] BE-ORE  THE

MEMORANDUM e
OIL CONSERVATION COMMISSION
August 20, 1987 Santa Fe, Newr [2xico
! xh 0.
TO: Red BLuff Case No. & @G Exkiii tvo. [
Submiited by
FROM: T Hearing Date

On August 19, 1987 I read a list of well locations in the
paper which reflected that the Mallon 0il Co. Amoco No. 10 is
located in the SWiNW} Section 27. I called Mr. Hayes and discussed
the matter with him and told him that I contemplated calling Mallon
to see what their position is and to see if they are aware of the
Red Bluff Right-~of-Way. He said this is fine as he had not heard
anything from Mallon.

I then called Mallon whose number is 303-293-2333, and talked
to Karen McClintock, who is in the land department. She said she
was well aware of Red Bluff's acreage and the right of way, but she
did not know what to do so she called Armando Lopez of the BLM in
Roswell and he told her that a decision had not been made on the
lease and to just go ahead and drill the well and it could be
communitized at a later date. They are proceeding to do this as
they had a continuous drilling obligation and it was necessary to
start the well,

s

I asked Karen if she yg familiar with the terms and conditions
of the Right-of-Way Leasing Act of May 21, 1930 and she was a
little vague about this, but she said that it was her understanding
from Armando Lopez that the BLM still owned the land and they could
authorize the drilling. I was careful to point out to her that I
was not trying to give her legal advice and I was not telling her
not to drill the well, but I just wanted to make sure, on behalf of
Red Bluff, that she was aware that there was not an existing lease
on the tract and of the provisions of the Right-of-Way Leasing Act.

She told me that she was concerned and that she would call
Armando and get his reaction and get back with me. She did not
call back yesterday:-and I have not heard from her today. I was
careful to:-tell her that we certainly did not want to be in a
position alﬁﬁ.&ling her not to drill the well, but I just wanted to
make sure:-4jjat: she was aware of the problem. She did point out
that she "Bot wint to drill the well and then have Red Bluff
tell her thank you, but she did seem to be satisfied with the
position taken temporarily by the Bureau of Land Management which
might be proper, but I was not aware of the BLM attitude.

ILLEGIBLE

.
1
i
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In checking the file, it appears that one of the descriptions
showed that there was 38.5 acres in Section 27 and this is all in
the WisW} of the Section.

In my conversation with Karen, she said that Mallon would
certainly be interested in making some kind of a deal with Red
Bluff. I told her that Red Bluff is not in the oil business, but
it would certainly be willing to farmout the acreage to them on the
same basis as she has the acreage farmed out to Amoco. This seemed
to get her attention.

JTJ:el



MEMORANDUM

September 21, 1987
TO: Red Bluff File
FROM: JTJ

Marlene Real called this morning in reference to the Red Bluff
Application. When I called her she said she needed a 1little
information. She asked me for the up-to-date intormation on the
Gay's mineral interests. She said she had received other material
from Danny and it was all right but she needed to see who had the
lease on this property so she could advise them. I told her I had
reviewed my file, which included a letter of August 26, and found
that on October 3, 1986 I had sent her a copy of the letter from
Currier, including the two Gay leases which were recorded in July
of 1983 and which were for a term of five years (They were actually
renewal leases). I told her to check her files. Ms. Real checked
her files and she found the letter of October 3. She looked and
saw that the leases were still in force. She said that this was
all she needed and she felt that the Notices would be out about the
first of October. I advised her that I would be in Santa Fe on
Friday the 25th and I would come by her office to check on the
leases and hoped to pick up the Notice.

I talked to Karen McClintock with Mallon and she said that she
had put the #10 well on hold and that as a coincidence she said she
had just talked to Marlene and she told her she had been talking to
me (Marlene was talking about this same well). During the course
of our conversation, I let her know that the property is really
loaded and that she only had a 70% working interest. Karen said
that she realized that, but it was really an old deal and it really
got loaded up by the time it got to her. Mallon was in the process
of talking to Amoco about reducing the royalty and she wanted to
know if Red Bluff was going to bid on it. I told her that I was
sure that they would because that was the reason I put it up. I
asked Karen what they were doing as this point. She advised me
that the were drilling on the NE/NE of 28 where they own the entire
interest. If Mallon does get a well there then we have two more
40's that :will each have possible locations which are located in
the NW at 28. She also advised me that Mallon certainly wanted to
make a deal with us since they were developing the acreage and were
definitely interested and nobody else is actually working down in
that area. I told Karen that we would certainly try to make some
kind of arrangement. We then discussed the excess rew-deposits and
she told me that they had looked into it and she had an opinion
from her attorneys. I asked her to send it on to me and she
promised to do so. Karen wants me to keep in touch with her and
she promised to do the same so that we can see how the thing goes
and there might be some possibility of making a farm-out or some
other agreement with Mallon.

JTJ:sh
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Re: Section 7: Lots 3, 4, E/2 SW/4, SE/4
18: Llots 1, 2, E/2 NW/4
19: SE/4
27: N/2 NE/4, SE/4 NE/4, NW/4,
N/2 §/2, SH/4 SW/4 (excluding
38.08 acs. lying within the
Red Bluff Reservoir)
28: A1l {excluding 203.9 acs.
lying within the Red Bluff
Reservoir)
29: N/2, N/2 SE/4, SE/4 SE/4
A1l in T-26-S, R-29-E
Eddy County, New Mexico

Worth Petroleum Company
P. 0. Box 17406
Fort Worth, Texas 76102

Attention: Mr. Mike Gleason
Gentlemen:

For twenty-five thousand ($25,000.00) dollars and other valuable consideration,
Harry M. Bettis, Jr. and L. E. Oppermann, hereinafter called "Bettis et al",

do hereby assign to Worth Petroleum Company, hereinafter called "Worth", all
rights acquired by Bettis et al in Farmout Agreement dated 2-1-83 from Amoco
Production Company and covering the captioned acreage. This assignment shall
be made by Bettis et al to Worth subject to the following provisions:

1. Worth shall drill a minimum of two wells on the captioned acreage
to adequately test all formations for o0il and/or gas production
from the surface to the base of the Bone Springs formation. After
Worth has drilled the initial test well specified in the Amoco
farmout, Worth shall have ninety (90) days to drill a second well
to a like depth on the captioned acreage. Worth shall have the
option to drill said second well immediately after the drilling
of the initial well or simultaneously with the drilling of the
initial well. If Worth should not drill the second well to the
specified depth, Worth shall pay to Bettis et al fifty thousand
($50,000.00) dollars ninety (90) days after the completion of the
initial well as a dry hole or a commercial well.

2. If the initial well is completed as a commercial well, Worth will
receive an assignment of forty (40) acres around the well if
completed as an oil well and an assignment of one hundred and sixty
(160) acres around the well if completed as a gas well from Amoco.
After Worth has received said assignment from Amoco, Hor;h shall
assign a 5% of 8/8 override to Bettis et al. Said override shall
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23, 1983

be effective as to date of first production and shall be 2-1/2
of 8/8 to Harry M. Bettis, Jr. and 2-1/2 of 8/8 to L. E. Opper-
mann. If the second well and other subsequent wells located on
tnhe captioned acreage result in commercial oil and/or gas wells,
Worth shall assign to Bettis et al a 5% of 8/8 override under
the same procedure as set out above.

The twenty-five thousand ($25,000.00) dollars paid by Worth to
Bettis et al shall represent the payment for the location of the
first eight (8) wells drilied on the captioned acreage. If a
ninth and additional wells are drilled on the captioned acreage,
Worth shall pay to Bettis et al an additional three thousand
($3,000.00) dollars for each such location.

Worth and Bettis et al hereby agree to form an Area of Mutual
Interest, hereinafter called the AMI, to cover all of T-26-S,

R-29-E, Eddy County, New Mexico. Bettis et al shall attempt to
acquire additional farmouts and purchase leases in the AMI at

Worth's request. If Bettis et al is successful in acquiring farm-
outs and/or leases in the AMI, Bettis et al shall retain a 2% of 8/8
override in any acreage having a 75% net revenue interest or less

and a 5% of 8/8 override in any acreage having a 77% net revenue
interest or greater. Worth shall pay 100% of all costs in securing
said additional acreage. Said override shall apply to all rights
acquired and shall not be limited to depth. Worth shall pay L. E.
Oppermann two hundred ($200.00) dollars per diem plus expenses to
handle all landwork in the AMI. Said landwork shall include acquiring
farmouts, purchasing leases, curing titles, ordering abstracts, and
any other related work which Worth may require. Worth shall pay to
Harry M. Bettis, Jr. two hundred (3$200.00) dollars per diem plus
expenses to handle all geologic work which Worth may require in the
AMI. If Bettis et al should acquire additional acreage in the AMI,
Worth shall have the right to acquire said acreage on the terms set
out above. If Worth does not wish to acquire the acreage, Worth shall
have ten (10) days after the acreage is presented to advise Bettis

et al in writing that it does not wish to acquire the acreage. Bettis
et al shall then have the right to retain the acreage for its own
account or assign the acreage to a third party.

If you agree to the terms of the above trade, please execute below.

HMB/sv

Yours truly,

. 7/ /{/ ,{
‘H L 4 B/' /? { fé(\i‘ Z /1/
arry M./ etE}&:‘pr

S

L. E. Opperpang”

AGREEDC&&D%CEPTE his (&_ day of ‘aL , 1983.
BY: ’

Worth

Petroleum Company
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Amoco-Red Bluff #1 Federal Well
NW/4 SW/4 of Section 27-T26S, R29E, NMPM
Eddy County, New Mexico
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Subdivision of Acreage based on 40
acres in the NW/4 SW/4 of Section 27

24.3175% of 40 acre spacing unit

Federal Lease NM-38636
Amoco Production Company - 30.273 acres
75.68250% of 40 acre spacing unit

Federal Lease” NMNM-71599
Red Bluff Water Power Control District - 9,727 acres

m&//(}n E)(A].bl(jS / 7"/7/’6(.(9-1,
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Complefe Set
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RAYMOND J, CONNELL
JOHN D. PHILLIPS, UR.
JOHN RIRIOGO
CUGENE O. DANIELS
COWARD H. WIDMANN
MOBEAT &, TREECE
RICHARD A, HANNEMAN
DAVID R. BROUGHAM
SAMUEL DAVID CHEMS
THOMAS N, ALFREY
PETER 7. JONES
ROBERT W, HARRIS

CAROL M. wiLEN
JAMES W, BRTY
ZUGENE R, COMMANDER
WILLIAM 4. O'ROURKE
DANIEL R. SATRIANA, UR.
KEVIN £, O"BRIEN
WILLIAM £, £GGERT

Ly RICHARD MUSAT
STUART G. RIFIUIN
ARTHUR R. KARSTAEDT Nl
GARY R, COWAN®

C. WILLING BROWNE

HALL & EVANS

ATTORNEYS AT LAW
SUITE 1700
1200 SEVENTEENTH STREET

RICHARD M. LUCAS

M. STERRENBERG -ROSE
KATHLEEN G, LANTEAMAN
JOHN K, BOLMER, It
MICHAEL B. SULLIVAN
™, KIRK LUDWICK
SARBARA A, DUFF
WILLIAM A, PALMER®
NANCY LOPEZ PEARL
MICHAEL R, MECURDY
KM OAVIO POLETTO

LINDA &, COMER
MALCOLM 8. MZAD
TOOD 8. LARSON

PaAUL R FRANKE, It
NOYCE H. NAKAMURA
BAMUEL G. LIVINGSTON
THOMAS R. DOLVEN
LINDA ZINSER

MARLENE TRIGGS GRESH
OEANNA BERMAN
CHARLES GREENHOUSE
AMY M, SHAPIRD
ROBERT U, MECORMICHK
RENNETH H. LYMAN

LYNN P, LYON

CATHERINE A.G. SPARKMAN
RICHARD €. WERNER
DENIS K. LANE, UR,*
CHRISTOPHER CIPOLETTI
ALAN J, SCHMITZ

JOHN P, MITINKER
MICHAEL W. JONES
JANES A. RUT, JR,
DUNCAN W. CAMERON
BRUCE A. MENK
JEFFERY B, STALDER
FREDRIC A. MITBEMA

WILLIAM JAMES SARBER
CHRIS A, MATTISOM
KAREN A. SMITH
ROBERY M. FERM
GORDON L. VAUGHAN®
ALAN EPSTEIN

CATHY 8. HARRIS

DENVER, COLORADO B0202-5817
TELEPHONE 303/828-3300
TELECOPIER 303/628-3368

TELEX 910-240-38298

OF COUNSEL

ANDREW N, BERNSTEIN, R.C,
G. WALTER BOWMAN

RICHARD D. MALL
CLINTON B SWIFT, A.C.

MOOKE WUNNICRE
. RONALD V. YEGGE (1908-1970)

DON R. EVANS (1925-1978)

*COLORADQ SPRINGS OFFICE
BUITE 200, 10! NORTH CASCADE AVENUE
COLORADC SPRINGS, COLORADO 809031493
TELEPHONE 7/@/578-3800
DENVER TOLL FREE TELEPHONE 303/628B-3400
TELECOPIER 7i9/635-7458

WRITER'S DIRECT DIAL NUMBER:

January 18, 1989

Mallon 0il Company
! 1099 18th Street

Suite 2750

Denver, Colorado 80202

Attn: Ms. Karen McClintock

DRILLING TITLE OPINION
Amoco-Red Bluff #1 wWell
0il and Gas leases:
Federal NM-38636
Federal NM NM 71599

Drilling Spacing Unit:

Township 26 South, Range 29 Zast, N.M.P.M.
Section 27: NW/4 SW/4

Eddy County, New Mexico

Containing 40 acres more or less

Dear Ms, McClintock:

SUSAN k. REEVESY
COMIMIC A, LLOYD
STEVES 8. EPSTCIN

A PLTER GREIGONY

LA DONNE BUSH

SUSAN J. TROUT

JAMES B. ROWERS
AMELIA L, KLEMME
MATTHEW Y, BISCAN
PATRICK BEAMUS MCBRIDE
JOHN LEE BREWERTON, M
JAMLY W, SAMIBON

CATHY M, GREER

J. PATRICK MADIGAN, M
STEVE BHAPPELL

SEAN R, GALLAGHER
KAREN S. HANNAM

JANE FREDMAN HUNT®
MILES M. DEWHIRST
ROGIN LEX BEATTIE

WA EDWIN JUKDLA
JUAN R. GARCIA, 10

ROSS ®, COLOSMITH
ALAN G. MOLK

DIANE L VAKSOAL

KiM DALE STARR
VINCENT M. BALKENSUSH
STEPHEN G. PLICHTA
RONALD 8, TAYLOR
TIMOTHY B, MELCHER

At your request, we have examined the following documents

regarding title to the captioned lands:
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1. Instruments Examined
1.1 Title Opinion dated April 29, 1983, prepared by James

H. 1Isbell, under which the following were examined ("the
Original Drilling Title Opinion"):

1.1-1 Schutz Abstract Co., Inc. Abstract No. 3109
covering N/2S/2 of Section 27, except 38.08 acres within the Red
Bluff Reservoir, Township 26 South, Range 29 East, N.M.P.M, and
other property, as to 0il and Gas Lease NM-38636, covering all
entries appearing in the Bureau of Land Management in Santa Fe,
New Mexico for NM-38636, from inception to April 11, 1983 at
10:00 a.m.

1.1-2 Currier Abstract Co. Abstract No. 83109,
covering N/2S/2 of Section 27, except 38.08 acres within the Red
Bluff Reservoir, Township 26 South, Range 29 East, N.M.P.M.,
and other property, from inception of records to April 8, 1983
at 8:00 a.m. as to oil, gas and other mineral interests only.

1.2 Supplemental Abstract of Title No. 83229 prepared by
Currier Abstract Company covering N/2S/2 of Section 27, except
38.08 acres within the Red Bluff Reservoir, Township 26 South,
Range 29 East, N.M.P.M., and other property, from April 8, 1983

at 8:00 a.m. to August 24, 1983 at 8:00 a.m.
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1.3 Supplemental Abstract of Title No. 84139, prepared by
the Currier Abstract Company, covering N/2S/2 of Section 27,
except 38.08 acres within the Red Bluff Reservoir, Township 26
South, Range 29 East, N.M.P.M., and other property, from August
24, 1983 at 8:00 a.m. to March 27, 1984 at 8:00 a.m.

1.4 Supplemental Abstract of Title No. 85148, prepared by
Currier Abstract Company covering N/2S/2 of Section 27 except
38.08 acres within the Red Bluff Reservoir, Township 26 South,
Range 29 East, N.M.P.M., and other property from March 27, 1984
at 8:00 a.m. to April 9, 1985 at 8:00 a.m.

1.5 Supplemental Abstract of Title No. 86268, prepared by
the Currier Abstract Company, covering N/2S/2 of Section 27,
except 38.08 acres within the Red Bluff Reservoir, Township 26
South, Range 29 East, N.M.P.M., and other property, from April
9, 1985 at 8:00 a.m. to June 25, 1986 at 8:00 a.m.

1.6 Supplemental Abstract of Title No. 87013, prepared by
the Currier Abstract Company, covering N/2S/2 of Section 27,
except 38 acres within the Red Bluff Reservoir, Township 26
South, Range 29 East, N.M.P.M., and other property, from June

25, 1986 at 8:00 a.m. to January 16, 1987 at 8:00 a.m.
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1.7 Abstract of Title Number 3237, prepared by Schutz
Abstract Company, Inc., covering the records in the United
States Land Office at Santa Fe, New Mexico pertaining to Lease
NM-38636, as to N/2S/2 of Section 27, except 38.08 acres within
the Red Bluff Reservoir, Township 26 South, Range 29 East,
N.M.P.M., and other property, from April 11, 1983 at 10:00 a.m.
to August 23, 1983 at 10:00 a.m.

1.8 Abstract of Title No. 3785, prepared by Schutz
Abstract Company, Inc., covering the records of the United
States Land Office at Santa Fe, New Mexico pertaining to NM-
38636 as to N/2S/2 of Section 27, except 38.08 acres lying
within the Red Bluff Reservoir, Township 26 South, Range 29
East, N.M.P.M., and other property, from August 23, 1983 at
10:00 a.m. to March 22, 1984 at 10:00 a.m.

1.9 Abstract of Title No. 39515 (first page of Abstract
numbered 39514), prepared by Federal Abstract Company, covering
the records in the United States Department of Interior, Bureau
of Land Management, Santa Fe, New Mexico, pertaining to Lease
NM-38636 as to N/2S/2 of Section 27, except 38.08 acres lying

within the Red Bluff Reservoir, Township 26 South, Range 29
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East, N.M.P.M., and other property, from March 22, 1984 at 10:00
a.m. to March 26, 1985 at 9:00 a.m.

