month, and shall make available samples of any cores or cuttings taken from any well drilled on the Contraa Area. The cost of 
gathering and furnishing information to Non-Operator, other than that specified 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 to 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 contaa any party, or should any party fail to reply 
within fony-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt of notice of the proposal to plug and abandon 
such well, such party shall be deemed to have consented to the proposed abandonment. All such wells shall be plugged and abandoned in 
accordance with'applicable regulations and at the cost, risk and expense of the parries who participated in the cost of drilling or deepening 
such well. Any party who objects to plugging and abandoning such well shalLhave the right to take over the well and condua further 
operations in search of oil and/or gas subjea to the provisions of Article VLB. 

2. Abandonment of Wells that have Produced: Except for any well in which a Non-Consent operation has been conduaed 
hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any wel) which has been completed as a 
producer shall not be plugged and abandoned without the consent of all parties. If all panies 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 hereto. If, within 
thirty (30) days after receipt of notice of the proposed abandonment of any well, al) parties do not agree to the abandonment of such well, 
those wishing to continue its operation from the intervals) of the formation(s) then open to produaion shall lender to 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 estimated cost of plugging and abandoning. Each abandoning pany 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, all of its interest in the well and related equipment, together with its interest in the leasehold estate as to, but only as to. the in
terval or intervals of the formation or formations then open to produaion. If the interest of the abandoning pany is or includes an oil and 
gas interest, such partv shaD execute and deliver to the non-abandoning party or parties an oil and gas lease, limited to the interval or in
tervals of the formation or formations then open to produaion, for a term of one (1) year and so long thereafter as oil and/or 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 
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ARTICLE VI 
continued 

j " B " . The assignments or leases so limited shall encompass the '"drilling uni l" upon which the well is located. The payments by. and the 

2 assignments a' leases tc, the assignees shall be in a ratio based upon the relationship cf their respective percentage of paxiicipaiion in the 

3 Contraa Area to the aggregate of the percentages of participation in the Contraa Area of all assignees. There shall be no readjustment of 

4 interests in the remaining portion of the Contraa Area. 

5 

6 Thereafter, abandoning panies shall have no further responsibility, liability, or inierest in the operation of or produaion from 
7 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-
8 quest. Operator shall continue to operate the assigned well for the account of the non-abandoning parties at the rates and charges con-
9 lemplated by this agreement, plus any additional cost and charges which may arise as the result of the separate ownership of the assigned 

10 well. Upon proposed abandonment of the producing interval(s) assigned or leased, the assignor or lessor shall then have the option to 
11 - repurchase its prior interest in the well (using the same valuation formula) and participate in further operations therein subjea to the pro-
12 visions hereof. 
13 
14 3. Abandonment of Non-Consent Operations: The provisions of Article VI.E.l . or V1.E.2. above shall be applicable as between 
15 Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles; provided, however, no well shall be 
16 permanently plugged and abandoned unless and until all parties having the right to condua further operations therein have been notified 

17 of the proposed abandonment and afforded the opportunity to elect to take over the well in accordance with the provisions of this Article 
18 VLE. 
19 
20 ARTICLE V I I . 
2 1 EXPENDITURES A N D LIABILITY OF PARTIES 
22 

23 A . Liability of Parties: 
24 

2^ The liability of the parties shall be several, not joint or collective. Each party shall be responsible only for its obligations, and 
26 shall be liable only for its proportionate share of the costs of developing and operating the Contraa Area. Accordingly, the liens granted 

27 among the parties in Article VfJ.B. are given to secure only the debts of each severally, l t is not the intention of the parties to aeate, nor 
28 shall this agreement be construed as aeating, a mining or other partnership or association, or to render the parties liable as partners. 
29 

30 B. Liens and Payment Defaults: 
31 
32 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 
33 of oil and/or gas when extraaed and its interest in all equipment, to secure payment of its share of expense, together with inierest thereon 
34 at the rate provided in Exhibit " C " . To the extent that Operator has a security interest under the Uniform Commercial Code of the 

35 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-
36 taining of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise affea the lien 

37 rights or security interest as security for the payment thereof, ln addition, upon default by any Non-Operator in the payment of its share 
38 of expense. Operator shall have the right, without prejudice to other rights or remedies, to collea from the purchaser the proceeds from 
39 the sale of such Non'-Opexator's share of oil and/or gas until the amount owed by such Non-Operator, plus interest, has been paid. Each 
40 purchaser shall be entitled to rely upon Operator's written statement concerning the amount of any default. Operator grants a like lien 

41 and security interest to the Non-Operators to secure payment of Operator's proportionate share of expense. 
42 
43 If any party fails or is unable to pay its share of expense within sixty (60) days after rendition of a statement therefor by 
44 Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the proponion thai 
45 the inierest of each such party bears to the interest of all such parties. Each party so paying its share of the unpaid amount shall, to obtain 

46 reimbursement thereof, be subrogated to the security rights described in the foregoing paragraph. 
47 

48 C. Payments and Accounting: 
49 
50 Except as herein otherwise specifically provided. Operator shall promptly pay and discharge expenses incurred in the development 
51 and operation of the Contraa Area pursuant to this agreement and shall charge each of the parties hereto with their respeaive propor-
52 tionate shares upon the expense basis provided in Exhibit " C " . Operator shall keep an accurate record of the joint account hereunder, 

53 showing expenses incurred and charges and aedits made and received- , 
54 
55 Operator, at its election, shall have the right from time to time to demand and receive from tlie other panies payment in advance 
56 of their respeaive shares of the estimated amount of the expense to be inoirred in operations hereunder during the next succeeding 
57 month, which right mav be exercised only by submission to each such party of an itemized statement of such estimated expense, together 
58 with an invoice for its share thereof. Each such statement and invoice for the payment in advance of estimated expense shall be submitted 
59 on or before the 20th day of the next preceding month. Each party shall pay to Operator its proponionate share of such estimate within 
60 fifteen (15) days after such estimate and invoice is received. If any pany fails to pay its share of said estimate within said time, thr amount 
61 due shall bear inierest as provided in Exhibit " C " until paid. Proper adjustment shall be made monthly between advances and anual ex-
62 pense to the end thai each pany shall bear and pay its proportionate share of aaual expenses incurred, and no more. 
63 

64 D. Limitation of Expenditures: Jr 

65 -
66 1. Drill or Deepen: Without the consent of al) parties, no well shall be drilled or deepened, except any well drilled or'orepenrd 
67 pursuant to ihe provisions of Article VI.B.2. of this agreement. Consent io the drilling or deepening shall include: i . 
68 '- ; " I ••• 
69 ' " ! T V 
70 -
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AA.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982 

ARTICLE VII 
ooniinucd 

1 Q—Option No. 1; All ntcmMfy expertdituresfor ihe-drilling or duepuninp. testing, completing and whipping ot the WPII, indudinfi 

2 nectaaury lunkage and/of surface (utilities. 

3 

4 S Opu'on No. 2: Al l necessary expenditures for the drilling or deepening and testing of the well. When such well has reached its 

5 authorized depth, and all tests have been completed, and the results thereof furnished to the parties, Operator shaU give immediate notice 

6 to the Non-Operators who have the right to participate in the completion costs. The parties receiving such notice shall have forty-eight 

7 (48) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect to participate in the setting of casing and the completion at-

8 tempt. Such election, when made, shall include consent to all necessary expenditures for the completing and equipping of such well, in-

9 eluding necessary tankage and/or surface facilities. Failure of any pany receiving such notice to reply within the period above fixed shall 

10 constitute an election by that party not to participate in the cost of the completion attempt. If one or more, but less than all of the parties, 

11 elect to set pipe and to attempt a completion, the provisions of Article VI.B.2. hereof (the phrase "reworking, deepening or plugging 

' 12 back " as contained in Article VI.B.2. shall be deemed to include ' 'completing"') shall apply to the operations thereafter conducted by less 

13 than all parties. 

14 

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

16 plugged back pursuant to the provisions of Anicle VI.B.2. of this agreement. Consent to the reworking or plugging back of a well shall 

17 include all necessary expenditures in conducting such operations and completing and equipping of said well, including necessary tankage 

18 and/or surface facilities. 

19 
20 3. Other Operations: Without the consent of all parties, Operator shall not undertake any single project reasonably estimated 
21 to require an expenditure in excess nf F i f t e e n thousand : Dollars($ 15,000.00 j 
22 except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plugging back of which has been 
23 previously authorized by or pursuant to this agreement; provided, however, that, in case of explosion, fire, flood or other sudden 
24 emergency, whether of the same or different nature, Operator may take such steps and incur such expenses as in its opinion are required 
25 to deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emergency to the other 
26 parties. If Operator prepares an authority for expenditure (AFE) for its own use, Operator shall furnish any Non-Operator so requesting 
27 an information copy thereof for any single project costing in excess of F i v e t h o u s a n d 
28 Dollars f t 5 , 0 0 0 . 0 0 ^ ̂ ut ^ n m e a m o u n t first set forth above in this paragraph. 

29 
30 E. Rentals, Shut-in Well Payments and Minimum Royalties: 

31 

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

38 visions of Article IV.B.2. 0 

39 

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

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

45 

46 F. Taxes: 

47 
48 Beginning with the first calendar year after the effective date hereof, Operator shall render for ad valorem taxation all property 
49 subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon before they 
50 become delinquent. Prior to the rendition date, each Non-Operator shall furnish Operator information as to burdens (to include, but not 
51 be limited to, royalties, overriding royalties and produaion payments) on leases and oi! and gas interests contributed by such Non-
52 Operator. If the assessed valuation of any leasehold estate is reduced by reason of its being subjea to outstanding excess royalties, over-
53 riding royalties or produaion payments, the reduaion in ad valorem taxes resulting therefrom shall inure to the benefit of the owner or 
54 owners of such leasehold estate, and Operator shall adjust the charge to such owner or owners so as to reflea the benefit of such reduc-
55 tion. If the ad valorem taxes are based in whole or in pan upon separate valuations of each party's working interest, then notwithstanding 
56 anything to thefcontrary herein, charges to the joint account shall be made and paid by the parties hereto in accordance with the tax 
57 value generated by each party's working interest. Operator shall bill the other parties for their proponionate shares of all tax payments in 
58 the manner provided in Exhibit " C " . 
59 ». 
60 If Operator considers any tax assessment improper. Operator may, at its disCTetion, protest within the time and manner 
61 prescribed by law, and prosecute the protest to a final determination, unless all panies agree to abandon the protest prior to final deter-
62 mination. During the pendency of administrative or judicial proceedings. Operator may elea to pay. under protest, all such taxes and any 
63 interest and penalty. When anv such protested assessment shall have been finally determined. Operator shall pay the lax for the.joint ac-
64 count, together with any interest and penalty acaued. and the total cost shall then be assessed against the parties, and be paid by them, as 
65 provided in Exhibit " C " . _J 
6 6 . . . y ^ l -
67 , Each party shall pay or cause to be paid all produnion, severance, excise, gathering and other taxes imposed upon or.with.respea to 
68 the produaion or handling of such pany's share of oil and/or gas produced under the terms of this agreement. « .. 

69 ^ '". 
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A.A.P.L FORM 6)0 - MODEL FORM OPERATING AGREEMENT - 1982 

ARTICLE MI 
rontinucd 

) G . Insurance: 

2 

3 A t all times while operations are conducted hereunder, Operator shall comply with the workmen's compensation law of 

4 the state where the operations are being conducted; provided, however, that Operator may be a self-insurer for liability under said com-

5 pensation laws in which event the only charge that shall be made to the joint account shal) be as provided in Exhibit " C " . Operator shall 

6 also carry or provide insurance for the benefit of the joint account of the parties as outlined in Exhibit " D " , attached to and made a part 

7 hereof. Operator shall require all contractors engaged in work on or for the Contract Area to comply with the workmen's compensation 

8 law of the state where the operations are being conducted and to maintain such other insurance as Operator may require. 

9 

JO In the event automobile public liability insurance is specified in said Exhibit " D " , or subsequently receives the approval of the 

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

12 
13 A R T I C L E V I I I . 

14 A C Q U I S I T I O N , M A I N T E N A N C E OR TRANSFER OF I N T E R E S T 

15 

16 A . Surrender of Leases: 

17 

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

19 or in pan unless all parties consent thereto. 

20 

21 However, should any party desire to surrender its interest in any lease or in any portion thereof, and the other parties do not 

22 agree or consent thereto, the party desiring to surrender shaH assign, without express or implied warranty of title, all of its interest in 

23 such lease, or portion thereof, and any well, material and equipment which may be located thereon and any rights in production 

24 thereafter secured, to the parties not consenting to such surrender. If the interest of the assigning party is or includes an oil and gas in-

25 terest, the assigning pany shall execute and deliver to the party or panies not consenting to such surrender an oD and gas lease covering 

26 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 

27 lease to be on the form attached hereto as Exhibit " B " . Upon such assignment or lease, the assigning party shall be relieved from all 

28 obligations thereafter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operation of any well 

29 attributable thereto, and the assigning party shall have no further interest in the assigned or leased premises and its equipment and pro-

30 ducrion other than the royalties retained in any lease made under the terms of this Article. The party assignee or lessee shall pay to the 

31 party assignor or lessor the reasonable salvage value of the latter's interest in any wells and equipment attributable to the assigned or leas-

32 ed acreage. The value of al) material shal) be determined in accordance with the provisions of Exhibit " C " , less the estimated cost of 

33 salvaging and the estimated cost of plugging and abandoning. If the assignment or lease is in favor of more than one pany, the interest 

34 shall be shared by such parries in the proportions that the interest of each bears to the total interest of all such parties. 

35 

' 36 Any assignment, lease or surrender made under this provision shall not reduce or change the assignor's, lessor's or surrendering 

37 party's interest as it was immediately before the assignment, lease or surrender in the balance of the Contract Area; and the acreage 

38 assigned, leased or surrendered, and subsequent operations thereon, shall not thereafter be subject to the terms and provisions of this 

39 agreement. 

40 

41 B . Renewal or Extension of Leases: 

42 

43 If any party secures a renewal of any oil and gas lease subject to this agreement, all other panies shall be notified promptly, and 

44 shall have the right for a period of thirty (30) days following receipt of such notice in which to elect to participate in the ownership of the 

45 renewal lease, insofar as such lease affects lands within the Contract Area, by paying to the party who acquired it their several proper pro-

46 portionate shares of the acquisition cost allocated to that part of such lease within the Contraa Area, which shall be in proportion to the 

47 interests held at that time by the parties in the Contraa Area. 

48 

49 If some, but less than all, of the parties elea to participate i n the purchase of a renewal lease, it shall be owned by the parties 

50 w-ho elea to participate therein, in a ratio based upon the relationship of their respective percentage of participation in the Contraa Area 

51 to the aggregate of the percentages of participation in the Contract Area of all parties participating in the purchase of such renewal lease. 

52 Any renewal lease in which less than all parties elect to partiriparte shall not be subject to this agreemeni. 

53 

54 Each pany who participates in the purchase of a renewal leaise shall be given an assignment of its proportionate interest therein 

55 by the acquiring pany. 

