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THE PROVISIONS OF THE STATUTORY UNITIZATION ARE MANDATORY; THE
LAW AND THE ORDERS OF THE COMMISSION CONTROL UNIT
ADMINISTRATION

A Oxy: “Statutory unitization functions in the same way that
compulsory pooling does.” Motion to Dismiss Page 4

Pooling pursuant to Section 70-2-17
Tab 19A

- One well

- One spacing unit

- No minimum percentage of working interest owners
approval or any royalty owner approval

- Primary recovery

- Cost disputes to Division

Standard joint operating agreement binds approving parties only to
one well initial development.

See Stovall to Bruce letter November 19, 1890

Tab 19B

Subsequent Operations and Subsequent Operations by Less Than
All Parties clauses provide for non-consent election and right to be
carried under standard JOAs

e.g. AAP.L Form 610-1982

Tab 20

Hartman'’s interest paid its share for approved development over
the course of twenty years, including eight years of ownership by
Hartman

B. Statutory Unitization Act invokes the police power of the state for
private purposes. Power to force relinquishment by interest owner
of :

- Leasehold interests
- Wellbores

- Operating rights

- Profitable production



O

When the legislature deiegates powers to administrative agencies
standards must be set and must be followed.

“The Qil Conservation Commission is a creature of statute,
expressly defined, limited and empowered by the laws creating it.”
Continental Qil Company v. Qil Conservation Commission, 70NM
310, 318, 373 P2d 809, 814 (1962)

“The legislature can delegate legislative powers to administrative
agencies but in so doing, boundaries of authority must be defined
and followed. In New Mexico, action taken by a governmental
agency must conform to some statutory standard, or intelligible
principle.”

Rivas v Board of Cosmetologists, 101NM 592, 593, 686 P2d 934
(1984)

AA Oilfield Service v N.M. State Corporation Commission, 118
N.M. 273, 279, 881 P2d 18 (1994)

When a statute uses the word “shall it means “must” and signifies a
command or mandate

In_ Re Amijo’s Will, 57NM 649, 660, 261P2d 853 (1953)

Eason Oil Company v Corporation Commission

(Okl. 1975) 535 P2d 283 holding that under Oklahoma’s Statutory
Unitization Act, in terms very similar to New Mexico’s statute, the
ratification of the unit and the determination of that fact by the
Commission is mandatory and “the plan is not effective until this
has been accomplished.” 535 P2d 288

Statutory mandates override any regulatory practice or
interpretation and controls over private agreements

Cook v. Wyoming Oil and Gas Conservation Commission, (Wyo.
1994) 880 P2d 583 Commission had interrupted unitization statute
as requiring 100% approval for expansion but after hearing ruled
that statute required 80% approval. “If, in fact, the statute was not
being enforced as the legislature intended, [agency] acted properly
when it corrected that over sight.....Indeed, the Commission is
legally required to enforce the law as it has been drafted by the
legislature.” 880P2d 585

Tab21A




Parkin v. State Corporation Commission, 234 Kan. 994 (Ka. 1984)
677P2d 981 '

Under Kansas Compulsory Unitization Act the approved unit
agreement specified that the unit could only be terminated on
approval of at least 65% of working interest owner approval and
the operator held 100% of such interest. Commission rejected
royalty interests’ owners’ application to terminate. Supreme Court
reversed. “The unit in this case is not one created by contract; it is
one imposed by the Corporation Commission under authority of
law.” 677P2d 1002 “Only the Corporation Commission can impose
unitization upon unwilling interest holders and then only pursuant
to the statues designated above.... The Commission’s authority to
compel unitization is governed strictly by statute, * 677 P2d 1002
“The Corporation Commission cannot delegate its statutory
authority and responsibilities to the owner of the working interest.”
677 P2d 1010

Tab 21B



70-2-17 OIL CONSERVATION COMMISSION 70-2-17

For article, “State Conservation Regulation and the Rights and obligations, with respect to adjoining
Proposed R-199,” see 6 Nat. Resources J. 223 (1966). landowners, arising out of secondary recovery of gas,
For comment on geothermal energy and water law, oil, and other fluid minerals, 19 A.L.R.4th 1182,
see 19 Nat. Resources J. 445 (1979). 58 C.J.S. Mines and Minerals § 240.

Am. Jur. 2d, ALR. and CJ.S. references. —
38 Am. Jur. 2d Gas and Oil §§ 161, 164.

70-2-17. Equitable allocation of allowable production; pooling; spac-
ing.

A. The rules, regulations or orders of the division shall, so far as it is practicable to do so,
afford to the owner of each property in a pool the opportunity to produce his just and
equitable share of the oil or gas, or both, in the pool, being an amount, so far as can be
practically determined, and so far as such can be practicably obtained without waste,
substantially in the proportion that the quantity of the recoverable oil or gas, or both, under
such property bears to the total recoverable oil or gas, or both, in the pool, and for this
purpose to use his just and equitable share of the reservoir energy.

B. The division may establish a proration unit for each pool, such being the area that can
be efficiently and economically drained and developed by one well, and in so doing the
division shall consider the economic loss caused by the drilling of unnecessary wells, the
protection of correlative rights, including those of royalty owners, the prevention of waste,
the avoidance of the augmentation of risks arising from the drilling of an excessive number
of wells, and the prevention of reduced recovery which might result from the drilling of too
few wells.

C. When two or more separately owned tracts of land are embraced within a spacing or
proration unit, or where there are owners of royalty interests or undivided interests 1n oil
and gas minerals which are separately owned or any combination thereof, embraced within
such spacing or proration unit, the owner or owners thereof may validly pool their interests
and develop their lands as a unit. Where, however, such owner or owners have not agreed
to pool their interests, and where one such separate owner, or owners, who has the right to
drill has drilled or proposes to drill a well on said unit to a common source of supply, the
division, to avoid the drilling of unnecessary wells or to protect correlative rights, or to
prevent waste, shall pool all or any part of such lands or interests or both in the spacing or
proration unit as a unit.

All orders effecting such pooling shall be made after notice and hearing, and shall be upon
such terms and conditions as are just and reasonable and will afford to the owner or owners
of each tract or interest in the unit the opportunity to recover or receive without
unnecessary expense his just and fair share of the oil or gas, or both. Each order shall
describe the lands included in the unit designated thereby, identify the pool or pools to
which it applies and designate an operator for the unit. All operations for the pooled oil or
gas, or both, which are conducted on any portion of the unit shall be deemed for all purposes
to have been conducted upon each tract within the unit by the owner or owners of such tract.
For the purpose of determining the portions of production owned by the persons owning
interests in the pooled oil or gas, or both, such production shall be allocated to the respective
tracts within the unit in the proportion that the number of surface acres included within
each tract bears to the number of surface acres included in the entire unit. The portion of
the production allocated to the owner or owners of each tract or interest included in a well

spacing or proration unit formed by a pooling order shall, when produced, be considered as .

if produced from the separately owned tract or interest by a well drilled thereon. Such
pooling order of the division shall make definite provision as to any owner, or owners, who
elects not to pay his proportionate share in advance for the prorata reimbursement solely
out of production to the parties advancing the costs of the development and operation, which
shall be limited to the actual expenditures required for such purpose not in excess of what
are reasonable, but which shall include a reasonable charge for supervision and may include
a charge for the risk involved in the drilling of such well, which charge for risk shall not
exceed two hundred percent of the nonconsenting working interest owner’s or owners’
prorata share of the cost of drilling and completing the well.

15
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70-2-17 PPNV
V€17,

In the event of any dispute relative to such costs, the division shall determing thg' —
costs after due notice to interested parties and a hearing thereon. The division 5 o
authorized to provide that the owner or owners drilling, or paying for the drilling, or f, ly.
operation of a well for the benefit of all shall be entitled to all production fmm.‘uchw the
which would be received by the owner, or owners, for whose benefit the well wag dﬁ[hd”u
operated, after payment of royalty as provided in the lease, if any, applicable to cach w
or interest, and obligations payable out of production, until the owner or owners drill
operating the well or both have been paid the amount due under the terms of the poiﬁ or
order or order settling such dispute. No part of the production or proceeds accruing to ivd
owner or owners of a separate interest in such unit shall be applied toward the paymen:n:(
any cost properly chargeable to any other interest in said unit.

If the interest of any owner or owners of any unleased mineral interest is pooled by virtue
of this act, seven-eighths of such interest shall be considered as a working interest angd
one-eighth shall be considered a royalty interest, and he shall in all events be paid
one-eighth of all production from the unit and creditable to his interest.

D. Minimum allowable for some wells may be advisable from time to time, especially with
respect to wells already drilled when this act takes effect, to the end that the production will
repay reasonable lifting cost and thus prevent premature abandonment and resulting
waste.

E. Whenever it appears that the owners in any pool have agreed upon a plan for the
spacing of wells, or upon a plan or method of distribution of any allowable fixed by the
division for the pool, or upon any other plan for the development or operation of such pool,
which plan, in the judgment of the division, has the effect of preventing waste as prohibited
by this act and is fair to the royalty owners in such pool, then such plan shall be adopted by
the division with respect to such pool; however, the division, upon hearing and after notice,
may subsequently modify any such plan to the extent necessary to prevent waste as
prohibited by this act.

F. After the effective date of any rule, regulation or order fixing the allowable production,
no person shall produce more than the allowable production applicable to him, his wells,
leases or properties determined as in this act provided, and the allowable production shall
be produced im accordance with the applicable rules, regulations or orders.

History: Laws 1835, ch. 72, § 12; 1941 Comp., Therefore, the commission, by “basic conclusions of
§ 69-213%; Laws 1849, ch. 168. § 13; 19853, ch. 76, fact” (or what might be termed “findings”), must

§ 1; 1953 Comp.,'i 65-3-14; Taws 1961, ch. 65, determine, insofar as practicable: (1) amount of re-
$ 1; 1973, ch. 250, § I; 1977, ch. 255, ¢ 61. coverable gas under each producer’s tract; (2) the
Meaning of “iiis act”. — The term “this act,” total amount of recoverable gas in pool; (3) propor.
referred to in thim section, means Laws 1935, ch. 72, tion that (1) bears to (2); and (4) what portion of
§8 1 to 24, which appear as 70-2-2 to 70-2-4, 70-2-6 arrived at proportion can be recovered without
to 70-2-11, 70-24%, 70-2-16, 70-2-21 to 70-2-25, 70- waste. That the extent of the correlative rights must
2-27 to 70-2-30, and 70-2-33 NMSA 1978. first be determined before commission can act to
The terms “igpacing unit” and “proration protect them is manifest. Continental Oil Co. v. QOil
unit” are not sgpmonymous and the commission Conservation Comm'n, 70 N.M. 310, 373 P.2d 809
has power to fix spacing units without first creating (1962). .
proration units. Rutter & Wilbanks Corp. v. Oil Con- In eddition to making such findings the commis-
servation Commitn, 87 N.M. 286, 532 P.2d 582 (1975). sion, “insofar as is practicable, shall prevent drainage
Proration ¥urmula required to be based on between producing tracts in a pool which is not
recoverable gau.— Lacking a finding that new gas equalized by counter-drainage,” under the provisions
proration formuk is based on amounts of recover- of 70-2-16 NMSA 1978. Continental Qil Co. v. Oil

able gas in pool amd under tracts, insofar as these Conservation Comm'n, 70 N.M. 310, 373 P.2d 809
amounts can be;practically determined and obtained (1962).

without waste, :a sapposedly valid order in current Four basic findings required to adopt & production
use cannot be replaced. Such findings are necessary formula under this section can be made in language
requisites to vdlidity of the order, for it is upon them equivalent to that required in previous decision cor-
that the very ‘power of the commission to act de- struing this section. El Paso Natural Gas Co. v. Qil
pends. Corttinentsl Qil Co. v. Oil Conservation Conservation Comm’n, 76 N.M. 268, 414 P.2d 496
Comm'n, 70 MM 310, 373 P.2d 809 (1962). (1966) (explaining Continental Qil Co. v. Oil Conser-
Findings nrerpired before correlative rights vation Comm’n, 70 N.M. 310, 373 P.2d 809 (1962))-
ascertainefl. -— In order to protect correlative Although subservient to prevention of waste qnd
rights, it i lincundent upon commission to deter- perhaps to practicalities of the situation, protection
mine, “so Fav :gs ¥ is practical to do so,” certain of correlative rights must depend upon commissions
foundatiorapymastters, without which the correlative (now division’s) findings as to extent and limitations
rights of wertims: owners cannot be ascertained. of the right. This the commission is required to do
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70-2-18

under the legislative mandate. Continental Qil Co. v.
0il Conservation Comm'n, 70 N.M. 310, 373 P.2d 803
(1962).

Division found not to have primary jurisdic-
tion over suit seeking an order to join in an oil well
free of risk penalty. Mountain States Natural Gas
Corp. v. Petroleum Corp., 693 F.2d 1015 (10th Cir.
1982).

Grant of forced pooling ls determined on
case-to-case basis. — The granting of or refusal to
grant forced pooling of multiple zones with an elec-
tion to participate in less than all zones, the amount
of costs to be reimbursed to the operator, and the
percentage risk charge to be assessed, if any, are
determinations to be made by the commission {(now
the division) on a case-to-case basis and upon the
particular facts in each case. Viking Petroleum, Inc.
v. Oil Conservation Comm’n, 100 N.M. 451, 672 P.2d
280 (1983).

As to forced pooling of multiple zones with
an election to participate in less than all zones.
See Viking Petroleum, Inc. v. Qil Conservation
Comm’n, 100 N.M. 451, 672 P.2d 280 (1983).

Division’s findings upheld. — Commission’s
(now division’s) findings that it would be unreason-
able and contrary to the spirit of conservation stat-
utes to drill unnecessary and economically wasteful
well were held to be sufficient to justify creation of
twe nonstandard gas proration units, and the force
pooling thereof, and were supported by substantial
evidence. Likewise, participation formula adopted by
commission, which gave each owner a share in pro-
duction in same ratio as his acreage bore to acreage
of the whole, was upheld despite limited proof as to
extent and character of pool. Rutter & Wilbanks
Corp. v. Qil Conservation Comm’n, 87 N.M. 286, §32
P.2d 582 (1975).

Relation between prevention of waste and
protection of correlative rights. — Prevention of

OIL CONSERVATION COMMISSION

70-2-18

waste is of paramount interest to the legislature and
protection of correlative rights is interrelated and
inseparable from it. The very definition of “correla-
tive rights” emphasizes the term “without waste.”
However, protection of correlative rights is necessary
adjunct to the prevention of waste. Continental Oil
Co. v. Oil Conservation Comm'n, 70 N.M. 310, 373
P.2d 809 (1962).

Division’s authority to pool separately owned
tracts. — Since commission (now division) hes
power to pool separately owned tracts within a spac-
ing or proration unit, as well as concomitant author-
ity to establish oversize nonstandard spacing units,
commission also has authority to pool separately
owned tracts within an oversize nonstandard spac-
ing unit. Rutter & Wilbanks Corp. v. Qil Conserva-
tion Comm’n, 87 N.M. 286, 532 P.2d 582 (1975).

Elements of property right of natural gas
owners. — The legislature has stated definitively
the elements contained in property right of natura!l
gas owners. Such right is not absolute or uncondi-
tional. It consists of merely (1) an opportunity to
produce, (2) only insofer as it is practicable to do so,
(3) without waste, (4) & proportion, (5) insofar as it
can be practically determined and obtained without
waste, (6) of gas in the pool. Continental Qil Co. v.
Qil Conservation Comm'n, 70 N.M. 310, 373 P.2d 809
(1962).

Law reviews. — For article, “Compulsory Pooling
of Oil and Gas Interests in New Mexico,” see 3 Nat.
Resources J. 316 (1963).

For comment on El Paso Natural Gas Co. v. Oil
Conservation Comm'n, 76 N.M. 268, 414 P.2d 496
(1966), see 7 Nat. Resources J. 425 (1967).

For comment on geothermal energy and water law,
see 19 Nat. Resources J. 445 (1979).

Am. Jur. 2d, AL.R. and C.J.S. references. —
38 Am, Jur. 2d Gas and Oil §§ 159, 161, 164.

38 C.J.S. Mines and Minerals §§ 229, 230.

70-2-18. Spacing or proration unit with divided mineral ownership.

A. Whenever the operator of any oil or gas well shall dedicate lands comprising a
standard spacing or proration unit to an oil or gas well, it shall be the obligation of the
operator, if two or more separately owned tracts of land are embraced within the spacing or
proration unit, or where there are owners of royalty interests or undivided interests in oil
or gas minerals which are separately owned or any combination thereof, embraced within
such spacing or proration unit, to obtain voluntary agreements pooling said lands or
interests or an order of the division pooling said lands, which agreement or order shall be
effective from the first production. Any division order that increases the size of a standard
spacing or proration unit for a pool, or extends the boundaries of such a pool, shall require
dedication of acreage to existing wells in the pool in accordance with the acreage dedication
requirements for said pool, and all interests in the spacing or proration units that are
dedicated to the affected wells shall share in production from the effective date of the said
order.

B. Any operator failing to obtain voluntary pooling agreements, or failing to apply for an
order of the division pooling the lands dedicated to the spacing or proration unit as required
by this section, shall nevertheless be liable to account to and pay each owner of minerals or
leasehold interest, including owners of overriding royalty interests and other payments out
of production, either the amount to which each interest would be entitled if pooling had
occorred or the amount to which each interest is entitled in the absence of pooling,
whichever is greater.

€. Nonstandard spacing or proration units may be established by the division and all
mineral and leasehold interests in any such nonstandard unit shall share in production
from that unit from the date of the order establishing the said nonstandard unit.
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STATE OF NEW MEXICO H
.7} ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT j m

~19.¢
OlL CONSERVATION DIVISION (1= 7 .

November 19, 1990

GARREY CARRUTHERS POST OFFICE BOX 2088
GOVERNOR STATE LAND OFFICE BUILDING
Y. James Bruce SANTA FE. NEW MEXICO 87504
gy . (5051 827.5800
Hinkle, Cox, Eaton, Coffield % Hensley

500 Marquette N.W., Suite 800
Albuguerque, NM 87102-2121

Re: Sage Energy Statutory Unitization

Dear Jim:

1 received your letter of November 15, 18980, which, as I am sure you

have by now discovered, is subsequent to the order. Your analysis does merit
a response.

The important part of the dissection is the difference between the
Statutory Unitization Act and the force-pooling provision of the Oil and Gas
Act. In my mind, the major functional difference is that a force-pooling order
forces mineral interests into a single proration unit and provides such interests
with alternative methods of participating in a single operation, drilling a well.
Such interest may pay its prorata share of costs in advance, join the risk and
receive its prorata share of production, or it may have its share of costs plus
risk charge withheld from production. A force-pooling order has no effect
upon interests which have otherwise committed their interests to the well, and
it has no import with respect to subsequent operations. The order also expires
within a relatively short time if the well is not commenced by a specified date.

Under statutory unitization the unwilling interests are forced into an
«greement affecting many wells and proration units for secondary recovery
perations. Once in, the parties' rights and relationship are controlled by the
.greement (being the unit agreement and unit operating agreement) regardless
f whether the party has joined voluntarily or not and whether the interest is
0ost-bearing or non-cost-bearing. Unlike a force-pooling which may be
indertaken by any single interest owner seeking to develop the minerals, a
tatutory unitization must have the voluntary joinder of a specified and
:ubstantial percentage of the interests before it can become effective, but once
hat happens the operations under the agreement continue indefinitely.

Looking specifically at the "penalty" provision of each, I find the
‘ifferences again significant. The force-pooling statute requires the Division
o "make definite provision" for the "prorata reimbursement solely out of
rroduction to the parties advancing the costs", such costs being limited to
.ctual and reasonable costs of drilling the well, a reasonable charge for
:upervision and "may include a charge for risk" not to exceed 200 %. This
‘harge is a reward to the parties who undertake the risk and is charged only to
»arties subject to the order who do not pay costs of the specified drilling

CAEORDARGARNARIICE (T Y
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Mr. James Bruce
November 19, 1990,
Page 2

operation in advance. The risks involved must be demonstrated to the Division
before a charge can be approved.

Under statutory unitization, the Division approves an agreement for the
unit operation which must include many provisions including a provision for
carrying working interests, which provision will define the manner in which the
carried interests will be paid out of production. The statute further provides
that the interest will be relinquished to the unit until costs, plus a nonconsent
penalty, have been recovered. The nonconsent penalty is not necessarily
based upon risk and is an inducement to encourage participation in any given
operation. The carrying provision applies to any interest, whether or not that
interest voluntarily joined the unit, which does not consent to an approved (by
the unit) operation at any time during the life of the unit. An approved
agreement must also have is a voting procedure by which the working interest

daaas

parties to the agreement, whether voluntary or statutorily brought in, can
make decisions regarding operations.

Operationally these appear to me to be very substantial differences. As
Jim Morrow pointed out, once a unit plan has been approved, the parties are
going to look at the agreement to determine rights and responsibilties. An
order with substantive additional provisions is extraneous to that agreement.
Furthermore, parties who have accepted the agreement, might not have agreed
to a penalty provision. In other words, it is my interpretation that the order

approves the agreement and imposes on certain parties, and that agreement
then establishes the rights and duties.

Having now made this analysis, I invite you to submit a proposed form of
order penalty provision which could be applied in this type case. I'm not sure

procedurally how we would implement such a provision at this time, but we can
cross that bridge if we get to it.

As always the matter is wide open for discussion.

Sincerely,

A

Robert G. Stovall,
General Counsel

T \UOAD ROK\ ROCP .1 THh



OPERATING AGREEMENT

DATED

CONTRACT AREA

COUNTY OR PARISH OF

STATE OF

COPYRIGHT 1982 — ALL RIGHTS RESERVED
AMERICAN ASSOCIATION OF PETROLEUM
LANDMEN, 2408 CONTINENTAL LIFE BUILDING,
FORT WORTH, TEXAS, 76102, APPROVED FORM.
A.A.P.L. NO. 610 - 1982 REVISED
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A.APL FORM 610 - MODEL FOEQM OPFRATING AGREEMENT - 1982

GUIDANCE IN THE PREPARATION OF THIS AGREEMENT:

—

14.

15.

6.

17.

. Artcle VIC, - Taxing Producronin Kind  1f 2 Gas Ralancing Ag-eement is nct in exiszanze ner attached hersto as Exhitit "E

- Tizle Page - Fill in blanks as applicable.
. Pceambile, Page 1 - Eater came of Orperator.

. Article [ - Exhibits:

(2} Indicste Exhibits o bo artachal.
;I it i deswred tha: oo rejerence be made to non discrimination, tha reference 1o Exhidi “'F' shouid be celeted.

. Artidie ULB. - Inierests of Parues in Cests and Producsen - Enter moyalty fraction as zgroad to Dy parties.

. Article TV.A. - Tite Examination - Select option as agreed to by the parties.

. Article IV B. - Loss of Title - I/ " Joint Loss™* of Title is desired. the following changes should be made:

(a) Delete Artcles IV.B 1 and IVB.2.

&) Article IV.B.5 - Deletz phrase “'other thaa those set forth in Articles IVB.1 and IV.B.2 above.””

(c) Article VILE. - Change reference at end of the first grammatical paragraph from “'Acticle IV.B.2"" 1c “'Artcle IVB 3.

(d; Article X. - Add as the concluding sentence - **All claims or suits invalving title te any :nterest subject to this ag-eement shal be
treated as & claim or a suit against all parties hereto.”’

Acticla V - Qperatnr - Fraer name of Cperatzr,

. Artcle VLA - Initial Wel:

(a) Date of commencement of drilling
(b) Locauon of well.
{c) Obligation depth.

. Artcle VIB.2D) Subsequent Cperations - Frter penzity pe-centage as agreed to by pardies.

. then use

Alcrnate Page 8.

. Artcic VILD.l. Limitaten of Expenditures - Select option as agreed to By parties.

Arucle VILD.2,  Limiadon of Expenditures - Enter limitazion of expenditure of Operator for single proiect znd amount above which
Operator may turnish information AFE.

~eta

. Article IX. - laterna’ feveny: Code Fiection - Delete this article in the event the agreamsnt is a Tax Partnersaip and Exhibit "“G'" is at-

tached.

Actde X. - Clazms and Lawsaits - Entzr cleim iimit a¢ agreed to by parties.

Article X1l - Term of Agreement:
() Select Option as agreed to by pardies.
) I Option No. 2 s selected, encer agreed number o days in two {20 blanks.

Arricle XIV.B - Goveraing Law - Lnter state as agreed te by partics,

Signature Page - Enter effective date.




AAPL FORM 010 - MODEL FORM OPERATING AGREEMENT - 1982

TABLE OF CONTENTS
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OPERATING AGREEMENT

THIS AGPEEMENT, entered into by znd between

hereinafter designaved and
referred to as ‘Opecator’”, and the signatory rarty or parties other than Operator, somedimes hereinaf:er referred to individually herein
as *“Non-Operator *, 1nd collectively as ““Non-Operators™.

WITNESSETH:

WHEREAS, the parties to this agreement are owrners of oi! and gas leases andior 0il and gas interests in the !and icentfied in
Exhibit “*A", snd the parties hererc have reached an agreemert to expiore and davelop these leases aadior oil and gas interests for the
productics of oil and gas to th2 extent and as hereinafier provided,

NOW, THEREFORE, it is agreed us foliows:

ARTICLE 1.
DEFINITIONS

As used 1o this agreemen:, the following words and terms siall have the meanings here ascribed o them:

A. lhe term “'oil anc gus’’ shal mean 0il, gas, casinghead gas, gas condensate, and all other liquid or gaseous hydrocarsors
and other markatable substznces prucuced therewith, unless an intert to Linit the inclusiveness of tais term is specificallv stated.

B. The tenirs "o and gas lease’, *‘l2ase’” and '‘leasehold’’ shell meun the oil and gas le23es coverirg Tacts of land
iying %:dhin the Contract Aree which are owned by the parties to tiis agreement.

C. The term '“oil and gas interests”” shall mezn unleas:d fee and minesal interes:s in tracts of land lying within the
Centract Area which are owned by pariies o this agreement.

D. The term **Contract Ares’' shall mean ad nf the lands, cil and gas leaseheld ineresss and uil and gas interests intendsd to be
developed and operated for o] and gas puepoies under this agreement. Such lands, oil and gas lezsetold interests aud ol and gas interes:s
are described in Exhidit “*A™.

E. The term “drilling unit’’ shali mean the area fixed ‘or the drilling of one well by order or rule of any state or
federal body having avthority. if a Zrilling unit s na: fixe? by any such rule or crder, 2 drilling uait shall be the drilling unit ss establish-
©d by the pattern of driliing in the Coniract Are: or as fixed by express agreement of the Drilling Parties.

F. The term “rilsite’” shail mzan the oil ane ges jease o interest ¢n which a proposed well is 10 be located.

G. The terms "“Dr:lling Party' and *‘Coaseating Party'” shall mean a party who agrees t© izin in and pay its share of the cast of
any cperation conducted under che provisions of this agreement.

. The terms “Non-Drilling Paty’™ and ''Non-Ceneenting Party' shall mean a party who elects not 1o participace
in a proposed operation.

Uniess the context ctherwise cluari; indizates, werds used in the singuiar incude the plursl, the plural includes the
singular, and the neuter gender inclures the masculine and 1he faminine.

ARTICLE 1L
EXHIBITS

The feilowing exhinits, as indicated below and atteched hereto, are invorporated in and made 2 part hereof:
{3 A. Exaibic “A", shal include the following informasion:
(1) Identification of lands subject o this agreement,
(2) Restrictions, if any, as to depths, formations, or substances,
(3) Percentages or fractiona! interests cf parties two this agreement,
(4) Oil and gas leases and‘or of and zas interests subject to this agreement,
(5) Addresses ef parties for notice purpeses.
. Exhibit *“B™, Form cf Lease,
. Exhibit **C"", Accnunting Procedure.
. Exhibit D", aurarce,
Exhitit *'E"’, Gas Ralancing Agreement.
Exhibit “F*', Non-Discriminaton and Certdication ¢f NonSezregazed Facilicies.
Exhibit *'G"", Tax Partnersiip
If any provision of any exhihit, except Exhibits “'E™’ ard “'G". is inconsistent with any provision centained jn.the body
of this agreement, the provisicns in the hody of his agreement shall prevail. ¥
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ARTICLE {il.
INTERESTS OF PARTIES

A. Oil and Gas Interests:

If any purty owns an o} and gas inte:est in the Contract Ar:a, thar interest shall be treazed for ail purposes of this agresment
and Guring the term hereo! us i it aere coverad by the form of cil and zas leasc zntached hereic as Bxhibit **B'". and the owner thereof
shal! be deemad to own bath the royaky mterssi resersed in such lease and the interest of the lessee thereunder

B. Interests of Parties in Costs and Production:

Unless charged by cter provistons, ai costs and Ladilities incurred in operations under this agreement shall be burne and
peid, and all equipment aad materials acquired in operauons on the Contract Area shall be owred. by the partics as their irterests are set
forth in Extubit “*A ", In the same rmanner, the parties shall aiso owr 3B production of cil 2ad gas from the Centract Area subjest to the
payment of royakies o the extent of. which shall be borne as hereinafter ser forth,

Regardiess of which party hes coniributed the lease(s) and'or oil aud gas interest(s) heretc on which royelty is due and
paysble, each party entilod to receive a share of preduction of oil and gas from the Contract Area shall bear and shall pay or deliver, or
cause 10 be paid ¢r delivered, to the extent uf its interest in such production, the royalky sinount stipulated hereinabove end shall hold che
cther parties free frem any Uabiley therefur. Ne party shall ever ¢ responsible, hewever, wn 1 price basis higher than the price received
v such party, tu any cther party’s iessor cr royaity swner, and if any such other party’s lessor or rovalty cwner should demand and
feceive set:lerment on a higher price basis, the party coniributing the affected lease shali vear the aldiiona) royalty burden sutributable to
such higaer price.

Nething contaized 1n this Article 111.B. stall oe deemed an assignment or cross-assgament of interesis covered hereby.
C. Excess Royalties, Ovesriding Royalties and Other Payments:

Unless shanged Dy other provisions, if the ipierest of any party in iny lease coversd hereby is subject 15 any royalty.
averricing reyalty, production payinent of other burden o1 prodictian i excess of the amaurt stipulited in Ardcle 11 B | such party se
purdercd shall assume and alone bear il s:ct excess oliigations and shaii indemeify and hold the other parties hereto hormless frum any
und all claims and demands for payment asserted by awrners of such excess burden,

D. Subsequertly Crea:ed Interests:

If any party should hereafter creatz an overriding royally, prodection sayment or other burden gayable out of prodecrion
atributable to its working interest hereunder, o if sach a buiden existed prior te this sgreement and is not set forth in Sxhibic A", or
was not disclosed in writing tc all other parties prior 1o the ceecution of this agreement by sl parties, or is nct a jontly acknowledged and
accepted obligation of all parties {azy such inrerest being licieinafter referred to as '‘subscquently created interest™ irrespective of the
siming of ats zreativn and the pasty out of whose work:ng interest the subsequently created irtersst is cerived being hereinafter referred
2 as **burdened purty”’), and:

1. If the burdened jarty is required under this zgreement to assign of relinguish te any other party, or parties, all or a portion
of its working interest azdfor the production attributable thereto, said other party, or parties. shall receive said assignment and/or
producton free and Giear of sa.d subsequenzly created interest and the byrdened party shell indemnify and save said other pzrty,
©: parties, harmless irom any anc all cliims and domands for payment asseried 5y cwners of the subseguently created interest:
and,

2. If the burdened party fals to pay, when Que, its share of expenses chargzable hareunder, all provisiors of Article VIIB. sha'l be
enforceable againse the subsequently created intersst in the same matner &s thev are enforceable 2gainst the working interest of
the burdened party.

ARTICLE 1V.
TITLES

A. Title Examination:

Titke examination shal be made on the drillsize of any propased wall prior to commencement of drilling operaticns or, if
the Driling Parties so request, title examinat.on shall be made or. the leases andlor oil and gas interes:s included, or planned tcbe includ-
&d, in the drilliog anit around such well. The cpinien will include the ownership of the working interest, minerals, royaky. overriding
royalty and production paymens uader che applicable leases. At the time & wall is proposed, each party contriduting leases andicr bit and
gas interests to the drillsice, or 0 be included ia such drilling unit. shall furnisk w Chperator all abstracts (including federal lebse status
reporis), title opinions, titlc papers :nd curative material in its possession free of charge. Al such information not i the possession of or
made available 16 Operator by the pastics, but necessary for the examinarion of the title, shzll be obtained by Operator. O;xﬂtcr shall
cause title to be exarnincd by artorreys on its saff or by outside attorneys. Copies of all title opinions shall be furmshed © ucb party
herera. The cost incurrcd by Qperater in this title progeam shall be borne as follows: ; N

EIIN
7 Optua No. 1. Costs incurred by Operas:r in procuring abstracts and ttle examination {including prel'mna ¥ .upplemmu..
shutin gas reyidty cpnions anc division arder title opinions: shall e 2 parc of the admiristrative overhead as provided i Exhibir’ e,
and shall nce be a direct chargs, whether performed by Operator's stad attsrmeys or by aatside atterneys. - -~ . . :

_2.
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ARTICLE IV
continued
] Qg'or No. 2 Costs sncurred by Operator in procuriig abstracts and fess paid outside attorneys for title examination
dudirg prehminacy, supplemental, shut-ia gas royzity opinicns and division order title opinions} snall be borae by the Driling Parties
in the proportion that the iaterest of ezch Drilling Party bears 1o ihe wotal interes: of all Drilhag Pazties as such interests appear in Ex-
ibit "*A"". Ogerctor shall mahe NG caurge for services rendered by its stufl altceneys or cther personzel in the performunce of the above

functions.

Euch party shal be respenmble for securing curative matter and pooilng anendment: or sgrecments required in coanection
wich leases or oil and gas interssts contr buted by such rarty Operatar shall be responsilic far the preparation and recording of pooling
designations or deciaraucas as well as tie cenduct of hearings befure yovernmental agendies for the secusing af spacing or pooling orders.
This shall not prevent zny party {rom appaating on its own behalf at any such hearing.

Ne wel shall b2 deiiled on the Contract Area undd afier (1) the e to the dnllsite or driling unit has been sxzmined as zbove
provs dcd and (2) the tite nas been approved by the examining attorne;, or cisle hzs been accepred by wll of the furties who are 1o par-

tizipaze in :he drilling cf the well,
B. Loss of Title:

1. Failure of Tizle' Should any ¢.l end gas interest o lease, o7 interest thererr, be iost *hircugh failure of tide, which luss resulis ina
reducticn of interest [rom that shown ce Exhibit *“A’", the party centnbuting the affected lecse of mterest shall have ninety () days
from final determinasion of tie failure tc écquire a new lease or other instrument curing the entirecy of the :itle failure, which acquisi-
tion will nct be scbject to Article VIILE., and {uiling to0 3o 50, this agreement, nevertheless, shall continue in force as 1o sll remaining il
and gas ieases and interests: and,

{a) The party whose oil and gas lease or interest is afected Sy the title furlare shall bear aione the earire toss and it shall not be
entided to recover from Operator of the other parties any development of uperating costs whick it may have theretofore paid or invurred,
but there shall be no udditional liabdizy en its part to the other parties hereto by reason of such ttle tail

(b) There shall be 10 retroactive adjustment of expenses incurred or revenues recewved frem <he operation of the interest which has
been lost, but the wnterests of the paries shail te ravised cn an acreage basis a< of the tirme it is determined finally th zlc failure has -
careed, so that the interest of the party whoese lease or interest i affected >y thae ttle tailure will therecfer be red.ned in *he Conzract
Ares by the amcunt of the interest lost;

) If the prepardionate interest of the other parties hereto in any producing well thereswctere Crilled on the Contrac: Area is
increascd by reascn of the title failure, the parey whiuse tide has ‘ailed shall receive the procecds attnibuable o the increase in such in-
terest (less coats and busdens attributatie therete’ unul it has been reimbursed for unrecoverad eocts 2ad by it in connection with such
well,

{d) Shoud eny person net a party Lo chis agreement, aho s Jerermuned © be the onacr of any interesi in the tite which nas
fsiled. pay in any manner any pact of the cost of eperaticn, development. or eguipment, stich amcuant shail be paid to the pacty or parties
whe bere the cests which are so refunded,

i" Any hability to account tc a third party for prior preduction of oil and gas which anses by reascn of titie failure shal be
borne by the party or zariies whose title failed n the same projorticns in which they shared in such prior production; anc.