1.10 Supplemental Abstract of Title No. 40745, prepared by
the Federal Abstract Company, covering the records of the United
States Department of the Interior, Bureau of Land Management,
Santa Fe, New Mexico pertaining to Lease NM-38636 as to N/2S/2
of Section 27, except 38.08 acres lying within the Red Bluff
Reservoir, Township 26 South, Range 29 East, N.M.P.M., and other
property, from March 26, 1985 at 9:00 a.m. to June 24, 1986 at
9:00 a.m.

1.11 Supplemental Abstract of Title No. 41090, prepared by
the Federal Abstract Company, covering the records in the United
States Department of Interior, Bureau of Land Management, Santa
Fe, New Mexico pertaining to Lease NM-38636 as to All of Section
27, except 38.08 acres lying within the Red Bluff Reservoir,
Township 26 South, Range 29 East, N.M.P.M., and other property,
from June 24, 1986 at 9:00 a.m. to January 15, 1987 at 9:00 a.m.

1.12 Supplemental Abstract of Title No. 41379, prepared by
the Federal Abstract Company, covering the records of the United
States Department of Interior, Bureau of Land Management

pertaining to Lease NM 38636 as to N/2S/2 of Section 27, except
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38.08 acres lying within the Red Bluff Reservoir, Township 26
South, Range 29 East, N.M.P.M., and other property, from January
15, 1987 at 9:00 a.m. to May 20, 1987 at 9:00 a.m.

1.13 Supplemental Abstract of Title No. 87,174, prepared by
Courier Abstract Company, covering N/2S/2 of Section 27, except
203.9 acres lying within the Red Bluff Reservoir, Township 26
South, Range 29 East, N.M.P.M. and other property, from January
16, 1987 at 8:00 a.m. to June 1, 1987 at 8:00 a.n.

1.14 Supplemental Abstract of Title No. 41799, prepared by
the Federal Abstract Company covering the records of the United
States Department of Interior, Bureau of Land Management
pertaining to Lease NM 38636 as to N/2S/2 of Section 27, except
38.08 acres lying within the Red Bluff Reservoir, Township 26
South, Range 29 East, N.M.P.M., and other property, from May 20,
1987, at 9:00 A.M. to November 30, 1987, at 9:00 a.m.

1.15 Supplemental Abstract of Title No. 87,404, prepared by
Courier Abstract Co. covering N/2S/2 cof Section 27, except 38
acres lying within the Red Bluff Reservoir, Township 26 South,
Range 29 East, N.M.P.M., and other property, from June 1, 1987

at 8:00 a.m. to November 30, 1987 at 8:00 a.m.



Ms. Karen McClintock
January 18, 1989
Page 7

1.16 Supplemental Abstract of Title No. 42572, prepared by
the Federal Abstract Company, covering the records of the United
States Department of Interior, Bureau of Land Management,
pertaining to Lease NM 38636 as to N/2S/2 of Section 27,
excluding 38.08 acres lying within the Red Bluff Reservoir,
Township 26 South, Range 29 East, N.M.P.M., and other property,
from November 30, 1987 at 9:00 a.m. to October 19, 1988 at 9:00
a.m.

1.17 Supplemental Abstract of Title No. 88,374, prepared by
the Currier Abstract Company covering N/2S/2 of Section 27,
except 38 acres in Red Bluff Reservoir, Township 26 South, Range
29 East, N.M.P.M. and other property, from November 30, 1987 at
8:00 a.m. to October 27, 1988 at 8:00 a.m.

1.18 Supplemental Abstract of Title No. 42837, prepared by
the Federal Abstract Company, covering the records of the United
States Department of the Interior, Bureau of Land Management,
pertaining to Lease NM-38636 as to the N/2S/2 of Section 27,
except the Red Bluff Reservoir, of Township 26 South, Range 29
East, N.M.P.M., and other property, from October 19, 1988 at

9:00 AM to January 4, 1989 at 9:00 AM.
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1.19 Supplemental Abstract of Title No. 89002, prepared by
Currier Abstract Co. covering the N/2S/2 of Section 27, except
38 acres in the Red Bluff Reservoir, Township 26 South, Range 29
East, N.M.P.M., and other property, from October 27, 1988 at
8:00 AM to January 3, 1989 at 8:00 AM.

1.20 Abstract of Title No. 42864, prepared by the Federal
Abstract Co., covering the records of the United States
Department of the Interior, Bureau of Land Management,
pertaining to Lease NM 71599, as to Parcel 2 containing 38.5
acres (see metes and bounds description in the abstract) in
Section 27, Township 26 South, Range 29 East, N.M.P.M. from
inception of records to January 11, 1989 at 9:00 AM.

1.21 Supplemental Abstract of Title No. 89,003, prepared by
Currier Abstract 10, covering the N/2S/2 of Section 27, Township
27 South, Range 29 East, N.M.P.M. from April 1, 1988 at 8:00 AM
to January 3, 1989 at 8:00 AM,

Definitions

There are two tracts within the captioned spacing unit
which will be described throughout the opinion as follows:
TRACT A: NW/4SW/4 of Section 27, Township 26 South, Range

29 East, N.M.P.M., except for Tract B described
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below which is that portion of the Red Bluff
Reservoir contained in the NW/4SW/4 of Section
27.

TRACT B: That portion of the NW/4SW/4 of Section 27,
Township 26 South, Range 29 East, N.M.P.M.
contained within the Red Bluff Reservoir. (See
the 0il & Gas Lease described in paragraph 4.2,
below, for the metes and bounds description.)

See Requirement 9.2 below.

2. Title
2.1 Surface: The materials examined do not cover surface
title to the subject property. No opinion here is given as to
surface ownership. See Comment 9.13 below.

2,2 Mineral: United States of America

2.3 Royalty: United States of America

2.4 Encumbrances: See Requirement 9.13 below.

2.4-1 Mortgage, dated November 1, 1983, effective
as of April 3, 1983, recorded at Book 341, Page 127, Mortgages,
Eddy County, New Mexico from Don Wright, et ux., to InterFirst
Bank, Abilene, N.A., covering N/2S/2 of Section 27, except 38.08

acres in the Red Bluff Reservoir, Township 26 South, Range 29
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East, N.M.P.M., and other property, as to the 5% overriding
royalty interest held by the assignor.

2.4-2 Deed of Trust, dated March (no day shown),
1984, recorded at Book 345, Page 119, Mortgages, Eddy County,
New Mexico, from Don Wright and wife, Micki Wright, to Kenneth
T. Murphy, Trustee for the benefit of First National Bank of
Abilene, including an assignment of the proceeds to which
mortgagors are entitled as to the 5% overriding royalty interest
that mortgagors hold in N/2S/2 of Section 27, except 38.08 acres
in the Red Bluff Reservoir, Township 26 South, Range 29 East,
N.M.P.M., and other property.

2.4-3 By Special Master Deed, dated.Maréh 8, 1988,
recorded at Book 29, Page 982, the Special Master conveyed the
5% overriding royalty interest of Don Wright to First
RepublicBank of Abilene, N.A. f/d/b/a InterFirst Bank of Abilene
N.A.

2.5 Easements: Be advised that because the abstracts
examined do not cover surface title, that there may be easements

of record which are not described here.
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2.5-1 It is our understanding that you have not
had a status report prepared on the federal records related to
the captioned property. Therefore, we have set forth below
certain information from the historical index which would
normally be included in the status report. These references set
forth below are not necessarily easements as such but they are
withdrawals or right-of-ways which affect Mallon's right to use
the property affected thereby. The following designations
affecting the captioned property were contained in the
historical index:

(a) SO WDL. Red Bluff Reservoir site, dated June 17,
1914, revised September 3, 1937, affecting all of Section 27,
Township 26 South, Range 29 East, N.M.P.M. and other property.

(b) Right-of-Way reservoir site, serial No. IC
053802, dated August 4, 1937, proof of construction filed August
14, 1944, affecting all of Section 27, Township 26 South, Range
29 East, N.M.P.M. and other property.

(c) GLO O. WDL PWR PROJ. dated August 20, 1934,
affecting the NW/4SW/4 of Section 27, Township 26 South, Range

29 East, N.M.P.M. and other property.
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(d) SO REV. WDL. 6171914, dated September 3, 1937,
affecting all of Section 27, Township 26 South, Range 29 East,
N.M.P.M. and other property.

(e) Right-of-Way water salvage project, serial No.
NM 7220, dated July 25, 1958, affecting the NW/4SW/4 of Section
27, Township 26 South, Range 29 East, N.M.P.M. and other
property.

2.5-2 See "Rights-of-Way and Surface Stipulation"
section in the Title Opinion identified in Paragraph 1.1, above.

2.5-3 See paragraph 9.13, below.

3. Leasehold Title
3.1 Lessor: United States of America.
Tract A: United States of America.

Tract B: United States of America.

3.2 Original lessee:

Tract A: Don Wright 100%
Tract B: Red Bluff Water Power
Control District 100%
3.3 Current Record Title Owner - (Percentage Interest):
Tract A: Amoco Production Company 100%
Tract B: Red Bluff Water Power

Control District 100%
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3.4 cCurrent Operating Rights - (Percentage Interest):

Tract A: Amoco Production Company 100%
Tract B: Red Bluff Water Power
Control District 100%

4. 2Analysis of lease

4.1 0il and Gas lLease Covering Tract A:

The 0il and Gas Lease covering Tract A, NM-38636, is
described in the Original Drilling Title Opinion described in
Paragraph 1.1, above. The description of the 0il and Gas Lease
covering Tract A contained in the Original Drilling Title
Opinion is incorporated into this Paragraph 4.1, as though fully

set forth.

4.2 0il and Gas lease Covering Tract B:

Assignor: United States of America

Assignee: Red Bluff Water Power Control District

Form: Form 3100-W (August 1987)

Effective

Date: April 1, 1988

Term: For a period not to exceed 20 years

Land

Covered: Tract B and other property. See requirement
9.2, below.

Landowner's
Royalty: 14%
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Special
Terms: See Lease for terms
5. Assignments of Record Title
5.1 There are no assignments of Record Title affecting

either Tract A or Tract B.

6. Assignments of Operating Rights

6.1 There are no assignments of operating rights affecting

either Tract A or Tract B.

7. Assignments of Overriding Royalty Interests.

7.1 The assignments of Overriding Royalty Interest as of
April 11, 1983 are described in the Original Drilling Title
Opinion. The Assignments of Overriding Royalty Interest
described in the Original Drilling Title Opinion are
incorporated into this Paragraph 7.1, as though fully set forth.

7.2 There have been no further assignments of overriding
royalty interest affecting the leases covering either Tract A or

Tract B.
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8. Contracts for Assignment

8.1 There are no Contracts for Assignments of Record
affecting the NW/4SW/4 of Section 27, Township 26 South, Range

29 East, N.M.P.M. However, see requirement 9.8, below.

9. Requirements and Comments

9.1 Requirement. As set forth in paragraph 1, above, the

only abstract covering the county records underlying Tract B is
the abstract described in paragraph 1.21, above. Accordingly,
we have not reviewed any county records affecting Tract B from
inception of record to April 1, 1988. Obviously, there is no
way to comment on instruments which might be of record affecting
Tract B that could affect the mineral or surface title set forth
above. This opinion is limited accordingly.

You should obtain an abstract covering the

county records from inception of record

through April 1, 1988 at 8:00 AM and verify

that there are no instruments of record

which may affect the title set forth above.

We would, of course, be happy to review this

abstract if obtained and supplement this

opinion as necessary.

9.2 Requirement. The legal description for the oil and

gas lease described in paragraph 4.2, above, as it pertains to

Section 27, Township 26 South, Range 29 East, N.M.P.M. is in
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error in that the description does riot "close". There are
numerous letters and memoranda contained in the BLM records
covered by the abstract described in paragraph 1.20, above,
which discuss this discrepancy. It is our understanding that
you are aware of this problem and have nade efforts to negotiate
with Red Bluff Water Power Control District to address the
problems raised by the erroneous legal description. It is also
evident from the BLM records that EBEIM has considered this
problem and believes that the only long term solution would be
to have the property resurveyed. However, the BLM does not
appear to be interested in incurring the expense of a resurvey
at this time. For purposes of drilling the subject well, the
main problem that this erroneous description creates is that it
is not clear what the percentage participation would be between
the current lessees of NM-38636 and NM-71599. It is our
understanding that you are negotiating with Red Bluff Water
Power Control District to address this issue and that you
believe that you can resolve this problem through an agreement
with Red Bluff Water Power Control District.

You should be sure to enter into an

agreement with Red Bluff Water Power Control

District in which the current lessee of the

two leases agree as to the number of acres
within the forty acre spacing unit which are
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attributable to each lease. Further, you

should be sure that such agreement is a

recordable document and that it is placed of

record. We will be happy to assist you in

the preparation and filing of such an

agreement.

9.3 Requirement. We are not aware of any operating
agreement or unit agreement which sets forth the relative right
of the lessees of the two leases in the spacing unit. It is our
understanding that you have obtained a Forced Pooling Spacing
Order from the New Mexico 0il and Gas Conservation Commission.
We have not yet seen the Forced Pooling Order. However, we
understand that a trial de novo has been requested by Red Bluff
Water Power Control District concerning the Spacing Order issued
by New Mexico 0il and Gas Conservation Commission.

You should be sure that a Forced Pooling

Order or a Pooling Agreement is put into

place which sets forth the relative rights

and obligations of the current lessee for

the drilling of the subject well. We will

be happy to assist in the preparation of any

such agreenent.

9.4 Regquirement. As set forth in paragraph 4.2, above,
the term of the lease covering Tract B is for a period of twenty
years. There is no provision which extends the lease term in
the event of production at the end of the primary term. The

related statutes authorizing the issuance of this lease appear
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to limit the term of such leases to a time not to exceed twenty
years. We do not believe that there is any absolute way to
obtain an extension or an agreement to have a new lease issued
after the twenty year lease term has expired. There is an
informal opinion contained in the Bureau of Land Management's
records which indicates the lease term might be extended in the
event that the subject lease was included in a federal unit.
However, we are not certain whether that informal opinion is
accurate given the limitations set forth in the authorizing
statute.

You should be aware of the twenty year

limitation for the lease term for the lease

covering Tract B. Obviously, it would be

prudent for the Red Bluff Water Power

Control District to take steps to have the

lease extended or to have a new lease

reissued if the well is still producing at

a time near the expiration of the primary

term of the subject lease.

9.5 Requirement. Be sure that your operations do not

interfere with the easements described in paragraph 2.5 above.
In particular, be aware that the property covered under Tract B

is a right-of-way and that the Red Bluff Water Power Control

District has the exclusive right to that property.
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You should be sure that your operations are
not located on Tract B unless you have
written authority from the Red Bluff Water
Power Control District to utilize the
property for that purpose.

9.6 Requirement. As further set forth below, we make no
comment concerning the various federal regulations with which
you may need to comply in drilling your well. However, in the
material contained in the Bureau of land Management case file,
there are various memos which concern the special concerns
related to the property being located near a water reservoir and
the Pecos River. In particular, there was some consideration
for including a surface stipulation on the lease described in
paragraph 4.2, above, which would require that no surface use be
made within one-quarter mile of the Pecos River. Apparently
that surface stipulation was not included on the subject lease
because the Bureau of Land Management decided that this concern
could be handled as part of the environmental assessment
process.

Be sure that you are aware of the special
concerns, if any, related to drilling the

subject well near a reservoir site and that
you comply with such laws and regulations.
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9.7 Regquirement. There are a number of somewhat unusual
terms in the 0il and Gas Lease described in paragraph 4.2,
above.

Be sure that you are familiar with the terms of
the 0il and Gas lease described in paragraph 4.2,
above.

9.8 Requirement. It is our understanding that Mallon 0il
Company has a farmout agreement from the current lessee of lease
NM-38636 under which Mallon 0il Company has the authority to
drill the subject well. There is currently no assignment of
record to Mallon 0il Company of the subject lease. We have not
seen the farmout agreement from Amoco Production Company to
Mallon 0il Company.

Be sure that you are familiar with the terms
of the farmout between Amoco Production
Company and Mallon 0il Company and that you
comply with its terms.

9.9 Requirement. There are a number of requirements
contained in the Original Drilling Title Opinion described in
Paragraph 1.1, above. These requirements are incorporated into
this opinion as though fully set forth.

You must be sure to comply with all the requirements

set forth in the Original Drilling Title Opinion
described in Paragraph 1.1, above.
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9.10 Requirement. As indicated in Paragraph 2.4-3,
above, the Overriding Royalty Interest of Don Wright has been
conveyed to First RepublicBank of Abilene by Special Masters
Deed. This Special Masters Deed has also been filed with the
Bureau of Land Management, but it is unknown whether this Deed
has been approved by the Bureau of Land Management. The Bureau
of Land Management may require the Special Master to execute a
proper BLM Form Assignment of Overriding Royalty Interest.

You should be sure to contact the Bureau of Land

Management in Santa Fe, New Mexico and determine

whether the Assignment of Cverriding Royalty to the

First RepublicBank of Abilene is acceptable.

9.11 Comment. Certain Abstracts described above, are

copies of original abstracts. We do not have the original of

these abstracts in our possession. These copies of the
abstracts appear to be complete. Oour opinion is 1limited
accordingly.

9.12 Comment. The Abstracts described in Paragraphs 1.1-
i, 1.7, 1.8, 1.9, 1.10, 1.11, 1.12, 1.14, 1.16, 1.18 and 1.20,
above, do not include reference to or copies of the Survey Plat,

Title Plat, or Index to Unpatented Mining Claims for the N/2S/2
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of Section 27, Township 26 South, Range 29 East, N.M.P.M. Our
Opinion is limited accordingly.

9.13 Comment. The Abstracts described above covering the
county records are limited to "0il, Gas and Other Mineral
Interests." These abstracts do not include the documents
affecting surface title. Further, these abstracts do not cover
instruments filed in the County Clerk under the provisions of
the New Mexico Uniform Commercial Code. Our opinion is limited
accordingly.

9.14 comment. The Lease covering Tract A, NM-38636, and
the Lease covering Tract B, NM-71599, cover the captioned
property and other property which is not the subject of this
Opinion.

9.15 Comment. Abstract No. 42837, described in Paragraph
1.18, above, contains an Abstracter's Note which reads: "We have
examined the Mineral Service Royalty Management Program
Delinquent lease Accounts Memorandum dated September 26, 1988,
and find that as of August 31, 1988, 0il and Gas Lease NM-38036,
does not appear on their report."