56 

57 The provisions of this Article shall apply to renewal leases whether they are for the entire interest covered by the expiring lease 

58 or cover only a portion of its area or an inierest therein. Any renew al lease uken before the expiration of its predecessor lease, or taken or 

59 conuaned for within six (6) months after the expiration of the existing lease shall be subjea to this provision; but any lease taken or con-

60 traaed for more than six (6) months after the expiration of an existing lea.se shall not be deemed a renewal lease and shall not be sub|i-a to 

6) the provisions of this agreemeni. 

o2 
63 The provisions in this Article shall also be applicable to extc-nsions of oil and gas leases 
64 , ' 
65 C. Acreage or Cash Cont r ibu t ions : ^ 
66 " " '" 
67 While this agreement is in force, if any party conuacts for a contribution of cash towards thr drilling of a well or any other 

68 operation on the Contraa Area, such contribution shall be paid t o the party who conduned thr dulling or other operation and shall br 

69 applied by it against the cost of such drilling or oilier operation. If t.Tir contribution lx- in ihr form of anragc. the party to whom the con 

70 irihution is made shall promptly lender an assignment of the arreap-e. without warranty of title, io the Drilling Panirsin ihcjrioporiions 
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ARTICLE VIII 
continued 

said Drilling Panics shared the cosi ol drilling the well. Such acreage shall become a separate Contract Area and, to the extent possible, be 

governed by provisions identical to this agreement. Each party shall promptly notify al) other parties of any acreage or cash contributions 

it may obtain in support of any well or any other operation on the Contraa Area. The above provisions shall also be applicable to op

tional rights to earn acreage outside the Conuan Area which are in support ol a well drilled inside the Contraa Area. 

If any party contracts for any consideration relating ro disposition of such pany's share of substances produced hereunder, such 
consideration shall not be deemed a 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 leasehold interests covered by this agreement, no 

- party shal) sell, encumber, transfer or make other disposition of its interest in the leases embraced within the Contraa Area and in wells, 

equipment and produaion unless such disposition covers either: 

1. the entire inierest of the pany in all leases and equipment and produaion; or 

2. an equal undivided interest in al) leases and equipment and produaion in the Contraa Area. 

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

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

If, at any time the interest of any party isdivided among and owned by four or more co-owners. Operator, at its disaetion, 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 to 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 Contraa 

Area and they shal] 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 located, each party hereto owning an 

undivided interest in the Contraa Area waives any and all rights it may have to partition and have set aside to it in severalty its undivided 

interest therein. 

5»^Proicfcntia1 Right to Purchase! — — — 

Should any pany^esif«-4Qsel] all or any part of its interests under this agreement, or its rights_^ndHnterests in the Contrac 
^rea, it shall promptly give writtennoTrr*<n_the other parties, with full information concenyng-its^roposed sale, which shall include th • 
lame and address of the prospective purchaser (wh~o~Tm«i_be ready, willing and^aWr-t^purchase), the purchase price, and all other term; 
sf the offer. The other parties shall then have an optional prioFrj3£a*«d5f_aperic>d of ten (10) days after receipt of the notice, to purchas • 
)n the same terms and conditions the interest wliicJiJhe^otner party propose?7cr«dl^and. if this optional right is exercised, the purchas 
ng parties shall share the purchasedjru^re^fm the proportions that the inierest of each be^-Kuheitotal inierest of al! purchasing par 
ies. However, there sh^Il--b^TTOpreferentiaI right to purchase in those cases where any party wishesTcTTBotigage its interests, or t< 
iispose ofjis-irrterests bv merger, reorganization, consolidation, or sale of all or substantially all of its assets to a subsidiary-ot-pajent com[ 
gfTyor io £ subsidiary of 8 pui cnt company, or to any company in which ony one pany owns c majority, of tlie- c'.ccl: 

ARTICLE I X . 

INTERNAL REVENUE CODE ELECTION 

This agreement is not intended to aeate, and shal) not be construed to aeate, a relationship 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 noi joint or collective, or that this agreement and operations hereunder shal! not constitute a partnership, i f , for federal income tax 

purposes, this agreement and the operations hereunder are regarded as a partnership, each pany hereby affeaed elects to be excluded 

from the application of all of the provisions of Subchapter "K", Chapter 1, Subtitle "A", of the Internal Revenue Code of 1954, as per

mitted and authorized by Section 761 of the Code and the regulations promulgated thereunder. Operator is authorized and directed to ex

ecute on behalf of each party hereby affeaed such evidence of this election as may be required by the Secretary of the Treasury of the 

United States or the Federal Internal Revenue Service, including specifically, but not by way of limitation, all of thr rrtums, statements, 

and the data required by Federal Regulations 1.761. Should there be any requirement that each party hereby affeaed give further 

rvidence of this rlenion. each such pany shall execute such documents and furnish such other evidence as may be required by thr 

Federal Interna! Revenue Service or as may be necessary io evidence this elenion. No such party shall give any notices or take any other 

anion inconsistent with the elenion made hereby. If any present or future income tax laws of thr statr or states in which the-Contraci 

Area is located ot anv future income tax law-s of thr United States contain provisions similar io those in Suf<hapier "K". Chapter 1. 

Subtitle "A", of the Internal Revenue Code of 1954. under which an elenion similar to that provided by Senion 761 of thr Code is per

muted, each parly hereby affeaed shall make such election as may be permitted or required by such laws In making thr foregoing elec

tion, each such pany states that the income derived by such parly from oj*-ralions hereunder can be adequately determined without thr 

computation of partnership taxable income. '"• ' 
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1 ARTICLE X . 

2 CLAIMS A N D LAWSUITS 

3 
4 Operator may settle any single uninsured third party damage claim or suit arising Irom operations hereunder il thr expenditure 
5 does not exceed T e n t h o u s a n d Dollars 

6 (S 1 0 , 0 0 0 . 0 0 ) and if the payment is in complete settlement of such claim or suit. If tlie amount required for settlement ex-

7 ceeds the above amount, the parties hereto shall assume and take over the further handling of the claim or suit, unless such authority is 

8 delegated.to Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint ex-

9 Dense 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 

10 sued on account of any matter arising from operations hereunder over w'hich such individual has no control because of the rights given 

11 Operator by this agreement, such party shall immediately notify all other parties, and the claim or suit shall be treated as anv other claim 

12 or suit involving operations hereunder. 

13 
14 ARTICLE X I . 

15 FORCE MAJEURE 

16 

17 If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under this agreement, other than 

18 the obligation to make money payments, that party shall give to all other parties prompt written notice of the force majeure with 

19 reasonably full particulars concerning it: thereupon, the obligations of the party giving the notice, so far as they are affected by the force 

20 majeure, shall be suspended during, but no longer than, the continuance of the force majeure. The affected party shall use all reasonable 

21 diligence to remove the force majeure situation as quickly as practicable. 

22 
23 The requirement that any force majeure shall be remedied with all reasonable dispatch shall not require the settlement of strikes, 

24 lockouts, or other labor difficulty by the party involved, contrary to its wishes; how all such difficulties shall be handled shall be entirely 

25 within the discretion of the party concerned. 

26 

27 The term "force majeure", as here employed, shall mean an aa of God, strike, lockout, or other industrial disturbance, aa of 
28 the public enemy, w:ar, blockade, public riot, lightning, fire, storm, flood, explosion, governmental aaion, governmental delay, restraint 
29 or inaaion, unavailability of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which is 

30 not reasonably within the control of the party claiming suspension. 

31 
32 ARTICLE X I I . 
33 NOTICES 
34 

35 All notices authorized or required between the panies and required by~any of the provisions of this agreement, unless otherwise 

36 specifically provided, shall be given in writing by mail or telegram, postage or"charges prepaid, or by telex or telecopier and addressed to 

37 the panies to whom the notice is given at the addresses listed on Exhibit " A " . The originating notice given under any provision hereof 
38 shall be deemed given only when received by the party to whom such notice is*directed. and the time for such parry to give any notice in 
39 response thereto shall run from the date the originating notice is received. The second or any responsive notice shall be deemed given 
40 when deporited in the mail or with the telegraph company, with postage or charges prepaid, or sent by telex or telecopier. Each party 

41 shall have the right to change its address at any time, and from time to time, by giving written notice thereof to all other panies. 

42 

43 ARTICLE X I I I . 

44 TERM OF AGREEMENT 

45 
46 This agreement shall remain in full force and effea as to the oil and gas leases and/or oil and gas interests subjea hereto for the 
47 period of time seleaed below; provided, however, no party hereto shall ever be construed as having any right, title or interest in or to any 

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

49 
50 5—Option. No: I : So long ca uny of the oil end gas Imes subject lo thb cgie-emem remain or tiie continued in tune eri io unj part 

51 ef the Ctmiract Arc-e, whether by produaion, cxten'jion. rt-newal or otherwise. 

52 

53 S Option No. 2: In the event the well described in Article VI.A.. or any subsequent well drilled under any provision of this 
54 agreement, results in produaion of oil and/or gas in paying quantities, this agreement shall continue in force so long as any such well or 
55 wells produce, or are capable of produnion. and for an additional period of SLfJ days from cessation of all produnion; provided. 
5(, however, if, prior to the expiration of such additional period, one or more of the panies hereto are engaged in drilling, reworking, deepen-
57 ing, plugging back, testing or attempting to complete a well or wells hereunder, this agreement shall continue in forcr until such opera 
58 tions have been completed and if produaion results therefrom, this agreement shall continue in force as provided herein. In the event thr 
59 well described in Artirlr VI.A., or any subsequent well drilled hereunder, results in a dry hole, and no other wrl! is producing, or capablr 
60 of producing oil and/or gas from the Contraa Area, this agreement shall terminate unless drilling, deepening, plugging back or rework-
0] ing operations aie commenced within ^ days from the date of abandonment of said well 
6? ' 
(j3 It is agreed, however, that the termination of this agreement shall noi relieve any party hereto from any liability which has 
64 acnued or attached prior to thr date of such termination. 

65 .. 
66 x / r~ "•;: 
67 • ' ; • 
68 • L. -

69 _ ^ I X " -
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1 ARTICLE X I V . 

2 COMPLIANCE W I T H LAWS A N D REGULATIONS 

3 
4 A. Laws, Regulations and Orders: 

5 

6 This agreement shal) be subjea to the conservation laws of the stale in which the Contraa Area is located,-to the valid rules, 

7 regulations, and orders of any duly constituted regulatory body of said state; and to all other applicable federal, state, and local laws, or-

8 dinances, rules, regulations, and orders. 

9 ' 
10 B. Governing Law: 

11 

"12 This agreement and all matters pertaining hereto, including, but not limited to. matters of performance, non performance, breach, 

13 remedies, procedures, rights, duties and interpretation or construction, shall be governed and determined by the law of ihe state in which 

14 the Contraa Area is located. If the Contract Area is in rwo or more states, the law of the state o.' New M e x i c p 

15 shal) govern. 

16 

17 C. Regulatory Agencies: 

18 

19 Nothing herein contained shall grant, or be construed to grant. Operator the right or authority to waive or release any rights, 

20 privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or orders promulgated 

21 under such laws in reference to oil, gas and mineral operations, including the location, operation, or produaion of wells, on tracts offset-

22 ting or adjacent to the Contraa Area. 

23 

24 With respect to operations hereunder, Non-Operators agree to release Operator from any and al) Josses, damages, injuries, claims 

25 and causes of aoion arising out of, incident to or resulting directly or indirealy from Operator's interpretation or application of rules. 

26 rulings, regulations or orders of the Department of Energy or predecessor or successor agencies to the extent such interpretation or ap-

27 pb'cation was made in good faith. Each Non-Operator further agrees to reimburse Operator for any amounts applicable to such Non-

28 Operator's share of production that Operator may be required to refund, rebate or pay as a result of such an incorrea interpretation or 

29 application, together with interest and penalties thereon owing by Operator as a result of such incorrect interpretation or application. 

30 

31 Non-Operators authorize Operator to prepare and submit such documents as may be required to be submitted to the purchaser 

32 of any crude oil sold hereunder or to any other person or entity pursuant to the requirements of the "Crude Oil Windfall Profit Tax A a 

33 of 1980", as same may be amended from time to time ( " A a " ) , and any valid regulations or rules which may be issued by the Treasury 

34 Department from time to time pursuant to said Act. Each party hereto agrees to furnish any and all certifications or other information 

35 which is required to be furnished by said Act in a timely manner and in sufficient detail to permit compliance with said An . 

36 
37 ARTICLE X V . 

38 OTHER PROVISIONS _ 
39 
40 A. Creation of Subsequent I n t e r e s t 
41 Notwithstanding the p r o v i s i o n s of A r t i c l e V I I I . D. hereof, the parties hereto 
42 agree that i f any party s h a l l h e r e a f t e r create any Overriding Royalty, 
43 Production Payment, or other burden against i t s working i n t e r e s t production 
44 and i f any p a r t y or p a r t i e s s h a l l conduct non-consent operations pursuant 
45 to any p r o v i s i o n of t h i s agreement, and, as a r e s u l t , become e n t i t l e d to 
46 receive the working i n t e r e s t production otherwise belonging to the 
47 n o n - p a r t i c i p a t i n g p a r t y , the p a r t y or p a r t i e s e n t i t l e d to receive the 
48 working i n t e r e s t production of the n o n - p a r t i c i p a t i n g party s h a l l receive 
49 such production f r e e and cle a r o f burdens against such production which may 
50 have been created subsequent t o t h i s agreement. In t h i s regard, any such 
53 i n t e r e s t which may have been created subsequent to t h i s agreement sh a l l 
52 ipso f a c t o terminate and vest i n the consenting p a r t i e s . 

53 
54 B. Hearings Before Regulatory Agencies 
55 A l l costs and expenses incurred i n connection with the employment of counsel 
56 and/or t e c h n i c a l experts f o r the purpose of preparing f o r and conducting any 
57 hearing before any State Regulatory Agency are hereby authorized and shall 
5g be charged to the j o i n t account as an item of operating expense. In the 
59 case of a Forced Pooling a c t i o n , such costs and expenses s h a l l be born-and 
60 paid by the p a r t y or p a r t i e s who have previously agreed to share same or 
61 whose i n t e r e s t i s increased as a r e s u l t of such a c t i o n . Such costs and 
62 expenses s h a l l be born on the basis of the r e l a t i v e p a r t i c i p a t i o n of such 
63 parties as set f o r t h on E x h i b i t "A". The costs and expenses of services' 
64 performed by Operator or i t s r e g u l a r l y employed personnel s h a l l not be^charged 
65 to the j o i n t account but s h a l l be covered by Operator's overhead charge. 
66 . ' V 
67 C. Natural Gas Price Rules •' : 
68 
69 1 . O p e r a t o r s h a l l f i l e a l l A p p l i c a t i o n s f o r D e t e r m i n a t i o n o f P r i c e " C a t e g o r y 
70 r e q u i r e d b y t h e N a t u r a l Gas P o l i c y A c t (NGPA) . O p e r a t o r s h a l l ^g iye ' n o t i c e 

o f t h e f i l i n g o f s u c h A p p l i c a t i o n s t o a l l N o n - O p e r a t o r s . I f ~ f br~any'~~ 
r e a s o n t h e A p p l i c a t i o n f o r D e t e r m i n a t i o n o f P r i c e C a t e g o r y f i l e d by the 
O p e r a t o r i s u n s a t i s f a c t o r y t o a N o n - O p e r a t o r , t h e n s u c h N o n - O p e r a t o r s h a l l 
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n o t i f y Operator of his d i s s a t i s f a c t i o n and the reasons therefore. 
I f Operator and the d i s s a t i s f i e d Non-Operator are unable to reach an 
agreement as to the disputed Application for Determination of Price 
Category, then, i f allowed by the appropriate j u r i s d i c t i o n a l agency 
such Non-Operator may f i l e a separate a p p l i c a t i o n f o r Determination of 
Price Category. The Non-Operator s h a l l mail a copy of t h i s application 
to Operator and to a l l Non-Operators i n the Contract: Area. 

2. Operator i s hereby authorized to make any and a l l f i l i n g s under the NGPA 
which can be made on behalf of the Non-Operators under the NGPA and the 
reg u l a t i o n s promulgated thereunder. Said f i l i n g s s h a l l include, but 
not be l i m i t e d t o , " i n t e r i m c o l l e c t i o n " f i l i n g s under Part 273 of the 
reg u l a t i o n s implementing the NGPA. 

