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STATE OF NEW MEXICO

ENERGY ano MINERALS DEPARTMENT

OIL CONSERVATION NivisIon

DT 1

POST OXFICE POX 0B

, . STATE LAND OFFICE BUNOING
' ' SANTA FE, MEW MEXICO 57501
May 2, 1980 0% 8E7-04%
Nr. Gary Kilpatrick RC: CASE NO. 6826
Nontgomery, Andrews & Bammahs ~ gpen Mo poete
Attorneys at Law , ——

Post Office Box 2307

Santa Fe, New Mexico Applicant:

Tahoe :'\911 and Cattis Company

‘Dear Sir:

Enclosed herewith are two copies of the above-referenced
Division ‘order recently entered in the-subject~case.

Director

JDR/f@

Copy of order also sent to:

Hobhs OCD x
Artesis QD =
Aztec oCD

Other
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S8TATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
OIL CONSERVATION DIVISION

ﬂ

- {isx_mm DIVIsION:

: MA
CALLRD BY OIL CONSERVATION
PIVISION FOR THE PURPOSE or

; TTER OF THE HRARING
TRE
N

TR 6‘is,mmm.,WWm

_ | Order Mo. R-6306
APPLICATION OF TAHOE OIL AND

{|CATTLE COMPAXY POR CONPULSORY N

POOLING, LEA cenur!; NEW MEXICO.
‘ ORDER OF THE DIVISION

This cause oa-e‘on for hearing at 9 a.m. on March 26, 1%g80,
at Santa ro.;uiv Mexico, before Examiner Richard 1. Stamets.

NOYW, on ihil 305h d;y»og Apri]l, 1986; tha Division
Biractor, having oonsf%orod the testimony, the record, and the
Zresvommendations pt(zha‘xxapiner. and being fully advised in the

(1) That due public notice having been given as required
by law, the Division has jurisdiction of this cause and the
subject matter thereof,

- {2) <That the applicant, Tahoe 0il and Cattle Company,
S8eks an order pooling all mineral interests in ths Penrose

?,§¥9%32395c;;;aderlying;the SE/4 8P/4 of Rackian 28, Mowmonle 21
j~oUthn, Range 30 East, NMFM, Lea County, Mew Mexico.

(3) That the applicant hag the right to ra-anter and
rework its Bromles Well No. 1 at a standard location in said
quarter-quarter section.

44} That there are irnterest cwners in the proposed prora-
tion unit who have not agreed to pool their interests,

{8} That tha aprplicant was not abie to presant substantial
evidence *hat bona fide attemnts haa Looo @Wade to obtain volun-
tary agreemont to POn) the dndovooss within the pProposed prora-
tion unit,
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(6) That absent such substantial evidence in this case
spplication is premature and should be M. , -

1218 TMERAYORE OmDEWED:
(1) That the application of Tahos 041 and Cattle

for a2 oxder pooiing ali interssis is the Fenrose Skeily

age 36 East, NMPM, Lea County, New Mexico, i1s hereby denied.

(2) That jurisdiction of this cause is hereby retained for
the antry of such further orders as the Division »ay deem neces-

at :::u‘ Te, New Mexico, on the day and year herein-

R v

STATE OF NEW NEXICO

</73FL cons::;g;xjr DIVISION
: -n/\/) el

fa/

al
Lnderlying the SE/4 SE/4 of Section 25, Township 21 South,
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<. O- BETH (1893-1903)

, MONTGOMERY
A K. HONTGOMERY PROFESSIONAL lem; € 1
oz oot ‘nm nmonn::: :::;:t:n:uo;s g.;&] ul\ ! ‘rQ
'Vﬁai-..- ORTEOA POST OFFICE BOX 23C7 TELEPHONE S08-082-3873
JEFEREY B DRANNE: - e L ' ;
Frealy e SANTA FE, NEW MEXICO 8750 TELECOPY 8O8-082.4260
THOMAS W OLSON
JALTER . HELENORLS | April 22, 1980
MICHATL W. BRENKAN -

DRAPER
NANCY M. ANDERSON
JOHN K. SILVER
| RUDOLPH B. SACKS, JR.
W, CLINT MARSLEY
. MOSERT 3 AURBACH

Mr. R. L. Stamets

Hearing Examiner

0il Conservation Division
State Land Office o
Santa Fe, New Mexico 87501

Re: ‘Application of Tahoe 0il and Cattle Company for
Compulsory Pocling, Lea County, New Mexico,
Case No. 6826

Dear Mr. Stamets-

* At the close of the hearing on the above-referencvd
matter you asked that Tahoe 0il and Cakile Company submit
addicional information to you concerning its efforts to
secure the consent of G. T. McAlpin, the other working in-
terest owner in the subject tract, to Jain the unit and
pay his proportionate share of the cost’ incurred and to
belincurred in the work-over program for the subject
we

-

: The attorney for Tahoe 0il and Cattle Company in
Midland Texas, James H. Isbell, had made attempts to
contact Mr. G. T. McAlpin concerning this matter prior
to the date of the hearing.

Mr. McAlpin has a one-fourth working interest in the .
subjent well and Mr. Isbell made an offer to purchase the ;
one-fourth working interest from Mr, McAlpin on behalf of
the Tahoe 0il and Cattle Company. Mr, Isbell also attemp-
ted to discuss the possibility of pooling the parties' re-
spective interests and developing the lands as a unit
with Tahoe 0il and Cattle Company being designated as
operator, Mr, Isbell's communication with Mr. McAlpin
never advanced beyond the preliminarv estages as Mr. HcAlpin
rebuffed all efforts at reaching an agreement.

{
5
i
1
;
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Mr. R. L. Stamets
April 22, 1980
Page Two

In light of the prior attempts to contact McAlpin and
his negative response thereto, Tahce Oil and Cattle Company
and Mr. Isbell determined that additional efforts to obtain

Mr. McAlpin's consent to pool their respective interests
would be to no avail.

\ Should you require any additional information or docu-
mentation in order to rule on the above-referenced case,
please do not hesitate to contact me.

) Very truly yours,
GRK:cl q . ‘

ce: Mr, K.A. Freeman

PR
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STATE OF NEW MEXICO |
ENERGY AND MINERALS DEPARTMENT

OIL CONSERVATION DI

'STATE LAND OFFICE BLDG.

SANTA FE, -

EXAMINER HEARING

‘-.—-..—-.—-—--—-— ---.-—~--.——---————-————--—-.—~-.-.-.-.———

Division:

For the Applicant:

. )} ‘
- IN THE MATTER OF: l
' G V : . ) ‘
Application of Tahoeuoil‘aﬁd Cattle ) CASRE
Company for compulsory pooling, Lea ) 6826
County, New Mexico. ‘ ) ‘
’ )
BEFORE: Richarg 7, Stamets
TRANSCRIPT OoF HEARING
APPEAR ANCES
For the 0i} Conserva%ion Ernest j,, Padilla, Esq.

Legal Counsel to the Division
State Land Office Bléag.
Santa Fe, New Mexico 27503

Gary Kilpatric, Esq,
MONTGOMERY, ANDREWS,
Paseao de Peralta

Santa Fe, New Mexico 87501

& HANNAHS

e,
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Applicant

Applicant
-

" Appiicant’

Applicant
‘Applicant
Applicant
Applicant

Applicant

KEN FREEMAN

Direct Examination by Mr. Kilpatric

Eihibi
Exhibit
Exhibit
Exhibit

Exhibit

EXHIBITS

one, Plat | 4
T™wo, LOg 5
mhyee, Documents .. o 6
Four, Production History ‘ 7
Five, Documents 7
six, Sketch 7
Seven, Cost Estimate 10
Eight, Operating Agreement 12

Exhibit

Page

"I NDEX

Cross Examination by Mr, Stamets 15

Cross Examination by Mr, Padilla 18
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T 'MR. STAMETS: We'll call at this time —
T 2 case 6826.
34 ’ ‘ MR. PADILLA: Application of Tahoe 0il
4 and Cattle Compary for compulséry pooling, Lea County, New
e 81 Mexico.
¢ - L MR. KILPATRIC: Yes, I'm Gary Kilpatric,
71 Montgomery, Andrews, and Hannahs, P, A., representing Tahoe
L4 { 0il and Cattle Company.
‘ﬁgagL;,g L.l tele otoel.oo T have one witness. Ki:A. Freeman.
= 1
q;§§ ee B F o
| a gi 3 th (Witness sworn.)
8I3E w
B _
- .f.é ol | | -
3 § KEN A, FREEMAN
‘ being called as a withess and having been duly sworn upon
his oath, testified as follows, to-wit:
18
v DIRECT EXAMINATION
18 BY MR. KILPATRIC:
0 ‘
! 1Y Mr. Freeman, for the record would you
20 .
state youxr name and address, please?
21 B
2, ‘ Kenneth A. Freeman. I live at No. 2
2 :
Winchester Court in Midland, Texas,
23 : ,
0 Mr. Freeman, what is your relationship
24 _ ‘
with the applicant in this case, Tahoe 0il and Cattle Com-
25
pany?
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Page 4
A f am the owner and petrﬁléﬁm éhéineer.
0 ' Have you testified before the Commission

ot
4

before as an engineervand_had'YOui Qﬁalifications aCceptea
as such as a matter of record?
Al . Yes, I have.
ﬁR. KILPATRIC: Mr. Examiner, are the

witness' qualifications accepted?

MR. STAMETSE They are.
Qo Can you describe'for‘the Commission the

1ocatlon of the nropertv that's the subject of this appll—

””catl a? Tn that connection 1 hand you what has been marked

for identification as Exhibit One, and ask you to go ahead
and identifYéthat.

A LThis 40-acre tract is located in the
southéast quar£e¥ 6f‘the southéast guartexr of Section 25}
Township 21 South, Range 36 East, Lea County, New Mexico,
and is outlined in yellow on Exhibit One.

Q All right, C(an you tell the Examiner
vhat interest, if any, Tahoe 0il and Cattle Company has in
the mineral interests of this tract, and»any othér owner-

ship interests that you've been able to discover?

A ‘Tahoe 0il and Cattle Company acquired

a 75 percent working jnterest, which is a .640625 revenue

interest from J. Hiram Moore and his wife. This was ac-

U)

quired approximately July or August of 197
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Pqp‘ 5

! S Have you determined whether or not there

? H -are any other -- who the other ownership, working owners are

3ﬁ and'ﬁhat-péfcenﬁage'their interests are?
4 : A - Well, after purchasing thise, it was re-
s jpresehted‘éo us that we were getting 100 percent, but we £
"-ﬁ‘:haée’sincé'found out that there is a G. T. McAlpin, who has
1 : a 25 pertent working interest, which is a .218750 revenue
b ‘interest, and he lives in Cuero, Texas, to my knowledge.
b’ h, 'Q Do you have any log data for the Brownley
"§f1~ ‘Q No. 1 Well? |
3R TR B e | |
%’gﬁg n A We obtained the well file from J. Hiram
Eéfg oo Moore, and thef::'e was not a log of the subject well. We have
§ li \ R found a'10g on the Hanson 0il Corporation Moore No. 1,
- s - which is in the 4Gfacres directly to the north of this
18 well in the same Section 25, and this is the log that we o
18 have used in doing cur engineering work.
A7 Q All right, let me hand you what has been
8 marked for identification ar 7 -hibit Number Two and ask
" vou if that is in fact the same log vou just referred to,
B f 2 and ask you to go ahead and describe the log?
gk. 5 - . A, Yes, this is the same log, and all this ’
%i ; is presented here is to show at depth 35 -- or actually
%;  i i_) | 3490 -~ is the top of the Penrose zone, and we have colored
@%‘ i 26 in in yeilow‘the zoneld of porosity that we think some of
@ these have been opened up and some have not. I have a well-
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Page 6

bore skgtch that shows the existing perforations, but we

: ’&nticipate £o*perfbrate additional stringers in this work-

over interval.

Qo Since acquiring your ownership interest

"have you done any work on the well to date?

And in this connection let me hand you

7

what has been marked as Exhibit Three.
A Yes, we have. This exhibit is prepared
andfit Shqws'hpril, 1979, through January 1, 1980, an ex-
peﬁditure“of $43;858.75; a~d these -- behind this is mdnthly
'breékdowns by month of these expenditures, aﬁdAall we have
done here on the first page, it says the above expense in-
cludes the foildwing. ~We put in a new string of tubing,
sucker rods, bottdm hole pumping unit,ﬂand‘théAelectricity,,
This is what the $43,000 plus expenditure has covered, and
this was done to -- I wanted to see if this well was logged

off into water, because when we bought it, it was just

hooked up as a flowing gas well, and it had keen dead for

We'd shot a fluid level on it and it
indicated to me that it just had water across the perfor-
ations and was logged off. So we installed pumping equip-

ment to see if we could restore gas and oil production.

0. Have you calculated a production history




SALLY W, BOYD, C.3.R.

Rt oK 193-18

Santa Fe, Tiew Mexicy 87501

Phons (505) 455-7409
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:yearly CoﬁmiSSion reports from years 1977, ‘78, and '79.

,_Thi§Ais,mdﬁtﬁly‘bré§3EOWns of o0il and gas production.
 Mcf produced and then in 1978 there was 513 Mcf, no oil in

either year, and the well, the last production was in August

,,of’1978f fIt5Was réported 1 Mcf of gas.

- ment and in August of 1979 we produced 1624 MCE of gas and

Page 7

of the well before and after this work you've just referred
to? 1In that connection let me hand you what has been marked
as Exhibit Number Four.

. Yes, we have. We took this from the

The year 1977 there was a total of 3748

And since that time there was no pro-
dnction until we purchased the lease here, it shows in.

July when we purchased it, and we installed puiiping equip-

12 barrels of oil, and then it's broken down by month to
Jaﬁuary 1, 1980,

0 Al]>right. Do you intend to do any
further work on tuis well, and if so, what would be the
purpose, and in this connection let me hand you what's heen
marked as Exhibits Five and Six.

A . Well, T would like to say this: We were |-
we proposed té do additional work on this well if we can

get the cooperation of the other 25 percent working interesy

owner. And I have prepaved an estimated workover cost,

In this area I have worked on other wells from Jal to
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& proposed workover jncludes supervision, running a packer

Page 8

Eunice, similar to this, and I have been basically success-
§ul in doing this, and’l»think'ﬁhis‘is a good workover candiﬁ
’daﬁe, but paying 100 percent of the costvand getting 75
percent of the revenue, we can’t do this.

0 All right, assuming that you're able to
go ahead, can you describé for the Examiner what vou intena
to do as a workover?

»_L ' »well, here on this page one it says the

'and brldge plug, and ac1d121ng the zone. This is assuming

if we perforate addltlonal strlngers ‘in the Penrose, and

then‘fracture’tféatlng the well with 50, 000 gallons of 3
percent KCi water 404754480 pounds of sand, and utilizing
C02 to flow the well back and get a rapid cleanup, due to
tﬁéllow Dottom-uo é'?feééure”whiéh exists in
And the -~ well, the other pages, I

have asked Dowell to make an estimate of the work that I
have proposed to do, and this is theix estimate, on the
second =~ad third page, and it was prepared by Warcen Wright
in Midland, Texas, who is a regional sales engiqeer.

‘ And ihen the last page, the long, legal
sized page, refers to my well cost estimate, and I believe
everything is self explanatory. I have run a gamma ray

neutron log on here, $2500, I definitely feel this should

weil log on this, and we'd need

“wA
I s

e

be done, as I cannot £
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would perforate additional zones in

the collar log if we
the Penrose.

o And have you get out and calculated Mr.

McAlpin's . share of the expense, should he share fully in

allocating the expenseé of thkiis work?

Refer to your last page of that exhibit.

T?Well, I have done this on another sheet

'y All right.

Q A1l right. Before getting'to~that;‘£héﬂ;

wOﬁld?yOﬁ éxplsih‘bf”&eécfibe wvhibit Number 8ix?
A This is the downhole wellbore sketch
with the tops picked off of the well just offset to the

T That I canvshow'YOu latex. l ;

wmatinn tODS should

»

~vth, which is a deep well, ‘but the
be very, Very close, and we have the cement top'et 2845,

perforations and the

tiiat was calculated, and showing the

bridge plug that is in the well.

This was prepared from jnformation that

was in the well file when we purchased the well from Mr.

Moore, and this is the way 1 currently have the well hooked

up to re-establish production.

Q all right. Have you mace any calcula-

tions as to expense and income for this workover, including

re of each?

Mr. McAlpin's sha
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the we;l:is stiil ﬁaiting to be approved for strippéx gas

'”*ééftifigatibn,‘11 have applied for it. Iou will note it

no problem whatsoever in obtaining the prices tha

Page 10

And in that connection I refer to you

what's been marked as Exhibit Number Seven.

A Yes, 1 have. I have it broken down, the

éxpénse to date, which in essence is this putting the well
baci on pump, which is maiﬁly purchase of gquipment, and
then the estimated workover cost, which the bulk of it is
running 2a log énd\fracing the well.

A Then the aﬁticipated production, 1 have
that»based on ‘my experience in the area. I want to make

e note here. The ecoromics that follows this, as of now,

has $2.89. The current price {f §.44, is what we're getting
for it; and based on péét prdduction,and so forth, I 'see

X ';ha\,ie

of

nege. It will qualify a8 stripper’gas,

But I've worked this out. it's én 80
parcent jease and the $90,000 expenditure of what has been
spent today and the estimated workover costs, comes to

$30,683.76, and we chould receive, based on 200 Mcf a day

and 10 barrels of oil, a payout of 3.8 months, say 4 nmonth

payout,_if everything goes the way we have it projected,
and I think that is extremely good econonics.

o Now, Mr. Freéman,.you've, T think, set

out here what your estimated production ;s should you com”
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Page 11

plete this vorkover. Can you tell ue what would happen,
a..d what your estimation of production is, what you intend
to do, if no re-working is possible?

A Well, if we can do nothing on this, and-

~wa have a real problem, I think the simplest way is to

plug and abandon- the well, and it was purchased for salvage
to begin with, and I have, as explained previously, feel
that we have a good workover prospect here, and I think it

should be'done, but if we can't -- if I have to pay 100

' percent of the cost and not recoup any of that, why, we

will plug the well and just salvage it out.