9.16 Comment. Abstract No. 89,002, covering Tract A,

described in Paragraph 1.19, and Abstract No. 89003, covering



Ms. Karen McClintock
January 18, 1989
Page 23

Tract B, described in paragraph 1.21, above, provide that there
are no transcripts of judgments, liens, federal tax liens or
suits pending that in any way affect the title to the mineral
interests of the subject property affecting certain names which
the abstracter checked. The abstracter checked the names of all
individuals and companies described in Paragraph 3.4, above, and
certain other names.

9.17 Comment. You should make an examination of the
surface ground to ascertain whether any right exists by
settlement, location or entry under the particular laws of the
United States and to ascertain if easements not of record may be
shown on the ground. If such examination reveals evidence of
another's possession or easement, these evidentiary facts should
be submitted to this office for examination and further Opinion.

9.18 Comment. You are advised that your operations may
require compliance with various regulations of the company or
other local political subdivisions. We offer no opinion as to
what permits may be required, what fees and taxes may be imposed
or what compliance may be sought. We will undertake such

compliance upon separate request by you.
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9.19 Comment. We make no comment on the federal
regulations upon which compliance must be sought before you
commence operations on this property. We will be happy to
answer any specific questions you may have.

This Opinion is based upon the instruments examined
only. The date of this opinion is set forth in the references
and goes only to that date. No opinions are given as to matters
not contained in the document identified in Paragraph 1, above.

If you have further questions, please call and we will
be happy to answer then.

Very truly yours,

/) Y —

Charles Greenhouse
of HALL & EVANS

CG:dlm
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~ GUIDANCE IN THE PREPARATION OF THIS AGREEMENT:

1.
2.

10.

11.

12.

13.

14.

15.

16.

17.

Title Page: Fill in blanks as applicable.

Preamble, Page 1: Enter name of Operator.

Article 1 - Exhibits:
(2) Indicate Exhibits to be attached.
(b) If it is desired that no reference be made to non-discrimination, the reference to Exhidit ““F"* should be deleted.

Article IT1.B. - Interests of Parties in Cost and Production: Enter royalty fraction as agreed to by parties.

Article IV.A. - Title Examination: Select option as agreed to by the parties.

Article IV.B. - Loss of Title: If **Joint Loss’ of Title is desired, the following changes should be made:

{a) Delete Articles IV.B.1 and IV.B.2.

(b) Article IV.B.3 - Delete phase “‘other than those set forth in Articles IV.B.1. and IV.B.2 above.”

(c) Article VIL.E. - Change reference at end of the first grammatical paragraph from *‘Article IV.B.2"" to **Article IV.B.3.”

(d)Article X. - Add as the concluding sentence - ** All claims or suits involving title 1o any interest subject to this agreement shall be
treated as claim or a suit against all parties hereto.”

Article V - Operator: Enter name of Operator.

Article VLA - Initia]l Well:

(a) Date of commencement of drilling.
(b) Location of well.

{c) Obligation depth.

Article V1.B.2.(b) - Subsequent Operations: Enter penalty percentage as agreed to by parties.

Article VL.C. - Taking Production in Kind: If a Gas Balancing Agreement is not in existence nor attached hereto as Exhibit “‘E’’, then use
Alternate Page 8.

Article VII.D.1. - Limitation of Expenditures: Select option as agreed to by parties.

Article VII.D.3. - Limitation of Expenditures: Enter limitation of expenditure of Operator for single project and amount above which
Operator may furnish information AFE.

Article IX. - Internal Revenue Code Election: Delete this article in the event the agreement is a Tax Partnership and Exhibit *‘G”’ is
attached.

Article X. - Claims and Lawsuits: Enter claim limit as agreed to by parties.

Article XII1. - Term of Agreement:

(a) Select Option as agreed to by parties.
(b) If Option No. 2 is selected, enter agreed number of days in two (2) blanks.

Article XIV B. - Governing Law: Enter state as agreed to by parties.

Signature Page: Enter effective date.
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OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between Mallon Oll Company

hereinafter designated and
referred 10 as “*Operator’’, and the signatory party or parties other than Operator, sometimes hereinafter referred to individually herein
as '*Non-Operator’’, and collectively as *‘Non-Operators™”.

WITNESSETH:

WHEREAS, the parties to this agreement are owners of oil and gas leases and/or oil and gas interests in the land identified in
Exhibit **A"’, and the parties hereto have reached an agreement to explore and develop these leases and/or oil and gas interests for the
production of oil and gas to the extent and as hereinafter provided,

NOW, THEREFORE, it is agreed as follows:

ARTICLE 1.
DEFINITIONS

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

A. The term **0il and gas'* shall mean oil, gas, casinghead gas, gas condensate, and all other liquid or gaseous hydrocarbons
and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is specifically stated.

B. The terms *‘oil and gas lease’, “‘lease™ and ‘‘leasehold™ shall mean the oil and gas leases covering tracts of land
lying within the Contract Area which are owned by the parties to this agreement.

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

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

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

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

G. The terms **Drilling Party’” and **Consenting Party’” shall mean a party who agrees to join in and pay its share of the cost of
any operation conducted under the provisions of this agreement.

H. The terms **Non-Drilling Party’ and ‘*Non-Consenting Party’” shall mean a party who elects not to participate
in a proposed operation.

Unless the context otherwise clearly indicates, words used in the singular include the plural, the plural includes the
singular, and the neuter gender includes the masculine and the ferninine.

ARTICLE 1.
EXHIBITS

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

XX A. Exhibit “*A"", shall include the following information:

(1) Identification of lands subject to this agreement,

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

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

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

(5) Addresses of parties for notice purposes.
XX C. Exhibit *'C"", Accounting Procedure.
XX D. Exhibit **D’", Insurance.
XX E. Exhibit “"E’", Gas Balancing Agreement. (I1f appilicabtle)

VN i
If any provision of any exhibit, except Exhibits ‘‘E’" emediigdd, is inconsistent with any provision contained in the body
of this agreement, the provisions in the body of this agreement shall prevail.
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ARTICLE 1.
INTERESTS OF PARTIES
AvaiDil-andoiaandatonsstor
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B. Interests of Parties in Costs and Production:

Unless chariged by other provisions, all costs and liabilities incurred in operations under this agreement shall be borne and
paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties as their interests are set
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
payment of royaltics ieiliefiiibiiieae a e e——————hitivrhalbenberne=a-horvimaitorayeifoniy.

Regardless of which party has contributed the lease(s) and/or oil and gas interest(s) hereto on which royalty is due and
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
cause to be paid or delivered, to the extent of its interest in such production, the royalty amount siipulaiod-hessisabaie and shall hold the
other parties free from any liability therefor. No party shall ever be responsible, however, on a price basis higher than the price received
by such party, to any other party’s lessor or royalty owner, and if any such other party’s lessor or royalty owner should demand and
recejve settlement on a higher price basis, the party contributing the affected lease shall bear the additional royalty burden attributable
to such higher price.

Nothing contained in this Article [II.B. shall be deemed an assignment or cross-assignment of interests covered hereby.
C. Excess Royalties, Overriding Royalties and Other Payments:

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

D. Subsequently Created Interests:

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

1. If the burdened party is required under this agreement to assign or relinquish to any other party, or parties, all or a portion
of its working interest and/or the production attributable thereto, said other party, or parties, shall receive said assign-
ment and/or production free and clear of said subsequently created interest and the burdened party shall indemnify and
save said other party, or parties, harmless from any and all claims and demands for payment asserted by owners of the
subsequently created interest; and,

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

ARTICLE IV.
TITLES

A. Title Examination:

Title examination shall be made on the drillsite of any proposed well prior 1o commencement of drilling operations or, if
the Drilling Parties so request, title examination shall be made on the leases and/or oil and gas interests included, or planned to be includ-
ed, in the drilling unit around such well. The opinion will include the ownership of the working interest, minerals, royalty, overriding
royalty and production payments under the applicable leases. At the time a well is proposed, each party contributing leases and/or oil and
gas interests to the drillsite, or to be included in such drilling unit, shall furnish to Operator all abstracts (including federal lease status
reports), title opinions, title papers and curative material in its possession free of charge. All such information not in the possession
of or made available to Operator by the parties, but necessary for the examination of the title, shall be obtained by Operator. Operator
shall cause title to be examined by attorneys on its staff or by outside attorneys. copies of all title opinions shall be furnished to each party
hereto. The cost incurred by Operator in this title program shall be borne as follows:
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ARTICLE IV
contlnued

% Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys for title examination
(including preliminary, supplemental, shut-in gas royalty opinions and division order tile opinions) shall be borne by the Drilling Parties
in the proportion that the interest of each Drilling Party bears to the total interest of all Drilling Parties as such interests appear in Ex-
hibit *“A™". Operator shall make no charge for services rendered by its staff attomeys or other personnel in the performance of the above
functions.

Each party shall be responsible for securing curative matier 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 ai any such hearing.

No well shall be drilled on the Contract Area until after (1) the title 10 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 parties who are to par-
ticipate in the drilling of the well. The partles wlil have a perlod of seven (7) days after recelpt of Title

Opinlon to notity Operatar of thelr approval or rejection of title.
B. Loss of Title: Fallure to notify Operator will bs deemed as acceptance of title.

1. Failure of Title: Should any oil and gas interest or lease, or interest therein, be lost through failure of title, which loss
results in a reduction of interest from that shown on Exhibit ““A’", the party contributing the affected lease or interest shall have
ninety (90) days from final determination of title failure to acquire a new lease or other instrument curing the entirety of the title
failure, which acquisition will not be subject to Article VIII.B., and failing to do so, this agreement, nevertheless. shall continue
in force as to all remaining oil and gas leases and interests: and,

(a) The party whose oil and gas lease or interest is affected by the title failure shall bear alone the entire loss and it shall not be
entitled to recover from Operator or the other parties any development or operating costs which it may have theretofore paid or incurred,
but there shall be no additional liability on its part to the other parties hereto by reason of such title failure:

(b) There shall be no retroactive adjustment of expenses incurred or revenues received from the operation of the interest
which has been lost, but the interests of the parties shall be revised on an acreage basis, as of the time it is determined finally that
title failure has occurred, so that the interest of the party whose lease or interest is affected by the 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 hereto in any producing well theretofore drilled on the Contract Area is
increased by reason of the title failure, the party whose title has failed shall receive the proceeds attributable to the increase in such in-
terest (less costs and burdens attributable thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such
well;

(d) Should any person not a party to this agreement, who is determined to be the owner of any interest in the title which has
failed, pay in any manner any part of the cost of operation, development, or equipment, such amount shall be paid to the party or parties
who bore the cost which are so refunded;

(e) Any liability to account to a third party for prior production of oil and gas which arises by reason of title failure shall be
borne by the party or parties whose title failed in the same proportions in which they shared in such prior production; and,

(f) No charge shall be made 10 the joint account for legal expenses, fees or salaries, in connection with the defense of the interest
claimed by any party hereto, it being the intention of the parties hereto that each shall defend title to its interest and bear all expenses in
connection therewith.

2. Loss by Non-Payment or Erroneous Payment of Amount Due: I, through mistake or oversight, any rental, shut-in well
payment, minimum royalty or royalty payment, is not paid or is erroneously paid, and as a result a lease or interest therein terminates,
there shall be no monetary liability against the party who failed to make such payment. Unless the party who failed to make the required
payment secures a new lease covering the same interest within ninety (90) days from the discovery of the failure to make proper payment,
which acquisition will not be subject 1o Article VIII.B.. the interests of the parties shall be revised on an acreage basis, effective as of the
date of termination of the lease involved, and the party who failed to make proper payment will no longer be credited with an interest in
the Contract Area on account of ownership of the lease or interest which has terminated. In the event the party who failed to make the
required payment shall not have been fully reimbursed, at the time of the loss, from the proceeds of the sale of oil and gas aftributable to
the lost interest, calculated on an acreage basis, for the development and operating costs theretofore paid on account of such interest, it
shall be reimbursed for unrecovered actual costs theretofore paid by it (but not for its share of the cost of any dry hole previously drilled
or wells previously abandoned) from so much of the following as is necessary to effect reimbursement:

(a) Proceeds of oil and gas, less operating expenses, theretofore accrued to the credit of the lost interest, on an acreage basis,
up to the amount of unrecovered costs;

(b) Proceeds, less operating expenses, thereafier accrued attributable to the lost interest on an acreage basis, of that portion of
oil and gas thereafter produced and marketed (excluding production from any wells thereafter drilled) which, in the absence of such lease
termination, would be atiributable to the lost interest on an acreage basis, up to the amount of unrecovered costs. the proceeds of said
portion of the oil and gas to be contributed by the other parties in proportion to their respective interests; and,

(c) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is. or becomes. the owner
of the interest lost, for the privilege of participating in the Contract Area or becoming a party to this agreement.

3. Oxher Losses: All losses incurred, other than those set forth in Articles IV.B.1. and IV.B.2. above, shall be joint losses
and shall be borne by all parties in proportion to their interests. There shall be no readjustment of interests in the remaining portion of
the Contract Area.
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ARTICLE V.
OPERATOR

A. Designation and Responsibllities of Operator:

Mallon 01} Company 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. h shall conduct all such operations in a good and workmanlike manner, but it shall
have no liability as Operator to the other parties for losses sustained or 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’ semeiniapaficssnaludingihomaiingioiossatabopamiar. 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 afier 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 corporate 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 parties. The successor Operator shall be selected from the parties owning an interest in the Contract Area at the time such successor
Operator is selected. The successor Operator shall be selected by the 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 1o vote or votes only to
succeed itself, the sucoessor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest based
on ownership as shown on Exhibit ““A™ remaining after excluding the voting interest of the Operator that was removed.

C. Employees:

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

D. Drilling Contracts:

All 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

ceed the prevailing rates in the area and the rate of such charges shall be agreed upon by the parties in writing before drilling

-ations are commenced, and such work shall be perforrned by Operator under the same terms and conditions as are customary
ano usual in the area in contracts of independent contractors who are doing work of a similar nature.

ARTICLE VI.
DRILLING AND DEVELOPMENT

A. Initial Well:

On or before the__| ST day of___February 1989 Operator shall commence the drilling of
a well for oil and gas at the following location:

Township 26 South, Range 29 East NMIM

Section 27: NW/4 SW/4
Eddy County, New Mexico

and shall thereafter continue the drilling of the well with due diligence o a depth of approximately 6200' to
adequately test the Brushy Camyon formation.

unless granite or other practically impenetrable substance or condition in the hole, which renders further drilling impractical, is en-
countered at a lesser depth, or unless all parties agree to complete or abandon the well at a lesser depth.

Operator shall make reasonable tests of all formations encountered during drilling which give indication of containing oil and
gas in quantities sufficient to test, unless this agreement shall be limited in its application 1o a specific formation or formations, in which
event Operator shall be required to test only the formation or formations to which this agreement may apply.
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ARTICLE VI
continued

If, in Operator’s judgment, the well will not produce oil or gas in paying quantities, and it wishes to plug and abandon the
well as a dry hole, the provisions of Article VI.E.1. shall thereafter apply.

B. Subsequent Operations:

1. Proposed Operations: Should any party hereto desire to driil any well on the Contract Area other than the well provided
for in Anticle VI.A., or to rework, deepen or plug back a dry hole drilled at the joint expense of all parties or a well jointly owned by all
the parties and not then producing in paying quantities, the party desiring to drill, rework, deepen or plug back such a well shall give the
other parties written notice of the proposed operation, specifying the work to be performed, the location, proposed depth, objective forma-
tion and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days after receipt of the notice
within which to notify the party wishing to do the work whether they elect 1o participate in the cost of the proposed operation. If a drill-
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
shall be limited to forty-cight (48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a party receiving such notice
to reply within the period above fixed shall constitute an election by that party not to participate in the cost of the proposed operation.
Any notice or response given by telephone shall be promptly confirmed in writing.

If all parties elect to particiapte in such a proposed operation, Operator shall, within ninety (90) days afier expiration of the notice
period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is on loca-
tion, as the case may be), actually commence the proposed operation and complete it with due diligence at the risk and expense of all par-
ties hereto; provided, however, said commencement date may be extended upon written notice of same by Operator 1 the other parties,
for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such additional time is reasonably necessary 1o obtain
permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete
title examination or curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Arti-
cle XI. if the actual operation has not been commenced within the time provided (including any extension thereof as specifically
permitted herein) and if any party hereto still desires to conduct said operation, wriften notice proposing same must be resubmitted
to the other parties in accordance with the provisions hereof as if no prior proposal had been made.

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

If less than all parties approve any proposed operation, the proposing party, immediately after the expiration of the applicable
notice period, shall advise the Consenting Parties of the tota! interest of the parties approving such operation and its recommendation as
to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party, within forty-eight (48) hours
fexclusive of Saturday, Sunday and legal holidays) after receipt of such notice, shall advise the proposing party of its desire to ()
limit participation to such party’s interest as shown on Exhibit “*A’" or (b) carry its proportionate part of Non-Consenting Parties’
interests, and faifure 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 such a response shall not exceed a total of forty-eight (48) hours (inclusive of Saturday, Sunday and legal
holidays). The proposing party, at its clection, may withdraw such proposal if there is insufficient participation and shall promptly
notify all parties of such decision.

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the proportions they have
clected to bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates involved in such
aperations free and clear of alt liens and encumbrances of every kind created by or arising from the operations of the Consenting Parties.
If such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface location at their
sile cont, isk and expense. 1f any well drilled, reworked, deepened or plugged back under the provisions of this Article results in a pro-
ducer of oil and/or gas in paying quantities, the Consenting Parties shall complete and equip the well to produce at their sole cost and fisk,
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ARTICLE V1
continued

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 Par-
ties. Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Parties
in accordance with the provisions of this Article, each Nun-Consenting Party shall be deemed 10 have relinquished to Consenting Parties,
and the Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, all of such Non-Consenting
Party's interest in the well and share of production therefromn 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 [11.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:

(a) 100% of each such Noo-Consenting Party's share of the cost of any newly acquired surface equipment beyond the wellhead
connections (including, but not limited to, stock tanks, separators, treaters, pumping equipment and piping), plus 100% of each such
Non-Consenting Party’s share of the cost of operation of the well commencing with first production and continuing until each such Non-
Consenting Party’s relinquished interest shall revert to it under other provisions of this Article, it being agreed that each Non-
Consenting Party's share of such costs and equipment will be that interest which would have been chargeable 1o such Non-Consenting
Party had it participated in the well from the beginning of the operations; and

®_400___% of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and
completing, after deducting any cash contributions received under Article VIII.C., and_l‘@___% of that portion of the cost of
newly acquired equipment in the well (to and including the welthead connections), which would have been chargeable to such Non-
Consenting Party if it had participated therein.