3. Operator i s authorized t o employ counsel and technical experts which, i n 
the Operator's d i s c r e t i o n , are reasonably necessary f o r the preparation 
of any and a l l NGPA f i l i n g s . A l l costs incurred i n the employment of 
such counsel and technical experts s h a l l be deemed a cost and expense 
incurred i n the operation of the Contract Area and s h a l l be charged t o 
the j o i n t account as an item of operating expense. Costs of services 
performed i n connection w i t h such f i l i n g s by Operator's regularly 
employed personnel s h a l l not be charged to the j o i n t account but s h a l l 
be covered by Operator's overhead charge. 
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A.A.P.L. JOKM 6)0 • MUULL I'I;KM un.Anii.>« 
Signature page to Operating Agreement dated October 3, 1983, covering the 
Winningham Lease in parts of Sections 19 and 30-25S-37E, Lea County, 
New Mexico. 

A R T I C L E X V I . 

M I S C E L L A N E O U S 

This artecmem shall be binding upon and shall inure to the benefit of tlie parties hereto and 10 their respective heirs, devisees, 

legal irpiesrmaiives, successors and assigns. 

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

IN WITNESS WHEREOF, this agreement shall be effective as of 3 r d d a v of O c t o b e r 19 83 . 

O P E R A T O R 

N O N - O P E R A T O R S 

Cities Service Oil and Gas Corporation 

By: 

Ruth Sutton 

-16-
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67 
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Winningham Lease i n pa r t s o i s e c u o n i J.? an U 

New Mexico. 

AKTJCLE XVI. 

MISCELLANEOUS 

Tins arnimini shall br binding upon and shall inure io the bmcin of ihr parties hereio and io their tajxreuve heirs, devisees, 

legal rtpicsrntativcs. successors and assigns. 

This insuumrnt mav br rxcruird in any number ol counicrparts. each o! which shall br consideied an original for all purposes. 

IN WITNESS WHEREOF, this arrt-rmeni shall l»r rlieciive as ol 3 r d day of O c t o b e r 19 83 . 

O P E R A T O R 

Doyle Hartman 

N O N - OPERATORS 

C i t i e s Service O i l and Gas Corporation 

Charles Niernberger, AttoVhey-in-Fact 

ACKNOWLEDGMENT 

STATE OF TEXAS J 

COUNTY OF MIDLAND} 
{ SS 

>̂ The foregoing instrument was acknowledged before me this / ̂  day of 
/ / j H ^ n v l ^ A . / 1983, by CHARLES NIERNBERGER, as Attorney-in-Fact, on behalf 
of CITIES SERVICE OIL AND GAS CORPORATION, a Delaware corporation. 

My Commission Expires: — - / / . '. 

' Notary Public 
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EXHJBIT "A" 

Attached to and made a part of the Operating 

Agreement dated October 3 t 1983 
and co v e r i n g E/2 SE/A Section 19; N/7 NW/4 
and E/2 Section 30-7SS-37F, T.ga 

County, New Mexico between DOYLE HARTMAN as 
Operator and C i t i e s Service O i l and Gas 
Corporation 

as Non-Operators. 

a) Land Subject t o Agreement 

E/2 SE/4 Section 19; 

E/2 NW/4 and E/2 Section 30. 

T-25-S, R-37-E. Lea County. 

New Mexico 

b) Depth L i m i t a t i o n s 

From the surface to the baco of tho down to a depth of 3.500 feet. 

e-) D r i l l i n g , ( P r o r c t i o n ) U n i t f o r I n i t i c l Tea*. 

Percentages of I n t e r s t s and Addresses of p a r t i e s 

Doyle Hartman 
P. 0. Box 10426 
Midland, Texas 79702 

Cit i e s Service O i l and Gas 
P. 0. Box 1919 
Midland, Texas 79702 

65527344 

.04687500 

James A. Davidson 
P. 0. Box 494 
Midland, Texas 79702 

.23828125 

James E. Burr 
2505 Emerson Drive 
Midland, Texas 79705 

.01489258 

Jack Fletcher 
P. 0. Box 10887 
Midland, Texas 79702 

.01489258 

Larry A. Nermyr 
2438 Wbitmire Blvd. Apt. 9-E 
Midland, Texas 79705 

.01489258 

Ruth Sutton 
2826 Moss 
Midland, Texas 79705 

.01489257 

1.00000000 

11/8/83 



f rod iKt i ' i ES—^IFtoflucei j hC'iiro i yo / / ir>c-

T1US AGREEMENT made thi* day of 

OIL & GAS LEASE 
19 , between 

. . of 
(Post O f f i c e Address) 

kereir called lessor ( w h e t h e r one or m o r e ) a n d . . - — _ lessee: 
I . L e s » o r . i n cons ide ra t ion o f T E N A N D O T H E R D O L L A R S i n h i n d p a i d , rece ip t o f w h i c h U here acknowledged, and o f the royalties herein p rov ided and 

o f t h i ' u m m e n u o f the lessee herein c o n t a i n e d , hereby g ran t s , lease* and f e u exclus ive ly u n t o lease* f o r the purpose of inves t iga t ing , exp lo r ing , prospec t ing , 
d r i l l i n g , and o p e r a t i n g t p r and p r o d u c i n g oi ) a n d ga t , i n j e c t i n g gaa, wa le ra , o lhe r f l u i d s , and a i r i n t o subsurface s t ra ta , l a y i n g pipe l i n e i . a to r ing o i l . b u i l d i n g 
l anka . roadwaya. te lephone l inea. and o the r s t r u c t u r e s and t h i n g s t he reon t o produce , aave. t ake care o f . t r ea t , process, atore and t r anspo r t said mine ra l* , the 

f o l l o w i n g described )and i n C o u n t y , N e w M e x i c o , t o - w i t : 

I o r the purpose of c a l c u l a t i n g the r e n t a l paymen t* h e r e i n a f t e r p r o v i d e d f o r , said l a n d is e s t ima ted to comprise acres, whether i t ac tua l ly 
comprises m o r e o r less. 

1 . Subject t o t he o ther provis ions he re in con ta ined , t h i s lease s h a l l r e m a i n i n f o r c e f o r a t e r m o f years f r o m th i s date (called " p r i m a r y t e r m " ) , and 
as long the rea f t e r as o i l o r gas, is p roduced f r o m said l and o r l and w i t h w h i c h said l and is pooled. 

!.. The roya l t i e s t o be pa id by lessee a r e : l a ) on o i l , a n d on o the r l i q u i d h y d r o c a r b o n s saved a t t h e w e l l . of t h a t produced and saved f r o m said l and , 
same to be del ivered a l the wells or t o the c r e d i t o f lessor i n the p ipe l i n e t o w h i c h the wel l s may be connec ted : ( b l on gas. i n c l u d i n g casinghead gas and al) gas
eous substances, produced f r o m said l and and sold or used o f f the premises or i n the m a n u f a c t u r e of gasoline or other p roduc t t he re f rom, the market value at 
the mouth o f the w e l l o f o f the gas so sold o r used, p rov ided t h a t on gas sold a t the wells the r o y a l t y sha l l be o f the amount realized f r o m 
such sa le ; l e ) and a t any t i m e when this lease is no t va l ida ted by o t h e r p rov i s ions hereof a n d there, is a gas and /o r condensate well on said land, or land pooled 
t h e r e w i t h , but gas a n d / o r condensate is no t be ing so t o l d o r used and such w e l l is shu t i n . e i t he r before or a f t e r p roduc t ion t h e r e f r o m , then on or before 90 days 
a f te r said w e l l ia shu t i n . and t h e r e a f t e r a t a n n u a l i n t e r v a l s , lessee m a y pay o r tender an advance a n n u a l shu t - in r o y a l t y eaual to the amount of delay ren ta l s 
provided fo r i n t h i s lease f o r the acreage t h e n held under t h i s lease by t h e p a r t y m a k i n g such p a y m e n t o r tender, and so l o n g as said shut - in roya l ty is pa id or 
tendered this lease sha l l no t t e r m i n a t e and i t w i l l be considered under a l l clauses hereof t h a t gas is be ing produced f r o m the leased premises i n pay ing Quanti t ies. 
Eaefc such p a y m e n t sha l l be paid o r tendered to t h e p a r t y or par t ies w h o at the t i m e of such p a y m e n t w o u l d be en t i t l ed to receive the royalt ies wh ich wou ld be 
paid under th i s leaae i f the we l l were i n f a c t p r o d u c i n g , o r be p a i d o r t endered to the c r e d i t o f such p a r t y or par t ies in the depository bank and i n the manner 
here: n a f t e r p rov ided f o r the payment o f r e n t a l s . | 

I . I f opera t ions f o r d r i l l i n g are no t commenced on sa id l and o r o n l a n d pooled t h e r e w i t h o n or be fo re one (1) year f r o m th i s date, th is lease shal l t e r m i n a t e 

as to both pa r l i e s , unless on or before one (1 ) year f r o m th i s date lessee sha l l pay o r tender t o the lessor a r en t a l o f S w h i c h 
shall cover the p r i v i l e g e o f d e f e r r i n g commencemen t of such opera t ions f o r a p e r i o d o f t w e l v e (12) mon ths . I n l ike manner and upon like payments or tender*, 
annua l ly , the commencement o f said ope ra t ions may be f u r t h e r d e f e r r e d f o r successive per iods o f t w e l v e (12) months each d u r i n g the p r i m a r y t e r m . Payment 

or ti-nder may be made t o the lessor o r t o t be c r e d i t o f tbe lessor i n t he ——- : Bank 

a t - , . wh ich bank, o r any successor thereof , sha l l 
cont inue to be the agent f o r the lessor and lessor'a heirs and assigns. I f such b a n k ( o r any successor b a n k ! sha l l f a i l , l i qu ida te , or be succeeded by another bank , 
or f o r any reason sha l l f a i l or refuse to accept r e n t a l , lessee shal l no t be held i n d e f a u l t u n t i l t h i r t y (301 days a f t e r lessor sha l l deliver to lessee a recordable 
in s t rumen t m a k i n g p r o v i s i o n f o r another acceptable method of p a y m e n t o r t ender , and any depos i tory charge is a l i a b i l i t y of the lessor. The psyment or tender 
o f r en t a l may be made by check o r d r a f t o f lease*, mai led or del ivered t o said bank o r lessor, or any lessor i f more than one. on or before the ren ta l p a y i n g 
date. A n y t i m e l y p a y m e n t or tender of r e n t a l or shu t - in r o y a l t y w h i c h is made i n a bona f i d e a t t e m p t l o make proper payment , but wh ich is erroneous i n 
whole or in p a r t as to par t ies , amounts , o r depositories sha l l nevertheless be s u f f i c i e n t t o p r e v e n t t e r m i n a t i o n o f th is lease in the same manner as though a 
proper payment had been m a d e ; provided , however , leasee shal l cor rec t such e r ro r w i t h i n t h i r t y (30) days a f t e r lessee has received w r i t t e n notice thereof by 
c e r t i f i e d m a i l f r o m lessor together w i t h such i n s t r u m e n t s as are necessary t o enable lessee t o make p roper payment . 

5. Lessee is hereby g ran ted the r i g h t a n d power , f r o m t i m e t o t i m e , to pool o r combine frTis lease, the land covered by i t or any p a r t or hor izon thereof 
wi l r . any other l a n d , lease, leases, m i n e r a l estates or pa r t s thereof fo r - tbe p r o d u c t i o n of o i l o r gas. U n i t s pooled hereunder shal) not exceed the s tandard pro
r a t i on u n i t f i x e d by l aw o r by the N e w M e x i c o O i l Conserva t ion C o m m i s s i o n or by o ther l a w f u l a u t h o r i t y f o r the pool or area i n which said land is s i tuated, plus 
a tolerance o f 20",;. Lessee shal l f i l e w r i t t e n u n i t des ignat ions i n t h e c o u n t y i n w h i c h the premises a re located and such un i t s may be designated f r o m t i m e to 
t i r m and e i ther before o r a f t e r the c o m p l e t i o n o f we))s. D r i l l i n g ope ra t ions on o r p r o d u c t i o n f r o m any p a r t of any such u n i t shall be considered f o r a l l pur 
poses, except the p a y m e n t o f r o y a l l y , as opera t ions conducted upon o r p r o d u c t i o n f r o m the layid described i n th i s lease. The re shal) be allocated to the land 
covered by th i s tease inc luded i n any such u n i t t h a t p o r t i o n of the t o t a l p r o d u c t i o n o f pooled m i n e r a l s f r o m wel l s i n the u n i t , a f t e r -deduc t ing any used io lease 
or u n i t opera t ions , w h i c h the number o f s u r f a c e acres i n the l and covered by th i s lease inc luded i n the u n i t bears to the t o t a l number o f surface acres i n the 
u n i t . The p r o d u c t i o n so al located sba)l be considered f o r a l l purposes, i n c l u d i n g the p a y m e n t o r d e l i v e r y o f r o y a l t y , to be the en t i r e product ion of pooled minera l s 
f r o r i the p o r t i o n o f said land covered hereby and inc luded i n said u n i t i n t he same m a n n e r as t h o u g h produced f r o m said iand under the terms of th is lease. 
An> pooled u n i l des ignated by lessee, as p r o v i d e d here in , may be dissolved by lessee by r e c o r d i n g a n a p p r o p r i a t e i n s t r u m e n t i n the County where the land is a i l -
uated at any l i m e a f t e r t he comple t ion o f a d r y hoie o r the cessation o f p r o d u c t i o n u n said u n i t . Lessee is f u r t h e r g ran ted the r i g h t and power to c o m m i t this, 
lease as to a l l o r a n y p o r t i o n of the above described lands o r hor izons the reo f t o a n y u n i t ag reemen t f o r the purpose of conserving the n a t u r a l resources of any 
o i l or gas pool , f i e l d o r area covered t h e r e b y : p rov ided , such u n i t a g r e e m e n t con ta ins usual and c u s t o m a r y provis ions f o r t he al location o f o i l and gas produced 
f r o m the u n i l area and such u n i t ag reement embraces lands of e i t he r t he U n i t e d Slates o r S ta le o f N e w Mexico or both, and the f o r m of u n i t agreement has 
been approved by e i ther the U n i t e d States Geological Survey or Commiss ione r o f P u b l i c Lands o r both and the N e w Mexico Oi l Conservation Commiss ion , and 
upon such c o m m i t m e n t t h e provis ions of t h i s lease sha l l be c o n f o r m e d t o the u n i t ag reemen t . 

€. If prior to the discovery of oil or gas hereunder, leasee should drill and abandon a dry hole or boles hereunder, or if after discovery of oil or gaj the 
production thereof should cease for any cauae. this lease shall not terminate if lessee commences reworking or additional drilling operations within tO days 
thereafter and diligently prosecutes the same, or (if it be within the primary term I commence* or resumes the payment or Under of rentals or cummences 
operations for drilling or reworking on or before the rental paying date next ensuing after the expiration of three months from date of abandonment of said 
dry hole or holes or the cessation of production. If at the expiration of the primary term oil or gas ia not being produced but lessee is then engaged in operations 
for drilling or reworking of any well, thia lease shall remain in force ao long as auch operations are diligently prosecuted with no cesaalion of more than £0 
consecutive daya. If during the drilling or reworking of any well under this paragraph, leasee loses or junks the hole or well and after diligent e f f o r t s in guod 
faith is unable lo complete said operations then within 30 days after the abandonment of aaid operations lessee msy commence another well and drill the same 
with due diligence. If any drilling, additional drilling, or reworking operation* hereunder result in production, then thia lease shall remain in full force ao long 
thereafter as oil or gas is produced hereunder. 