Q . If your workover is not done now, what

will happen to the gas that's in -- that is there now?

i It will not be recovered urnless a new

well would be drilled, the gas and the oil ocut of this

'subject zone,

Q Have you made any attempt to locate and
contact Mr. McAlpih to obtain from him a consent to do this
pqoling, or to enter into a voluntary form of agreement
with you? |

A Myself, I have not, but we have retained
an attorney in Midland, who brought this prospect to us.
His name is James Isbell, and he brought the Moore interest

and, like I said, it was our understanding we had purchased

100 percent, but then when we got the title work done, thext
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was this 25 percent working interest outstanding, and he was

retained and paid to make them the same offer and to get an
operating agreement, which to our knowledge there was none.
We had talked to -~ I have talked to Richard Moore, J.
Hiram's son, and he indicated to me that we would probably
have problems. They couldn't get any cooperation from this
Mr. McAlpin. I don‘tvknow.

| 'So I furhed it éompletelyvovervto Mr.
Isbell to handle and this was in Séétember and we have heard
nbfhing to date.
| ) ; aAnd to your knowledge‘hasyni; Isbell
madewéttémpts to contact and discuss Lﬁis matter with Mr.
McAlpin?

A He's told me he's talked with him on the

telebhoné and%he's had correspondence by letter. That's

0 | Considering the fact that Mr. McAlpin
has not consented to pool his interest with yours, what is
it that you are asking for here today with regard to who
you would like tc have as operator and what conditions and
terms you would want in an order forcing pooling?

And in that connection I refer you to
Exhihit Numker Eight.

A vell, I would like to have Tahoe 0il

and Cattle Company as the operator. This is based on that
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we own 75 percent of the working interest, number 6ne.
TWO, we operate a lot of wells in this
area. We have 20-some wells, and I want to do the work on
it myself. I mean I do the field work and so forth.
I feel like a reasonable risk factecr
would be the 200 percent penalty clause if the Commission

feels that this would be justified. If not, why, just what-

- ever would be ‘granted.

Q Do you have any basis on which you arrive

at the 200‘petcent'figure?

| &
L4
@
1
hl
o
&
O
ot
g
{
[}
4
3

A ‘ Well, the risk.that‘
this,is twofold. Number one, thg well was drillea‘in
December, 1957, and on the weilbore sketch thevcaéing ~-— it

was new pipe and it was cemented with 150 sacks, and like

- I say, I have calculated the éOp of the cement to be 2?45,

-~ and the casing could be had. And if this i the case, we

could have a casing pro 2t would result in having to
go in and squeeze. This has not been included in my esti-
mated workover. I feel like that the pipe has at least a

50/50 chance of being all right.

-

Then the other is the well is making some
water, and if we frac it with 50,000 gallons, we could in-
crease the water a great deal, and we only have a 40-acre

lease and we have no place to put the water; it would have

to be trucked, unless we can come up with something else
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that I'm not aware of xright now, as far as a commercial

water disposal systeﬁ in the area.

0 All right, are there --
A Now, this operating agreement, I just

filled“i%’bﬁﬁ}fwahoéfﬁﬁffﬁﬁa cattle Company, I just want to

do whatever is typical industry procedure,. and there's a

lot of blanks in here. There's the part about the drilling

operation and development, that's crossed out because it's

R %
tasy

annot Be another well drilled. I think --

m:
)

Y,

B acres.
éb uv..n—ﬂ, AL 4

and we have an operating overhead in here of $300, thbh

I!vé”talkéd”to’nuﬁéféﬁ;mcdmnaniés jn Midland and it ranges

from $260 to $500; so I just sort of struck a happy medium,
and we wiil be glad to abide by whatever the Commission

would put down if they so elect to force pool this.

Q0 - dir . Trooman, 4o youn faal that the grantin
of your application, subject to terms and conditions you've
described here today, will afford both working interest
owners in this tract the opportunity to recover or receive,
without unnecessary expense, each person's just and fair
share of the oil and gas jocated on this area? |

A 1 do.

0 Do you feel that the granting of this

application is in the best interests of conservation, the

prevention of waste, and the protection of correlative

rights?

3l
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A Yes, I do.

Q Were these Exhibits One through Eight

‘prepared by you or under your csupervisicn?

A “ Yes, they were,
'MR. KILPATRIC: Mr. Examiner, I'd move
for the admission of Exhibits One through Eight.

MR. STAMETS: These exhibits will be ad-

-mitted,

MR. KILPATRIC: 1 have no further queé-

tions.

CROSS EXAMINATION
BY MR. STAMETS:
ol Mr, Freeman, when did you start the

workover on this well?

A | You meaﬁ instailing the pumping eguip-
ment?

Q Right.

A Let me go back to -- it was in August
of 1973.

o ‘ And when did you find out that the other

party, McAlpin, owned an interest in that?

A I believe Rocky Isbell brought it to

our attention in August or September.
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Q Did you know about their interest before
2 you started the'work?
3 A No, we did not, becaute our intent was
4 | that if we put the well on and it just pumped like all .,
5 _ ,
water, had, you know, just a gas too small to measure, OX
s . . A .
something like that, we were going to plug the well and
? pull the casing: ‘ -
s a At this time you've actually spent about ’
RN ® I half of what you anticipate the workover is going to cost. .
. 10 ' : : :
= S i R ¥ : correct. !
: . §
2»:5‘;5 & Now ‘I notice on your operating agreement,; '
- K : ' :
2 8?-5;@ 2§ ) ; : s : o .
i) §<33g you did talk about $3000 a month during workover operations =
T , ' ! . i g
s 8% i ) , :
§ g f ! arl $3808 a menth ==
'? A Well, let me say one thing, on the $3000,
% )
that was just filled in because it was blank. I really
¥ Gom't —- T think that should be left biank o marked out,
<y
E because there will be no -- that's opposite a drilling well
18
rate, and a drilling well, well, there isn't acreage to ‘
A 9
< drill another well, so I do not think that applies. I
20
think if wc'd iust have the standard $300 a month admini-
2i
strative overhead --
0 Do you have any voluntary agreemenﬁs
‘f",;;; that you've entered into that provide for that high a rate?
f 4
24 . :
A Yes. I have a working interest -- I'm
20

:
;
i
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‘also in the drilling business, and we had a 1/32nd working

interest with Forrest 0il Company on the Klein Farms Unit
and the Gresham Unit ten miles east of Lamesa, and their

cost is 3300 a month, plus all of their company fixed rates,

‘and this runs out to $100 a day, roughly, which I think is

extremely high. I've got the invoices if anybody wants to

see them, théy'ré welcome to thenm.

1 What depth of wells are you talking about
in that --
| A - These arcAjoﬁﬁ'fobt‘weiis"

"é,i | Which is considerably deeper than the

well you're lookiﬁg'at heré.f

A Correct.

0. And expenses could be much higher.

Do you have ary voluntary agreements that
you've entered into in this geneiai aréa for simiiar”aepth
wells?

A Well, I operate the Judy (sic) lease and
the Harrison lease, approximately a mile and a half north
of Jal, and we charge the working intercst owners $300 a
month there.

0. Okay. For purpose of the record, we're
going to have to have copies of whatever correspondence

your attorney has had with the McAlpins in order to demon-
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strate that they have had an opportunity to join and‘have
chosen not to‘respond or not to join.
A Okay.

MR. KILPATRIC: We can submit that.

MR. STAMETS: All right, I would much
prefer that it be -- that it had been submitted here, but
sinée there's no proteétant here, we'll be able to do this.

Any other guestions of thé witness? Mr.
Padilla.

MR. PADILLA: Yes.

CROSS EXAMINATION
RY MR. PADILIA:

Q Mr. Freeman, on Exhibit Seven, under
antiéipated production, you're saying there you expect to
produce 10 barreis 6f 6ilkpér'day and 200 Mcf per day from
‘the well, is that -~ and you've also testified that you've
applied for stripper certification, and I'm not sure that --
I just don't see how you could qualify for stripper certi-
fication with that type of prodﬁcti‘n.

A Well, let me gualify what I have said.
If you will look back to Exhibit Number Four, under pro-
duction history, in 1972 production was restored in August,

and we were told that we had to have 90 days of production

I
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it was filed in November, and our understanding of the

| ‘Q “Well, ‘this anticipate'productidn, then;
would bé - |
A This is after —-
Q -- a result of the enhanced rg$9Y§;¥

Page 19

before we could file our paperwofk, which we produced --

stripper is 60 Mcf or less a day, which +his all falls under
that, and to date we have only produced 12 barrels of oil,
and that was in the month of August, 12 barrels for the total
month of #ugust.

So our-oil production is not going .o
knock it out, apd we are not going to do the work until we
get ﬁhefétrippér’certifiCation. We're going to go ahead

and produse it in this 500 to 600 Mcf a month rate. .

G

technique later on, or something like tﬁat.
‘A 'Tﬁis is after we fr*C'ﬁhc well with

50,000 gallons, and using the Coz. I've found that it's
been very successful in that aresa in doing that, and that's
what I'm basing the numbers on,.is after the frac joh.

MR. FADILLA: No further guestions.

MR. STAMETS: Any other questions of the
witness? He may be excused. Anything further in this case?

The case will be taken under advisement.

(Hearing concluded.)
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I, SALLY W. BOYD, C.S.R., DO HEREBY CERTIFY that
the foregoing Transcript of Hearing before the 0il Conserva-
tion Division was reported by me; that the said transcript

is a full, true, and correct record of'the hearing, prepared

by me to the best of my ability.
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/ MR. STAMETS: We'll call at this time
Case 6826. | , .
MR. PADILIA: Application of Tahoe 0il
and Cattle Company for compulsory pooling, Lea County, New ;
' Mexico. ¢ -
MR. KILPATRIC: Yes, I'm Gary Kilpatric,
’ Montgomery, Andrewe, and Hannahs, P. A.,. i-epresenting Tahoe
% oil and cattle Company. |
e I have one witness, X. A. Freeman. »
q“nag - ‘!1 i . ‘
g ég% i {Witness sworn.) :
238
Pach | |
3 _ XEN A. FREEMAN
T o beina called as a witness and having been duly sworn uvon
15 o '
o his oath, testified as follows, to-wit:
18
17 ‘
DIRECT BXAMINATION |
18 - ' : ‘ j
| BY MR. RILPATRIC: o
18 :
‘ Q0 Mr. Freeman, for the record would you :
20 E
state your name and address, please? i
21 - ’ . k
A Kenneth A. Freeman. I live at Nao. 2 %
Winchester Court in Midland, Texas. %
0 Mr. Freeman, what is your relationship %
24 1‘
o with the applicant in this case, Tahoe 011 ard Cattle Com- |
. ( 25 ' g
pany? %
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SRR U S A Ianm tha owner and petroleum englneer.
RN ) Have you testified before the Commission

3‘H ’before_ as an engineer and had your qixalificai:ions accepted

. as such as a matter of record?
5§ A Yes, I have.
. _ R, KILPATRIC: -Mr. Examiner, are the
| ? HA witness' qualifications accepted? . |
‘ si -~ wp, STAMETS: :mey.‘are; S . L
Do DO YN | v S S
‘ .’ff'}iﬁ' L, L ‘VCan you descfibe'fér’the Commissidn»ﬁﬁe _§ ‘ . nf;g;
5 3 N “; " location of the proper ty that's the sub-\ect of this appli-: 1 ‘ F
' :‘ §§§ . ’"::: - cation? 1In that connection I hand you what has been marked ; : :
). Egg § t: | for J.c:ém.i:.icatiov ‘as Exhibit One, anc' as}; yﬁu to go aheéd I
; i '3 and identify that. | ) )

A = 'rhis 40-acre tract is located in. the o

southeast quarter of' the southeast quarter of Section 25,

18 Q‘mmship 21 South, Range 36 East, Lea County, MNow Hexi;co,.
'17,7 and is outlined in yellow on BExhibit One. |

Vm‘ Q All right. Can you te,ll +he Examiner

19

what interest, 1f any, Tahoe oii and Cattle Company has in’.

20 .
the mineral interests of this tract, and any other ovnexr-
21 : f :
ship interests that vou've heen able to discover?
. n -
» A Tahoe 0f1 and Catt'e Company acquired
” v
: a 75 percent working interest, which is a .640625 revenue
24 ‘ !
interest from J. Hiram Moore and his wife. This was ac-
2 .

- quired approximately July or August of 1979.
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Q Rave you dstermined whether or not there
are any other -- who the other wwnership, working owners are
and what percentage their interests are?

A Well, a££;r~burcha11ng thisg, it was re-

presented to us that we were getting 100 percent, but we
~ have since found out that there is a G. T. Mckipin, who has

" a 25 percent working interest, which is a .218750 revenue

1nt§rest,'and he lives in Cuero, Texas, to my knowledge,

'S Do vou have any log data. for the Brownley
'No. 1 Well?
A We cbtained the weil file from J. Hiram

‘Moora, and there was not a log of the subject wall. We have

found a log on ths Hanson 0il Corporation Moore No. 1,

wh;éh is in/the 40 acres directly to the north of this
weil inAfﬁe saﬁe éeétion 25, and thié is ﬁhe 1o§ thaﬁ Qé o
have used in deing our engineering work.

o All right, let me hand you what has been»
marked for identification as Exhibit Number Two and ask
you if that is in fact the same log you just referred to,
and ask you to go ahead and describe the log?

A, Yes, this is the same log, and all this
is presented here is to show at depth 35 -- or actually
3490 -~ is the top of the Penrose zone, and we have colored
in in yellow the zones of norosity that we think some of

these have been opened up and some have not. I have a well-
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bore sketch that shows the existing perforations, but we )

anticipate to perforate additional stringers in this work-

over interval.

0 Since acquiring your ownership interest

_have you done any work on the well to date?

'And in this connaction let me hand vou
what has veen marked as Exhibit Three.

A vYes, we have. This exhibit is prﬁnared

»
3

- k]
ana AL SaAlWE ¢

1979. through January 1, 1980, an ex-

“a

43,958

76; and these -- behind this is monthly

i
]
}
b
;
1
)
)
23
L {/

’

'breakdowns by month of these expendituxes, and all we have

done hera on the first page, it says the above expense in-
cludes the following. We put in 2 new string of tubing,
sucker rods, bettom hole pumping unit, and the electricity

,000 plus aymanditure ‘has covered, and

;
[
1]
|
R
£
=
D
r’.
g
[\
oy
F Y
(¥ )

this was done to =~ 1 wanted to see Lf this wall was logged

off into water, because when we bought it, it was just

1 y-1
L

-~
v

hooked up as a flowing gas well, and it had been de

some time.

we'd shot a fluid jevel on it and it
indicated to me that it just had water across the perfor-
ations and was logged off. 8o we installed pumping equip-
ment to see if we could restore gas and oll production.

Q Have you calculated a production history
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s

of the well before and after this work you've juat raferread
to? In that connection let me hand you what has been marked
as Exhibit Number Four.

2 Yes, we have. We took this from the

yearly Commission reporis £rom Years 1977, '78, and '79.

- This is monthly breakdowns of 0il and qgas production,

The year 1977 there was a total of 3748

Mcf produced and then in 1978 there was 513 Mef, no oil in

either year, and the wall, the last Production was in August]
of 1§78. It was reported 1 Mct of gas. |

| And since ihat time there was no pro-
duction until we purchased the lease here, it shows in
July when we pu¥chasad it, and we installed pumping equip-

ment and In August of 1375 we produced 1674 Mcf of gas and

»
»
4
f:

12 barrels of oil, and then it's broken down by month to
Janvary 1, 1980.

Q All right. Do you intend to do any
further work on this well, and if so, what would be the
purpose, and in this connection leﬁ'me hand you what's bean
marked as Exhibits Fi&e and Six.

A Well, I would like to say this: We were
we proposed to do additional work on this well if we can
get the cooperation of the other 25 percent working interest
owner. And I have prepared an eztihated workavar acot,

In this area I have worked on other wells from Jal to
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Eunice, similar to this, and I have been basically success-
ful in doing this, and I think this is a good workover candi-
date, but paying 100 percent of the cost and getting 75
percent of the revenue, we can't do this.

0 All right, assuming that you're able to

" go ahead, can you describe for the Examiner what you intend

' to @0 as a workover?

a Well, here bn this page one it says the

’nronosed uarkovar includas supervision, running a‘packer.
“and bridge ﬂlug, and acidizinq the zone. This is assuming |

if we perforate additional siringe fs'ir"ine Ponross, and

than.fracture‘trcating the well with—S0,000 gallons of 3
pergént RCL water and 75,000 pounds of sand, and utilizing
Coé to flow the well back and get a rapid cleanup, due to
the low bottom holé pressure whiéh exiétg in this area.

And the -~ well, the other pages, I
have asked Dowell to make an estimate of the work that I
hava proposed to'do, and this is their estimate, on the
second and third page, and it was prepared by Warren Wright
in Midland, Texas, who is a regional sales engineer.

And then the last page, the long, legal
sized page, refers to mybwoll cost estimate, and Y believe
everything is self explanatory. I have run a gamma ray
neutron log on here, $2500. I définitely feal this ashould

be done, as I cannot find a well log on this, and we'd need
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1 : ‘ o
the collar log if we would perforate additional zones in
2, the Penrose.
- o | .
Q And have you set out and calculated Mr.
4 L )
McAlpin's share of the expense, should he share fuliy in
5
allocating the expense of this work?
[ : ! o
' Refer to your last page of that exhibit.
7 X o o ‘ L ‘
‘ = A - - Well, I have dona this on another sheet B
* ! here. “ |
5fh o : - .
, [+ © Ml right.
- 1 © A  “That I can show you later.
-.'.g.% RiNe ’ . . o -
ggzg o 211 right. Before getting to that, then,
N B REE. 12 o ; - : -
¥ ;f,g - would you explain or describe Exhibit Number Six?
> 3 ‘ . L o '
g i ' A This is the downhole wellbore sketch
- with the tops picked off of the well juat offset to the
L _ ' ‘
- rorth, which is a deep well, but the formation tops should
18 :
be very, very close, and we have the cement top at 2845,
17 ‘
that was caloulatsd, and showing the psrforatlons and the
18
“bridge plug that is in the well.
19
This was prepared from information that
20
was in the well file when we purchased the well from Mr,
21 ' ) ‘
Moore, and this is the way I currently have the well hooked
up to re-establish production.
: ;:} S S All right. Have you made any calcula-
24
@‘ tions as to expense and income for this workover, including
Mr. McAlnin's share of each?
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- And in that connection I refer to you:

Yas, I have.

Page

‘what's been marked as Exhibit Number Seven.

I have it broken dowqﬂﬁthe

expense to date, which in essence is this putting the well

back on punp; which is mainly purchase of equipment, and»

then the ostimated workover cost, which the bulk of it is

:unning a log and fracing the wall.

that p- -d o

one note here. Thc economics +hat follaw this, as of now, |

certification.

has $2. 89.

Then the anticipat.d production, I hava

The current price if S. 44 -is what we're getting

the well is still waiting to be appr

‘AI“hnva applied for &tir

Lo e &
a.» T want &

- -(‘(n‘
O NiRews -

ved for siripper gas

You will note~i£:

: fox it, and based on past production and so forth, I see

no problem whatgoever in cbtaining the‘prices that I have

here.

It will qualify as stripper gas.