An clection not to participate in the drilling or the decpening of a well shall be deemed an election not to participate in any re-
working or plugging back operation proposed in such a well, or portion thereof, to which the initial Non-Consent election applied
that is conducted at any time prior to full recovery by the Consenting Parties of the Non-Consenting Party’s recoupment account.
Any such reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of opera-
tion of said well and there shall be added to the sums to be recouped by the Consenting Parties one bundred percent (100%) of
that portion of the costs of the reworking or plugging back operation which would have been chargeable 1o such Non-Consenting
Party had it participated therein. If such a reworking or plugging back operation is proposed during such recoupment period, the
provisions of this Article V1.B. shall be applicable as between said Consenting Parties in said well.

During the period of time Consenting Parties are entitled to receive Non-Consenting Party’s share of production, or the
-nceeds therefrom, Consenting Parties shall be responsible for the payment of all production, severance, excise, gathering and other
. and all royalty, overriding royalty and other burdens applicable 10 Non-Consenting Party’s share of production not excepted
oy Anicle I1.D.

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

Within sixty (60) days after the completion of any operation under this Article, the party conducting the operations for the
Consenting Parties shall furnish each Non-Consenting Party with an inventory of the equipment in and connected to the well, and an
itemized statement of the cost of drilling, decpening, plugging back, testing, completing, and equipping the well for production; or, at
its option, the operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed statement of monthly bill-
ings. Each month thereafier, during the time the Consenting Parties are being reimbursed as provided above, the party conducting the
operations for the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilities in-
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
realized from the sale of the well's working interest production during the preceding month. In determining the quantity of oil and gas
produced during any month, Consenting Parties shall use industry accepted methods such as, but not limited to, metering or periodic
well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with any such operation
which would have been owned by 2 Non-Consenting Party had it participated therein shall be credited against the total unreturned costs
of the work done and of the equipment purchased in determining when the interest of such Non-Consenting Party shall revert to it as
above provided; and if there is a credit balance, i shall be paid to such Non-Consenting Party.
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ARTICLE V1
continued

If and when the Consenting Parties recover from a Non-Consenting Party's relinquished interest the amounts provided for above,
the relinquished interests of such Non-Consenting Party shall automatically revert to it. and. from and after such reversion, such Non-
Consenting Party shall own the same interest in such well, the material and equipment in or pertaining thereto, and the production
therefrom as such Non-Consenting Party would have been entitled to had it participated in the drilling, reworking, deepening or plugging
back of said well. Thereafter, such Non-Consenting Party shall be charged with and shall pay its proportionate part of the further
costs of the operation of said well in accordance with the terms of this agreement and the Accounting Procedure attached hereto.

Notwithstanding the provisions of this Article VI.B.2., it is agreed that without the mutual consent of all parties, no wells shall
be completed in or produced from a source of supply from which a well located elsewhere on the Contract Area is producing, unless such
well conforms to the then-existing well spacing pattern for such source of supply.

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

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

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

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

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

In the event that notice for a sidetracking operation is given while the drilling rig to be utilized is on location, the response period
shall be limited to forty -cight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any party may request
and receive up to eight (8) additional days after expiration of the forty-cight (48) hours within which to respond by paying for all stand-by
time incurred during such extended response period. If more than one party elects to take such additional time to respond to the notice,
standby costs shall be allocated between the parties taking additional time to respond on a day-to-day basis in the proportion each electing
party’s interest as shown on Exhibit ‘“A*" bears to the total interest as shown on Exhibit “*A™" of all the electing parties. In all other in-
stances the response period to a proposal for sidetracking shall be limited to thirty (30) days.

C. TAKING PRODUCTION IN KIND:

Each party shall take in kind or separately dispose of its proportionate share of all oil and gas produced from the Contract Area,
exclusive of production which may be used in development and producing operations and in preparing and treating oil and gas for
marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking in kind or separate disposition by any
party of its proportionate share of the production shall be borne by such party. Any party taking its share of production in kind shall be

7
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ARTICLE V1
continued

required to pay for 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 be necessary for the sale of its interest in production from
the Contract Area, and. except as provided in Article VII.B., shall be entitled to receive payment directly from the purchaser thereof for
its share of all production.

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 produced from the Contract 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 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 subject always to the right of the
owner of the production to exercise at any time its right to take in kind, or separately dispose of, its share of all oil not previously
delivered to a purchaser. Any purchase or sale by Operator of any other party’s share of oil 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.

In the event one or more parties” separate disposition of its share of the gas causes split-stream deliveries 1o separate pipelines
and/or deliveries which on a day-to-day basis for any reason are not exactly equal to a party’s respective proportionate share of total gas
sales to be allocated to it, the balancing or accounting between the respective accounts of the parties shall be in accordance with any
gas balancing agreement between the parties hereto, whether such an agreement is attached as Exhibit **E™, or is a separate agreement.

D. Access to Contract Area and Information:

Each party shall have access to the Contract 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 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 Contract Area. The
cost of gathering and furnishing information to Non-Operator, other than that specified above, shall be charged to the Non-Operator
that requests 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 contact any party, or should any party fail to reply
within forty-cight (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 parties who participated in the cost of drilling or decpen-
ing such well. Any party who objects to plugging and abandoning such well shall have the right to take over the well and conduct further
operations in search of oil and/or gas subject to the provisions of Article VI.B.

2. Abandonment of Wells that have Produced: Except for any well in which a Non-Consent operation has been conducted
hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any well which has been completed
as a producer shall not be plugged and abandoned without the consent of all parties. If all parties consent to such abandonment, the well
shall be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of all the parties hereto. If,
within thirty (30) days after receipt of notice of the proposed abandonment of any well, all parties do not agree to the abandonment of such
well, those wishing 1o continue its operation from the interval(s) of the formation(s) then open to production shall tender 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 provi-
sions of Exhibit **C"", less the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning
party shall assign the non-abandoning parties, without warranty, express or implied, as to title or as to quantity, or fitness for use
of the equipment and material, all of its interest in the well and related equipment, together with its interest in the leasehold estate as to,
but only as 1o, the interval or intervals of the formation or formations then open to production. If the interest of the abandoning party
is or includes an oil and gas interest, such party shall execute and deliver to the non-abandoning party or parties an oil and gas lease,
limited to the interval or intervals of the formation or formations then open to production, for a term of one (1) year and so long thercafter
as oil and/or gas is produced from the interval or intervals of the formation or formations covered thereby, swehrivesewrboordre-forn
Sverebverdeasselunivbrl
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ARTICLE V1
continued

& The assignments or leases so limited shall encompass the ‘‘drilling unit* upon which the well is located. The
payments by, and the assignments or leases to, the assignees shall be in a ratio based upon the relationship of their respective percontage
of participation in the Contract Area to the aggregate of the percentages of participation in the Contract Area of all assignees. There
shall be no readjustment of interests in the remaining portion of the Contract Area.

Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the operation of or production from
the well in the interval or intervals then open other than the royalties retained in any lease made under the terms of this Article. Upon re-
quest, Operator 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
well. Upon proposed abandonment of the producing interval(s) assigned or leased, the assignor or lessor shall then have the option to
repurchase its prior interest in the well (using the same valuation formula) and participate in further operations therein subject to the pro-
visions hereof.

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

ARTICLE VI.
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

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

B. Liens and Payment Defaults:

Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area, and a security interest in its share
of 0il and/or gas when extracted and its interest in all equipment, o secure payment of its share of expense, together with interest thereon
at the rate provided in Exhibit **C"". To the extent that Operator has a security interest under the Uniform Commercial Code of the
state, Operator shall be entitled to exercise the rights and remedies of a secured party under the Code. The bringing of a suit and the ob-
taining of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien
rights or security interest as security for the payment thereof. In addition, upon default by any Non-Operator in the payment of its share
of expense, Operator shall have the right, without prejudice to other rights or remedies, to collect from the purchaser the proceeds from
the sale of such Non-Operator’s share of oil and/or gas until the amount owed by such Non-Operator, plus interest, has been paid. Each
purchaser shall be entitled to rely upon Operator’s written statement concerning the amount of any default. Operator grants a like lien
and security interest 1o the Non-Operators to secure payment of Operator’s proportionate share of expense.

If any party fails or is unable to pay its share of expense within sixty (60) days after rendition of a statement therefor by
Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the proportion that
the interest 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
reimbursement thereof, be subrogated to the security rights described in the foregoing paragraph.

C. Payments and Accounting:

Except as herzin otherwise specifically provided, Operator shall promptly pay and discharge expenses incurred in the develop-
ment and operation of the Contract Area pursuant to this agreement and shall charge each of the parties hereto with their respective pro-
portionate shares upon the expense basis provided in Exhibit *‘C”". Operator shall keep an accurate record of the joint account hereunder,
showing expenses incurred and charges and credits made and received.

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

D. Limitation of Expenditures:

1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or decpened, except any well drilled or deepened
pursuant to the provisions of Article VI.B.2. of this agrcement. Consent to the drilling or deepening shall include:
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ARTICLE vIi
continued

&  Option No. I: All necessary expenditures for the drilling or decpening. testing. completing and equipping of the well, including
necessary tankage and/or surface facilities.

] Q
TR a-e

authorized depth, and all tests have been completed, and the results thereof furnished to the parties, Operator shall gjys-invr&diate notice
1o the Non-Operators who have the right to participate in the completion costs. The parties receiving suelrffice shall have forty-cight
(48) hours (exclusive of Saturday, Sunday and Jegal holidays) in which to elect to participase-srTie setting of casing and the completion at-
tempt. Such election, when made, shall include consent to all necess: pere] for the completing and equipping of such well, in-
cluding necessary tankage and/or surface facilities. Failugeoferff party receiving such notice to reply within the period above fixed shall
constitute an election by that party not to pariesp®TE in the cost of the completion attempt. If one or more, but less than all of the parties,
elect to set pipe and to atteqpsaedTipletion, the provisions of Article V1.B.2. hereof (the phrase ‘‘reworking, deepening or plugging
back’* as cogtaiaed i Article VI.B.2. shall be deemed to include *‘completing™) shall apply to the operations thereafter conducted by less

e v 8 WY

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

3. Other Operations: Without the consent of all parties, Operator shall not undertake ang s&ﬂe project reasonably estimated
to require an expenditure in excess of _ twenty-five thousand Dollass ($_223 )
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 10 the other
parties. 1f Operator prepares an authority for expenditure (AFE) for its own use, Operator shall furnish any Non-Operator so requesting
an information c% thereof for any single project costing in excess of___tventy—five th

Dollars ($__22» ) but less than the amount first set forth above in this paragraph.

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

Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid by the
party or parties who subjected such lease to this agreement at its or their expense. In the event two or more parties own and have con-
tributed interests in the same lease to this agreement, such parties may designate one of such parties to make said payments for and on
behalf of all such parties. Any party may request, and shall be entitled to receive, proper evidence of all such payments. In the event of
failure to make proper payment of any rental, shut-in well payment or minimum royalty through mistake or oversight where such pay-
ment is required 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 [V.B.2.

Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well, or the shutting in or return to production
of a producing gas well, & least five (S) days (excluding Saturday, Sunday and legal holiday), or &t the earliest opportunity permitted by
circumstances, prior 1o taking such action, but assumes no liability for failure 10 do so. In the event of failure by Operator to so notify
Non-Operator, the loss of any lease contributed hereto by Non-Operator for failure 1o 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
subject 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 shall furnish Operator information as to burdens (to include, but not
be limited to, royalties, overriding royalties and production payments) on leases and oil and gas interests contributed by such Non-
Operator. If the assessed valuation of any leasehold estate is reducad by reason of its being subject to outstanding excess royalties, over-
riding royalties or production payments, the reduction in ad valorem taxes resulting therefrom shall inure to 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 the contrary herein, charges to the joint account shall be made and paid by the parties hereto in accordance with the tax
value generated by each party's working interest. Operator shall bill the other parties for their proportionate shares of all tax payments
in the manner provided in Exhibit “C"".

If Operator considers any tax assessment improper, Operator may, a its discretion, protest within the time and manner
prescribed by law, and prosecute the protest 10 a final determination, unless all parties agree 10 abandon the protest prior to final deter-
mination. During the pendency of administrative or judicial proceedings, Operator may dlect to pay, under protest, all such taxes and any
interest and penalty. When any such protested assessment shall have been finally determined, Operator shall pay the tax for the joint ac-
count, together with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be paid by
them, as provided in Exhibit “C’".

Each party shall pay or cause to be paid all production, severance, excise, gathering and other taxes imposed upon or with
respect to the production or handling of such party’s share of oil and/or gas produced under the terms of this agreement.

10
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ARTICLE V11
continued

G. Insurance:

At all times while operations are conducted hereunder, Operator shall comply with the workmen’s compensation law of
the state where the operations are being conducted; provided, however, that Operator may be a self-insurer for liability under said com-
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
also carry or provide insurance for the benefit of the joint account of the parties as outlined in Exhibit **D"*, attached to and made 2 part
hereof. Operator shall require all contractors engaged in work on or for the Contract Area to comply with the workmen's compensation
law of the state where the operations are being conducted and to maintain such other insurance as Operator may require.

In the event automobile liability insurance is specified in said Exhibit ‘D™, or subsequently receives the approval of the
parties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator’s automotive equipment.

ARTICLE VIIL.
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

The leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall not be surrendered in whole
or in part unless all parties consent thereto.

However, should any party desire to surrender its interest in any lease or in any portion thereof, and the other parties do not
agree or consent thereto, the party desiring to surrender shall assign, without express or implied warranty of title, all of its interest in
such lease, or portion thereof, and any well, material and equipment which may be located thereon and any rights in production
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-
terest, the assigning party shall execute and deliver to the party or parties not consenting to such surrender an oil and gas lease covering
such oil and gas interest for a term of one (1) year and so long thereafier as oil and/or gas is produced from the land covered thereby, swsle
asadodaaadhifosmtoshedhesstoaadishibiesidld’ . Upon such assignment or lease, the assigning party shall be relieved from all
obligations thereafter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operation of any well
attributable thereto, and the assigning party shall have no further interest in the assigned or leased premises and its equipment and pro-
duction other than the ruyalties retained in any lease made under the terms of this Article. The party assignee or lessee shall pay to the
party assignor or lessor the reasonable salvage value of the latter’s interest in any wells and equipment attributable to the assigned or leas-
ed acreage. The value of afl material shall be determined in accordance with the provisions of Exhibit <‘C*”, less the estimated cost of
salvaging and the estimated cost of plugging and abandoning. If the assignment or lease is in favor of more than one party, the interest
shall be shared by such parties in the proportions that the interest of each bears to the total interest of all such parties.

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

B. Renewal or Extension of Leases:

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

If some, but less than all, of the parties elect to participate in the purchase of a renewal lease, it shall be owned by the parties
who elect to participate therein, in a ratio based upon the relationship of their respective percentage of participation in the Contract Area
10 the aggregate of the percentages of participation in the Contract Area of all parties participating in the purchase of such renewal lease.
Any renewal lease in which less than all parties elect to participate shall not be subject to this agreement.

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

The provisions of this Article shall apply to renewal leases whether they are for the entire interest covered by the expiring lease
or cover only a portion of its area or an interest therein. Any renewal lease taken before the expiration of its predecessor lease, or taken or
contracted for within six (6) months after the expiration of the existing lease shall be subject to this provision; but any lease taken or con-
tracted for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal lease and shall not be subject 10
the provision of this agreement.

The provisions in this Article shall also be applicable to extensions of ol and gas leases.
C. Acreage or Cash Contributions:

While this agreement is in force, if any party contracts for a contribution of cash towards the drilling of a well or any other
operation on the Contract Area, such contribution shall be paid to the party who conducted the drilling or other operation and shall be
applied by it against the cost of such drilling or other operation. If the contribution be in the form of acreage, the party to whom the con-
tribution is made shall prompdy tender an assignment of the acreage, without warranty of title, © the Drilling Partics in the proportions

11
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ARTICLE VIl
continued

said Drilling Parties shared the cost of 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 all other parties of any acreage or cash contributions
it may obtain in suppont of any well or any other operation on the Contract Area. The above provisions shall also be applicable to op-
tional rights to eam acreage outside the Contract Area which are in support of a well drilled inside the Contract Area.

If any party contracts for any consideration relating to disposition of such party's share of substances produced hereunder, such
consideration shall not be deemed a contribution as contemplated in this Article VIOI.C.

D. Maintenance of Uniform Interest:

party shall sell, encumber, transfer or make other disposition of its interest in the Jeases embraced within th
equipment and production unless such disposition covers either:

and in wells,

1. the entire interest of the party_ip.ak-hw® and cquipment and production; or

e o il i etdatianmiahan '

Every wowh sale, encumbrance, transfer or other disposition made by any party shall be made expressly subject to this agreement
and shall be made without prejudice to the right of the other parties.

If, at any time the interest of any party is divided among and owned by w or more co-owners, Operator, at its discretion, may
require such co-owners to appoint a single trustee or agent with full authority to receive notices, approve expenditures, receive billings for
and approve and pay such party’s share of the joint expenses, and to deal generally with, and with power 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 Contract
Area and they shall have the right to receive, separately, payment of the sale proceeds thereof.

E. Waiver of Rights to Partition:

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

Sebivsboventiobllightntoniunshase:

Area, it shall promptly give written notice to the other parties, with full information concerning its proposed sale Jubisl B include the
name and address of the prospective purchaser (who must be reacy, willing and able to purcha hepe?®ase price, and all other terms
of the offer. The other parties shall then have 2n optional prior right, for a perigdg U} days after receipt of the notice, to purchase
on the same terms and conditions the interest which the other pargupeeftes to sell; and, if this optional right is exercised, the purchas-
ing parties shall share the purchased interest ig (hgepe@PBItions that the interest of each bears to the total interest of all purchasing par-
ties. However, there shall be pog 1al right to purchase in those cases where any party wishes to mortgage its interests, or
dispose of its inlegaese¥*Merger, reorganization. consolidation, or sale of all or substantially all of its assets to a subsidiary or parent com-
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ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create, and shall not e constr. ~d to create, 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 not joint or collective, or that this agreement and operations hereunder shall not constitute a partnership, if, for federal income tax
purposes, this agreement and the operations hereunder are regarded as a partnership, each party hereby affected 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 10 ex-
ecute on behalf of each party hereby affected 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 the retumns, statements,
and the data required by Federal Regulations 1.761. Should there be any requirement that each party hereby affected give further
evidence of this election, each such party shall execute such documents and furnish such other evidence as may be required by the
Federal Internal Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or take any other
action inconsistent with the election made hereby. If any present or future income tax laws of the state or states in which the Contract
Area is located or any future income tax laws of the United States contain provisions similar to those in Subchapter K", Chapter 1,
Subxitle **A*", of the Internal Revenue Code of 1954, under which an election similar 1o that provided by Section 761 of the Code is per-
mitted, each party hereby affected shall make such election as may be permitted or required by such laws. In making the foregoing elec-
tion, each such party states that the income derived by such party from operations hereunder can be adequately determined without the
computation of partnership taxable income.
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ARTICLE X.
CLAIMS AND LAWSUITS

Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure
Ten” thousand

does not exceed Dollars
(s 10, ) and if the payment is in complete settiement of such claim or suit. If the amount required for settement ex-
ceeds the above amount, the parties hereto shall assume and take over the further handling of the claim or suit, unless such authority is
delegated to Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint ex-
pense of the parties participating in the operation from which the claim or suit arises. If a claim is made against any party or if any party is
sued on account of any matter arising from operations hereunder over which such individual has no control because of the rights given
Operator by this agreement, such party shall immediately notify all other parties, and the claim or suit shall be treated as any other claim
or suit involving operations hereunder.