7. Lessee shal) have f r ee use o f o i l . gas and wa te r f r o m said l a n d , except w a t e r f r o m lessor's wel ls and t anks , f o r a l l operations hereunder, and the roya l t y 
shall be computed a f t e r deduct ing any so used. Lessee shal l have the r i g h t a t a n y t i m e d u r i n g o r a f t e r the e x p i r a t i o n o f th i s lease to remove al l p roper ty and 
f i x urea placed by lessee o n said l and , i n c l u d i n g the r i g h t t o draw and remove a l l cas ing . Whe n r e q u i r e d by lessor, lessee w i l l bury a l l pipe lines on cu l t iva ted 
lands below o r d i n a r y p l o w depth, and no w e l l sha l l be d r i l l e d w i t h i n t w o h u n d r e d f ee t (200 f t . I o f a n y residence or ba rn now on said land wi lhou t lessor'a con . 
sent. Lessor sha l l have the pr iv i lege , at his r i sk and expense, of u s i n g gas f r o m any gas w e l l on said land f o r stoves and inside l ights in the p r i n c i p a l d w e l l i n g 
thereon, out o f any su rp lus gas not needed f o r opera t ions hereunder. 

8. The r i g h t s o f e i ther pa r ty hereunder may be assigned i n w h o l e or i n p s r t and the p rov i s ions hereof sha l l extend t o the heirs. e» t -cu lors . admin i s t r a to r s . 
• u c c m c r i and ass igns : bu t no change or d i v i s i o n in the ownersh ip o f t he l a n d , or i n the o w n e r s h i p o f or r i g h t wo receive rentals , royalties or p i y m t n u . hnwrver 
accomplished shal l opera te to enlarge the ob l iga t i ons or d i m i n i s h the r i g h t * o f leasee; a n d no *uch change or d iv i s i on shaj l be b inding upon )e»«ee f o r mny p u r . 
pose u n t i l 30 days a f t e r lessee ha* been f u r n i s h e d by c e r t i f i e d m a i l a t lessee's p r i n c i p a l place o f business w i t h acceptable ins t ruments or Cert if ied copies 
thereof c o n s t i t u t i n g the cha in of t i t l e f r o m the o r i g i n a l lessor. I f a n y such change i n o w n e r s h i p occurs t h r o u g h the death of the owner . Irssee msy pay or 
lender sny r en ta l* , roya l t ies or payment* t o the c red i t o f the deceased o r his estate i n the depos i to ry bank u n t i l such t ime a i lessee ha* U ^ n fu rn i shed w i t h 
evidence s a l U f a r l o r y l o lessee a i to t he persons en t i t l ed t o such sums . I n the event o f an a s s ignmen t o f t h i * lease SJ l o a * r g r e i r * t « i por t ion o ! ssid land, the 
i r r u l i payable hereunder shs!) be a p p o r t i o n e d as between the severa l leasehold o w n e r , r a t a b l y acco rd ing to the surface ares ot esch. and de fau l t i n r en ta l 
l.s ' ment by one shal l no t a f f e e l the r i g h t s o f o lhe r leasehold owners hereunder . A n a s s ignmen t o f I h i s less*, i n whole or i n p s r t . shall , l o the extent of such 
a - i g n m e n l rel ieve and discharge 1—see of any ob l iga t ions hereunder , a n d . i f lessee o r assignee of p s r t or par t* hereof shal l f a i l or make defaul t i n the p a > m m t 
of Ihe p ropor t iona te p s r t o f Ihe rentsla due f r o m such lessee or assignee o r f a i l to c o m p l y w i t h a n y o:ner p rov i s ion o f t h r lease, auch defaul t sha l l not a f f e c t thta 
I r u , in ao ( « r as i t covers a par t o f said lands upon w h i c h lessee or a n y assignee the reo f sha l l so c o m p l y or make such payments, k e n t a l t as used i n th is 
par-asraph ahal l also inc lude ahut-tn r o y a l l y . 

» . Should less—r be prevented f r o m c o m p l y i n g w i t h any express o r i m p l i e d covenan t o f th i s lease, or f r o m conduc t ing d r i l l i n g or r ework ing operations here
under, or f r o m p r o d u c i n g o i l or gas hereunder by reason of sesre i ty o r I n s b i l i t r to o b l s i n o r use e q u i p m e n t or ma te r i a l , o r by operation of force ma jeure , or 
br any Federal or s la te law or sny order , r u l e or r e g u l s t i o n of g o v e r n — e n l s l a u t h o r i t y , t hen w h i l e so p r e v r n l e d . leva — a d u l y ahal l he a^stirndcd. and l - ^ - r r 
«hi,)l nol be l i ab le f o r f a i l u r e lo comply t h e r e w i t h : and Ihia lesse sha l l be ex tended w h i l e and so l o n g ss less— u prevented by any such cause f r o m conduct ing 
d r i l l i n g or r e w o r k i n g operat ions on or f r o m p roduc ing o i l o r gas h e r e u n d e r : and the t i m e w h i l e lessee is so prevenled shall no l be c o u n t « J against 1~ee. 
a n r t h m * in th is l*-a*e l o the r o n t r a r y not w i t h a l and ing . 

10 L — sor hereby u t r r i n u snd • n n s t o defend the t i l l e to s s id l a n d , a n d t r i m t h a t I — »ee . at i t s o p t i o n , may discharge sny U s . m o n t a g e , or o u V r 
f . c i upon asid l and , and i n the event lessee does so. i l s h s l l be sub roga l ed t o such l i en w i l h Ihe r i g h l to enforce same and a i p l y r e n l a l . and ro>al l .^» accru ing 
he eunor r l o - art) s a t i s f y i n g aame. W i t h o u t i m p a i r m e n t o f lessee's r i g h t * under the w . r r s n t y . i f t h i s lesse t o v „ i a l „ a in teres t in t h r o i l or gas in a l l or any 
par t of aaid land I h s n t h r ent i re snd u n d i v i d e d fee a imple estate (whe the r I r s i o r ' a in t e res t is he r e in spec i f ied or not I then the roya l t i e s shut- in roya l ty , r en ta l , 
snd o l h r r paymen t s , i l s n y . a t c r u i n g f r o m any p a r i a* l o w h i c h thia lesse cover* less I h s n such f u l l in te res t , ahal l be pa id only in the p ropor t ion » h i r h Ihe 
i n t r r — t t h e r e i n , i f s n y . covered by this Iraae. bears to the whole and u n d i v i d e d fee s i m p l e e s l s l e t h e r e i n . Should sny one or more of thr psrt.** named i L . r u 
1— aora f a i l to raeeule th i s lease, i l » h s l ) n r v r r t h r ) i - * s b< b i n d i n g upon tbe p s r t y o r p s r l i e s e x e c u t i n g the s » m « . 

11 . W r i t a / b i * aurreasors heirs and assigns, s h s l l hsve the r i g h l a l a n y t i m e t o su r r ende r t h i s lesse. In whole or in pa r t , l o W > o r or his heirs, sure—>-
sora. snd sa*ign* by d e l i v e r i n g or m a i l i n g a release thereof l o the lessor, o r by p l s c i n r a release t h e r e o f of record in the county i n which aaid land ia a i l u a l e d ; 
th . - r ru twn lesser aha l l be relieved f r o m a l l o b l i g a l i o n a . esprrsaed or I m p l i e d , o f t h u ag reemen t a* u> a c r r u t so aur r rndered . and thereaf ter the rentals and 
s h j t - i n r o y a l l y payable hereunder s h s l l be reduced in the p r o p o r t i o n t h a t t he acreage covered hereby i * reduced by aaid release or release*. 

Eaeruled the dsy s n d yesr f i r s t sbove w r i t t e n . 



hrvf tWI 601, tu'.""©!* 7««oi Accounionlt Socirl.n of 
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r r Y U J I O I T » r " 

Attached to and made a part of _J__21__J_*|__̂ ^ d a t e . l 
October 3. 1983 and cover ing E/2 SE/4 Section 19; E/2 NW/4 
aarA„I_2„.S.e.G.t.i^ 
DOJ„E_J iARmN_.^ 
Corporation as Non-Operators. 

A C C O U N T I N G P R O C E D U R E 

J O I N T O P E R A T I O N S 

I . G E N E R A L PROVISIONS 

1. Def ini t ions 

"Joint Property" shall mean the real and personal proper ty subject to the agreement to which this Accounting 
Procedure is attached. 

"Joint Operations" shall mean a l l operations necessary or proper f o r the development, operation, protection and 
maintenance of the Joint Property. 

"Joint Account" shall mean the account showing the charges paid and credits received i n 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. 

"Fi rs t Level Supervisors" shall mean those employees whose p r imary funct ion in Joint Operations is the direct 
supervision of other employees and/or contract labor direct ly employed on the Joint Property in a f i e ld operat
ing capacity. 

"Technical Employees" shall mean those employees having special and specific engineering, geological or other 
professional skills, and whose p r imary func t ion i n Joint Operations is the handling of specific operating condi
tions and problems for the benefit of the Joint Proper ty . 

"Personal Expenses" shall mean travel and other reasonable reimbursable expenses of Operator's employees. 

"Ma te r i a l " shall mean personal property, equipment or supplies acquired or held for use on the Joint Property. 

"Controllable Mater ia l" shall mean Mater ia l w h i c h at the t ime is so classified in the Material Classification Manual 
as most recently recommended by the Council of Petroleum Accountants Societies of Nor th America. 

2. Statement and Billings -

Operator shall b i l l Non-Operators on or before the last day of each month for their proportionate share of the 
Joint Account for the preceding month . Such bi l l s w i l l be accompanied by statements which-ident i fy the author
i t y for expenditure, lease or fac i l i ty , and al l charges and credits, summarized by appropriate classifications of i n 
vestment and expense except that items of Controllable Mater ia l and unusual charges and credits shall be sep
arately identif ied and f u l l y described in detai l . 

3. Advances and Payments by Non-Operators 

Unless otherwise provided f o r i n the agreement, the Operator may require the Non-Operators to advance their 
share of estimated cash outlay f o r the succeeding month's operation. Operator shall adjust each monthly b i l l i ng 
to reflect advances received f r o m the Non-Operators. p r i m e r a t e p l u s 1.25% 

Each Non-Operator shall pay its proportion of a l l bi l ls w i t h i n f i f t een (15) days after r ece ip l f I f payment is not 
made w i t h i n such time, the unpaid balance shall bear interest monthly at the rate of elvc 'porcont (1 - Ĉ ) per 
annum or the maximum contract rale permi t ted by the applicable usury laws in the state in which the Joint 
Proper ty is located, whichever is the lesser, plus attorney's fees, court costs, and other costs in connection w i t h 
the collection of unpaid amounts. 

4. Adjustments 

Payment of any such bil ls shall not prejudice the r igh t of any Non-Operator to protest or question the correct
ness thereof; provided, however, al l bi l ls and statements rendered to Non-Operators by Operator during any 
calendar year shall conclusively be presumed to be t rue and correct af ter twen ty - four (24) months fo l lowing 
the end of any such calendar year, unless w i t h i n the said twen ty - fou r (24) month period a Non-Operator takes 
w r i t t e n exception thereto and makes claim on Operator fo r adjustment. No adjustment favorable lo Operator shal] 
be made unless it is made w i t h i n the same prescribed period. The provisions of this paragraph shall nol prevent 
adjustments resulting f r o m a physical inventory of Controllable Material as provided for in Section V. 

5. Audi t s 

A . Non-Operator, upon notice in w r i t i n g to Operator and a l l other Non-Operators, shall have the right to audit Ope
rator's accounts and records relating to the Joint Account fo r any calendar year wi th in the twenty-four (24) month 
period fol lowing the end of such calendar year; provided, however, the making of an audit shall not extend the 
l ime for the taking of wr i t t en exception to and the adjustments of accounts as provided for in Paragraph 4 of this 
Section I . Where there are two or more Non-Operators, the Non-Operators shall make every reasonable e f fo r t to 
conduct jo in t or simultaneous audits in a manner wh ich w i l l result in a min imum 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. 

C. Approva l by Non-Operators 

Where an approval or olher agreement of the Parties or Non-Operators is expressly required under olher sec
tions of this Accounting Procedure and i f the agreement to which this Accounting Procedure is attached contains 
no contrary provisions in regard thereto, Operator shall n o t i f y al l Non-Operators of the Operator's proposal, .md 
the agreement or approval of a ma jo r i t y in inierest of the Non-Operators shall be controlling on all Non-Opera
tors. 



I I . D I R E C T CHARGES 

Operator shall charge the Joint Account w i t h the f o l l o w i n g items: 

. 1. Rentals and Royalties 

Lease rentals and royalties paid by Operator f o r the Joint Operations. 

2. Labor 

A. (1) Salaries and wages of Operator's f i e l d employees direct ly employed on the Joint Property in the conduc 
of Joint Operations. 

(2) Salaries of Fi rs t Level Supervisors in the f i e l d . 

(3) Salaries and wages of Technical Employees direct ly employed on the Joint Property i f such charges an 
excluded f r o m the Overhead rates. 

B. Operator's cost of hol iday, vacation, sickness and disabi l i ty benefits and other customary allowances paid t< 
employees whose salaries and wages are chargeable lo the Joint Account under Paragraph 2A of this Sectior 
I I . Such costs under this Paragraph 2B may be charged on a "when and as paid basis" or by "percentage as
sessment" on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of th i ! 
Section I I . I f 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 authori ty which an 
applicable to Operator's costs chargeable to the Joint Account under Paragraphs 2A and 2B of this Sec
tion I I . 

D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account undei 
Paragraph 2A of this Section I I . 

3. Employee Benefits 

Operator's- current costs of established plans f o r employees' group l i f e insurance, hospitalization, pension, r e 
tirement, stock purchase, t h r i f t , bonus, and other benefit plans of a l ike nature, applicable to Operator's labor 
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section I I shall be Operator's actual 
cost not to exceed t w e n t y p w rent ( 7 0 ^ ) . . t w e n t y - s r x p e r c e n t (26%) o r p e r c e n t m o s t r e c e n t l y 
recommended by t h e " C o u n c i l o f P e t r o l e u m A c c o u n t a n t S o c i e t y o f N o r t h A m e r i c a . 

4. Material 

Material purchased or furnished by Operator f o r use on the Joint Property as provided under Section IV . Only 
such Material shall be purchased fo r or t ransfer red to the Joint Property as may be required for immediate use 
and is reasonably practical and consistent w i t h e f f i c i en t and economical operations. The accumulation of sur
plus stocks shall be avoided. 

5. Transportation 

Transportation of employees and Mater ia l necessary for the Joint Operations but subject to the fo l lowing l i m i t a 
tions: 

A. I f Material is moved to the Joint Proper ty f r o m the Operator's warehouse or other properties, no charge shall 
be made to the Joint Account for a distance greater than the distance f r o m the nearest reliable supply store, 
recognized barge t e rmina l , or r a i lway receiving point where l ike material is normally available, unless agreed 
to by the Parties., e x c e p t as s p e c i f i c a l l y a u t h o r i z e d b y A r t i c l e XV A . l . _ o f t h e O p e r a t i n g 

B. surplus ^ l a H e r i a l ^ ^ m o v e j ^ 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 rai lway receiving point unless agreed to by the Parties. No charge shall be made to the Joint A c 
count for moving Mater ia l to other properties belonging to Operator, unless agreed to by the Parties. 

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

6. Services 

The cost of contract services, equipment and u t i l i t i es provided by outside sources, except services excluded by 
Paragraph 9 of Section I I and Paragraph 1. i i of Section I I I . The cost of professional consultant services and con
tract services of technical personnel d i rec t ly engaged on the Joint Property i f such charges are excluded f r o m the 
Overhead rales. The cost of professional consultant services or contract services of technical personnel no l d i 
rectly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed lo by 
the Parties. 