{f) N> charge shall be made 1o the jeinz account for legal expenses, fees or salaries. in conrection with the defenss of the interest
clarmes by any party hereto, it being the inteation of the parties hereto thar each shill cefend tide te its i=rerest and bezr all expenses in
conneciior. Lherewith.

2 Loss by MNon-Payment or Erroneous Pevment of Amcun: Due: If, through mistase ar oveesight, any cenual, shatin well
payment. mimmam royalty or royalty payment, is rot paid or is erronieousty paid. and as a result a lease cr interest therein terminates,
there shall be no menetary lability zgainst the party who {ailed to make such payment. Unless the purty who failed to make the required
payment secures a new lease covering the same interest within ninaty (92 {ays from the discovery of the fai'ure to make proper payment.
which acquision will nat be subject to Article VIIIB.. the interests of the parties shall be revised on ar. acresge basis, effective as of the
cats of tenmination o che lease involved, and the party who fziled tc make proper payment will no longer be credited with an 'nterest in
the Contract Area «n scccunt of cwnership of the lease or interest which has terminated [n the event the party who failed tc make the
eeuired payment shall no: heve been fully remtursed. at the time of the loss, tzom the proceeds of the sale of oi! and gas attributable to
the Jost interest, calrulated on an acreage basis, for the development and operating costs there:ofore paid cn account of such interes:, it
shall be reimbursed for unrecovered actual costs theretcfore paid by it dat not for its share of the cost of any dry hole previously dritled
or wells previously abandoned) from <o much of the feilowing as is necessary o effect reimbursement:

3} Proceeds of oil and gas, less operating expenses theretofure accrued to the credic of the lost interest, on n acreage basis.
up 1o the amoutt of unrecovered costs;

(@) Proceeds, less operating expenses, thereafter accrued attridutabie to the lost interest on an acreage basis, of that portion of
oil and gas thereafter produced and markezed (exciuding production from any we!ls thereaf er drilled] which. in the absence of such lease
termination, weuld be attributable to the lost inzerest an an acreage basis. up to the amount of unreccvered costs, the proceeds of said
pardor. of the ol sad gas to be centributed by the other parties in proportion tc their respective intsresis; and,

(c) Any monies, up to the ameunt of unrecovered costs, that may e paid by any party who is. or bacomes, the cwner uf t
ost, fer the privilege of garticipating in the Contract Area or hecoming a party to this agreement.

3 Octhor Lasses: All losses incurred, other than those sec forth in Articles IV.B.1. and 1V.B.2, above, shall be yomrJlosses
and shall be borne by okl parties in praportion tc their interests. There shall be no readjustment of interes:s in the remzmmg fortion of
the Centract Arca.
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ARTICLE V.
OPERATOR

A. Decigoation and Responsitilities of Orerator:

shall be the
Operator of the Contract Area, and shall conduct and cirect and have full contrei of all operazions va the Contract Area as permitzed and
recusred by, and withia the {imiss ct this agreerien-. I+ shall vonduct 21 such operations in a goed and workmanlike manner, but it shail
have o lability as Operatcr o (e other parties for losses sustained or labilities incuried, except such as may resiit from gross
negligenice or wiilful misconduct.

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

1. Resignaton or Removal of Operater. Operator may resign at zny tume dy giving written notice thereof w Noa-Operators.
If Operacer terminates uts legal exisience, 10 longer owns n interest hereunder in the Contract Ares. or is no longer capable of seving 25
Orerator, Operator shall be deemed to have resigned without any acticn by Nou-Operators, excep: the selection f & s2cuesar. Operatcr
maey be removed if it fals or refuses tc ca:ry ou: its duties hereunder, or becomes wmsclvent, ban«rupt or is placed ir receivership, by the
aft.rmative vote of two (2) or more Nen-Operators owning a mzjority interest based on ownership as shown on Exkibit ‘A" remaining
atzer excluding the voury irterest ol Operator. Such resignation or removai sha!l not become effective until 7:30 e’clock A.M. on the
first day of the calendar month feliowing the expiration of ninery ($9; days aker the giving of notice of resignation bty Opesator cr wetion
by the Non-Operators to remove Operatcr, urless 2 successor Operator hes been selected and assumes the duties of Operator at an varlier
date. Operator, after cffective date of resignation or remaval, shali be deund by the terms hereof at a Non-Operator. A change of & cor-
poraic name or stracture of Operator o7 trarsfer ¢f Operator’s interest to 2ny sing!s subsidisry, parent or successor corporation shall net
e the basis for removal of Operator.

2. Sedection of Successor Operztor: Upen the resignaucn or remroval of Operator, 2 successor Operater shall oe selected by
the parties. The succassor Operato: shall be selected from th parties owting an interest in the Contract Area at the time such successor
Operetor 15 selected, The successor Operator shull be selected by the affirmative vote of twa (2) or more parties owaing a majority interest
based on ownership as shown on Exhibit '*A"’; provided. hicwever, if an Oparator which has bezn remaved fails to vote or voees orly o
succeed itself, the successor Oparator shall be selected by the affirmative vote of two (2} or more parties ovning 3 majority incerest based
on ownership as showa on Exhibit *' A" remairing afeer excluding the voting ‘rterest of the Operstor that was removed.

C. Employees:

The namoer of employees used by Qperzter in concucting operations hereunder, their selection, and the hours of lesor and the
cemgensauen ‘or services perfrmed shail e determined by Operator. and ali such employees shall be the emplovees of Onerater.

D. Drilliag Contracts:

All wells drilled on the Contract Area sha'l be dritied on 3 competivive contract tesis at the usual raws prevailing in the area. I it so-
destres, Operator may erploy its own 1als anc equipmeni in the drilling of weils, but its charges therefer shall not exceed the prevailing
rates in he arez and the rate of such cha“ges shail be zgresd upon by the parties in wriring betore drilling operations ars cormencec, and
such work shall be perfarmed by Operator under the same terms and conditions as are custoriary and usual in the zrea in cortracts of m-
dependent contractors who are doing work of a similar nature.

ARTICLE VL
DRILLING AND DEVELOPMENT

A. Initial Well:

On cr belore the. day of. o+ 19____ ., Operator shall commence she drilling of 2 well for
oil and gas ar the following locutivw:

and shall thereafter continue the drilling of the wel} with due diligence to

Operator shall make reasoruble tests of all form:tions encovniered during diilling which give indication: of con':x. ing-
gas n quznmves s.xfhcxem to test, unless this ,g reement shJ be hm.tecx inies Jpp.xc.uun wa spcuuc formaticn or {ormmms in which
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ARTICLE VI
continued
If. in Operaior’s jadgment, the well wil not produce oil or gus in paying quantitics, and it wishes to plug and sbandon the
well 25 1 dry hole, e provisions of Articie VIE.L. shali thereafter wpply

B. Subsequent Operations:

1. Proposed Operations: Should uny party herete desire @ drill any well on the Coniract Area other than the well provided
Arude VI.A.. or io cencrk, dsepen of plug back a dry hele drilled at the joint expenss of all parties of 2 well jyinndy owned by all
c.‘xe partics and nut then producing i peying quantities, the pact; desirirg ta drill, rework, deepen or plug back such a well shall give the
cther parues written ncce of the propused operation. speciiying taz work to be pertormed, the location, proposed deph, objective forma-
vor: and the estimated cost of the operation. Thz pa receiving such a nctice shall have thirry (30 days after receipt of the notice
withi which to notity the party nishing to do the werk whether they elect to participate in the cost of the proposed operation. If 4 dsill-
ing rig :s on location, notice of a proyasai to rework, plug back or dril deepar may be given by telephene and the response pericd shall be
limitad to forty-eight (48} kours, exclusive of Seturday, Sunday and legal holidzys. Failure of 2 party receiving suck netice 1o reply within
¢ perod dbove fixed shall constitute an electicn by that party noc to participat? ir. the cost of the proposed cperziion. Any nouce ur
response given by telephore shal be promptly confirmed in writing,

¥f all ;arties elect 10 partcipate in such 2 propesed operation, Operator shall, within ninety (90) deys after expiration of the notice
period of thurty {30 days {or as promptiy as pessible afrer the sxpiration of the forty-eight (481 hour period when 2 drilling rig is on loca-
ren, as the case riay de), actually thmimence the prozossd eperation and complete it with dae diligence at the risk and expense of all par-
ties heret: provided, however, said commencersent date may be extended upcn written notice of same by Operator to the other parties,
for 2 period of up to thirty (30} additonal days if, in the solz cpinion of Opeta»or such additicnal time is reasonably necessary to obuain
rermits from gevernmental a . thcrites, surfacz rights finciuding rightsof-way, or appropriate drilling equipment, or to complete title ex-
amunation or curative matter required for title appreval or acceptence. Notwithsianding the force majeure provisions of Article X1, if the
a-tual eperation hzs not been commenced within the time srovided fndiuding any exzersion thereof as specificaliy permicted herein) and
if any party hereto sull desires to conduct said opesauon, written satice proposing same rust be resubmited to the otier parties in sccor-
dance wurh the provisions hereof as if no prior prososal had been made.

2. Operations by Less tnar Ai' Parnes If any party receving such notice as provided in Article VIB.1. or VILD.1. (Option
Na. 2) elects 10t w0 participate in the propased operation. then, in ozder to be envitled to the benefits of this Article, the party or parties
giving ibe neice and such other parties as shall eiece to participate I the operation shall, within nirety {90) days after he expiration of
the nodve peried of tirty {201 days for as prompry as possivle after tae expiration of the forty-eight (43) hour pariod when a drilling rig is
on iocation, as the cise may be) wctually commence the prepesed operation and complete it with due dilizence. Operazor shail perform al)
sork for the account of the Consenong Parties: provided, however, if no drilling rig or other equipment is on location, and if Operator is
& Non-Conscoting Party. the Consenting Pasties <hall sither: (a) request Operator to pesform the aork required by such proposed opera-
tion for che account of the Conseating Parties, or (N designare ore (1) of the Consensing Parties as Operator ¢ perform such work. Con-
senting Purcies, ¥hen conducting cperations on rthe Crnrract Area pursuant to this Arucle VIB 2., shall comply with 21 terms and con-
ditions of this agreement,

If iess thas all parcics approve uny preposed aperation, the propasing party. immediately atrer the expiration of the applicable
notice period, shall advisc the Consenting Parties of the tetal interest of the parties approving such operatian and its recommendation as
to wheder the Corserting Perties shocld proceed with the operation 15 proposed. Fach Consenting Party, within forty-eight (48) hours
(exclusive of Saturday, Suaday and legal holidays) after receipt of such natize, shall advise the proosing party of its desire to (a) limit par-
Ucipation to such party s interest a5 shown on Exhitit *'A"’ or () carry its propartionate part of Nan-Consenting Parties ' interests, and
failare to advise the proposing perty thall be ceemac an electior. under a). [n the event 1 drilling rig is an location, the time permitted for
suach a response shall rot exceed « il of forty~ight {18} hours (inclusive of Saturday, Sunday aad legal halicay<). The proposing party.
al its election, may withcraw such prepesal i€ there is 1r>x..(ﬁc\en' particigation and shal. promprly notify il parves of such decision.

The endre cost and risk of cencucting soch operations shall be berne by the Consenting Parties in the proportions they have
elected to beas same under the terms of the preceding paragraph. Consenting Parties shall keep the leasshold estates involved in such
operatons free and cicas of all Lens and zacumbrances of every kind created by or arising from the operations of the Comenun] Parties.
i such ar opeeation rcsulis in a dry hule, the Consenting Parties shall plug ard abandon the wall and restoce the surface L;anm at their
sole cost, risk and experse. If any well drilled, reworked, deepened or plugged back under the provisians of this Article resuls in apro-
ducer of il and'or gus in paying quantities, the Consenting Pasties shall complete and equip the well to produce at their sole co§t tﬁd risk,
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ARTICLEV]
continued

and the well shall then bz yurned over 1o Cperator and shail be operazed by it at the expense ard for the account of the Conseazing Pur-
ties. Upcn commencement of cperations for the drilling, reworking, cespening oy plugging dack of any such well by Conserting Parties
in accordance wizk the provisions of this Article, each Non-Censenting Party shall be deemed to have relnguishad 1o Consenting Parties,
and the Consenung Parties shall own and be entitled 1o receive, in propsrion te their respecuve interests, all of such NonConsenting
Pasty’s inzerest in the well and saarz of production therefrom until the proceeds af the sale of such share, calculated at the well, or
market value thereof if such share is not soid, {afier decucting productior: taxes, excise taxas, royalty, cverriding rovaley and sther in-
terests not excepted by Artcie 1D, payable our of er measured by the procuction from such well accruing with respect 0 such interest
until it reverts) shall equal the toa! of the following:

‘a) 100% of each such NonConsenting Pariy's share of the cost of eny new’ ly acguired surface equipment beyond the wellhead
cennections Jincluding, ~ut not imited to, stock tangs, separarors, toeaters, pumping equipment and piping), plus 130% of each such
Non-Conseating Party 's share of the zos: of opzratica of the well commencing with first produsion and continuing until each sech Nen-
Consenting Party's celinquished interest shall revert to it under other provisions of this Article, it being agreed that each Necn-
Consentng Pacty's saare of such costs znd equipmen: will be tha: interest which would have Seen chargeadle to such Non-Censenting
Paety kad ic partizipatec in the well from the beginning o the cperations. ard

b ... -% of thac pertion of the costs and exponses of drillng, reworking, decpering, plugging back, testing and completing,
after deducting any Cash contributions receivec urder . VHILC. . and % of tha: portion of the cost of newly acquired equip-:

meny in the el (10 and inclucing she weilkezd conn h would heve been chargzable v such Mon-Consenting Paety if it had

participates” therein,

An cicction not t partic:pate in the driling or the deeparing of 2 well shall be desmed an election 10t f¢ parucipate in zay re-
working or plugging back operation proposed in such a well, or pertion theraaf, 10 whick the irinial Non-Consent election appiied that is
conducted a1 any ume prior te fuli racovery by the Conserting Partes of the Non-Consenzing Party's recoupment sccount. Ay such
reworking or plugging back operaiicn conducted during the recoapment perind shall be deemed part of the cost of aperation of szid well
und there shal! be adéed 10 the sums 10 be recosped by the Consenting Partivs ane hund-ed percen: / 100% ) of chat portion of the costs of
the rewerking of plugging back cperaticn which would kave been chargeuble o sush Nan-Consent.ng Part\ had it parictpaced therein If
such a rewarking or plugging back cperativn is pruposed during such recoupment periad, *he provisions of tais Aricle VILB shall de ap-
plicable as setween said Censenting Parties w sa:d well

During che perivd ¢f um. Consenting Partizs are entitlad to receve Nnn-Conserting Party's share of producticn, or the

groveeds therefrem, Censenuing Parties shall be reszonsibie for the payment of ali preduction, severance, excise, gathering end other
taxes, aad 4l royalyy, eversiding royaliy and other burdens applicable to Non-Consenting Party's shaez of production notexcepted by Ar-
tcle 1110,

In tie case of any rewerkiag. piugging back of deeper driling operaticn, the Consenting Parties shall be permitred to use, frae
of cost, ail Lasing, 1ubing and other equipmer: in the well, but the ownership of all such equipment shal! rerain unchangad. and upen
abandoament uf u well alier such reworking, plugging back or decper drilling. the Consenting Parties shal! account for all sceh equip-
ment to the owners thered, With each party receiving its proportionate part in kind ar in value, less cost of salvage.

Within sixty (60) days after e compiesion of uny operation under this Articie, the party conducting the operutions for the
Consenting Parties shall furnish each Non-Consenting Purty with an javentary of the equipment in and conaccted to the well, ané ar
itemized siatement of the cost of drilling, deepening, plugging bazk, testing, completing, ard equipping the well for preduction; or, at its
option, the operating party, in lieu of un itemized stcenent of such costs of cperation, may submit a detailed statement of menthly bill-
ings. Each manth thereafrer, during the time the Consenting Parties arc being reimbursed as provided above, the party condacting the
operations for <re Consenting Pactiss shali furnish the Non-Cousercing Parties witk an itemnized statement of all costs and labilities in-
curred i the operation of the well, together with 2 statement of the quanttity of cil and gas produzed frem it and he amount of proceeds
realized from the sale of the wel.'s working interest aroduction during the preveding ruoath. In determining the quantity of Qn and gas
produced during any morth, Consenting Parues 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 equiomenrt newly scyired in connection with any such’ 'op:rmcn
which would have been owred by a Nen-Consenting Party had i: participated therein shall be uredited agains: the toxal onret:
ot the work done and of the equipment purchased m Ceterminirg when the interest of such Nun-Consenting Party shall re
abave provided; and if there is a credit balance, it 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 previded for above,
the relinquished interests of such Non-Consenting Party shali automatically revert to it. and, from and afver suth reversion, suth Nan-
Consenting Party shail own the same interest in such well, the material and equipment in or pertaining thereto, and the production
therefrom as such Non-Censenting Party would have been entitled te 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 gart of the further costs of
the operation of said well in accordance with the terms of this agreement and the Accounting Procedure attached hereto.

Isotwithstanding the provisions of this Article VIB 2., it is agreed that without the mutual censent ¢f cll parties, no wells shall
be completed in or produced from a source of supply from which 2 well located eivewhere on the Contract Area is praducing. unless such

well conforms to the then-exist:ng well spacing pattern for such source of supply.

The provisions of this Article shall have no application whatscever 1o the drilling of the initial well described in Article VLA,
except (@] 2s to Arucle VILD 1. (Cption No. 2), if sclected, or (b) as to the reworking, deepening and plugging back of such iritial well
after it has been dniled to the depth specitied in Article VLA, if it shall thereafter 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 theres! furnished to the parties. stand-by casts incurred pending response to a party’s nictice proposing a
reworking, deepening, plugging back or comgleting aperalion in such a well shall be charged and borne as part of the drilling or deepen-
ing operation just completed. $tand by cests subsequent tc all parties responding, or exgiration of the resperse time perminted, whichever
first occurs, and prior to agreemens as to the participeung interests of all Consenting Parties pursuant to the terms of the second gram-
matical paragraph of Article VI.B.2, shall be charged 0 and borne as part of the proposed operation, but if the proposal is subsequently
withdrawn because of insutficien: participation, such stand-dy costs shall be allocatzd between the Consenting Parties in the proportion
each Consenting Party's interest as shown ar Exhibit **A’" bears 1o the total interest as shown on Exhibit **A’"" of all Censenting Par-
ties.

4. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable to a *'deepening’* operation shall
also be applicabie to any proposal (o directionally control and intentionally deviate a well from vertical so as to change the bottom hole
location (herein calied “‘sidetracking’”;, unless done to siraighten the hole or to drill arcund junk in the hole or because of other
mechanical difficulties. Any party having the right to participate in a proposed sidetracking operation tha; does niot own an interest in the
affected well bore at the time of ihe nctice shall, upen electing to participate. terder to the well bore ewners its proportionate share (equal
to its interest in the sidetracking cperation) of the value of that portion of the existing well bore to be utilized as loliows:

{a) If the proposal is fur sidsiracking an existing dry hole, reimbursement shall be on the basis of the actual costs incurred in
the inital drilling of the weil down to the depth at which the sidetracking oparation is initiated.

(b) 1f the proposai is for sidetracking a well which has previcusly produced, reimbursement shall be on the basis of the well's
salvable materials and equipment down to the depth at which the sidetracking operation is initiated, determined in accordance with the
provisions of Exhibit “‘C", Jess the estimated ost of salvaging and the estimated cost of plugging and abandoning.

© . cscmcmne menind
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ARTICIE V1
continued

required o pay for only its proportionate share of suck: part of Operator’s surface tacilities which it uses

Fach patcy shall exacute such division orders and corerscts as may De necessary for the sale of dts interest in production frem
the Contract Area, and, excepl as proviced in Arucle Vil B., shall be envitled 0 receive payment directly from the purchaser thereof for
its share of ai! production.

In the event any purty siall 211 o raake the wrrangements necessacy (o taks i kind ac sepurately dispase of ies prepartionate share of
the ail producd frem the Contract Area, Operator shall hove cie right. subject to the revocation at wiil by the party owning it, but not
the obligatiun, to purchas: such il or sell it to others at ary tme and from time to timw, for the actount of the pon-taking party it the
best price obtuinable in the area for such productioni. Ar;, such purchase or sale by Operator shall Le subject atways t the right of the
owner of the production to exeriise at any tfile its right to take w2 kind, or separawely dispose of, it share of all oil not provicuily
defivered ic a purchaser. Any purchase or sale by Operator of any other purty's share of oil shali be only fr such reasonable periods of
time as are consistent with the minimum needs of the industey under tna particuler circumstances, but in no even: for a period in excess
of one (1) year.

In the event ons of maore parties' separate dispositicn of its share of the gs causes split-stieam deliverics to separate pipclines andior
deiiveries which on a day-to-day basis for any reason are ner exzcily 2qual to & party’s respective proporticnate sharc of tetal ges scles to
be alocated tc :t, the Datancing o azcounting between ihe respect:ve accounts of tre pariies shall be in awwordence with aay gas balancing
agrevment berwern the perties hereio, whether sih an agrevment 15 sttached as Exhibic *'E™, or is 2 sepatate agreement.

D. Access tc Contract Area and Information:

Fach partv shall have aczess 1o the Contract Area at o) reasonable times, at 11s sole ¢t and risk 10 iaspect or cbserve operations.
and shall have access ar recserable umes to information pertaining te the development or cperatien thereof, including Cperator's books
and records relating thereto. Operator, upen request, shalt furnish ezch of the other parties with copies of all forms er reporss filed with
governmental ugencies, daily crilling rzports, well logs, tank tables, daily gauge and run tickets and reporss of stock on hand at the first of
each mont, and shul make availadle samples of any cores or cuttings taken from 2y well drilled on the Contract Area. The cost uf
gattiering «id furnithing 1mformation to Non-Oreratcr, other than that speciiied above, shall be charged % the Non-Operater that re-
cuests the information,

E. Abandonment of Welis:

1. Abandormen: of Drs Holes: Exczpt for any well detlled of dagpened pursuamt o Artele VIB.2, any well which has been
Critied or deepened under the terms of this agreement and is propesed 1o be completed as 2 dry hole shail not be plugged ard shardoned
withous the ceasent of al! arues. Should Operator, zfter diligent effort, be vnable te conta =t cny party, o1 shauld aay party fail to reply
within forty eignt (48) hours (exclusive of Saturdey, Sunday und legal hciidays) after receipt of notice of the propasal t p.ug and zbandon
suzh well, such party shall be deeined to have corsentec to the proposed abendonment. All such wells shal! be plugged and abandzned in
aceerdance with applicable regulazions and at the cost, rsh anc experse of the parties who participated in the ccst of drilling or deepening
sucn well. Ary party who objects to plugging and sbandening such wel! shall huve the right to iake cver the well and conduct further
operations in search of oil andior gas subect to the provisions of Article VIB.

2. Abandoument of Wells that_have Produced: Fxcept for any well in which a Noa-Consent sperzcion has heen conducted
hereunder for which che Consenting Furtics have nat beer {ully reimbursed as berein provided, any well which bas deea completed as 2
preducer shall not be plugged and abandored without the consent of all parties. If all parties cunsent to such zbandonment, the welt sha!l
be plagged and abandoned in xccorcance with applicable regnlations and a: the cost, rish 21d =xpense of all the parties hercto. If, withir:
thinty (2} days after receipt of notice of the propzsed abandor ment of any weil, all parties do not agree to the ahandenment of such well,
those wishing ¢ contirue its operation frem the intervalis) of the formaticn(s) then opett te production shall tender to rach of the other
pasues its preportionate share of the value of the well's salvable material and equipment. determired in accordance with the provisions of
Exkibit “*C"", less the estimated cos: of salvaging and the estimated st of plugging and abandening. Each sbandoning party shall assign
the non-abandoring parties, without warranty, express or implied, s in tale v as to quantity, or fitness for use of the squipment and
materidl, ali of its intercs: in the well and related cquipment, together with its interest in the lzasehold estaze us to. but only as tc, the in-
wrval or iatervals of the formation or formations then cpen t2 production. If the interest of the atundoning party is or includes an oil ard
gas incecest, such party shall execute and deliver to the nos-abandaring party or partie< an oil and gas lease, limited o the inzerval or in-
wnvals of the formation cr fosmutions then open to productica, for a tertn of one (1) year and $5 leng thereafter as oil andior gas is oro-
duted from the interval or intervals of the formation or {ormations covered thereby, such lease to be on the form 2ttacted as Exhibit
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AKTICLE V1
continued

required te pay for only its propontionate share of such pact of Operatoe’s surface facilites which it uses.

Each parny shail caceute such Divisidn ordets and Conerits us muy b necossary for che wle of its interest iy production from
the Contract Area. v2d, except as proviced in Artich VI B L shall be endithed wo pecuive payment dircctly from the purchaser vhereof for

its share of all prodi cticn.

In the event any party shall tail to make the arrongenents aeessary tu take in kind ar scparately dispose of its proportionar» share of
tae oil and gas produced from the Contract Arza Onerator shail Rave the right, subject to the revocation at will by the party cwring it
tut not the chligation, to puschase such o 2ad gas or sel ic to Jthers at suy tizie and trom ume W time, for the aceount of the nan-
taking party &: the bese price cbtaiinabie in the zrea for such production. Any such purchase or sale by Operator s';hzn be subject :zlways ey
the sight of the owner ¢f the procuction to exerciic & any tinte sis right 16 take in kird, or sepacazely disposc of, its share of all oil and gas
rot previoasly delinered to 2 purchaser. Any purchase or saie by Operater of any oilier sarty's share of uil end gas shall be only for such
vith th2 numimum needs of the industry under the particular circumstances. but i~ no event
thyiandang the foregotag, Operater shall net make a sale, including cne into inerstate com-
ving sach orher party thizey 230} days notice of such intended sale.

reascnable perious of time ac afe (orsistent
for a period in excess of ene (1 year. Natwa
merce, of any other party's saare o gés production without lrs: g

D. Access to Contract Area and Information;

Each puty shull bave aceess ta the Comract Ares ot all rosonable timas, at its sole cost ard risk 1o inspect o abserve aperations,
won pertaining w the develonment o operation thered, including Opecatar's ocks
and records relating there.o Operator, unon request, shall turnish Gack of the ather parties with copics of all forms or seponts fited with

and shadl have sccess & ressonulle tmes o informa

s, tank tablos s pange and s tckets and reports of stock 03 haad a2 the s of
virngs ke fram any well dntled or the Contract Area. The cost of
n thar socdilied above, shall e charged to the Non-Operator that re

povernmentas agen.ies, diuly
2000 month,

shali ovnae

2arher.ng cold wwrnishing ertais

quests the information.
E. Abandonment of Wells:

! Abandoament of Dry Halss. Egeep: for wny well drilled or Jeepened pursuint to Ardicle VI.B.2., any well which has been
drilice or deepencd under the terms ol this agreement nd is propoied o be completed as a dry kole shall not be plugged and abandoned
without the consen: of 4l parties. Should Opzraer, alte diligent effort, be unable to contact any party, or should any party fuil w0 reply
in forty € fusvg of Satarday Sunday and legal holidays) after receip: of natice of the proposal to plug 1nd ahardon
sch wel, such party ahul be deemed 1o have @ 2ted to the proposed abandenment. Ali such wells shali be plugged «nd abandoned in
accerdan.e with apolicabie reguianions anc az the cost., risk and espense of the parties wio participated in the cost of driliing or deepeming
such well. Any party whe objects e plugging and abandoning wch well shall have the right 1o take cver the well and conduct turther
operation:s ir searvh of 0 2adior gas subject to the provisions of Ariicle VLB

curs |
cure |

2. Alandonmen: of Wells thar have Pradused. Except for any well in which a Nan-Consent operation has been conducted

hercunde: fur whick the Conscating Parsics have ast been {Lally rembucred as herein previded. any well wh.ch has been completed as a
prodices shall nut Le picgged and abandoncd withous the coaseat of 2!l purties. If all parties cansene ¢o such abandonment, the well shall
e plogged und alandoned in wccordence with applicable regulations aad at the: zost, r:sk and experse of al! the parties he-eto. If, within
thirty (30) day» ufter 1watipt of notice of it proposcd abandernment of any well, all parties do not agree to the ahandonment of such well,
those wishing to continue its vperation fron the intervalis] of the formation(s) then open to production shall tender to each of the other
parties its propurtionate share of the value of the well’s salvable material and equipment. determined in acenrdance with the provisions of
Exhibir "C*", less the estiinaten cest of salvaging and the estimated cost of plugging and zbandoning. Fach ahandoning party shall assign
the nonabandening parties, wihout marranty, express or implied, as to titie or s to quantity, or fitness for use of the equipmen: and
ed cquipmeni, together with its interest in the leaschold estate as 1o, hut only as 10, the in-
terval or intzrvals of che unaos or {ormativns then open to production. If the interest of the sbandoning party is nr includes an o and
gas irterest, such party shall exccute and deliser o the non abaadening purty or parties an oil and gas lease, limvited to the inzenal or in-

macerial, aii of 188 sntcres: in the weli and r

tervals o the formation or formutions thzn 3pen to preducton. for a term cf one (1) year and 5o long thereafta: as cil andior gas is pro-
ducec from the interval or intervals of the formation or formations covered thereby, such lease ta be an the lorm attached as Exhibit

8 aliernate-
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A.APL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982
ARTICLE VI
continued
"B, The assignmens or lezses 30 limitcd suall envompass the *'drilling uniz’’ upen which the well is located The payments by, and the

i: a rano based upon the relasicnship ot their espective percentage of participation i the
Cuntract Area w0 the aggregate of the percentages of parecipation ia the Contract Area of all assignzes. There shall Se no reacjustment of

assignments or Jeases 1o, the assignees shall be

interesisin the remaining portion of ‘he Contract Ares.

Thereaiter. apandoning partics shuil have no turther tesponsibility, liabilicy, of interest in the operation of or production from
the well in the wtervs! o intervals then oer other than 1ae royalties retained in uny lease made under the terms of this Anicle. Upon re-
quest, Operator shail cortinue o operate the assigned weid for the account of (3¢ n0n-2bandoning parties at the retes und charges con-
tempiated by this agr-ement, plus any additicna. cost and chirges which tmay arise as the result of the separae ownarship of the assigred
vieli. Upon projosed abundenment of whe producing interviis! assigred or leased. the assigner ur {essor shaif then have the option to
repurchase us prior intes estin e acll iusiny the same valvation formuniz’ ead participate ie furtier oprrations theredn subject to the pro-

visions hereof.

3, Abzndonment of NenCaonsear Operations: The pravisiors ¢f Arucle VIE.L or VEE.2. gbove shiil be wpplivable as between
Counsenting Pacues in the event of the proposed al.ndenment of any aell excepted from seid Articles; provided, however, no well shall be
pecmaneatly plugged and abanconed uniess and untl s parties having the right to conduct further aperations therein luve beer notified
of the prapesed abandonment and afferded e oppariuniiy 10 elect to take over the well in accordznce with the provisions of this Article
V.E

ARTICLE VIL
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

The lubility of the perties shalt be several, not joint er cellestive. Fach party shall be resporsible only for s cbligations, and
skail be iubic only fo- ite preportionate share of the costs of develoning and operating the Contract Area. Accordingly, the liens granted
amony the parties in Arsicle VI B. are given to sccure only the debes of each severally. It is ot the intentior ¢f the partics to create, nor
shall this agrecment Le constried as creating. @ mining or other pastnership or asscciation, o to render the narsies lable as parwners.

B. Liens and Payment Defaults:

Euch Worn-Operator grants » Operatar s lien uwpor it ob ard gas rights in the Contrict Arug, and a secarity incerest in its share
of cil und.or gay when extracted and iis i=ienons 10 gl 2quirment. 1o secure pryment of its shere of expensc, tcgether with interes: thereon
ot the rate provided in Exhibis *C7 T the extont that Operstor has a secutity interes: under the Unifim Commerdial Code of the
state, Operazor shal! e entit'ed to exercine the righrs and remedies of a secured party under the Code The bringing of 2 suir and the ob-
13ining of judgment by Operator for the serurcd indehredress shali ot be deemed an election of remedies or otherwise affect the lien
rights or eunity intsres os security for the paymient thereof In addidion. uoo: dofaul: by any Nua-Operator i the payment of its share
of cxpense, Operator shaill huve the right, without prejudice 1o ather rights ar reredics, to collect from the purchaser the proceeds from
7 Non'Operater’s shate of cil andicr gas vadl (e ameount owed by such Nor-Operaler, plus inzerest, has been paid. Each
purciaser shalt be entidled o cely upon Operaior’s written statemenr concerning the amount of 2ny defaul. Operater granzs 2 fike lien
and seeurity intcress to the Non-Operazore tc secure payment of Operator's preportionate share of experse,

the saie of su

Tt any party fails or is unzhie to pay its share of expense within sixcy (0) days after rendition of & statement thecefor by
Opesater, tie non-defaulting purt.es. including Operator, skall, upon request by Operator. pay the unpaid amouat in the proportion that
the interest of each such parey bears 10 the interost of all such parties. Each party sx paying irs share of the unpaid amount shall, to abtain
1eimburserient thereck, be subregated to the securiry rights described in che foregoing paragraph.

C. Peyments and Accounting:

Except as herein otherwise specifically provided, Gperasor shall promptly pay and dischasge expenses inrursed in the development
and opesanon of the Contract Arca pursuant o this agreement and shall caarge each of the partizs hereto with their respective propor-
tonate shates upun the expense basis provided 1o Exhibiz **C™". Operator sha'l keep an accurate recard of the joint arcount hereunder,
showing exprises incurred and charges ard credits made and received.

Opetator, at ity elction, shell have the right from time to time to demund and receive from the other perties paymeet in advance
of their respective shares of tac sstimated amount of the expense to be incurred in operations hereunder ducing the next succeeding
month, which right may be exerciswd only by submission tc each such party of an itemized statement of such estimated expense, tagether
with an invoice for its shase thereof. Exch suck. stacement and invoize for the payment in advance of estimated expense shall be submitred
on cr belore tne 20th day of the aext precedirg morth, Each party shall pay to Operator its proportionate share cf such emmcu within
fifteen (1] davs after such estimate and invoice is received. If any pa'lv ful.s to pay its share of saic estimate within said time, tf! amount
€ue shall bear interest as provided in Exhibit *‘C"* until paid. Proper adiustment shall be made month!y betoveen zdvances and :cual ex-
pense ta the end that each party shall beer and pay its proportionate sharc of uctua! expenses incurred. and nc more. g

D. Limitation of Expenditures:
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ARTICLE VII
eontinued
O Option No. I; All accestury expenditures for the driling or deepening, tesung, completing and equipping of the well, nclading
necessary tinkage andjor surface [aclities.