Rut I've worked this out.

it's an 80‘

percent lease and the $90,000 expenditure of what has been

spent today and the estimated workover costs, comes to

$$0,683.76, and we should receive, hased on 200 Mcf a day

and 10 barrels of oil, a péyout of 3.8 months, say 4 month‘

payout, if everything goes the way we have it projected,

and I think that is extremely good economics.

Q.

Now,

Mr. Freenman.

you've,

I think, set

out here what your estimated production is should you com-
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plete this workover. 'Can you tell us what would happen,
andlvhat’your estimation of production is, whét you inhﬁﬁd
to do, if no re~working is possible?

A Well, if we can dpunothing on this, and
we have a real problem, I think the.iinplelt way is to
plug aﬁd abandénuthe well, &nd it wai”purchaaéd for.!alvige
to begin with, and I have, as explain.d previously, feel
that we have a good workover prospect hsae. and I think &t
should be doaa, but if we can't -- if I have to pay 100

percent of the coat and not recoup auy of that, why,

Cowill plug ths well and just salvage it out.

[+ If your worxkover is"not‘done now, whaé
will happen to the gas that's in -- that is there now?. : |
L It will not be recavared unless a new‘
well would bse dxilled the gas and the 0il out of this o
subject zone. B

4l Have vou made any attempt to:ldbateiaﬂd
contact Mr. McAlpin to obtain from him a consent to do this
pooling, or to enter into a voluntaryfform of agreement
with you? )

A Myself, I have not, but we have retained
an attorney in Midland, who brought this prospect to us.
His name is James Isbell, and he brought the Moore interest
And, 1ike I said, it was our understanding we had purchased

100 percent, but then when we got the title work done, there
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WAz this 28 wasccos . ‘Ring interest out-tanding, and he vac
retained and paid to make them the sama offer and to get an
operating agreement, which to our knenlodqo there was- noae
We had talked to -- I have talked to Richard Moore, J. .

Hiram's son, snd he indicated to me tnat we would prohably

}hnvt Problenms. They couldn't get any-gooperation from this

ho. mpi«n‘ R Idon.t knWQ

e - And to your knowlodce has My, Isbalif}

made attempts to contact and discusa this matter with Hr;‘

- McAlpin?
L - He's told me he'a talked with him on the
‘ telephone and he 'e hagd correspondande ‘hy lattar. That's
all I know,
Q - Ceasidering the fagt that Mr, McAlpin

has not consgentecd to pool his interesdt with yours, what ig
it that you are asking for hare todayAwith regard to who
You would like to have as operator and what conditions and
terms you would want in an order foroing pooling?
And in that connection I refer you to
Exhibit Number Eight.
A Well, I would like to have Tahoe 041

and Cattle Company as the operator. This is based on that
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l! we own 75 percent of the working interest, number one.
Two, we operate a lot of wells in this

3 | area. we have 20-some wells, and I want to do the work on

¢4 it myself. I mean I do the field work and so forth.
I feel like a reasonable risk factor
would be the 200 percent penalty clause if the Commission

7 | feels that this would be justified. If not, why, just what-

. ever ‘wéuld be granted.
‘ '% @ - - Do you-have any b@ru, on which you arrive
§ 5 ® at the 200 parcent figure? | S
- éé%i“ | SR weln, the risk thrtoy zss involved g :
) Egié 2 | nis ts meom Number one; : - |
- I g 1 e pne, the well was dr;llgd in -
g i ® December, 1957, and on the wellbore sketch the casing -- it N ~ 4
| " ﬂ .was new pipe and‘:!.t: was cemented with 15C sacks, and like | | | ;
@ ”I‘ say,.ii ﬁavef :calqulated the top of thecement to be 2845 ,i H %
. and the casing could be bad. And if this i8 the case, we %
v could have a casing problem that would result in having to
b go in and squeeze. This has not besn included in my esti- |
® mated workover. I feel like that the pipe has at least a \ f
@ 50/50 chance of being all right. | !
& Then the other is the well is making some %
2 water, and if we frac it with 50,000 gallons, we could in- ! é
# crease the water a great deal, and we only have a 40-acre
# lease and we have n‘o place to put the water; it would have | ;
® “ts bo trucked, unlese wo cun come up with something else
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that I'ﬁfﬁgt aware of right now, as far as a commercial
water disposal system in the area.
Q All righf. are there --
A Now, this operating agrecnent, :;juét.
filled it out, Tahoe Oil and Cattle Company, I just want to
4o whatever is typical industry procedure, and there's a

lot of blanks 'in here. There's the part about the er*lling

atﬁcn and. é-vslonmant, that's croased out because ‘t'
40 acres, there cannot be another well drilled. I taink —-f_.;-
and we have an operating overhead ih»hare~of‘$300, which
I've talked to: numerous companies 15 uidland and it ranges.
from $200 to $ O { 30 I just sors cfﬁét;i;g a happ mediuz-
and we will be“glad to abide by whatavai the Commission |

would put down if they so elect to force ‘pool this. -

e . M, Freeman, do you feel that the grantinﬁ

of your application, subject to terms and conditions yOu've
described here today, will afford boﬁh:working interest
owners in this traét the opportunity to recover or recsive,
without unnecessary expense, each peéaon‘s just and fair
share of the‘oii and gas located on tﬁis area?

a, I do.

Q Do you fael that tﬁe granting of this
application is in the best interests of conservation, the

prevention of waste, and the protection of corrxelative

rights?

P
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Q Here thesa Exhibit: One through Eight

‘- ’ YQS, I d?-

Prepareq by you or under youy Supervision?
A Yes,‘they wara,
MR. KILPATRYC, nr.;zxaminer, I'd move
for the admission of Fxhibits one throug, pygye.
| M. STAMETS:  Thewss exhibisy will be ag-

|

hitted,
MR, KILPATRIC, Iﬁhayé no»fu:ther:qne=f3f1

CROSS EXAMINATION
BY MR. sTamers, ]
1 ﬁr. Freeman, when dig You start the

Workover opn thig well?

A You mean installing the pumping equip-
hent?

Q Right,

A Let ne g0 back tg -. it was ip August
of 1973, |

0 And when did you Eind out that the otheyr

party, MeAlpin, owned an interesgt in thatp
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1] Did yon know about their interest before
yoﬁ started the work? |

A No, we did not, because our intent was
that if we put the well on and it just pumped like all
water, had, you know, juét a gas toc smill to measure, or
soqathing liié that, we were going to:blug the well and
pull the casing. ':
0 - At this time you'vﬁaetually spent ibéut

half of what you anticipate the workcver is going to cost.

A o Corvrect.
@  ‘NMow I notice on your operating agreement,

you did talk about*$3000 a month duringiWOrkover operations
and $300 a month ~—- ' | S0
o »»L 1  f ‘*We11, let me say éngthing, on the;SSdOO,
that was>juet-£illed in because it w;giglank. i realiyr  |
don't -~ I think that should be left blank or marked out,
bacause there will be no -~ that's opposite a drilling well
rate, and a drilling well, well, thege isn't acreage to
drill another well, so I do not think that applies. I
think if we'd just have the standard $300 a month admini-
strative overhead -- |

Q Do you have any voluntary agreementa

that you've entered into that provide for that high a rate?

A Yes. I have a working interest -- I'm
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also in the dxiliiﬂq business, and we had a 1/32nd working

interest with Forrest Oil Company on the Klein Farms Unit,
and the Gresham Unit ten miles east of Lamesa, ‘and their.
cost is $300 a month, plus all of their company fixed rates,

and this runs out %o $100 a day, roughly, which I think :is

‘ extremsly hi@h. 1've got the invoices if anybody wants to

ses them, they're welcome to them.

o 7 What depth of wé{;a‘ate*you talkingﬁabout

in that -- 5 | : ES
o A . These are 7000 foqigﬁells.

_ Q.tﬁugfi4jwhich is conﬁidaﬁﬁﬁi&.deeper thanwthg;‘°‘

well you're looking at here.

A - - Correct.
e - .And expenses could be much higher.
Do you have any wveluntary agreementa thak

you've enterad into in this general area for similay depth

wells?

A -« Well, I opaxate the Judy (sic) lease and
the Harrison lease, approximately a mile and a half north
of Jal, and we charge the working inﬁerest owners $300 a
month thore.

Q - Okay. For purposae of the record, we're
going to have to have copies of whatever correspondence

your attorney has had with the McAlping in order to demon-

|
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 pre fex that it be -- that it had been submitted here, but

Page 18

Strate that they have had an opportunity to foin and have
chosen not to respond or not to join.
| | A Okay.
MR. KILPATRIC: We can submit that,

MR. STAMETS: All right, I would much

since there's no‘protestant here, ’11 be abls to do this, -
Any other questiond of ‘the witness? nr.!
Pudilla, »

MR. PADILLA: Yes, =

CROSS EXAMINATION .-
BY MR. PADILLA: ‘

o ~ Mr. Freeman, on Extiibit Seven, under ..
anticipateqd pxddubtion, you're saying there you expect to
produce 10 barrels of oil per day and 200 Mof par day from
the well, ia that -- and you've alao‘téstified that you'vé
applied for stripper certification, and I'm not sure that --
I just don't see how you cculd qualify for stripper certi-
fication with that type of production.

A, Well, let me qualify what I have said.
If you will look back to Exhibit Number' Four, under pro-
duction history, in 1979 production was restored in August,

and we were told that we had to have 90 days of production
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‘get the strippar certification. We're going to go ahead'

Page 35

-~

before we could file our paperwork, which we produced --

it i:z filed 4in Novnmber.Aand our unﬁerctﬂnding of the

stripper is 60 Mof or less a day, which this 211 falls under

tﬁhi, and tévdate we have only produded 12 barrels of oii, ‘

and that was in the month of August, 12 barrels for the totaJ

month of August. |
S0 our oil production ‘18 not going to

knock it out, and wa are not going to do the work until we

and produce it in this 500 to 600 Mcf ‘a month ‘rate.

Q | wWe 1 thls anticipate production, then,

would be -~
A " This is after --
o ; == .a raesult of tha an h neoed recovery

technique later on, or something like that.
A ‘ This is after we frac the well with
50,000 gallons, and using the Coz. I've found that it's
been very successful in that area in doing that, and that's
what I'm kasing the numbers on, is after éhe frac job.
MR. PADILLA: WNo further questions.
MR, STAMETS: Any other quastions of the

witness? He may be excused. Anything further in this case?

The case will be taken under advisement.

(lleaxring concluded.)
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2 REPORTER'S CERTIPICATE

4 I, SBALLY W. BOYD, C.S.R., DO HEREBY CERTIFY that

8§ the foreguing. Tranacript of Hearing before the 0il Consem-
| 0,__.} Ation Divisim vas nported by zne: that the said transcxipt.

) 1 13 a tull, truc, and correct record o!.' the heu-ing, prepatod
8] by me to the best of my ability.

SALLYW. BOYD, C8R.
o R1Box193B -
Santa By, New Menico 11790)
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STATE OF NEW MEXICO

ENERGY ano MINERALS DEPARTMENT
OIL CONSERVATION DIVISION

POSYT OFRCE POX 2088
STATE LAND OFFICE BLM.DING
SANTA FE. NEW MEXICD 87307
March 28, 1980

“,/»1‘.‘
3

G. T. McAlpin
P, 0. Box 49 . ,
Cuero, Texas 77954 ; ‘

Re: Case No. 6826
Dear Mr. McAlpin:

 Your letter of March 22, 1980, requesting contin-
uance of Case No. 6826 was received Thursday, March 27,
1980. ‘

- As this request was not rece’‘ved prior to the:date
of the hearing no action could be taken on honorin¢ it.
The case was heard on the 26th and an order will Yte
subsequently issued.

“Please note that any party adversely affected by
an order of the Division has 30 days from the date of"
such order to request that the case be heard de novo
by the 0il Conservation Commission.

Sincerely,

R. L. STAMETS
Technical Support Chief

RIS/ fd




™ L(CE:
P(LBO!GO TR 5§
CUEROC, TEXAS 779 {} Vﬂ;f}
TELEPRONE AREA CODE (51

dﬂ%n
Re: Your Casesmg Ovision

March 22, 1980

¥Ms. Florene Davidson
Administrative Secretary
ENERGY AND MINERALS DEPARTMENT
0il Conservation Division
State of New Mexico

P. O. Box 2088

Santa Fe, New Mexico 87501

:Dear Ms. Davidson:

‘Once again, T respectfully request that the above
namberea case be continued indefinitely. |

There is an on-going.-criminal investigation\ﬂoncern-
ing a possible férgery by the APPLICANT in this case. It is
entirely possible that it will be physically impossible for
the applicént to be present at the hearing. The forgery, if

. any, concerns the interest which the applicant seeks to force

pool in this case,

The MIDLAND COUN®Y, TEXAS DISTRICT ATTORNEY informed
me that he had asked for an indefinite continuance until such
a time that a determination of the guilt or innocense of the
applicant is established.

Yours very truly,

ﬁm%w‘

AN -
DA

P
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Ol & CATTLE CO.

PHONE: 915-683:B009  » P. 0. BOX 3084 MIDLAND. TEXAS 79702

February 1980

Re: Brownlee #1
Unit P, Ses. 25, T-21, R-36
Penrose Skelly Grayburg
Lea Cournty, New Mexicéé -

EXPENSE OCCURRED TO DATE:

April 19’79 tm Janual"y 1)1%0...-oo.~n.--o-..'--‘.--..o--..-.- $43’858076

THE ABOVE EXPENSE INCLUDES THE FOLLOWING:

3700' of new 2-3/8" tubing, 3700" of new 3/4" sucker rods, on X 1-1/2" X
12' bottom hole pump, Cabot D-80 Pumping Unit skid mounted with 10 HP electric
motor and labor, trucking and electrical to install same. '

s T
SEFORE ERANMINER STAMETS |
OIL CORSEAVATION DIVISION
L HIBIT NO.__3

AN ] . -
) ’ ! ‘ ; ﬂ
| : ]

; CrsE MO 6826
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* AHOE osameco

PHONE: 915-683-83009 + P.O.BOX3084 . MIDLAND, TEXAS 79702

BROWNLEE #1 - 4-30-79

TYPE OF EXPENSE __VENDOR NAME , AMOUNT

'LEASE OPFRATING EXP,

Adminstrative Overhead Petroleuin Information $5.00
SUB TOTAL $5.00

APRIL TOTAL ' $5.00 ,

————
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Banoe ceconeco

"PHONE: 915-683-8009 + P, O.BOX3084 .+ MIDLAND. TEXAS 79702

? 4 ;,
BROWNLEE #1 5-31-79
TYPE OF EXPENSE VENDOR NAME AMOUNT
- ' LEASE OPERATING EXPENSE
Operating Expense Wes Huffman $15.00
, MAY TOTAL - $15.00
e

e
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OlL & CATTLE CO.

BROWNLEE #1

TYPE OF EXPENGE - -

PHONE: 915-683-8009

MIDLAND. TEXAS 79702

P. O, BOX 3084 .

.

7-31-79

VENDOR NAME . -- . AMOUNT -

LEASE OPERATING EXPENSE

Roustabout Labor
Tools - Working Supplies

WORKOVER EXPENSE

Trucking
Overhead

© - Crawferd Well -Servining

$ 40.00
23,40
69.49
84.08

$216.97

Rudolph Huffywan
Wallach Concrete Prod.
Standard Welding Works
Joe's Welding Service

SUB TOTAL

WA vaTIa W

Tahoe Co. Truck (tubing & rods) 293,50

200.00
$2,676.91

'SUB TOTAL

JULY TOTAL’ $2,893.88

R Lt AR S et

$2,183.4%
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‘n HOE ow:cameco

PHONE: 915-683-8009 + P.0O.BOX3084 + MIDLAND. . TEXAS 79702

.

BROWNLEE #1 : 8-31.79
TYPE OF EXPENSE VENDOR NAME AMOUNT

Electrical Equipment Vicann Electrical Service $1,891.20
Electrical Equipment Vicann Electrical Service 179.21
Pumping Equipment Axelson. Inc. 599.30
Sucker Rods Hobbs Repair Service - 40,00
Sucker Rods : Axelson Inc, 73.40
Pumping Unit o , Cabot D-80 Skid mounted w/power +12,500:00

: SUB TOTAL ' 722,958.61

Pumper Salary & Expense Vic Cooper $ 100.00
: Fittings Continental Emsco Co. 315.20
¢ Fittings Misco United Supply Co, '9.01
Engineering Kerneth Freeman 200.00
‘Overhead : : 200.00

SUB TOTAL $ 82420 .

WORKOVER EXPENSE

Roustabout Labor Vicann Electrical Service $ 270.47
Trucking Leamco Bearing Div. (P.U,) 1,200.00
Pumping Unit Base ABCO Base Yard @ Kermit 1,200,00
Well Head Kermit Yard Inventory 1,418,0C
Connections ; Kermit Yard Inventory 847.00
Pumps 2X1EnX1 20 ' 1,009,00
SUB TOTAL $5,944 .47
AUGUST TOTAL $29,727.29 . .




IAHOE oecarncco

S—— mw :

PHONE: 915-683-8009 . P.O.BOX 3084 +« MIDLAND. TEXAS 79702

3

BRUWNLEE #1 9-30-79
TYPE OF EXPENSE VENDOR NAME AMOUNT
- LEASE EQUIPMENT
Pumping Equipment Leamco Bearing Div. $1.654.98
Pumping & Overhead _ 300.00
Engineering Kenneth Freeman 2,000.00
-Striprer Ges filings -
- Werkovir Engineering
© 'SUB TOTAL $3.954.98
SEPTEMBER TOTAL $3,954.98




AHOE OLL & CATTLE CO

BROWNLEE #1 '
TYPE "OF “EXPENSE- - - VENDOR NAME - - AMOUNE -~

PHONE: 915-683-8009

LEASE ‘OPFRATING EXPENSE

Engineerd

Fittings

Ad Valorem Taxes -
- Pumping & Overhesa .

Kenneth Freeman

Eontinental Ensco Co,

011 & Gas Acct, .Comm

SUB TOTAL

E AN k0 e bymin Pt 1V B g,

« P.O.BOX 3084 . MIDLAND. TEXAS 79702




- ) ) PHONE: 915-683*8009 . P. Q. BOX 3084 . MIDLAND. TEXAS 79702
" BROWNLEE N . 11-30-79
VENDOR NAME AMOUNT
Power Warrior Inc, $203.47
Overhead Tahoe 200.00
B SUB TOTAL $409.47
NOVEMBER TOTAL $409.47 .
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a AHOE owscarneco |
P. 0. BOX 3084 MIDLAND. TEXAS 7»9702

PHONE: 915:683-8009 °

’

BROWNLEE #1
——

TYPE OF EXPENSE WRM

LEASE OPERATING EXPENSE
‘ $ 18.69

Foremen Salary & Expense :
Roustabout Lebor ‘ 2.72
« 7.03
5-83

.48
14.93
200.00

SUB TOTAL $249.68

DECEMBER TOTAL  $249.68
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TDLAND. (EXAS 79702

| .. BOE acamEeR |
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Pénrose

.