7. Equipment and Facilities Furnished by Operator 

A. Operator shall charge the Joint Account f o r use of Operator owned equipment and facilities at rales com
mensurate wi th costs of ownership and operation. Such rales shall include costs of maintenance, repairs, other 
operating expense, insurance, taxes, depreciation, and interest on investment not to exceed eight per cent ( 8 % ) 
per annum. Such rates shall not exceed average commercial rales current ly prevail ing in the immediate area 
of the Joint Property. 

B. . In lieu of charges in Paragraph 7A above, Operator may elect to use average commercial rates prevailing in 
the immediate area of the Joint Property less 20<^. For automotive equipmenl , Operator may elect to use rates 
published by the Petroleum Motor Transport Association. 

8. Damages and Losses to Joint Property 

AU costs or expenses necessary fo r Ihe repair or replacement of Joint Property made necessary because of dam
ages or losses incurred by f i re , f lood, s lorm, thef t , accident, or other cause, except those resulting f rom Operator's 
gross negligence or w i l l f u l misconduct. Operator shall furnish Non-Operator wr i t t en notice of damages or losses 
incurred as soon as practicable af ter a report thereof has been received by Operator. 

9. Legal Expense 

Expense of handling, investigating and set t l ing l i t iga t ion or claims, discharging of liens, payment of judgments 
and amounts paid for settlement of claims incurred i n or resulting f r o m operations under the agreement or 
necessary to protect or recover the Joint Proper ty , except that no charge for services of Operator's legal staff 
or fees or expense of outside attorneys shall be made unless previously agreed to by the Parties. A l l other legal 
expense is considered lo be covered by the overhead provisions of Section 111 unless otherwise agreed to by the 
Parties, except as provided in Seclion I , Paragraph 3. 
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] 0. Taxes 

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Properly, 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 

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Par
ties. In the event Joint Operations are conducted in a state in which Operator may act as 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. Olher Expenditures 

Any other expenditure not covered or dealt with in the foregoing provisions of this Section I I , or in Section I I I , 
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operations. 

III. OVERHEAD 

1. Overhead - Drill ing and Producing Operations 

i . As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge 
drilling and producing operations on either: 

( X ) Fixed Rate Basis, Paragraph IA, or 
( ) Percentage Basis, Paragraph I B . 

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 I I . The cost and expense of services from outside sources in connection with 
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered 
as included in the Overhead rates provided for in the above selected Paragraph of this Section I I I unless such 
cost and expense are agreed to by the Parties as a direct charge to the Joint Account. 

i i . 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 ( ^) be covered by the Overhead rates. 

A. Overhead - Fixed Rate Basis 

(1) Operator shall charge the Joint Account at the following cates per well per month: —— 

Drilling Well Rate $ _Z_Q - : ^ c c ^ l . ^ t - J ~ X { . _ ^ 
Producing Well Rate % 5"; 7 ^' ^ ' 

(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, except that no charge shall 
be made during suspension of drilling operations lor fifteen (15) or more consecutive 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 r ig is released, whichever occurs first, except that no charge shall be made during suspen
sion of dril l ing 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 dale of rig release, except 
that no charge shall be made during suspension of operations for fifteen (15) or more consecutive 
days. 

(b) Producing Well Rates 

[1] An active well either produced or 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 overproduction or failure of purchaser to take the produc
tion shall be considered as a one-well charge providing the gas well is directly connected to a per
manent sales outlet. 

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

[5] AU olher inactive wells (including but not limited lo inactive wells covered by unil allowable, 
lease allowable, transferred allowable, etc.) shall not qualify for an overhead charge. 

(3) The well rales shall be adjusted as of the first day of Apri l each year following the effective date of the 
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by mult i
plying the rate currently in use by the percentage increase or decrease in the average weekly earnings of 
Crude Petroleum and Gas Production Workers for the last calendar year compared to the calendar year 
preceding as shown by the index of average weekly earnings of Crude Petroleum and Cas Fields Produc
tion Workers as published by the United States Department of Labor, Bureau of Labor Statistics, or the 
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be 
the rates currently in use, plus or minus the computed adjustment. 



: if 
B. Overhead - Percentage Basis 

(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 I I and all salvage credits. 

(b) Operating 
-I Percent ( % ) of the cost of Operating the Joint Property exclusive of costs provided 
under Paragraphs 1 and 9 of Section I I , 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 IB of this Section I I I , de
velopment shall include all costs in connection with drilling, redrilling, deepening or any remedial opera
tions on any or all wells involving the use of dril l ing crew and equipment; also, preliminary expenditures 
necessary in preparation for drilling and expenditures incurred in abandoning when the well is not com
pleted as a producer, and original cost of construction or installation of fixed assets, the expansion of fixed 
assets and any other project clearly discernible as a fixed asset, except Major Construction as defined in 
Paragraph 2 of this Section I I I . A l l other costs shall be considered as Operating. 

—Overhond—Major Coiirtrucfion 

" To-^^mpensate Operator for overhead costs incurred in the construction and installation of fixed asset^ib^-rrX"^ 
pansion^o^+xi^assets, and any other project clearly discernible as a fixed asset required for thejiferrjlopment and 
operation of theJoTn-t-Ej^rjcrty, Operator shall either negotiate a rate prior to the DegmrAirrrrTJl^cor^truction, or shall 
charge the Joint Account foT~^vejiiead based on the following rates for anjuMirjt5FConstruction project in excess 

A. % of total costs if such costs are moHE^ksS^C^^— but less than $ ; plus 
B. % of total costs in exces£_»r^-^ I_ butrTcT>s-4i^n$l,000,000; plus i 
C. % of iotel^s)Sl#~irr^xcess of $1,000,000. — -

Total costsJj^li-Trieanthe gross cost of any one project. For the purpose of this paragraprT7^tTr>^jrnponent parts 
i ^of^-*rrrgTeproject shall not be treated separately and the cost of drilling and workover wells shall bee^tlis-de4. 

3. Amendment of Rates 

The Overhead rates provided for in this Section I I I may be amended from time to time only by mutual agreement 
I 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-
i 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 

J kind, or sale to outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Opera
tors in surplus condition A or B Material. The disposal of surplus Controllable Material not purchased by the Opera-

I 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 
i 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. 

I 2. Transfers and Dispositions 

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

counts: 

j 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 
1 maximum carload or barge load weight basis, regardless of quantity transferred, equalized to the lowest 

published price f.o.b. railway receiving point or recognized barge terminal nearest the Joint Property 
! where such Material is normally available. 

J (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-
i mally available. 
I (b) Movement of 30,000 pounds or more shall be priced under provisions of tubular goods pricing in Para-
j graph 2A (1) of this Section IV. 
I (3) Other Material shall be priced at fhe current new price, in effect at dale of movement, as listed by a reliable 
j supply store or f.o.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 seventy-five percent (75^-) of current new price, as determined by Paragraph 2A of this Section IV. 

(2) Material moved from the Joint Property 
(a) Al seventy-five percent (75'', ) of current new price, as determined by Paragraph 2A of this Section IV, 

if Material was originally charged to the Joint Account as new Material, or 
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(b) al sixty-five percent (G5';, ) of current new price, as determined by Paragraph 2A of this Section 

IV. i f Material was originally charged to the Joint Account as good used Material at seventy-five per
cent (75%) of current new price. 

The cost of reconditioning, if any, shall be absorbed by the transferring property. 

C. Other Used Material (Condition C and D) 

(1) Condition C 
Malerial which is not in sound and serviceable condition and not suitable for its original function until 
aftor reconditioning shall be priced at f i f t y percent (50',,' ) of current new price as determined by Para-

. graph 2A of this Section IV. The cost of reconditioning shall be charged to the receiving property, pro-
_ vided 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 olher purpose, shall be 
priced on a basis comparable with that of items normally used for such olher 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 

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

E. Pricing Conditions 

(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (15g) 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 I . 

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

3. Premium Prices 

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes 
or other unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the 
required Material 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 wriling is furnished to Non-Operators of the proposed 
charge prior to billing Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and 
notifying Operator within ten days after receiving notice from Operator, to furnish in kind all or part of his share 
of such Materia] suitable for use and acceptable to Operator. ~ 

4. Warranty of Material Furnished by Operator 

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

V. INVENTORIES 

The Operator shall maintain detailed records of Controllable Material. 

1. Periodic Inventories, Notice and Representation 

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

2. Reconciliation and Adjustment of Inventories 

Reconciliation of a physical inventory with the Joint Account shall be made, and a list of overages and shortages 
shall be furnished lo the Non-Operators within six months following Ihe taking of the inventory. Inventory ad
justments shall be made by Operator with the Joint Account for overages and shortages, but Operator shall be 
held accountable only for shortages due to lack of reasonable diligence. 

3. Special Inventories 

Special Inventories may be taken whenever there is any sale or change of inleresl in the Joint Property. It shall 
be the duty of the party selling lo notify all olher Parties as quickly as possible after the transfer of inierest takes 
place. In such cases, both the seller and the purchaser shall be governed by such inventory. 

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

— 5 — 



EXHIBIT "D" 

Attached to and made a part of the 
Operating Agreement dated 
October 3, 1983 and covering E/2 SE/4 
Sprfinn 19 f F/7 WW/A and E/2 Sprfinn 30-25S-37E, Lea 
County, New Mexico between DOYLE HARTMAN . 
as Operator and C i t i e s Service O i l and _ 
Gas Corporation 

as Non-Operators 

Operator, at a l l times while operations are conducted hereunder, 

s h a l l c a r r y , and require i t s contractors to carry insurance to indemnify, 

protect and hold the p a r t i e s hereto harmless as follows: 

1. Insurance which s h a l l comply w i t h the Workmen's Compensation, 

Employers L i a b i l i t y and Occupational Disease laws of the State 

i n which operations hereunder are conducted; 

2. Comprehensive general l i a b i l i t y insurance w i t h l i m i t s of not 

less than: 

A. Bodily I n j u r y : 

$500,000 per person and $500,000 f o r each occurrence 

and, 

B. Property Damage: 

$250,000 f o r each occurrence and $500,000 i n the 

aggregate. 

3. Automobile l i a b i l i t y insurance with l i m i t s of not less than: 

A. $250,000 per person and $500,000 per accident pertaining 

to b o d i l y i n j u r y t o , or deaih of persons; and, 

B. $100,000 per accident p e r t a i n i n g to loss of, or damage 

t o , property. 

A. Commercial Umbrella Excess L i a b i l i t y : $15,000,000 per incident 

and annual aggreate. 

Upon successful completion of f i r s t w e l l , a l l premiums paid on such 

insurance s h a l l be charged to the j o i n t account. Except by mutual 

consent of the p a r t i e s , no other insurance s h a l l be maintained for the 

j o i n t account, and a l l losses not covered by such insurance s h a l l be 

charged to the j o i n t account. 

Operator s h a l l not be l i a b l e to Non-Operator(s) f o r loss suffered 

on account of the i n s u f f i c i e n c y of insurance c a r r i e d , or of the insuror 

with whom c a r r i e d , nor s h a l l Operator be l i a b l e to Non-Operator(s) f o r 

any loss accruing by reason of Operator's i n a b i l i t y to provide or maintain 

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

druing the l i f e of t h i s agreement Operator i s unable to obtain or maintain 

such insurance, Operator s h a l l pronptly n o t i f y Non-Operator(s) of such 

f a c t . 



DOTTLE H A R T M A N 
Oi l Operator 

5 0 0 N . M A I N 

P.O. BOX 1 0 4 2 6 

M I D L A N D , T E X A S 7 9 7 0 2 

(915) 6 8 4 - 4 0 1 1 

July 10, 1985 

Mr. Howard Olsen 
Post Office Box 32279 
Phoenix, Arizona 85018 

Re: Proposed I n f i l l Well 
Carlson Federal No. 4 
SE/4 SE/4 Section 23 
T-25-S, R-37-E 
Lea County, New Mexico 
(40-acre Langlie Mattix) 

Dear Mr. Olsen: 

Reference i s made to our previous communications concerning operations 
as to the Langlie Mattix pool covering SE/4 SE/4 Section 23, T-25-S, 
R-37-E, Lea County, New Mexico. Please be informed that we are propos
ing the d r i l l i n g of an i n f i l l well on the captioned lease i n order to 
e f f i c i e n t l y and effectively drain a l l remaining Langlie Mattix gas 
reserves under the SE/4 SE/4 Section 23, T-25-S, R-37-E, that w i l l not 
be drained by the Carlson No. 3 well which i s also situated on the 
subject 40-acre proration unit. 

Since the d r i l l i n g of a new well i s not covered by any existing 
agreement between the current owners of the subject lease, we invite you 
to j o i n us with your 25% working interest i n d r i l l i n g the proposed new 
well. I f you wish to participate i n the d r i l l i n g of our proposed new 
well, we w i l l prepare and forward to you an Operating Agreement for your 
review and approval. We are enclosing with t h i s l e t t e r an AFE covering 
the cost of d r i l l i n g our proposed Carlson No. 4 i n f i l l well. 

In the event you do not wish to participate i n the d r i l l i n g of the 
proposed new well, we further offer you the following additional 
options: 

1. We again extend our offer of January 24, 1985 to purchase your net 
interest for $22,500. 

2. We w i l l be happy to take a farmout of your interest and d r i l l the 
well to earn a 70% net revenue interest. 

Since we hope to spud the proposed new well within the next forty-five 
days, we are at th i s time proceeding with a l l necessary regulatory 
procedures for the d r i l l i n g of the subject well. Therefore, we 

C 

^^**~ro-B_rogB_^a^ M —_____ 

BEFORE EXAMINER QUINTANA 
OIL CONSERVATION DIVISION 

__________ EXHIBIT NO. S 
CASE NO. 8fc*_>8 



Mr. Howard 
July 10, 1985 
Page 2 

respectfully request hearing fron you as soon as possible concerriing 
your decision i n this matter. 

Very truly yours, 

Doyle Hartman 



DOYLE HARTMAN 
OIL OPERATOR 

500 N. MAIN STREET 
MIDLAND, TEXAS 

C Heron, s nn 

LEASE NAME 

COUNTY 

AUTHORIZATION FOR EXPENDITURE AND DETAIL WELL ESTIMATE 
C a r l s o n F e d e r a l , „ n 4 

. WELL NO. w I 100% of Well Cost 

Lea 
.STATE. New Mexico FIELD Langlie Mattix 

LOCATION: SE/4 SE/4 Section 23, T-25-S, R-37-E 

DRILLING INTANGIBLES: 
1. Drilling Cost 
2. Day Work 

6. 
7. 
8. 
9. 

10. 
11. 
12. 
13. 
14. 
15. 
16. 
17. 
18. 
19. 
20. 
21. 

22. 
23. 
24. 

3,500 _ . _ 
1 day at 3,§Bt°-

13.145 Per Foot 

3. Coring Service _ 
4. Bits and Reamers 
5. Testing 

Well Surveys 

Directional Drilling. 
Fuel 
Mud 

. Water. 

Cementing Service 
Company Labor 

Mud Logging 
Cement _ Floats 
Contract Labor 

Surface Damages and Right-of-Way 
Digging Pits 
Pit Lining 

Filling Pits. 

Roads & Brir joes.^ 
Acidizing 
Plugging. 

Fracturing. 4,000 

Trucking Cost 
Development Superintendence 
Rental Equipment 

"IT days @ $. 300" _/day 

Swabbing and Testing 
Legal and Professional Expenses: 

Product Price Determination _ 
Regulatory Hearings .Other. 