2 Option No. 2: All necessary expenditures lor the driling cr deepening and texding of the well When such well has reached its
authorized depth, and alt tests have been compieid, and the resalts thereof furnisted 1o the parties, Operato- shall give immediste notice
to the Non-Operztors who have the right to paiticipete in the completion cosis. The parties receiving such notica shall have forty-cight
{a8) hours jexclusive of Saturday. Sunday and legal holidsys in which to eloct to pursicipate in the setung of casing and the completion at-
tempt. Such election, when mace, shall include consent o oll necessary expenditures for the comoleting and cquisping, of suck well, in-
clud.ng necessiry tankage and'or surface facilities. Fuilure of any party receiving such notice 1o seply within the periad above fixed shall
constitute an election by that party not to participate in the cust of the cumpletion attempt. I ore or more, tbut less than o}l of the parties,
€lect to set pipe and 10 atiempt a cumpletian, the provsiony uf Aitcle VIB.Z. hereof the phrate “'reenrking, deepening or phigeing
back'" as centained ia Article V1.3.2. shall be deemed to incluce *completing”™) shall apply to the aperat
than all partics.

s thereaiter conductad by las

. Rework or Plug Back: Without the consent of ‘l\ narzies, no well shail be rewerked or plugaad buck except ¢ well reworked or
plugb«. back pursuant o the provisions of Article VIE.2, of thic agreement. Consent to the rewarking or plugging back of 2 well shall
include ail necessary cxpenditures in coaducting such cperations and completing and 2quipping of said well including necessary tankage
wndior surface facilities,

3. Other Operations: Withsut the consent of all partics, Operator shall not undertake any single preject reasenably estimated
to reguire an expenditure in excess of, Dottars ($ 3
exeept in connection with a well, tae drilling, reworking, deepening, completirg, recempleting, o phigging back of which has been

previously authorized by or pursusnt to this agreemenc: provided, however, that, in cise of explosion. fire. floed or other sudden

cmergency, whether of the same or diffrent nature, Operator mey take such steps end inoLr such experses as b its epinion are required
10 deai with the emergency 1o sa’eguard il and property but Operator, as promptly as possible, shzll repurt the emecgency tothe other
partics. It Operator prepaces i authorty for expenditure (ARE) tor its vwn ust, Operater shall furnish any Nou-Operater so requesting
«n nformation copy thereof for any single project costing in excess of
Dolars (3 > bet fess than tae dmourt tirst set forth atova in this paragraph,

—_

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

Rentals, shut:n well pavaients and rainanum resaltios whoh may e r2quired under the terms of eny lease shall bs paid by the
parey ar parties who sebjected such lease to this agreement & its or their sxpense. [n the event twa or mMare paries »wn end have con
trivuted interests in the same Jease o this agreement, sueh parties may designate anc of such parties to ke seid peyments for and on
behalf of all such parties. Any party mav request, and shal bz entitled to receive. proper evidence of alf such pavments. In the event of
{atiure to make groper payment of eny rental, shut-n will payment or minirum royaly threugh mistake or oversight where such pay-
ment is required to cerdnue the kease in force, any loss whick results from such nor-payment shall be korre in accordanse with the pro-
visions of Article IV B.2.

Ogperator shail notify Non-Operatsr of (e antcipated completion of a shutdn gas well, or the shutting = or return ¢ production
of 3 pradusing gas wdll, at least five {5; days {excluding Sazurday, Sunday and legul holidays), or at e earliest opporturity pesmitted by
Circumstalices, £rior (6 (aking such action, but assuines ra Hability for failur2 tc de so. In the even: of failurs by Operator to sc notify
Non-Operator, tae loss of any leise zontributed berete by Non-Opersto: tor failure to make timely paymen:s of any shutin well paymen:
shall be borae jaindly by the parties hereto under the provisions of Arcicle [V.B.3,

F. Taxes:

Fieginning with the fiest celendar year after the cfiective date hereof, Operator shall render for 1d valorem taxation ali property
subject to this agreement which by law shouid e renduced for such taxes, and it shall pay alt such taxes assessed thereon before they
becorne delinguent. Prior to the readition dete, eact Non-Operator shall fernish Operater information as t2 burdens ite include, hut no:
be limited to, royalties, overriding royahtics and production payments) on lzases aad oil and gas interests contributed by such Non-
Operator. If the assessed valuation of any leasehold estate is reduced by reason of its being subject to outs:anding crcess royalties, over-
riding royaltizs or procuction payments, the reduction in ad valorem taxes resulting therefrom shall inure to the benefit of the ovner or
awners of such leasehe!d estate, anc Operator shall adiust the charge to such owner or ownets so 25 to reflect the bencfit of sich reduc-
tion. JE the ud valorem taxes are based ia whole or in part tpor separate valuations of each party 's werking terest, then nocwithstanding
anything to the contrary herein, charges to the jaint account shall be mzde and paid by the pacties hiereso in accerdance with the tax
value generated by each party’s warking isterest Operator shall bill the other partics for their proportionate shares of all tax pavments in
the manner provided in Exhibit **C*.

If Cperaror cansiders any tax assessment improper, Operator ray, at its discration, protest within the time ard manncr
"ns«.rxbed by !aa and prosceute xhe prc(ut m [ f_nal det-rmmauon unlese all parties agree to abaﬁd\_n the protest pror to ‘ml deter-

previded in Exhibit ©C*'.

Each party shall pay or sause o he paid all productica, severaace, excise. pathering and other taxes imposed upcxj 9 i
the production or Nardling of such parts’s share of oil and'or gas produced uader the terms of this zz-eement. / i
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ARTICLE VI
continued

G. ~Insurance:

At all umes while operations are corducted hereunder, Operacir shali comply with the werkmen's compensation law of
t4e state where the opecations are baing conducted; previded, however, that Operator may ke a selfinsurer for liability under said com-
pensanion laws in which event the orly charge that shul’ be made 10 the joint account shall b as provided in Exhibit **C"'. Operarcr shall
also curry or provide insurance for the benefit ¢f the jouat account of the partics 2 oudined in Exhibic **D™, artached to and made a pare
hercof. Operator shall raquite all contractors engaged i werk en cr for the Contract Arez w consply with the workmen’s compensation
law of the state where the cperations are being conduted and o maintan such other insursuce as Operator mzy require.

2 event a e pubiic Habitty insdrance 15 specitied in said Exhibit "D, or subsequently reveives the aporoval of the
N the event gutomoebie pu! ) P 3 e
parties, nc direet churge shal. be made by Operator for prenuums paid fer such irsurance for Operator’s dutomotive cquipmeant.

ARTICLE VIiL,
ACQUISITION, MAINTENANCE OCR TRANSFER OF INTEREST

A. Surrender of Leases:

The leases covered Ly this agrcement, insefar as they embrece acresge in the Contzact Area. shall no: be surrenderec in whole
or in part unless all parties consent thercto.

However, shonld any part: desire to surrender its interest in ary lease or in any portior: thereof, and the other parties do not
agree or consent therero, the party desiricg to sureender shal assign, without express or implied warcanty of tidle, all of its interest i
uch lease, or portian thereef, and any well, material and equipment which may be located thereon :nd any tights in Jwoduction
thereaiter securad. to 1he parties ok censenting 10 such surrendar. If the interest of the assigning party is oz includes an oil znd gas in-
teresz, the assigning parry shall exavere and deliver 1o the party or parties 2ot consentir.g 16 such surrender an oii and gas lease covering
such oif and gas aterest for @ teemy of one {1} vear and 55 long thereafter as oil and/or gas is preduced from the land coverad thereby, such
wase  be on the furm attacha’ hereto as Exhib ©'BY. Upon such assignment or ledse, the assigning party skail be relieved from all
obligations therealier accraing, bt not theretofore accrued, with respect to the interes: assigned or leased end the operation of any weli
attributable thereto, and the assigning pearty shall have no further interest in the assigned or leased premises and its equipmert and pro-
duction oier than the royalties retained is any lease mad: under the terms of this Articic. The porty assignee or lessee shall pay (o the
par:y assignor or lessor the reascnabie siivage value or th2 latter's interest in sny weils and equipmert a:tributable to the assigned or 'eas-
ed acreage The value of all meterial shai b destecmuned in accardance wath the provisions 5f Exhibit ““C™, less the 2stimated cost of
selvaging wnd the eitimated wose ¢f plugping and abundoning. If the awigaeient or ‘vase is in favor of more tnan one party, the interest
shull be shared by ruch parties in the praporticns that the interes: of each bears 10 the total interest of all such paries.

Any gssignment, lease of surrender made undor rhis provision shall no: seduce or charge the assignor's, lessor's or surrendering
party’s interest as it was immediately hefore the assignment, lease cr surrender ir the balance of the Contract Area; and the acreage
assigned, leased or surrendered, and subsequen: operations thereon, shall net thereafter de subject to the terma and provisions of this
agreement.

D Renewal or Extension of Leases:

Ii any party secures a renewe] of any oil and gas lease subject to this agreement, a'l ocher partics shall be notified premptly, and
shail have the r.gh for a period of thirty (30; days following receipt of such natice in which to eicct to participatc in the ownership of the
renenal lease, ansclar as such lease affcers lands within the Contract Area, by paying to the party who acquired it their several proper pro-
pordcnal. shares of the acquisition cost alloczted 10 that part of such lease within the Cortract Ares, which shall be in proportion to the
mteres:s held au that time by the partics in the Contract Area

If some, Lei less than ail, of the partios dect to participae in the purchase of a renewal lease. it sha'l be owned by the parties
who eiect tu pa. ucipate taceein, in a ratic based upan the relaticnship of their respective percentage of particioction in the Coatract Area
to the agaregere of ihye percentages of participation in the Contract Arna of al! parties participating in the purchase of such renewal lease.
Any cenewal lease in which less than all parties clect to participate shall not de subject to this agreement.

Facn party who partitipates in the purchase of a ronessa! lease shall be given an assignmen: of its propertionace intesest theren
by the acquirirg party.

The provisions of this Article shall apply to renewal leases whether they are for the entize interes: covered by the expiring lease
or cover only a porticn uf its area or an interest therein. Any renewal lease taken beferz the expization of its predecessar lease, or taken or
conracted for within six {6) months afte the expiration of the existing loase shatl be subject to this provision; but any lease takep at con-
tracted for more than six {6 monks after the expiration of an existing lease shall not be deemed a renewal lease and shall not befsi\ibiect to
the provisicns of this agreement.

The provisions in this Article shall ulso be applicable o extensions of oil and gas icascs.

C. Acreage or Cash Conttibutions:

While this sgreement is in force, if 2ny party contracts for & contribution of cush owards the drilling of & .
operation o the Contract Area, such contribution shall be paid to the party who conducted the drilting or other dpezation’ n‘nc"sli’all be
applisd by it against the cost of such driliing or other vperation. If the contribution be in the form of acreage, the p
twibution is made shail promply tender an zssignment of the acresge, without warranzy of title, t¢ the Drilling Parties in't
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ARTICLE VIII
continued
said Dritling Parties stuared the cest of di Ming the wel.. Such acrcage shall bsecrme s separste Centract Area and, to the extent possible, be
governed by provisions idertical to this agieement. Tack party shall prompily motidy all other parties of any acreage nr cash coneributicns
1t may obrain . support of any weil or auy uther operation on the Contrast Arer. The above provisions shall alsa he applicable to op-
h are in sapport of a well drilled inside the Contract Arca.

tondl tights to eurn acreage cutside the Conuacy Area w

1t any party contracts for ary consideration relating to disposition of such party's share of substances produced kereunder. such
consideration shaif not de deemed a contribution as cuntemplized in this Ardicle VILC.

D. Maintenance 0t Uniform Iaterest:
Fur the purpost of rmaintaining trifrmity of ownenhp in the it snld gas feasehald interests cevered by this apreement, ne

equipment and prodacton unless such dispesition covers zither”

party shall sell, encumber, iranstec or make other disp0s.2i07 G ies interest in tlie deases emlraced witnin the Contract Arca and in welis,

§. the en.re irterest of the party n all leases and equipmunt and production;
7, an eqaai undivided interest in all {eases an . ecuipment and production in rbe Contract Area

Everv such sul, eocumorance, transtar or obier aisposition made by any pacry skall be made expressly subjec: to this agreement
and shall e made without prejudice tc the right of the other pasties.

I£, au any ume the interest of 2nv party is Jivided among and owaed by four or more covuwners, Operator, ac its discretion, may
ine asingle rustee of agent wich tuil authority to receive notices, wpprove expenditures, receive billings for
s, and to dea) generally with, 2ad it power to bind. the coowners of such

sguire sucl LoTwTe

and approve and pay such party's share of the jo.rt expe
party’'s iaterest within the scepe of the operat:ons embraced in this egrcement; however, all stch co-nwners shall huve tae right to enter
into and exevute 4 coatracts of agreerients for the dispasiticn cf thewr respective shares of the ¢il énd gas produced frumn the Contract
Arwe and they snall nave the right to receive separarcly. payInent of the sale proceeds thereof

E. Waiver of Rights to Partition:

Il permizted by the laws ¢ the state o $uies in wh
2t Arca v o

ch the property cnered hereby is lucated. euch party herety owning an
S By 4
ARtS ity Ruve 1o portion and have setaside 1o 170 severzlty its undivided

undis iced wnzerest in th Co
interest therein.

4ty an.

F. Preferential Right to Purchase:

Should any party desire 1o sell all or any part o7 its interests uader this agreement. of it rights and interests in the Contract
Area, it shail promptly give written notice to the other raries, with full information corcerning its propased sile, which shall include the
name and aderess of the prospective purchaser (who mese oo ready, willing and able 1o purchase), the purchase price, and all ather terms
of the ofter. Thv other parties L3l then Bave an optiorad pricr right, for a period of ton (10) cay< after receipt of the notice, to purchase
on *he same terms and conditions the interest which the other party propeses to sell; and. .f this optional righ: is exercised. th2 purchas
ing parties shall share the parchased interest in the preportions that the interast of each bears o the total interest of all purchasing par-
ties. However, there shall be no prefereniial right  purchass inthose cases shore any party wishee to mortgage its interests, o to
dispose of 1is interexts by inerger, réurganization, ceasclidation, or szle of 2 o substantially all of its assets to a subsidiary or parent com-
pany or to a subsidiary of a parant corapany, o7 to ary company in which any ore party owns a majority of the stock.

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is aot tended 0 crecte, wnd <2 noz be constrred o create, a relationship of sartnership or an asseciation
for profit Setween or among the parties he~etn. Notwithstinding any provision herein that the rights ard liabilities hereander are several
und not jeint o collective, o that this sgreement and nperatons hereundsr shal not constitate a partnership, if, for federal income tax
purposes, this agreement and the operations hereunder ace regarded as a partnership, each party hereby affected elucts to be excluded
irom tae appication of all of the previsions of Subchapier K, Chapter 1, Subtizle ** A™", of the Internal Revence Code of 1954, as per-
mitted end authorized 2y Section 7 cf the Code and the regatations promalgated thereunder. Operator is authorized and directed 1o ex-
ecute on behalf of each party hereby affected such evidenve of this electicn as may he required by the Secretury of the Treasury of the
United Statcs or the Federal Internal Revenue Service. including specifically, "t noe by way of imitation, all of the returns, statements,
end the data required by Federal Regulations 1,751, Shouid there be any requirement that euch perty hereby affectec give further
evidence of this clection, euch such party shall execute such documents and furnish such cther evidence 2s may be required by the
Federal Irternal Revenue Service or as may be necessary ta evidence chis election. No suck party shall give any notices or take any other
act-on inconsisteric with the clection made hereby. If any present or {uture income tax laws of che stat: or states in which the Contract
Arca is located ot any futurc income wx laws of the United States contain provisions similar ta those in Suschapter **K**. Ghapter 1,
Subtitle ““A*", of the Internk Revinuc Code of 1954, undar which an eleciicn similar to that pravided by Soction 7¢1 of the Csdé;s per-
mited, each party hereby affecced shall make such dlection as may be permitted or required by such laws. In making the !areg't‘gfqg elec-
uon, cach such par:y states that the income derived by such pariy from operaticns hereunder caa be adequately determined W(‘,hf&u! the
computation of partnership tawible income
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ARTICLE X.
CLAIMS AND LAWSUITS

Operater may seitle any single ninsured thisd party dumage elaim or suit arising from operations hereunder it the expenditure
does not exceed, Dellars
(8. )ang i the payment is in complete settlement of such claim or suit Il the amourt required for serlement ex-
ceeds the abuve amount, the perties herero shall assume and take over the further handling cf the cla'm or suit, unless such zuthority is
delegazed e Operaor. Al costs and expensss of handling, serthng. or otherwise discharging such zlsim or suit shall be at the
pense of the parties partcputing in the op-ratior. from which the claim or suit ar ses. If 4 claim is made against any party or il eny party s
sued Cn &cCCunt of iy natier arisng om uperation: hereunder cver which such individua! has no eonteol because of the rights given
Operator Ly this agreement, such party shali immediately notify all otber parties, and the claim or 5:it shail be trested 23 any other cluim

or suit involving operaticns hereunder.

ARTICLE X).
FORCE MA]JEURE

if any pasty is rendeced unabiz, wholly or in part, by forue majeure to carry ou: its cbligaticns under this agrecment, other than
the obligatiun 10 niake money payments, that party chall give to all other parties prompt written notice of the force majeure with
cezsonably full particulurs concerning it; thereupan, the cbligations of the party giving the notice. o fzr as they zre atfected by the force
msjeusc, shall be suspended during, but ro longer than, the continuance of the force majeure. The affrcted party skall use all reasonable
Jdiligence to remove the furce majeurs situation as guickly as practicable.

<n: of suikes,
(s, or wtker uber Siffivulty Ly the party invalvad, cantracy 5 it wishes; how all such difficu’sios whal! be hindied shail be entircly

The requiremrent that any force majeu:z shail be remedied wich olt reasorable d spatoh shall not requice the et

within the disesctizn of the party concerned.

act of
governmensid action, governemental doluy, restraine

The term “'torcc rraizare’’, as nere enpoyed, shall micwr an see of Goc, sirike, fackout, or other indusrsial distuckance

the public enemy. war, blodkade, zublic riog, bghtalng, fice, staem flood, explo

or inction, une 2 lubility of oquipmont. anc any <ther caase, whether of the kind spucifivally enumierated above a- cikerwise, which is

A reasanedly widin the control of the party claming saspension.

ARTICLE XII,
NOTICES

All rouzes author 2ed or regaired berween the parties and required by eny of the provisions of this agreement, unless otherwise

provided, shull be given in writing by mail or telegram, postage vt chiarges prepad, or by telex or telecopicr and add-essed o
given ut the addresses listid on E:

shall bie deemed wivenianly v Ren received by tha party o whom such asdice is directed, and the time fon such pacty te gve any notive in

inating netive is received. The sezond cr any respunsive natice stall be deemed given

or with the wiegraph company, with postage of ¢harges prepaid, of sent by telex o ielewopier. Each perty

specitically

the parties w ahont the notice s

bit ‘A’ The origluatiug natice givea under any provision heeeof

response theren, shall roa from the date the o
aten deposired in the mail

shail have we sight to change its address 4t any time, and from tim2 to time, by giving wreitten notive thervof o all cther partics.

ARYICLE XIII
TERM OF AGREEMENT

This cjreeent shell remain in full fo.ce and effec: as to the oit and gas leases and'or of! and gas nterests subject hereto tor the
ariod ui time seiected helow, provided. however, r.o pariy heree shall ever be construed as Foving any right. tithe or interest in or to any
P P FaTis 3 a0} rig ¥
fease or oil and gus interest conirbuted by any other party beyond the term of this agreement.
R y party bey
T Option Ne. 1. S5 1ong as any of the off znd gas leases subject to this agreement remain or are conurued in force as to any part
E E ¥ & y
of the Conwact Arva, whether by production, exzensinn, renewal or otherwise.

O Option No. 2: In the event the well descbed in Article VIA.L or any subscauert well dril'ed under any provision of this
ayreedent, o s in ercduction of oil ardicr p3s in paying quantities, this agresment shall continue in feree sc long as any such well or
wells produce, or are capable of preduction, and for an additional period of __ days from cessation of all production; provided,
however, i, prior to the expiration of such additiona! perind. ane or more of the parties hereto are engaged in Crilling, reworking, deepen:
ing. plugging back, testing or attemptirg 1o complete a well or wells hereunder, this agreement shall continve in force until such epera-
tions have been completed and { producton results thercfiom, this agreement shall coatinue in farce as provided hercin. Ia the gvent the
well desribad in Article VLA or any subsequent weil drilled hereunder, resalts in a dry hole, and no other wel! is produciag, ;r' capable
of produzing oif and'or gas from the Cortract Area, this agreemert shall terminute unless drilling, deepening. rlugging back of rework-
ing operations are commenced within . days from the date of abandonment of said well. %

-
[t is agresd, however, that the terminatiun of this 2gresment shall not relieve any party heretc from any liabilicy w‘}:i'ch has
eccrued or 1ttached prier to the date of such termination, i
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ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Ordess:

This ugrecnent shall be subject o the conservaton laws of the state 11 which the Coatract Arca is located. o the vakd rules,
regelations, and orders uf @iy duly wasicatad galatory body of said state; end 10 all other applicable federal, state, and lxcal luws, or-
dinsaces, ruley, regulations, aud vrders.

8. Governing Law:

Tais agreement and all matters peria niry hervto, mdaing, Lut nut linited 1o, macters of performance, noa performunce, breech,

remed S Ln
¢the Contract Arzd is located. I the Contract Area s in 1wo vt mare staiey, e b of the stace of

shall govern.

rocedures, rights, duties 414 terpretaticn o ¢ stiadl e guvetiied erd <eteemined by the Liw of the swtate in which
. P 2 8 3

C. Regulatory Agencies:

Nothing herein contiiaed sha¥l goant. ¢7 be conctrued 0 grans, Operaor the tight of authoeity to waive ot velvase any rights
priviieges, or chligutens which Noa-Upersters may have under feders’ or state laws or under rules, regulasions or orders promalgiied
under such laws n reference o oil, gas and mineral operadons, including the location, operation. or producticn of wells, or: tracts uffsel:
ring or adjacent to the Contract Arcd.

With respect w cperations hereundes, Fon-Operatars agree to reease Ope

or from any and all Joses. darmages. injuries. claims
and causes of action ansing cud of, :ncident to o rasalting durectty urindireetly from Operator's interpretation or applic of niles,
rulings, regulations or orders ot the Dopartment of krzrgy or predecessor or successor agencies o the extaal such interprytation or up-
NonOp 1o suck Non-
Operatar's shure of production tat Sperator may be required o eetund, rebate or pay as @ reselt of such an ncoreect intgrpretaion of
app.ication, tegether with inerest and penaltiss thaeen owing vy Uperator as a result of suck incersact interpretation o application

)

plicain was maidc in goed fath.

7 tusidter agrees 1 prwburse Oreriior for any amounis applic:

NonOperatars authorize Qperater te presire st submit seet donuments as mey be requirsd o he submutted o the pucchaser
e O Windta ! Prefit Tax At
s which muy baissued by the Truasury
v all cerdlications or o.her information
¢ permit compliance with saif Ac,

of any crude el sol hereunder or to any Cther perven of entity pursuant o the requirements of tie Cr

of 19R2™, as samme naay be amended tram cime (o ume AT and any valic rcgulations or i

Department from time to time punuast © siid Aot Each party herete agrees o furnish oay
which s required to be furnished by said Ac t

in a timely manner aad in sefficient doe

ARTICLE XV.
OTHER PROVISIONS

L14-
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ARTICLE XVL
MISCELLANECUS

This agreement shall be binding npon and shall inure to the benefit of the parties hereto and to their respeciive heirs, devisces,
legal repeesencatives. successors and assigrs

This mswutnent may be executed in any number of counterpares, exch of which shall be considered an original for all purposes.

IN WITNESS WHEREOF, this agreement shal b= ellective as of av of 19,

OPERATOR

NON-OPERATURS

S15-
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rather than 100%. of :ost-bearing and non-
cost-hearing interests in both original unit
and land o be added to unit had to be
obrained for addition of new land to previous-
Iy established unit, and (2} Commission did
not retrogctively apply its new interpretation
of statute.

Affrmed.

1. Mines and Minerals ¢=92.79

Ol ard Gas Conssrvation Commission
did not impermissibly act in arbitrary and
capricious manner when It changed its inter-
pretation of statute governing addition of
land to oi! and gas intcrests unit such that
consent of only 80%, rather than 100%, of
cost-bearing and noncost-bearing interests in
borh original unit and land to be added to
uri had to be obtained for addition of new
land teo previously established unit, despite
conzention that sudden, abrupt change in pol-
would have sigrificant impact in oil and
industry . W.SA87T § 30-5-110n, .

2. Mines and Minerals -=92.16

01 and Gas Conservation Commission is
legally required o enforce law as it has been
drafzed by legislature.

3. Mines and Minerals &92.79

Oil and Gas Conservation Commission
did not retroactively appiv, to application for
addition of new land to o] and gas interests
unit, its new interpretation of statute govern-
ing application to add laad to unit, such that
consent of only 80%%. rather than 100%, of
cost-bearing and noncost-hearing interests in
both original unit and land to be added to
unit had to be obtained f» addition of new
land to previously established unit, where
Commission announced new interpretation
almost two months before full hearing on
application to expand unit. W.8.1977, § 30—
5-110¢h, ).

4. Mines and Minerals ¢=92.16

Ol and Gas Conservation Commission is
urnder affirmative legal dity to implement
laws which are adopted by legislature.
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new interpretation of the statute on July 13,
1993. The full hearing on North Finn’s ap-
plication to expand the unit and on Cook’s
application for protection of his correlative
rights was not held until September 8, 1993.
A statute has not necessarily been applied
retroactively because it has relied upon ante-
cedent facts for its operation. BHP Petrole-
um Company, Inc. v. State, 784 P.2d 621, 626
(Wy0.1989) (quoting Belco Petroleum Corpo-
ration v. State Board of Equalization, 587
P.2d 204, 210 (Wyo.1978)). See also Amoco
Production Company v. Hakala, 644 P.2d
785, 788 (Wyo0.1982).

By conducting a full hearing on the expan-
sion of the Unit in September 1993, the
Commission gave Cook precisely the relief
which he requested at the July 13, 1993,
hearing:

{Llet’s assume for a second that [the Com-

mission] adopted the 80 percent total, just

so [the Commission] know{s] before [it]
goles] to lunch and the record is clear, we

will ask {the Commission] to make that a

prospective decision and not include this

North Carson Unit, because, as [the Com-

mission] say[s] accurately in [its] notice,

historically the [Clommission has taken the

[position] that [it] dofes] not have the au-

thority to add lands to an established unit

unless 100 percent of all parties agree,
andfor, either [the Commission]
applfies] the 100 percent to the North

Carson Unit or [it] reopen[s] the hearing

on that unit to see if the addition is

feasible, if it’s economic[al], if Mr. Cook
is being treated properly and so on.

(Emphasis added.)
Affirmed.

w
O £ KEY NUMBER SYSTEM
T

C.H. RUWART, Jr.; C.H. Brown Motom‘
Inc; and Bob Ruwart Motors, Inc,
Appellants (Defendants),

v.

Janet S. WAGNER and Ernest
L. Wagner, Appellees
(Plaintiffs).

No. 93-185.
Supreme Court of Wyoming.
Aug. 31, 19%4.

Buyers involved in failed new car pur.
chase including trade-in of their old vehicle
brought action against car dealership defen-
dants for conversion. The District Cour,
Platte County, John T. Langdon, J., retired,
entered default judgment as to liability and
subsequently awarded damages. Defendants
appealed. The Supreme Court, Golden, J.
held that: (1) Supreme Court’s dismissal, as
untimely, of defendants’ previous appeal
from order denying motion to set aside de-
fault judgment granted as discovery sanction
did not prevent consideration of defendants’
arguments concerning sanctions in instant
appeal following final judgment; (2) default
judgment entered against defendants as dis-
covery sanction was void for failure to com-
ply with three-day notice requirement; (3
trial court’s determination that car dealer-
ship defendants had supplied deficient infor-
mation and documentation regarding repair
bill, radiator damage, and disposal of plain-
tiffs’ vehicle, and that defendants had not
deposited with clerk of court funds received
by auctioneer for sale of plaintiffs’ vehicle,
were not supported by record on appeal and.
thus, trial court’s denial of motion to §9t
aside default judgment imposed as sanction
was abuse of discretion; and (4) portion_ of
attorney fees relating to order compelling
discovery would be vacated, as trial court (%ld
not make requisite award following its B
suance of order compelling discovery.

Reversed and remanded.

Cardine, J.. filed dissenting opinion I
which Taylor, J.. joined.
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quire at least some attempt to test availa-
ble production to the north, west or south
of the original pilot project? Once the pilot
project was abandoned, would a prudent
operator have attempted another pilot
water injection project in some other loca-
tion on the unit? Is it prudent for an
operator of a unit this large to sit for ten
years pumping six wells—five of them clus-
tered together—while leaving large areas
untried? Are the six wells now being
pumped adequate to produce the oil under-
lying the entire 5800 acres, much of which

is over a mile from the nearest well? Does

such an operation prevent waste, conserve
oil and gas and protect the correlative
rights of all of the persons entitled to
share in the production from this unit?

The Corporation Commission did not ad-
dress these or like issues in its final order
in this proceeding; rather, it based its deni-
al of dissolution solely upon the original
Plan of Unitization, allowing the present
operator sole discretion to determine
whether or not this unit shall continue.
This resolution by the Corporation Commis-
sion is not in the public interest, is not
authorized by statute, and cannot be
viewed in any sense as protective of the
interests of those persons who are entitled
to share in the production of this unit ex-
cept one—the holder of the working inter-
est. The Corporation Commission cannot
delegate its statutory authority and respon-
sibilities to the owner of the working inter-
est. Voluntary termination by the working
interest owner is but an alternative method
of termination,, That alternative remains
open to the working interest owner under
the Plan of Unitization and under the Cor-
poration Commission’s order of May 24,
1968. However, the Corporation Commis-
sion remains the ultimate authority and
may terminate compulsory unitization if it
determines that unit operations are not be-
ing carried on in a prudent manner, or that
the purposes of the act, as set forth in
K.S.A. 55-1301, cease to be served.

The judgment is reversed and this case is
remanded to the district court with di-
rections to remand the matter to the Corpo-

677 PACIFIC REPORTER, 2d SERIES

ration Commission for further proceedings
consistent with this opinion.

HERD, J., not participating.
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234 Kan. 1016
Charles W. WEINZIRL,
Appellee/Cross-Appellant,

v.

The WELLS GROUP, INC,,
Appellant/Cross-Appellee.

No. 53731.
Supreme Court of Kansas.

Feb. 18, 1984

Sales representative, who voluntarily
terminated his employment, made a claim
to the Department of Human Resources
for the balance of his commissions earned
but not vet paid upon his termination. The
Department determined that the represent-
ative was entitled to the payment of the
commissions and statutory penalties for
employer’s failure to pay the disputed com-
missions, Upon review, the District Court,
Saline County, Morris V. Hoobler, J., up-
held the award of the commissions but
reversed the imposition of the statutory
penalties and refused to award prejudg-
ment interest claim by representative for
the first time upon review. Representative
and employer appealed. The Supreme
Court, Lockett, J., held that: (1) employ-
ment contract provision allowing employer
to withhold commissions earned but not yet
paid upon termination as liquidated dam-
ages could not be upheld; (2) continued
servicing of employer's clients was not 2
“condition precedent” to representative’s
receipt of commissions earned but not yet
paid upon his termination; (3) representa-
tive was not entitled to commissions for
contracts being negotiated but not sold at
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process of unitizing the area, centralizing

management, pumping a few wells, and’

dividing the royalty proceeds according to
schedule; it must also mean the good faith
operation and prudent development of the
unit.

[8] The Supreme Court of Arkansas, in
Christmas v. Raley, 260 Ark. 150, 539
S.W.2d 405 (1976), held that the implied
covenant to develop applies to unitized oil
operations even when unitization is compul-
sory, and breach of that covenant is a
ground for dissolution of the unit and can-
cellation of the leases. We agree. Kan-
sas, like Arkansas, has long recognized
that there is imposed by law upon an oil
and gas lessee an implied covenant to rea-
sonably develop the lease. This covenant
is measured by the ‘“‘reasonably prudent
operator test.” See K.S.A. 55-223; Rush
v. King Oil Co., 220 Kan. 616, 627, 556
P.2d 431 (1976); Shaw v. Henry, 216 Kan.
96, Syl. 1M1, 2, 331 P.2d 128 (1975);
Stamper v. Jones, 188 Kan. 626, 631, 364
P.2d 972 (1961); Renner v. Monsanto
Chemical Co., 187 Kan. 158, 166, 167, 168,
354 P.2d 326 (1960); and Baker v. Huff
man, 176 Kan. 554, 271 P.2d 276 (1934).
In King Oil we said:

“Under the implied covenant of reasona-

ble development when oil in paying quan-

tities becomes apparent and the number
of wells to be drilled on the lease is not
specified, there is an implied obligation
on the lessee to continue development of
the leased premises by drilling as many
wells as reasonably necessary to secure
the oil for the comgon good of both the

lessor and the lessee.” Syl 71.

“Under the prudent operator test the les-

see must continue reasonable develop-

ment of the leased premises to secure the
oil for the common advantage of both
lessor and lessee and may be expected
and required to do that which an opera-
tor of ordinary prudence would do to
develop and protect the interests of the
parties.”” Syl 3.
The owner of an individual tract has the

right to expect his lessee to prudently de-
velop that tract under an oil and gas lease.

When, however, the tract becomes unitized
by order of the Corporation Commission,
operations conducted pursuant to the order
of the Corporation Commission providing
for unit operations “constitute a fulfillment
of all the express or implied obligations of
each lease ....” K.S.A.55-1306. We hold
that the implied covenant to develop, meas-
ured by the reasonably prudent operator
test, applicable to lessees of individual leas-
es, is equally applicable to the operators of
unitized leases.

[9] The Corporation Commission has
statutory authority to amend or modify its
unitization orders, and to terminate unit
operations. K.S.A. 55-1305. It is the reg-
ulatory body which has expertise in the
field, which has competent staff advisors,
and which may employ consultants when
that becomes necessary. K.S.A. 55-1309.
The commission is in the best position,
when called upon to do so, to determine
whether “unit operations” upon statutorily
unitized oil and gas leases are being carried
on in good faith and whether the unit is
being prudently operated and developed.
When applications are filed with the com-
mission to terminate a unit, the critical
issue is whether ‘“‘unit operations” were
those of a reasonably prudent operator at
the time the application was filed. Such
a determination must be made if the correl-
ative rights of all parties entitled to share
in the production are to be protected. It is
the duty of the Corporation Commission to
protect those rights.

[10] Has the operator in this case exer-
cised good faith and has it operated and
developed the entire unit as a prudent oper-
ator would? The plat of the 5800 acres in
this unit discloses that there is not one well
on the west 2880 acres, not one well on the
north 1240 acres, not one well on the south
1200 acres. Assuming that the pilot injec-
tion project in the northeastern portion of
the unit pushed the oil in more than one
direction from the location of the initial
injection wells, would prudent operation re-
quire attempts at production in directions
other than southeast of the pilot project?
Would prudent development of the unit re-
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ing interest owners did not agree to that
plan. Unitization was forced upon those
people in 1968 under the original proceed-
ing conducted pursuant to K.S.A. 55-1301
et seq. The Plan of Unitization, however
fair in its provisions as to the workings and
operation of the unit, is not a contract
which may be enforced against those inter-
est holders who did not agree to its terms
and who were included in the unit against
their will. The unit in this case is not one
created by contract; it is one imposed by
the Corporation Commission under authori-
ty of law.

[4,5] Both the Corporation Commission
and the district court denied dissolution of
the unit solely because of provisions in
what they viewed as the “contract.” But
by no stretch of the imagination can the
unwilling interest holders be considered
parties to a unitization “contract.” Only
the Corporation Commission can impose
unitization upon unwilling interest holders
and then only pursuant to the statutes des-
ignated above. As Chief Justice Schroeder
observed in his dissent in Mobil Oil Corp.
v. Kansas Corporation Commission, 227
Kan. 594, 610, 608 P.2d 1325 (1980), “[T]he
Commission’s authority to compel unitiza-
tion is governed strictly by statute.” (Em-
phasis in original.) After notice and hear-
ing, if the unit application complies with all
statutory requirements and if the commis-
sion makes the required findings, the com-
mission may order unit operation and com-
pel unitization on the non-signing 25% roy-
alty owners. Though they are bound by
the unitization order, the non-signing own-
ers cannot be compelled to sign a “con-
tract.”

[61 In this case, the commission's origi-
nal order provides that the unitization
should continue “so long as unitized sub-
stances are produced in paying quantities
and as long as unit operations are conduct-
ed ...." The phrase, “in paying quanti-
ties,” has a generally accepted meaning in
oil and gas cases. It refers to the produc-
tion of sufficient quantities of oil or gas to
yield a profit to the lessee over its operat-
ing expenses, even though the drilling

677 PACIFIC REPORTER, 2d SERIES

costs, or equipping costs, are never recov-
ered and even though the undertaking as a
whole may result in a loss to the lessee.
See Pray v. Premier Petroleum, Inc., 233
Kan. 331, Syl. 15, 662 P.2d 255 (1983), and
Texaco, Inc. v. Fox, 228 Kan. 589, 593, 618
P.2d 844 (1980). The petitioners apparently
agree that Misco is producing oil in paying
quantities, i.e., that the twenty-four barrels
of oil a day, when sold at the current
market price, produce sufficient revenue to
pay Misco’s operating expenses and yield a
profit.