Brownlee #1 ,
Skelly Grayburg Field

’

Unit P, Sec. 25’ T"21 S’ R-36E

PRODUCTION

Lea County, New Mexico

PHONE: 915-683-8009 . P.O. BOX 3084 .

MIDLAND. TEXAS 79702

N

TOTAL 1979 - 5,073 MCF, 12 BBLS, CIL

Electricity was installed and connected in February 1980,

Tahoe purchased lease and installed pumping equipment
Electricity disconnected by off-set operator (Ownership change of Warrior's Sandy

lease,

1977
GAS/MCF  OIL/BBLS, GAS/MCF  OIL/BBLS. GASAMCF  OIL/BBLS
(3) 1,543 0 (M) 476 0 (8) 75 0
(F) 0 0 (3) 555 0 (0) 124, 0
(M) 0 0 (3} 290 0 (N) 179 0
() o 0 (a) 375 0 (D) 131 0
_TOTAL 1977 - 3,748 MCF, O BBLS. OIL
1978
(3) 1 0. (M) 80 0 (s) 0 0
(F) 70 0 (J) 65 0 {0) 0 0
(M) 81 0 (J) 28 0 A(N) 0 0
(4) 77 0 (A) 1 0 (D) 0 0
TOTAY, 1078 . 513 MOF, 0 BELS - OTL
1979
(5) 0 0 (M) 0 0 (s) 1,281 0
(F) 0 0 () 0 0 (0) 1,458 0
(M) 0 0 (3) » © 0 (N) 605 0
(a) 0 o} (8) #% 1,624 12 (D) 105 0
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PHONE: 915-683-8009 . P.O.BOX 3084 . MIDLAND. TEXAS 79702

’

February 1980

Re: Brownlee #1
Unit P, See. 25, T-21, R-36
Penrose Skelly Grayburg
Lea County, New Mexico

ESTIMATED IORKOVER COST
January 1,1980 thru June 1,1980. ¢ 0euenernnnseeneneenscnsesss $46,825.00
~ The proposed workover includes, workover rig, supervision, packer and

bridge plug rentsl, acid Job of 1,500 gallons 15% MSR 100, frac job of
50,000 gallons 3% KCL water plus 75 000 gallons sand and 125 tons carbon

doxide (002) . Then putting the well back on pump.

REFQRE EXAMINER STAMETS
OlIL CONSERVATION DIVISION

EXHIBIT NO._ .S
CASE NO.__ 6826

Submitied by _JRHOE
Hearing Date_3-26-80




@ DOWELL 0iviSiONOF DOW GCHEMICAL U.S. A

February 28, 1980

Midland, Texas 79702

Mr. Ken Freeman
Tahoe 0il and Cattle Company

P.

O. Box 3084

Midland, Texas 79702

STIMULATION RECOMMENDATION FOR THE PENROSE FORMATION IN
BROWNLEE $1, SEC. 25, TOWNSHIP 2?

®IELD, LEA COUNTY, NEW MEXICO.

 WELL PREPARATION

3.
4.

5.

' PIN with treating packer and bridge-plug. Set

retrievable 5 1/2" bridge plug at 3600 +/-.

Spot 200 gallons cf 15& MSR-100 across perforated

interval.

Pull up and set packer at 3400' +/-.

. Pressure backside to 750 psi.

Breakdown perfcrations and establish injection rate
(3 to 4 BPM) and pressure.

Acidize interval with remaining 1300 gallons of 15%
MSR-100 with ball sealers.

20X 1858

16T FLOOR WILCO BUILDING
MIDLAND, TEXAS 79702

ROSE , | THE
RANGE 36, PENRROSE-SKELLY

If ball-out occurs, surge the balls off the perfora-
tions and allow time for them to fall. Finish putting

acid awvay.

COH with tubing and packer.

AN OPERATING UNIT OF THE DOW CHEMICAL COMPANY
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FRACTURING TREATMENT

Dowell recommends using 50,000 gallons of 3% KCl water
gelled with 50 pounds per 1 000 gallons gelling agent.
This fluid will contain 25% carbon dioxide.

Use thiS”fluia‘to‘carry‘40;600'pounds'ef 20/40 sand and
35,000 pounds of 10/20 sand into the formation at 20 BPM.

COST ESTIMATES : Acid Job

$..1,865.00
Tools $ 1,210.00
Fracturing $ 23,500.00
Co2 $ 13,300.00
TOTAL $ 36,875.00

Dowell has established an on-location safety policy to
which Dowell Personnel must adhere. A pre-job tailgate
safety meeting will be Gield with company representatives
and Dowell Personnel to explain existing hazards and safety
procedures. We will appreciate close co-operation between
customer representatives and Dowell Personnel to insure a
7smooth and safe. operation. -

Ken, thank you for asking Dowell for this proposal. The
work for this area is based from our Hobbs district. The
.direct number for Hobbs is 563-1421. Gary Smith is
district engineer thare, ‘

Sincerely,

. R
‘:-()/‘{/ﬂ/:’x(,/;&/ [{}i)“ “.%

R. W, Wright ;>
Regional Sales Engineer

RWW/re

e e At i 1w A, A2
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WELL COST ESTIMATE Date ___FEBRUARY 1980

Lease & Well No. BROWNLEE NO. 1 ' .

Proposed T.D. feet Type Rig AFE No.

INTANGIBLE COST:

feet € $ ‘per ft. .s $
Day Work Days @ § ‘per day
Cement & Cementing Services (Surface)
ng Equipment (Surface) !
- & Cementing Services (Long String). :
g.:Equipment _{Long .String) . T i
l—-!lud ‘Additives. - .- T ; L.
Foel < - .
Water , ' , i 3,000.00
Survey Location :.
f Roads, Cleaning & Levelling Location & Clean Up
& Trucking (Surface, Long St:rlng, Tubing)
3 Electric Logs _ A
‘Cori -
‘Formation Tests :
. '“::ﬁo;‘_ati:g _Wfrm PBTD to Surface : - 2,500.00 _
) reatment w/packer & Ret. Bridge Plug 3,075.00 }
‘ g;actnre Treatment 50,000 g_al 3% KCL+75, 000#/sd+l25 Ton CO2 33,3 .00 36,875.00 — -
rilling In & Complet_lon (Rig Time) 3days € 900 day . T
Rock Bits --— . -
Labor. {(Booking up well, etc.) ' i N
F:leld mg;nmi&& Sugervasion ~ 3 days @ 250. 00 750.00
,,,,,, _ 50000
Miscel laneous ‘ ‘ B 500,00
TOTAL INTANGIBLES $  46,825.00
McALPIN INTEREST (25%) = $11,706,00
ANGIBLE COST: |
'urrace String ( ‘ Yy 8 s }
Long String ( - ) B i
( ) ’
low Line ( )
Xmas Tree & Connections - :
"Pumping Unit (Rods, pump, motor, etc.) :
-.Cattle Guards
;anks
fiscellancous
. TOTAL TANGIBLES - S
~*ota1 Dxy Hole Cost $

R4 PV

otal Completaon Cost (Tanglble & Intdnglble)

;@é&@/
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AHOE orscameco

PHONE: 915-683-8009 + P. Q. BOX 3084 + MIDLAND, TEXAS 79702

.

February 1980
Re: Brownlee #1
Unit P, See, 25, T-Zl B-36 _
Penrose Skelly Gray’burg
Lec County, New Mexico
PAYOUT
ot mse tO date (4-79tO1-1-80).........-.--..-.....-.-.. $43,858 76
o EBtimted 'orkOVEI' COSt (1"1"'80 tO 6‘1“80)-..'.!!...0..!!' 46 825 00
TOTAL $50,683.76
ANTICIPATED PRODUCTION:

IOBOPD e $39.50ﬁb1'|l.0!0.‘.|0.0.'I!Qu't.‘.!!'l!;!QO'iuIvl s 395¢w
2001&1713 e $2.89.---.-oocoo-o..o-ouccc--~'-||-o|-|o-o-n--c 578-w

TOTAL $ 973.00

N ) 80’w1x97300 $778 40d&yx30..;...-..-..-o......---- $23,352-00
Operating expense and Overhead.......vevvveesrreecnonennss 600.00

TOTAL $23,952.00

90,683.76 . 3.8 Month
23,952.00

McALPIN INTEREST:
90,683'76X 25%"!"!'.'!'.0ID.."I'O'."Il""""‘.‘llll $22;670l94

BEFORE EXAMINER STAMETS
Oll. CONSERVATION DIVISION

_EXHIB!IT NO._]

CASE NO.__ 6826 |
Cubonite o TRMOE |

Hearing Laie 3"25"80 —
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AAPL.FOI;M 610 - 1977
MODEL FORM OPERATING AGREEMENT

. “

OPECATING AGREEMENT

DATED
. , 19
OPERATOR __  7ahoe 0il & Cattle Co.
CONTRACT AREA SE/4 of SE/4 Section 25, frcm the surface

to a total depth of 3,7:20 feet, as to tho Penrose--Skelly formation

- R : OO I -~ - . : +3 w8 = s
Giily , ‘Towiisiidp 21 Suuill, Rauye 36 £EasSC,; N.M.FP.Ms

COUNTY ©ORKXBPAKIHX OF Lea STATE OF_ New Mexico

COPYRIGHT 1977 — ALL RIGHTS RESERVED
AMERICAN ASSOCIATION OF PETROLEUM LANDMEN
APPROVED FORM. AAPL. NO. 610 - 1977 REVISED
FAY BE ORDERED OIRECTLY FROM THE PUBLISHER
KRAFTBILY PRODUCTS, - BOX 800, TULSA 74101

BEFORE EXAMINER STAMETS
O CONSERVATION DIVISION

_EXHIBIT NO._ &

CASE NO.__682.6
Submliled by 7MNOE

oy
AL S B L D, T B A T R L A S L T

Hearing Date_ 3-26*80
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—3 . A.APL. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1977

i OPERATING AGREEMENT
2
3 THIS AGREEMENT, entered into by and between____Tahoe 0il & Cattle Co., 206 N. Main,
4 Nidland, Tx 79702 , hereinafter designated and
5 referred to as “Operator”, and the signatory party or parlies other than Operator, sometimes hereinafter
8 referred to individually herein as “Non-Operator”, and collectively as ‘Non-Operators”,
7
‘8 WITNESSETH:
9
10 WHEREAS, the parties to this agreement are owners of oil and gas leases and/or oil and gas in-

11  terests in the land identified in Exhibit “A”, and the parties hereto have reached an agreement to explore
12 and develop these leases and/or oil and gas interests for the production of oil and gas to the extent and ;
13  as hereinafter provided: f

14 {
15 NOW, THEREFORE, it is agreed as follows:
16 ;
17 ARTICLE I '
18 o DEFINITIONS : -
19 i i
-20 As used in this agreement, the following words and terms shall have the meanings here ascribed ;
21 to them: ;
C 22 A. The term “oil and gas” shall mean oil, gas, casinghead gas, gas condensate, and all other liquid i

23 or gaseous hydrocarbons and other marketable substances produced therewith, unless an intent to ;
24 limit the inclusiveness of this term is specitically stated. i

25 B. The terms “oil and gas lease”, “lease” and "leasehold” shall mean the oil and gas leases cov- |
26 ering tracts of land lying within the Contract Area which are owned by the parties to this agreement.

27 C. The term “oil and gas interests” shall mean unleased fee and mineral interests in tracts of

28 land lying within the Contract Area which are owned by parties to this agreement.

29 D. The term “Contract Area” shall mean all of the lands, oil and gas leasehold interests and oil

30 and gas interests intended to be developed and operated for oil and gas purposes under this agreement.

31 Such lands, oil and gas leasehold interests and oil and gas interests are described in Exhibit “A”.

a2 E. The term “drilling unit” shall mean the area fixed for the drilling of one well by"‘order or rule

83 - of any siate or federal body havmg authonty If a drilling unit is not fixed by any such rule or crder, S
34 a drilling unit shall be the drilling unit as csiablishzd by the pattern of dnllmg in the Contract Area

35 or as fixed by express agreement of the Drilling Parties. !

,‘*.&.;
U3

36 F. The term “drillsite” shall mean the oil and gas lease or interest on which a proposed well is to 1
37 . be located. ) :
38 G. The terms “Drilling Party” and -‘Consenting Party” shall mean a party who agrees to join in

39 and pay its share of the cost of any ‘operation conducted under the provisions of this agreement. .
H. The terms “Non-Drilling Party” and “Non-Consenting Party” shall mean a party who elects !
“41 not to participate in a proposed operation.

42 :

43 Unless the context otherwise clearly mdlcates words used in ine singular include the plural, the

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

45 ,

46 ARTICLE 11, ;
47 EXHIBITS
48
49 The following coxhibits, as indicated below and attached hereto, are incorporated in and made a

50 part hereof:
51 [® A. Exhibil “A”, shall include the following information:

52 {1) ldentification of lands subject to agreement,

53 (2) Restrictions, if any, as ‘o depths or formations,

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

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

56 (5) Addresses of parties for notice purposes.

57 [ B. Exhibit “B", Form of Lease.

58 [J C Exhibit “C”, Accounling Procedure.

59 [ D. Exhibit “D", Insurance.

60 [ E. Exhibit “E”, Gas Balancing Agreement. .

61 [J F. Exhibit “F”, Non-Discriminetion and Certification of Non-Segregated Facilities.

62 :
3 63 If any provision of any exhibit, except Exhibit “E”, is inconsistent with any provision contained
3 64 in the body of this agrecement, the provisions in the body of this agreement shall prevail.

85

66

67

68

68
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A.A.P.L. FORM*610 - MODEL FORM OPERATING AGREEMENT - 1977

ARTICLE 1L
INTERESTS OF PARTIES

?

A, Oil and Gas Interests:

If any party owns an unleased oil and gas interest in the Contract Area, that interest shall be
treated for the purpose of this agreement and during the term hereof as if it were a leased interest
under the form of uil and gas lease attached as Exhibit “B". As to such interest, the owner shall re-
ceive royalty on production as prescribed in the form of oil and gas lease attached hereto as Exhibit
“B”. Such party shall, however, be subject to all of the provisions of this agreement relating to lessees,
to the extent that it owns the lessee interest. ’

B. lnferect of Parties in Costs and Production:

Exhibit "A” lists all of the parties and their respective percentage or fractional interests under this
agreement. Unless changed by other provisions, all costs and liabilities incurred in operations under
this agreement shall be borne and paid, and all equipment and material acquired in operations on the
Contract Area shall be owned by the parties as their interests are shown in Exhibit “A”. All produc-
tion of oil and gas from the Contract Area, subject to the payment of lessor’s royalties which will be
borne by the Joint Actount, shall also be owned by the parties in the same manner during the tefm
hex_'ebf: provided, however, this shall hot be deemed an assignment or cross-assignment of interests cov-
ered hereby.

ARTICLE 1V.
TITLES

A. Title Examination:

Title examination shall be made on the drillsite of any proposed well prior to commencement of
drilling operations ‘or, if the Drilling Parties so request, title examination shall be made on the leases
and/or oil and gas interests included, or planned to be included, in the drilling unit arcund such well,
The opinion” will include the ownership of the working interest, minerals, royalty, overriding royalty
and production payments under the applicable leases. At the time a well is proposed, each party con-
tributing leases and/or oil and gas interests to the drillsite, or to be included in such drilling unit, shall
furnish tn Operator all abstracts (including Federal Lease Status Reports), title opinions, title papers
and ctrative material in ils possession free ‘of charge. All such information not in the possession of or
made available to Operator by the parties, but necessary for the examination of title, shall be obtained
by Operator. Operator shall cause title to be examined by attorneys on its staff or by outside attorneys.
Copies of all title opinions shall be furnished to each party hereto. The cost incurred by Operator in
this title program shall be Lorae as foliows:

jon No. 1:

Costs mcmrcd by Operator in procuring abslracts and title examination
-in gas royalty oplmons and_di e opinions) shall be a
part of the admlmsuatwe ovey it “‘C,” and shall not be a direct cherge, whether

perator’s staff attorneys er by outside attorneys. __\\

{0 Option No. 2: Cosis incurred by Operator in procuring abstracts and fees paid outside attorneys
for title examination (including preliminary, supplemental, shut-in gas royally opinions znd division
order titlo opinions) shall be borne by the Drilling Parties in the proportion that the interest of each
Drilling Party bears to the total interest of all Drilling Parties as such interests appear in Exhibit “A”.
Operator shall make no charge for services rendered by its staff attorneys or other personnel in the
performance of the above functions,

Each party shall be responsible for securing curative matter and pooling amendments or agreements
1equired in connection with leases or oil and gas interests contributed by such party. The Operator shall be
responsible for the prepavation and recording of Pooling Designations or Declarations as well as the
conduct of hearings before Governmental Agencies for the securing of spacing or pooling orders This
shall not prevent any party from appearing on its own behalf at any such hearing. el

No well shall be drilled on the Contract Area until after (1) the title to the drillsite or dnlhng unit
has been examined as above provided, and (2) the title has been approved by the examining attqrney or
title has been accepted by all of the parties who are to participate in the drilling of the well, )-

B. Loss of Title: A
53 r ;e z,

1. Failure of Title: Should any oil and gas interest or lease, or interest therein, \be lost tbrlugh
failure of title, which loss resulls in a reduction of inteiest from that shown on Exhibit “A" th‘s agree-
ment, nevertheless, shall continue in force as to all remaining oil and gas leases and mterests and;— -

(a) Thc palty whcso oll and gac lease or mterest is affected by the title falluye shall bear alone.