Abstracts and Title Opinions 
Geological, Geophysical and Land Support 
Other Costs 

PRODUCER 
46,000 

3,800 
8,400 

6,500 
8,100 
15,600 
9,500 
2,800 
1,200 
1,500 
8,000 

100,000 

2,900 
7,000 
4,500 
10,500 

2,400 
3,600 
4,300 

DRY HOLE 
46,000 

3,800 
8,400 

6,500 
8,100 
5,000 
3,600 
2,800 
1,200 
1,500 
8,000 

2,800 
1,500 
3,500 
500 

2,400 
3,600 
4.300 

25. Contingency @ 

WELL EQUIPMENT 
26. Casing 

1 5 " 

27. 
28. 
29. 
30. 
31. 
32. 
33. 
34. 
35. 
36. 
37. 
38. 
39. 

400 9 5/8 

Total Intangibles 

8.50 
3,500 Ft. of 7 <fp 6.46 

Ft. of 0) 
3500 Ft. Of 2 3/8 @ 2.63 Tubing 

Casing Head 
Xmas Tree or Pumping Connections 
Pumping Unit 

Per Ft. 
Per Ft. 
Per Ft. 
Per Ft. 

Engine/Motor Controller and Power System. 
Sucker Rods 
Pump 
Tank Battery 
Separator or Dehydration Equip. 
Metering Equipment 
Flow Lines 
Guards and Fences 
Other Costs 

40. Contingency @ "15" 
Total Tangibles 

TOTAL COST OF WELL 

Howard Olsen 
. Share at. 

25 

43,400** 
290,000 

26,000 
9,200 
1,300 
4,600 

19,500 
4,500 
6,100 
2,000 
2,600 
2,400 

1,900 
2,300 

17,600** 
100,000 

390,000** 

97,500 

20.500 
134,000 

3.400 

1,300 

2,300 

1,QQQ 
8,000 

142,000 

35,500 

REMARKS: 
Our projected cost for drilling and completing the proposed infill well is 

-$-329TOOO.—This -coot is for a routine well wiUi no piubl_i_.—With the addition"" 
-of a 15% contingency for possible probl_i_, Un, total cust u_i_s to ~ 
$390/000 for a completed well. 

Originated by C?. Yhx^- Title 
Engineer 

Date July 10, 1985 

Annrnved Title Date 
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H O W A R D O L S E N 

P.O. BOX 32279 

PHOENIX. ARIZONA 85016 
951-9774 

January 31, 1985 

Doyle Hartman 
P.O. Box 10426 
Midland, TX 79702 

RE: CARLSON FEDERAL #3 

Dear Mi:. Hartman, 

In response to your l e t t e r of. January 24, 1985 regarding the purchase of 
our interest i n the above said well, I have discussed your proposal with 
Mr. Olsen and he feels the offer i s insufficient. 

Regarding the working interest expense for the said well inwhich we are to 
share, after much conversation between our offices on the correct amount, 
we have: acquired a copy of the original Operating Agreement. According to 
the said agreement, overhead i s to be b i l l e d at $125.00 per month for each 
d r i l l i n g well for which our working interest i s .25 percent. 

Due to this information, please consider this a demand for your check to 
adjust the producing overhead i n accordance with the Operating Agreement. 
Also, invoices for September through December 1984 should be adjusted to 
reflect, this change. 

Your cooperation i n this matter i s appreciated. 

Sincerely, 

LEA COUNTY, NEW MEXICO 

Donna M. Mariner 
Accountant 

DH/cac 

£5 

FEB o 



( f 

D O Y L E H A R T M A N 
Oil Operator 
5 0 0 N . MAIN 

P . O . B O X 10426 

MIDLAND. TEXAS 7 9 7 0 2 

(915 ) 6 8 4 - 4 0 1 1 

January 24, 1985 

Mr. R. Howard Olsen 
Post Office Box 32279 
Phoenix, Arizona 85016 

Re: Carlson Federal Nbs. 2 & 3 
SE/4 SE/4 Section 23 (#3) 
SE/4 NE/4 Section 26 (#2) 
T-25-S, R-37-E 
Lea County, New Mexico 

Dear Mr. Olsen: 

Reference i s made to the phone conversations between your o f f i c e and Jim 
Burr of our o f f i c e regarding the following for the above noted wells: 

1. Production volume—we have checked the production for the subject 
well for the years 1983 and 1984 and find that for the year 1983 
the Carlson Federal No. 3 (No. 2 well not producing) averaged 24 
MCFPD and since we became operator on June 1, 1984, t h i s well has 
averaged 35 MCFPD. 

2. P r i c i n g — a t the time we assumed operations of the Carlson Federal 
No. 3, El Paso Natural Gas Company a r b i t r a r i l y lowered the price 
from the stripper price previously paid to Sun O i l Crjmpany to an 
approximate net price of $1.35/MCF. We have already discussed t h i s 
natter with El Paso and have requested that the price be restored 
to the stripper price. 

3. Operational costs—as to the Carlson No. 3, we are charging exactly 
what i t costs us to operate t h i s well, which i s the same rate as we 
charge for a l l wells that we operate. We do not feel we should be 
asked t o operate any well at a loss, which you can surely 
understand being an independent yourself. As you know, Congress 
provided stripper pricing for wells such as the Carlson Federal No. 
3 i n order that such low volume wells can continue to be operated 
at a p r o f i t and not be plugged. I f you feel i t necessary," we can 
furnish you back-up data to j u s t i f y our operating costs. 

We can. certainly understand your concern generally since the well 
operations have been recently shifted from Sun with whom you are 
familiar to us with whom you are not familiar. We hope t h i s explanation 
answers your questions and, i n t h i s regard, we would be w i l l i n g to offer 
you $22,500.00 for a l l of your r i g h t , t i t l e , and interest i n the above 
noted wells and acreage. This of f e r i s higher on a pro rata basis than 
the consideration paid to Sun for i t s 75% working interest. I f you are 



Mr. R. Howard 0}' ^~ 
January 24, 1985 
Page 2 

agreeable to a sale, we would be willing to pay a l l legal fees incident 
to the sale and t i t l e approval. 

Triank you for your consideration and please l e t us hear from you as soon 
as is conveniently possible. 

Very truly yours, 

DH/mh 



Sun Exploration and 
Production Company 
Four NorthPark East 
5656 Blackwell 
PO Box2880 
DallasTX 75221-2880 
214 8905573 

March 25, 1985 

Ms. Ruth Sutton 
Doyle Hartman 
P. 0. Box 10426 
Midland, TX 79702 

Re: Bid Package No. 84132 

Dear Ms. Sutton: 

In reply to your lette r of March 18, 1985 concerning the Operating 
Agreement for the Carlson No. 2 and 3, we have requested our 
Contract and Lease Department to reexamine this property. Mr. Foy 
Ball of that department has replied that the correct Operating 
Agreement for this property should be (C-854) identified as 
D r i l l i n g and Operating Agreement dated November 2, 1936 between 
Sun and Ajax D r i l l i n g Corporation. 

I f you have any questions concerning this Agreement please contact 
Foy Ball at (214) 890-2934. He should be able to answer any ques
tions you might have. I apologize for the confusion in identify
ing this agreement. 

Sincerely yours, 

SUN EXPLORATION AND PRODUCTION COMPANY 

LL 

• / 
JUDY M. HAIL 

JMH/jy 

- f 

0NG269-JM 
I'.AR 2 8 
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DOYLE HARTMAN 

Oil Operator 
BOO N. MAIN 

P.O. B O X 10428 

MIDLAND. TEXAS 70702 

(915) 684-4011 

March 18, 1985 

Sun Exploration and Prcduction Ccrnpany 
Divestment Department 
Post Office Box 2880 
Dallas, Texas 75221 

Attention: Ms. Judy M. Hail 

Re: Carlson No. 2 & 3 
SE/4 SE/4 Section 23 
and SE/4 NE/4 Section 26 
T-25-S, R-37-E 
Lea County, New Mexico 
(Bid Package No. 84132) 

Gentlemen: 

In response to a request by our controller, Mr. Jim Burr, you recently 
fumi-shed us with a copy of Operating Agreement dated April 1, 1961 
between Union Texas Petroleum and Joseph E. Seagram which is identified 
as covering the captioned property. 

We have examined this agreement, and i t appears to cover the leases 
jointly owned by Union Texas and Sun. As to this acreage, those rights 
are limited to depths below 4.000 feet. 

Will you please have your contracts people look into this matter again 
and fiirnish us with whatever agreement they were using in conducting the 
joint, operations on this property above 4,000 feet. 

Thanks for your assistance. 

Very truly yours, 

DOYLE HARTMAN • 

v ..... • . ••-; - v '• 
Ruth Sutton 
Landman 

RS/dm 



DRILLING CONTRACT 

THI3 AG-Rdd;-:?_I-JT tlacls and entered into by and between An-
dereon-Prichard o i l Ccrocrc.ticn, a Dolavaere Corporation, here
inaf t e r called Party cf the Fir s t Part, an-3. Aj&x D r i l l i n g Cor
poration, a "-.araG Corocrc.tic.-., hereinafter called Party of the 
Second Part, 

ai7;fd3'A;rH: Thet, 

d?;aaAA3, On the .^'^ d"y cf /^h~.^-~^.~d-.^-7~ 1935, 
a certain D r i l l i n g and"2ncrating AaTocr.ent vas entered into by 
md between C. hh' Carlson end Fdlda Carlson, his r i f e , as "Gaol
er 1 1 ana Anderson-rrichard Oil corporation, as 51 Contractor", g l r -
in'-r raid arantin^ unto said Contractor the snelueire r i a h t of pos-
33scion and occupancy of certain Xa.a's e-nbraced i n certain O i l 
-.ad dae Prosoectin- Permit issued by the f-eretary of the I n 
t e r i o r o:C the United States to C. Carlson, bearing L?.s Cruces 
3-rial Fo. 002372, said C i l an" 2a s Prone.? :t i i : a permit covering 
and IncluSin-r the f o l i o — i n r d~ :a.rib:.d lane • situated i n Lea 
County, State of ITev? Le:c:l co, tc-dt; 

::d Sec, 1 ; Idtr Sc. 10; S7/A Bee. 2 1 : 
f h Bee. 22; &v Sac. 2<>; »ac . £ 5 ; 
si- jrvj: 1- ; , 2;"̂  FAA>, odd *oc. 2C, 
"• •!•,-.-, laa; S-V Sec. 27, Tnp>. 

25 .Hanae 37"?;,, Idf-dd., embracing 
;.S0 acres, 

ana, 

v̂ FdftaAS, cn the 25th day of October, 1936, a certain con
t r a c t res entered into by and between Indian Petroleum Corpora
ti o n , as F i r s t Party, and Andersor.-sarichar'? C i l Corporation, as 
Oeecnci Party, yivhae or grrntin;; unto or. i d Anderscn-Prichard Oil 
Corporation' the e::luei~e'~right cf possession aid occupancy of cer
tain lands eabraced i n a certain C i l an'. Gae Lsase granted by 
the United Stat?3 of aaerica to »/. Valla under date of January 
4. 1933, und?r fie terms ar.d pro virions of the Act cf Congress 
doted February 25, 1220, Pv.l d;.2- FiC. 14G, designated as Lao Cruces 
Oo2~/d3 (bj insofar as said lease covers the following ac-scribed 
1 raids situated i n raid County and 3tate, tc—.at: 

Lots 2-/0 (2) , Three (3) and Four (A), 
'•outhv-eot .'h-arter (£ V; ; of Fortheasi, 
•.-earter (IT: ) , South Half (o/g) of 
Fcrthvcs".;. Quarter (lha) , ^eah:--e^t. 
/e^ter (hi./; , and vest F.-lf ( / f ) cf 
: ;-u ̂ a':j.e •.. • \ •<- •:, >-'-•• 
Four {-=_•); 

.••.11 of doc t ier ; ' f ive (C-) : 

. v-r.? 
'Le':s One (1) and I-our ( 4 ) , 

• ,v.arter (^.a) c f derthe -st 
h i d - ; , :;outhcar.': .•.v.rt'-r (h.:, ) c f 
f o r t h e^t p.: . r t e r ( . . a ) , aorte :ac« 

uartor (AT^T.-} cf ..oata est '.;u:'.r-tpr 
w ' -c ) , and i ; o r th -es t A a - r t - r ( f . :^ ; 
c f -outheact '-.urrter (h-d) of Lec
t i o n £i:c ( 6 ) ; 

A l l i n roiTnchi? i h i n t y - f i ve (25) :>oath, 
?.ani*o ffhirty-:-.evc-n _ (37) Cast, 1". a. ?. i . ' . , 
Lea County, ITea ;.;c::ioo; 

and 



WHEREAS, I t I s the desire of a l l of the parties here
to that the land hereinafter described be tested for o i l 
and gas; and 

WHEREAS, Second Party for the consideration herein
after stated i s ready, able and willing to commence opera
tions for the drilling of two wells on the land above de
scribed at the locations and within the time hereinafter 
stated and continue the drilling of each of said wells with 
due and reasonable diligence free of a l l cost to First Party 
to the depths hereinafter specified, 

NOW, THEREFORE, KN0T7 ALL MEN BY THESE PRESENTS: That 
for and in consideration of the premises and of, the faithful 
performance of the covenants herein contained i t is; agreed: 

ARTICLE,I. 

Test Wells- Second Partv agrees at i t s sole cost and 
expense to d r i l l and complete V7ith standard or cable tools 
two wells for the production of o i l and gas at the following 
locations and to the following depths, to-wit; 

^ (a) One to be located in the center of the SWj HWjj of 
Section 21. Township 25 south, Range 57 East, a bo \e described; 

. ' actual d r i l l in'gH5perations thereon to be commenced on or be-
\ fore the 20th day of November, 1936, and continued with due 
< and reasonable diligence to the depth of 3650 feet, unless 

production of o i l and/or gas, or a hole f u l l of sulphur or 
j salt water, be encountered at a lesser depth. In the event 
"i production of o i l and/or gas i s encountered in said well 

Second Party shall, at it3 sole cost and expense, furnish 
and Ĵ sJaJl.̂ all_x»cojMsary casing,_tublng_aj^ •. 
ment reauifed for the pro^vfctloirpf"o"il ahd''gas~intb ahd.4^-

—clucCEng: the"" tanks',~—7 •• — " ' " " " * * •r"*'"' • 

(b) Ona \7ell at a location to be selected by First 
Party either in the SVft .SVfe Qf S e c t i o n ^ or .SEi SS3. of 
Sjg&4fiXLJl»-JtaSB̂  a bo ve de s cribe d, • 

v Immediately upon completion of the well referred to ln sub-
*̂ ( paragraph (a) hereof, F i r s t Party shall make application to 
. the proper governmental authority for permit to d r i l l the 

well provided for herein and shall press such application 
\5 with due diligence. Second Party shall commence actual d r i l l -
N ing operations thereon within ten days after the granting of 

such permit and shall continue such drilling operations with 
due and reasonable diligence to the depth of 3650 feet, un
less production of o i l and/or gas, or a hole f u l l of sulphur 
or salt water be encountered at a lesser depth. In the event 
production of o i l and/or gas i s encountered in said well, 
Second Party shall, at i t s sole cost and expense, furnish and 
install a l l necessary casing, tubing and surface equipment 
required for the production of o i l and gas into and including 
the tanks. 

ARTICLE I I , 

Inspection and Information - First Party shall, a t - a l l 
times,- have free access to -the-wella-hereina bo \© provided for, 
and to any and a l l information available pertaining to the 
drilling of the same, including daily logs and changes in 
formations and samples of a l l outtings or fluids which may 
be enoountered in the drilling thereof. First Party shall have 
the right to procure samples of a l l such formations and fluids 
and Second Party shall not d r i l l Into any known producing hor-

2 



izon without first giving first party sufficient notioe 
thereof so that first party may have a representative on 
the ground to witness the drilling into such horizons, i f i t 
eo desires. In the.event such wells shall be unproductive 
6f oil or gas in paying quantities at the total depths here
inabove provided for, then second party shall notify first ~ 
party before the same shall be plugged, in order tht first 
party may have a representative on the ground for the purpose 
of taking a Joint measurement or to witness the measurement 
of such well or wells. 