[7] The original order also provides that
operations shall continue “as long as unit
operations are conducted ....” ‘‘Unit op-
erations” do not appear to be defined either
by statute or by prior case law. Does the
mere production of a few barrels of oil
from one well on a unitized acreage and the
payment and division of the resulting royal-
ties among all of those interest holders
who have some right thereto constitute
unit operations? If, for example, Misco
could pay its operating expenses and per-
haps even make a small profit from one
well producing two barrels a day, and thus
establish that it was recovering oil in pay-
ing quantities, and if at the same time it
divided the royalties therefrom among the
myriad owners of royalty interests in the
5800 acres comprising the Nichols unit,
would such activity constitute “unit opera-
tions”? We think not.

Unit operation is said to represent devel-
opment and operation of an oil pool as 2
unit. It involves the consolidation or merg-
er of all of the interests in the pool and the
designation of one or more of the parties as
operator. This method of development will
permit the location of wells so as to secure
the most scientific use of the natural reser-
voir energy in the production of oil and gas
by primary recovery methods. See Camp-
bell v. Fields, 229 F.2d 197, 199, 200 (5th
Cir.1956). It would also include the loca-
tion of both induction and production wells
so as to secure the most scientific use of
artificial energy in the production of oil and
gas by secondary or tertiary recovery.
“Unit operation” must mean not only the

-
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was originally decreed. Instead, it found
that Article 26, section 26.1, of the original

Plan of Unitization provided that the unit

would continue in effect until at least 635%
of the working interest group owners de-
termine that unitized substances can no
longer be produced in paying quantities or
that unit operations are no longer feasible;
that the working interest owners (Misco)
had not made that determination; and that,
therefore, the order for unitization must
remain in effect until such time as the
determinations as set forth in Article 26,
section 26.1, of the Unitization Plan are
met.

121 The cessation of water flooding
does not automatically require the dissolu-
tion of a unit established under 55-1301 e¢
seq. The introduction of artificial energy
into a reservoir is intended to move the
recoverable hydrocarbons from place to
place, and, one hopes, to move them away
from the water injection wells and toward
the producing wells, thus increasing recov-
ery. The initial injection of large quanti-
ties of water into an oil-bearing strata may
move the oil to positions where it can there-
after be recovered through ordinary or pri-
mary recovery methods. Under the Plan
of Unitization approved by the Commission,
the operator may change its method of
operation from time to time; and the Com-
mission found that the cessation of water
injection in 1971 followed good engineering
practice. The evidence supports this find-
ing. (The evidence does not indicate
whether the continuance of this method of
production since 1971, and the reduction of
the number of producing wells to six, fol-
lows good engineering practice and consti-
tutes prudent development of the unit.
The Commission made no finding in this
regard.)

We hold that the mere cessation of water
injection does not, in itself, require the
dissolution of the unit.

H. MAY THE AUTHORITY TO TERMI-
NATE A COMPULSORY UNIT BE
DELEGATED TO THE OWNER OF
THE WORKING INTEREST?

The final issues are whether the Corpora-
tion Commission erred in ruling that the

unit would continue until the working own-
er, Misco, terminated it, and whether the
Corporation Commission improperly dele-
gated to the working interest owner the
authority to determine when unitization
would terminate. We will consider these
together.

The purposes of the compulsory unitiza-
tion act, as set forth in K.S.A. 55-1301, are
to prevent waste, to further the conserva-
tion of oil and gas, and to protect the
correlative rights of persons entitled to
share in the production thereof. The Cor-
poration Commission did not make specific
reference to these purposes in its order of
June 1982 denying petitioners’ request that
the unit be terminated. Instead, the Corpo-
ration Commission’s order is based upon
the provisions of the Plan of Unitization
that provide for termination. As shown
above, those provisions give the power to
terminate to Misco, since it owns all of the
working interest. Its witnesses ‘“‘estab-
lished that Misco believes that unit opera-
tions are feasible and in fact necessary to
the ultimate recovery of the hydrocarbons
underlying the unit.” The commission held
that because Misco determined that unit-
ized substances could still be produced in
paying quantities and that there was still
production from the unit, the order for
unitization must remain in effect until Mis-
co or some subsequent working interest
owner makes contrary determinations, un-
der the provisions of the Plan of Unitiza-
tion. The district court went further and
held that the Plan of Unitization was con-
tractual and binding upon the surface
(royalty or mineral interest) owners and
their successors in interest, and that the
unit must continue until the working inter-
est owner determines otherwise pursuant
to the plan.

[3] The original Plan of Unitization was
not a contract between all of the royalty
and mineral interest owners and al/ of the
working interest owners. Approximately
19% of the royalty and mineral interest
owners and a smaller portion of the work-
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by the commission if it finds that (1) “pri-
mary production from a pool or a part

thereof sought to be unitized has reached a -

low economic level and, without introduc-
tion of artificial energy, abandonment of oil
or gas wells is imminent”; or (2) “the
unitized management, operation and fur-
ther development of the pool ... is econom-
ically feasible and reasonably necessary to
prevent waste within the reservoir and
thereby increase substantially the ultimate
recovery of oil or gas ...."”

[1]1 The 1968 order of the corporation
commission included both findings, stated
in separate sentences in paragraph No. 4,
quoted in full above. Thus, the commission
made two findings which would support
and authorize its unitization order: The
need for the introduction of artificial ener-
gy; and the need for unitized management,
operation and development to prevent
waste. The separation of the two distinct
findings in the statute by a semicolon and
the conjunction “or” clearly shows that the
legislature intended that compulsory unit-
ization could be imposed by the corporation
commission upon either finding—need for
introduction of artificial energy or the need
for unitized management, operation and de-
velopment. This has been the interpreta-
tion followed by at least one commentator
on the statute. Professor Ernest E. Smith,
commenting in The Kansas Unitization
Statute: Part I, 16 Kan.L.Rev. 567 (1968),
says:

“Under the terms of the Kansas stat-
ute two types of field conditions will
warrant the issuance of a unitization or-
der. The first field condition is met
when ‘the primary production from a
pool or a part thereof sought to be unit-
ized has reached a low economic level
and, without introduction of artificial en-
ergy, abandonment of oil or gas wells is
imminent.” The second exists whenever
‘the unitized management, operation and
further development of the pool or the
part thereof sought to be unitized is eco-
nomically feasible and reasonably neces-
sary to prevent waste within the reser-
voir and thereby increase substantially

the ultimate recovery of oil or gas.’ In
general, the first field condition seems to
contemplate a pool which is ripe for unit-
ized secondary recovery operations, and
the second, a pool which will be less
wastefully and more economically operat-
ed under a unit plan during the primary
stage of its development. However, the
definitions of the field conditions seem to
overlap considerably; and, upon closer
examination, it is not clear whether they
are in fact referring to two different
types of relatively uncommon situations
or whether, together, they were intended
to permit unitization of virtually every
reservoir in the state. The latter inter-
pretation seems the more likely one.

“The problem of defining the precise -

scope of the first field condition warrant-
ing a unitization order may, however, be
largely academic; for the second type of
field condition which warrants such an
order is defined so broadly that it may
very well include every oil and gas field
in the state, and apply to both primary
and secondary recovery operations. Ac-
cording to the statute a unitization order
may be issued if the commission finds
that ‘the unitized management, operation
and further development of the pool or
the part thereof sought to be unitized is
economically feasible and reasonably nec-
essary to prevent waste within the reser-
voir and thereby increase substantially
the ultimate recovery of oil and gas.” In
virtually every reservoir, waste can be
prevented and the ultimate recovery of
oil and gas substantially increased
through a program of unitization, wheth-
er it is begun immediately after dis-
covery as a part of primary development
or as a secondary recovery operation at a
time when primary production has al-
most played out. The only question may
concern the economic feasibility of unit-
ized operations in a particular field.” 16
Kan.L.Rev. at 569, 573-74.

We point out, however, that the Corpora-

tion Commission in its 1982 order did not
find that unitization must continue for ei-
ther of the reasons for which unitization
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plan, no review of its propriety need be
made.

“B. The Defendants and Respondents
moved for a Summary Affirmance of the
Commission's Order contending that the
District Court is restricted, in its scope or
review, to considering whether, as a matter
of law, the administrative agency, here the
Corporation Commission, acted frandulent-
ly, arbitrarily, or capriciously, whether the
Administrative Order was substantially
supported by evidence, and whether the
tribunal’s action was within the scope of its
authority. The authorities cited by the De-
fendants have recognized this to be the
scope of judicial review of administrative
action in numerous instances, however,
these authorities are based on the assump-
tion that there is no contrary legislative
provisions. (See Micheaux v. Amalgamat-
ed Meat Cutters and Butcher Workmen,
231 Kan. 791, and, particularly, p. 794 [648
P.2d 722]) Here the scope of review is
established by statute set out in K.S.A.
55-606, which provides as follows:

‘Any rule, regulation, order or decision of

the Commission may be superseded by

the District Court upon such terms and
conditions as it may deem proper...

The Court shall not be bound by any

finding of fact made by the Commission.

‘The authority of the Court shall be limit-

ed to a judgment, either affirming or

setting aside in whole, or in part, the
rule, regulation, order, or decision of the

Commission,’
thus establishing a scope of review as be-
ing de novo on the record. With this scope
of review a summary affirmance would be
inappropriate. -

“C. The provisions of the unitization
plan which were originally agreed upon
concerning the term of the plan and the
method of termination are contractual
and binding upon the original surface
owners and Lheir successors in interest so
long as the continued enforcement and
execution of the contract does not contra-
vene public policy. In fact, the evidence
of MISCO Industries supports the conclu-
sion that the ongoing unit operation is nec-

essary to prevent the waste of the hydro-
carbons underlying the unit and subject
only to secondary recovery operations
which complies with the public policy de-
clared by the legislature in establishing the
unitization procedure.

“D. In the absence of a showing that
the conditions for termination of the
plan have been met, unitized operations
pursuant to the plan must continue in
effect until such time as the determina-
tions required by Article 26, Sec. 21.1 of
the plan are made.

“E. No conclusion or finding in this or-
der should be construed as any indication
of this Court's approval or disapproval of
planned and prospective operations of MIS-
CO or any assignee in any other formation
under the Nichols Unit. These conclusions
are restricted to secondary recovery proce-
dures or operations within the Mississippi
Chert formation in the Nichols Unit.

“F. Because of the above findings and
conclusions the order of the Corporation
Commission dated June 3, 1982, is hereby
affirmed.” (Emphasis supplied.)

I. WHETHER THE UNIT MUST BE
DISSOLVED SINCE WATER
INJECTION HAS CEASED
Petitioners contend that the unit was cre-
ated for the sole or at least the primary
purpose of secondary recovery operations,
and that since secondary recovery opera-
tions ceased in 1971, the unit must be
dissolved. The original Plan of Unitization,
circulated among and approved by more
than 75%—but less than 100%—of the roy-
alty and mineral interest owners, clearly
called for secondary recovery operations by
means of water injection. The plan, how-
ever, also provided that the working inter-
est owners could discontinue or change the
method of operation according to the dic-
tates of good engineering or production

practices.

The statute under which compulsory
unitization was secured, K.S.A. 55-1304,
quoted at length earlier in this opinion,
provides that unitization may be imposed
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ols Unit, comprised of approximately 3800
acres, was fast becoming uneconomical to
operate due to decreasing production. The
Unitization Plan specified that secondary
production could be stimulated by the injec-
tion of an artificial energy source into the
Mississippi Chert Pool, and was approved
by the then current surface owners and
working interest owners. The plan was
authorized by the Commission’s Order. It
was executed by the injection of 6.2 million
barrels of water into the Mississippi Chert
Reservoir, but notwithstanding Gulf’s best
scientific and technical estimates, the plan
was a failure. Guilf substantially aban-
doned the water injection and secondary
flooding program in 1971 and negotiated a
sale of its interest in the Nichols Unit to
MISCO, the present working interest own-
er.

“3. MISCO, apparently, is primarily a
salvage company specializing in buying and
selling used oil field exploration and pro-
duction equipment. It purchased the Gulf
interest and proceeded to commence a sal-
vage program plugging numerous wells,
dismantling and removing most all of the
tank batteries, and other production equip-
ment for resale. It terminated the water
injection program because of economic in-
feasibility due to the then current crude oil
price of $3.00 per barrel.

“4. All production from the Nichols
Unit continued to decline until 1975 when a
small “kick” increased production. MISCO
made no effort to drill any other wells to
explore any other formations or continue
any additional exploration in the Mississippi
Chert until sometime in 1981. During the
intervening 10 years, the price of crude oil
had increased to approximately $40.00 per
barrel. MISCO continued to operate the 6
wells that are still producing on the unit
which, during the first 10 months of 1981,
produced less than 25 barrels of oil per
day.

“5. The record also reflects that during
this time period production payments were
apportioned under the plan to the original
surface owners and their successors in in-
terest. Other companies are interested in
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making further exploration into the unit,
both for purposes of primary and second-
ary recovery. Agreements have been
reached between MISCO and Murfin 0il
whereby Murfin would reimplement a sec-
ondary water flooding program. Another
agreement has been reached between MIS-
CO and Vincent, whereby Vincent would
explore for primary production in other
formations beside the Mississippi Chert.

“6. The 25 barrels per day production
constitutes a unitized substance being pro-
duced as contemplated by the Commis-
sion’s Order originally.

“re

1. The unit operating agreement pro-
vides that termination shall occur only
upon a determination that unitized sub-
stances can no longer be produced in
paying quantities or that unit operations
are no longer feasitble. This determina-
tion must be made by vote of at least 65%
of the working interest owners. There is
no evidence that either of these conditions
for termination have been fulfilled.

“8. Pursuant to the plan of unitization
in Sec. 4.2, the operative methods may be
changed, or discontinued, when the work-
ing interest owner determines that current
operations are no longer in accordance with
good engineering and production practices.
Nothing in the record contends that the
termination of the water flood operation in
1971 was not in accordance with good engi-
neering and production practices. The evi-
dence in the record does suggest that due
to technological developments in the field
of secondary water flooding, production
could probably be enhanced if these new
techniques are implemented within the Mis-
sissippi Chert Reservoir.

“9, The record is silent as to the effects
of the current secondary water flood pro-
posal upon possible oil and gas available
for primary production in other formations
than the Mississippi Chert.

“Conclusions of Law

“A. Since there is no challenge to the
original authorization of the unitization
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Phase II consisted of secondary produc-
tion. Under the agreement Phase II par-
ticipation began April 1, 1969. Under
Phase II participation all interested own-
ers are paid royalties according to the
percent of their interest in the unit.

“8. Article 4 of the Plan of Unitiza-
tion addresses the plan of operation.
Section 4.2 entitled change of operating
methods, allows the working interest
owner to discontinue or modify the meth-
od of operation of the unit, when in its
opinion the current operations are no
longer in accordance with good engineer-
ing and production practices. Protestant
Misco Industries contend that the cessa-
tion of waterflood activities were in ac-
cordance with good engineering practice.
None of the parties challenged this posi-
tion.

“CONCLUSIONS OF LAW

“1. Article 13 of the Kansas Statutes
Annotated authorizes the Commission to
issue orders for unitization upon the fil-
ing of a proper application and a finding
that certain statutorily required condi-
tions exist. (K.S.A. 55-1303 and 1304).

“2. The Commission’s order of unit-
ization effective June, 1968, sets out the
terms and conditions by which the unit
was to be operated and prescribes a plan
for unit operation as required by K.S.A.
53-1305. This plan for unit operation is
set forth in the Plan for Unitization for
the Nichols Unit, Kiowa County, Kansas.
This plan was made a part of the Com-
mission’s order.

“3. Article 26 of the Unitization Plan
(page 15) sets oat the term of the unit.

26.1 provides that

‘Term. The unit and this Plan of Unit-

ization shall continue in effect until the

working interest owners group by vote
of at least sixty-five percent (65%) of
the voting interest determines that
unitized substances can no longer be
produced in paying quantities or that
unit operations are no longer feasible.’

Testimony of witnesses for Misco In-

dustries, the working interest owner, es-

tablished that Misco believes that unit

operations are feasible and in fact neces-

sary to the ultimate recovery of the hy-
drocarbons underlying the unit.

“[4). The Commission finds that be-
cause the voting interest in the unit
(working interest owners) have not de-
termined that unitized substances can
no longer be produced in paying quan-
tities and there is still production from
the unit, the order for Unitization for
the Nichols Unit, Kiowa County, Kan-
sas, shall remain in effect until such
time as the determinations as set forth
tn Article 26, Section 26.1 are met.

“IT IS, THEREFORE, BY THE COM-
MISSION ORDERED that the applica-
tion of certain landowners for an order
dissolving the Nichols Unit be and the
same is hereby denied.

“The Commission retains jurisdiction
of the subject matter and the parties for
the purpose of entering such further or-
der or orders as from time to time it may
deem proper.” (Emphasis supplied.)

After oral argument, an application for re-
hearing was denied by the commission on
July 29, 1982.

Petitioners appealed to the district court,
which affirmed. The district court’s find-
ings of fact and conclusions of law are as
follows:

“Findings of Fact

“1. The Plaintiffs’, being the landown-
ers, filed an application with the State Cor-
poration Commission in September of 1981
seeking to dissolve a Commission Order
dated May 24, 1968, which unitized about
5800 acres for the purpose of water flood-
ing to stimulate secondary production of oil
from the Mississippi Chert formation under
the Nichols Unit in Kiowa County, Kansas.
The application was denied and after re-
hearing oral argument, the denial was re-
peated. Plaintiffs have appealed under
K.S.A. 55-606.

“2. The record reflects that unitization

plan was approved upon the application of
Gulf Oil in 1969, specifying that the Nich-
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ing water and/or gas into the Unitized
Formation. '

“4.2 Change of Operating Methods.
Nothing herein shall prevent the Work-
ing Interest Owners Group from discon-
tinuing or changing in whole or in part
any method of operation which, in its
opinion, is no longer in accord with good
engineering or production practices.
Other methods of operation may be con-
ducted or changes may be made by the
Working Interest Owners Group from
time to time if determined by it to be
feasible, necessary, or desirable to in-
crease the ultimate recovery of Unitized
Substances.”

“Unitized Substances” were defined in a
preceding section of the plan:

“1.4 Unitized Substances (unit pro-
duction) means all Oil and Gas within or
produced from the Unitized Formation.”

“26.1 Term. The Unit and this Plan
of Unitization shall continue in effect
until the Working Interest Owners
Group by vote of at least Sixty-Five per-
cent (65%) of the voting interest deter-
mines that Unitized Substances can no
longer be produced in paying quantities
or that Unit Operations are no longer
feasible.”

At the time of the 1968 unitization hear-
ing, it was estimated by experts that water-
flooding would produce a total of almost
three million barrels of oil during the years
1968 through 1979. Actual production
amounted to a little over 200,000 barrels,
almost half of that pfoduced prior to June,
1971. Plaintiffs point out that at the
present rate of production it will take al-
most 300 years for the wells to produce the
remaining 2,800,000 barrels of oil.

After the commission entered the unitiza-
tion order, Gulf, as operator, commenced a
pilot waterflood project, located approxi-
mately in the center of the north half of
the Nichols unit. Between January 1969
and June 1, 1971, Gulf injected over 6.4
million barrels of water into the formation.
The pilot project did not work as well as
expected, and Gulf and all of the other
working interest owners sold their inter-
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ests to Misco Industries, Inc., and it took
over operations on about June 1, 1971.
Misco has since been the sole working in-
terest owner and sole operator of the unit.
Almost simultaneously with the takeover,
Misco ceased water injection, and there has
been no injection of water or other repres-
suring since that time. When Misco took
over, there were some seventy-nine wells
located on the 5800 acres, including twenty-
five producing oil wells, one gas well, some
forty temporarily abandoned oil wells, sev-
eral injection wells, and a water well.
There were tank batteries on most of the
separately owned tracts. Misco, a large
part of whose business consists of salvag-
ing oil field equipment, pulled the pipe and
plugged approximately seventy-three of the
wells, leaving only six producing oil wells
from which production has been continuous
since 1971. Misco removed almost all of
the tanks, pipe and equipment from the
entire unit. During the Misco years, only
three new wells have been drilled, and all
were unsuccessful.  Misco has never
worked over any of the producing wells.
Production, which was in the neighborhood
of sixty-five barrels per day when Misco
took over in 1971, averaged about twenty-
four barrels per day during the first ten
months of 1981, immediately prior to the
commencement of this proceeding.

The petitioners, owners of all royalty and
mineral interests in the 5800-acre Nichols
Unit, except for those attached to one 160-
acre tract, filed an application with the
State Corporation Commission on Septem-
ber 10, 1981, seeking an order of the com-
mission dissolving the unit. An evidentiary
hearing was held before a hearing examin-
er on March 16, 1982, and by order entered
June 3, 1982, the commission denied the
application. After stating several findings
of fact, most if not all of which are undis-
puted, the rest of the commission’s order
reads:

“7_ Under the terms of the unit oper-
ations agreement, which was incorporat-
ed in the order, the participation in the
unit was divided into two phases. Phase
I consisted of primary production and
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Operations conducted pursuant to an or-

der of the commission providing for unit -

operations shall constitute a fulfillment
of all the express or implied obligations
of each lease or contract covering lands
in the unit area to the extent that compli-
ance with such obligations cannot be had
because of the order of the commission.”
The remaining sections of the act provide
for enlargement of the area, creation of
new units, taxation, recording, and other
matters not germane to this litigation.

On April 22, 1968, Gulf Oil Corporation
filed an application for unitization of the
Nichols pool. The application contains the
following:

“3. The type of operations contem-
plated for the unit area is secondary oil
recovery operations ... by repressuring
the formation with the injection of water.

“3. That the primary production from
the Nichols pool underlving the lands
hereinabove described has reached a low
economic level, and without the introduc-
tion of artificial energy, abandonment of
the oil wells in the Nichols pool is [immi-
nent]. The unitized management and op-
eration of the Nichols pool is economical-
ly feasible and reasonably necessary to
prevent waste within the reservoir and
thereby increase substantially the ulti-
mate recovery of oil and gas.”

The Kansas Corporation Commission, af-
ter hearing, entered an order on May 24,
1968, providing for unitization of the Nich-
ols pool in Kiowa County. Following the
requirement of K.S. A. 55-1305, the com-
mission found that the plan for unit opera-
tions was approved in writing by those
required to pay at least 75% of the costs of
the unit operation, and also by owners of at
least 75% of the production or proceeds
which are free of costs such as royalties.
In language consistent with the applica-
tion’s statement of purpose, and with the
requirements of K.S.A. 551304, the com-
mission also found:

“3. The Pool, or formation, involved
is the Mississippi Chert formation and
the type of operation contemplated for

the unit is a fluid repressuring and
waterflooding or secondary recovery
operation for the purpose of enhancing
and increasing the ultimate recovery of
oil from land within the Unit Area ....

“4, The primary production from the
Nichols Pool underlying the above de-
scribed unit area, and which is sought to
be unitized, has reached a low economic
level of production and without the in-
troduction of artificial energy, aban-
donment of oil wells is imminent. In
addition the unitized management, op-
eration and further development of the
pool sought to be unitized is economi-
cally feasible and reasonably necessary
to prevent waste within the reservoir
and thereby increase substantially the
ultimate recovery of oil.” (Emphasis
supplied.)

The order concluded that operations
should: '

“continue for so long as unitized sub-
stances are produced in paying quanti-
ties, and as long thereafter as unit op-
erations are conducted, unless sooner
terminated by the working interest
owners in the manner provided in the
Unit Agreement and the Unit QOperat-
ing Agreement.”” (Emphasis supplied.)
What the order refers to as the “Unit

Agreement’” is apparently the “Plan of
Unitization,” which was approved in writ-
ing by the owners of over 73% (but less
than 100%) of the working interests and
the owners of over 75% (but less than
100%) of the royalty and mineral interests,
and which was presented to the commission
at the initial hearing upon Gulf’s applica-
tion for unitization. The “Plan of Unitiza-
tion” contains, inter alia, the following
provisions:

“4,1 Operating Methods. To the end
that the quantity of Unitized Substances
ultimately recoverable may be increased
and waste prevented, the Unit Operator,
under direction of the Working Interest
Owners Group, shall, with diligence and
in accordance with good engineering and
production practices, conduct secondary
recovery operations by means of inject-
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production thereof, the commission shall

for said purposes have ... the further

jurisdiction, powers and duties conferred

or imposed upon it by this act.”
K.S.A. 35-1302 defines certain terms.
“Pool” is defined as an underground accu-
mulation of oil and gas in a single and
separate natural reservoir characterized by
a single pressure system so that production
from one part of the pool affects the reser-
voir pressure throughout its extent.
“Waste,” in addition to its meaning as used
in those portions of chapter 55 dealing with
the production and sale of crude oil or
petroleum and with the production and con-
servation of natural gas, is defined to mean
both economic and physical waste resulting
from the development and operation sepa-
rately of tracts that can best be operated
as a unit.

K.S.A. 53-1303 provides for the filing of
applications with the commission request-
ing an order for the unit operation of all or
part of a pool, prescribes the contents of
the petition, and requires the commission to
set the matter for hearing and cause notice
to be given.

K.S.A. 55-1304 empowers the commis-
sion to make an order providing for the
unitization and unit operation of the pool if,
upon the hearing of the application, the
commission finds that three conditions ex-
ist:

“(a) The primary production from a
pool or a part thereof sought to be unit-
ized has reached a low economic level
and, without introduction of artificial en-
ergy, abandonment of oil or gas wells is
imminent; or th€ unitized management,
operation and further development of the
pool or the part thereof sought to be
unitized is economically feasible and rea-
sonably necessary to prevent waste with-
in the reservoir and thereby increase sub-
stantially the ultimate recovery of oil or
gas;

“(b) that the value of the estimated
additional recovery of oil or gas substan-
tially exceeds the estimated additional
cost incident to conducting such opera-
tions;
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“(c) that the proposed operation is fair
and equitable to all interest owners ...."

K.S.A. 55~1303 requires that the commis-
sion’s order for unitization prescribe a plan
for unitization, which plan must include
many enumerated items. Those of interest
here are:

“(b) a statement of the nature of the
operations contemplated;

“(j) the time when the unit operations
shall commence and the manner in which,
and the circumstances under which, the
unit operations shall terminate and for
the settlement of accounts upon such
termination;

“(1) such additional provisions that are
found to be appropriate for carrying on
the unit operations and for the protection
of correlative rights.

“An order providing for unit opera-
tions may be amended by the coramission
in the same manner and subject to the
same conditions as are necessary or re-
quired for an original order providing for
unit operations ....

“An order may provide for the unit
operation of less than the whole of a pool
where the unit area is of such size and
shape as may be reasonably required for
that purpose, and the conduct thereof
will have no material adverse effect upon
other parts of the pool.”

The following section, K.S.A. 55-1306,
provides in part:
“All operations, including, but not limited
to, the commencement, drilling, or opera-
tion of a well upon any part of the unit
area shall be deemed for all purposes the
conduct of such operations upon each
separately owned tract in the unit area
by the several owners thereof. The por-
tion of the unit production allocated to 2
separately owned tract in a unit area
shall, when produced, be deemed, for all
purposes, to have been actually produced
from such tract by a well drilled thereon.
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even though the undertaking as a whole
may result in a loss to the lessee.

4. Unit operation of oil and gas leases
involves the consolidation or merger of one
or more oil and gas leases and the designa-
tion of one or more of the parties as opera-
tor. It permits the location of induction
and production wells so as to secure the
most scientific use of natural or artificial
energy in the reservoir in the production of
oil and gas.

5. The implied covenant imposed upon
an oil and gas lessee to reasonably develop
and operate the lease, measured by the
“reasonably prudent operator test,” is ap-
plicable to the operator of a unit created by
order of the Corporation Commission pur-
suant to.K.S.A. 55-1301 et seq.

6. “Unit operation” means not only
the process of placing a number of oil and
gas leases together, centralizing manage-
ment, pumping the wells and dividing the
royalty proceeds according to schedule; it
also means the good faith operation and
prudent development of the unit.

7. On the hearing of an application to
terminate its order unitizing oil and gas
leases pursuant to K.S.A. 55-1301 et seq.,
the Corporation Commission must deter-
mine whether a unit was being operated in
good faith, whether it was being prudently
developed at the time the application was
filed, and whether the purposes of the com-
pulsory unitization act, K.S.A. 55-1301 et
seq., continue to be served.

8. When the Corporation Commission
has ordered the unitization of oil and gas
leases under K.S.A&. 55-1301 et seq., it may
not delegate to the operator of the unit sole
authority to decide when unitization shall
terminate.

Gordon Penny, of Chapin, Penny & Goer-
ing, Medicine Lodge, argued the cause and
was on the brief, for appellant.

Patricia A. Gorham, Asst. Gen. Counsel,
Topeka, argued the cause, and Brian J.
Moline, Gen. Counsel, Topeka, was with her
on the brief, for appellee Kansas Corp.
Com’n.

Joseph W. Kennedy, of Morris, Laing,
Evans, Brock & Kennedy, Wichita, argued
the cause, and Robert W. Coykendall,
Wichita, of the same firm, was with him on
the brief, for appellees Misco Industries,
Ine., and Vincent Oil Corp.

MILLER, Justice:

This is an appeal by the petitioners, the
royalty and mineral interest owners, from
the district court’s affirmance of a Kansas
Corporation Commission order denying pe-
titioners’ application for the dissolution of
the Nichols Unit, a 5800-acre unit created
by the Commission in 1968 under the Kan-
sas compulsory unitization law, K.S.A. 55-
1301 et seq. The issues as framed by the
petitioners are: (1) Where the unit was set
up by the Corporation Commission for sec-
ondary recovery operations, and secondary
recovery operations ceased in 1971, was it
error for the Corporation Commission to
refuse to terminate the unit? (2) Where
the Corporation Commission, in its 1968
order setting up the unit, reserved jurisdic-
tion to make further orders, was it error
for the Corporation Commission to con-
clude that the unit would continue until
terminated by Misco Industries, Inc.? (3)
If the Corporation Commission is correct in
its 1982 ruling that the unit continues until
the working interest owner decides to ter-
minate the unit, is such delegation of au-
thority to the working interest owner void
as beyond the jurisdiction and power of the
Corporation Commission?

This is the first time that proceedings
under the compulsory unitization law,
K.S.A. 55-1301 to -1315, inclusive, have
come before this court, and we will there-
fore discuss the provisions of that act, to-
gether with the factual background and the
proceedings below, rather fully. The law
was enacted in 1967 (L.1967, ch. 299) and
has not been amended. The first section of
the act, now K.S.A. 55~1301, expresses the
legislative purpose. It states:

“{Wlith respect to the prevention of

waste and the conservation of oil and gas

and the protection of the correlative
rights of persons entitled to share in the
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6. Mines and Minerals ¢78.1(8)

Phrase, “in paying quantities,” as used
in oil and gas cases, refers to production of
sufficient quantities of oil or gas to yield a
profit to the lessee over its operating ex-
penses, even though the drilling costs, or
equipping costs, are never recovered and
even though the undertaking as a whole
may result in a loss to the lessee.

See publication Words and Phrases

for other judicial constructions and
definitions.

7. Mines and Minerals ¢&=92.78

“Unit operation” of oil and gas leases
represents development and operation of
an oil pool as a unit, and involves consolida-
tion or merger of all of the interests in the
pool, and designation of one or more of the
parties as operator, and permits location of
wells so as to secure the most scientific use
of the natural reservoir energy in the pro-
duction of oil and gas by primary recovery
methods; it means not only the process of
unitizing an area, centralizing manage-
ment, pumping a few wells, and dividing
royalty proceeds according to schedule, but
also good-faith operation and prudent de-
velopment of the unit.

See publication Words and Phrases
for other judicial constructions and
definitions.

8. Mines and Minerals &78.1(7)

Implied covenant imposed upon an oil
and gas lessee to reasonably develop and
operate the lease, measured by the ‘“rea-
sonably prudent operator” test, is applica-
ble to operator of a unit created by order of
the Corporation Commission pursuant to
the compulsory unitization law. K.S.A. 55-
1301 et seq.

9. Mines and Minerals ¢92.79

When applications are filed with the
Corporation Commission to terminate a
unit created under the compulsory unitiza-
tion law, critical issue is whether ‘“‘unit
operations” were those of a reasonably
prudent operator at the time the application
was filed, a determination which must be
made if correlative rights of all parties
entitled to share in production are to be
protected; furthermore, it is the duty of
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the Corporation Commission to protect
those rights. K.S.A. 55-1301, 55-1305, 55-
1309.

10. Mines and Minerals ¢&=92.79

Order of the Corporation Commission
denying application of royalty and mineral
interest owners for dissolution of 5,800~
acre unit created by the Commission under
the compulsory unitization law, based sole-
ly upon original “plan of unitization,” al-
lowing the present operator sole discretion
to determine whether the unit should con-
tinue, without addressing questions wheth-
er the unit was being operated in good
faith, whether it was being prudently de-
veloped at the time the application was
filed, and whether the purposes of the com-
pulsory unitization act continued to be
served, constituted an impermissible dele-
gation of the Commission’s statutory au-
thority to decide when unitization should
terminate. K.S.A. 55-1301 et seq.

Syllabus by the Court

1. Under K.S.A. 55-1304, the Kansas
Corporation Commission may impose com-
pulsory unitization if it finds either (1) pri-
mary production has reached a low econom-
ic level and, without the introduction of
artificial energy, abandonment of oil or gas
wells is imminent; or (2) that the unitized
management, operation and further devel-
opment of the pool is economically feasible
and reasonably necessary to prevent waste
within the reservoir and thereby increase
substantially the ultimate recovery of oil
and gas.

2. The mere cessation of water injec-
tion or water flooding does not, in itself,
automatically require the dissolution of an
oil and gas unit established by order of the
Kansas Corporation Commission pursuant
to K.S.A. 55-1301 et seq.

3. The phrase, “in paying quantities,”
when used with reference to production of
oil or gas, means the production of suffi-
cient quantities of oil or gas to yield a
profit to the lessee over its operating ex-
penses, even though the drilling costs, or
equipping costs, are never recovered and
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PARKIN v. STATE CORP. COM'N OF KANSAS Kan. 991
Clte as 677 P.2d 991 (Kan. 1984)

entire KCC order was void. As the court
found the 3% maximum rate increase provi-
sions reasonable and lawful, it should have
modified and set aside the objectionable
part of the order which allowed individual
carriers to charge less than the maximum
rate without filing such lower rates with
the KCC. Other arguments made by the
parties have been considered and found to
be without merit.

The judgment is affirmed in part and
reversed in part in conformance with the
views expressed in this opinion.
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234 Kan. 994
Cleon PARKIN, et al,, Appellants,

v.

The STATE CORPORATION COMMIS.-
SION OF KANSAS, et al., Appellees.

No. 55693.
Supreme Court of Kansas.
Feb. 18, 1984.

Royalty and mineral interest owners
appealed from order of the Corporation
Commission denying their application for
dissolution of 5,800-acre unit created by
the Commission in 1968 under the compul-
sory unitization law. The District Court,
Kiowa County, Jay_Don Reynolds, J., af-
firmed, and royalty and mineral interest
owners appealed. The Supreme Court, Mil-
ler, J., held that the Corporation Commis-
sion’s denial of the application, based solely
upon original “plan of unitization,” allow-
ing present operator sole discretion to de-
termine whether the unit should continue,
without addressing questions whether the
unit was being operated in good faith,
whether it was being prudently developed
at the time the application was filed, and
whether the purposes of the compulsory
unitization act continued to be served, con-

stituted an impermissible delegation of its
statutory authority and responsibility to de-
cide when unitization should terminate.

Reversed and remanded with di-

rections.

1. Mines and Minerals &92.78

The Corporation Commission may im-
pose compulsory unitization if it finds ei-
ther that primary production has reached a
low economic level and, without introdue-
tion of artificial energy, abandonment of oil
or gas wells is imminent, or that unitized
management, operation and further devel-

- opment of a pool is economically feasible

and reasonably necessary to prevent waste
within reservoir. K.S.A. 55-1304.

2. Mines and Minerals ¢=92.78

Cessation of water flooding does not
automatically require dissolution of a unit
established under compulsory unitization
law. K.S.A. 53-1301 et seq.

3. Mines and Minerals €=92.78

Plan of unitization imposed by the Cor-
poration Commission under the compulsory
unitization law, however fair in its provi-
sions as to workings and operation of the
unit, was not a contract which could be
enforced against those interest holders who
did not agree to its terms and who were
included in the unit against their will
K.S.A. 55-1301 et seq.