;i)
!
!
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or operating costs which it may have theretofore paid, but there shall be no monetary liability on its
part to the other parties hereto for drilling, development, operating or ‘other similar costs by reason of
guch title failure; and

(b) There shall be no retroactive adjustment of expenses incurred or revenues received from the
operation of the interest which has been lost, but the interests of the parties shal) be revised on an acre-
age basis, as of the time it is determined finally that title failure has occurred, so that the interest of
the party whose lease or interest is affected by the title failure will thereafter be reduced in the Contract
Area by the amount of the interest lost; and

(c) If the proportionate interest of the other parties hereto in any producing well theretofore drilled
on the Contract Area is increased by reason of the title failure, the party whose title has failed shall
receive the proceeds attributable to the increase in such interests (less costs and burdens attributable
thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such well;
and

'(d) Should any person not a party to this agreement, who is determined to be the owner of any in-
terest in the title which has failed, pay in any manner any part of the cost of operation, development,
or equipment, such amount shall be paid to the party or parhes who bore the costs which are so refund-
ed; and

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

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

2. Loss by Non-Payment or Erroneous Payment of Amount Due: If, through mistake or oversight,
any rental, shut-in well payment, minimum royalty or royalty payment is not paid or is erroneously
paid, and as a result a lease or interest therein terminates, there shall be no monetary liability against
the party who failed to make such payment. Unless the party who failed to make the required payment
secures a new lease covering the same interest within ninety (90) days from the discovery of the fail-
ure {0 make proper payment, which acquisition will not be subject to Article VIILB., the interests of
the parties shall be revised on an acreage basis, effective as of the date of termination of the lease in-
volved, and the party who failed to make proper payment will no lohger be credited with an intérest in
the Contract Area on account of ownership of the lease or interest which has terminated. In the event
the party who failed to make the required payment shall not have been fully reimbursed, at the time of
the loss, from the proceeds of the sale of o0il and gas attribuitable to the lost interest, calculated on an
acreage basis, for the development and operating costs theretofore paid ‘on account of such interest, it
shall be reimbursed for unrecovered actual costs theretofore paid by it (but not for its shave of the
cost of any dry hole previously drilled or wells previously abandoned) from so much of the following
as is necessary to effect reimbursement:

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

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

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

3. Other Losses: All losses incurred, other than those set forth in Articles IV.B.1, and IV.B.2.
above, shall not be considered failure of title but shall be joint losses and shall be borne by all parties
in proportlon to their interests. There shall be no readjustment of interests in the remaining portion of
the Contract Area,

ARTICLE V.
OPERATOR

A. DESIGNATION AND RESPONSIBILITIES OF OPERATOR:

’

Tahoe Qi1 & Cattle Ca '__ shaﬁ 'be the
Operator of the Contract Arca, and shall conduct and direct and have full control of all operatlons on
the Contract Area as permitied and required by, and within the limits of, this agreement /Et‘s'n&'ll con-

duct ail such operaiicns liv & good and workmanlike manner, hut it shall have no habxhiy,as Opérator
to the other parties for losses sustained or liabilities incurred, except such as may resﬁlt Irom gross
negligence or willful misconduct. \" z
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B. Resignation or Removal of Operator and Selection of Successor:

1. Resignation or Removal of Operator: Operator may resign at any time by giving written notice
thereof to Non-Operators. If Operator terminates its legal existence, no Jonger owns an interest in the
Contract Area, or is no longer capable of serving as Operator, it shall cease to be Operator without any
action by Non-Operator, except the selection of a successor. Operator may be removed if it fails or
refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in receivership,
by the affirmative vote of two (2) or more Non-Operators owning a majority interest based on owner-
ship as shown on Exhibit “A”, and not on the number of parties remaining after excluding the voting
interest of Operator. Such resignation or removal shall not become effective until 7:00 o'clock A.M.
on the first day of the calendar month following the expiration of ninety (90) days after the xivmg of
notice of resignation by Operator or action by the Non-Operators to remove Operator, unless a successor
Operator has been selected and assumes the duties of Operator at an earlier date. Operator, after effect-
ive date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of
a corporate name or structure-of Oparalor or transfer of Operator's interest to-any single subsidiary,
parent or successor corporation shall not be the basis for removal of Operator.

2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Op-
erator shall be selected by the Parties. The successor Operator shall be selected from the parties owning
an interest in the Contract Area at the time such successor Operator is selected. If the Operator that
is removed fails to vote or votes only to succeed itself, the successor Operator shall be selected by the
affirmative vote of two (2) or more parties owning a majority interest based on ownership as shown
on Exhibit “A”, and not on the number of pariies remaining after exelnding the voting isterest of the
Operator that was removed. g ' '

C. Enmiployees:

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

D. Drilling Contracts:

All wells drilled on the Contract Area shall bé drilled on a competitive contract basis at the usual
rates prevaxlmg in the area. If it so desires, Operator may employ its own tools and eqmpment in the

drilling: of wells, but its charges therefor shall not exceed the prevailing rates in the area and the ratc -

of such charges shall be agreed upon by the parties in writing before drilling operations are com-
menced, and such work shall be performed by Operator under the same terms and conditions as are

‘gugtomary and usual m the area in contracts of mdependent contractors who are doing work of a sim-

ilar nature.

ARTICLE VI
DRILLING AND DEVELOPMENT

AQtial Well:

and shall thereafter continue. théNdrilling of the well with due diligenc

kS
i
%)

ce or condition in the hole, which i:énders

or unless all parties agree to complete or
i
th* .
b
Operator shali muke rcasopable tests of all formations encounterédduring drilling which gl”\)e in-
dication of containing oil’ gas in quantities sufficient to test, unless thid\ggreement shall b ’hmxted

in it application lo n_specific formation or formations, in which event Opera

unless granite or other practically impenetrable
further drilling impractical, is encountered a tessér dep
abandon the well at a lesser depth.

ug and ub-mdon same as pxovxded in Article VI.E.1. hereof.
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B. Subsequent Operations: i

1. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area
other than the well provided for in Article VLA, or to rework, deepen or plug back a dry hole drilled
at the joint expense of all parties or a well jointly owned by all the parties and not then producing
in paying quantities, the party desiring to drill, rework, deepen or plug back such a well shall give the
other parties writlen notice of the proposed operation, specifying the work to be performed, the loca-
tion, proposed depth, objective formation and the estimated cost of the operation. The parties receiv-
ing such a notice shall have thirty (30) days after receipt of the notice within which to notity the
parties wishing to do the work whether they elect to participate in the cost of the proposed operatiun.
If a drilling rig is on location, notice of proposal to rework, plug back or drill deeper may be given
by telephone and the response period shall be limited to forty-eight {48) hours, exclusive of Saturday,
Sunday or legal holidays Failure of a party receiving such notice to reply within the period above tixed
shall constitute an election by that party not to participate in the cost of the proposed” operat:on Any
notice or response given by telephone shall be promptly confirmed in writing.

2. Operations by Less than All Parties: If any party receiving such notice as provided in Article
VI.B.1. or VILE.1. elects not to participate in the proposed operation, then, in order to be entitled to
the benefits of this article, the party or parties giving the notice and such other parties as shall elect
to participate in the operation shall, within sixty (60) days after the expiration of the notice period of
thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period
where the drilling rig is on location, as the case may be) actually commence work on the proposed
operation and complete it with due diligence. Operator shall perform all work for the account of the
Consenting Parties; provided, however, if no drilling rig or other equipmeént is on location, and if Op-

‘erator is & nau-&r.sentmg Party, the Consenting Parties shall either: (a) request Operator tr perform

the work required by such proposed operalion for the account of the Consentiug Parties, or (b) desig-
nate one (1) of the Consenting Parties as Operator to perform such work. Consentmg Partles when
conducting operations on the Contract Area pursuant to this Article VI.B.2,, shall comply with all terms
and conditions of this agreement.

If less than all parties approve any proposed operation, the probqsin‘g party, immediatgly after the
expiration of the applicable notice period, shall advise the Consenting Parties of (a) the total interest

“-of the narties approving such operation, and (b) its recommendation as to whether the Consentmg Par-

ties should proceed with the operation as proposed. Each Consenting Party, within forty-eight (48)
hours (exclusive of Saturday, Sunday or legal holidays) after receipt of such notice, shall advise the
proposing party of its desire to (a) limit participation to such party’s interest as shown on Exhibit “A”,
or (b) carry its proportionate part of Non-Consenting Parties’ interest. The proposing party, at its
election, may withdraw such proposal if there is insufficient participation, and shall promptly notify
all parties of such decision.

" The eniire cost and risk of conducting snch operations shall be borne by the Consenting Parties in
the proporiions they have elected to bear same under the terms of the preceding paragraph. Consenting
Parties shall keep the leasehold estates involved in such operations free and clear of all liens and
encumbrances of every kind created by or arising from the operations of the Consenting Parties. If such
an operation results in a dry hole, the Consenting Parties shall plug and abandon the well at their sole
cost, risk and expense. I any well drilled, reworked, deepened or plugged back under the provisions
of this Article results in a producer of oil and/or gas in paying quantities, the Consenting Partiés shall
complete and equip the well to produce at their sole cost and risk, and the well shall then be turned
over to Operator and shall be operated by it at the expense and for the account of the Consenting Parties.
Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such
well by Consenting Parties in accordance with the provisions of this Article, each Non-Consenting Pariy
shall be deemed to have relinquished to Consenting Parties, and the Consenting Parties shall own and
be entitled to rececive, in proportion to their respective interests, all of such Non-Consenting Party’s
interesi inn the well and share of production therefrom until the proceeds of the sale of such share,
calculated at the wel), or market value thereof if such share is not sold (after deducting production
taxes, royally, overriding royalty and other interests existing on the effective date hereof, payable out of
or measured by the production from such well accruing with respect to such interest until it reverts)
shall equal the total of the following: ;

(a) 100% of cach such Non-Consenting Party's share of the cost of any newly acquxred’ surface
equipment beyond the wellhead conncetions (including, but not limited to, stock tanks, se arators
treaters, pumping ecquipment and piping), plus 1060% cf each such Non-Consenting Party’s shax;g bf the
cost of operation of the well commencing with first production and continuing until each suehiNon-
Consenting Party's relinquished interest shall revert to it under other provisions of this Amcle Q'.bemg
agreed that cach Non-Consenting Party's share of such costs and eguipment will be th (miere?l‘ hich
would have been chargeable to each Non-Consenting Party had it participated in the jell from the be-
ginning of the operation; and \ ' <

(b) 300 _9% of that portion of the costs and expenses of drilling reworking, deepzmng, or pluggmg
back, testiag and compleling, after deducting any cash contributions received under Artlc)e VIIL.C,, and

. o
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300 % of that portion of the cost of newly acquired equipment in the well (to and including the well-
head connections), which would have bé:n chargeable to such Non-Consenting Party if it had partici-
pated therein.

Gas production attributable fo any Non - Consenting Party’s relinquished interest upon such Party's
election, shall be sold to its purchaser, if available, under the terms of its existing gas sales con- ;
tract. Such Non - Consenting Party shall direct its purchaser to remit the proceeds receivable fram i
such sale direct to the Consenting Parties until the amounts provided for in this Article are recov-
ered from the Non - Consenting Party's relinquished interest. If such Non - Consenting Party has not :
10 contracted for sale of its gas at the time such gas is available for delivery, or has not made the elec-
11 tion as provided above, the Consenting Parties shall own and be entitled to receive and seil such Non-
12 Consenting Party’s share of gas as hereinabove provided during the recoupment period.

© N I N =ty

14 During the period of time Consenting Parties are entitled to receive Non-Consenting Party's share
15 of production, or the proceeds therefrom, Consenting Parties shall be responsible for the payment of
16 all production, severance, gathering and other taxes, and all royalty, overriding royalty and oiher
17 burdens applicable to Non-Consenting Party’s share of production. , !

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

28 Within sixty (60) days after the completion of any operation under this Article, the party con-
27 _ducting the operations for the Consenting Parties shall furnish each Non-Consenting Party with an in-
28  ventory of the equipment in and connected to the well, and an itemized statement of the cost of drilling,
29 - deepening, piugging back, testing, completing, and equipping the well for production; or, at its option,
30 . the operating party, in lieu of an itemized statement of such costs of operation, may svbmit a detailed
31 statement of monthly billings. Each month thereafter, during the time the Consenting Parties are being
32  reimbursed as provided above, the Party conducting the operations for the Consenting Parties shall furn-
33 ish the Non-Consenting Parties with an itemizerd statement of all costs and liabilities incurred in the
3¢ cperation of the well, together with a statement of the quantity of oil and gas produced from it and the
35 amm.nt of proceeds realized from the sale of the well’s working interest production during the preceding A
36 morth. In qezmmming the nuantxty of oil and gas produced during any month, Consenting Parties
37 shsll use industry accepted methods such as, but not’ limited i0, meiering or neriodic well tests, Any.
38 amount realized from the sale or other disposition of equipment newly acquired in connection with any
39 such operation which would have been owned by a Non-Consenting Party had it participated therein
40 shall be credited against the total unreturned costs of the work done and of the equipment purchased,
41 in determining when the interest of such Non-Consenting Party shall revert to it as above provided;
42 and if there is a credit balance, it shall be paid to such Non-Consenting party.

44 If and when the Conseinting Parties recover from a Non-Consenting Party’s relinquished interest
45 the amounts provided for above, the relinquished interests of such Non- uuSi:‘I‘-f.:"g Darty shall auto-
46  matically revert to if, and, from and after such reversion, such Non-Consentmg Party shall own the same
47 interest in such well, the material and equipment in or pertaining thereto, and the production there-
48 from as such Non-Consenting Party would have been entitled to had it participated in tne drilling,
49 reworking, deepening or plugging back of said well. Thereafter, such Non-Consenting Party shall be
50 charged with and shall pay its proportionate part of the further costs of the operation of said well in
51 accordance with the terms of this agreement and the Accounting Procedure, attached hereto.

- ’ 53 Notwithstanding the provisions of this Article VL.B.2, it is agreed that without the mutual consent

T , ‘ - 54 cof all parlies, no wells shall be completed in or produced from a source of supply from which a well

i 55 located elsewhere on the Contract Area is producing, unless such well conforms to the then-existing

; 56 well spacing pattern for such source of supply.

57 *,'Y'"?;

f 58 The provisions of this Article shall have no application whatsoever to the drilling of thQ “initial
59 well described in Article VLA, except (a) wher Option 2, Article VILD.1, has been selectedi’or (b)
60 to the reworking, deepening and plugging back of such initial well, if such well is or thereaftdr ,shall
81 prove to be a dry hole or non-commercial well, after having been drilled to the depth specified nf}Arhcle
62 VIA.

63

64 C. Right to Take Production in Kind:

85

69 Each party shnll have the right to take in kind or separately dxspose of its propo toﬂ

69 production unavoidably lost. Any extra expenditure incurred in the taking in kind|or separ t

68 veclopment and producing operations and in preparing and treating oil for markTm
7¢  sition by any party of its proportionate share of the production shall be borne byisuch.party,. Any:
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party taking its share of production in kind ehall be required to pay for only its proportionate share
of such part of Operator's surface facilities which it uses.

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

In the event any party shall fail to make the arrangements necessary to take in kind or separately
dispose of its proportionate share of the oil and gas produced from the Contract Area, Operator chall have
the right, subject to the revocation at will by the party owning it, but not the obligation, to purchase such
oil and gas or sell it to others at any time and from time to time, for the account of the non-taking
party at the best price obtainable in the area for such productié‘n. Any such piirchase or sale by Op-
erator shall be subject aiways to the right of the owner of the production to exercise at any time its
right to take in kind, or sepatately dispose of, its share of all oil and gas not previously delivered to a
purchaser. Any purchase or sale by Operator of any other party's share of oil and gas shall be only for
such reasonable periods of time as are consistent with the rinimum needs of the industry under the
particular circumstances, but in no event for a period in excess of one (1) year. Notwithstanding the
foregoing, Operator shall not make a sale, including one into interstate commerce, of any other party's
share of gas broduction without first giving such other party thirty (30) days notice of such intended
sale.

In the event one or more parties’ separate disposition of its share of the gas causes split-stream de-
liveries to separate Lipelines and/or deliveries which 6n a"'day-to-day basis for any reason are not
exactly equal to a party's respective proportionate share of total gas sales to be allocated to it, the
balaricing or accounting between the respective accounts of the parties shall be in accordance with
any Gas Balancing Agreement between the parties hereto, whether such Agreement is attached as
Exhibit “E", or is a separate Agreement.

D, Access to Contract Area and Information:
Each party shall have access to the Contract Area at all reasonable times, at its sole risk to° jnspect
or observe operations, and shall have access at reasonable times fo mformat:on pertaining to the de-

’velonment or_operation thereof, including Operator s books and records relating thereto. Operat.or, upon

request, shall furnish each of the other partnes with copies of all forms or reporis filed with go'."m-
mental agencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports
of stock on hand at the first of each month, and shall make available samples of any cores or cuttings
taken from any well drilled on the Contract Area. The’cost of gathering and furnishing information to
Non-Operator, other than that specified above, shall be charged to the Non-Operator that requests the
information.

E. Abandonment of Wells:

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

2. Abandonment of Wells that have Produced: Except for any well which-has been drilled or re-
worked pursuant {o Arlicle VI.B.2. hereof for which the Consenting Parties have not been fully reim-
bursed as thercin provided, any well which has been completed as a producer shall not be plugged and
abandoned without the consent of all parties. If all parties consent to such abandonment, the wei! stall
be plugged and abandoned in accordance with applicable regulations and at the cost, risk and Q‘zpense
of all the parties horeto. If, within thirty (30) days after receipt of notice of the proposed aband nment
of such well, all parties do not agree to the abandonment of any well, those wishing to contmuerﬂs op-
eration shall tender to each of the other parties its proportionate share of the value of the well’s §§lvable
material and equipment, determined in accordance with the provisions of Exhibit “C”, less th/ejg ated

cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning par shall
assign to the non-gbandoning parties, without warranty, express or implied, as to titie 62 ;sﬁh’n antity,
quality, or fitnc~s for usc of the equipment and material, all of its interest in the well and’ (e’)al

ment, together with its interest in the leasehold estate as to, but only as to, the interval o] E_ervﬁ
formation or formations then open to production. If the interest of the abandoning partX)
an oil and gas interest, such party shall execute and deliver to the non-abandoning plrty

oil and gas lease, limited {o the interval or intervals of the formation or formations then open io prqdu

tion, for a tevm of one year and so long thereafter as oil and/or gas is produced from thé interval or.inter«
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vals of the formation or formations coverad thereby, such lease to be on the form attached as Exhibit
“B”. The assignments or leases so limited shall encompass the “drilling unit” upon which the well is
located. The payments by, and the assignments or leases to, the assignees shall be in a ratio based upon
the relationship of their respective percentages of participation in the Contract Area to the aggregate of
the percentages of parlicipation in the Contract Area of all assignees. There shall be no readjustment
of interest in the remaining portion of the Contract Area.

Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the op-
eration of or production from the well in the interval or intervals then open other than the royallies
retained in any lease made under the terms of this Article. Upon request, Operator shall continue to
operate the assigned well for the account of the non-abandoning parties at the rates and charges con-
templated by this agreement, plus any additional cost and charges which may arise as the result of
the separate ownership of the assigned well.

ARTICLE VIL |
EXPENDITURES AND LIABILITY OF PARTIES

A, 4Liabllity of Parﬁ?s:

The liability of the parties shall be severa), not joirt or collective. Each party shall be responsible
only for its obligations, and shall be liable only for its proportionate share of the costs of developing
and operating the Contract Area. Accordingly, the liens granted among the parties in Article VILB. are
given to securc only the debts of each severally. It is not the irtention of the parties to create, nor shall
this agreement be construed as creating, a mining or other partnership or association, or {o render the
paities liable as pariners.