ARTICLE I I I 

Logs, Reoorta and Pluming; - Second Party shall keep a 
true and accurate log of such wells and a correct tally of 
the various sizes and lengths of casing that may be set in 
said wells, and, upon completion thereof, shall deliver to 
first party a true and complete log of said wells, together 
with a true and accurate record of a l l casing set therein, 
showing the make, size, weight, thread and lengths thereof, 
and the points at which such casing shall have been set. 
Second Party shall furnish to first party, dally written re
ports of the progress of said wells, mailing the same to An-
derson-Prlchard Oil Corporation, 1000 Ramsey Tower, Oklahoma' 
City, Oklahoma. Any and a l l wells abandoned by second party 
shall be plugged at its expense, and in f u l l compliance with 
the laws, rules and regulations of the United' States and the 
State of New Kexico, or any other Governmental Agency thereof. 

ARTICLE IV. 

Insurance -

(a) Second Party agrees to hold first party harmless from 
and against a l l claims, expenses, loss and damage arising from 
any cause whatsoever in connection withthe work to be performed 
under this contract, regardless of whether such work be perform
ed by second party or by his employees, or by subcontractors 
under second par£y or employees of such sub-contractors, or.by 
both, or a l l . 

(b) The second party shall carry and pay for workmen's 
compensation Insurance which shall comply with the workmen's 
compensation laws of each state in which work is to be perform
ed under this contract, and shall cover a l l of second party*s 
employees engaged ln the work to bo performed under this con
tract. The second party shall also see to i t that each and • ' •" 
every sub-contractor under him shall carry and pay for Work
men' s Compensation Insurance covering a l l of such sub-contract
ors' employees engaged in any work under this contract. The 
workmen's compensation Insurance provided by such sub-contract
ors shall comply with the laws of each state in whloh work is 
to be performed under this contract. I f this contract covers 
operations in Oklahoma, employers liability coverage must be 
carried with death limit of at least $25,000.00 for one per-r 
son killed and at least $50,000.00 for any number of persons 
in one accident, this in addition to the regular compensation 
ooverage that is required under the laws of Oklahoma, 

(c) The second party shall also carry and pay for Pub
l i c Liability insurance oovering a l l work to be performed/inder 
this contract, with limits of not lees than $25,000,00 as to 



any one person and $50,000.00 as to any one aoo id eat. ., 

(d) Second party shall provide automobile publio 
l i a b i l i t y Insurance with limits of not less than $25,000.00 
as to any one person, and not less than $50,000.00 as.to 
any one accident, and shall also provide automobile property 
damage insurance with a limit of not less than $5,000.00 to' 
cover a l l automotive-equipment used by second party in the 
operations contemplated and to be performed under this con
tract. A l l such automobile insurance policies shall include 
the names of a l l the parties hereto as the assured. 

(e) A l l suoh polioies of insurance shall be delivered 
to Anderspn-Prichard Oil Corporation at i t s office in Okla
homa City, Oklahoma, for examination and return to second 
party, and, in addition thereto second party shall furnish 
to Anderson-Prichard Oil Corporation, at i t s said office, a 
certificate or certificates of insurance on Anderson-Prichard 
Oil Corporation's form 1-100, each of which shall be attested 
by a duly authorized representative of the insurance company 
writing the respective policy, and shall contain an agreement 
on the part of the insuror that the insuranoe concerning which 
the certificate ie given shall not be cancelled without at 
least ten days' notice to Anderson-Prichard Oil Corporation 
at Oklahoma City, Oklahoma. j 

ARTICLE V. 

Abandonment- I t i s agreed by and between the parties 
hereto that time i s of the essenoe of this contract and that 
in the event second party shall f a i l or neglect to commence 
the actual drilling operations of either of the wells herein
above provided for, within the time herein specified, o r l l f , 
after having commenced the drilling thereof i t shall f a l l to 
complete any of said wells as herein provided, f i r s t party 
shall be under no obligations to make and deliver the assign- -
ments hereinafter mentioned. I f second party shall f a i l or 
neglect, except where such failure or neglect i s due to or 
the result of strikes, lockouts, fire, unusual delay ln jtrans-
portatlon, unavoidable casualties, accidents, or any caufies 
beyond i t s control, to continue the operations on said wells, 
or either of them, for a period of ten (10) days after-hav
ing commenced the drilling thereof, without f i r s t having ob
tained the written consent of f i r s t party so to do, such neg
lect or discontinuance shall, of I t s e l f , and without notice 
or demand by f i r s t party, constitute a breach of this con
tract by seoond party and f i r s t party shall have, vithin six
ty (60) days after such breach, in addition to i t s other law
ful and equitable remedies, the right to take possession of 
such well or wells, and, in such event, shall have the free 
use of a l l tools, appliances and machinery thereat belonging 
to or under the control of second party, for the purposerof 
drilling and/or completing said VJQII or wells, without any 
l i a b i l i t y whatsoever to second party for the use of such) tools, 
appliances, machinery and equipment, except for loss or 
age thereto not occasioned by the usual wear and tear incident 
to such use, and, in such event, f i r s t party shall be under 
no obligation to deliver to second party the assignments men
tioned. I t i s hereby expressly understood and agreed, however, 
that none of the provisions of this paragraph shall be construed 
as ln anywise releasing or excusing seoond party frpm i t s l i a 
b i l i t y to f i r s t party for any breach of this oontraot. 

ARTICLE VI. 

Assignments- (a) For and ln consideration of the| d r i l l 
ing, completing and equipping by second party of the twd test 
v/ells referred to in Article I aiove, ln the manner and Iwithin 
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the time thereinnentlone&Y "first party, upon oompletion 
both of said wells and the furnishing to,~lt of true and 
curate logs thereof duly certified to, w i l l , subject to 
conditions and reservations hereinafter provided,^" 

arty an assignment coverin cute and deliver to second party an assignment covering 
umOTlfa^ 

Ho^noruWr^^^ 
"I9^rt v executed^by^C.^M.„; 

r o o n ^d"Hilc\aCarl^spn Ms;̂ y _ 
porlafllon'TnVdf^ and afreets the foi 
described lands/^ituated in. said County and State, to-wi 

Southwest Quarter (SW-£) of North
west quarter (2f«7$) of Section 21, 
Township 25 South, Range 37 East, 
N. H. ?» U,, containing 40 acres, 
more or less, 

and w i l l , subject to the conditions and reservations herein
after provided, make._execute> and deliver to Second Party an 

de 

r r . __>ratlon 
ahX'An^derson-^ric^ Corporatl6ft"lhsbfar4•1a's'"sa^c^, contract 
covers and affects the lands to be assigned to Anderson-Prich
ard Oil Corporation under the terms thereof; said assignments 
to be subject to a l l the terms and provisions of the drilling 
and operating agreement dated M-c^.^r^^,^—^ % »^ .1936, 
and the contract, dated October 26, 1936, and of this contraot 
insofar as said contracts relate to the land to be described 
in said assignment and the rules and regulations of the Sec
retary of the Interior of the United States and a l l governing 
statutes, without covenants of general warranty; but f i r s t 
party shall covenant in said assignment that i t will warrant 
and defend the t i t l e to the interest thereby assigned against 
the claims of any and a l l persons whomsoever claiming by, 
through or under i t , but not other\7lse. j 

As a further consideration for the drilling, comp 
and equipping of the two wells aforesaid, the party of* 
f i r s t part hereby agrees that second party shall be ent 
to receive, free from a l l operating coots, tii^siiTij 

letlng 
the 
tied 

rst 
"fiPand 

from 

by second party 
Article I hereof. 

(b) I t i s further agreed by and between the parti 
to that beginning with the date of this contract and 
forth a l l gross production t-oics chargeable against the 
ga3 that may be produced from the lands to be described 
assignments by f i r s t party to second party and a l l taxe 
ed against any oi l and gas lease heretofore or hereafter 
cuted covering thelando to be described in said assignment 
against a l l lease equipment thereon situated, and a l l 
als shall be borne and paid equally by the parties here 

le 

es here-
thencj? 

o i l and 
in said 
s assess-

exe-
s, and 

ase rent 
to. 

(c) F i r s t Party shall be under no obligation to deliver 
the assignments hereinabo \e proflded for, until and unless a l l 
olaims, charges, liens and encumbrances of every character that 
may may have been incurred on said premises by second party 
during the drilling of said v/ells, shall have been paid, satis
fied and discharged, and i f , after the completion of edid wells, 
second party shall allow or permit any liens to be fixed against 
said premises, f i r s t party shall have the right, wlthoiit being 
obligated so to do, to pay any and a l l such lien oharges there
on and be subrogated to the rights of the holders thereof. 
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ARTICLE V I I . 

I t Is understood and agreed that the 6aid two test 
v/ells, when d r i l l e d , completed and equipped as hereinbe
fore proxdded, together with a l l the r i g h t , Title and i n 
terest now owned by f i r s t party i n and to said contract c|f 
October 26, 1936, and said d r i l l i n g and operating agreement 
of /^^e.^—G-^r- ~ » 1936, insofar as the same cover 
and affect the lands to be described i n said assignments 
shall be owned In equal proportions by the parties hereto; 
subject, however, to the 
mentioned. 

^5,000.00 o i l payment hereinbefore 

ARTICLE V I I I 

the Designation of Operator- Second Party shall have m 
sole control of d r i l l i n g , completing and equipping said î wo 
test wells as provided herein, but i t i s understood and clgreed 
that f i r s t party shall become the operator of each of said ^. "T 
wells as soon as completed and equipped and a l l of the tto-'-tA^-^ 
perty j o i n t l y owned under the terms hereof, and second>p4rty /k-^ f 
shall froa thenceforth have f u l l and complete charge and 
t r o l of a l l subsequent d r i l l i n g and producing operations 

con- ^' 
on 

said j o i n t l y owned property. I t i s understood and agreed, • 
however, that second party being the owner of d r i l l i n g tools 
and being engaged i n the business of d r i l l i n g o i l and gas wells 
shall have the preference r i g h t to d r i l l a l l future wells on 
the Jointly owned property on contract basis under the d i r e c t 
ion and supervision of f i r s t party> provided that the price ' 
charged by second party f o r such work shall not be i n excess 
of the average price prevailing l n said f i e l d for l i k e work. 

/After the completion and equipment of said two test wellis, re
spectively, as provided herein, the cost of operation of said 
well3 and any subsequent development of the Jointly owned pro
perty shall be borne equally by the parties hereto and said 
operating charges shall be computed on the basis of the Hid-
Continent Schedule attached hereto, made a part hereof, and 
marked "Exhibit A". 

ARTICLE IX. 

Access to Property and Records- Each party hereto ijjhall 
have access to said Jointly owned property and to any and a l l 
information pertaining to wells d r i l l e d , production secured, 
o i l and/or gas marketed therefrom and shall be permitted to 
Inspect and observe operations of every kind and character 
upon said Jointly owned property and shall have access to the 
book3, records and vouchers r e l a t i n g to the operation thereof 
at a l l reasonable tines. 

ARTICLE X. 

RENTALS— I t i s understood and agreed that the operator 
shall pay a l l lease rentals maturing and payable under tho • 
terms of any o i l and gas lease heretofore or hereafter executed 
by the United States Government insofar as said lease or leases 
cover or a f f e c t the Jointly owned property. •--Suoh rental pay
ments, made by the operator, shall be charged to the Joint ac
count and non-operator shall reimburse operator for i t s pro
portionate part of a l l such rentals. 

ARTICLE XI. ^_ 
A f / . — , — v , —/ 

Payment of B i l l s - Se-conaa Party, as operator of th6 r i 

Jointly o^ned property hereinabove referred to, shall adyanoe 
and pay a l l costs and expenses necessary for the operation 
and further development of the Jointly owned property i n ac
cordance with the terms of this contraot and shall b i l l non-
operator for suoh ooet and expense i n accordance with i t * i n -
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terest i n the said property. 

Operator agrees to furnish non-operator with Item
ized statements of a l l expenditures, receipts, charges and 
credits covering each month's business and that such state
ments covering the preceding month's "business shall "be mailed 
by operator to non-operator on or before 30 days thereafter; . 
and within 15 days thereafter non-operator shall pay operator, 
subject to further audit and adjustment, i f necessary, at 
Oklahoma City, Oklahoma, i t 3 proportionate part o f . a l l sips 
expended for and i n the development and operation of salo. 
j o i n t l y owned property, and upon f a i l u r e of non-operator I to 
pay operator within 15'days, as aforesaid, the said sum <ir 
sums shall bear interest at the rate of six (6$) per cen^ 
per annum u n t i l sa paid. * j 

In order to secure operator i n the operation and/o]j? de
velopment of said premises and each of them f o r o i l and fcaa 
mining purposes, f o r a l l sums properly due from non-operat
ing party, incurred by operator In the'operation of said 
j o i n t l y owned property, operator shall at any and a l l times 
during the continuance of this contract have a f i r s t andjprior 
l i e n upon a l l r i g h t , t i t l e and Interest or estate of non-opera
t i n g party i n said Jo i n t l y owned property covered by this con
tr a c t , including a l l equipment thereon and a l l o i l , gas and 
casinghead gas produced or to be produced and saved therefrom,a 
oaned by or accruing to the credit of non-operating party to ^ 
the f u l l extent of said sura paid by operator f o r non~opeS?atlng 
party'3 account, i n the operation of said premises coverpd by 
this contract. j 

ARTICLE X I I 

Go vernmental Regulation- Nothing herein tcohtained shall 
be construed aa being i n any manner in derogation of the terms, 
conditions and provisions of the Act of Congress under and by 
virtue of which the a "to vc mention-ed permits or leases were 
issued, or of any regulation of the Department of I n t e r i o r 
of the United States la w f u l l y promulgated thereunder; b\it,on 
the contrary, this agreement shall i n a l l particulars be deem
ed amenable to reformation to eliminate or modify any portions 
thereof found to be i n contravention of the provisions of said 
act or such regulation and shall remain and be i n f u l l force 
and effect as to a l l provisions not so eliminated or modified. 

ARTICLE X I I I . 

IIon-?artnership- I t lo further expressly understood and 
agreed by and between the parties hereto that t h i s contract 
shall never be construed as constituting a partnership between 
the parties hereto and that the l i a b i l i t y of the partiek i s 
l i m i t e d to the provisions of t h i s contract. 

ARTICLE XIV. 

Notices- Any notices required to be given or served 
hereunder iaay be sent by registered n a i l to f i r s t party at 
1000 Ramsey Tower, Oklahoma City, Oklahoma, and to second party 
at 606 Republic Bank Building, Dallas, Texas, unless end u n t i l 
cither shall change place of notice by written conmunicjation 
sent to the other by registered mail. j 
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ARTICLE XV. 

he 

Sale of Oil and Gna - I t i c understood and agreed,) and 
the assignments above mentioned to be executed as herelftabo 
provided" shall so provide that each party hereto shall 
t i t l e d to receive d i r e c t l y payment for it's respective c 
of the proceeds of the sale of o i l and/or gas produced, 
and sold from said oremlses. 

ve 
en-

hare 
saved 

ARTICLE XVI 

Duration- This agreement and each and a l l of the 
conditions hereof insofar as the same affect or pertain 
the Jointly owned property shall be and remain i n f u l l : 
and effect so long as o i l , gas, or casinghead gas ia or 
be produced i n paying quantities therefrom. 

ARTICLE XVII 

terms, 
to 
orce 
can 

upon This agreement ohall extend to, and betas binding 
the heirs, successors and assigns of the parties hereto; 
provided, however, second party shall have no r i g h t to as
sign i t s r i g h t s or interests under the terras of this con
tract p r i o r to tho completion of the •sells heroinabov.3 pro-
tided f o r , without f i r s t having obtained the written consent 
of f i r s t party to do so. 