4. Mines and Minerals ¢=92.78

Only the Corporation Commission can
impose unitization upon unwilling interest
holders and then only pursuant to govern-
ing statutes. K.S.A. 55-1301 et seq.

5. Mines and Minerals €=92.79

After notice and hearing, if a unit ap-
plication complies with all statutory re-
quirements and if the Corporation Commis-
sion makes required findings, the Commis-
sion may order unit operation of an oil and
gas pool and compe! unitization on nonsign-
ing 25 percent royalty owners. K.S.A. 55—
1301 et seq.
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PART IV
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UPON HEARING ON THE MERITS HARTMAN WILL SHOW OXY’S VIOLATION OF
STATUTE AND COMMISSION ORDERS IN OPERATION OF MLMU

A. Testimony of Professor Bruce M. Kramer, co-author of “ The Law of
Pooling and Unitization
Tab 22

B. Testimony of Craig VanKirk PH D., chair of the petroleum
engineering department Colorado School of Mines
Tab 23

C. Testimony of former Division employees Richard Stamets and
Robert Stovall



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

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

CASE NO. 6987
CASE NO. 11792

AMENDED APPLICATION OF DCYLEH
TO GIVE FULL FORCE AND EFFECT T
COMMISSION ORDER R-6447, TO REVOKE
OR MODIFY ORDER R-4680-A, TO
ALTERNATIVELY TERMINATE THE

MYERS LANGLIE-MATTIX UNIT,

LEA COUNTY, NEW MEXICO

>
’

AEFIDAVIT OF BRUCE M. KRAMER
IN SUPPORT OF HARTMAN'’S OPPOSITION
TO OXY’'S MOTION TO DISMISS

STATE OF TEXAS )
) ss.
COUNTY OF LUBBOCK )
Bruce M. Kramer, being first duly sworn on oath, states as follows:
1. My name is Bruce M. Kramer. | reside in Lubbock, Texas. | am the
Maddox Professor at Texas Tech University School of Law. | am the author or co-
author of numerous articles or treatises on oil and gas, including “The Law of Pooling

and Unitization” which | co-authored with Patrick H. Martin. Attached to this Affidavit as

Exhibit A is a copy of my Curriculum Vitae.

Tab ==



2. I make this affidavit based upon my experience with the oil and gas
industry, my knowledge of the law of pooling and unitization, my study of the pleadings
filed of record in this case, my review of copies of various New Mexico Oil Conservation
Division files concerning applications for statutory unitization under the New Mexico
Statutory Unitization Act, which cases are reflected in the table attached to this Affidavit
as Exhibit B, including the file in Case No. 6987, and my review of various Statutory
Unitization Acts for the states of New Mexico, Michigan, Kansas, Colorado and Arizona.

3. The testimony stated in this Affidavit is the same as | would give in
Court or before the Division under oath if called to testify as a witness in this matter.

4, The New Mexico Statutory Unitization Act authorizes the OCC to
compel mineral, royalty or working interest owners to unitize their interests in order to
prevent waste, conserve natural resources and protect correlative rights. The New
Mexico Legislature has circumscribed the delegation of its police power to the OCC by
mandating that the unit agreement or unit operating agreement contain certain specified
provisions. One such mandatory provision is listed in § 70-7-7(F) which, when adopted
in 1975, required the unit plan to include:

F. a provision for carrying any working interest

owner on a limited, carried or net-profits basis, payable out

of production, upon such terms and conditions determined

by the division to be just and reasonable and allowing an

appropriate charge for interest for such service payable out

of the owner's share of production; provided that any

nonconsenting working interest owner being so carried shall

be deemed to have relinquished to the unit operator all of its

operating rights and working interest in and to the unit until

his share of the costs, service charge and interest are repaid
to the unit operator;



The New Mexico provision appears to have been modeled after the Kansas Unitization
Act (Kan.Stat.Ann § 55-1305(g), which was first enacted in 1967.

5. The OCC derives its power from the Legislature. Where the statute
uses the term “shall” to describe an action, the OCC powers can only be exercised if
such a provision or action is included. The requirements of the statute will supersede
the terms of a voluntary unit agreement or unit operating agreement to the extent
necessary to protect correlative rights, conserve natural resources and prevent waste.
Since the OCC has found that those objectives will be served by the issuance of a
statutory unitization order, it must include a “non-consent” provision in its orders,
otherwise those objectives will not be achieved. Such a provision may be imposed on
the unit agreement or the unit operating agreement if they are otherwise not expressed
within the text of those documents.

6. In oil and gas law a “non-consent” provision gives an unleased
owner or a working interest owner an option not to participate in drilling, reworking or
other operations. By not participating the owner is not liable for the expenses incurred,
except out of his or her share of production.

7. Section 70-7-7F. describes a situation which is common in oil and
gas unit and/or joint operating agreements whereby a working interest owner is allowed
to go “non-consent” and become a carried interest with respect to unit expenses. The
term “carried interest” has a well-defined and generally accepted meaning within the oil
and gas industry. 8 P. Martin & B. Kramer, Williams and Meyers Oil and Gas Law 135
(1996). Where a working interest owner has the right to go “non-consent” and become

carried, that working interest owner is not personally liable for those costs. |d. at 696



(defining the term “nonconsent principle.”) Rather, the operator or the working interest
owners who have consented to the operation pay the carried interest owner’s portion of
operating costs and reimburse themselves out of the carried interest owner's share of
revenue from oil and gas production. The person or persons advancing costs are
described as the carrying parties while the other is described as the carried party. Id. at
138.

8. A basic principle that follows from an owner’s status as a carried
interest is that he or she is not personally liable for any costs, except out of his or her
share of production. It would be inconsistent with this principle to allow the carrying
party to sue the carried party for any unpaid pro rata share of the costs to which the
carried party has elected to go “non-consent.” | am unaware of any authority
supporting the proposition that a unit operator or the carrying parties have the right to
sue a carried party who has elected to go “non-consent” to recover the carried party’s
share of expenses.

9. The Myers Langlie-Mattix Unit ("MLMU") was authorized as a
statutory unit under New Mexico law by Order R-6447 issued by the New Mexico Oil
Conservation Commission (“Commission”) on August 27, 1980. ( Case No. 6987) That
Order specifically found that, as required by statute, the MLMU unit agreements
included a provision for carrying any working interest owner on a limited, carried or net-
profits basis, payable out of production. The written text of the MLMU unit operating
agreement which was presented to the Oil Conservation Commission in Case No. 6987
and filed of record in the Lea County Clerk’s Office in 1991 does not contain such a

non-consent provision. A copy of Order R-6447 is attached as Exhibit C.



10.  The creation of the MLMU as a statutory unit occurred when the
unit operator (Getty Oil Company) obtained the requisite 75 percent ratification by both
working interest owners and royalty interest owners as required by Section 70-7-8
NMSA 1978. On January 5, 1981, the Secretary of the Oil Conservation Division
acknowledged receipt of proof of the statutorily required quantum of ratification and
declared “that Commission Order No. R-6447 unitizing all interests in the Myers
Langlie-Mattix Unit Area, Lea County, New Mexico, is in full force and effect.” Attached
to this Affidavit as Exhibit D is a copy of one of the 1980 ratifications of a working
interest owner which | understand is typical of all working interest owner ratifications.
The owners providing the ratifications acknowledged receipt of copies of Order No. R-
6447.

11.  Under § 70-7-7F. as implemented through Order R-6447, the right
of MLMU working interest owners to go non-consent and become a carried interest is
now part of the MLMU Unit Agreement and Unit Operating Agreement. Without such a
provision, Order R-6447 would be ultra vires.

12.  Once a working interest owner elects to become a carried interest
by virtue of Order R-6447, the carrying parties would not have the right to sue the non-
consenting working interest owners to recover the share of joint interest billing
expenses. They are limited in recovering the non-consenting owner's share of
expenses from the owner’s share of production.

13. The MLMU unit operating agreement was an earlier version of the
1970 Mode! Form of Unit Operating Agreement (3rd Edition) issued by the American

Petroleum Institute. A copy of that model form, which is included in The Law of Pooling



and Unitization, is attached as Exhibit E. Article 11 is the section which deals with unit
expenses. Section 11.6 recognizes and provides for a situation where a working
interest owner fails to pay its share of unit expense, authorizing those working interest
owners who so desire to advance costs and obtain reimbursement of any costs
advanced on behalf of a non-paying working interest owner. The remedies available to
paying working interest owners are set forth in Section 11.5 of the Model Form Unit
Operating Agreement, which provides the right of paying parties to bring suit and obtain
a judgment against the non-paying working interest owner. In that regard, Article 11 of
the 1970 Model Form Unit Operating Agreement is not a true carried interest provision.
This basic structure of the 1970 form was continued in the 1993 Model Form of Unit
Operating Agreements with additional remedies being afforded the parties paying the
other owners’ share of unit expenses.

14. In March, 1974, the American Petroleum Institute issued its First
Edition Model Form of Unit Operating Agreement for Statutory Unitization. This Model
Form was developed in response to the adoption by numerous states of Statutory
Unitization Acts. A copy of the 1974 Model Form for Statutory Unitization is attached as
Exhibit F.

15.  Sections 11.5 and 11.6 are the provisions which deal with unpaid
unit expense. The 1974 Model Form expressly recognizes the need to insert language
in the form to deal with a situation where a working interest owner elects to be “carried
or otherwise financed.” Kansas, Colorado, Michigan, Nebraska, Oregon, South Dakota
and Utah, the states which had such a statutory provision in 1974, are specified in the

1974 Model Form. One year later, in 1975, New Mexico adopted its Act with its non-



consent provision. New Mexico Statutory Units would thus need to have a non-consent
provision in order to comply with the statutory requirement of Section 70-7-7(F) NMSA.

16. Section 11.6 of the 1974 Model Form deletes the language from
the 1970 Model Form of Unit Operating Agreement which provides the right to bring a
suit to collect indebtedness from a non-paying working interest owner. This change is
consistent with the provision in various Statutory Unitization Acts mandating the right of
a unit and working interest owner to go non-consent and become a carried interest.

17.  In the operation of the MLMU, Oxy proposed a substantial
redevelopment program in 1994, Based upon the correspondence | have reviewed, it is
clear that Hartman objected to the redevelopment program and voiced a desire to go
non-consent with respect to Oxy’s proposal. Oxy wrote Hartman by letter dated August
19, 1994 denying that Hartman and other MLMU working interest owners have the right
to go non-consent with respect to unit operations. In my opinion, Oxy's position is
contrary to the prescription of NMSA 1978 § 70-7-7F. and Order R-6447 which was
ratified in writing by the working interest owners. It requires the agreement to provide
for a right of a working interest owner to elect to go non-consent and be carried on a
limited, carried or net-profits basis, payable solely out of production.

18.  Where the governing instruments provide for the right of a working
interest owner to be a non-consenting party and become a carried interest, it is
standard practice in the industry for an operator, when proposing unit operations, to
circulate an Authority for Expenditure as the means by which a working interest owner
can consent or withhold consent to the expenditure. None of the Oxy’s AFEs related to

the 1994 redevelopment program and subsequent proposals that | have seen, contain



any method by which a working interest owner could disclose an election to go non-
consent.

19. | have reviewed the Motion to Dismiss filed by Oxy in this case,
whereby Oxy contends that Hartman cannot seek enforcement of Order R-6447,
because the interests of Hartman's predecessors-in-interest in the MLMU allegedly
were not statutorily unitized or otherwise subject to the terms of the application for
statutory unitization for the MLMU filed by Getty Oil Company in 1980 or Order R-6447.

20. As | understand Oxy’'s position it is that any owner who committed
to the unit voluntarily before statutory unitization has no right to go non-consent and
must always pay his or her share of any unit expense undertaken by the operator; that
conversely, the holdout owners whose interests were compulsorily unitized do have the
benefit of electing to be a non-consent party and to do so without penalty. Oxy's
position is inconsistent with the express terms of Getty's Application in Case No. 6987,
the testimony offered in support of the application, the express terms of Order R-6447
and the letter and spirit of the New Mexico Statutory Unitization Act. The MLMU
statutory unitization order is very similar to many such orders issued by the Commission
and the Division in statutory unitization proceedings. They uniformly provide that all
MLMU mineral interests were approved for statutory unitization and that the interest of
“all persons” within the unit area were thereby unitized “whether or not such persons
have approved the Unit Agreement or the Unit Operating Agreement in writing.” The
finding in paragraph 21(b) of Order R-6447, which found or prescribed a provision for
carrying any working interest owner in the MLMU, does not limit its application to those

working interest owners who had not previously agreed to voluntarily unitize.



FURTHER AFFIANT SAYETH NOT.
- S
R, T e e

Bruce M. Kramer

SUBSCRIBED AND SWORN before me on this 2%~ day of June, 1997
by Bruce M. Kramer.

Notary Public

My Commission Expires:

- ;;‘;u;u
(=) { ¥\ FRANKRAMOS, JR.
i ] Notary Public, State of Texes
§ NS Ne/ wy Commission Explres 11-10-09
N ;‘ e

“UEOF




CERTIFICATE OF SERVICE

| hereby certify that | have caused a true and correct copy of Bruce M.
Kramer's Affidavit in Support of Hartman’s Opposition to Oxy’s Motion to Dismiss to be
hand-delivered on this day of June, 1997 to the following counsel of record:

William F. Carr

Campbell, Carr, Berge & Sheridan
110 N. Guadalupe, Suite 1

Santa Fe, New Mexico 87501

Thomas W. Kellahin

Kellahin & Kellahin

117 N. Guadalupe

Santa Fe, New Mexico 87501

Michael J. Condon
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v "TCATION AND APPROVAL

QBZ}Wf 584 RATIFIC 1 1 A

£

OF THE PLAN FOR UNIT OPERATIONS
AS STATED IN THE UNIT AGREEMENT AND
UNIT OPERATING AGREEMENT OF THE
MYERS LANGLIE-MATTIX UNIT

LEA COUNTY, NEW MEXICO

K0W ALL MEN BY THESE PRESENTS, THAT:

For consideration and the purposes stated in tho
zcreements, entitled as above, beth being dated 2
eand to obtain the benefits of unitized managene
further development of the oil and gas properti

o
Langlie-Mattix Unit pursuant to New Mexico 0il Conservatio
Commission Order No. R-6447 entered on August 27, 1980, ap
statutory unitization of the Myers Langlie-Mazttix Unit, the
mdersigned (whether one or more) represents that it is 2
Working Interest Owner within the meaning of thzat term as used
in the capuioned Unit Agreement and, as such, does hereby consent
to ratify and approve the plan for tnit operztions. contzined in
the captioned Unit Agreement and Unit Operating Agreemsnt, szid
Agreemants being incorporated herein by’re;e:ence and szid plan
for unit operations having been approved by the Wew Yexico 0il
Conservation Commission in Order No. R-6447.

(

If the undersigned is a2lso a Royalty Ovmer within the meaning
of that term as used in said Unit Agreement, thzn for the con-
siderations and purposes hereinabove stated, this ratification
and approval shall extend to the undDISLgnea S Royalty ZInterest

as well as to its WOIPan Interest.

-

The undersigned hereby acknowledges receipt of copies of
s2id New Mexico 0il Conservation Cozmission O*ce: No. R-6447,
Unit Agreement and Unit Operating hLgreemant end further acknosw-
ledges that the plan for unit opexraticns przscribad i

in s=2id
documents has been ratified and approved cnd unconditicneal

X :Ly
delivered on the date set out hereinbzlow.

This ratification shall extend tc and be binding voon the
wmdéersigned, his heirs, legal representatives, successcys and
assigns.

The undersigned, whether one or more, ic referred to in ihe

neuter gender.

EXHIBIT .
LIo -3 )
i -~ . T
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, 1980 .

Cities Sirvits GamBany

I

3

839

N WITNESS WHEREOF, this instrument is executed this J [t

H. =, Eccikaiken

e - -
R RE A VR - |

STATE OF Oklehond

COUNTY OF Fuisa

’

SUBSCRIBED AND SWORN

SS5.

Nt o N\’

TG before me this _Q(g" day of
, 1880 .

/N nLaon .
Notary Bfiblic Cindy/ 1iczp3on

STATE OF NEW MEXICO
COUNTY OF LEA - o
FILED T

JAN 6 1981

af_jf_-'_ﬁi__,ulhtk.i)l

and recorded iu l_i—ook 332 .'.. k'
Page Lﬁséf" _ REIR
Donna Benge, County Clerk i - 2.0

By, ?1L72/ Depaty
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CURRICULUM VITA

BRUCE MORRIS KRAMER Birthdate: May 26, 1947

3728 64th Drive Birthplace: Brooklyn, N.Y.
Lubbock, Texas 73413 Marital Btatus: Married
Telephone: (806) 799-1562 Children: Four

EDUCATION:

B.A. 1968, J.D. 1372
Univeraity of California at Loa Angeles

LLCM- 1975
University of Illinols, Ceollege of Law

BAR ADMISSIONE:

California and Texas

EMPLOYMENY *

Private Practice
Los Angeles, California
June 1972 - August 1973

Assistant Prcfesgor (1974-1977)
Associate Profemsor (1877-1579)
Professor (1979-1952)

Maddox Professor {1582-Present)
8chool ©f Law, Texas Tech University

Visiting Professor
Indiana University School of Law (Bloomington) (Fall 1979):
Lewis & Clark Law School (Summer 1980); University of
Florida, Holland Law Center (1982-1983); University of
Texag, School of Law (Summer 1587).

BOOK PUBLICATIONS:

Martin & Kramer, Williams & Meyers Oil & Gas Law (1996).

Maxwell, Williams, Martin & Kramer, Cases and Materials on 0Oil &
Gas Law. (Foundation Press) (6th ed. 1992) with Teacher’'s
Manual.

Maxwell, Williams, Martin & Kramer, Cases and Materials on 01l &
Gas Law. (Youndation Press) - 1996 Supplement.

Kramer & Martin, The Law of Pooling & Unitization - Velumes I-IV.
{(Matthew Bender & Co.) (1989).

EXHIBIT

i 4
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BRUCE MORRIS KRAMER
curriculum Vita

Page 2

Kramer & Martin, The Law of Pooling & Unitisatiom. (Matthew
Render & Co.} — 1990, 1891, 1932, 1893, 1594, 1595 and 1956
Supplements.

Antieau, Municipal Corporaticn Law. (Matthew Bender & Co.)
Chapter 11A — Statutes Governing Local Governmental Tort
Liabilicy

Powell, Real rroperty. (Matthew Bender & Co.)
Chapter 77 — Accretion (1989, 1594)
Chapter 79a — Flood Plain zouing

Rohan, Home Owner Associations and Plazned Ualt Developments.
{Matthew Bender & Co.)
Chapter 3 = Plarned Unit Developmant

Rchan, Zoning and Land Use Controls. (Matthew Bender & Co.)
Chapter 5 — Contract and Conditional Zoning
Chapter 42 — Measurement Controls

Rose, J. (editor). Tax and Expenditure Limitations (2 chapters)
{1982).

Glvens, R. (editor). Legal Strategies for Industrial Innovation
(1 chapter — State and Local Regulation of Innovatien) -
(19682 with 1983, 1584, 1985 and 1966 Supplement).

Kramer, Legal Aspects of Use and Develcpment of Wildlife
Regsources o1 Private Landg: C¢olorado, Kansag, New Mexico,
Oklahoma, and Texas — Great Plains Agricultural Council
(U.S. Dep’t of Agriculture - 1882}.

LAW REVIEW PUBLICATIONS:

Rramer, Modern Applications of the Rule Against Perpetuities to
01l and Gas Transacticns: What the Duke of Norfolk Didn‘t

Kramer, Local Land Use Regulation of Extractive Indugtries:
Bvolving Judicial and Regulatory Approaches, 14 UCLA Journal
of Envtl., Law &k Policy 42 (1986).

Kramer, Lease Maintenance for the Twenty-First Cantury: 0ld 0il1 &
Gas Law Doegn’t Die, it Just Fades Away, 41 Rocky Mtn Min.L.
Inst. 15-1 (1995).

Xramer, Current Decisions on State & Federal Law in Planning and
Zoning, 1995 Inst. on Zon., Plan. & Em. Dom. 1-1.

Kramer, The Interacticn Between the Common Law Impliled Covenants
to Prevent Drainage and Market and the Federal Oil and Gas
Lease, 15 J. of Energy, Nat. Res. & Env’tl L. 1-1 (1985).
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BRUCE MORRIS KRAMER
Curriculum Vita
Page 3

Kramer, Liablility to Royalty Owncrs for Proceeds Izrom Take or Pay
and Settlement Mcnies, 15 East. Min‘l. L. Inst. 1&-1 (19%4).

Xramer, Property & 0Oil & Gas Don’t Mix: The Mangling of Common
Law Property Concepts, 33 Wash. L.J. 540 (1994).

Kramer, Current Decislions on State & Federal Law in Planning and
Zoning, 1994 Inst. on Zom., Plan. & Em. Dom. 1-1.

Kramer, Royalty Interests in the United States: Not Cut From the
Same Cloth, 29 Tulsa L.J. 449 (19%4).

Kramer, Recent Developmeuls in Land Use Law, 1993 Inst. on Zon.,
Plan. & Em. Dom. 1l-1.

Kramer, Recent Developments in Non-Regulatory Dil & Gas Law, 42
Ingt. on 0il & Gas L. and Tax’m 1-1 (1993).

Kramer, The Sisyphean Task of Interpreting Mineral Deeds &
Leases: An Encyclopedia of Canons of Construction, 24 Tex.
Tech L. Rev. 1 (19393).

Kranmer, The Mother Hubbard Clause in Mireral Deeds & Leases, 13
East Min’l L. F. Inst. 12-1 (1592).

Xramer, Recent Developments in Land Use Law, 1592 Inst. on Zen.,
Plan. & Em. Dom. 1-1.

Kramer, The Temporary Cessation Doctrine: A Practical Response ta
an Ideological Dilemma, 43 Baylor L. Rev. 518 (1§91).

Kramer, Conveying Mineral Interests - Mastering The Problem Areas
Estates, 27 Tulsa L.J. 175 (1891).

Kramer, Recent Developments in Land Use Law, 1391 Inst. on Zon.
Plan. & Em. Dom. 1-1.

Kramer & Martin, Jurisdiction of Commission and Court: The Public
Right/Private Right Distinction in Oklahoma Law, 26 Tulsa
L,.J. 535 (19%50).

Kramer, Recent Develcpments in Land Use Law: Evolving
Constitutional and Common Law Principles, 1880 Inst. on
Zon., Plan. & Em. Dom. 1l-1,

Kramey., Recent Developments in Land Use Law: Back to the Basics,
1989 Inst. on Zon., Plan. & Em. Dom. 4-1.

Kramer, Royalty Obligations for Take or Fay and Settlement
Payments: lLessees Under the Gun, 39 Imnst. on Oil & Gas L. &
Tax‘n 5-1 (1988)

Kramer, Recent Develcopments in Land Use and Environmental Law,
1988 Inst. on Zon., Plan. & Em. Dom. 5-1.



BRUCE MORRIS KRAMER
Curriculum Vite
Page 4

Kramer, Cowmpulsory Poocling and Unitication: State Optiomns in
Dealing with Uncooperative Owners, 7 J. of Energy L. &
Policy 255. (1986).

Xramer and Pearson, The Implied Marketing Covenant in 0il and Gas
Leases: Some Needed Changes for the 80‘s, 46 La. L. Rev. 787
(1986) .

Kramer, Developmental Conilicts; The Case for Reciprocal
Accommodation, 21 Hous. L. Rev. 49 (1984) (reprinted in 22
Public Land & Resources Law Digest 10 (1985)).

Kramer, lramsboundary Alr Pollution and the Clean Air Act: An
Historical Perspective, 32 Kang L. Rev. 181 (1983).

Xramer, Pooling =and Unitization Orders - Application of
Administrative Law Principles, 34 Inst. on Oll and Gas Law
and Taxatlon 259 (1583).

RKramer, Development Agreements: To What Extent Are They
Enforceable, 10 Real Estate L.J. 29 (1981).

Rramey, Section 1983 and Municipal Ligbility: Selscted Issues Two
Years After Monell v. Department of Social Sciences, 12
Urban Lawyer 232 (1980) - reprinted in Frellich & Carlisle,
(ed.) Section 15883: Sword and Shield (ABA 1883).,

Kramer, Air Quality Nodeling: Judicial, Legislative and
Administrative Reactions, 5 Col. J. Env. Law 236 (1579).

Kramer, The 1977 Clean Air Act Amendments: A Tactical Retreat

From the Techmology-Forcing Strategy, 15 Urban Law Annual
103 (1978).

Kramer, Eccnomics, Technology and the Clean Air Amendments of
1970: The First Six Years, 6 Ecol. L.Q. 161 (1876).

Rramer, The Clean Alr Amendments of 1570: Federalism in Action or
Inaction?, 6 Tex. Tech L. Rev. 47 (1874).

Book Review, Kaiser & Mertes, Acgquiring Parks and Recreation
Facilities Through Mandatory Dedication: A Comprehensive
Guide, 18 Urban Lawyer 671 (1987).

Book Review, Mandelker, Land Use Law and Peterson and McCarthy,
Handling Zoning and Land Use Litigation: A Practical Guide,
15 Urban Lawyer 671 (1983).

Book Review, Cook, Zoning for Downtown Urban Desiga, 15 Urban
Lawyer 533 (1983).

Book Review, Williams, American Land Planning Law: Cases and
Materials (2 vol.), 7 Ecol. L.Q. 1045 (197%9).
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BRUCE MORRIS KRAMER
Curriculum Vita
Page 5

OTHER PUBLICATIONS: (Fartial Listing)

The Pros and Coms wl Mandatory Dedication (with J.D. Mexrtes).
Urban Land (April 1579) reprinted in V Management & Control
of Growth, 58-63 (Urban Law Inst. 1980) .

An Analysis of state Laws and Regulations Impacting Animal Waste
Mzpagement (with G. Whetstone and D. Wells) (U.s.
Environmental Protectioun Agency) (1277).

A Review and Summary of State Iaws Regarding the Disposal of
Reservoir Clearing and Clearing Debris (with L. Urban and G.
Whetstone) (Corps of Engineers) (1578),

An 2nalysis of Federal Statutes Impacticy Forest Service Plaaning
and Management Responsibilities (with F. Skillerm amd CT.
Bubany) (Vel. I - Flanning Sheets, Vol. II - Comprehensive
Review) .

Air Quality Modeling (Invited Paper), American Meteorological
Society/Air Polluticn Control Agency, Second Joint
Conference on Applications of Air Pollution Meteorclegy
(March 24-27, 19B0).

Contract Zoning: 0ld Myths and New Realities - American Planning
Association — Planning Advisory Service Publication Series
(Summer 1982).

Forest Resource Laws in Wenger, (ed.) Forestry Handbock (24 ed.
1984) (with Siegler and Mertes).

(Since 1980 I have prepared papers and given speeches at
approximately 60-70 continuing education programs sponsored by
such greups as the State Bar of Texas, State Bar of Wyoming,
Eastern Mineral Law Foundation, Southwestern Legal Foundation,
Rocky Mountain Mineral Law Foundation, Texas Tech University
School of Law and the University of Texas School of Law.)

UNIVERSITY SERVICE:

Member and Chair of various Law School and University Committees
including Persomnel, Curriculum, Faculty Development, Affirmative
Action, Intellectual Property Policy, Faculty Grievance Panel,
and Athletic Council.

PROFESSIONAL AWARDS:

Texas Tech University President’s Academic Achievement Award -
1985-199%6

State Bar of Texas, 0il, Gas & Mineral Law Section Research Grant
Summer 1591

Taxas Tech Universgity Dub Rushing Research Award - 1986-1987,
1992-15853
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BRUCE MORRIS KRAMER
Curriculum Vita
Page 6

Texas Tech University Dad’s Association Resecarch Award -
1980-1981

PROFESSIONAL SERVICE: (Partlal Listing)

Indexing Author
Southwestern Legal Foundation, 0il amd Gas Reporter -
Velumes 595-124 (Matthew Beuder & Co,)

Council Member
State Bar of Texas, 0ll Gas & Mineral Law Section -
1991-1954

Participant : ' 7
Seventh Annual Law and Economics Symposium, San Diego,
California July 29 - August 20, 1976

Consultant
U.S. Environmental Protection Agency, Workshop on Air
Quality Modeling, ARirlie Housze, Virginia May 3-7, 1981

Member and Treasurer
Advisory Board, Muriecipal Legal Studies Center, Eouthwestern
Legal Foundation

Member

Editorial Board, 0il & Gas Reporter, Southwestern Legal
Foundation

Interim Director and Research Associate
Applied Planning Research Institute of Municipalities,
Environments and Regions, Texas Tech Univereity (January
1985 - 1989)

Contributing Author
State Bar of Texas, General Practice Digest — Govermmental
Entities, 1988-Present

Member and Chalr
State Bar of Texas, 0il, Gas & Mineral Law Specialization
Exam Committee, 1890-Present

Trustee
Rocky Mountain Mineral Law Foundatien, 1985-present.
Eastern Mineral Law Foundation, 193%0-present.
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BRUCE MORRIS KRAMER
Curriculum Vitsa

Page 7

Consultant or Expcrt Witnees
Campbell & Carr, Santa Fe, N.M.
Gene Gallegos, Esq., Santa Fe, N.NM.
Fullbright & Jaworski, Houston, TX
City of Garland, TX.
Southwertern Bell Telephone, Dallas, TX
Feez Ruthning, Brisbanc, Auctralia
Matthews & Branscomb, Corpus Christi, TX
Faulkner, Banfield, Doogan & Holmee, Junsau, AK
Amoce Production Co., Houston, TX
Exxon Corp., Houstem, TX

OTHER RESEARCH PROJECTS:

Legal Adviger and Assoclate Investigator
U.5. Environuental Protection Agency project, "Analysie of
State Laws and Regulations Impacting the Management of
Animzl wastes" Ocuvlolier 1376 - November 1577,

Legal Advigor
U.8. Corps of Engineers project, “Review of Environmental
Lawa Impacting Dilsposal of Reservolr Clearing and Cleaning
Debris” May 1977 - November 1877.

Associate Investigater
U.S. Forast Service project, “Review of Federal Laws and
Regqulations that Affect the Land Management and Flanning
Process” April 1977 to December 1980.

Co-Principal Investigator
Texas Tech University, Center for Emergy Research Project,
“"Kodel Ordinances - Covenants for the Sclar Energy
Regidence” Octocber 1, 1577 - September 30, 187¢.

Principal Investigator
U.S. Forest Service project, “Legal Constraints on Rural
Recreation Wildland Development” June 1578 - December 1979.

Principal Investigator
U.8. Forest Service project, “Legal Constraints Imposed by

the Clean Air Act on Recreational Land Use Planning” March
1979 - December 1980.

Principal Investigator
U.8. Forest Service project, “Legal Aspects of Use and
Develcpment of Wildlife Resources on Private Lands” May 1979
- December 1980,

Prineipal Investigator
Texas Energy & Natural Regources Advisory Council project,
The Developing Problem of Reconciling Surface Mining to 0il
and Gas Development March - July 1982
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BRUCE MORRTS KRAMER
Curriculum Vita
Page 8

COURSES TAUGHT :

Property Water Law
Land Use Planning Copyright
Internatlional Petroleum 0il & Gas Seminar
Transactions State and Local Government Law
Qil & Gas
REFERENCES =

will be furnished on requsstc.



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

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

CASE NO. 6987
CASE NO. 11792

AMENDED APPLICATION OF DOYLE HARTMAN
TO GIVE FULL FORCE AND EFFECT TO
COMMISSION ORDER R-6447, TO REVOKE

OR MODIFY ORDER R-4680-A, TO
ALTERNATIVELY TERMINATE THE

MYERS LANGLIE-MATTIX UNIT,

LEA COUNTY, NEW MEXICO

AFFIDAVIT OF CRAIG W. VAN KIRK, PH.D.
IN SUPPORT OF HARTMAN'S OPPOSITION
TO OXY’S MOTION TO DISMISS

STATE OF COLORADO )
) ss.
COUNTY OF DOUGLAS )

I, Craig W. Van Kirk, being first duly sworn and under oath, state as
follows:

1. My name is Craig W. Van Kirk. | am presently the head of the
petroleum engineering department at the Colorado School of Mines and a practicing

petroleum engineering consultant. A copy of my curriculum vitae is attached hereto as

Exhibit A.

Tab 23



2. | have been retained as an expert witness on behalf of Doyle
Hartman in this matter. In that capacity, | have reviewed numerous documents,
including certain records pertaining to the Myers Langlie-Mattix Unit ("MLMU"), including
MLMU waterflood and secondary recovery studies and reports; records pertaining to
select MLMU injection wells, including but not limited to those in close proximity to the
Myers “B” Federal No. 30 well; MLMU records which demonstrate waterflows within the
physical boundaries of the MLMU; correspondence between Hartman and Oxy from
1994 to the present; Oxy’s AFEs related to the 1994 Redevelopment Program;
correspondence between Hartman and Oxy related to the 1994 Redevelopment
Program, Hartman's objections to the program, and Oxy's responses to Hartman's
objections; well records related to the Myers “B” Federal No. 30 well which Hartman
attempted to drill in November, 1996; the QOil Conservation Division file for Case No.
11168 filed by Oxy in 1994, including Order R-4680-A which contained an authorization
for a maximum surfacing injection pressure for MLMU injection wells of 1,800 psi, and
the transcript of the hearing in that case; OCD file documents related to the application
of Getty Oil Company in 1980 in Case 6987 for statutory unitization for the MLMU; and
documents pertaining to the financial performance of the MLMU. | have also prepared
and reviewed graphs and analyses related to surface injection pressures, injection
volumes, and fluid (oil and water) recovery related to MLMU injection well patterns,

including those in close proximity to the Myers “B” Federal No. 30 well.



3. | am familiar with the rules and regulations of the New Mexico Oil
Conservation Division which apply to operators of waterflood units in New Mexico,
including those regulations which would apply to the MLMU.

4. On the basis of my work in the industry and professional
experience, | am also familiar with the custom and practice in the oil and gas industry
as it relates to non-consent provisions in unit agreements and unit operating
agreements, and the manner and method by which unit operators collect the share of
expenses for working interest owners who have elected to go non-consent and become
a carried interest.

5. In the oil and gas industry the right to be a “non-consent party” and
a carried interest refers to the circumstance where a party to a joint operating
agreement for a pooling or unitization agreement does not agree to participate in the
drilling, reworking or plugging back of a well or other expenditure. The term “carried
interest” has a well-defined and generally accepted meaning within the oil and gas
industry. When a working interest owner has the right to go non-consent and become
carried, that working interest owner relinquishes his interest temporarily to the operator
or other interest owners while his or her share of expense is being recovered and has
no personal obligation for operating costs.

6. One of the necessary elements of a working interest owner’s status
as a carried interest is that he or she is not subject to actions for collection of the unpaid
expense by lawsuit or other legal remedies. If the working interest owner who elected

to go non-consent and become a carried interest could be sued by the operator or other



working interest owners who were paying for unit operations, the right to go non-
consent would become meaningless. In all my experience, the unit operator or other
working interest owners are limited in recovery of the carried owner’'s unit expense
solely from the non-consenting party’s share of production from that unit.

7. For many years, the New Mexico OCD has regulated surface
injection pressures for waterflood units in Lea County. The general rule prohibits
surface injection pressure in excess of 0.2 psi per foot of depth absent a showing by
step-rate testing or some other evidence by the operator that a higher injection
pressure would not fracture the injection zone and cause injected water to escape to
other formations or onto the surface. In the MLMU, given the depth of the Lower Seven
Rivers and Queen Formations, the 0.2 psi per foot of depth translates to a surface
injection pressure of approximately 700 psi. Administrative Order WFX No. 460, issued
May 11, 1978, authorizes a surface injection pressure of 900 psi for the MLMU.

8. Having reviewed the transcript and exhibits in Oxy’'s case in
support of its Application in Case No. 11168, | saw no evidence whatsoever submitted
by Oxy during that proceeding which would support a maximum surface injection
pressure of 1,800 psi or any other elevated pressure for the injection wells in the MLMU
which were proposed to be part of the 1994 Redevelopment Program.

9. Based on my professional experience, it is my opinion that a
surface injection pressure of 1,800 psi in the MLMU is in excess of the pressure that will
fracture the authorized injection formation and cause injected water to escape from the

target zone to other formations.