ARTICLE XI.
FORCE MAJEURE

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

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

The term *‘force majeure’’, as here employed, shall mean an act of God, strike, lockout, or other industrial disturbance, act of
the public enemy, war, blockade, public niot, lightning, fire, storm. flood, explosion, governmental action, governmental delay, restraint
or inaction, unavailability of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which is
not reasonably within the control of the party claiming suspension.

ARTICLE XII.
NOTICES

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

ARTICLE XN
TERM OF AGREEMENT

This agreement shall remain in full force and effect as 10 1ae oil and gas leases and/or oil and gas interests subject hereto for the
period of time selected below; provided, however, no party hereto shall ever be construed as having any right, title or interest in or to any
lease or oil and gas interest contributed by any other party beyond the term of this agreement.

X Option No. 2: In the event the well described in Article VI.A., or any subsequent well drilled under any provision of this
agreement, results in production of oil and/or gas in paying quantities, this agreement shall continue in force so long as any such well or
wells produce, or are capzable of production, and for an additional periodof ___ 7~ days from cessation of all production; provided,
however, if, prior to the expiration of such additional period, one or more of the parties hereto are engaged in drilling, reworking, deepen-
ing, plugging back, testing or attempting to complete a well or wells hereunder, this agreement shall continue in force until such opera-
tions have been completed and if production results therefrom, this agreement shall continue in force as provided herein. In the event the
well described in Article VILA_, or any subsequent well drilled hereunder, results in a dry hole, and no other well is producing, or capable
of producing oi) and/or gas from the Contract Area, this agreement shall terminate unless drilling, deepening, plugging back or rework-
ing operatons are commenced within _0 days from the date of abandonment of said well.

It is agreed, however, that the termination of this agreement shall not relicve any party hereto from any liability which has
accrued or attached prior to the date of such termination.

13
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ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:
This agreement shall be subject to the conservation laws of the state in which the Contract Area is located, to the valid rules,

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

O 0 NS W N~

10 B. Governing Law:

12 This agreement and all matters pertaining bereto, including, but not limited to, matters of performance, non-perfi , breach,
13 remedies, procedures, rights, duties and interpretation or construction, shall be governed and determined by the law of the state in which
14 the Contract Area is located. Sisttuioontonsizittanitininsmmersnstatespripsienmpfategtutvrofnmmn——————
15 fwlipoverre e

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 production of wells, on tracts offset-
22  ting or adjacent to the Contract Area.

24 With respect to the operations hereunder, Non-Operators agree 10 release Operator from any and all losses, damages, injuries, claims
25  and causes of action arising out of, incident to or resulting directly or indirectly from Operator’s interpretation or application of rules,
26  rulings, regulations or orders of the Department of Encrgy or predecessor or successor agencies to the extent such interpretation or ap-
27  plication 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 incorrect interpretation or
29  application, together with interest and penalties thereon owing by Operator as a result of such incorrect interpretation or application.

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 soid herzunder or to any other person or entity pursuant to the requirements of the **Crude Oil Windfall Profit Tax Act
33 of 1980", as same may be amended from time to time (**Act’"), and any valid regulations or rules which may be issued by the Treasury
Department from time to time pursuant to said Act. Each party hereto agrees to furnish any and all certifications or other information
35  which is required 10 be furnished by said Act in a timely manner and in sufficient detail to permit compliance with said Act.

37 ARTICLE XV,
38 OTHER PROVISIONS

SEE ATTACHMENT SHEETS INCLUDED HEREWITH AND NUMBERED
14A, 148, ETC.

70
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Article XV
Other Provisions

Assignment

A.

Notwithstanding the provisions of this MAgreement and the
acocounting procedure attached at Exhibit ®C", the parties to this
Agreament specifically agree that in no event during the term of
this contract shall Operator be required to make more than one
billing or receive more than one wote or election for the entire
interest credited to each party on Exhibit "a"., It is further
agreed that if any Party to this Agreement (hereafter referred to
as "Selling Party") disposes of part of the interest credited to
it on Exhibit "A", the Selling Party will be solely responsible
for billing its assignee or assignees, and shall be designated as
agent for its assignee or assignees for the purpose of casting
votes or making elections under this Agreement, and shall remain
primarily liable to the other parties for the interest o
interests assigned and shall make prompt payment to Operator for
the entire amount of statements and billings rendered to it. It is
further understood and agreed that if Selling Party disposes of all
its interest as set cut on Exhibit "A", whether to one aor several
assignees, Operatar shall continue to issue statements and billings
to Selling Party for the interest conveyed until such time as
Selling Party has designated and qualified one assignee to receive
the billing for the entire interest. In order to qualify one
assignee to receive the billing for the entire interest credited to
Selling Party on Exhibit ™A%, Selling Party shall furnish to
Operator the following:

1. Written notice of the conveyance and photostatic o
certified copies of the assigmments by which the transfer
was made.

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

Payment Defaults

B.

If any Party fails to pay, within fifteen (15) days after billing,
its share of any ocost, including any advance which it may be
cbligated to make under Article I.3 of BExhibit "C" to the
Operating Agreement, and if such default continues for a pericd of
five (5) days following delivery by Operatar of notice of such
default to the Party, the following may be invoked at the election
of the Operataor:

(1) If the billing is for the drilling of a new well or the
plugging back, rewarking or deepening (including
sidetracking) of a well, o for the campletion or
recampletion of any well, the non-paying Party will be
conclusively deemed to have elected not to participate in
the proposed operation and will became a Non-Consenting
Party with respect thereto under Article VI.B.,
regardless of any election to participate theretofore
made.

14 (A)



Article XV
Other Provisions (cont.)

Payment Defaults (cont.)

(2) If the billing is for the oconduct of any aspect of an
earning operation under a third Party farmout or option
agreement, the non-paying Party will be conclusively deemed
to have elected not to participate in the operation and to
have relinquished and disclaimed to the other Parties all
its rights under the third Party agreement and in and to
any interest to be acquired by coampliance therewith,
notwithstanding any election to participate theretofore
made.,

(3) If the non~paying Party has duly elected to participate in
the proposed operation and does not default in the payment
of any cost or in the making of any advance related to such
operation until after the operation has been commenced,
then the provisions of subparagraphs (1) and (2) above can
be invoked, notwithstanding any election to participate
theretofore made.

(4) Rentals, shut~in well payments, and minimum royalties which
may be required under the terms of any lease, shall be paid
by the Operator after this agreement becames effective.
Non-Operator shall be given notice of all rentals due, and
upon being billed by Operataor, shall reimburse Operator
within fifteen days, for its pro-rata share of rentals and
other such payments made. In the event Non-Operator fails
to pay said payments due, then it agrees to relinquish all
rights through proper and legal assigmment to Operator at
no cost.

If Operator elects to invoke subparagraphs (1), (2), (3), ar (4), the
election shall be signified by written notice to the defaulting party
delivered by Operator within 60 days of the completion of the affected
operation or payment of rentals. Regardless of Operator's election as
to subparagraphs (1), (2), (3), or (4), all non~-paying Parties shall be
held fully liable for its invoiced costs, plus accrued interest, until
such time as Operator has fully recovered the unpaid amount. Should
subparagraphs (1), (2), (3), a (4) not provide sufficient funds to
cover non-paying Party's obligation, Operator reserves the right to
collect the remaining unrecovered amount, plus attorney's fees, court
costs, and other coosts in oonnection with the collection of the
outstanding unpaid amounts.

call of 0il

C. Mallon retains the right to call on all oil production and agrees
to pay equal to the posted price in the area.

14 (B)
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ARTICLE XVI1.
MISCELLANEOUS

This agreement shall be binding upon and shail inure to the benefit of the parties hereto and to their respective heirs, devisees,
legal representatives, successors and assigns.

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

U-20- NS B SRV I R A

IN WITNESS WHEREOF, this agreement shall be effectiveasof _______ day of 19

OPERATOR
MALLON OII. OCOMPANY

: in M. Fitzgerald
President

22 NON-OPERATORS

24 WITNESS/ATTEST: RED BLUFF WATER POWER CONTROL DISTRICT

15



EXHIBIT "A"

ATTACHED to and made a part of that certain Operating Agreement dated
January 19, 1989 by and between Mallon 0Oil Company, as Operator, and Red
Bluff Water Power Control District, as Non-Operator for the NW/4 SW/4 of
Section 27-T26S, R29E, NMPM, Eidy County, New Mexico.

Item

Item

Item

Ttem

Ttem

Contract Area:

Township 26 South, Range 29 FEast, NMPM
Section 27: NW/4 SW/4

Eddy County, New Mexico

Restrictions as to Depth:
None

Percentages of Working Interest:

Mallon Oil Company, et al. 75.6825%
Red Bluff Water Power Control District 24.3175¢%

0il and Gas ILeases Subject to the Agreement:

Limited to that portion of the following leases within the
Contract Area:

Federal Iease NM-38636 — 30.273 acres in 40 acre spacing unit
Federal lease NM NM-71599 -~ 9.727 acres in 40 acre spacing unit

Address of Working Interest Partners for Notice Purposes:

Mallon Oil Company
1099 18th Street, Suite 2750

Denver, CO 80202

Red Bluff Water Power Control District
111 W. 2nd Street
Pecos, TX 70772



ALNLAUNDL 1V fiw Sasis &2 cecia o

THE 19TH DAY OF JANUARY, 1989, BY AND BETWEEN MALION OIL COMPANY, AS
OPERATOR AND RED BIUFF WATER POWER CONTROL DISTRICT, AS NON-OPERATOR
FOR IANDS IOCATED IN THE NW/4 SW/4 OF SECTION 27-T26S, R29E, NMPM EDDY
COUNTY, NEW MEXICO

THERE IS NO BXHIBIT "8" TO THIS AGREEMENT
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Recommended by the Council
/IR 601 ' 80X 800 of Petroleum Accountants

TULSA OK 74100 Societies gﬂpns-1

EXHIBIT *c "

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING AGREEMENT DATED
THE 19TH DAY OF JANUARY, 1989, BY AND BETWEEN MALLON OIL COMPANY, AS
OPERATOR AND RED BLUFF WATER POWER CONTROL DISTRICT, AS NON-OPERATOR
FOR IANDS IOCATED IN THE NW/4 SW/4 OF SECTION 27-T26S, R29E, NMPM EDDY
COUNTY, NEW MEXICO.

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

1. Definitions

“Joint Property” shall mean the real and personal property subject to the agreement to which this Accounting Procedure
is attached.

“Joint Operations” shall mean all operations necessary or proper for the development, operation, protection and mainte-
nance of the Joint Property.

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

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

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

“Parties” shall mean Operator and Non-Operators.

“First Level Supervisors” shall mean those employees whose primary function in Joint Operations is the direct supervision
of other emplovees and/or contract labor directly employed on the Joint Property in a field operating capacity.
“Technical Employees” shall mean these employees having special and specific engineering, geological or other profes-
sional skills, and whose primary funetion in Joint Operations is the handling of specific operating conditions and problems
for the benefit of the Joint Property.

“Personal Expenses” shall mean trave! and other reasonable reimbursable expenses of Operator’s employees.
“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.
“Controllable Material” shall mean Material which at the time is so classified in the Material Classification Manual as
most recently recommended by the Council of Petroleumn Accountants Societies.

2. Statement and Billings

Operabor shall bill Non-Operators en-erbofore-the-tast-daioloash~menth for their proportionate share of the Joint Ac-

' formihe-preceding—menth. Such bills will be accompanied by statements which identify the authority for expenditure,

r facility, and all charges and credits summarized by appropriate classifications of investment and expense except

ems of Controllable Material and unusual charges and credits shall be separately identified and fully described in
detail.

3. .ces and Payments by Non-Operators

A. Jnless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their
share of estimated cash outlay for the succeeding month’s operation within fifteen (15) days after receipt of the bill-
ing or by the first day of the month for which the advunce is required, whichever is later. Operator shall adjust each
monthly billing to reflect advances received from the Non-Operators.

B. Each Non-Operator shall pay its proportion of all bills within fifteen (15 )da)s after re(eipt If payment is not made
within such time, the unpaid balance shall bear interest monthly at the prime rate in effect at Denver
__National BRapk on the first day of the month in which delinquency occurs plus 1% or the maximum
contract rate permitted by the applicable usury laws in the state in which the Joint Property is located, whichever
is the lesser. plus attorney’s fees, court costs, and other costs in connection with the collection of unpaid amounts.

4. Adjustments

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

COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies.
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A. A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Opera-
tor's accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month
period following the end of such calendar year: provided, however, the making of an audit shall not extend the time
for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this Section
I. Where there are two or more Non-Operators, the Non-Operators shall make-everv-reasonable-effort-te-conduct a
joint audit in a manner which will result in a minimum of inconvenience to the Operator. Operator shall bear no por-
tion of the Non-Operators’ audit cost incurred under this paragraph unless agreed to by the Operator. The audits
shall not be conducted more than once each year without prior approval of Operator, except upon the resignation or
removal of the Operator, and shall be made at the expense of those Non-Operators approving such audit.

5. Audits

B. The Operator shall reply in writing to an audit report within 180 days after receipt of such report.

6. Approval By Non-Operators
Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sections of this
Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains no contrary provisions

in regard thereto, Operator shall notify all Non-Operators of the Operator’s proposal, and the agreement or approval of
a majority in interest of the Non-Operators shall be controlling on all Non-Operators.

I1. DIRECT CHARGES
Operator shall charge the Joint Account with the following items:
1. Ecological and Environmental
Costs incurred for the benefit of the Joint Property as a result of governmental or regulatory requirements to satisfy environ-
mental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological or archaeological
nature and pollution control procedures as required by applicable laws and regulations.
2. Rentals and Royalties
Lease rentals and royalties paid by Operator for the Joint. Operations.
3. Laber

A. (1) Salaries and wages of Operator’s field employees directly employed on the Joint Property in the conduct of Joint
Operations.

(2) Salaries of First Level Supervisors in the field.

(3) Salaries and wages of Technical Employees directly employed on the Joint Property if such charges are excluded
from the overhead rates.

(4) Salaries and wages of Technical Employees either temporarily or permanently assigned to and directly employed
in the operation of the Joint Property if such charges are excluded from the overhead rates.

B. Operator’s cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to employees
whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section II. Such costs under
this Paragraph 3B may be charged on a “when and as paid basis” or by “percentage assessment” on the amount of
salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section I1. If percentage assessment
is used, the rate shall be based on the Operator’s cost experience.

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are applicable
to Operator’s costs chargeable to the Joint Account under Paragraphs 3A and 3B of this Section II.

D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under Paragraph
3A of this Section II.

4. Employee Benefits
Operator’s current costs of established plans for employees’ group life insurance, hospitalization, pension, retirement, stock
purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s labor cost chargeable to the Joint
Account under Paragraphs 3A and 3B of this Section II shall be Operator’s actual cost not to exceed the percent most recent-
ly recommended by the Council of Petroleum Accountants Societies.

Material

W

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

6. Transportation
Transportation of employees and Material necessary for the Joint Operations but subject to the following limitations:
A. If Material is moved to the Joint Property from the Operator’s warehouse or other properties, no charge shall be made

to the Joint Account for a distance greater than the distance from the nearest reliable supply store where like material
is normally available or railway receiving point nearest the Joint Property unless agreed to by the Parties.
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11.

12.

13.

14.

15.
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B. If surplus Material is moved to Operator’s warehouse or other storage point, no charge shall be made to the Joint Ac-
count for a distance greater than the distance to the nearest reliable supply store where like material is normally
available, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be
made to the Joint Account for moving Material to other properties belonging to Operator, unless agreed to by the
Parties.

C. 1In the application of subparagraphs A and B above, the option to equalize or charge actual trucking cost is available
when the actual charge is $400 or less excluding accessorial charges. The $400 will be adjusted to the amount most
recently recommended by the Council of Petroleum Accountants Societies.

Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph
10 of Section II and Paragraph i, ii, and iii, of Section III. The cost of professional consultant services and contract ser-
vices of technical personnel directly engaged on the Joint Property if such charges are excluded from the overhead rates.
The cost of professional consultant services or contract services of technical personnel not direetly engaged on the Joint
Property shall not be charged to the Joint Account unless previously agreed to by the Parties.

Equipment and Facilities Furnished By Operator

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate
with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating expense,
insurance, taxes, depreciation, and interest on gross investment less accumulated depreciation not to exceed
fifteen  percent(__15 %) per annum. Such rates shall not exceed average commercial rates currently pre-
vailing in the immediate area of the Joint Property.

B. In lieu of charges in paragraph 8A above, Operator may elect to use average commercial rates prevailing in the immedi-
ate area of the Joint Property less 20%. For automotive equipment, Operator may elect to use rates published by the
Petroleum Motor Transport Association.

Damages and Losses to Joint Property

All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damages or losses
incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operator’s gross negligence or
willful misconduct. Operator shall furnish Non-Operator written notice of damag'es or losses incurred as soon as practicable
after a report thereof has been received by Operator.

Legal Expense

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgements and
amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessary to protect
or recover the Joint Property, except that no charge for services of Operator’s legal staff or fees or expense of outside attor-

neys sha]l be made unless prevmusly agreed to by the Pames memmmm

9:

Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation thereof,
or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. If the ad valo-
rem taxes are based in whole or in part upon separate valuations of each party’s working interest, then notwithstanding
anything to the contrary herein, charges to the Joint Account shall be made and paid by the Parties hereto in accordance
with the tax value generated by each party’s working interest.

Insurance

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Parties. In the
event Joint Operations are conducted in a state in which Operator may act as self-insurer for Worker’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.

Abandonment and Reclamation

Costs incurred for abandonment of the Joint Property, including costs required by governmental or other regulatory
authority.

Communications

Cost of acquiring, leasing, installing, operating, repairing and maintaining communication systems, including radio and
microwave facilities directly serving the Joint Property. In the event communication facilities/systems serving the Joint
Property are Operator owned, charges to the Joint Account shall be made as provided in Paragraph 8 of this Section II.