B. Liens and Payment Defaults:

Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area, and a
security interest in its share of oil and/or gas when extracted and its interest in all equipment, to secure
payment of its share of expense, together with interest thereon at the rate provided in the Accounting
Procedure attacheti hereto as Exhibit “C”. To the extent that Operator has a security interest under the
Uniform Commercial Code of the State, Operator shall be entitled to exercise the rights and remedies
of a secired party under the Code. The bringing of a suit and the obtaining of judgment by Operator
for the secured indebtedness shall rot be deemed an election of remedies or otherwise affect the lien
rights or security interest as security for the payment thereof. In addition, upon default by any Non-
Operator in the payment of its share of expense, Gperator shall have the right, without prejudice to
other rights or remedies, to collect from the purchaser the proceeds from the sale of such Non-Operator’s
share of oil and/or gas until the amount owed by such Non-Operator, plus interest hss been paid. Each
purchaser shall be entitled to rely upon Operator’s written statement concermng the amount of any de-
fault. Operator grants a like lien and security interest fo the Non-Operators to secure payment of Op-

erator’s proporiionate share of expense .

If ‘any party fails or is unable to pay its share of expense within sixty (60) days after rendition of
a statement therefor by Operator, the non-defaulting parties, including Operator, shall, upon request by
Operator, pay tlie unpaid amount in the proportion that the interest of each such party bears to the in-
terest of all such parties. Each party so paying its share of the unpaid amount shall, to obtain reimburse-
ment thereof, be subrogated to the securify rights described in the foregoing paragraph.

C. Payments and Accounting:

Except as herein otherwise specifically provided, Operator shall promptly pay and discharge exnenses
incurred in the development and operation of the Contract Area pursuant to this agreement and shall

charge each of the parlies hereto with their respective proportionate shares upon the expense basis pro--

vided in the Accounting Procedure attached hereto as Exhibit “C”. Operator shall keep an accurate
record of the joint account hereunder, showing expenses incurred and charges and credits made and
received. : ?}‘
b

Operator, at its election, shall have the right from time to time to demand and receive from the
other parties payment in advance of their respective shares of the estimated amount of the ex nse to
be incurred in operations hereunder during the next succeeding month, which right may be exerci eq only
by submission to eac’y such party of an ifemized statement of such estimated expense, toget wnth
an invoice for its share theleof Each such statement and invoice for the payment in advance estn-

c ’pariy

amount due shall bear mtmest as provided in Exhibit “C” unti} paid. Proper adJu én_t_:_gh be
made monthly between advances and actual expense to the end that each party sha
proportionate share of actual expenses incurred, and no more. ) e
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D. Limitation of Expenditures:

1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, ex-
cept any well drilled or deepened pursuant to the provisions of Article VI.B.2. of this Agreement, it being
understood that the consent to the drilling or deepening shall include:

m E)gtion No. 1: All necessary expenditures for the drilling or deepening, testing, completing and

equipping of the well, including necessary tankage and/or surface facilities.

tion No. 2: All necessary expenditures for the drilling or deepening and testing of the well.
such Well.has reached its authorized depth, and all tests have been completed, Operator give im-
mediate notice Tothe Non-Op_erators who have the right to participate in the comp) costs. The parties

receiving such notice sh¥th-have forty-eight (48) hours (exclusive of Spiurffay, Sunday and legal holi-
days) in which 1o elect to participate~in_the settmg of casing angd #1€ completion attempt. Such election,
when made, shall include consent to all necelsa endittifes for the completing and equipping of such
well, including necessary tankage and/or surface ieg. Failure of any party receiving such notice
to reply within the period atove fixed~Shall constitute an electiex by that party not to participate in
the cost of the completlon : pt If one or more but less than all of tHe~parties, elect to set plpe and

peratnons thereafter conducted by less than all parties.

‘2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged
back except a well reworked or plugged back pursuant to thLe provisions of Article VI.B.2. of this agree-
ment, it being uriderstood that the consent to the reworking or plugging back of a well shall include

- songent to sll nesescory eypenditures in conducting such operations and completing and equipping of

said well, including necessary tankage ard/or surface facilities.

3. Other Operations: Operator shall not undertake any single project reasonably estimated: to require
an expenditure in excess of Five Thousand |’ Dollars ($_5,000.00 )
except in connectidr_z with a well, the drilling, reworking, deepening, completing, recompleting, or plug-
ging back of which has been previously authorized by or pursuant to this agreement; provided, how-
ever, that, ifi case of explosion; fire, flood or other sudden emergency, whether of the same or differant
nature, Operator may take such steps and incur such expenses as in its opinicn are required to deal with
the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emer-
gency to the other parties. if Operator prépares “Authorily for Expenditures” for its own use,
Operator, upon request, shall furnish copies of its “Authority for Expenditures” for any single project
costing in excess of Five Thousand Dollars ($__5,000.00 ).

E. Royalties, Overriding Royalties and Other Payments:

Each party shall pav or deliver or couse ¢ be paid or delivered, all royalties to the extent of

. 140625 due on' its share of preduction and shall hold the other parties free
frem any liability therefor. If the interest of any party in any oil and gas lease covered by this agree-
ment is subject to any royally, overriding royalty, production payment, or other charge over and above
the aforesaid royalty, such party shall assume and alone bear all such obligations and shall account
fer or cause to be accounted for, such interest to the owners thereof.

No party shall ever be responsible, on any price bhasis higher than the price received by such party,
to any other party’s lessor or royalty owner; and if any such cther party’s lessor or royalty owner should
demand and receive setilements on a higher price basis, the party contributing such lease shall bear tl:e
rovalty hurden insofar as such higher price ig concerrad

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

Rentals, shut-in well payments and minimum royalties which may be required under the terms of
any lease shall be paid by the parly or parties who subjected such lease to this agreement at its 551' their

expense. In the event two or more parties own and have contributed interests in the same 1easé to this’

agreement, such parties may designate one of such parties to make said payments for and on behalf of all
such parties. Any party may request, and shall be entitled to receive, proper evidence of all such ,pay-
ments. In the event of failure to make proper payment of any rental, shut-in well payment or n}lp;mum
royalty through mistake or oversight where such payment is required to continue the lease iri 'Yorce
any loss which results from such non-payment shall be borne in accordance with the provmons o Artlcle
IVIRRX B.3. »

Opcrator shall notify Non-Operator of the anticipated completion of a shut-in gas wdll or. the ‘shut-
ting in or return to production of a producing gas well, at least five (5) days (excludmg Saturdw, ‘Sun-

day and holidays), o ot the cavliest opporfunity permitted by circumstances, prior to takmg ‘such’ achon, .
but assumes no liability for failure to do so. In the cvent of failure by Operator’ 1o so notify Non-.
Operator, the loss of any lease contributed hereto by Non-Operator for failure to make timely payments:

-9 -
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of any shut-in well payment shall be borne jointly by the parties hereto under the provisions of Article
IV.B.3.

G. Taxes:

Beginning with the first calendar year after the effective date hereof, Operator shall render for ad
valorem taxation all property subject to this agreement which by law should be rendered for such
taxes, and it shall pay all such taxes assessed thereon before they become delinquent. Prior to the ren-
dition date, each Non-Operator shall furnish Operator information as to burdens (to include, but not be
limited to, royalties, overriding royalties and production payments) on leases and oil and gas interests con-
tributed by such Non-Operator. If the assessed valuation of any leasehold estate is reduced by reason of its
being subject to outstanding excess royalties, overriding royalties or production payments, the reduction in
ard valerem taxes resulting therefrom shall inure to the benefit of the owner or owners of such leasehold
estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such
reduction. Operator shall bill other parties for their proportioriate share of all tax payments'in the man-
ner provided in Exhibit “C".

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

Each party shall pay or cause to be paid ‘all production, severance, gathering and other taxes im-

posed upon or with respect to the production or handling of such party's share of oil and/or gas pro-
duced under the terms of this agreement.

H. Insurance:

At all times while operations are conducted hereunder, Operator shall comply with the Workmen’s
Compensahon Law of the State where the operations are being conducted; provided, however, that Op-

“erator may be a self-insurer for liability under said compensation laws in which event the only charge

that shall be made to the joint account shall be an amount equivalent to the premium ‘which would have
been paid had such insurance been obtained. Operator shall also carry or provide insurance for the
benefit of the joint account of the parties as outlined in Exhibit “D”, attached to and made a part hereof.
Operator shall require all contractors engaged in work on or for the Contract Area to comply with the
Workmen's Compensation Law of the State where the operations are being conducted and to maintain
such other insurance as Operator may require.

In the eveni Auiomobiie Public Liabilily Insuiance is specified in said Exhibit “D”, or subzeguently
receives the approval of the parties, no direct charge shall be made by Operator for premiums paid for
such insurance for Operator’'s fully owned automotive equipment.

ARTICLE VIIL
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leascs:

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

However, should any party desire to surrender its interest in any lease or in any portion thereof, and
other parties do not agree or consent thereto, the party desiring to surrender shall assign, without express
or implied warranty of title, all of its interest in such lease, or portion thereof, and any well, materia} and
equipment which may be located thereon and any rights in preduction thereafter secuved, to the parties
not desiring to surrender it. If the interest of the assigning party includes an oil and gas interest,,f"ihe as-
signing parly shall exccute and deliver to the party or parties not desiring to surrender an oil and gas
lease covering such oil and gas interest for a term of one year and so long thereafter as oil and/or gas
is produced from the land covered thereby, such lease to be on the form attached hereto as Ewhibit “B”,
Upon such assignment, the assigning party shall be relieved from ail obligations thereafter accrumg,
but not theretofore accrued, with respect to the acreage assigned and the operation of any well: fhereon,
and the assigning party shall have no further interest in the lease assigned and its equxpmenL\.\,h\d pro-
duction other than the royalties retained in any lease made under the terms of this Artlcle The p\artxes
assignee shall pay to the party assignor the reasonable salvage value of the latter’s mterest in any we)ls
and equipmen! on the assigned acreage. The value of all material shall be determined ‘in accordance
with the provisions of Exhibit “C”, less the estimated cost of salvaging and the estimated cost 61 plug—

ging and abandoning, If the assignment is in favor of more than one party, the aSSigned interest shall -

{ i
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1 be shared by the parties assignee in the proportions that the interest of each bears to the interest of all
2 parties assignee.
3 .

Pt 4 Any assignment or surrender made under this provision shall not reduce or change the assignor's or :
5 surrendering parties' interest, as it was immediately before the assignment, in the balance of the Contract -
6 Area; and the acreage assigned or surrendered, and subsequent operations thereon, shall not thereafter :
7  be subject to the terms and provisions of this agreement.

8
9 B. Renewal or Extension of Leases:
10 :
11 If any party secures a renewal of any oil and gas lease subject to this Agreement, all other parties

12 shall be notified promptly, and shall have the right for a period of thirty (30) days following receipt
13 of such notice in which to elect to participate in the ownership of the renewal lease, insofar as such
"14 lease affects lands within the Contract Ares, by paying to the parly who acquired it their several proper
15 proportxonate shares of the acquisition cost allocated to that part of such lease within the Contract Area,
16  which shall be in proportion to the interests held at that time by the parties in the Contract Area. ;

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

23

24 BEach party who participates in the purchase of a renewal lease shall be given an assignment of its

25 proportionate interest therein by the acquiring party.

26 ! ,

27 The provisions of this Article shall apply to renewal leases whether they are for the entire interest o : ‘,_;f*

28 covered by the expiring lease or cover only a portion of its area or an interest therein. Any renewal lease i
29 taken before the expiration of its predecessor lease, or taken or contracted for within six (6) months after
30 the expiration of the existing lease shall be subject to this provision; but any lease takeii or contracted i
31 for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal
32  lease and shall not be subject to the provisions of this agreement.

33 f
34 The provisions in this Articie shail apply aiso and in iike manner to exiensions of oii and gas R S
- 35 leases. .
36
37 C. Acreage or Cash Contributions:
38
- 39 While this agreement is in force, if any party contracts for a contribution of cash toward the drilling
40 of a well or any other operaticn on the Contract Area, such contribution shall be paid to the party who ?
41 conducted the drilling or other operation and shall be applied by it against the cost of such drilling or ;
42 other operation. If the contribution be in the form of acreage, the pariy to whom the contribution is

43 made shall prompily tender an assignment of the acreage, without warranty of title, to the Drilling

44 Parties in the proportions said Drilling Parties shared the cost of drilling the well. If all parties hereto

_ : 45 are Drilling Parties and accept such tender, such acreage shall become a part of the Contract Area and

2 o ; 46 be governed by the provisions of this agreement. If less than all parties hereto are Drilling Parties and

: ’ 47  accept such tender, such acreage shall not bscome a part of the Contract Area. Each party shall prompt- ‘
o 45 ly notify all other parties of all acreage or money contributions it may obtain in support of any well or

: 49 any other operation on the Contract Area.

2 1 50
P T 1 51 if any party contracls for any consideration relating to disposition of such party’s share of cubstances :
p : l 52 produced hereunder, such consideration shall not be deemed a contribution as contemplated in this '
" 53  Article VIILC. I
1 A 54
E 55 D. Subsequently Created Interest: :
: 58
: 57 Notwithstanding the provisions of Article VIILE. and VIILG., if any party hereto shall, suli_:séquent
i 58 to execution of this agrecment, create an overriding royalty, production payment, or net proceedslinten ’ '
: 58 est, which such Lnferests are hercinafter referred to as ‘subsequently created interest”, such subsg"guently

60 created interest shall be specifically made subject to all of the terms and provisions of this agreei;ﬁent, as
61 follows: g

63 1. If non-consent operations are conducted pursuant to any provision of this agreement, {%n‘d the
party conducting such operations becomes entitled to receive the production attnbutab)e to the\}pterest
65 out of which the subsequently created interest is derived, such party shall receive samé free and ‘clear
66 of such subscquently created intcrest, The party creating same shall bear and pay all chh subseQuently
67 crealed interests and shall indemnify and hold the other parties hereto free and lmrmless Trom -any. and
68 ali liability resulting therefrom., o -‘":”-5' weetle
70 U S AL KR
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2. If the owner of the interest from which the subsequently created Interest is derived (1) falls to
pay, when due, its share of expenses chargeable hereunder, or (2) elects to abandon a well under pro-
visions of Article VLE. hereof, or (3) elects to surrender a lease under provisions of Article VIILA.
hereof, the subsequently created interest shall be chargeable with the pro rata portion of all expenses
hereunder in the same manner as if such interest were a working interest. For purposes of collecting
such chargeable expenses, the party or parties who receive assignments as a result of (2) or (3) above
shall have the right to enforce all provisions of Article VII.B. hereof against such subsequently created
interest,

E. Maintenance of Uniform Interest:

For the purpose of maintaining uniformity of ownership in the oil and gas leasehold ‘interests
covered by this agreement, and notwithstanding any other provisions to the contrary, no party shall
sell, encumber, transfer or make other disposition of its interest in the leases emhraced within the Con-
tract Area and in wells, equipment and production unless such disposition covers either:

1. the entire interest of the party in all leases and equipnient and production; or
2. an equal undivided interest in all leases and equipment and production in the Contract Are-.

Every such sale, encumbrance, transfer or other disposition made by any party shall be made ex-
pressly subject to this agreement, and shall be made without prejudice to the right of the cther parties.

If, at any time the interest of any party is divided among and owned by four or more co-owners,
Operator, at its discretion, may require such co-owners to appoint a single trustee or agent with full
authority to receive notices, approve expenditiires, receive billings for and approve and pay such party’s
share of the joint expenses, and to deal generally with, and with power tco bind, the co-owners of such
party's interests wllhm the scope of the operations embraced in this agreernent; however, all such
co-owners shall have’ ’ jr-ght to enter into and execute all contracts or agreements for the disposition
of their respective shares of the oil and gas produced from the Contract Area and they shall have the
right to receive, separa(e)y navment of the sale proceeds hereof.

F. Waiver of Right to Partition:

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

“G. Preferential Right to Purchase:

Should any party desire to sell all or any part of its interests under this agreement, or its rights and

interests in the Contract Area, it shall promptly give written notice to the other parties, with full infor-
mation cohcotning s proposed sale, which shall include the name and address of the prospective pur-

chaser (who must be ready, willing and able to purchase), the purchase price, and all other terms of
the offer. The other parties shall then have an optional prior right, for a period of ten (10) days after
receipt of the notice, (o purchase on the same terms and conditions the intérest which the other party
proposes to sell: and, if this optional right is exercised, the purchasing parties shall share the pur-
chased interest in the proportions that the interest of each bears to the total interest of all purchasing
parties. However, there shall be no preferential right to purchase in those cases where any party wishes
to mortgage its interests, or ta dispose of its interesis hy merger, reorganization, consolidation, or sale
of all or substantially all of its assets to a subsidiary or parent company or to a subsidiary of a parent
company, or to any company in which any one party owns a majority of the stock.

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create, and shall not be construed to create, a relationship o'f part-
nership or an association for profit between or among the parties hereto. Notwithstanding any pro-
visions herein that the rights and liabiiities hereunder are several and not joint or collective, or that this
agrccmom and opevations hereunder shall not constitute a partnership, if, for Federal income ta}x pur-
poses, this agrecment and the operations hereunder are regarded as a partnership, each party, ﬁereby
affected clects to e excluded from the application of all of the provisions of Subchapter “K”, .Chapter
1, Subtitic “A", of the Internal Revenue Code of 1954, as permitted and authorized by Section ,761 of
the Code and the avpulations promulgated thereunder. Operator is authorized and directed ‘tT) £ ecute on
behalf of cach party heveby affected such evidence of this election as may be required b/y the; S‘ecretary
of the Treasury of the United States or the Federal Interna)l Revenue Service, including speelfxca}ly) but
not by way of limitation, all of the returns, statements, and the data required by I\-‘e eral Regula-
fions 1.761. Should there Le any requirement that each party hereby affected give f Lher evxdence of .
this clection, cach sueh parly shall exceute such documents and furnish such other ebldencp as may be
required by the Federal Internal Revenue Service or as may be neccessary to evxdencc this election. No
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. shall use all reasonable diligence to remove the force majéure situation as cuickly as practicable.

- ing notice is received. The second or any responsive notice shall be deemed given when deposited in

such party shall give any notices or take any other action inconsistent with the election made hereby.
If any present or future income tax laws of the state or states in which the Contract Area is located or
any future income tax laws of the United States contain provisions similar to those in Subchapter “K",
Chapter 1, Subtitle “A"”, of the Internal Revenue Code of 1954, under which an election similar to that
provided by Section 761 of the Code is permitted. ®ach party hereby affected shall make such election as
may be permitted or required by such laws. In making the foregoing election, each such party states that
the income derived by such party from Operations hereunder can be adequately determined without the
computation of partnership taxable income.