10. Based on my preliminary review of documents and files, it is my
opinion that there is evidence of water out of zone as a result of MLMU injection
practices. This opinion is based on my preliminary analysis of MLMU surface injection
pressures, injection volumes and fluid recoveries, and Hartman’s experience in drilling
the Myers “B” Federal No. 30 well, in which he encountered large quantities of water in
the Yates Formation. Water is not naturally occurring in the Yates Formation in this
area.

11.  Before | can finalize all my opinions on this issue, | would need to
review numerous documents maintained and generated by Oxy as the MLMU operator
(or by Oxy's predecessors-in-interest), including but not limited to documents relating to
unit operations; well files for various production and injection wells; pressure analyses,
spreadsheets, graphs, maps of the waterflood area; fall-off tests including historical and
test data; graphs depicting wells, injection data, cumulative injection volumes, average
water pressure measurements, injection-withdrawal ratios, pressure data reports, step-
rate tests; reports, analyses, worksheets, preliminary reports, final reports, and
supporting data prepared or generated by outside consultants or the MLMU operator or
its personnel regarding the past or projected performance of the MLMU; and other

documents regarding MLMU injection practices.



FURTHER AFFIANT SAYETH NOT.

CRAIG AN KIRK

SUBSCRIBED AND SWORN TO BEFORE ME this - .~ day of June,
1997. : -

l' :
Notary Public

My Commission Expires:

LR
- 4




RESUME

CRAIG W. VAN KIRK is a practicing petroleum engineer and a professor of

Petroleum Engineering at the Colorado School of Mines. He holds
advanced degrees in Petroleum Engineering, including the
Doctorate. Prior to his present position at CSM, he spent over
eleven years in the industry in the areas of reservoir engineering
and simulation, supplemental oil recovery, and reservoir
characterization. He is involved in several areas of research, has
published articles and monographs on reservoir engineering and
related topics, and is active in several professional organizations.

EDUCATION:

Ph.D.

M.S.

B.S.

Petroleum Engineering, Colorado School of Mines, Golden
Colorado, June, 1972. Specialized in reservoir engineering and
simulation. Minor in mathematics. Thesis: “Effect of Pressure-
Dependent Variables in Gas-Well Numerical Simulation and Gas-
Well Test Analysis”. Constructed numerical finite-difference
simulator.

Petroleum Engineering, University of Southern California, Los
Angeles, California, June, 1969; Emphasis in reservoir engineering.
Thesis: “Effects of the Water-Oil Viscosity Ratio on the Relative
Permeability to Oil”.

Petroleum Engineering, University of Southern California, Los
Angeles, California, February, 1968.

WORK EXPERIENCE:

1980-

Department Head of Petroleum Engineering. Teaches and

Present conducts research on reservoir engineering, simulation,

1978-

management, improved oil recovery, and how to conduct
reservoir studies.

Professor, Colorado School of Mines, Golden, Colorado.

Present

1977-1978  Manager, Calgary Branch Office, and Member of Board of

Directors, Scientific Software Corporation of Canada, Ltd.
Manager of Reservoir Studies.

EXHIBIT

I 4




Craig Van Kirk

Page two

Work Experience (continued)

1974-1978

1969-1974

1967-1969

Summers
19658&1966

Manager of Reservoir Engineering, Scientific Software
Corporation, Denver, Colorado. Managed a staff of
engineers and geologists conducting reservoir engineering
and simulation studies worldwide.  Responsibilities
included major project coordination and scheduling,
ensuring technical quality of all work, preparation and
presentation of final reports, and presentations to private
companies, government agencies and  national
corporations.  Taught regularly scheduled courses in
reservoir engineering and simulation in Denver and
throughout the rest of the United States and internationally.
In 1977, became the Manager of the Calgary Branch Office
and served on the Board of Directors of Scientific Software
of Canada, Ltd. Responsible for the profit and loss of
professional consulting services in the oil and gas industry.
Heavily involved in training new employees and clients
and in teaching short courses in reservoir engineering and
simulation.

Reservoir Engineer, Shell Oil Company, Denver, Colorado.
Involved with reservoir engineering and simulation,
economic analysis, well log and total formation evaluation,
drilling operations, workover and stimulation operations,
and exploration geology. Studied oil and gas reservoirs
throughout the Rocky Mountain states, as well as
designing, supervising and analyzing well tests. Evaluated
potential for waterfloods, infill drilling, and field
development.

Production Engineer, Humble Oil and Refining Company,
Long Beach, California.

Gained experience in offshore platform operations
including directional drilling, artificial lift, compressor
design, and production handling facilities. ~Conducted
economic studies for well workovers, surface facilities, and
expansion for waterfloods.

Test Engineer Assistant and Gas Plant Trainee, Continental
Oil Company, Casper, Wyoming (1966).
Roustabout/Roughneck/Engineer’s Assistant, Continental
Oil Company, Ventura, California (1965).
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Dr. Van Kirk has written numerous reports of a confidential nature for the
United States Government, private industry, and national oil companies
throughout the world. These studies have included every oil and gas producing
continent on earth, numerous geologic basins onshore and offshore, and all types
of reservoir rocks and fluids.

A small sample of the many countries Dr. Van Kirk has worked with on
field studies include Russia, China, Bolivia, Saudi Arabia, and the Solomon
Islands. The types of field studies conducted include black oil and volatile oil
recovery optimization giving consideration to multiple scenarios of
supplemental recovery, well spacing, and completion practices.

Numerous studies have focused on producing gas fields and gas storage
facilities, including the largest gas storage field in the world. These gas-oriented
studies addressed individual well deliverability, capacity, and the effects of
curtailment. Frequently the studies have incorporated the simulation of surface
facilities (e.g., compressors), wellbores, and the reservoir into one comprehensive
computer model.

SHORT COURSES AND TRAINING:

Throughout the past twenty years Dr. Van Kirk has conducted numerous
short courses for private industry and government agencies throughout the
world. This training has covered subjects such as reservoir development and
management, optimization of recovery and economics, simulation, well testing,
waterflooding and gas injection, multi-disciplinary teamwork, and many others.

INVITED SPEAKER:

Dr. Van Kirk has enjoyed being an invited speaker for SPE events, private
companies, and government agencies throughout the world. The subjects have
included education, research, practical application of technology, and
organizational structures. Some of the locations are western Europe, Russia,
Middle East countries, Latin America, Canada, and Asia.
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AWARDS/HONORS:

National Society of Petroleum Engineers Board of Directors, June 1989. Term of
four years to October 1993.

Who's Who in Engineering in America.
Professional Societies:

Society of Petroleum Engineers of AIME

1988: Nominated for Director at Large for 1989-93

1987-1989:  Technical Editor of JPT
National ad hoc committee member on Petroleum
Engineering Education

1985-1986: Chair, SPE National Education and Professionalism
Committee. Responsible for organizing and running
SPE Annual Technical Conference in October 1986,
session on Education and Professionalism in
Petroleum Engineering.

Registered Professional Engineer in the State of Colorado
National Society of Professional Engineers
Colorado Society of Professional Engineers

RESEARCH:

Areas of research activities include: Reservoir Simulation (Development
of simulators for research, teaching, training, general application and
special topics; methods for simulating geologic depositional structures;
improvement of history matching methodology; techniques for handling
dispersion and diffusion); Reservoir Behavior (Migration of fluids in
porous media; depositional environments and geological influences on
flow behavior; reservoir characterization, tied closely to geological
conditions; reservoir and field development for optimizing recovery);
Supplemental Recovery (Enhanced oil recovery and waterflooding and
gas injection).
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The -rosc:zd Mr-ers Langlie Mattiz Unit is but another. in the con-
tinuously growing lisc I secondary recovery units formed within the
cenfines of thz 143 sguare mile Langlie Mattix Pool. Several units are
presencly under seccndary secovery and other uniis are in various stages

]

£ unitization. The proposed Myers Langlie Mattix Unit is the largest
Langlie Mattix Pool unit attemnted to dare and inciudes approximately
16,000 acres and 217 oil wells. Production is from the Lower Seven Rivers
and Gueen Sand Formatidns at a depth of approximately 3500 feet.

The initial Operators' Ccmmitcee meating for the proposed Unit was
held August 20, 1985 in Lubbock, Texas, at which time an Engineering
Subcommittee was formed with Pan American Petroleum Corporation acting
as the Chairmzn Company. The Engineering Subcommittee was charged to
develop a preliminary set of statiétical parameters in order to determine
the relative interests within the area of study.

The fulfillment of the charges to the Engineering Subcommittee was
submitted to tha Operators November 15, 1965. It was apparent from the
data that Pan Anmerican was not the major interest holder. Two companies
with interests greater than Pan American expressed a willingness to serve
as Unit expaditor. Skelly 0il Company called an Operators' meeting lMay 12,
1965 and was unanimously elected temporary Unit expeditor. A Technical
Subccamittee was formed and charged with the following responsibilities:
1. Prepare a usable base map.

2. Define the vnitized interval.

3. Recommend a Unit area or areas.



4. Develop, evaluare and tebulate the following parameters by tracts
and by Working Interest Owners for the recommended Unit area:

a. Total acres

b. Develoned .cres

c. Current number of Langlie Mattix completions
d. Usable wells

e. Net and/cr .ross acre-feet, if nossible

f. Latest six mnnths' oil and gas oroduction

g. Lateét six months' oil, gas and total income
h. Cumulative cil production

i. Remaining primarv oil

j. Ultimate primary recovery

By necessity, the Technical Subcommittee revised sections 4a and 4b
to "Surface Acres” and '"Total Productive Acres', respectively. The Techni-
cal Subcommittee set July 1, 1966 as the date of parameter tabulation.

On May 18. 19687, the Technical Subcommittee submitted to the Operators
comnuterized parameter data sheets, later revised, to fulfill the responsi-
bilitv given in Charge No. 4. The Operators' Committee unanimously approved
the parameters with the appropriate corrections. This report completes

the remaining charges made to the Technical Subcommittee.



The .a-ntie Mazzo: Zuoi, located in Lea Ceunty, New Mexico, is

arealy the largest and one of the earliest deveioped oil pools in
soursheastern New Mexics Tihe nroposad arca {ov unitization Iacludes
coma 1C.G00 acTes znd 217 wells. Developmenc cf che Langlie Mottiv Zonn
in the proposcd Uair bagan in 19338 oad continued into the early 1%30's.
Approwimately EQ per cent of the wells wera completed prior to 1953.

Preduecsinan is {rom tha Basal Seven Rivers and Queen Formaticns.

ca the proposed Unit to January 1, 1988,

L

Cumulative oil produzticn
has been 3,553,511 bariels of stock tzonk oil., The current monthly oil

producing rate was 10,455 bLarrels for January 1988, an average of 2.3

\wverege rock properties exhibited 5y the available core analysis

~>
.

within the propesed Unit are: porosity 14.3 per cent, permeability
7.2 millicarcys, residunl oil saturation 10.8 per cent, and total
er saturation 32.3 per cent.

Extrapolation of the individuzl lease performance data showed a

primary of 3%¢,033 barrels of oil after July 1, 1953. Ulti-

mate vrizary is expected to be zpproximataly 9.1 MMEQ, an average of

n

-

42,000 barrels of oil per wall. Remain primary oil at the antici-

fod)

pated date of unitization is estimated at 300,000 barrels. Secondary

oil reserves by waterflood are expected to be 80 per ceﬁt of ultimate
rimary, and total waterflood recovery is estimated at 7.5 MM BO during
the estimated life of 9.5 years. A five-spot injection pattern is
recommended for this project. Ultimately, the proposed Unit will be com-
posad of 54 injection wells and 123 prcduction wells.

-3 -



The injection system ={11 {nclude a plant capable of delivering
31,000 BWPD at 1850 psig. The distribution lines will be internally
and externally protected from corrosion. One central tank battery is
planned utilizing eight satellite test statioms. Total investment for
the proposed project is estimated at $2,043,000 with a salvage value
of $199,500 at the end of the waterflood operation.

Recoverable primary reserves would generate an undiscounted net
revenue before income caxes of $87,000. Total waterflood reserves of
7.6 MM barrels will-result in an undiscounted net revenue before ircome
taxes of $9,109,500. Additional income due to secondary recovery is

expected to pay out the initial investment in 2.3 years.