Other Expenditures

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




111. OVERHEAD

1. Overhead - Drilling and Producing Operations

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

(x ) Fixed Rate Basis, Paragraph 1A, or

( ) Percentage Basis, Paragraph 1B

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and salaries
or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under Plnmph
3A, Section II. 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 111 unless such cost and expense are agreed to by the
Parties as a direct charge to the Joint Account.

ii. The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant services
and contract services of technical personnel directly employed on the Joint Property:

( ) shall be covered by the overhead rates, or
(x ) shall not be covered by the overhead rates.

jii. The salaries, wages and Personal Expenses of Technical Employees and/or costs of professional consultant services
and contract services of technical personnel either temporarily or permanently assigned to and directly employed in
the operation of the Joint Property:

{ ) shall be covered by the overhead rates, or
(X ) shall not be covered by the overhead rates.

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

Drilling Well Rate $ 3,056.00
(Prorated for less than a full month)

Producing Well Rate § 334.00
(2) Application of Overhead - Fixed Rate Basis shall be as follows:
(a) Drilling Well Rate
(1) Charges for drilling weils shall begin on the date the well is spudded and terminate on the date the drill-
ing rig, completion rig, or other units used in completion of the well is released, whichever is later, except

that no charge shall be made during suspension of drilling or completion operations for fifteen (15)or
more consecutive calendar days.

(2) Charges for wells undergoing any type of workover or recompletion for a period of five (6) consecutive
work 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 or other units used in workover, commence through date of ris
or other unit release, except that no charge shall be made during suspension of operations for fifte-
(15) or more consecutive calendar days.

(b) Producing Well Rates

(1) An active well either produced or injected into for any portion of the month shall be consicer=d asa -
well charge for the entire month.

(2) Each active completion in a multi-completed well in which producuon is not commingled &« “ole:
be considered as a one-well charge providing each completion is considered 2 separate weil | gC
ing regulatory authority.

(3) An inactive gas well shut in because of overproduction or failure of purchaser to take the
be lcomsidered as a one-well charge providing the gas well is directly connected to a =
outlet.

(4) A one-well charge shall be made for the month in which plugging and sbandonment ¢ =
pleted on any well. This one-well charge shall be made whether or not the well has proc.uc-
drilling well rate applies.

{5) All other inactive wells (including but not limited to inactive wells covered by unit allow
able, transferred allowable, etc.) shall not qualify for an overhead charge.

(3) The well rates shall be adjusted as of the first day of April each year following the effective date «
to which this Accounting Procedure is attached. The adjustment shall be computed by multiply
rently in use by the percentage increase or decrease in the average weekly earnings of Crude P«
Production Workers for the last calendar year compared to the calendar year preceding as sk
of average weekly earnings of Crude Petroleum and Gas Production Workers as published by
Department of Labor, Bureau of Labor Statistics, or the equivalent Canadian index as pul!
Canada, as applicable. The adjusted rates shall be the rates currently in use, plus or min-
justment.

B—Overhead—PFercentage-Basie
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Percent ( %) of the cost of development of the Joint Property exclusive of costs provided
under ParagraDdl0 of Section II and all salvage credits.

RQevelopment

(b) Operating

Percent ( %) of (Mwgost of operating the Joint Propepter®Xclusive of costs provided under
Paragraphs 2 and 10 of Section [I, all salvagé™eegdits, the value of jpje®led substances purchased for secondary
recovery and all taxes and assessments which areYgd, agsee®®d and paid upon the mineral interest in and
to the Joint Property.

(2) Application of Overhead - Percentage Basis ghe?T be as follows:

For the purpose of determining chae®es on a percentage basis under Paragraph 1B 9%gjs Section 111, development
shall include all costs in cgp ion with drilling, redrilling, deepening, or any remedial™ggrations on any or all
wells involving the yseBl drilling rig and crew capable of drilling to the producing interval™wghe Joint Prop-
erty; also, preljp#ffary expenditures necessary in preparation for drilling and expenditures incurred ™agandoning
when the€ll is not completed as a producer, and original cost of construction or installation of fixed asSg the
experSion of fixed assets and any other project clearly discernible as a fixed asset, except Major Construction s
defined in Paragraph 2 of this Section II1. All other costs shall be considered as operating.

2.  Qverhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the expansion of
fixed assets, and any other project clearly discernible as a fixed asset required for the development and operation of the
Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shal& gh:br&s the Joint
Acecount for overhead based on the following rates for any Major Construction project in excess of $ ) :

A2 %of first $100,000 or total cost if less, plus
: % of costs in excess of $100,000 but less than $1,000,000, plus
C. __2____ % of costs in excess of $1,000,000.

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

3. Catastrophe Overhead

To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due
to oil spill, blowout, explosion, fire, storm, hurricane, or other catastrophes as agreed to by the Parties, which are necessary
to restore the Joint Property to the equivalent condition that existed prior to the event causing the expenditures, Operator
shall either negotiate a rate prior to charging the Joint Account or shall charge the Joint Account for overhead based on
the following rates:

A. ___5___ % of total costs through $100,000; plus
B. ____}___ % of total costs in excess of $100,000 but less than $1,000,000; plus
C.___2_ _ %of total costs in excess of $1,000,000.

Expenditures subject to the overheads above will not be reduced by insurance recoveries, and no other overhead provi-
sions of this Section III shall apply.

4. Amendment of Rates

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

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

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all Material move-
ments affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; however, at Operator’s
option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition of idle and/or surplus
Material, such disposal being made either through sale to Operator or Non-Operator, division in kind, or sale to outsiders.
Operator may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus condition A or B
Material. The disposal of surplus Controllable Material not purchased by the Operator shall be agreed to by the Parties.

1. Purchases

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

2. Transfers and Dispositions

Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the Operator,
unless otherwise agreed to by the Parties, shall be priced on the following basis exclusive of cash discounts:
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A. New Material (Condition A)
(1) Tubular Goods Other than Line Pipe

(a) Tubular goods, sized 2% inches OD and larger, except line pipe, shall be priced at Eastern mill published
carload base prices effective as of date of movement plus transportation cost using the 80,000 pound carload
weight basis to the railway receiving point nearest the Joint Property for which published rail rates for
tubular goods exist. If the 80,000 pound rail rate is not offered, the 70,000 pound or 90,000 pound rail rate
may be used. Freight charges for tubing will be calculated from Lorain, Ohio and casing from Youngstown,
Ohio.

(b) For grades which are special to one mill only, prices shall be computed at the mill base of that mill plus trans-
portation cost from that mill to the railway receiving point nearest the Joint Property as provided above in
Paragraph 2.A (1Xa). For transportation cost from points other than Eastern mills, the 30,000 pound Qil Field
Haulers Association interstate truck rate shall be used.

(¢) Special end finish tubular goods shall be priced at the lowest published out-of-stock price, {.0.b. Houston,
Texas, plus transportation cost, using Oil Field Haulers Association interstate 30,000 pound truck rate, to
the railway receiving point nearest the Joint Property.

(d) Macaroni tubing (size less than 2% inch OD) shall be priced at the lowest published out-of-stock prices f.0.b.
the supplier plus transportation costs, using the Oil Field Haulers Association interstate truck rate per weignt
of tubing transferred, to the railway receiving point nearest the Joint Property.

(2) Line Pipe

(a) Line pipe movements (except size 24 inch OD and larger with walls ¥ inch and over) 30,000 pounds or more
shall be priced under provisions of tubular goods pricing in Paragraph A.(1Xa) as provided above. Freight
charges shall be calculated from Lorain, Ohio.

(b) Line pipe movements (except size 24 inch OD and larger with walls 3; inch and over) less than 30,000 pounds
shall be priced at Eastern mill published carload base prices effective as of date of shipment, plus 20 percent,
plus transportation costs based on freight rates as set forth under provisions of tubular goods pricing in Para-
graph A.(1Xa) as provided above. Freight charges shall be calculated from Lorain, Ohio.

(c) Line pipe 24 inch OD and over and ¥% inch wall and larger shall be priced f.0.b. the point of manufacture
at current new published prices plus transportation cost to the railway receiving point nearest the Joint
Property.

(d) Line pipe, including fabricated line pipe, drive pipe and conduit not listed on published price lists shall be

priced at quoted prices plus freight to the railway receiving point nearest the Joint Property or at prices
agreed to by the Parties.

{3) Other Material 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, or point of manufacture, plus transportation costs, if applicable, to the railway
receiving point nearest the Joint Property.

(4) Unused new Material, except tubular goods, moved from the Joint Property shall be priced at the current new
price, in effect on date of movement, as listed by a reliable supply store nearest the Joint Property, or point of
manufacture, plus transportation costs, if applicable, to the railway receiving point nearest the Joint Property.
Unused new tubulars will be priced as provided above in Paragraph 2.A (1) and (2).

B. Good Used Material (Condition B)

Material in sound and serviceable condition and suitable for reuse without reconditioning:
(1) Material moved to the Joint Property

At seventy-five percent (75%) of current new price, as determined by Paragraph A.
(2) Material used on and moved from the Joint Property

(a) At seventy-five percent (75%) of current new price, as determined by Paragraph A, if Material was originally
charged to the Joint Account as new Material or

(b) At sixty-five percent (65%) of current new price, as determined by Paragraph A, if Material was originally
charged to the Joint Account as used Material.

(3) Material not used on and moved from the Joint Property
At seventy-five percent (75%) of current new price as determined by Paragraph A.
The cost of reconditioning, if any, shall be absorbed by the transferring property.
C. Other Used Material
(1) Condition C
Material which is not in sound and serviceable condition and not suitable for its original function until after recon-
ditioning shall be priced at fifty percent (50%) of current new price as determined by Paragraph A. The cost of

reconditioning shal! be charged to the receiving property, provided Condition C value plus cost of reconditioning
does not exceed Condition B value.
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Material, exclu@ing junk, no longer suitable for its original purpose, but usable for some other purpose shall be
priced on a basis commensurate with its use. Operator may dispose of Condition D Material under procedures
normally used by Operator without prior approval of Non-Operators.

(2) Condition D

(a) Casing, tgbing, or drill pipe used as line pipe shall be priced as Grade A and B seamless line pipe of com-
parable size and weight. Used casing, tubing or drill pipe utilized as line pipe shall be priced at used line
pipe prices.

(b) Casing, tubing or drill pipe used as higher pressure service lines than standard line pipe, e.g. power oil lines,

shall be priced under normal pricing procedures for casing, tubing, or drill pipe. Upset tubular goods shall
be priced on a non upset basis.

(3) Condition E

Junk shall be priced at prevailing prices. Operator may dispose of Condition E Material under procedures nor-
mally utilized by Operator without prior approval of Non-Operators.

D. Obsolete Material

Mat-erial which is seryiceab]e a_nd gsable for its original function but condition and/or value of such Material is not
equwale_nt to that which }vould Ju_snfy a price as provided above may be specially priced as agreed to by the Parties.
Such price should result in the Joint Account being charged with the value of the service rendered by such Material.

E. Pricing Conditions

(1) Loading or unleading costs may be charged to the Joint Account at the rate of twenty-five cents (25¢) per hundred
weight on all tubular goods movements, in lieu of actual loading or unloading costs sustained at the stocking
point. The above rate shall be adjusted as of the first day of April each year following January 1, 1985 by the same
percentage increase or decrease used to adjust overhead rates in Section 111, Paragraph 1.A(3). Each year, the
rate calculated shall be rounded to the nearest cent and shall be the rate in effect until the first day of April next
vear. Such rate shall be published each year by the Council of Petroleum Accountants Societies.

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

3. Premium Prices

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

4. Warranty of Material Furnished By Operator

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

2. Reconciliation and Adjustment of Inventories

Adjustments to the Joint Account resulting from the reconciliation of a physical inventory shall be made within six
months following the taking of the inventory. Inventory adjustments shall be made by Operator to 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, change of interest, or change of Operator in the Joint Property.
It shall be the duty of the party selling to notify all other Parties as quickly as possible after the transfer of interest takes
place. In such cases, both the seller and the purchaser shall be governed by such inventory. In cases involving a change
of Operator, all Parties shall be governed by such inventory.

4. Expense of Conducting Inventories

A. The expense of conducting periodic inventories shall not be charged to the Joint Account unless agreed to by the
Parties.

B. The expense of conducting special inventories shall be charged to the Parties requesting such inventories, except in-
ventories required due to change of Operator shall be charged to the Joint Account.

-




EXHIBIT "D"

INSURANCE COVERAGE

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING AGREEMENT DATED
THE 19TH DAY OF JANUARY, 1989, BY AND BETWEEN MALION OIL COMPANY, AS
OPERATOR AND RED BLUFF WATER POWER CONTROL DISTRICT, AS NON-OPERATOR
FOR IANDS LOCATED IN THE NW/4 SW/4 OF SECTION 27-T26S, R29E, NMPM EDDY
COUNTY, NEW MEXICO.

During the period of the joint operations hereunder and continuing
thereafter during the entire term of this contract, Operator shall,
with its best efforts, carry for the Joint Account the following types
and amounts of coverage:

a) Insurance which shall comply with the Workman's
Campensation and Employer's Liability laws of the
state in which the Unit area is located.

b) Comprehensive General Liability Insurance with
bodily injury or property damage limits of not
less than $500,000 in any one occurrence.

c) Coamprehensive Autandbile Liability Insurance
with bodily injury or property damage limits
of not less than $500,000 in any one accident

No other types of insurance shall be carried for the Joint Account
without the separate approval of all parties subject to this contract.
All losses arising out of uninsured risks shall be charged to parties
according to their interest under this contract. Certificates of
insurance evidencing ten (10) days advance notice of cancellation shall
be furnised Non-Operator({s) upon request. Operator shall require all
subcontractors of ocoverage with limits adjudged by Operator as being
sufficient and in oompliance with doing practice for this type
operation.



ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING AGREEMENT D’\TEAIS)
THE 19TH DAY OF JANUARY, 1989, BY AND BETWEEN MALION OIL COMPAbéYRAmR
OPERATOR AND RED BLUFF WATER POWER CONTROL DISTRICT, AS NON-OP

FOR IANDS IOCATED IN THE NW/4 SW/4 OF SECTION 27-T26S, R29E, NMPM EDDY

COUNTY, NEW MEXICO
EXHIBIT “E~

GAS BALANCING AGREEMENT

Subject to the provisions of the Operating Agreement
to which this Exhibit is attached, each party shall have the
right to take in kind and separately dispose of its
proportionate share of the gas produced from the Contract Area
and shall be entitled to an opportunity to produce its
proportionate share of the allowable gas production from a
well (or proration unit, including lawful tolerances)
established by appropriate regulatory authority.

It is the intent that each party be entitled to gas
produced attributable to its participation percentage as set
forth in Exhibit #A” attached to this Operating Agreement.
Subject to the terms and provisions of the Operating Agreement
to which this Exhibit is attached, the Operator (a) has the
duty to control gas production and the responsibility of
administering the provisions of this Agreement, and (b) shall
cause deliveries to be made to the gas purchasers at such
rates as may be required to give effect to the intent that the
gas production accounts of all parties are to be brought into
balance under the provisions contained herein. All parties
hereto shall share proportiocnately in and own condensate
recovered with the gas produced from the Contract Area and
shall pay their proportionate share of current operating
expense, in accordance with the Operating Agreement to which
this Exhibit is attached, regardless of the allocation of gas
production or the status of gas production accounts.

After notice to Operator, any party may begin taking
or delivering all or a portion of its share of the gas
produced. Each party taking gas shall furnish the Operator a
monthly statement of gas volumes taken by such party. If
during any period of time a party is unable to market or
deliver all or a portion of its share of the gas produced,
such party shall be deemed underproduced and shall be credited
with a volume of gas in storage equal to its share (or portion
thereof) of the gas produced but not marketed or delivered,
less its share of gas used in lease operations, vented or
lost, and the other party or parties shall be entitled to
market or deliver the volume of gas not marketed or delivered
by the underproduced party. Any party marketing or delivering
greater than its share on a cumulative basis shall be deemed
overproduced. Operator shall furnish all parties hereto
monthly statements showing the total quantities of gas
produced and used in lease operations, vented or lost, and the
total quantity of condensate recovered. 1In addition to its
current share, each underproduced party, until it has
recovered its credited gas and balanced its gas account, shall
be entitled to take or deliver a volume of gas up to a maximum
of twenty-five percent (25%) of each overproduced party’s
share of gas produced. If more than one (1) party is entitled
to the additional gas produced, they shall divide such
additional gas in proportion to their respective Unit
participations. When an underproduced party takes gas in
excess of its current share of production, only the volume in
excess of its current share shall be treated as make-up, and
this make-up volume shall be applied to reduce prior deficits
in the order of accrual of such deficit. Each party shall at
all times use its best efforts to requlate its takes and
deliveries from the Contract Area so that no well will be
shut-in for overproducing the allowable, if any, assigned
thereto by the requlatory body having jurisdiction.



Each party producing and/or delivering gas to its
purchaser shall pay or cause to be paid any anil all production
taxes due on such gas. At all times while gas is produced
from the Contract Area, each party shall make appropriate
settlement of all royalties, overriding royalties and other
payments out of or in lieu of production, as if each party
were taking or delivering to a purchaser its share, and its
share only, of such gas production. Each party hereto agrees
to hold each other party harmless from any and all claims for
royalty, overriding royalty and other payments asserted by
such burdening owners to whom each party is accountable.

Nothing herein shall be construed to deny any party
the right, from time to time, to produce and take or deliver
to the purchaser its full share of the allowable gas
production to meet the deliverability tests required by its
purchaser.

Should production of gas from a well or proration
unit be permanently discontinued, the well be included in a
unitized area or any party assign its interest to another
party at a time when the gas account is out of balance,
settlement will be made between the underproduced and
overproduced parties for overproduced volumes. Each
overproduced party shall pay to each underproduced party (in
the proportion that the underproduction of each underproduced
party bears to the underproduction of all underproduced
parties) the lesser of (a) an amount of money equal to the
amount received by the overproduced party for its
overproduction or (b) an amount of money equal to the amount
the underproduced party would have received under its contract
to sell its gas, if any, less applicable production taxes
theretofore paid. In the event an accounting is necessary
between overproduced and underproduced parties when all or a
portion of the monies collected by the overproduced parties
was collected subject to possible refund as provided by the
Federal Energy Requlatory Commission or other governmental
authority, then the overproduced parties will pay and the
underproduced parties will accept their proportionate shares
of such monies with the understanding and agreement that
should a refund be required of all or a portion of the monies
so collected, then the underproduced parties agree to refund
to the overproduced parties that portion of monies paid by the
overproduced parties to the underproduced parties that is
required to be refunded, plus any interest required to be paid
thereon.