ARTICLE X.
CLAIMS AND LAWSUITS

Opzrator may settle any single damage claim or suit arising from operations hereunder if the ex-
penditure does not exceed __Five Thonsand : Dollars
($__5,000,00 } and if the payment is in complete settlement of such claim or suit. If the amount
required for settlement exceeds the above amount, the parties hereto shall assume and take over the -
further handling of the claim or suit, unless such authority is delegated to Operator. All costs and ex- ’
pense of “handling, settling, or otherwise discharging such claim or suit shall be at the joint expense
of the parties. If a claim is made agail st any party or if any party is sued on account of any matter
arising from operations hereunder over which such individual has no control because of the rights given
Operator by this agreement, the party shall immediately notify Operator, and the claim or suit shall
be treated as any other claim or suit involving operations hereunder.

ARTICLE XI.
-poORCE MAJRIRE .

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

The requiremen: that any force majeure shall be rémédied with all reasonabie dispatch shall not
require the settlement of strikes, lockouts, or other labor difficulty by the party involved, contrary to its-
wishes; how all such difficulties shall be handled shall be entirely within the discretion of the party
concerned.

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

ARTICLE XII.
NOTICES

All notices authorized or required between the parties, and required by any of the provisions of
this agreement, unless otherwise specifically provided, shall be given in writing by United States mail
or Western Union telegram, postage or charges prepaid, or by teletype, and addressed to the party to
whom the 5 siice 15 given at the addresses Jisted on Exhibit “A”, The originating notice given under any
provision “.ereof shall be deemed given only when received by the party to whom such notice is directed,
and the i.me for sucn paily 10 give ainy notice in résponse thercte shall run from the date the originat-

the United States mail or with the Western Union Telegraph Company, with postage or charges prepaid,
or when sent by teletype Each party shall have the right to change its address at any time, and from
time to time, by giving written notice hereof to all other parties.

ARTICLE XIiL
TERM OF AGREEMENT

This agreement shall remain in full force and effect as to the oil and gas leases and/or oil and gas in-
terests subjected hereto for the period of time selected below; provided, however, no party herelo shall
ever be construed as having any right, title or interest in or to any lease, or oil and gas:inter:
tributed by any other party beyond the term of this agreement. *‘/! l*l

(3 Option No. 1: So long as any of the oil and gas leases subject to this agreement remain or -
tinued in force as to any part of the Contract Area, whether by production, extension rer@wal of(oiher-
wise, and/or so long as oil andfor gas production continues from any lease or oil anci gas mterest '
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1 T9~Qption No. 2: In the event the well described in Article VI.A, ,or any subsequent well drilied
2 under any prayision of this agreement, results in production of oll and/or gas in paying qus fifities, this
3 agreement shall conlinue force 5o long as any sucn well or wells produce, n3-uf® capable of produc-
4 tion, and for an additional perted.of days from cessation gf-airProduction; provided, however, ) ,
§ if, prior to the expxration of such additiomal period, one or-1fiore of the parties hereto are engaged in ' P
6 drilling or reworking a well or wells hereunder, It$<agreement shall continue in force until such op- | o
7T erations have been completed and if predtiction results theTefeary, this agreement shall continue in
8 force as provided herein, he"évent the well described in Article ™Wi or any subsequent well
9 drilled hereunder,_resdlls in a dry hole, and no other well is producing, or caPwble of producing oil
10 and/or_gas—ffom the Contract Area,thisngreegnentshantzrmimteunleudﬂuhuorw
1 ok are commenced within_________days from the date of abandonment of said well.
12 ; v
13 It is agreed, however, that the termination of this agreement shall not relieve any party hereto from { i
14 any liability which has arcrued or attached prior to the date of such termination. "
15
16 ARTICLE XIV.
17 COMPLIANCE WITH LAWS AND REGULATIONS
18
18 A. Laws, Regulations and Orders:
1% 20 1
21 This agreement shall be subject to the conservation laws of the state in which the committed
22 acreage is Jocated, to the valid rules, regulations, and orders of any duly constituted regulatory body of S
23 said state; dnd to all other applicable federal, state, and local laws, ordinances, rules, regulations, and
. 24 orders,
25
28 ' B. Governing Law:
27 .
8 The essential validity of this agreement and all matters pertaining thereto, including, but not lim-
29 ited to, matters of performance, non-performance, breach, remedies, procedures, rights, duties and in-
30 - terpretation or construction, shall be governed and determined by the law of the state in which the .
‘31  Conitact Are&is located. If the Contract Area is in two or more states, the law of the state where most
32 'of the land in the Contract Area is located shall yovern.
23
34 ARTICLE XV.
35 . OTHER PROVISIONS
36 )
37
38
38
40
42
43 i
44
45 ]
46
47
48
49
50
51
52
i 63
54
85
66 v
57
58 4
56 j
60 '
61
62
63
64
65
L]
7 ;
0 E
69 :
70 i
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1 ARTICLE XVL
2 MISCELLANEOUS
3
4 "This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to their
5 respective heirs, devisees, legal representatives, successors and assigns.
‘ -
7 This instrument may be executed in any number of counterparts, each of which shall be considered
N 8 an original for all purposes.
9
10 IN WITNESS WHEREOQF, this agreement shall be effective as of day of
I o1e____. .
12
13 OPERATOR
14
15 '
i6 -

Tahoe 01l & Cattle .Co.
206 N. Main
Midland, Tx 79701

NON-OPERATORS

G. T. McAlpin
P. O. Box 49
Cuero, Tx 77954
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Recommended by the
NEER 601, ¥3L1°8K raror Counel "or"_palfaleun
North Amaerico
L
EXHIBIT “a" )
Attached to and made a part of . AA.Poke foxR.610-1977
ga..;sjnguﬂsxemnt with. Mm Oi.l A cutlm Go, . as. QOperator.
ated . ... — S
ACCOUNTING PROCEDURE
JOINT OPERATIONS
1. GENERAL PROVISIONS
1. Definitions

“Joint Property” shall mean the resl and personnl property subject to the agreement to which this Accounting
Proce fure is attached.

“Joint Operations" shall mean all operations necessary or proper for the development, operation, protection and
maintenance of the Joint Property.

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

“Operator” shall mean the party designated to conduct the Joint Opei‘ations.
“Non-Operators™” shall mean the parties to this agreement other than the Operator.
“Parties” shall mean Operator and Non-Operators. -

“First Level Supervisors” shall mean those employees whose primary function in Joint Operations is the direct
"supervision of other emp oyees and/or contract labor directly employed on the Joint Property in a field operat-
ing capacity.

*T'echnical Employees” shall mean those employees having special and specific engineering, geological or other
professional skills, and whose primary function in Joint Operations is the handling of specific operating condi-
tions and problems for the benetit of the Joint Property.

“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator’s employees.
“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.

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

. Statement and Bllllngs

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

Advances and Payments by Non-Operators

Unless otherwise nrovided for in the sgrecment, the Operator inay require the Non-Operators to advance their
share of estimated cash outlay for the succeeding month’s overation. Operator shall adjust each monthly billing -
to reflect advances received from the Non-Operstors.

Each Non-Operator shall pay its proportion of all bills within fifteen (15) days after receipt. If payment is not
made within such time, the unpaid balance shall bear interest monthly at the rate of twelve percent (12%) per
annum or the maximum contract rate permitted by the applicable usury laws in the state in which the Joint
Property is located, whichever is the lesser, plus attorney’s fees, court costs, and other costs in connection with
the collection of unpaid amounts.

Adjiustments

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correct-
ness thereof; provided, however, all bilis and stateinents rendered to Non-Operators by Operator during any
culendar yecar shall conclusively be presumed to be true and correct after twenty-four (24) months fo]lowing
the end of any such calendar year, unless within the said twenty-four (24) month neried a Non-Opcralor iakes
written exception thereto and makes claim on Operator for adjustment. No adjustment favorable to Operator shall
be made unless it is made within the same prescribed period. The provisions of this paragraph shall not prevent
adjustments resulting from a physical mventory of Controllable Material as provided for in Section V.

Audits

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

6. A'pproval by Non-Operalors

N

e g 2

Whetre an approval or other agreement of the Parties or Non-Operators is expressly required under other sec-
tions of this Accounting Proccdure angd if the agreement fo which this Accounting Procedure is attached contains
no contrary provisions in repard thereto, Operator shall notify all Non-Operators of the Operator’s proposal, and
the agrecement or approval of a majority in interest of the Non-Oposcators shall be controlling on all Non-Opera~
tors.
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Operator shall charge the Joint Account with the following items:
1.

2.

II. DIRECT CHARGES

Rentals and Royalties
Lease rentals and royalties paid by Operator for the Joint Operations.”
Labor

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

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

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

B. Operator’s cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 24 of this Section
II. Such costs under this Paragraph 2B may be charged on a “when and as paid basis” or by “percentage as-
sessment” on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this
Section II. If percentage assessment is used, the rate shall e based on the Operator's cost experience.

. C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are

4.

5.

8.

applicable to Operator's costs chargeable to the Joint Account under Paragraphs 2A and 2B of this Sec-
tion II.

D. Personal Expenses of ihose employees whose salaries and wages are chargeable to the Joint Account under
Paragraph 2A of this Section II

Employee Benefits

Operator’s current costs of established plans for employees' group life insurance, hospitalization, pension, re-
tirement, stock purchase, thrift, bonus, and other benéfit plans of a like nature, applicable to Operator’s labor
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section II shall be Operator’s actual
cost not to exceed twenty per cent (209).

Material

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

Transportation

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

A. If Material is moved to the Joint Property from the Opelator's warehouse or ather praperties, ne charge shall
be made to the Joint Account for a distance greater than the distance from the nearest reliable supply store,
recognized barge terminal, or railway receiving point where like material is normally available, unless agreed
io by the Parties.

B. If surplus Material is moved to Operator’s warehouse or other storage point, no charge shall be made to the
Joint Account for a distance greater than the distance to the nearest reliable supply store, recognized barge
terminal, or railway receiving point unless agreed to by the Parties. No charge shall be made to the Joint Ac-
count for moving Material to other pronerties helonging to Operator, unless agreed o by the Paities.

C. In the application of Subparagraphs A ard B above, there shall be no equalization of actnal gross trucking cost
of $200 or less excluding accessorial charges.

Services

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

Equipment and Facilities Furnished by Operator

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

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

Damages and Losscs {o Joint Property

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

Legal Expense

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgments
and amounts paid for settlement of claims incurred in or resulting from operations under the agreement or
necessary to prolect or recover lhie Joint Property, except that no charge for services of Operator’s legal staff
or fees or expense of outside attorneys shall be made unless previously agreed to by the Parties. All other legal
expense is considered 10 be covered by the overhead provisions of Section 111 unless otherwise agreed to by the
Parties, except as provided in Scction I, Paragraph 3.
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11.

12,

Taxes

All taxes of every kind and nature assessed or levied upon or in connectioh with the Joint Property, the opera-

gont_thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the
arties.

Insurance

P{ei premiums paid for Insurance required to be carried for the Joint Operations for the protection of the Par-
ties. In the event Joint Operations are conducted in a state in which Operator may act as self-insurer for Work-
ynen’s Compensation and/cr Employers Liability under the respective state’s laws, Operator may, at its election,
include the risk under its self-insurance program and in that event, Operator shall include a charge at Operator’s
cost not to exceed manual rates.

Other Expenditures

Any other .expendittire not covered or dealt with in the foregoing provisions of this Section II, or in Section 1II,
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operations.

II. OVERHEAD

Overhead - Drilling and Producing Operations

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

( X ) Fixed Rate Basis, Paragraph 1A, or
( ) Percentage Basis, Paragraph 1B.

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable
under Paragraph 2A, Section II. The cost and expense of services from outside sowrces in connection with
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be ¢onsidered
as included in the Overhéad rates provided for in the above selected Paragraph of this Section III unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account.

il. The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant

services< and contract services of technical personnel directly employed on the Joint Property shall ( ) shall
not (X ) be covered by the Overhead rates. ‘ : ‘ :
A. Overhead - Fixed Rate Basis
(1) Operator shall charge the Joint Account at the following rates per well per month:

Drilling Well Rate $§ 3,000/month
Producing Well Rate $ 300/month

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

(a) Drilling Well Rate

[1] Charges for onshore drilling wells shall begin on the date the well is spudded and terminate on
the date the drilling or completion rig is released, whichever is later;, except that no charge shall
be made during suspension of drilling operations for fifteen (15) or more consecutive days.

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

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

(b) Producing Well Rates

{1] An active well cither produced or injected into for any portion of the month shall be considered
as a one-well charge for the entire month,

[2] Each active completion in a multi-completed well in which production is not commingled down
hole shall be considered as a one-well charge providing each completion is considered a separate
woll by the governing regulatory authority.

[3] An inactive gas well shut in because of overproduction or failure of purchaser 1o take the produc-
tion shall be considered as a one-well charge providing the gas well is directly connected to a per-
manent sales outlet, .

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

[5) Al other inactive wells (including but not limited to inactive wells covered by unit allowable,
lease allowablle, transferred allowable, etc.) shall not qualify for an overhead charge.

(3) The wel rates shall be adjusted as of the first day of April each year following the effective date of the
agreement to which this Accounting Procedure is atiached. The adjustment shall be computed by multi-
plying the rate currently in use by the percentage increase or decrease in the average weekly earnings of
Crude Petroleum and Gas Production Workers for the last calendar year compared to the calendar year
preceding as shown by the index of average weekly earnings of Crude Petroleum and Gas Fields Produc-

- tion Workers as published by the United States Department of Labor, Bureau of Labor Statistics, or the
2quivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be
the rates currently in use, plus or minus the compufed adjusiment.
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B. Overhead - Percentage Basis
(1) Operator shall charge the Joint Account at the foilowing rates: ’
(a) Development

—eeee— Percent (%) of the cost of Development of the Joint Property exclusive of costs
provided under Paragraph 8 of Section II and all salvage credits.

(b) Operating
— Percent (%) of the cost of Operating the Jomt Property exclusive of coste provided
under Paragrephs 1 and 9 of Section II, all salvage credits, the value of injected substances purchased

for aecondary recovery and gll taxes and assessments which are levied, assessed and paid upon the min-
eral interest in and to the Joint Property.

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

For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section III, de-
velopment shall include all costs in connection with drilling, recrilling, deepening or any remedial opera-

tionis on any or all wells involving the use of drilling crew and equipment; also, preliminary expenditures
necessary in preparation for drilling and expenditures incurred in abandoning when the well is not com-
pleted as a producer, and original cost of construction or installation of fixed assets, the expansion of fixed
assets and any other project clearly discernible as a fixed asset, except Major Construchon as de¢.ned in
Paragraph 2 of this Section IIl. All other costs shall be considered as Operating.

2. Overhead - Major Construction

To com:pensate Operator for overhead costs incurred in the construction and installation of fixed assets, the ex-
pansion of fixed assets, and any other project clearly discernible as a fixed asset required for the development and
operation of the Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall
chatrge ;l;e ggx‘;xt‘Account for Overhead based on the following rates for any Major Construction project in excess
of § :

A. __ 5 9 of total costs if such costs are more than $____ 25,000.00but less than $____100,000, : plus
B. 3 __ % of total costs in excess of $___100,000.00hut less than $1,000,000; plus

C. 3 o of total costs in excess of $1,000,000.

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

3. Amendment of Rates

-The Overhead rates provxded for in this Section IIT- may be amended from time to time only by mutJal agreement
between the Parties hereto if, in practice, the rates are found to be insufficient or excessive.

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

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

tors in surplus condition A or B Material. The disposal of surplus Controllable Material not purchased by the Opera-
tor shall be agreed to by the Parties. \

1. Purchases

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

2. Transfers and Dispositions

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

couits:
A. New Material (Condition A)

{1) Tubular goods, except line pipe, shall be priced at the current new price in effect on date of movement on a
maximum carload or barge load weight basis, regardless of quantity transferred, equalized to the lowest
published price f.o.b. railway receiving point or recognized barge terminal nearest the Joint Property
where such Material is normally available.

(2} Line Pipe

(a) Movement of less than 20,000 pounds shall be priced at the current new price, in effect at date of
movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor-
mally available.

(b) Movement of 30,000 pounds or more shall be priced under provisions of tubular goods pricing in Para-
graph 2A (1) of this Section IV,

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

available.
B. Good Used Material (Condition B)
Material in sound and serviceable condition and suitable for reuse without reconditioning:
(1) Material moved to the Joint Property
(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section IV.

{2) Material meved from the Joint Property

(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section 1V,

if Material was originally charged to the Joint Account as new Material, or
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(b) at sixty-five perceni (66%) of current new price, a5 determined by Paragraph 2A of this Section
1V, it Material was originally charged to the Joint Account as good used Material at seventy-five per-
cent (75%) of current new price.

The cost of reconditioning, it any, shall be absorbed by the transferring property.
C. Other Used Materia! (Condition C and D)
{1) Condition C

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

(2) Condition D

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

D. Obsolete Material

Meterial wluch is servictable and usable for its original furiction but condition and/or value of such Material
is'not equivalent to that which would Justlfy a price as provided above may be specially priced as agreed to by
the Parties. Such price should result in the Joint Account being charged with the value of the service ren-
dered by such Material.

E. Pricing Conditions
(1) Loading and unloading costs may be charged fo the Joint Account st the rate of fifteen cents (15¢) per

hundred weight on all tubular goods movements, in lieu of loadmg and unloading costs sustained, when
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section’ II

(2) Material involving erection costs shall be charged at applicable percentage of the current knocked-slown
prme of new MatenaL ,

Premiom Prices .

‘Whenever Material is not readily chtaisiable 'at'puiiﬁshed or listed prices because of national emergencies, strikes

or other unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the
reqmred Material at the Operator’s actual cost incurred in provndmg such Material, in making it suitable for use,
and in moving it to the Joint Property; provided noticé in writing is furnished to Non-Operators of the proposed
charge prior to ‘billing’ Non-Operators for such Material, Each Non-Operstor shall have the right, by so electing and
notifying Operator within ten days after receiving notice from Operator, to furnish in kind all or part of his share
af sach Maieiial suitable for use and acceptable to Operator.

Warranty of Material Furnished by Operator

,fOperator does not warrant the Material furhished. In case of defective Materiél credit shall not be passed to the

Jomt Aecount until adjustment has been received by Operator from the manufacturers or their agents.

V. INVENTORIES

The Operator shall maintain detailed records of Controllable Ma‘erial.

L

N
3

Periodic Inventories, Notice and Representation

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

Reconciliation and Adjustment of Inventories

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

Special Inventories

Spec:al Inventories may be taken whenever there is any sale or change of interest in the Joint Property. It shall
be the duty of the party selling to notify all other Parties as auickly 22 possible after the transfer of interest takes
place. In such cases, both the seller and the nurchzscer shall be governed by such inventory.