The v.ocimate pro-icw vecovaery {rom the proposed iHye

Mattix Unit has been determined by extrapolation of

rs Langlic

the proposed

Unit's decline curve o be aoprcximately 9.1 million stock tank

Cumulative oil producticn to July L, 1986 has been 8,314,855 barrels

~~~
\3
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.
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Pilot and full-sc=

rr

Mateix Pecl iandica
can bz carried out on thz proposed Unit.

Secondary recoverable oil by waterflooding is estim
cent of ultimate primary, or 7.3 millicn barrels.

Remainings primzry at anticipated unitization date
[ H b

8

(&}

O barrels.

vy
O

D,0

is expacted to be

Total watorflood raservas as of Jaunuary 1, 1929 is
J ’

¥et incomz from thz proposad waterflood will be $§9,

$6.5955.400 discounted at € per cant.

nitial investment of the project will be $1,448,50

payout in 2.3 years. Total investment is expected to be §$2,043,000

with a net investment of $1,843,500 considering the
salvage value of $199,500.

9. Estimated life of the project is 9.5 years.

at depleted) leaving a remaining primary of 595,063

¢ watarflecod operations within the Langlie

e a successiul secondary recovery operation

ated at 30 per

January 1, 1959,

estimated to be

106,500 or

0 which will

anticipated



RECOMMENDAT TONS

L.

The Myers Langlie Mattix Unit be formed covering the area as
defined in this report with the unitized -rartical limits being
those of the Langlie Mattix ool as defined by the New Mexico 0il
Conservation Commission.

The Unit negotiate with Skelly 0il Companv to secure water for the
project from Skelly's Jal Water System.

The Unit initiate a full-scale waterflood operation in that part
of the Unit which has been fully developecd on fortv-acre spacing
using an eighty-acre five-spot pattern modified to obtain maximum

sweep in the sparselv developed portion.



DISCUSSION
GINERAL

he Janglie Mattix Pcol, located in Lea County, tiew Mexico, is
arealy the larzest and cue af the earliest developed oil pools in
scuthenstern New Mexico. The reservoir covarc approximately 145 square
miles and has produced in excess of 83,000,000 barrels of oil frem the
Basal Seven Rivers and Queen Formations. Considerable interest in
secorndaty recoverv is evidenced by operators in the Langlie Mattix
Pool. Many projects ar2 in operation or in some stage of umitization
as mav be noted in vr2 1. All projects which utilized pilot floods

havz cxpandad, or sre in the process of expanding, to full-scale opera-

tions.

This report covers that part of the Langlie Mattix Pool outiined

irn FTigure 2 and described as follows:

E/2, E/2 W/Z, 3W/L SW/4 Section 23
NE/S Section 35
N/2, SE/L4, E/2 SW/L, ¥W/L SW/4 Section 35

Townshios 25 South., Range 37 East

SW/4, 3d/4 Walh Section 28
1 11 Sections £9, 30, 31, 32, 33
wW/2 Section 34

Towasthio 24 South, Range 38 LTast

NE/L NE/4 Section 1
5/2 N/2, 8/2 s/2, SE/L SE/4 Sectiom 12

Township 24 South. Ranra 37 East

W/2. w/2 NE/b4 Section 2

NE/4, E/2 SE/G, YW/2 SW/4 Section 3

All Sections &, 5, 6, 7
N/2, N/2 $/2, Su/L SW/4 Section 8

N/2, N/2 su/4 Section 9

N/2, E/2 SWi4, /2 32/4 Section 10

w/2 wu/a Section 11



Within thc proposed Unit. as outlined in Figure 2, development
has been pencrally on forty-acre spacing wich-a total of 217 producing
wells completed in the Linsiie Mattix Z.ne. Thirtv-seven locations
within the proposed Unit area have not becn drilled. Cunmulative pro-
duction from the nroposed Unit to January 1, l%58 has been 8,790,611
barrels of stock tank oil.

Nomenclature ~f the New Mexico Oil Censervation Commission defines
the vertical iimits of the IL.rnulie Mattix Pool as those formations
encountered between 1 point 1C0 feet above thr hase of the feven Rivers
Formzation to t%e base ¢ the JQueen Formation. The recommended vertical
limits cf the propcsed Mvers Lanelie Mattix U'nir correspond to the limits
thereby designated, and are illuscrated in Fijure No. 3.

DEVELOPMENT AND PRODUCTION HISTORY

Development of the Langlie M-ttix Z:ne in the proposed Unit occurred
in three general time intervals. Initial development began in 1938
and continued intermittently until 1953. Siuty ner cent of the develon-
ment occurred during this time and rook »lace in areas showing high
cumulatives illustrated on Figure 4. Wells drilled during this develoo-
ment prnduced 80 pericent of the cumularive oil production and averaged
53,000 barrels recovery per well as comparcd te a 29,000 bharrel average
for the Unit. In general. these wells were completed open hole with
the production string set above the pay and the sands were shot with
explosives. Develecpment history from 1953 may be noted on Figure 5.
During the 1954 through 1956 period, development activity increased
with set-through completions utilizing hydraulic fracturing. During the
1653 through 195% period, 23 per cent of the total completions in the
srenosed Unit were made and these wells produced 14.5 per cent of the

-8 -
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cumulative oil production; an averape of 25,000 barrels ol oil per well.
This development occurred along the edges of the areas of-early develop-
ment. Another increase in drilling activity occurred during 1960, 1961,
and 1962. Completions after the beginning of 1%E0 account for 17 per cent
of the total wells and 5.3 per cent of the cumulative oil produced; an
average recovery of 13,000 barrels of oil per well. During this period
set-through completions were used and the wells were hydraulically
fractured. This development was mostly infileld drilling which in effect
joined the areas of initial development. Thirtv-seven infield locations
have not been drilled.

Primary oil reserve estimates for the proposed Unit have been %3.5
per cent depleted as of July 1, 1966. Production for the first half
of 1966 was 64,951 barrels, averaging 2.5 BOPD per well. Cumulative
oii production to July 1, 1966, the effective parameter date, was 8,514,8€E5
barrels. Cumulative oil production and current producing rate as of
January, 1968 was 8,690,611 and 10,455 BOPM (2.3 BOPD per well) respec-
tively. Predicted and actual performances since parameter date are shown
on Figure 5. Comparison of these performances shows the predicted per-
formance to be slightly lower than actual.

During the development of the area, several wells were dually com-
pleted in the Jalmat Gas Zcne immediately above the Langlie Mattix. The
Jalmat Z.ne extends from the top of the Yates Formation at approximately
2800 feet to the top of the Langlie Mattix at approximately 3300 feet.
The Jalmat was developed on 160-acre spacing with approximstely 10 per
cent of these Jalmat completions being twin wells to the Langlie Mattix
wells. The remaining are Jalmat-Langlie Mattix duals or depleted Lenglie
Mattix wells plugged back and recompleted in the Jalmat. In dually
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completing these wells, the practice was generally tc produce the Langlie
Mattix from belcw a production packer through 2-inch tubing. The Jalmat
Gas is produced from above the packer via the cusing-tubiang annulus.
There are a few wells in the Unit which appear to have dcwnhole comming-
ling of the Langlie Mattix and Jalmat Zones. Data on these wells have
been previously submitted to the Operators' Committee, and it was decided
that separation of the zones would be handled by the present operator.

One well within the Unit area is designated as a Jalmat Oil completion.
This well is treated the same as the Jaimat G-s wells and nc oil from
the Jalmat i{s included in the parameter tabulations.
RESERVOIR CHARACTERISTICS

The productive formations for the proposed Unit include the lower
100 feet of the Seven Rivers and the Queen Furmations. The two prominent
sand members of the Queen are the Upper Queen and :enrose. The principal
producing zone for the Langlie Mattix Pool is the Penrose Member; however,
in the proposed Unit this does not hold true. The Penrose production is
primarily along the eastern one~third of the Unit. The subsurface
structure, as shown on Figure &, reflects a structural high trending
NW-SE across this eastern part of the Unit. This places the Lower
Seven Rivers, Upper Queen, and part of rhe Penrose sections above the
gas-oil contact, generaily considered to be at a datum of ~150 feet.
The apparent decrease in porosity and permeability development along
this structural crest further restricts the producing capabilities
of wells in this area. Mosﬁ of the wells in this area exhibit cumulative
oil recoveries less than the Unit average.

Along the west dip of this structural feature there is an area
of further decreased sand development. Here the Penrose Send shows
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& marked decrease in porosity as it dips below the oil-water contact.
The Upper QOueen and Busal Seven Rivers Sands dip belcw the gas-oil
contact but are not well developed. Cumulative production is extremely
low. This is somewhat of an in-between area with the Penrose exhibiting
better sand develcpment to the East while the Upper Queen aund Basal
Seven Rivers Sands are better developed to the West.

Westward frcm this structural feature, the increase in sand develop-
ment of the Upper Queen and Basal Seven Rivers occurs in an area where
the beds are relatively flat. Porosities and permeabilities vary greatly,
but there are two areas, one along the east-central and the other along
the southeast corner of the Unit, where cumulatives have been good with
geveral wells having a cumulative in excess of 100,000 barrels of oil.

The gas-oil contact is generally considered to be at a datum of
~150 feet and the oil-water contact at a datum of -350 feet. Depending
upon structural position, the gross oil pay ranges up to 200 feet.

A total of eighteen core analyses are available in the study area
for all or part of the Langlie Mattix Zone. In general, these analyses
are on wells drilled after 1953 and are considered to exhibit character-
istics lower than the field average, on the basis of their cumulative

productions. The characteristics exhibited by core analyses are:

FORMATION SEVEN RIVERS QUEEN PENROSE TOTAL
No. Wells Cored 12 15 8 18
Gross Interval Cored (Ft.) 818 1178 1148 3143
Net Pay (Ft.) 120 327 192 639
Net to Gross (%) 14.7 27.8 16.7 20.3
Average Porosity (%) 14.6 14.2 14.2 14.3
Average Permeability (wmd) 5.4 8.5 5.7 7.2
Average Residual 0il Sat. (%) 9.1 11.4 10.1 10.8
Average Total Water Sat. (%) 49.5 53.1 52.6 52.3
Estimacted Ccnate Water Sat. (%) - - - 37



The areal distribution of the core data gives a good coverage of the
area drilled subsequent to 1953, However, since 60 per cent of the
development occurred prior to that ti&e, there is insufficient coverage
for determining net pay or a net to gross ratio for the entire study
area. Therefore, the aoriginal oil in place was not calculated.

Figure 6 is a structural contour map drawn on the top of the Queen
Formation showing the structural configuration of the Unit. The vertical
cross-section, Figure 7, is an east-west cross section which shows
structural relief and change in sand development. The cross-section
is presented to show 2 quantitative interpretation of gross sand en-
countered in these wells. This should not be used as a net pay interpre-
tation, as the sand determination was taken principally from gamma ray
log interpretation, with some data taken from core analyses and sample
description. No attempt was made to determine porosities within these
sand stringers.

The structure map and cross-section reflect the structural position
and sand development as they exist under that acreage which was not
developed for primary production. The sands for the most part are
tight and thin and occupy that part of the Unit where neither the Penrose
or Upper Queen and Basal Seven Rivers are adequately developed. Recovery
from these areas should be low to nil due not only to the tightness
of the sand, but also due to the sands not being continuous within the
gross pay interval.

The gas present in the sand stringers in the higher structural area
are localized and are apparently confined horizontally by sand develop-
ment. These gas zones are not believed to have contributed significantly
to primary recovery. The primary recovery mechanism for the reservoir

is solution gas drive.

wamptsy,



PRIMARY RECOVERY

F.gure 5 is a primary performance graph for the proposed Unit.
T-is graph was prepared using annual production from the New Mexico
Oii and Gas Engireering reports and was corrected where apparent errors
were found. Extrapolation of this graph to the terminal limit of 32,560
ROPY, equal to 1 BOPD per well, shows a remaining primary of 572,012
barrels of oil. This compares to a remaining primary of 596,063 barrels
of oil for the sum of the individual leases' remaining primary reserves
vhen extrapolated to the terminal limit. This comparison is in very
close tolerance when it is realized that the Unit performance graph
includes several leases which are currently producing below the defined
terminal limit. For the purpose of parameter data, the remaining reserves
reflected by the individual lease performance were used for the Unit
rémaining primary reserves after July 1, 1966. Ultimate primary is
expected to be approximately 9.1 MMBO with a remaining life of 6.5
years after July 1, 1966, or &4 years after the expected unitization
date of January 1, 1969. Ultimate primary recovery should average
42,000 barrels of oil per well.
SECONDARY RECOVERY

General

Considerable interest in secondary recovery, by waterflood, is
evidenced by the numerous units that are being formed in the Langlie
Mattix Pool. An estimated 60 per cent of the wells in the Pool are presently
in some unit, or are in the process of unitization. It is expected that
90 per cent of the Langlie Mattix wells will be subjected to waterflood
operations within the immediate future. Figure 1 shows units in proximity
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to the proposed Myers Langlie Mattix Unit which are In operaticn or in
some stage of unitization. Some of the major units in operation are:
Amerada Woolworth Unit, Anadarko Langlie-Mattix Penrose Sand Unit, Carter
Toundation Bline Cade Unit, Humble State "M" Waterflood Project, Shell
Langlie Mattix Unit #1, and Skelly Penrose "A" and "B" Units. All

known projects that utilized a pilot program have expanded to full-
scale. Pilot cperations previously carried out plus full-scale operations
indicate the Langlie Mattix Zone will respond to secondary recovery by
waterflooding, and predicated recovery will equal from 70 per cent

to 100 per cent of primary. The Myers Langlie Mattix Unit is expected

to recover 7.3 MM BO which is equal to 80 per cent of the ultimate
primary.

There are thirty-seven undrilled locations within the Unit. No
recommendations are submitted herein for further development. Any
infield location drilled to the Langlie Mattix Pay during secondary
recovery operations will necessarily have to be on.its own merits,
and will be indicated by the waterflood performance in the immediate
area. Sufficient merits for further drilling at this time do not exist.

Plan of Operation

The selected injection pattern, shown on Figure 8, provides for a
normal 80-acre five-spot modified along the Unit boundary and through
the areas of decreased development. Initially 86 existing wells will
be utilized for water injection. An additional eight wells will be
converted as line agreements along the Unit boundary are established.

The remaining 123 wells will be utilized as producing wells. The average
injection rate is expected to be 265 BWPD per injection well over the

- 14 -



1ife of the project. Injection rates are expected to be higher initially
with the 94 injection wells utilizing approximately 31,000 BWPD for an
average of 325 BWPD per well. As fillup occurs, rates will probably

be restricted due to increase in pressure, which also will reduce plant
capacity. For the purpose of this report, it is considered that injection
water will be purchased with produced water being recycled. Water bearing
sands within the Unit area are considered to be of insufficient capacity
to meet the water requirements for this project; therefore, injection
water must be imported.

Predicted waterflood performance is shown on Figure 9 and is contingent
on the start of injection in the first quarter of 1969. -The first response
to the waterflood should be approximately 0.5 years {rom the start of
injection. If the proposed injection rate is maintained, peak production
should be reached in two years from the start of injection and shoﬁld
last for two years, at which time 60 per cent of the water flood reserves
should be recovered. Peak rate is expected to be 1.6 MM BOPY. Abandon-
ment will occur with a 98 per cent water cut and 100 per cent of the water-
flood reserves being recovered 9.5 years from the start of water injection.

The proposed injection system is shown on Figure 10. The system
will consist of a plant equipped with five quintuplex pumps powered by
Ajax DP-230 gas engines. The plant will be capable of delivering 31,000.
BWPD at 1850 psig. Sufficient tankage will be installed at the planﬁ
to provide proper suction conditions for the pumps and to facilitate
recycling the produced water. Water injection lines will be cement~-lined
steel pipe externally wrapped and sized as required. Injection wells
will be completed with internally coated tubing set in a temsion-type
packer approximately 50 feet above the casing seat or uppermost perforation.
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Each injection well will be provided with a header to permit metering

and control of water volumes,

Shown on Figure 11 are the proposed producing f%cilities which
consist of a central battery equipped with a LACT unit and eight satellite
test stations. Steel flow lines will be used from the wells to the
satellite test stations, utilizing existing material to the maximum.

Each satellite test station will be equipped with a metering treater

and a test manifold for individual well testing. During any time period,
a single well will be produced through the metering treater for individual
well test with the remaining wells in the 3atellite producing directly

to the central battery facilities via the trunk line syséem. The trunk
line system from each satellite will be buried reinforced fiberglass

epoxy pipe sized as required.

The central battery will be constructed from existing tankage and
treating equipment in the Unit and it will be equipped with a LACT unit,
sized as required, to minimize operating expense and conserve crud;
oil gravitf.

The estimated cost for the proposed plan of oéeration is shown
on Table I. Items included in these costs are: injection plant,
distribution system for water injection, well conversion, water supply
line, producing system facilities, relocation and installation of larger.
pumping equipment, and workovers for producing wells. The i{nitial
investment of $1,448,500 will be required with the total investment
being $2,043,000. Net investment at the end of operations is expected
to be $1,843,500 after deducting salvage. Total investment will equal
approximately $235 per developed acre.

- 16 -



BEocovarabie orirmzte raserves from January 1, 1969 Lo the terminal
limit of 54,270 300Y will be approuimately 300,000 barrels. Recovery
of this primary o0il would be achieved by January 1, 1973. The undis-
counted net revenus before taxes from the recoverable prigary resarves

is $37,000. Data from thz economic projection for primary operations

are:

Cross 0il Production, SI3 300,000
New W. I. Income & $2.37/Bbl.

(After Royalty & Production Tax) $711,009
Direct Opecratiag Expense

($100 per well per month) $624,000
Nzt Revenue

(Undiscountad before Inceme Tax) $ 87,000

Economics of the proposed waterflood project areshown on Table
II. Total oil recovery during the waterflood operation will ba 7.8 M{
Bbls. resulting in an undiscounted net ravenue before taxes of §9,109,500.
Value of the discounted net ravznue at six per cent is $6,996,400.
Additicnal income due to secondary recovery is expected to pay out the

nitial investment in 2.3 years. Life of the waterflood will bz approxi-

(¥

mately 9.5 years. Data from the econcomic projection are:

Gross 0il Production, STB 7,600,000
Net ¥.I. Income @ $2.37/Bbl.

(After Royalty & Production Taxes) $18,012,000
tlet Capital Expenditures $1,843,500
Dircct Operating Expenses

(Including Water Purchase) $7,059,000
MNET REVENUE BEFORE INCOME TAX $%,105,500

This projection clearly indicatss that the proposed waterilood

- 17 -



will be economically feasible under this plan of operation. The area
should be unitized and the waterflood operation started as scon as possible.
The properties are nearing the depleted stage and remaining primary

can be produced during waterflood operation at greater economy.

- 18 -
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ECONOMIC ANALYSIS OF WATERFLOOD OPERATION
PROPOSED MYERS LANGLIE-MATTIX UNIT - REDUCED AREA

Direct Cumulative Present Worth
Gross Net W.I. Operating Net Revenue Net Revenue Net Revenue Before
Production Income Investment Expenses Before Income Before Income Income Taxes @ 6%
Year (M Bbls,) M $) M 9) M $) Tax (M _$) Tax (M $) (Mid Year) (M $)
1971 57 135.1 1,393.0 833.5 (2,091.4) (2,091,4) (2,030.7)
1972 1,150 2,725.5 212.0 833.5 1,680.0 (411,4) 1,538.9
1973 1,530 3,626.1 175.5 785.0 2,665.6 2,254,2 2,303.1
1974 1,530 3,626.1 175.5 7174.4 2,676,2 4,930.4 2,183.8
1975 926 2,194.6 761.9 . 1,432.7 6,363.1 1,101.7
1976 698 1,654.3 745.4 908.9 7,272.0 659.9
1977 516 1,222,9 721.2 501.7 7,773.7 343.7
1978 401 950.4 606.0 344.4 8,118.1 222.5
1979 325 770.2 515.0 255.2 8,373.3 155.4
1980% 134 317.6 (194.3) 257.5 254.4 8,627.7 146.3
7,267 17,222,8 1,761.7 6,833.4 8,627.17 6,624.6

* Six months' operation.

Payout of initial investment before income tax - 2.3 years,
Net profit before income tax per dollar invested - $3.76/$l.

Note:

A.
B,
c.
D.

Water injection started first quarter, 1971.
Gross W,1, = 100%; Net W.I. = 87.5%.
Net W.I. income = $2,37/gross barrel,

Direct operating expenses are estimated at $225/well/month plus water purchases.
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PRELIMINARY WATERFLOOD COST - REDUCED AREA
PROPOSED MYERS LANGLIE-MATTIX UNIT, LEA COUNTY, NEW MEXICO

INJECTION PLANT: Equipped with five (5) quintuplex pumps driven by Ajax DP-230
gas engines, Plant capacity to be approximately 31,000 BWPD at 1845 psig.

INJECTION SYSTEM: System to consist of approximately 117,600' of 2-3/8" 0D,
17,400 of 2-7/8" oD, 12,750" of 3-1/2" OD, and 46,500' of 4-1/2" OD externally

wrapped cement-lined steel lipe pipe, complete with miscellaneous fittings and
survey expense.

INJECTION WELL CONVERSIONS: <Convert 89 wells to injection service, utilizing
coated tubing, tension packers, individual well headers, and necessary well
work to confine injection to unitized interval. 1Includes additional length of
liners for seven (7) wells with assessmeunts,

WATER SUPPLY LINE: Approximately 13,500' of 8-5/8" OD externally wrapped,

cement-lined steel pipe installed from main lateral of Jal Water System to
water Injection station.

PRODUCING SYSTEM: Install centrgl battery with LACT unit and eight (8)
satellite test stations, utilizigg existing material and equipment to maximum,

RELOCATE PUMPING EQUIPMENT: Move pumping equipment to wells not presently
equipped utilizing surplus equipment from wells converted to injection.
Estimated 28 wells at $1,500 each.

WORKOVERS ON PRODUCING WELLS: Necessary well work on estimated 32 wells to

prepare for response in unitized interval, To be performed in second year of
injection.

LARGER LIFT EQUIPMENT: 1Install larger lift equipment on 39 wells at $9,000

each (assumes one third of producing wells). To be installed in third and
fourth years of operation,

TOTAL INVESTMENT

SALVAGE: Pumps and engines in plant at 40% $ 56,000
Pumping units and engipes at 50% 138 771
TOTALL SALVAGE $194

I TATHI T AT M

Revisged
Cost

$ 245,000

314,000

382,500

55,500

354,000

42,000

1,393,000

212,000

351,000

S ———————

$1,956,000

$_(194,300)
e

Y T6&Y 10N

Time of
Investment

Initial

Initial

Initial

Initial

Initial

Initial

2nd Year

3rd & 4th
Years
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COMPARATIVE DATA

Re: Preliminary Review
by State Land Office

PROPOSED MYERS LANGLIE-MATTIX UNIT

Lea County, New Mexico



PROPOSED MYERS LANGLIE-MATTIX UNIT

Remaining Primary

Tract No. as of 1-1-69
1 14,806
2 0
3 32,970
4 1,101
5 28,111
6 3,189
7 3,165
8 331
9 9,388

10 0

11 4,313
12 0

13 16,245
14 10,340
15 7,258
16 0

17 7,916
18 4,989
19 o}

20 9,980
21 2,689
22 13,549
23 3,879
24 7,970
25 0

26 15,058
27 1,404
28 5,430
29 33,899
30 17,177
31 0

32 3,447
33 4,233
34 36,445
35 0

36 1,895
37 839
38 5,922
39 0

40 2,086
41 0

42 0

43 26,195
44 11,202



Remaining Primary

Tract Ho. as of 1-1-69
46 4,531
47 2,816
48 0
49 1,126
S0 1,936
51 16,742
52 8,336
53 17,503
54 2,877
55 2,724
56 7,758
57 0
S8 )
59 7,160
£0 3,528
61 1,638
62 12,633
63 3,879
6% 0
65 2,419
66 6,614
67 0
68 0
69 9,230
70 5,467
71 0
72 0
73 10,074
74 - 2,447

75 5,695



Sirgo Operating, Inc.
P. O. Box 3531, Midland, Texas 79702 (915) 685-0878

June 15, 1952

RE: Myers Langlie-Mattix Unit
Lea County, New Mexico

<O ALL WORKING INTEREST OWNERS:

On June 8, 1952 Texaco sent all owners a letter stating Sirgo, et
al vere in arrears on its joint account. This letter was not a
true representation of the outstanding balance and did not
correctly reflect the entire situation between Sirgo and Texaco.

Sirgo has disputed several of the charges Texaco has levied
against the property, and has repeatedly asked for adjustments to
the joint account.

Sirco and Texaco have met to discuss the JOA balance on numerous
occasions and Texaco requested the week of June 8th toc finicsh an
internal audit of the adjustments we had requested. 8irgo
currently holds $1.2M in an escrow account to cover what we
believe to be the outstanding balance. We were gQuite shocked to
receive the letter written on Monday, June 8th by Texaco,
misrepresenting Sirgo's position to the other working interest
owvners, and also at the fact that Texaco sent out the letter
before the one week period they had requested to finish the audit
was over.

As allowed under Article 4, paragraph 4.2 MEETINGS, of the Unit
Operating Agreement, Sirgo Brothers, Inc. and Myers Partners, Inc.
as owners of more than 108§ of the working interest, hereby notices
all working interest owners of a meeting to be held on Tuesday,
July 14, 1952 at 10:00 a.m. C.S.T., in the offices of Sirgo
Operating, Inc. The physical location of the office is 3100 North
A Street, Building B, Suite 201, Midland, Texas.

An Agenda of the meeting is attached for your review. If you
cannot attend the meeting, you may submit your vote on any matter
shown on the Agenda as per paragraph 4.3.3, Article 4, of Unit
Operating Agreement. If you wish Sirgo to represent your interest,
you may mail a proxy to the address on the letterhead or fax a
copy to (915) 6B2-6224.

Respectfully,

MYERS PARTNERS, INC.
SIRGO BROTHERS, INC.

rian MY

BMS/pr
Enclosure

Tab 225
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AGENDA

WORKING INTEREST OWNERS MEETING
MYERS LANGLIE-MATTIX UNIT
LEA COUNTY, NEW MEXICO

JULY 14, 1992 10:00 a.m. C.5.T. OFFICES OF SIRGO OPERATING, INC.

JTEM NO. 1 - DISPOSITION OF GAS PROCEEDS

CHARGES TO THE JOINT INTEREST BILL

ITEM NO, 2 -

ITEM NO. 3 -~ PAST AND PRESENT INJECTION PRACTICES

ITEM NO. 4 - ENVIRONMENTAL CONDITION

ITEM NO. 5 - OVERALL PROFITABILITY OF THE UNIT

ITEM NO. 6 - PROPOSED FUTURE OPERATIONS ON THE PROPERTY

ITEM NO. 7 - PROPOSAL TO MAKE SIRGO OPEI;\ATINGL_INC.J NEW OPERATOR




Sirgo Production Company 4s a Midland, Texas based oil and gas
operator that formulated and implemented the first 20-acre down
spaced redevelopment of the Queen-Penrose formation in the Permian

Basin (see SEPE Paper No. 239561 dated 3-19-92).

Since 1987, Sirgo has identified and purchased several previously
flooded 40-acre Queen units in the Permian Basin. Four of these
units are properties in which Texaco previously owned an interest.
They are the West Dollarhide Queen Sand Unit, Penrose B, and E.
Eumont Units in Lea County, New Mexico and the Magutex Queen Unit

in Andrews County, Texas.
Sirgo commenced purchasing interest in the Myers Unit in November

-0f 1989, and currently owns 54+% of the unit working interests.

On July 18, 1990 in a letter addressed to Mr. Bodb Solberg, Sirgo
offered to purchase Texaco's interest in the Myers Unit (see
Exhibit A). In this letter, Sirgo expressed its desire to pursue
operatorship of the Unit with the cooperation of Texaco, as its
intentions were not hostile.

On August B, 1950 in a letter f£rom Mr. Bodb Denzinger, Texaco
rejects Sirgo's offer to purchase Texaco's interest in the Myers

(see Exhibit B). :

On August 13, 1990 after phone discussions with Mr, Bob Denzinger,
Sirgo suggested a meeting on August 21, 1950 to compare Texaco's
and Sirgo's technical views with regard to future development
potential of the Myers. §8irgo once again stated its desires with
regard to operations and its desire to cooperate with Texaco as
our intentions were not hostile (see Exhibit C).

In early September, 1990 Texaco's technical staff met with Sirgo
and a representative of T. Scott Hickman and Associates to review

"8irgo's proposed redevelopment, and voice Texaco's view as to

additional development of the Unit. As part of the information
exchange between Sirgo and Texaco and Sirgo's efforts to reconcile
its gas revenues in the Unit, on September 10, 1950 Sirgo reguested
Texaco provide it with certain Unit information, including a copy
of the gas contract Texaco was currently marketing casinghead gas
production on behalf of the Unit (see Exhibit D). By cover letter
dated September 21, 1990 Texaco provided Sirgo with an unsigned
copy of the contract being used and indicated it should be signed

within the next few days (see Exhibit D-1).

Pollowing review by Texaco, Texaco by letter dated September 26,
1590 agreed to participate in a project that with reguisite unit
approval, irgo would operate (see Exhibit E).
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Following phone conversations regarding Texaco's potential desire
tc sell its interest, Sirgo in a letter dated September 26, 1930
proposes a like kind exchange with Texaco (see Exhibit F). As per
Texaco's reguest, Sirgo authorizes T. Scott Eickman & Associates
to release any and all pertinent information to Texaco concerning
Sirgo's evaluation of the Myers (see Exhibits F-1, F-?).

October 4, 1990 Texaco, with its JIO group from Denver, meets with
Sirgo to discuss project since JIO group will be handling project
once Sirgo assumes operations of the Unit. The results of that
meeting were expressed in a letter dated October 9, 1950 from
Birgo to Texaco (see Exhibit G). As a follow-up to Sirgo's
September 10, 1990 regquest, Texaco by letter dated October 31,
1990 provides 8irgo with additional information reflecting
zevenues for the Unit from the sale of oil and casinghead gas

(see Exhibit G-1).

As per Texacc's reguest, Sirgo has its local counsel provide
Texaco with a summary of Sirgo's ownership and acquisition status
in the Unit, as evidenced by letter dated December 6, 1990 (see
Exhibit H).

E8irgo and Texaco met on December 6, 1990 to discuss result of
Texaco's technical analysis as well as logistics of Sirgo's
beconing operator. In letter dated December 7, 1950 Texaco
expresses its willingness to resign as operator and recommends
Sirgo as the new operator. Texaco also confirmed Sirgo's and
Texaco's understanding with regard to finalizing the technical
aspects of Phase I of the project (see Exhibit I).

On December 7, 1990 Texaco's reservoir engineer, & representative
of T. Bcott Hickman & Associates and Sirgo met to review the
combined analysis of Texaco's and Sirgo's evaluation of the Phase
I area. The combined analysis resulted in a new phase I area
agreed vpon by Texaco and Sirgo.

T. Scott Bickman & Associates then prepared a report reflecting
the revised Phase I area reflecting the consensus of Texaco and
8irgo. This report was forwarded to Texaco by Sirgo via letter
dated December 13, 1930 (see Exhibit J).

By letter dated December 27, 1950 Texaco forwvarded a copy of the
format Texaco would like to see as a "Statement of Cash Flow"
prepared by Sirgo as operator of the Unit. Texaco also supplied
Sirgo with the names of the individuals who would assist in the
:ﬁ;nge of operator transition from the accounting side (see

ibit K). :

By letter dated December 31, 1990 Birgo notified Texaco of its
acceptance of Texaco's proposed statements of cash flow" (see
Exhibit L).



As per Texaco's regquest, Sirgo forwards by letter dated January
15, 1991 execution copies of forms for "Resignation and
Designation of Successor Unit Operator” (see Exhibit M),

In preparing for the reconciliation related to the change of
operator, Birgo by letter dated January 25, 1991 requested a
review of previous owners' accounts owned by Sirgo, and settlement
on our casinghead gas revenues held by Texaco (see Exhibit N).

Folloving phone conversation between Sirgo and Texaco, Sirgo by
letter dated February 22, 1991 expressed once again the difficulty
in receiving a reconciliation of its gas proceeds. Additionally,
Birgo confirmed that as discussed, it would prepare copies of the
proposed ?roject report to be revieved by all the Unit owners (see
Exhibit O).

By letters dated February 25, 1991 Sirgo submitted the proposed
project ané ballot for change cf operatorship to the Unit owners

(see Exhibit P).

Sirgo makes a presentation to Amerada Hess, the third largest
owner in the Unit. Amerada approves of the project in principle.

On April 1, 1981 Sirgo forwards Texaco copies of ballots received
to date totaling 63.45% of the Unit, exclusive of Texaco's
interest. S£irgo also requests that Birgo and Texaco meet and
finalize all reconciliations by May 1, 1991 (see Exhibit Q).

By letter of April 3, 1991 Sirgo once again forwards Texaco forms
for "Resignation for Designation of Successor Unit Operator" (see
Exhibit R). Texaco's Eobbs area manager notifies Sirgo to be on
the lease April 10 to commence taking over operations. 8irgo hires
and outfits with vehicles new personnel to assist in operating the
Unit. .

On April 10, 1991 Texaco notifies Southwestern Public Service that
effective April 9, 1991 Sirgo commenced operating the Myers Unit
(see Exhibit S). '

Texaco by letter dated April 15, 1991 to Unit owners indicates its
intention to resign as Unit operator pending resolution of certain
accounting issues (see Exhibit T}.

Sirgo files change of operator forms (C-104) with RMOCD. Texaco,
by letter dated May 13, 1991 notifies Btate of New Mexico it
intends to resign as operator, pending resolution of accounting
issues (see Exhibit U).
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By letter dated May 16, 1591 Jerry Sthon, District I Supervisor
for NMOCD, notifies the NMOCD, Tex-Nevw Mex pipeline, as oil

_ transporter, and Texaco, a8s gas trancporter, of Texaco's intent to

turn over operations to Sirgo pending resolution of certain
accounting issues (see Exhibit V).

Texaco has yet to provide a reconciliation of the gas revenues
ovwed Sirgo. 8irgo, by letter dated May 30, 1991, reguested that
any unresolved accounting issues be handled after the change of

operator, as Texaco has not provided the necessary reconciliation
{see Exhibit W).

Texaco receives letter from Doyle Hartman dated June 11, 1951
notifying Texaco of NMOCD Petition (see Exhibit X). Texaco meets
with Hartman on June 13, 1951,

Texaco, by letter of June 14, 1991 notifies Unit owners, it has
had no hand in the prepareticﬂ of the propesed redevelopment
project, and that should Texaco desire to resign, it will notify
the owners (see Exhibit Y).

Sirgo requested an accounting of Sirgo's balance, exclusive of the
still unresolved account issues. Texaco presents reconciliation
without resolution of outstanding issues by letter dated June 28,
1991 (see Exhibit 2).

Texaco then reqguests that Birgo allow Texaco to conduct extensive
due diligence of Sirgo and its ability to operate the Unit. By
letters dated July 2, 1991 Texaco regquests that Sirgo provide
Texaco with certain information relative to Texaco 8 due diligence
of Sirgo (see Exhibits AA, AA-1).

After its due diligence, Texaco's personnel indicated to Sirgo
that Texaco was satisfied with Sirgo's technical and financial
ability to operate the Unit. Texaco also indicated that Sirgo's
operating the Unit would be good for Texaco, because Texaco
estimated Sirgo could operate the Unit for one-half the cost
Texaco is currently charging the Unit.

By letters dated July 10, 1991 Sirgo requested Texaco respond to
certain issues related to the operation of the Myers Unit (see
Exhibit BB).

By letter dated July 11, 1991 Sirgo expresses its concern to
Texaco, That Sirgo's bankers have expressed concern that Texaco
has no intention of resigning (see Exhibit CC).
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On August 6, 1991 Texaco communicated to Sirgo its concerns about
resigning as operator, especially in light of the now pending
litigation (see Exhibit DD). .

August 13, 1991 Birgo escrows 1.2 million dollars at a local
financial institution on behalf of Texaco, pending resolution of
still unresolved issues and Texaco's previously agreed resignation
©of operator (see Exhibit DD-1).

In late August, Texaco indicated to Sirgo that its JIO group Aaid
not have the budget now, to participate in the project, so there-
fore Texaco now believed it should sell its interest in the Unit.
August 28, 1991 Eartman sends letter to Texaco (see Exhibit DD-2).

On September 3, 1991 Eirgo extended, once again, its offer of July

.18, 1950. Texaco has yet to reconcile and credit Sirgo for any of

the issues 5irgo has brought to Texaco (see Exhibit EE).

Texaco receives letter from Eartman Gated September 17, 1291 (see
Exhibit EE-1).

During September, 1991 apparently as part of some effort to reduce
costs at the Unit, Texaco shuts in over the next three months some
32 producing wells (1/3 of total active in field) reducing pro-
duction from 20,000 BOPM to 14,500 BOPM. BHowever, during this
time frame, Texaco continues to implement practices in the f£ield,
identified to Texaco in July, 1990 by Birgo, as much more
detrimental to the profitability of the Unit (see Exhibit FF).

Eirgo and Texaco negotiate various issues with regard to reaching
an agreement on the purchase of Texaco's interest. Texaco has
requested Sirgo pay Texaco for uncollected JIB accounts from other
owners in the Unit totaling some $500,000. Some of these accounts
were six years old and Texaco had never taken any action with
regard to collecting them., Texaco insists Sirgo pay 100 cents on
the dollar for these uncollected balances or Texaco will bill the
uncollected sums to the Unit working interest owners. As an
alternative, 8irgo offers to assist Texaco in collecting these
amounts. Sirgo's efforts caused a large portion of this balance
to be collected for Texaco's account.

Texaco is requesting that, as part of the terms and conditions of
the purchase and sale that, Birgo indemnify Texaco with regard to
any damage that may have occurred with regard to Texaco's injection
practices in the field, identified to Texaco by Sirgo, by previous
correspondence dated July 10, 1990, 4in as much as such damage would

Telate to Sirgo s ownership in the Unit.
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During this same time frame, Texaco refuses to make cash settle-
ment on the outstanding gas proceeds. .Instead, Texaco offers to
*"gas balance" with Sirgo and the other owners. 8irgo contends
that the remaining gas reserves will not cover the so called over-
balance Texaco has taken. This offer is in direct violation of
Texaco's fiduciary responsibility as operator of the Unit (see
Exhibit FF-1 language from Unit Agreement).

Sirgo and Texaco come to terms with regard to the purchase of
Texaco's interest and in January, 1992 Texaco completes and
delivers to Sirgo and its counsel the first draft of the Purchase
and Sale Agreement and accompanying exhibits (see Exhibit GG).

In Pebruary, 1992 Texaco notified the Unit owners of pending
ditigation brought on by a surface owner against Texaco with
regard to surface damages on the Unit. Texaco met with Sirgo and
requested Sirgo's input, since Sirgo would soon be the operator of
the Unit, and would have to deal with the matter (see Exhibit HH).

On February 28, 1952 Sirgo notified Texaco of several substantive
issues that had arisen with regard to the operations of the Unit,
the least of which was Texaco's cutting of production and
rendering of the Unit's current operation as unprofitable. Texaco
has yet to credit Sirgo with any of the outstanding issues put
before Texaco by Sirgo (see Exhibit II).

In February, March and early April, Sirgo and Texaco continue to
trade information with regard to attempting to reconcile
outstanding issues (see Exhibits 1I-1 thru II-4).

On March 5, 1992 Texaco acknowledges Sirgo's right to call a
meeting of the working interest owners (see Exhibit JJ).

On April 9, 1992 with Texaco yet to resolve any of the outstanding
issues presented to it by Sirgo, Sirgo presents Texaco with a
report and summary of Sirgo's most recent £indings with regard to
Texaco's operation of the Unit (see Exhibit KK).

In conjunction with the above correspondence, Sirgo tendered sight
drafts to Texaco reflecting the adjusted outstanding JIB's and
purchase price reflecting Sirgo's analysis and Texaco's desire for
indenmnity.

During this period, Texaco, at Sirgo's regquest, conducted
step-rate test in. the field on injection wells to determine if
Texaco's overinjection practices have fraced any injection wells
constituting the ‘adjustments requested by Sirgo. These suspicions
were confirmed in two of the first four tests. A modified list of
wells were submitted to Texaco for testing, but Texaco never
conpleted the work (see Exhibits KK-1, KK-2).
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Additionally, during this time frame, Sirgo conducts an environ-
mental audit as part of its closing due diligence. Texaco
believed Sirgo's first choice to perform its environmental audit
would be a conflict for Birgo. Consegquently, Texaco took it upon
themselves to notify another environmental company in Hobbs, New
Mexico and told them that TEXACO was not going to approve of
Sirgo's audit f£irm and they should contact Sirgo to perform the
work. The report indicated that 2ll 30 of the random sites chosen
for testing were hydrocarbon contaminated to a depth of at least
four feet. Additionally, high levels of radiocactivity were found
3n one of the head tanks (see Exhibit 1LL, LL-1). ]

For reasons unknown to Sirgo, Texaco's in-house counsel, contacted
Eirgo's counsel and informed Sirgo's counsel, that it was Texaco's
belief that Sirgo was headed for litigation, and Texaco felt
Sirgo's counsel should be conflicted out of representing Sirgo.

On April 21, 1951 Sirgo relayed its amazement to Texaco with
recard to such an act in the middle of the f£inal steps of