IN WITNESS WHEREOF, The Parties hereto have executed 
this contract, i n t r i p l i c a t e , t h i s 5th day of November,^A. D, 
1953. 

A j 3 AAILsOF-PRI CHARD OIL CORPORATION 
r " , - - . 

7ilIL^J^~AX Si-^-
LaiCRJdARI 0 " " VICL-PRLoIDAaiT 

"FARI'V C? T>)d FIRO? PART" 

ATTESTi A "A., n 
^ AoAX DRILLING yDORPQRAT!! 

j li^db-ipLi / 
It •*) 1 \ , r i - \ r r \ n fV<." >l Ci'* f*~\ i M » V>fT|J 

THE STATE OF OKLAnC;lA : 
: 

COUNTx OF OKLAKOidA. : 

On t h i s 6th day o f \Ao\t ty vr\ hr _1953, bd fo re 
me, personally apueareo. J. Sow-vo Anderson and P. I I . Anderson, 
to me personally known and being by me duly sworn on oath did 
say that they are the Vice President and Secretary, respectively, 
of Anderoon-Prichard Oi l Corporation, and that the seal affixed 
to said instrument io the corporate seal of said corporation, 
and that said Instrument was signed and sealed i n Lhalf of 

said corporation by authority of i t s Board of Directors and 
said J. Steve Anderson and P. H. Anderson acknowledged eald 
Instrument to be tho free act and deed of said corporation. 



f ( 

IH WITNESS Y/KEREOF, witness my hand and notarial 
seal the date in this certificate above written. 

filing r^rt afif.*P0J»>). 
• NOTARY PUBLIC 

L'y commission expires: 

THS STATE OF TEXAS, : 

COUNTY OF DALLAS. : 

On t h i s 5th day of November,. 1936, before ne, pferson-
P I I T ao-eared John L. Kersohbach and Lh Frsa herschbach, .o 
ne personally known and bein- by ne duly sworn on oauh c^u 
5ay"th?t thev are the President and Secretary, respectively, 
oAdAXDRILLING CORPORATION, and that the seal aifaxea to 
said instrument i s the corporate seal of s^ a.^ rP?;54S n' f. 
and that said instrument was signed ana sealed i n hohat, of 
said corporation by authority of i t s Foard of Director6 and 
said JonS Lt Kersohbach and S. Fred Herochbach acknowledged 
said instrunent to be the free act ana deeu of saia c o l o r a 
ti o n * 

IN WITNESS WHEREOF, witness my hand and notarial 
the. date i n * t h l a c e r t i f i c a t e a 'to ve_ w r i t ten. 

seal 

NOTARV pgiLlO 

Vv Commission'Expires: 
June 1st, 1C37. 

« 
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" In nock and for talc br 

Tke OLDS J>R£SS. T u t u . Okk. 
E X H I B I T 

ACCOUNTING PROCEDURE 
(UNIT AND JOINT LEASE SCHEDULE) 

Sundud F o n l - A f e p « 4 
Mi4-CofitiiK»t Oil and C U ' A M O C I 

Unitiaaiion Conaltttt (1911) 

or incident to ita • 

L DEVELOPMENT A N D OPERATING CHARGES: 

The Operator ' b i l l charge tbe joint Jeaae account with the following itema: 

(1) Royalties, when not to be paid direct to Royalty Owneri by the purchaser of the oil, gaa, casinghead gas or other products of the lease. 

(2) Labor, teaming, and other services necessary for the development, maintenance and operation of the property. 

(3) Materials, equipment and supplies purchased, and/or furnished by Operator from his warehouse stocks or from his other leases, for 
use on the joint: lease. 

Moving material! to the joint lease from Vendor's or from Operator's warehouse in the district or from other leases of Operator, but in 
( either of the last events the distance charged to the joint lease shall not exceed the distance from the nearest reliable supply store or 
\ ^ railway receiving point. 

(5) Moving surplus materials from the joint lease to outside Vendees, if sold f. o. b. destination, or minor returns to Operator's warehouse, 
hut no charge shall be made against the joint lease account for moving major surplus materials to Operator's warehouse, exceeding the 
cost of moving such material to the nearest reliable supply store or railway receiving point, or ro other leases beloriging to Operator, 
except by special agreement with Non-Operator. 

(6) Use of and service by Operator's exclusively owned equipment and utilities at rates not exceeding those prevailing ir the district where 
the joint lease is located. ' 

(7) Damages or losses incurred by fire, flood, storm or other accidental or natural causes. 
(8-a) Expenses of litigation, including outside attorney's fees and expenses, judgment!, claims, etc., involving the lease 

development and operation. Actual expenses incurred by Operator's or Non-Operator's staff in securing evidence, etc., shall be a 
proper charge against the lease. 

(8-b) Should any case be handled by Operator's or Non-Operator's legal staff, thereby eliminating the retaining of outside counsel, a charge 
commensurate with the services rendered and actual time consumed may be made against the ioint lease account. | 

(9) Ad Valorem taxes and other property taxes. Gross production and receipts or income taxes shall be rendered aid paid direct by 
Operator and Non-Operator covering their respective interests anc! shal! not be reported and paid as a joint lease charge, except 
where required by law or by the term of the contract to which this Exhibit is attached. 

(10) Premiums for insurance, if required to be carried for the benefit of the joint account, as follows: 
(a) Property insurance against loss by fire, tornado, etc. 
(b) Workmen's compensation, public liability and employers" liability insurance, together with al! expenditures incurred and paid in 

settlement ol claims, judgments, etc., not recovered from the insurance carrier. 
(c) Public liability and property damage insurance on automotive equipment owned by and operated for the joirt lease, as well as 

anv other expenditures incurred and paid in settlement of claims, judgment*, etc., not recovered from the insurance carrier to 
fully discharge all liability of Operator ensuing from an accident occurring on or in connection with work done by such jointly 
owned automotive equipment for the benefit of the joint lease. 

(11) If no insurance is required to be carried on any or all of the above risks, all actual expenditures incurred and paid the Operator in 
settlement of any and al) losses, claims, damages, judgments, and any other expenses including legal services, shall be charged »o the 
joint lease account. 

(12) A proportionate share of the salary and expenses of Operator's District Superintendent and other general District 
the lease, whose time is not allocated directly to the lease, and therefore may be arjportioned on a we!! basis over all 

drilling well to be considered as equivalent to ~.< producing wells, or on some other equitable basis consistent with 
Operator's accounting practice. 

(13) A proportionate share of maintaining and operating a District Office in conducting the management of operations on the joint lease 
and other leases owned and operated by Operator in the same locality, such charge to be made on a well basis over all well* served, 

and each drilling well to be considered as equivalent to : producing wells, or on some other equitable basis consistent 
with Operator's accounting practice. 

CM) Camp Expense: The expense cf providing and maintaining on or in the vicinity of the joint lease all necessary camps, housing facilities 
for employees, and boarding employees, if necessary. When leases other than the joint lease 3re served by these facilities, then an 
equitable distribution of expense including depreciation, or a (air monthly rental in lieu of the investment, maintenance and operating 
cost of buildings, etc., shall be prorated against all lca«es served 

(15) Handling chargns: To cover che cost of handling material into and in the warehouse, a handling charge not in excess of 5% of the 
net cost of the material, new or jecond-hand, placed upon the lease from the Operator's warehouse, mny be assessed against the joint 
account. On tanks, derricks, tubular goods (2" and over), boilers, engines, compressors and pumps, the handling charges shall not 
exceed 2% % of the net cos'.. 

(16) Overhead charges which shall be in lieu of any charges for any part of the compensation or salaries paid to managing officers and 
~ ' . . . — ise of the principal 

Employees serving 
wells served, each 

employees of the Operator, down to and including the division superintendent and any portion of the o5ice expen 

business office of the Operator, which office is located a!.....'..;.~..:..V.a.^ ..'..̂ ^̂ ^̂  but are not in lieu of field office 
expenses incurred in operating any such properties, and n.ch overhead charges do not include any other expenses of the Opera 
incurred in the development and operation of 6aid leases, and t!.t Operator shall have the right to assess against the properties covered 
herebv. the following overhead charges: 

(a) $.... per month for each drilling well, beginning on the date the well is spudded and terminating when it is on pro
duction or is plugged, as the cafe may be, except that no charge shall be made during suspension of drillipg operations for 

or more consecutive days. 

(b) i /.••.*.::..' per well per month for the firs: five producing wells. * r 

i * • * 

(c) S per well per month for the second five producing wells 
(d) S r:.*'*..'..T' per well per month for al! producing wells over ten. 
The above specific overhead rales may be amended from time to time by agreement between Operator and \'on-Opefator if in practice 
they are found to be insufficient or excessive. i 

(17) Any other item' of cost and expense incurred by Operator for the necessarv and proper development, equipment j and operation of 
the joint lease. 

[ I . BASIS OF CHARGES T O JOINT ACCOUNT: 
(1) Outside Purchase*: Al l materials and equipment purchased and a!l service procured from the outside sources will bfe charged at their 

actual cost to Operator, after deducting any and all trade and/or cash discounts actually allowed off invoices, or received by Operator. 
(2) N'ew Materials furnished by Operator (Condition " A " ) . 

New materials transferred to lease from Operator's warehouse or other leases shall be priced, f. o. b the nearest supply store or rail 
way receiving point, at replacement cost of the same kind of materials. This will include large equipment such as tanks, rigs, pumps, 
boilers and engines. All tubular goods (2" and over) w l ! be charged on the basis of mill-shipment, or carload price. Other 
material-, where the replacement cost cannot be readily ascertained, may, for the purposes of consistency and convenience, be charged 
on the basis of ) reputable Supply Company's Preferential List Price, f. o. b. nearest supply store or railway receiving point to the 
lease, prevailing on the date of transfer of the materials to 'he lease. 

(?) Second-hand Materials furnished by Operator (Condition " I i " and "C") . 
(a) Tubular goods (2" and over), fittings, registered machinery, and other equipment which is in sound and serviceable condition at 

date nf transfer, will be classed aa Condition " B " and c'.a'ged at 75% of the price of new materials, in accordance with the pro
visions of Paragraph (2) above 

(b) Tanks, derricks, and buildings or other equipment involving erection costs, will be charged on a basis not to exceed 75% of 
knockrd-dnwn new prire for «mflar materials 
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* * ! 
AMENDMENT TO OPERATING AGREEMENT J 

THIS AGREEMENT, made and entered into this 30th day of June, l°h9, by and j 
between the undersigned parties: 

W I T N E S S E T H : j 

V.1IEREAS, the parties hereto or their predecessors in interest have heretofore 
entered into a certain Operating Agreement described as follows: \ 

" r i l l ! . - - cm'-rwi d-iioJ. :̂ /ccTK«r 5, 111'-, sr-ec^c:*. b.-> irJcys^r:-.:rlchsrd ! 
Oil Cornerain- n?vJ "'x-illin: 0;-r-̂  r ^ i - > : i , r-ilolin? to lr.:i:lo covered i 
by the C. Curiae v.S J. Cell*: .ltr, i n v«:ifcfcip O.? :Autr:? Kaneo I 

17HERSAS, the undersigned desire to ar.end the above described Operating Agreement 
as hereinafter provided. 

NO"', THEREFORE, i n consideration of the premises and the agreements hereiri contained, 
i t i s agreed that the above described Operating Agreement is hereby amended to include 
the foilovdng provision: 

Each party to this agreement shall have the continuing right at a l l times to 
receive i n kind or to separately dispose of i t s proportionate share of the o i l , 
gas, and/or casinghead gas produced by Operator from the lands covered by this 
Agreement, plus i t s proportionate share of a l l royity o i l , gas and/or casinghead 
gas not delivered i n kind. 

During such time as \'on-operator i s not exercising i t s right to receive i n kind 
or to separately dispose of i t s proportionate part of such production, Operator 
shall have the right to purchase for i t s own account or to sell to others at not 
less than the prevailing market price, a l l o i l , gas, and/or casinghead g&k 
produced from the lands covered by this Agreement. Any contracts entered into 
by Operator for the sale of Non-operator's proportionate share of the production 
shall be on a temporary basis for a period not greater than the minimum usually 
demanded by a purchaser of like grade and quantity of such production al the 
point where such sale and delivery is made, but not in excess of one (1) year; 
provided, however, this right shall be revocable at the w i l l of Non-operator 
as to i t s interest upon such party taking i t s proportionate part i n kind. A l l 
sales shall be on a division order basis and payment shall be made directly to 
the party entitled thereto. j 

This Agreement shall not affect any existing right to purchase, purchase agree
ment, or option to purchase whereby either party has granted to the other the right 
to purchase a l l or any part of i t s interest i n the production from the joint 
operation. 

Except as herein provided, said Operating Agreement shall remain in f u l l force and 
effect i n accordance with i t s terms and provisions. j 

This Agreement shall be effective as of the date f i r s t above written andjshall be 
binding as to each party signing the same, even though a l l parties interested i n the 
operating rights subject to the said Operating Agreement do not execute this Agreement, 
and r:ay be executed i n separate counterparts with li k e effect as i f a l l signing parties 
had executed the same instrument. 

ATTEST: 

' Asst. Secretary 
KT£ZZ2\ 

ANDERSON-PRICHARD OIL CORPORAflON 
! 

By: Z~>< ?.?c^. / . CS . 
Vice-President 

Fl i ' - . i ' ;-;.'ICA20 CO^U^'flCW 

7 
ay i 



STATE OF'OKLAHOMA 

COUNTY OF OKLAHOMA j ss. 

On this ? day of t.'over-iber , 19 h9 , before me personally appeared 

sworn did say that he i s the 
, to me personally known, who, being by me 
President of ANDERSON-PRICHARD OIL CORPORATION 

and that the seal affixed to the foregoing instrument i s the corporate seal of said 
Corporation and that said instrument was signed and sealed i n behalf of said Corporation 
by authority of i t s Board of Directors, and said 7T f / . y^L. ,<L^. ^ JCSL. 
said instrument to be the free act and deed of said Corporation. 

cknowledged 

IM WITNESS "HEREOF, I have hereunto set my hand and affixed my o f f i c i a l se^l on this 
the day and year last above written. 

]fy Commission expires: 

TŜ ALT 

/ / ' • — s ~ > s?S' .-Jt 

duly 

Notary Public. 

STATE OF 

COUNTY OF 

) 
) 
) ss, 

On t h i s day of Hovoabor , 19 h9, before me personally appeared 
. , •.,-...> ,to me personally known, who, being by me duly sworn 

did say -'hat he i s "the /• TTEresident of FII&T C'ilCAfiO COP̂ ortATIo:. 
and that the seal affixed to the foregoing instrument i s the corporate seal of said 
Corporation and that said instrument was signed and sealed i n behalf of said Corporation 
by authority of i t s Board of Directors, and said ^ Ĵ '. / ' ;',. acknowledged 
said instrument to be the free act and deed of said Corporation7 

IN T.TTNESS 'THEREOF, I have hereunto set my hand and affixed my o f f i c i a l s$al on this 
the day and year last above written. 

Vy Commission expires: 
Notary Public, 

(SEAL) 

STATE OF 

CO'JMTY OF ) ss, 

Eefore me, 
day of 

the; undersigned, a Notary Public, i n and for said County and State, on this 
, 19 , personally appeared to me 

known to be the identical person who executed the within and foregoing instrument and 
acknowledged to me that he executed the same of his free and voluntary act and deed for the 
uses and purposes therein set f o r t h . 

Given under my hand and seal the day and year last above written. 

I'y Commission expires: 
Notary Public. 

Mex. 