Nothing herein shall change or affect each party’s
obligations to pay its proportionate share of all costs and
liabilities incurred as its share thereof is set forth in the
Operating Agreement.

The provisions of this Exhibit shall be separately
applicable and shall constitute a separate agreement as to
each well (or proration unit), reservoir, Natural Gas Policy
Act category or other separate source of production, to the
end that production from one source of production may not be
utilized for the purpose of balancing underproduction from any
other source of production.



ATTACHED TO AND MADE A PAKI UF 'IHAL ULIKTALN UFDONRLLING MAINLLCGEs a6
THE 19TH DAY OF JANUARY, 1989, BY AND BETWEEN MALION OIL COMPANY. AS
OPERATOR AND RED BLUFF WATER POWER CONTROL DISTRICT, AS NON-OPERATOR
FOR IANDS IOCATED IN THE NW/4 SW/4 OF SECTION 27-T26S, R29E, NMPM EDDY
COUNTY, NEW MEXICO

THERE IS NO EXHIBIT "F" TO THIS AGREEMENT



ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING AGREEMENT DATED
THE 19TH DAY OF JANUARY, 1989, BY AND BETWEEN MALION OIL COMPANY AS
OPERATOR AND RED BLUFF WATER POWER CONTROL DISTRICT, AS NON-OPERATOR
FOR IANDS LOCATED IN THE NW/4 SW/4 OF SECTION 27-T26S, R29E, NMPM, EDDY
COUNTY, NEW MEXICO.

THERE IS NO EXHIBIT "G" TO THIS AGREEMENT
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LAW OFFICES

JAMES T. JENNINGS
SUNWEST CENTRE
JAMES T. JENNINGS P. O. BOX 180 TELEPHONE
A.D."DIRK" JONES ROSWELL, NEW MEXICO 88202-1180 (505) 622-8432

November 23, 1988

Mallon 0il Company P
1099 18th Street, Suite 2750 [ Raring o
Denver, Colorado 80202 T

Attn: Ms. Karen McClintock, Land Department

Re: Mallon 0Oil Company~Red Bluff - NW}SWi} Section 27,
Township 26 South, Range 29 East

Dear Ms. McClintock:

As I explained to you in our conversation of last week, I would
certainly appreciate it if you could furnish me with a copy of
the Title Opinion covering the Mallon interest in Federal Lease
No. NM38636 pertaining to the contract area described in the
Operating Agreement. Likewise, as soon as it is available, I
would appreciate it if you could furnish me with a copy of the
Title Opinion which I understand you are obtaining covering the
Red Bluff interest under the same tract under lease NM71599.

I have reviewed the Operating Agreement and would call your
attention to the fact that there are several deletions on the
prior drafts submitted to me by you or Mr. Padilla which do not
appear on the Operating Agreement dated November 15, 1988, which
your office forwarded to me on November 14, Possibly the failure
to make these deletions was an oversight, but these appear on
pages 3 and 9 of the Operating Agreement. In connection with
Article 6b on page 6 of the Operating Agreement, if would appear
that the fiqures which have been inserted in this paragraph are
in excess of those provided under the 0il Conservation Division
Order.

Article XV ¢ found on page 14 (B) would be objectionable to Red
Bluff if it should participate and I am sure it would be
objectionable to any other operator who was to succeed to Red
Bluff's interest.

In our conversation, I pointed out that the figures reflected on
page 4 of Exhibit "C" of the accounting procedure were not in
accordance with the testimony given at the hearing in Santa Fe
and it is my understanding that this was a typographical error
and will be corrected.



Mallon 0Oil Company
November 23, 1988
Page 2

If my client can be supplied with a copy of the Title Opinions as
soon as possible, I think it would assist in the settlement of
our disagreement. Accordingly, I would appreciate it if you would
let me know when we can expect to receive copies of these
Opinions.

Yours very truly,

>
st
JTJ/st

cc: Ernest Padilla



MALLON OIL COMPANY

1099 18th Street, Suite 2750, Denver, Colorado 80202
(303) 293-2333

November 29, 1988

Mr. James T. Jennings
Surwest Centre

P.0O. Box 180

Roswell, N\M 88202-1180

SENT CERTIFIED MAIL #P-570 412 957

RE: Amoco-Red Rluff #1 Well
Eddy County, New Mexico

Dear Mr. Jennings:

I am in receipt of your letter dated November 23, 1988, concerning
the Operating Agreement dated November 15, 1988 for the ahbove captioned
well and I would like to respond to your letter as follows.

First, I am sorry if past examples of any Operating Agreements have
confused you as to content, but the Operating Agreement dated November
15, 1988 will be the Agreement in effect for the Amoco-Red Bluff #1 well
if Red Bluff Water Power Control District elects to participate,
regardless of what was mailed to you previously as examples of Operating
Agreements for the area. Red Bluff Water Power Control District has
until December 10, 1988 to execute the AFE dated November 7, 1988 or
both the AFE and Operating Aqreement dated November 15, 1988 will be
considered null and void for the Amoco—-Red Bluff #1 well, After the
December 10, 1988 deadline, the outcome of the De Novo hearing will
determine the documentation that is necessary, and such will be prepared
accordinaly.

Second, the Operatina Agreement dated November 15, 1988, between
Mallon and Red Bluff is not affected or oontrolled by the O0il
Conservation Division Order R-8773. With this regard, Mallon has
prepared an Operating Adreement acceptable in the current oil and aas
industry climate, including but not limited to the 400% penalty, and the
additional lanquage found in Article XV Other Provisions. You should
have already received an updated page four of Exhibit "C" reflecting the
change in overhead. The Oil Conservation Division Order R-8773 was not
instrumental in making the change as it would behoove our Accounting
Department to administer one overhead rate.

As for title opinions, I will be happy supply to Red Bluff Water
Power Control District any title opinions upon acknowledgment of their
participation in the Amoco—-Red Bluff #1 well. To be quite honest Mr.
Jennings, I do not understand how supplying copies of the Title Opinions



Mr. James T. Jennings
Amoco-Red Bluff #1 Well
November 29, 1988

Page 2 of 2

will assist in the settlement of our disaqreement as indicated in your
November 23, 1988 letter, as the issue is simply whether Red Bluff Water
Power Control District will participate or be forced pooled in the
Amoco-Red Bluff Federal #1 well, not the status of the title. If you
are ooncerned about title to Red Bluff lease NM NM 71599, may I suqggest
you obtain a title opinion and in the event Red Bluff participates in
the Amoco-Red Bluff Federal #1 well, Mallon will supply approved title
to lease NM 38636 to complete title to the drillsite for the well.

If you should have any questions, please advise.

Sincerely,

MALLON OIL COMPANY

KEM:sss
cec: Red Bluff Water Power Control District
SENT CERTIFIED MATIL, #P-570 412 959

Padilla & Snyder
Attn: Ernest Padilla



October 6, 1988

MALLON OIL COMPANY

1099 18th Street, Suite 2750, Denver, Colorado 80202

(303) 293-2333
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Karen E. McClintock

Elizabeth Redmondég’

Pecos River Prospect

Please be advised that the AMI identified in the Bettis/Worth Petroleum

Agreement dated March 30, 1983, covers all of Township 26 South, Range 29
East, Eddy County, New Mexico.

Also, the burdens on Amoco Federal lease NM-38636 are as follows:

Amoco Production Company .0500000
Harry M. Bettis, Jr. .0250000
JSM 01l and Gas, Inc. .0250000
L.E. Oppermann

Don and Micki Carol Wright
A/M Interfirst Bank Abilene NA .0500000
Minerals Management Service . 1250000

.0250000

. 3000000



Amoco-Red Bluff Federal #1
NW/4 SW/4, Sec. 27, T26S, R29E
Eddy County, New Mexico

Anticipated Drilling and Campletion Costs:
Drilling to casing point $108,400
Canpletion costs 205,200
Total completed well costs  $313,600

Administrative and Overhead Costs:

During drilling - $3056.60/month
During campletion 3056 .60/month
During production of well 334.88/month

All overhead costs are to be adjusted according to the
Amoco-Federal lease Operating Agreement Exhibit "C"
Accounting Joint Operations (Copas 1984 Format).

Anticipated Operating Expenses:

The average operating expense for ten wells on the Amoco-Federal
lease during the six months ending June 30, 1988, was $1664.82 per well
per month. This average excludes well #14 which produced for only part
of the period, and well #1 which had significant recampletion costs
during the period, and does not include the Operating Overhead costs
listed above.

The above costs should be a good approximation of the operating
expense for the Amoco-Red Bluff Federal #1.
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L. E.

500 W. Wall,

Midland,

R’ ~EIVED SEP 0 8 1388

OPPERMANN
Suite 312
Texas 79701

(915) 685-0593

Ms. Karen McClintock

Mallon 0il Company

1099 18th Street, Suite 2750
Denver, Colorado 80202

Dear Karen:

In accordance with your recent telephone request, please find enclosed

September &, 1988

Re: Parts of Sections 27 and
28, T-26-S, R-29-E; Eddy
County, New Mexico

copies of the two written offers made to lease the Red Bluff acreage.

1. Letter dated April 22, 1987 which was made on our own behalf
whereby we offered Red Bluff a 6.5% override.

2. Letter dated June 7,

1988 which made on Mallon's behalf

whereby we offered Red Bluff a 5% override.

On May 24, 1988, we had a personal visit with Red Bluff and met with
Dub Fuller (President) and John Hayes (Manager) for several hours and
discussed making a trade on the acreage. We have probably contacted
John Hayes at least ten times and proposed a trade via telephone but
none of these offers were followed in writing.

Please advise if you have any further questions.

LEO/db
Enclosures

Yours truly,

7E

L. E. Opp ann




L. E.

OPPERMANN

500 W. Wall, Suite 312

Midland,
(915)

Mr. John Hayes

Texas 79701
685-0593

June 7, 1988

Red Bluff Water Power Control District

111 W. 2nd Street
Pecos, Texas 79772

Dear John:

Re: NW/4 SW/4 of Section 27
and SE/4 SE/4 of Section
28, T-26-S, R~29-E, Eddy
County, New Mexico

In accordance with our recent visit and telephone conversations, we
wish to enclose copies of production plat and copies of the gauge re-

ports on the Mallon Amoco Federal
of Section 28, and being the last

No. 14 Well, located in the SW/4 SE/4
well drilled in this area. As you

can see from the production reports, the production is falling off
rapidly and will soon be a typical Delaware well producing 10 to 15
barrels of oil with a large amount of water.

As I pointed out at the recent
have additional costs in drilling
costs are $50,000.00 per well for
earthern pits; trucking of water;
additional building of roads; and
wells.,

meeting with you and Dub, Mallon will
wells west of the lake. The additional
additional pad, different rig and no
additonal liability with the BLM;
possible directional drilling of some

Therefore, we wish the board would consider our offer whereby Mallon
would drill the long proposed well in the NW/4 SW/4 of Section 27 (lo-
cation has already been built) and an additional well in the SE/4 SE/4
of Section 28 in which Red Bluff would own a 50% or more interest.

After Mallon completes each well,

Red Bluff will assign to Mallon the

Operating Rights in that quarter—quarter section reserving a 5% over-
ride on the acreage contributed to the proration unit. We would then
deal with Red Bluff on any additional wells to be drilled on an indi-
vidual basis taking into consideration current production, oil prices

and other unseen factors that may

rise in the meantime.

We again wish to point out that Amoco reserved a 5% override in the
trade with us in 1983 when oil was $27.00 to $28.00 per barrel and that
Mallon would only have a 76% net revenue interest in the Red Bluff
acreage after honoring their commitments and the 5% Red Bluff override.



John Hayes - Red Bluff
June 7, 1988
Page Two

Please advise if you have any questions. Thank you again for your
cooperation in this matter and hopefully working together we can make
this venture profitable for all parties.

Yours truly,

L. E. Oppermann

LEO/db
Enclosures

CC: Ms. Karen McClintock
Mallon Oil Company
1099 18th street, Suite 2750
Denver, Colorado 80202



L. E. OPPERMANN
500 W, Wall, Suite 312
Midland, Texas 79701
(915) 685-0593

April 22, 1987

Mr. John Hayes

Red Bluff Water Power Control District
111 W. 2nd Street

Pecos, Texas 791772

Re: W/2 SW/4 of Section 27,
and W/2 NE/4, SE/&4 NE/4,
E/2 NW/4, SW/& NW/4,
N/2 SE/&4, SE/4 SE/&4 and
NE/4 SW/4 of Section 28,
all in T-26-S, R-29-E,
Eddy County, New Mexico

Dear John:

In accordance with our most recent telephone conversation, we wish
to put in writing our agreement on the captioned acreage.

By Application to Lease for 0il and Gas on Non-Competitive Right -
of - Way Lands dated April 15, 1985, Red Bluff filed said application
to lease on some 1,729.25 acres in Eddy County. Amoco 0il Company
acquired a Federal Lease dated February 1, 1980 which covered Sections
27 and 28 except for the 38.08 acres in Section 27 and the 203.09
acres in Section 28 which are lying within the Red Bluff Reservior.

We acquired a Farmout from Amoco on February 1, 1983 and have caused

to be drilled 9 wells on Section 27. Our next proposed location is

the NW/4 of SW/4 of Section 27 and contains Red Bluff Reservoir acreage.
Since the wells do not produce the allowable, we propose to form a
restricted proration unit excluding the Red Bluff acreage until you

are issued the above applied for lease.

Therefore, we request that Red Bluff agree to farmout only the
captioned acreage on a well by well basis when and if Red Bluff acquires
the proposed lease. Red Bluff would assign to us a 80% net revenue
interest in said lease on its acreage included in future proration units.



John Hayes - d Bluff
April 22, 19b.
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If Red Bluff agrees to the terms of this proposed trade, please
execute one copy of this letter and return same to the undersigned.
Thank you for your cooperation in this matter.

Yours very truly,

LEC

L. E. O mann

LEO/db

AGREED TO AND ACCEPTED
this day of
, 1987,

By:
RED BLUFF WATER POWER CONTROL DISTRICT




MALLON OIL COMPANY

1099 181h Street. Suite 2750, Denver, Colorado 80202
(303) 293-2333

September 27, 1988

Mr. John Hayes

Red Bluff Water Power Control District
111 W. 2nd Street

Pecos, T™X 79772

Dear Mr. Hayes:

I just wanted to confirm in writing to you the notification given
to your attorney, Mr. Jim Jennings, by Mallon 0Oil Company's attorney,
Mr. Ernie Padilla, regarding the rescheduling of the hearing concerning

the pooling of the NW/4 of the SW/4 of Sec. 27, T26S, R29E, Eddy County,
New Mexico.

The new date is October 12, 1988 and the hearing will be held in
the New Mexico Oil Conservation Division conference roam, Santa Fe, New
Mexico beginning at 8:15 a.m.

The objectives of Mallon's portion of the hearing will be the same
as outlined in previous letters.

If you have any questions, please feel free to call.
Sincerley,

MALLON OIL COMPANY
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MALLON OIL COMPANY

1099 18th Street, Suite 2750, Denver. Colorado 80202
(303) 293-2333

September 6, 1988

Mr. John Hayes

Red Bluff Water Power Control Dist.
111 W. 2nd Street

Pecos, TX 79772

Dear Mr. Hayes:

In response to the request by your attorney, Mr. Jim Jennings, we
have postponed the hearing date for the pooling of the acreage in the
NW/4 of the SW/4 of Section 27, Township 26 South, Range 29 East, Eddy
County, New Mexico. The new date is September 14, 1988 at the same
time and location described in the previous letters. I am enclosing a
copy of our August 16, 1988 letter for your reference regarding the
purpose and location of the hearing.

From our August 31, 1988 phone conversation I was left with the
impression that with further information to you, regarding the
economics of drilling the locations that would involve the Red Bluff
acreage we might be able to go back to negotiating a Farmout Agreement.
I hope the following will help.

Since becoming operator of the Amoco-Federal lease in October 1988
Mallon has drilled four wells, all on the extreme western edge of the
Brushy Draw field development.

The wells in their order of drilling are as follows:

Amoco-Federal %11, NWNW, Section 27, T26S, R29E;
Amoco-Federal #10, SWNW, Section 27, T26S, R29E;
Amoco-Federal #13, NENE, Section 28, T26S, R29E;
Amoco-Federal #14, SWSE, Section 28, T26S, R29E;

These wells have all substantiated the trend of westwardly thinning
within the Williamson sand interval (the field pay), which had been
previously observed across the Amoco lease. The thinning of the sand,
typically indicates that the boundary of the channel is being
approached. Outside of the Delaware channels in the basin, rocks have
been non—-productive or mostly water productive and non—cammercial.




Mr. John BRayes

Red Bluff Water Power Control Dist.
September 6, 1988

Page two.

In addition to the thinning, net porosities, the percentage of
void spaces within the Williamson sand reservoir rock have diminished
as drilling has progressed to the west. Correlatable to a decrease in
porosity in the Delaware sands is a decrease in the permeability or the
degree to which fluids can flow through the rock. As the owverall
permeability of a rock decreases the relative permeability to the flow
of olil decreases at a much greater rate than the relative permeability
to water. The result of this change in rock properties is a lower
percentage of o0il production (ard a proportional increase in the
percentage of water produced) and an overall decrease in the total
volumes producable from the lower permeability and por061ty or
"tighter" wells.

The Amoco #13 well did include a thin (five foot) layer of higher
porosity rock which has helped improve the production rates from that
well, and the Amoco #14 well benefited from its distance from previous
production by encountering less pressure depletion and thus having
higher initial rates. Production rates from the #14 well have since
declined dramatically however and are now more in line with the lower
than average porosities logged in that well at about 28 BOPD and 75
BWPD,

In addition to the higher risks Mallon feels they are facing on
future wells as a result of the decreasing reservoir quality, future
well locations will be burdened with additional costs stemming from the
building of locations along the rough terrain bordering the lake and
the necessity of directionally drilling from a number of the sites.
The BIM has already let us know that they have concerns about locations
any closer to the lake than those presently developed and will have to
order additional protection against such hazards as spills, wildlife
habitat endangerment, erosion etc. All of these measures can add
greatly to the cost and possibly even exclude some sites from being
drilled. On top of that, as I mentioned to you, the Bureau of
Reclamation also claims jurisdiction to the surface. A Mr. Tom Chapman
with Bureau of Reclamation 1in Carlsbad has asked that plans be
submitted to him as well as the BIM for lake bounding sites.

It is estimated that $80,000 could be added to the cost of an
individual well for location building and directional drilling this
does not include any additional environmental protection measures or
legal and administrative costs that could be encountered.