consummating the sale (see Exhibit MM),

Texaco and Sirgo met to discuss and review Sirgo's analysis and
adjustment on April 24, 1952 (see Exhibit MM-1),

As per a request in that meeting, Birgo, on April 27, 1852,
provided Texaco with a clarification of its adjustment allocation
(see Exhibit NN)., Texaco continues to represent that it is trying
to complete its evaluation of adjustments owed Sirgo via its own
internal audit. As has been the case since Sirgo first reguested
Teconciliation of these matters, Texaco has yet to credit Sirgo
vwith any adjustments from the unresclved accounting issues.

During the first quarter of 1992, Texaco is attempting to
reestablish the production 4t shut in during the fall of 1591, 1In
addition to the Unit owners now having to incur the costs to turn:
the wells back on, the effort failed to recover the production
previously shut in. 8Sirgo also asked that Texaco review its own
profitability with regard to the value of its interest on April
29, 1952 (see Exhibit NN-1),

In May 1992 Sirgo and Texaco meet, and for the first time, Texaco
presents evidence for their actions with regard to certain aspects
of operating the Unit., There are still several issues left

unsatisfied by Texaco.

-
Ny
’
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Sirgo and Texaco meet to determine, once and for all, the adjusted
JIB and purchase price. Texaco and Birgo agree on values
substantially in excess of the amounts deemed fair and prev%ously
tendered by Sirgo as a result of Sirgo's analysis of Texaco's
actions as Unit operator. Texaco indicates the adjusted values
have been approved in Midland and they are waiting for approval
from Denver. 8irgo indicates it is prepared to close on both the
JIB balance and purchase of Texaco's interest as soon as possible.

. In early June, Texaco notifies Eirgo and the working interest owners

that Sirgo is in arrears by an amount in excess of the adjusted

- amount, and that Texaco now is not selling its interest in the

Unit or resigning as operator.
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OXY USA INC.

1t ATTN WESTERN CONTROLLER P O BOX 50250
MIDLAND, TX 79710- 0250

SUMMARY INVOICE
FOR FEB-97
STATEMENT NO : 000000003651 04-MAR-97
379120 5 REMIT TO:
DOYLE HARTMAN F?éy ggQ INC. ,
.0. 84138
DA 28 0o DALLAS, TX 75284~ 1382
RC User Key Property Description GWI (%) Invoice # Amount
73050700 MYERS LANGLIE*OXY USA 04869080  000000003651-0001 $11,266.65
73088200 THOMAS A* 4 2542 15625000  000000003651-0002 $203.09
73088475 THOMAS A 384" s 4275 03125000  000000003651-0003 $134.18
wikie Total Current Invoices Amount Due $11,603.92
Current Period Invoice(s) Attached Total Amount Due (Your Share) ==> $11,603.92

Payment Due 15 days from Receipt of Invoice

er 560

7,;1//’5

3
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Joint Interest Billing — Operator Statement

FEB-97
To: Party: 379120 Site : 2 invoice #: 3651-0001
DOYLE HARTMAN Invoice Date; 28-FEB-97
P O BOX 10426 JV #: 03730-0
MIDLAND, TX 79702
Remit To: Invoice Inquiries:
OXY USA INC. OXY USA INC.
P.O. BOX 841382 ATTN WESTERN CONTROLLER
DALLAS, TX 75284- 1382 Qg) Bﬁgi—ssgggo
MIDLAND, TX 79710- 0250
RC User Key: 73050700 Property: MYERS LANGLIE*OXY USA
Account Qty UM Description Gross
LEASE OPERATING EXPENSE/AFE # Desc:
1M111— EXPENSE.REPAIR/MAINT.ELECTRICAL 5413.50
11131~ EXPENSE.REPAIR/MAINT.WELDING 2,771.37
11133— EXPENSE.REPAIR/MAINT.LABOR.CONTRACT.OTHER 4,404.30
11194— EXPENSE.REPAIR/MAINT.SERVICE COMPANY 25,946.50
11211— EXPENSE.REPAIR/MAINT.PUMP.BHP 6,096.40
11241— E)éi;%\JRSE.REPAIR/MAINT.PULLING UNIT.OTHER 28,159.34
11251— EXPENSE.REPAIR/MAINT.SERVICES.WIRELINE 2,968.00
11292—- EXPENSE.REPAIR/MAINT.SWABBING 1,391.76
11513— EXPENSE.CHEMICALS.TREAT.EMULSION 1,522.40
11518— EXPENSE.CHEMICALS. TREAT.WATER 13,099.42
12321-- EXPENSE.RENTALS.EQUIPMENT 6,283.73
12322-- EXPENSE.RENTALS.OWNED EQUIPMENT 105.99
12511— EXPENSE.HAUL.SALTWATER DISPOSAL 2,077.81
12512— EXPENSE HAUL.FRESH WATER 1,945.88
12521—- EXPENSE.FREIGHT.TRUCKING 826.29
13211— EXPENSE MATERIALS/SUPPLIES.NONCONTROLLABLE 12,791.50
14111-- EXPENSE.UTILITIES.ENERGY.ELECTIRICTY 21,417.24
14132— EXPENSE.UTILITIES.ENERGY.WATER ' 13,695.36
14911-- EXPENSE.UTILITIES. TELEPHONE/CABLE 822.00
15991—- EXPENSE.CHARGES.PERMITS AND DAMAGES 32.00
15999— EXPENSE.CHARGES.OTHER 1,082.18
12523—- EXPENSE FREIGHT.POSTAGE 53.71
12542— EXPENSE.VEHICLE.COMPANY LIGHT.PMTA 4,202.74
15793—— EXPENSE.TAXES.NON-VECICLE LICENSES AND 21.62
PERMITS ) :
16211— EXPENSE.EMPLOYEE.LABOR BURDEN 3,453.13
16313— EXPENSE.EMPLOYEE. AWARDS 448,56
16511— EXPENSE.EMPLOYEE.BUSINESS. TRAVEL 740.47
16513—- EXPENSE.EMPLOYEE BUSINESS.MEALS/ENTERTAIN 209.64
16517—— EXPENSE.EMPLOYEE.BUSINESS.RELOCATION 0.00
16111— EXPENSE.EMPLOYEE.LABOR WAGES 15,445.43
17612— EXPENSE.JT INT.PRODUCING OVERHEAD 54,163.13
11199— EXPENSE.REPAIR/MAINT.SERVICE.QUTSIDE.OTHER (200.00)
Total AFE Cost - Gross 231,391.40

Your Net Share - W 1 00.04869080 11,266.65



To: Party: 379120

DOYLE HARTMAN
P O BOX 10426

MIDLAND, TX 79702

Remit To:
OXY USA INC.

P.0C. BOX 841382
DALLAS, TX 75284- 1382

RC User Key: 73050700

Joint Interest Billing — Operator Statement
FEB-97
Site : 2 Invoice #: 3651-0001
Invoice Date: 28-FEB-97
JV #: 03730-0

tnvoice Inquiries:
OXY USA INC.
ATTN WESTERN CONTROLLER

(915) 685-5656
P.0.BOX 50250

MIDLAND, TX 79710- 0250
Property: MYERS LANGLIE*OXY USA

Total Costs and Expenses — Your Share

$11,266.65
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EOTT EN.. RGY Operating Limited rarinership

P.0. BOX 1660
5805 E. BUSINESS 20
MIDLAND, TEXAS 79702 August 8, 1995
(915) 682-8251

Certified Mail Return Receipt Requested QC: Mot =75
Mr. Doyle Hartman - Soss
Oil Operator yu JJ,,'/.--,T.;L_,\_) Jf’__/.—j
P. O. Box 10426 : P e
Midland, TX 79702 . - / (C’qv—-‘.‘)

Re: Myers Langlie Mattix Unit in Lea County, New Mexico P Gt

Dear Mr, Hartman:

1 am in receipt of your letter dated August 3, 1995, addressed to Enron Oil Trading &
Transportation Company. Effective January 1, 1993, Enron Oil Trading & Transportation
Company changed its name to EOTT Energy Corp. ("EOTT"). Please be advised that EOTT has
not been the purchaser of crude oil from the tracts listed on the schedule attached to your letter
since March 31, 1993, Effective April 1, 1993, CITGO became the purchaser of production from
said tracts.

Since EOTT has not purchased production from your tracts since March, 1993, EOTT
does not possess the accounting information requested in your letter, and EOTT has no duty to
provide such accounting. You should contact Cxy USA, Inc., and/or CITGO to obtain the
information requested in your letter. .

Enclosed is copy of a letter from Texaco Trading and Transportation Inc., to Texas-New
Mexico Pipeline Company. This letter was EQTT's first notice that it was no 1onoer the puchaser
of production from your tracts.

You said in your letter that you were "amazed that Enron has allowed another serious
disruption to occur corresponding to our MLMU oil revenues." Obviously, EOTT does not
control the disbursement of proceeds of production that EOTT does not purchase. Likewise,
EOTT's division order does not require EOTT to provide you with notice that it is no Jonger
buying production from your tracts when the marketer of that production (Oxy USA, Inc.)
unilaterally commences selling such production to another purchaser.

Very truly yours

John Glldewell
Area Manager

cc: Bill Harvey
Walter Zimmerman

[3""’ 141895

FORM NO. 165317 (2/54)

EOTT ENERGY CORP.

Tab 2SS
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Paul E Fowler Texaco Tracing and Transportation Inc Two Gresnscan! Piary Sute 850

Divis.on Marage:
Tenas-Nmw Meacs Suson

June 2, 1993

Mr. E. H. Grapp

Texas-New Mexico Pipeline Company
P. O. Box 60028

San Angclo, Texas 76506

Re: Myers Langlie Mattix Unit
Lea County, New Mexico

Operated by Texaco Exploration and Production Inc.

Effective April 1, 1993, Oxy USA Inc. designates CITGO as purchaser of interests recently acguired and
previosly purchased by Enron in the subject unit,

This change affects approximately 1967 BPD which should be run for CITGO's account cn Texas-New
records to reflect this change.
Should you have any questions, please contact Jason Staker az (713) §74-2350.
Very trulv yours,
7
/) 4L E A
Paul E. Fowler
PEF/IS
Attachments
cc: Frank Burek
“John Glidewell - Enron
Harry Rathermel
Tom Savage

Bennett Shelton - CITGO
Bob Wyart



TEXACO EXPLURATION AND PRODUCTION INC. - UNIT OPERATOR
MYERS LANGLIE MATTIX UNIT TRACT ALLOCATION PERCENTAGE
LEA COUNTY, NEW MEXICO
PLDP #0055-2174-0000 -- TTTI LEASE #81635

EFFECTIVE APRIL 1, 1993
GATHERER: TEXAS/NEW MEXICO PIPELINE
i PURCHASERS , !
TRACT l AMERADA | | ;
SUB | TRACT ALLOCATION HESS CITGO | ENRON i 77
: 1 1.22311 : 122311 i '
] 2 | 0.59021 ! i 0.59021 ! ! :
| 3 4.16521 1 ! 4.16521 i i )
! 6 | 0.64225 1 ! 0.64225 - ! :
{ 7 | 1.07386! 1 1.07386 | !
i g ! 0.36086 i ! 0.36086 : ; ]
I 10 ! 2.14022! i 2.14022. ! '
i 11! 0.33405 ¢ ' 0.33405 ¢ :
i 12} 207257 ! 2.07257
i 13 i 1.66580 ¢ ! 1.6658
2178! 14 1.54385! | : : 1.54385°
2179 15 4.11596°¢ ' : i 211595
I 16 ! 0.40945 ; 0.40945 ; :
[ i 17 ! 1.19564 1.19564 i
i 18 | 0.33599 ! 0.33595 ! { !
21921 19 i 2.49538! ! 2.495381° i '
8020 ! 2 ! 0.15631 i | i 0.15631:
8021 | 21 3.08133 1 ; ! 3.08133
8022 | 22 | 2.002521 { e b i 2.00252:
21891 23 0.30952 i 030952% : :
21904 24 0.30468 i CO30468 : i
21911 25 | 0.91715! i 09115 ' f
| 26 2.30596 ! L FT399%6 ¢
27 ) 2.63684 ! i 263684 i :
28 | 2.19345 i 2.19345_ ! !
| 29 1.02337 i - 1.0233%; : ‘
: 30 - 3.63333 5.63333. ~ :
] 31 0.59616 : i 0.59616 :
80321 32 | 1.22538 i . i 1.22538
I 33 241311 f 241311 ‘ !
8034 ! 34 ! 237678 ' | 257478
80351 35 ! 0.058931 i i ! 0.08931
2180 36 i 0.33124. ! i i 0.33124.
8037 374 0.761621 : f ! 0.76162!
8038 38 0.15657 1 i i = 0.15657
8039 ! 39 1 0.94333 1 i i ! 0.54333!
8040 | 40 2.69658 | | ] | 2.69658 i
8041 | 41 0.39002 1 i ! ! 0.39002 {
8042 42 0.27833! i i 0.27833 |
43 | 0.267811 0.26781} { f
4 | 129114} | ] I 1.29114
45 | 0.02187! ] 0.02187¢ I
46 | 045346 | 0.45346 1 ]
I 47 | 0.06561 | | 0.06561 i ]
8048 | 48 0.04581 | ] i 0.04581
49 3.29505 | 3.29505 i
50 1.33259 | 1.33259 !
I 51 0.18398 | 0.18398 i !
{ 52 | 0.67176 ! i i 0.67176




"TEXACO EXP1. JRATION AND PRODUCTION INC. - UNIT OPERATOR
MYERS LANGLIE MATTIX UNIT TRACT ALLOCATION PERCENTAGE
LEA COUNTY, NEW MEXICO
PLDP #0053-2174-0000 -- TTTI LEASE #81635
EFFECTIVE APRIL 1, 1993

GATHERER: TEXAS/NEW MEXICO PIPELINE

= PURCHASERS . e A ]

TRACT AMERADA ' :‘

SUB | TRACT ALLOCATION HESS CITGO ENRON 7!
53 | 0.31075 ! i ! 0.31075:

I 54 1 0.26871 ! 0.26871 § | '

{ ss i 0.23648 | | : 0.23648'

i 56 | 1.15151 | ! 0.44081 ! : 0.71070

57 | 1.37678 1 [ i i 1.37678

58 i 0.85761 | ! 0.85761 | ! i

59 | 1.45644 ¢ i 1.43644 i i

21811 60 i 1.38687 { ' : 1.38687 ¢
21821 61 ! 1.10778 ! ! : 1.10778:
21831 62} 2.09278! ! 0.03269 - 2.06009 ;
| 63 ¢ 2.10707¢ : 2.10707 : i

; 64 i 1.50052 ; 1.50062 ; : !

8065 | 65 I 1.91167!¢ ! 0.12695 ¢ : 1.78472:
| 66 | 44134 441343 . :

] 68 i 3.85760 : ! i 3.85760°

8069 i 69 i 2.34135¢ i ! : 2.34135!
i 70 | 0.275311! [ 0.27581 ! |

I 71 ! 0.29746 i 0.29745 i :

| 72 1.85423! | 1.85423: i

| 73 ! 0.55021 ! 0.29510 0.29511 1 !

i 74| 1.06063 1 ] 1.06053 ! : ;

80751 75 ! 0.50868 | ! | : 0.50358 .

! 76 | 0.75123 1 ; 0.75123 : :

8077 ! 77 0.18322 ! 0.15322!

i 79 | 0.38667 : 0.38667 :

i 80 0.71139 - : 0.71139 | : i
8081 i 81 0.51283: { 0.04225 ‘ 0.87038

TOTALS I 100.00004 | 5.928431 £438217 0.59616 29.09324

prepared by JTS on June 2, 1993



DOYLE HARTMAN
Oil Operator
3811 TURTLE CREEK BLVD., SUITE 730
DALLAS, TEXAS 75219

(214) 520-1800
(214) 5200811 FAX

Via Fax (713) 646-4305 and U.S. Mail

August 11, 1995

Scurlock Permian Corporation

333 Clay Street, Suite 2500 (77002)
P.O. Box 4648

Houston, TX 77210-4648

Attn:  John Keffer
Manager Crude Oil Trading

Re:  Designation of Scurlock Permian as DHOOQ's Crude Oil Purchaser
- Myers Langlie Mattix Unit
Lea County, New Mexico

Gentlemen:

Reference is made to our phone conversation yesterday that ended at 4:25 p.m., wherein I requested
that Scurlock Permian Corporation immediately become the designated purchaser of Doyle Hartman,
O1l Operator's 4.145% net revenue share of crude oil production from the OXY USA, Inc.-operated
Myers Langlie Mattix Unit waterflood project located in Lea County, New Mexico. From a review
of our letter to Enron Oil Trading and Transportiaon Company (Enron) of August 3, 1995 (copy
enclosed), and Enron's reply letter of August 8, 1995 (copy enclosed), as well as my telephone
conversation with you yesterday, it should be apparent that starting with the production month of
April, 1993, a portion of Doyle Hartman, Oil Operator’s Myers Langlie Mattix Unit crude oil has been
improperly controlled by OXY USA, Inc. (OXY), without OXY having authority from Doyle
Hartman, Oil Operator to take our share of such Myers Langlie Mattix Unit oil production.

In April, 1993, at the time that OXY took improper control of a portion of our Myers Langlie Mattix
Unit crude oil production, OXY was not operator of the Myers Langlie Mattix Unit and most
certainly was not owner of Hartman's Myers Langlie Mattix Unit oil production. In addition, in
mid-1993, Doyle Hartman was involved in negotiations with OXY concerning the trade to OXY of
our 4.86% Myers Langlie Mattix Unit leasehold interest in exchange for OXY assigning to us its
160-acre State "N" Eumont lease consisting of the SW/4 Section 2, T-21-S, R-36-E, Lea County,



Scurlock Permian Corporation
August 11, 1995
Page 2

New Mexico, which negotiations verify that OXY, in 1993, was very aware of our 4.86% Myers
Langlie Mattix Unit leasehold ownership. During the subject 1993 trade negotiations, OXY's
representatives indicated to our landmarn, Mr. Alan Smith, that OXY was highly desirous of acquiring
our 4.86% Myers Langlie Mattix Unit working interest. However, in late 1993, just prior to OXY
acquiring Texaco's Myers Langlie Mattix Unit interest, OXY changed its position as to the acquisition
of our Myers Langlie Mattix Unit interest and it is now obvious that OXY decided not to acquire our
Myers Langlie Mattix Unit interest because it was obtaining operations of the Myers Langlie Mattix
Unit by acquiring Texaco's interest Myers Langlie Mattix Unit interest and also possibly because
OXY saw no further economic advantage to holding record title to our 4.86% Myers Langlie Mattix
Unit leasehold interest since it had been able, without our permission, to tontrol our Myers Langlie
Mattix Unit crude oil production without owning record title.

Moreover, from a review of the summary of Hartman MLMU revenues by purchaser, enclosed
herewith, it is also apparent, that since 1993, OXY has failed to pay Doyle Hartman, Oil Operator,
and our various royalty owners, a competitive oil price that includes a crude oil price bonus although
such price bonuses have been paid in the Permian Basin for approximately the past two years. For
this reason, we want to ensure that Scurlock Permian will be paying a competitive oil price as to our
Myers Langlie Mattix Unit crude oil production including the payment of a price bonus.

In the event that OXY improperly refuses to allow Scurlock Permian to be designated as Doyle
Hartman's official Myers Langlie Mattix Unit crude oil purchaser, you are to inform OXY that, for
the following reasons, Scurlock Permian will be purchasing Doyle Hartman, Oil Operator's Myers
Langlie Mattix Unit crude oil:

1) In April 1993, OXY improperly took control of our Myers Langlie Mattix
Unit crude oil without possessing proper authority or record ownership and
OXY has no legal authority to attempt to specify which entity is designated
as Doyle Hartman, Oil Operator's oil purchaser for the MLMU.

2) OXY has failed to pay Doyle Hartman, Oil Operator and our royalty owners
a competitive oil price including a crude oil price bonus although such
bonuses, for some time, have been common in the Permian Basin, which
failure by OXY to pay such bonus renders the ongoing operations of the
Myers Langlie Mattix Unit even more non-commercial and further cements



Scurlock Permian Corporation
August 11, 1995
Page 3

the October 1, 1993 contractual termination of the Myers Langlie Mattix Unit
agreement due to the failure of the Myers Langlie Mattix Unit to produce oil
in quantities sufficient to yield revenues in excess of operating expenses.

Yours very truly,

DOYLE HARTMAN, Oil Operator

Dot Qo
Doyle Hartman

enclosures (3)

rep
wpdocs'corraep. dhlscuriock.mim

cc:  Minerals Management Service
Royalty Management Program
Reports and Payments Division
P.O.Box 17110
Denver, CO 80217-0110

John Glidewell, Area Manager

COA, West Texas and New Mexico

EOTT ENERGY Operating Limited Partnership
5805 E. Business 20

P.O. Box 1660

Midland, TX 79702

Via Certified Mail, Return Receipt Requested

Paul E. Fowler, Division Manager
Texaco Trading and Transportation Inc.
16825 Northchase Blvd., Suite 600
Houston, TX 77060-6986



axy OXY USA Inc.
V P.Q. Box 300, Tulsa, OK 74102-0300

August 16, 1995

Mr. Randy Adamson . [’ 0 M_A Yot I
Texas New Mexico Pipeline Company ’

Post Office Box 60028

San Angelo, TX 76906

RE: MYERS LANGLIE-MATTIX UNIT
LEA COUNTY, NEW MEXICO

VIA FAX: 915/944-2721
Dear Randy:

Effective September 1, 1995, Doyle Hartman Oil operator will take-in-kind his interest in the
reference unit. Mr. Hartman has designated Scurlock Permian Corporation ss their purchaser.

We request that effective September 1 please amend your records to reflect the purchaser's
percentage as follows:

Armerada Hess 5.92843%
CITGO 38.45216%
Enron 0.59616%
Texaco TTI 37.118685%
Chevron 12.56396%
Chinook 1.19564%
Scurlock Permian 4.14496%
100.00000%

Thank you for your cooperation in this matter. ‘If more information is needed please let me know.

Very truly yours,

I

Frank B. Bowen

c: Mr. Doyle Hartman
Mr, John Keffer -SPC
Mr. Gary Moore - TTTI
Mr. Bennett Shelton - CITGO

AnIQécldenlof Oil end Gas compeany
YL SIS 3AMMD AXO WE92:28 <6, 91 oSN



DOYLE HARTMAN 15

) /AR
Od Operator 29 e 3. -
3811 TURTLE CREEK BLVD,, SUITE 200 4 €y
DALLAS, TEXAS 75219 72

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

CERTIFIED MAIL, RETURN RECEIPT REQUESTED

April 26, 1996

Texaco Exploration and Production Inc. OXY USAInc

500 N. Loraine 6 Desta Drive, Suite 6000

P.0. Box 3109 P.0. Box 50250

Midland, TX 79702 Midland, TX 79710-0250

Attn: Ronald W, Lanning Attn:  T. Kent Wooley
Land Department Senior Landman

Re:  Deficient Oil Price

Myers Langlie Mattix Unit
Lea County, New Mexico

Gentlemen:

Reference is made to the 4.869% working interest and the 4.145% net revenue interest owned by
Doyle Hartman in the Myers Langlie Mattix Unit (MLMU) located in T-23-S and T-24-S, R-36-E
and R-37-E, Lea County, New Mexico. Reference is also made to the working interest owned by
James A. Davidson in the MLMU.

Paragraph 16 (Allocation of Unitized Substances) of the MLMU Unit Agreement in part reads as
follows:

“... Unit Operator, in order to avoid curtailing Unit operations, may
sell or otherwise dispose of such production to itself or to others on
a day-to-day basis at not less than the prevailing market price in the
area for like production, and the account of such Working Interest
Owner shall be charged therewith as having received such
production....(emphasis added)”

Although oil purchasers had previously been designated (and executed division orders were in place)
corresponding to MLMU oil production owned by Doyle Hartman and James A. Davidson, starting



Texaco Exploration and Production Inc.
OXY USA Inc

April 26, 1996

Page 2

no later than 1991, Texaco and/or OXY, for reasons known only to them, caused (or allowed to be

" caused) the following unsolicited changes in oil purchasers for Hartman’s and Davidson’s net MLMU
oil production: .

: Unsolicited
Date Purchaser Changes
March 1991 Permian to Enron
Sun (Oryx) to Enron
Apri] 1993 _ Enron to OXY
February 1594 Texaco to OXY

While realizing that Texaco and OXY, for operational reasons, may have had the right from time to

time to make purchaser changes corresponding to MLMU oil production, both operators, by

unileterally exercising such rights es provided to the operator under Paragraph 16 of the Unit

Agreement, also had a clear gbligation to ensure that affected unit working interest owners received
- an oil price “...not less than the prevailing market orice... {emphasis added)”.

Notwithstanding the foregoing duty o the pzrt of the MLMU operator, we have now confirmed that
prior to September 1, 1995, Doyle Hertrman was paid an oil price substantially less that the prevziling
market price and that James A. Davidson is still receiving such lower price. Therefore, we hereby
place Texaco and OXY on notice that we request that 2 prompt and full accounting be periormed as
to our MLMU oil runs and pricing deting at least back to January, 1991. It is our position that
Texzco and Oxy (as unit operators) have a final responsibility for ensuring that we are compensated
for all price differences between the price pzid and the true value of our oil as determined in the vsuzl
and ordinary course of trade and competition between sellers and buyers that are ecuzlly fres to
bargain. Obviously, it shall also be expected that corresponding adjustments be made for all royzlty
owners (including the United States of America) under our various MLMU tracts end &s to 2l
production taxes for the applicable lezses and production period.

Yours very truly,

DOYLE HARTMAN, Oil Operater

Do

Doyle Hartman




Texaco Exploration and Production Inc.
OXY USA Inc

April 26, 1996

Page 3

enclosures (3)

rep

wpdocs'corresp.dhitex&oxy.mim

cc: Minerals Management Service
Royalty Management Program
P.0.Box 17110
Denver, CO 80217-0110

State of New Mexico

Taxation and Revenue Department
1200 St. Francis Drive (87505)
P.O. Box 2308

Santa Fe, NM 87504-2308

Charles Osina, Manager of Revenue
Texaco Exploration and Production Inc.
1111 Bagby

Houston, TX 77002-2543

Paul E. Fowler, Division Manager
Texaco Trading and Transportation Inc.
16825 Northchase Blvd., Suite 600
Houston, TX 77060-6986

Texaco Trading and Transportation, Inc.
4800 Fournace Avenue (77401-2325)
P.O. Box 5080

Bellaire, TX 77024-5080

Patty Burchett, Marketing Representative
OXY USA Inc

P.0. Box 300

Tulsa, OK 74102



Texaco Exploration and Production Inc.
OXY USA Inc

April 26, 1996

Page 4

Herb Whitney, Manager of Crude Oil Operations
CITGO Petroleum Corporation

P.O. Box 3758

Tulsa, OK 74102

Bennett Shelton, Senior Field Representative
CITGO Petroleum Corporation

1031 Andrews Hwy.

Midland, TX 79701

Sirgo Operating, Inc.

3300 N. A Street, Bldg. 1, Suite 110 (79705)
P.O. Box 3531

Midland, TX 79702

Bnian M. Sirgo
P.O. Box 7454
Midland, TX 79708
463-27-4918

M.A. Sirgo, III
P.O. Box 3805
Midland, TX 79702

John Glidewell, Area Manager, COA, West Texas and New Mexico
Enron Oil Trading and Transportation Company

5805 East Highway 80 (79701)

P.O. Box 1660

Midland, TX 79702

James V. Derrick, Jr.

Senior Vice President and General Counsel
Enron Corporation

1400 Smith Street (77002)

P.O. Box 1188

Houston, TX 77251-1188



Texaco Exploration and Production Inc.
OXY USA Inc

April 26, 1996

Page 5

Bill Harvey, Division Order Analyst
EOTT

1330 Post Oak Bivd., Suite 2700 (77056)
P.O. Box 4666

Houston, TX 77210-4666

EOTT Energy Operating Limited Partnership

1330 Post Oak Boulevard, Suite 2700 (77056)

P.0. Box 4666

Houston, TX 77210-4666

Attn: Steve Myers, Vice President, COA and Trading
Douglas P. Huth, Vice President, Operations
John Ogden, Director, Crude Oil Administration
Joyce Ng, Manager, Contract Administration

Jack Bartels, Director of Marketing
Scurlock Permian Corporation
3705 E. Hwy. 158 (79701)
P.O.Box 3119

Midland, TX 79702

Sun Refining and Marketing Company

907 South Detroit (74120)

P.0. Box 2039

Tulsa, OK 74102-2039

Attn: John McWhorter, V.P. and Director of Domestic Crude
Linda Buckman, Contracts and Division Orders

David R. Smith, Regional Manager
Sun Company, Inc. (R & M)
Atrium Center, Suite 400

1100 W. Louisiana

Midland, TX 79701



Texaco Exploration and Production Inc.
OXY USA Inc

April 26, 1996

Page 6

James A. Davidson
214 W. Texas, Suite 710
Midland, TX 79701

Michael Condon

Gallegos Law Firm

460 St. Michaels Drive, Building 300
Santa Fe, NM 87505

Dovle Hartman, Q1] Operator
Carolyn M. Sebastian, Landman
Jefferson D. Massey, Controller
Don L. Mashburn, Engineer
Steve Hartman, Engineer

Cindy Brooks, Engineering Tech
Sheila Potts, Geologist
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Example of Unsolicited Purchaser Changes
DHOO Working interest
Myers Langlie Mattix Unit
January 1992 thru March 1996
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Vs N
oxY OXY USA INC.

Box 50250, Midland, TX 739710

Robert D. Hant Phone (515) 685-5744
Asset Toam Lagder FAX: (915) 685-5888

May 7, 1886

Doyle Hartman

200 Turtle Creek Center
3811 Turtle Creek Boulevard
Dallas, Texas 75219-4421

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

Gentlemen:

In response to your letter of April 26, 19886, addressed to both OXY USA and Texaco, as both
you and Mr. Davidson are fully aware, OXY USA is contractually bound to CITGO Petroleum
Corporaticn for the oil which it sells from the Myers Langlie Unit.

All working interest owners have been, and still are, free to sell their share of production from
the unit. OXY has been doing so (since it assumed operatorship on January 1, 1994) only as
an accommodation to certain working interest owners, but certainly not in fulfillment of some
‘obligation” or ‘duty’ under the Unit Agreement. In fact, the clear obligation of OXY under
Paragraph 16 of the Unit Agreement is to deliver the oil ‘in kind’ to the working interest owners
for them to sell or dispose of as they choose. It is only when such owners ‘fail the take’ {or
to put it another way, fail to fulfill their obligation to take) that OXY sells such production.

OXY USA does not benefit in any way from such sale, nor do we make the choice to sell the
share production of the other working interest owners. Such cwners make the choice on their
own as to how they will sell their share of production.

| am aware that you are currently selling your share of the production from the unit and Mr.
Davidson is certainly free to do so.

In any event, OXY USA respectfully declines to accept the position you take as set forth in your
April 26, 1996 letter.

Yours truly,

’SD}I\ OXY USA Inc.

1
5;‘< ,422Z4;44></1‘ A
Robert D. Hunt
Asset Team Leader

JCL/bic

An Occidental 011 and Gas company
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NET INJECTION (BPM)

INJECTION VS, WITHDRAWAL
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MLMU # 109

80-ACRE INJECTION PATTERN

MYERS LANGLIE MATTIX UNIT
M-32-23S-37E

OPERATOR: OXY USA, INC,
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MLMU # 132

80-ACRE INJECTION PATTERN
MYERS LANGLIE MATTIX UNIT
C-5-245-37E
OPERATOR: OXY USA, INC,

NET INJECTION (INJECTION - WITHDRAWAL)
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NET INJECTION (BPM)

INJECTION VS, WITHDRAWAL

MLMU # 134

80-ACRE INJECTION PATTERN
MYERS LANGLIE MATTIX UNIT
A-6-24S-37E

OPERATOR: OXY USA, INC.

NET INJECTION (INJECTION - WITHDRAWAL)
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NiLIVIU # 19V
80-ACRE INJECTION PATTERN
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NET INJECTION (BPM)

IMUECTION VS. WITHDRAWAL.

MLMU # 142

80-ACRE INJECTION PATTERN
MYERS LANGLIE MATTIX UNIT
E-§-24S-37E
OPERATOR: OXY USA, INC.

NET INJECTION (INJECTION - WITHDRAWAL)
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NET INIEGTION (BPH)

MLMU #177
80-ACRE INJECTION PATTERN
MYERS LANGLIE MATTIX UNIT
M-5-24S-37E
OPERATOR: OXY USA, INC.

NET INJECTICN (INJECTION - WITHDRAWAL)
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MLMU # 171

80-ACRE INJECTION PATTERN

MYERS LANGLIE MATTIX UNIT
1-6-24S-37E

OPERATOR: OXY USA, INC.

NET INJECTION (INJECTION - WITHDRAWAL)
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NET INJCCTION (BPM)
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MLMU # 169
80-ACRE INJECTION PATTERN
MYERS LANGLIE MATTIX UNIT

K-5-24S-37E
OPERATOR: OXY USA, INC.
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MLMU Invoice Data

Analysis of Hartman’s Myers Langlie Mattix Unit JIB’S, Payments and Set Asides

(From July, 1994 to Present)

Hartman Oil Revenues

End Hartman Hariman Total Cumulative Net Amount Cumulative
of Month Thomas A MLMU MLMU Hartman Hartman Billed Net Amount

Gross Qil Net Cumulative Oxy’s Oil Rev's Netted Oil Rev’'s Netted Oil Rev's MLMU MLMU Less Billed Less

Date Invoice Amount Revenues Amount Amount Date DHOO Stated by Oxy by Oxy Set Aside Oil Rev's Oil Rev's Payment Payments

Calendar  Invoice Prod  Accling  Unit Billed Netted Interest Billed Paid Paid JiB Prior Month Prod Against Against by (Netted & (Netled & or Rev and Rev
Month  Received Period Peariod Operator to DHOO by Oxy @ Charges to DHOO by DHOO by DHOO Bafance Balance Pariod MLMU JIB's MLMU JIB's Hartman Set Asida) Set Aside) Set Aside Set Asldes
Jul-94 0714104 Jun-94  Jun-94 Oxy  21,408.27 21,408.27 2140827  14,82382 Jun-94 6,095.39 6.995.39 6,995.39 14,412.88 14,412.88
Aug-94 081194 M Juod4  Jul-94 Oxy 19,084.74 19,084.74 o 40,493.01 21,408.27 Jul-94 7,538.69 7,538.69 14,534.08 11,547.05 25,959.93
Sep-94 091494 @ Aug-94 Aug94  Oxy 8124002 515836 ¢ 76,090.66 @ 116,583.67  40,493.01 Aug-94 416.83 4,741.53 3,309.61 8,051.14 22,585.22 72,783.05 98,742.98
Oct-94  10/12/94 Sep-94 Sep94  Oxy 9431811 595851 @ 88,359.60 20494327  116,797.61 Sep-94 422.45 5,536.06 3,866.82 9,402.88 31,988.10 84,492.78 183,235.76
Nov-94  11/14/94 Oct-94  Oct-94 Oxy 7797676 654347 W 71,433.29 276,376.56  205978.13 Oct-94 43817 6,105.30 4,264.39 10,369.69 42,357.79 67,168.90 250,404.66
Doc-094  12/12/94 Nov-94 Nov94  Oxy 3107925 591486 W 25,164.39 301,540.95  277,678.32 Nov-94 359.40 5,555.46 3.875.77 9,431.23 51,789.02 21,288.62 271,603.28
Jan95 011395 Doc-94 Dec94  Oxy 2492168 560180 824040  27,560.19 329,101.14  303,171.45 Dec-94 367.53 5,234.36 3,655.64 8,890.00 60,679.02 23,904.55 295,597.83
Feb95 02/1385 Jan-96 Jan95 Oxy 3200761 6169.17 2,630.90 28,469.34 35757048  331,130.42 Jan-05 40920 5,759.97 4,020.09 9,780.06 70,459.08 24,449.25 320,047.08
Mar95 03/20/95 Feb-95  Feb-95 Oxy 2703903 613127 W 274301 2365077 381,221.25  363,739.65 Feb-95 467.25 5,664.02 3955.75 9,619.77 80,078.85 19,695.02 339,742.10
Apr-95  04/09/95 Mar95 Mar95 Oxy 2420171 636101 ¥ 324000 21,170.70 402,39195 381,483.33 Mar-95 43565 5,025.36 4,213.44 10,138.80 90,217.65 16,957.26 356,699.36
May-95 05/11/95 Apr-95  Apr95 Oxy 1491333 405864 @ 10,854.69 41324664  409,29224 Apr-95 416.14 3,642.50 6,658.72 10,301.22 100,518.87 4,195.97 360,805.33
Jun95  06/15485 May95 May95  Oxy 12,34575 665396 5,691.79 41893843  417,305.28 May-95 350.87 6,303.09 4,401.94 10,705.03 111,223.90 1,289.85 362,185.18
Jul-98  O7TM7RS Jun95  Jun95  Oxy 18455908 582923 © 12,626.75 431,565.18  419,349.17 Jun-95 43327 5,395.96 3,76843 9,164.39 120,388.29 8,858.32 371,043.50
Aug-95 081185 99 Jues  Jul-es Oxy 1357328 546117 W 8,112.11 43967729  431,565.18 Julgs @@ 362.49 5,098.68 3,560.67 8,659.35 129.047.64 4,551.44 375,594.94
Sep-95 09/14/95 Aug-95 Aug-95  Oxy 16,064.09 550272 @ 10,561.37 450,23866  439,677.29 Aug-95 25423 5,248.49 3,984.50 9,232.99 138,280.63 6,576.87 382,171.81
Oct-95 101195 Sep-95 Sep95  Oxy 9,728.34 ae77 W 9,281.57 45952023  451,025.09 Sep-95 446,77 10,245.31 10,245.31 148,525.94 -963.74 381,208.07
Nov-95 111345 Oct-95  Oct-95 Oxy 1651224 68329 @ 15,828.95 475,349.18  459,801.61 Oct-95 683.29 9,341.49 9,341.49 157,867.43 6,487.46 387,695.53
Dec-95 121185 Nov-g5  Nov-95  Oxy 3062838 34296 W 30.285.42 505634.60  475,349.18 Nov-95 342.96 9,050.66 9,050.66 166,918.09 21,234.76 408,930.29
Jan96 01/11496 Dec-95 Dec-95  Oxy 15,120.89 15,120.89 520,755.49  505,634.60 Dec-95 10,982.66 10,982.66 177.900.75 4,138.23 413,068.52
Feb-96 02/12/96 Jan96 Jan-96  Oxy 13,825.02 13.825.02 534,580.51  520,755.49 Jan-96 10,590.64 10,590.64 188,491.39 3,234.38 416,302.90
Mar96 03/14496 Fob-96 Feb986  Oxy 19,719.68 19,719.68 554,300.19  534,580.51 Feb-96 9,033.56 9,033.56 197,524 95 10,686.12 426,989.02
Apr-96 041206 @  Mar96 Mar96  Oxy 12,957.50 38146 @ 12,576.04 56687623 554,668.09 Mar-26 381.46 11,373.17 11,373.17 208,898.12 1,202.87 428,191.80
May-96 05/13/96 Apr-96  Apr-96 Oxy 18,177.07 18,177.07 §85,053.30 Apr-96 12,516.93 12,516.93 221,415.05 5,660.14 433,852.03
Jun-96  06/13/96 May-96 May-96  Oxy  20,083.41 20,083.41 605,136.71 _ 585053.30 May-96 12,258.78 12.258.78 233,673.83 7.824.63 441,676.66
Jul-86 07/15/86 JunB6 Jun-96  Oxy 12,853.25 12,853.25 617,089.96  605,136.71 Jun'96 10,367.94 10,367.94 244,041.77 2,485.31 444,161.97
Aug-96 08/13K6 Jul-96  Jul-96 Oxy 7.477.09 7.477.09 625,467.05 ® Jul-96 10,554.63 10,554.63 254,596.40 307754 441,084.43
Sep-96 09/11/6 Aug-96 Aug96  Oxy 16,466.39 16,466.39 641,933.44 ® Aug-96 11,309.92 11,309.92 265,906.32 5,156.47 446,240.90
Oct-96 10/07/96 Sep96 Sep-96  Oxy 10,606.13 10,606.13 652,539.57 ® Sep-96 12,269.45 12,269.45 278,175.77 -1,663.32 444,577.58
Nov-96 110076 Oct-96  Oct-96 Oxy 12,200.36 12,200.36 664,739.93 = Oct-96 12,302.46 12,302.46 290,478.23 -102.10 444,475.48
Dec-96  12K6/96 Nov-96  Nov-96  Oxy 7.761.70 7.761.70 672,501.63 ® Nov-96 10,754.52 10,754 52 301,232.75 -2.992 .82 441 482.66
Jan-97 010707 Dec96 Dec-96  Oxy 8,010.26 8,010.26 680,511.89 ® Dec-06 10,401.21 10,401.21 311,633.96 -2,390.95 439,091.71
Feb-97 0211087 Jan97 Jan97  Oxy 12,030.06 12,030.06 692,541.95 ™ Jan-97 9,775.07 9,775.07 321,409.03 2,254.99 441,346.70
Mar97 030607 Feb-97 Feb-97  Oxy 11,266.65 11,266.65 703,808 .60 ® Fob-07 9,252.60 9,252 60 330,661.63 2,014.05 443,360.75
Apr-97  04/10/97 Mar97 Mar97  Oxy 12,264.67 12,264.67 716,073.27 ® Mar-97 8,932.18 8.932.18 339,593.81 3,332.49 446,693.24
May-97 050797 Apr-97  Apr-97 Oxy 12,971.42 12,971.42 729,044.69 ™ Apr-97 9,230.18 9,230.18 348.823.99 3,741.24 450,434 .48
Jun-97  06/12/7 May-97 May-97  Oxy 8,444.57 8,444.57 737,480.26 ® May-97 9,487.67 09,487.67 358,311.66 -1,043.10 449,391.38
Totals 797,833.60 77,198.74 16,854.31  737,489.26 _ 73748926 6,987.96 70,210.78 288,100.88 358,311.66 358.311.66 449,391.38 449,391.38
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Hartman gave notice on August 19, 1994, of decision 1o go non-consent regarding OXY's proposed 20-acre spacing infill program.

Upon receiving Hartman's non-consent notice, Oxy commenced netting Hatman oit runs against MLMU JIB's.

Includes Thomas "A° revenues in the amount of $6,987.96 which Oxy USA, Inc. also netted against MLMU JiB's.
Oxy monthly invoices netted Hartman revenues for a given production month against Oxy biltings to Hartman for the equivalent accounting period.

By letter dated August 11, 1995, Scurfock Permian was designated by Hartman as purchaser of Hartman's MLMU oil runs.

By letter dated August 16, 1995, Oxy acknowledged Hartman's designation of Scurtock Pemmian as purchaser of Hartman's MLMU oil runs.
Hartman, on April 24, 1996, received first MLMU oil revenue payment from Scurlock Permian, which payment corresponded to the production months of 9/95 to 2/96.
OXY has not provided an MLMU JIB balance to Hartman since its invoice of July, 1996.

ok ey
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Analysis of Hartman’s Myers Langlie Mattix Unit JIB’S, Payments and Set Asides
(From August, 1993 to Present)

MLMU Invoice Data Hartman Oil Revenues
End Hartman Hartman Total Cumulative Net Amount Cumulative
of Month Thomas A MLMU MLMU Hartman Hartman Bitted Net Amount
Gross Qil Net Cumulative Oxy's Oil Rev's Natted Ol Rev's Netted Ol Rev's MLMU MLMU Less Billed Less
Date Invoice Amount Revenues Amount Amount Date DHOO Stated by Oxy by Oxy Set Aside Oil Rev's Oil Rev's Payment Payments
Calendar  Invoice Prod  Accing  Unit Billed Netted Interest Billed Paid Paid JiB PriorMonth ~ Prod Against Against by (Netted & (Netted & or Rev and Rev
Month  Received Pefiod Period  Operator  to DHOO by Oxy ¥ Charges to DHOO by DHOO by DHOO Balance Balance Period MLMU JIB's MLMU JIB's Hartman Sat Aside) Sat Aside) Set Aside Set Asides
Aug-93 08/11/93 Ju-93  Ju-93 Texaco  10,165.39 10,165.39  10,165.39  09/10/93 Jul-93
Sep-93  09/13/93 Aug-93  Aug-93 Texaco  9,632.73 9,632.73  9,632.73 10/15/93 Aug-93
Oct-93  10/13/93 Sep-93 Sep-93 Texaco  7.827.90 7.827.90  7.827.90 11/29/93 Sep-93
Nov-83  11/11/93 Oct-93  Oct-93 Texaco  6,866.84 6,866.84  6,866.84 11/29/93 Oct-93
Dec-93  12/10/93 Nov-93 Nov-93  Texaco 8,517.53 8,517.53 8,517.53 01/14/94 Nov-93
Jan-94  01/12/94 Dec-93 Dec-93 Texaco  10,669.62 10,669.62 10,669.62 03/04/94 Dec-93
Feb-94 02/14/94 Jan94 Jan94 Texaco  7.,079.87 7.079.87  7.079.87  03/18/94 Jan-94
Feb-94 02/10/94 Jan-94  Jan-94  Oxy 3,420.18 3,420.18  3,420.18  05/06/94 Jan-94
Mar-g4 03/14/94 Feb-94 Feb-94  Oxy 7,885.99 7,885.99  7.88599  05/06/94 Feb-94
Apr-94  04/14/94 Mar-94 Margd Oxy  12,110.77 12,1077 12,110.77  05/20/94 Mar-94
May-94 05/12/94 Apr-94  Apr-94  Oxy 8,685.43 8,68543  8,68543  05/27/94 Apr-94 .
Jun-94  06/10/94 May-94 May-94  Oxy  14,823.82 14,823.82  14,823.82  06/29/94 0.00 May-94 0.00 0.00
Jul-g4  07/14/94 Jun-94 - Jun-94  Oxy  21,408.27 21,408.27 21,408.27 1482382 Jun-94 6,995.39 6,995.39 6,995.39 14,412.88 14,412.88
Aug-94 0811784 W Jukod  Jul-94 Oxy 19,084.74 19,084.74 m 40,493.01 21,408.27 Jul-94 7.538.69 7,538.69 14,534.08 11,547.05 25,959.93
Sep-94 09/14/94 @  Aug-94 Aug-9¢ Oxy 8124902 515836 76,090.66 @ 116,583.67  40,49301 Aug-94 416.83 4,741.53 3,309.61 8,051.14 22,585.22 72,783.05 98,742.98
Oct-94  10/12/94 Sep94 Sep94 Oxy 9431811 595851 @ 88,359.60 204,943.27  116,797.61 Sep-94 422.45 §.536.06 3,866.82 9,402.88 31,988.10 84,492.78 183,235.76
Nov-94  11/14/94 Oct-94  Oct-94 Oxy 7797676 654347 71,433.29 276,376.56  205,978.13 Oct-94 43817 6,105.30 4,264.39 10,369.69 42,357.79 67,168.90 250,404.66
Dec-94  12/12/94 Nov-94 Nov-94  Oxy 3107925 591486 25,164.39 301,540.95  277,678.32 Nov-94 359.40 5,555 46 3875.77 9,431.23 51,789.02 21,288.62 271,693.28
Jan-95 01/13/95 Dec-94  Dec-94  Oxy 2492168 560189 8,240.40  27,560.19 329,101.14  303,171.45 Dec-94 367.53 5,234.36 3,655.64 8,890.00 60,679.02 23,904.55 295,597.83
Feb-95 0213095 Jan-95  Jan-95 Oxy  32,0076%  6,169.17 2,630.90  28,469.34 357,570.48  331,130.42 Jan-95 409.20 5,759.97 4,020.09 9,780.06 70,469.08 24,449.25 320,047.08
Mar-95 03/20/95 Feb-95 Feb-95 Oxy 27,039.03 6,131.27 “ 2,743.01 23,650.77 381,221.25 363,739.65 Feb-95 467.25 5,664.02 3,9556.75 9,619.77 80,078.85 19,695.02 339,742.10
Apr-95  04/09/95 Mar-95 Mar-95 Oxy 24,291.71 6,361.01 “ 3,240.00 21,170.70 402,391.95 381,483.33 Mar-95 435,65 5,925.36 4,213.44 10,138.80 90,217.65 16,957.26 356,699.36
May-95 05/11/96 APr-95  Apr-95 Oxy 1491333 405864 W 10,854.69 413,246.64  409,292.24 Apr-95 416.14 3,642.50 6,658.72 10,301.22 100,518.87 4,195.97 360,895.33
Jun-95  06/15/95 May-95  May-95 Oxy 1234575 665396 5,691.79 41893843 417,305.28 May-95 350.87 6,303.09 4,401.94 10,705.03 111,223.90 1,289.85 362,185.18
Ju-95  07/17/95 Jngs  Junes  Oxy 1845508 582923 W 12,626.75 431,565.18  419,349.17 Jun-95 43327 6,305.96 3,768.43 9,164.39 120,388.29 8,858.32 371,043.50
Aug-95 oO8/11/95 M Jugs  Juos Oxy 1357328 546117 8,112.11 439,677.29  431,565.18 Julgs 1@ 362.49 5,098.68 3,560.67 8,669.35 129,047.64 4551.44 375,504.94
Sep-95 09/14/95 Aug-95 Aug95 Oxy 1606409 550272 ¢ 10,561.37 450,238.66  439,67729 Aug-95 254.23 5,248.49 3,984.50 9,232.99 138,280.63 6,576.87 382,171.81
Oct-95  1011/95 Sep95 Sep-95  Oxy 9,728.34 44677 @ 9,281.57 45952023  451,025.09 Sep-95 446.77 10,245.31 10,245.31 148,525.94 -963.74 381,208.07
Nov-95 1113/95 Oct-95 Oct-95 Oxy 1651224 68329 @ 15,828.95 475349.18  459,801.61 Oct-95 €83.29 9,341.49 9,341.49 157.867.43 6,487.46 387,695.53
Dec-95  12/11/95 Nov-95 Nov-95  Oxy 3062838 34296 30,285.42 . 505,634.60  475,349.18 Nov-95 342.96 9,050.66 9,050.66 166,918.09 21,234.76 408,930.29
Jan-96 01/11/96 Dec-95 Dec95 Oxy  15,120.89 15,120.89 520,755.49  505.634.60 Dec-95 10,982.66 10,9682.66 177.900.75 4,138.23 413,068.52
Feb-96 02/12/96 Jan-96 Jan96  Oxy  13825.02 13,825.02 534,580.51  520,755.49 Jan-96 10,590.64 10,590.64 188,491.39 3,234.38 416,302.90
Mar-96 03/14/96 Fab-96 Feb-96 Oxy 19,719.68 19,719.68 554,300.19 534,580.51 Feb-96 9,033.56 9,033.56 197,524.95 10,686.12 426,989.02
Apr-96 04/12/96 7' Mar-96  Mar-96 Oxy 12,957.50 agr4s W 12,576.04 566,876.23  554,668.09 Mar-96 381.46 11,373.17 11,3737 208,898.12 1,202.87 428,191.89
May-96 05/13/96 Apr-96 Apr-96 Oxy 18,177.07 18,177.07 585,053.30 Apr-96 12,516.93 12,516.93 221,415.05 5,660.14 433,852.03
Jun-96 _ 06/13/96 May-96  May:96 _ Oxy _ 20,083.41 . 20,083.41 605,136.71__ 585,053.30 May-96 12,258.78 12,258.78 233,673.83 7,824.63 441.676.66
Ju-96  07/15/96 Jungé  Jun96  Oxy  12,853.25 : 12,853.25 617,989.96  605,136.71 Jun-96 10,367.94 10,367.94 244,041.77 2,485.31 444,161.97
Aug-96 08/13/96 Ju-96  Jul-96 Oxy 7.477.09 7.477.09 625,467.05 ® Ju-96 ; 10,554.63 10.554.63 254,506.40 -3,077.54 441,084.43
Sep-96  09/11/96 Aug-96 Aug96 Oxy  16,466.39 16,466.39 641,933.44 ™ Aug-96 ) 11,309.92 11,309.92 265,906.32 5,156.47 448,240.90
Oct-96 - 10/07/96 Sep-96 Sep-96 Oxy  10,606.13 10,606.13 652,530.57 » Sep-96 12,269.45 12,269.45 278,175.77 -1,663.32 . 444.577.58
Nov-96 11/07/96 Oct-96  Oct-96  Oxy  12,200.36 12,200.36 664,739.93 - Oct-96 12,302.46 12,302.46 290,478.23 -102.10 444,475.48
Dec-96 __12/06/96 Nov-96  Nov-96  Oxy 7,761.70 7,761.70 672,501.63 o Nov-96 10,754.52 10,754.52 301,232.75 -2,992.82 441,482.66
Jan-97  0107/97 Dec-96 Dec-96  Oxy 8,010.26 8,010.26 680,511.89 ™ Dec-96 10,401.21 10,401.21 311,633.96 -2,390.95 439,091.71
Feb-97 02/10/97 Jan-97 Jan-97 Oxy 12,030.06 12,030.06 692,541.95 ® Jan-97 9,775.07 9,775.07 321,409.03 2,254.99 441,346.70
Mar-97 03/06/97 Feb-97 Feb-97 Oxy 11,266.65 11,266.65 703,808.60 L Fab-97 8,252.60 9,252.60 330,661.63 2,014.05 443,360.75
Apr-97  04/10/97 Mar-97 Mar97  Oxy 12,264.67 12,264.67 716,073.27 b Mar-97 8,932.18 8,932.18 339,593.81 3,332.49 446,693.24
May-97 05/07/97 Apr-97  Apr-97  Oxy 1297142 12,971.42 729,044.69 ® Apr-97 9,230.18 9,230.18 348,823.99 3,741.24 450,434.48
Jun-97  06/12/97 May-97 May-97  Oxy 8,444.57 8,444.57 737,489.26 o May-97 9,487.67 9.487.67 358,311.66 -1,043.10 449,391.38
Totals 905,519.76 _ 77,198.74 16,854,31  845,175.33 _107,683.07 __737,489.26 6,987.96 70,210.78 288,100.88 358,311.66 358,311.66 449,391.38 449,391.38

o Hartman gave notice on August 19, 1994, of decision to go non-consent regarding OXY's proposed 20-acre spacing infill program.

@ Upon receiving Hartman's non-consent notice, Oxy commenced netting Hartman oil runs against MLMU JiB's,

i Includes Thomas "A* revenues in the amount of $6,987.96 which Oxy USA, Inc. also netted against MLMU JIB's.

* Oxy monthly invoices netted Hartman revenues for a given preduction month against Oxy billings to Hartman for the equivalent accounting period.

® By lettor dated August 11, 1995, Scurlock Permian was designated by Hartman as purchaser of Hartman's MLMU oil runs.

® By letter dated August 16, 1995, Oxy acknowledged Hartman's designation of Scurlock Permian as purchaser of Hartman's MLMU oil runs.

™ Hartman, on April 24, 1996, receivad first MLMU oil ravenue payment from Scudock Permian, which payment corresponded to the production months of 9/95 to 2/96.
®  OXY has not pravided an MLMU JIB balance to Hartman since its invoice of July, 1996.
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