Of the four wells drilled by Mallon during the past two years it
is doubtful that one will pay out, and two others are marginal. The
upshot of all of the above discussion is that the eoconomics for
drilling the prospective locations around the lake at present oil



Mr. John Hayes

Red Bluff Water Power Control Dist.
September 6, 1988

Page three.

prices are quite marginal. This is due in part to the high royalty
burden that Mallon inherited with the lease. Steps are being taken to
get relief from part of that burden but there is no certainty of
getting any portion of the royalties removed and the process will
almost certainly be time consuming since it involves making an appeal
through the Secretary of the Interior.

The farmout terms from Amoco reguire the drilling of a development
well within 90 days after reaching TD on the previous well. Mallon has
been successful in recieving two time extensions on the next well but
Amoco showed some reluctance when granting the latest 60 day extension
and may balk at future requests.

As we have discussed the Amcco—-Red Bluff-Federal #1 NW SW 27, 26S,
29E is by far the lowest risk site, sitting on what may be a channel
trend and being adjacent to two producing wells. All other sites would
be further removed from proven producing acreage and/or facing the
additional lake bounding well costs mentioned above.

From my discussion with Mr. Jennings on September 2, 1988 it
sounds as if we may not be close enough to settle upon a general lease
farmout or an agreeable poolina of drill site acreage before the
October 24 drilling deadline. To buy more time I would like to suggest
that we go back to the earlier proposed farmout of the Red Bluff
acreage under one or two sites with a 5% ORRI going proportionately to
Red Bluff. This would allow time for further negotiations between
Mallon and Red Bluff without compromising the present developement
program. It would possibly also allow time for a response from the
Secretary of the Interior on the appeal for relief from the excess
royalty burden on the Amoco lease.

As I have mentioned before, time is of the essence in this matter
as our alternative would be the drilling of a higher risk well,
probably the Amoco-Federal #15 in the SW SE 28, which, if it turned out
to be a poor well or dry hole, could serve to condemn much of the
prospective Amoco and Red Bluff acreage.

Mallon's efforts at beinad a prudent operator are largely
responsible for the continuation of drilling on the prospect during the
last two vyears. Costs have been reduced by careful control of
drilling, completion and operating expenses and by the overall economy
of operating several wells. ‘These efforts will continue and should
insure the best chance of successfully developing the acreage fully.
This of course benefits Mallon and Red Bluff.



Mr., John Hayes

Red Bluff Water Power Control Dist.
September 6, 1988
Page faur,

Your earliest response of this matter will be appreciated. Please
call if you have any questions.

Sincerely,
MALLON OIL COMPANY

(R D=

Joe H, Cox, Jr.
Engineer

JHC:er
Enclosures

cc: Jim Jennings
Ernest Padilla



MALLON OIL COMPANY

1099 18th Street, Suite 2750, Denver, Colorado 80202
(303) 293-2313

August 16, 1988

Red Bluff Water Power Control District
111 W. 2nd Street
Pecos, TX 79772

Attention: Mr. John Hayes

RE: Change of Pooling
Hearing Date

Dear Mr. Hayes:

In a July 26, 1988 letter, Mallon Oil Company notified you of a
hearing before the New Mexico Oil Conservation Division scheduled for
August 17, 1988, ‘The item discussed in that letter, the pooling of
acreage in a 40 acre proration unit for the proposed Amoco-Red
Bluff-Federal #1, has now been scheduled for presentation to the
Division at their August 31, 1988 hearing. The re-scheduling is due to
the Divisions office receiving the application too late to allow the
matter to be included on the Augqust 17 docket.

As explained in the July 26 letter, Mallon will be seeking the
pooling of all mineral interests (to the base of the Brushy Canyon
Formation) underlying the NW/4 of the SW/4 of Section 27, T26S, R29E in
Eddy County, New Mexico. In addition, Mallon will seek to be named
operator of the proposed well to be drilled at a standard location
within the above described 40 acre spacing and proration unit; will ask
the commission to establish reasonable costs for the drilling and
operation of said well; and ask to be allowed to oollect the maximum
authorized penalty of 200% plus proportionate costs from the drilling
and operation of the well from revenue from said well against any
interest owner which does not participate in the drilling of the well.

The hearing is now scheduled for 8:15 a.m. in the New Mexico 0il
Conservation Division conference room, Santa FPe, New Mexico.

Sincerely,
MALLON OIL COMPANY

Cletllp 2

Joe H. Cox, Jr.
Engineer

JHC:8s8s



MALLON OIL COMPANY

1099 18th Street, Suite 2750. Denver, Colorado 80202
(303) 293-2333

July 26, 1988

Mr. John Hayes

Red Bluff Water Power Control District
111 W. 2nd Street

Pecos, T™X 79772

Dear Mr. Hayes:

During the past three months Mallon Oil Campany through its agent,
Mr. Les (Oppermann, has negotiated with Red Bluff Water Power Control
District attempting to secure a Farmout Agreement for the portion of Red
Bluffs' Federal mineral lease #NM NM-71599 in sections 27 and 28,
Towmnship 26 South, Range 29 East, Eddy County, New Mexico. Because it
has not been possible for both parties to agree upon the amount of
royalty to be reserved by Red Bluff, Mallon has decided to offer Red
Bluff the opportunity to voluntarily participate for their proportionate
share in the drilling of a well. The well is to be located in the
northwest quarter of the southwest quarter of section 27, Township 26
South, Range 29 East, Eddy County, New Mexico.

Attached please find the Authority for Expenditure for the proposed
well to be named the Amoco-Red Bluff-Federal #1 (formerly permitted as
the Amoco-Federal #12). Please review the AFE and if Red Bluff elects
to participate, return the approved copy within 14 days of your receipt
of the document.

As you are aware the exact proportion of acreage within the two
Federal leases involved with this spacing unit will be determined by the
1936, BIM, Metes and Bounds Survey which you have sent to John West
Engineering. I encourage you to have Mr, West begin wark on the plats
fran that data as soon as possible so it will be available for your
information as well as ocurs for the purpose of this proposed well.

If any questions ocome up please feel free to call me.
Sincerely,
MALION OIL. QCOMPANY

Chet] >

Joe H, Cx, Jr,
Engineer

JHC:sss
Enclosure(s)
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FIELD/PROSPECT  Brushy Draw/Pecos River Prospect LEASE NUMBER
1269 & Red Blutt #1638
WELL NAME Amoco-Red Blutf-Federal #1 (Formerly Amoco Feders! #12) PROPERTY NO,
NM- 01-12
LOCATION 2281 FSL, 990' FWL (NE, NW, SW) Sec, 27, T26S-R29E PREPARED BY: DATE:
Joe H, Cox, Jr, 7-18-88
COUNTY, STATE Eddy County, New Mexico APPROYED BY: DATE:
Kevin M, Fltzqerald
CONTRACTOR (TENTATIVE) Capstar Drilling APPROVED BY: DATE:

ANTICIPATED START/STOP DATES

COST ESTIMATE INTANG IBLE

TANGIBLE EXPENSE TOTAL
EXPENSE

ORILLING-CASING POINT _ $ 4,000 $ 104,400 $_ 108,400

DRILLING-COMPLETION _ $ 120,400 $ 84,800 $ 205,200

WORKOVER _ $ $ $

OTHER (SPECIFY) _ $ $ $

TOTAL COSTS $ 124,400 $ 189,200 $ 313,600

PROJECT DESCRIPTION

Under the terms of the Operating Agreement, Mallon Oll Company, proposes driiting the above captioned
well Into the Brushy Canyon formation (Delaware Min, Group), to approximately 6,200', Costs Include
the completion of two zones and the bullding of a tank battery to serve thls well plus any further
wells drilled on acreage shared by the Amoco and Red Bluff farmouts east of the lake,

ATTACH PROGNOSIS AND COST BREAKDOWN

COST SHARING

PARTNER APPROVAL

COMPANY : SIGNATURE : DATE:



AUTHORIZATION FOR EXPEND!TURE

Yel) Name and Number Amoco-Red Biuftf-Fedaral #) AFE NO,
County Eddy State New Mexlico Prospect Name Pecos River
Sectlon _217 TWP 265 RGE 29E Well Locatlion 22B1' FSL, 990' FWL (NE, NW, SW)
Fileld Brushy Draw Objective Formation Brushy Canyon Depth 6,200

DETAILS OF COST ESTIMATE
910 & 920 INTANGIBLE COSTS DRY HOLE PRODUCER
101 Damages 1500 Losses $ 1,500 $ 1,500
102 Roads & Locatlon 1,800 1,800
103,1 Moblliizaticen/Demobillization -———- - -——-
103,2 DOritlitng-Footage 6,200 tt, @ $8,40 /1t 52,100 52,100
103,3 ODaywork __ 1 _days WDP, 8 _$3200 /day: 3,200 3,200
103,4 Turnkey Contract - - e
201 Completion Unit __ 12 days @ $1100/Day -—- 13,200
106 Mud 2,500 Chemicals 2,500 2,500
107 Power, Water & Fuel 7,000 11,000
108 Equipment Rental _FPkr & RBP $1700, Reverss Unit 3$1500, 4,000

BOP $800,
109 Corting Testing 10,000 10,000
140 Logging 7,500 7,500
(AR Comenting Services Surface $5,000, Production $12,000 5,000 17,000
112 Consultants 1,300 4,300
115 Trucking & Haullng _and Forkllift 1,500 3,000
117 Other Costs Contingency 2,58 2,500 4,600
118 Administrative Overhead 1,000 3,500
125 Blts - - -
130 Mud Logglng 4,500 4,500
202 ¥We!l Stimulation Frac 35,000 Perforation 5,000 45,500
Acld 5,500

165 Abandonment Costs 3,000

TOTAL INTANG!IBLE DRILLING COSTS $104. 400 $189,200
930 TANGIBLE EQUIPMENT COSTS
299 Surface Casling 400 ft B8 5/8" size 3 § 8,50 /1t $ 3,400 $ 3,400
300 Intermedliate Csg, £t slze 9 § /ft -—-- -——
30t Production Csg. 6200 ft 5 1/2" size 2 § 6,50 /tt 40,300
302 Tubing & Attachments 6200' 2 7/8% 8 $1.45/¢¢, 9,000
303 Rods & Pumps 8,500
304 Well Head Equipment 600 1,500
305 Flowtines included In battery cost -—-
306 fnstaftation Pumping unit $2,200, flowlines $1,300 3,500
307 Pumping Untt & Engines 21,000
308 Tank Battery & Fittings Including labor 23,000
309 Non-Controllable Equipment
310 Treaters-soparators 11,200
3t Bulidings ---
312 Other Equipment 2.5% Contingency 3,000

TOTAL TANGIBLE EQUIPMENT COSTS $ 4,000 $124,400

TOTAL COST $108,400 $313,600

AFE Dat




MALLON OIL COMPANY

1099 18th Street, Suite 2750. Denver. Colorado 80202
(303) 263-2333

July 26, 1988

Mr. John Hayes

Red Bluff Water Power Control District
111 W. 2nd Street

Pecos, TX 79772

Dear Mr. Hayes:

Making the assumption that Red Bluff will not elect to participate
as a working interest partner in the Amoco-Red Bluff-Federal #1, this
letter will serve as notice that Mallon has scheduled a hearing for the
forced pooling of the spacing unit acreage. Should Red Bluff choose to
participate the motion for hearing will be withdrawn upon receipt of
your signed AFE.

The hearing is scheduled for August 17, 1988 at 8:15 a.m., in the
New Mexico 0Oil Conservation Division Conference Room, Santa Fe, New
Mexico.

At the hearing Mallon Oil Cawpany will seek the pooling of all
mineral interests in the NW/4 of the SW/4 of section 27, T26S, R29E,
Eddy County, New Mexico. Mallon will seek to be named operator of the
spacing unit, to determine a reasonable cost for the drilling and
campletion of the Amoco-Red Bluff-Federal #1, -the well proposed to
occupy the unit, and to establish reasonable costs for administrative
overhead and operating expenses for the well duwing the drilling,
campletion and production of the well.

Mallon will seek a risk penalty egual to costs incurred in the
drilling, campletion and operation of the well, plus 200% of that cost
for the Red Bluff portion of the spacing unit.

If you have any questions regarding the forced pooling of the above
described acreage, please feel free to call.

Sincerely,
MALION OIL COMPANY

Clea] Eovs

Joe H, Cax, Jr.
Engineer

JHC:sss
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SECTION 27, TOWNSHIP 26 SOUTH, RANGE 29 EAST, NMPM,

. EDDY COUNTY,
2]

SUBDIVISION ACREAGE

28.767 Ac.
9.727 Ac.

SW;SWy
Nl Sw

NOTE: A drawing was prepared for a tract

ir Section 27, Township 26 South, Range 29
East, by platting the field notes furnished
by Red Bluff Water Power Control District on
a section plat made by U.S. General Land
Office. The notes were prepared by Mr. M.R.
Estes and were approved by the U.S. Bureau

of Land Management. Due to an error or
errors in the survey or the typed description
of the survey, the tract with 18 sides did not
close by an error of 320.26 feet. A copy of
the plat labeled Exhibit "A" is attached.

The drawing shown on this page is an office
attempt to graphically portray what was

28],
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NEW MEXICO

23
26

LINE NO. BEARING DISTANCE
1 N 49°28'08" E 131.84"
2 N 61°28'18" W 188.84"
3 N 01°56'40" W 264.60'
4 N 25°52'50" W 243.64"
5 N 43°46'00" W 312.36"
6 N 17°55'54" W 251.09'
7 N 28°54'27" W 204.51"
8 N 69°19'40" E 283.26'
9 N 51°18'46" W 457.09'

10 N 55°24'10" W 213.51"
11 N 03°41'25" E 271.93"
12 N 23°20'17" E 131.48"
13 N 07°34'18" W 153.25"'
14 S 62°05'51" W 206.90"
15 N 73°35'41" W 114,31
16 S 71°56'31" W 67.92'
17 S 01°58'00" W 2149.80'
18 S 84°24'00" E 1228.10'

intended in those original field notes,
We have made the last two calls in the
description fall on the section lines and

MALLON OIL CO.

have attempted to force a closure that will
contain the 38.5 acres. Obviously, we
cannot certify that the drawing is correct.

2.7 L,

Plat showing land leased by B.L.M. to Red
Bluff Power Water Control District in
Section 27, Township 26 South, Range 29 East,
N.M.P.M., Eddy County, New Mexico.

JOHN W. WEST ENGINEERING COMPANY

n . West N. M P.E. & L S No. 676 CONSULTING ENGINEERS HOBBS, NEW MEXICO
‘ »/ Texas R.P.S. No. 1138 Scale: 1" = 1000' Orawn By: M. Mitchell
] Date: 8/25/88 |Ck. Sheet 1 of 1 Sheets
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'SECTION 27, TOWNSHIP 26 SOUTH, RANGE 29 EAST, N.MPM,

EDDY COUNTY,

NEW MEXICO

I — =

26
Li4 —

Lis T 27—

Lie \ T ]

|
|
|

NOTE : Legal Description does not

close by 320.26 feet.
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T e
34| 35
LINE NO. BEARING DISTANCE
1 N 26°24'30" E 70.90'
2 N 68°54'00" W 186.20'
3 N 08°46'00" W 279.00'
4 N 31°17'00" W 223.90'
5 N_48°30'00" W 330.00' . ,
6 N 23°3600" W 263.10" - %1
7 N 28°13'00" W 251.40' ZAL /
8 N 72°45'00" € 249.20'
9 N 60°17°00" W 422.00'
10 N 57°49'30" W 259.40'
1 N 02°35'30" W 304.60'
12 N 19°16'30" E 126.60'
13 N 02°45'30" E 75.50'
14 S 54°15'30" W 189.10"
15 N 78°27'30" W 176.10"
16 N 45°47'30" W 47.50'
17 S 01°58'00" W 2149.80"'
I8 S 84°24'00" E 1228.10"

I, do hereby certify that this
map represents a true and accurate
plot of a legal description prepared
by M. R. Estes, surveyor for the Red
Bluff Water Power Control District.
No field work was performed in the
preparation of this plat.

Yy

RED BLUFF WATER POWER CONTROL DISTRICT

Plot of B.L.M. legal description within
Section 27, Township 26 South, Range 29
East, N.M.P.M., Eddy County, New Mexico.

JOHN W. WEST ENGINEERING COMPANY
CONSULTING ENGINEERS HOBBS, NEW MEXICO

JohpW, MWest, N.M. P.E. & L.S. No., 676
Texas R.P.S. No. 1138
[V

Scale: 1" = 1000' Drawn By: M. Mitchell

Date: 8/01/88 [ck. Sheet 1 of 1 Sheets
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PADILLA & SNYDER
ATTORNEYS AT LAW
200 W. MARCY. SUITE 212
P.O.BOX 2523
ERNEST L PADILLA SANTA FE. NEW MEXICO B7504-2%23 FAX 988.7392
MARY JO SNYDER - AREA CODE 30%

(505) 988-7577

September 27, .1988

CsESSION

- IO
HAND-DELIVERED P Cuse o 9o g s
E. C‘; ?A}':.'-‘."s‘ B —
Mr. John Gumert Lo.idired by
Bureau of Land Management Hearing Date
Joseph Montoya Building

Santa Fe, New Mexico 87501

Re: Federal 0il & Gas leases NM-62575 and NM-71599:
NW/4 SW/4, Section 27, Township 26 South,
Range 29 East, Eddy County, New Mexico

Dear Mr. Gumert:

Enclosed please find a copy of my September 16, 1988,
letter to Martha Rivera and a Plat of Survey prepared by
John W. West of John W. West Engineering in Hobbs, New
Mexico, relative to the NW/4 SW/4 and the SW/4 SW/4 of
" Section 27, Township 26 South, Range 29 East, Eddy County,
New Mexico. _

As I explained to you over the telephone, I represent
Mallon 0©0il Company in a compulsory pooling application
before the 0il Conservation Division. 1In this application,
Mallon 0Oil Company seeks to force pool the interests of Red
Bluff Water Power Control District which holds oil and gas
lease NM-62575. Mallon 0il Company, by virtue of farm-out
agreement, owns operating rights relative to NM-71599.

Our problem lies with the relative percentages of land
in the NW/4 SW/4 attributable to the two federal oil and gas
leases. The John West plat shows that in the NW/4 SW/4, NM-
62575 contains 9.727 acres. The remaining acreage in the
subdivision is held under NM-71599. The lease held by Red
Bluff Water Power Control District contains a provision for
payment of a royalty of 14 percent. The other lease
contains a 12-1/2 percent royalty to the Federal Government.

My clients are very desirous of developing the NW/4
SW/4 as well as the SW/4 SW/4 but are stymied because of Red
Bluff's failure to participate in drilling of the well, .



Mr. John Gumert
September 27, 1988
Page 2

hence the force pooling application. I have no hope that
the parties will voluntarily agree to pool their interes