¥xpunse of Conducting Perlodic Inveniories

The expense of conducting periodic Inventories shall not bLe charged to the Joint Account unless agreed to by the
Parties.
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BoOX 3084 ° M\DLAND.TEXAS 79702

PHRONE: 9\5-683-3‘0(19 . P.O

i

Fe‘oruaﬁ 1980

EXPENSE OCCURRED TO DATE: C
april 1979 thre Januery 1,19@0.;..............;.,......;.... 443,858.76

THE ABOVE EXPENSE INCLUDES THE FOLLOWING!

i ;‘3'?00‘ ‘of new 2-3/8“, tubing, 3700" of new 3/4" sucker rods, n X 1’1/2" X
y2' bottom nole oumP, cavol p-80 Punping pnit skid mounted with 10 HP ,e'lec'cric

motor and 1abor, trucking and electrical 10 irigtall same.
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OlL & CATTLE CO.

PHONE: 915-683-8009 + P.0O.BOX 3084 + MIDLAND. TEXAS 79702

BROWNLEE #1 4=30-79
TYPE OF EXPENSE | VENDOR NAME AMOUNT
LEASE OPERATING EXP,
Adminstrative Overhead Petroleum Information $5.00
SUB TOTAL $5.00
: APRIL TOTAL \ $5.00
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AHOE OL& CATTLE co

BROWNLEE #1

TYPE OF EXPENSE

PHONE: 935~683-8009 * P.O.BOX 3084 . MIDLAND, TEXAS 79702

3-31-79

LEASE OPERATING EXPENSE

Operating Expense

VENDOR NAME AMOUNT

‘Wes Huffman $15.00
MAY TOTAL $15.00

St g
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" aﬂ HOE O1L& CATTLE co

FHONE: 9l5~683'8009 * P.O.s0x 3084 MIDLAND, TEXAS 79702

Roustabout Labor
Tools - Working Supplies
Wel .

Welding - v

’,

7-31-79

AMOUNT

Rudolph Huffmen ‘ $ 40.00
Wallach Conerete Prog, 23.40
Standarg Welding Works 69.49
Joe's Welding Service 84.08

SUB TOTAL $216.97
Crawforg Well Servicing $2,183,41

Tahoe Co. Tryex (tubing & rods) 293,50

200,00
SUB TOTAL $2,676 o1
JULY TOTAY, $2,893,88
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* A “Oﬁ OIL & CATTLE CO.

BROWNLEE #1

PHONE: 915-683-8009 + P.0.BOX 3084 + MIDLAND, TEXAS 79702

8-31-79
TYPE OF EXPENSE VENDOR NAME AMOUNT
LEASE EQUIPMENT
Electrical Equipment Vicann Electrical Service $1,891.20
Electrical Equipment Vicann Electrical Service 179.21
Pumping Equipment Axelson Inc. 599.30
Sucker Rods Hobbs Repair Service : 40,00
Sucker Rods Axelson Inc, ‘ 73,40
Tubing 2-3/8 E.U.E, 4.7# - 3570' X $2.15 7,675.50
Pumping Unit Cabot D-80 Skid mounted w/power 12,500.00

LEASE OPERATING EXPENSE

Pumper Salary & Expense,
Fittings
Fittings

Englineering
Overhead

WORKOVER EXPENSE

Roustabout Labor
Trucking

Pumping Unit Base
Well Head
Connections
Pumps

SUB TOTAL $22,958.61

Vie Cooper $ 100.00
Continental Emsco Co, : - 315.20
Misco United Supply Co. 9.01
Kenneth Freeman 200.00
' 200.00

SUB TOTAL s 82/,2%
Vicann Electrical Service $ 270.47
Leamco Bearing Div. (P.U,) 1,200.00
ABCO Base Yard @ Xermit 1,200,00
Kermit Yard Inventory 1,418.00
Kermit Yard Inventory 847.00
20X14vxX12¢ 1,009,00
SUUB TOTAL $5,044.47
AUGUST TOTAL $29,727.29
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Manos cwiceneco

BROWNLEE #1

TYPE OF EXPENSE

PHONE: 915-683-8009 + P.O. BOX 3084 + MIDLAND. TEXAS 79702

’

9-30-79

VENDOR NAME AMOUNT

LEASE EQUIPMENT

Pﬁmping Equipment
Pumping & Overhead
Engineering

Leaméo Bearing Div. $1.654.98
300.00

Kenneth Freeman ‘ 2,000.00

~Stripper Ges filings

~ Workover Engineering

SUB TOTAL $33§54.98

SEPTEMBER TOTAL $3,954.98

.
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'Hl |HI":"’E OIL & CATTLE CO.

PHONE: 915-683-8009 p. 0. BOX 3084 MIDLAND. TEXAS 79702

BROWNLEE #1 ‘ 10-31-79
B —

|
b

TYPE OF EXPENSE VENDOR NAME AMOUNT

LEASE OPERATING EXPENSE

Fogineering Kenneth Freeman $200.00
“Fittings . 7 P Fontinental Ensco Co. 2.98

A4 Valorem Taxes 531 & Cas Acet, Comm. .48

=3 s SV d

~ Pumping & Overhead ‘ , - 300,60

o e s g ot A e J—

OCTOBER TOTAL $503.40




AHOE oricameco |

PHONE: 9i5-683-8009 - P.O.BOX3084 + MIDLAND. TEXAS 79702

BROWNLEE #1 11-130-79

TYPE OF EXPENSE VENDOR NAME AMOUNT

LEASE OPERATING EXPENSE

Power Warrior Ine. - $209.47

Overhead o ' " fahoe 200.00
SUB TOTAL $409.47
NOVEMBER TOTAL $409.47

i
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mﬂ HOE& ovscammeco

PHONE: 915-683-8009 + P. 0. BOX3084 + MIDLAND.TEXAS 79702

BROWNLEE #1 ‘ ' 12-31-79
TYPE OF EXPENSE VENDOR NAME AMOUNT
'LEASE OPERATING EXPENSE
Foreman Salary & Expense - $ 18.69
Roustabout Labor 2.72 ;
Ehmp’” ‘Iies ) 7.03 %
Transp. Auto 5.83 i
Tools Working Supplies 48 |
Comm. & Control Equipment 14.93 L
Overhead ‘ 200. 00 {

' SUB TOTAL $249.68 -

DECEMBER TOTAL $249.68
; B X



OlL. & CATTLE CO.
PHONE: 915-683-8009 . P.O. BOX 3084 . MIDLAND. TEXAS 79702
BROWNLEE #1 | 1-31-80
AREIRCIRCRMN
TYPE OF EXPENSE VENDOR NAME AMOUNT
|
LEASE OPERATING EXPENSE i
Electrical Repair & Labor 100.00 :‘
Electrical Installation Burns Electrical 6,000.00 ,
N.M. Electrical
‘ R.0.W. Damages |
SUB TOTAL $6,1006.00 L
JANUARY TOTAL $6,100.00




S S A -

%Zszé
ﬂ“Oﬁ OlL & CATTLE CO. Case |

FSHONE: 015-683-8009 p. 0. BOX 3084 * MIDLAND. TEXAS 79702

s

o ‘Brownlee #1

Penrose Skelly Grayburg Field

Unit P, Sec. 25, T-21 S, R-36E - }
1ea County, New Mexico

PRODUCTI ON

1977
GAS/MCF ___ OIL/BBLS. GAS/MCF __ OIL/BBIS.  GAS/MCF___OIL/BBLS e E
(1) 1,543 o (M) 476 0 () 75 0 |
(F 0 0 RO 0 (o) 12 o
(™) Q 0 (3) 290 0 (N) 179 o
() 0 0 (a) 375 o (D) 131 0
' OTAL 1977 - 3,748 MCF, O BBLS. 0IL
1978
() 111 0 (M) 80 0 (s) 0 0
(F 70 0 (3) 65 0 (0) 0 0
(M) 81 0 (3) 28 0 (N) 0 0
(A) 77 0 () 1 0 (D) 0 0
TOTAL 1978 - 513 WCF, O BBLS. OIL
1979
(3) ‘0 0 (M) 0 0 (s} 1,281 0
(F) 0 0 (3) 0 0 (0) 1,458 0
(M) 0 0 (3) ¥ 0 0 (N 605 0
(a) 0 0 (A) %z 1,624 12 (D) 105 0

TOTAL 1979 - 5,073 MCF, 12 BBLS. OIL

Electricity was jnstalled snd connected in February 1980.

% Tahoe purchased lease and {instelled pumping equipment
x¥ Electricity disconnected DY of £-set operator (Ownership change of Warrior's Sandy

lease. :
4
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PHONE: 915-683-8009 + P.0.B0OX 3084 .+ MIDLAND. TEXAS 79702

’

February 1980

Re: Brownlce #1
Unit P, Se». 25, T-21, R-36
Penrose Skelly Grayhurgz- -
‘Lea County, New Mexico

ESTIMATED WORKOVER COST:

Januaryl,lgso thru June 1,1980"...".'Dl..."'l".l."'...l $46,825'00

:The propoged workover includes, workover rig, supervision, packer and
bridge plug rental, acid job of 1,500 gallons 15% MSR 100, frac job of
50,000 gallons 3% KCL water plus 75,000 gallons sand and 125 tons carbon
dioxide {C£02). Then putting the well back on pump.




@ DOWELL pivisioN OF DUW CHEMICAL U.S A

February 28, 1980 pOX 1858

Midland, Texas 79702 LeTH FLOOR WL e 7e702

2

Mr. Ken Freeman

‘pahoe Oil and Cattle Company
P. O. Box 3084

Midland, Texas 79702

_ STIMULATION RECOMMENDATION FOR THE PENROSE FORMATION IN THE
BROWNLEE #1, SEC. 25, TOWNSHIP 21, RANGE 3§, PENROSE-SKELLY
PIELD, LEA COUNTY, NEW MEXICN.

.WELL PREPARATION

1. RIH with treating packer and bridge-plug. Set
retrievable 5 1/2" bridge plug at 3600' +/-. ?

2. Spot 200 gallons of 15% MSR-100 across perforated : i C
interval. , ‘ ‘

3. - Pull up 2nd set packer at 3400' +/-.

4. Pressure backside to 750 psi. : "‘,>Lg

5. Breakdown perforations and establish injection rate . o vff@
(3 to 4 BPM) and pressure. '

6. Acidize interval with remaining 1300 gallons of 15% ‘ :
MSR-100 with ball sealers. ‘ )

7. 1If ball-out occurs, suvrge the balls off the perfora-
tions and allow time for them to fall. Finish putting
acid awvay.

3. 'COn with tubing and packer.

AN OPERATING URNIT OF THE DOW CHEMICAL COMPANY




FRACTURING TREATMENT

¢ KCl water

g 50,000 gallons of 3
ng agent.

powell recomnmends usin
gelledeith 50 pounds per 1,000 gallons gelli
mis fluid will contain 25% carbon Jioxide. ,
id to carry 40,000 pounds of 20/40 sand and
d into the formation at 20 BPM.

yse this flu
35,000 pounds of 10/20 san

COST ESTIMATES Acid Job $ 1,865.00
Tools $ 1,210.00
23,500.00

Fracturing $
Co2 s 10,300.00 | :

‘TOTAL $ 36,875.00

policy to

ob tailgate
resentatives
rds and safety
tion between
to insure a

powell has established an on-location safety
which powell personnel must adhere. A pre-]
gafety meeting will be held with company rep
and Dowell personnel to explain existing haza
procedures. e willkagpreciate close co-opera
customer representativé: and Dowell personnel
smooth and safe operation. '

asking Dowell for this proposal. The
work for this area is based from our Hobbs district. The
direct number for Hobbs is 563-1421. Gary smith is

district engincer there. .

Ren, ihank you'for

sincerely.

N Y/
LL/ﬂ#ﬂQZQ/ ((fyﬂthﬂZ

R. W, Wright

Regional Sales Engineer

L met e ekl i g o

RWW/re
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WELL COST ESTIMATE

Lease & Well No. BROWNLEE NO. 1

Date__ FEBRUARY 1980

el Rock Bits -

Proposed T.D. feet Type Rig KFE No. :
INTANGIBLE COST: ' ,
feet € §_ -per ft. $ $ ;
Day Work Days & § ‘per day T ‘
Cement & Cementing Serxvices (Surface)
Floating Equlpment (Surface) '
Cement & Cementing Services (Long Strlng)
Floating .Equipment _(Long.String) T ;
Mud &-Mud Additives_ - . o ) :
Fuel © --: j
Water ) ' . ?
Survey Location -. 2.000-00 :
Roads, Cleaning & Levelling Location & Clean Up !
Trucking (Surface, Long Str1ng, Tubing)
Electric Logs
34 Coring
=¥ Formation Tests
Perforating . Run GR/N Log from PBTD to Surface 2,500,00
Acid Treatment w/packer & Ret. Bridge Plug T 3,075.00 36, 875.00
Fracture Treatment 50,000 gal. 3% KCL+75,000#/53+125 ton CO2 33,800.00 } '"
Drilling In % Completion (Rig Time) 3devs € 900 day 2,700,00 T

iSurface String

§ Labor. {Booking up well,. etc.)
Field Egg}neer1ng & Supervision - 3 days € 250.00 750.00
Stripper Gas Filing " 500,00 - ,
Miscellaneous 500. 00
TOTAL INTANGIBLES $ 46,825,00

McALPIN INTEREST (25%) = $11,706.00

- )TANGIBLE €OST: ’

; ( ) $ s

-JLong String ( - )

Tubing ( )
|Flow Line ( )

iXmas Tree & Connections

Pumping Unit (Rods, pump, motor, etc.)

Cattle Guards

ffanks : —

; —
~Miscellaneous B

.. ‘ TOTAL TANGIBLES - S
fotal Dry Hole Cost $

rotal Completion Cost (Tangible & Intangible)
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Case 26

7 R

T/ Queen 3398°
T/ Pénrase 3494°

7/ Gray burg 3685

290

Y ISR

L

PHONE: 915-683-8009 «

P.O.BOX 2084

‘4(,’

1185,

Al T
re€s,

N\

DLAND. ;XAS 79702

BROWNLEE W

Z[N.eosf .sf(ac Y- GRAYBUR

P Sec. 25, T21S,R-34 F

L2EA Coamr;/ /V!A/ /*—ff.x co

8% @ F285° CMT- W/ 250 SX. 70 SURFACE

700 28457 (calecwlated )

PR FORAT7ONS

35767~
3528~ 40
35687~ 727

Féo#£'- f2

BRIOGF Plus

] 24 Aoles
ééoé_f

Brrocte PLus @ Fgo0’

| _
o B BETB e T
34682 -88°

587

B holes
@ 36307

bl s
A foles

/2@ 309 o7 vy /50 SX.

OPEN HolE
3709 - 37907

DIAGRAMMATIC

SKETCH
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February 1980

Re: Brownlee #1 _
Unit P, Sec, 25, T-21, R-36
Penrose Skelly Grayburg
Lea County, New Mexico

. PAYOUT:

‘ Expense tO date(if-?g tO 1‘1’80)1‘0---------0o--nctoblv-’oo $43’858.76
Estimated Workover Cost (1-1-80 t0 6-1~80}.:...00uusrssen, 46,825.00

TOTAL $90, 683.76

ANTICIPATED PRODUCTION:

lompDe $39'56ﬁb1'.’l‘l"0‘"'ll'.l.'."l!‘...!.'i""lls 395‘00

200MCFD e $‘2089l.ll"!l‘lltljlll(IIl.lllli.!!l'ﬂit.'liil;. 5780m
TOTAL $ 973.00

80% WI X 973.00 = $778,40 @8Y X 30...veruerenrsaenecanaes $23,352,00
Operating expense and Overhead. .. .. vvvsevovesrsoesnnonens 600,00

TOTAL $23,952.00

90,683.76 . 3.8 Month

23,952.00
3 McALPIN INTEREST:
: 90’683I76X25%."ll."‘.CDOCC'Q"CI.II.I"'I'I"."""'l $22;670194
:
E
]

PHONE: ?15-683-8009 ¢ P.O.BOX3084 : MIDLAND.TEXAS 79702

'
i
i
'
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A.APL FORM 610-1977
MODEL FORM OPERATING AGREEMENT

\

OPERATING AGREEMENT

DATED
? 1 —’
OPERATOR Tahoe 0il & Cattle Co.
CONTRACT AREA SE/4 of SE/4 Section 25, from the surface

to a total depth of 3,710 feet, as to the Penrose—Skelly formation

only, Township 21 South, Range 36 East, N.M.P.M.

COUNTY ©RXPARISHYOF Lea STATE OF New Mexico

'COPYRIGHT 1977 —_ ALL RIGHYS RESERVED
AMERICAN ASSOCIATION - OF PETROLEUM LANDMEN
APPROVED FORM. AAPL. NO. Alu - 1977 REVISED
MAY BE ORDERED DIRECTLY FROM THE PUBLISHER
KRAFTBILT PRODUCTS, BOX 800, TULSA 74101

R4y

Case 826




| |+ 'AAPL FORM ¢i0 - MODEL FORM OPERATING AGREEMENT - 1977
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A.APL. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1977

1 OPERATING AGREEMENT
2
3 THIS AGREEMENT, entered into by and between ___ Tahoe 0il & Cattle Co., 206 N. Main,
4 Midland, Tx 79702 , hereinafter designated and
5 referred to as ‘‘Operator”, and the signatory party or parties other than Operator, sometimes hereinatter
8 referred to individually herein as “Non-Operator”, and collectively as “Non-Operators”, .
1 -
8 WITNESSETH:
9 , .
10 WHEREAS, the purties to this agreement are owners of oil and gas leases and/or ¢il and gas in-

11  terests in the land identified in Exhibit “A”, and the parties hereto have reached an agreement to explore
12 and develop these leases and/or oil and gas interests for the production of oil and gas to the extent and
13 as hereinafter provided:

14

15 NOW, THEREFORE, it is agreed as follows:

18

17 ARTICLE L

18 DEFINITIONS

19 )

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

22 A. The term “oil and gas” shall mean oil, gas, casinghead gas, gas condensate, and all other liquid

+ 23 or gaseous hydrocarbons and other marketable substances produced therewith, unless an intent to
24 limit the inclusiveness of this term is specifically stated.

25 B. The terms “oil and gas lease”, “lease” and “leasehold” shall mean the oil and gas leases cov-
" Z6 ering tracits of land lying within the Contract Area which are owned by the parties to this agreement.

27 "C. The term “oil and gas intérests” shall mean unleased fee and mineral interests in tracts of

28 land lying within the Contract Area which ure owned by parties to this agreement.

29 D. The term “Contract Area” shsll mean all of the lands, oil and gas leasehold interests and oil

30 and gas interests ixtended to be developed and operated" for cil and gas purposes under this agreement. !
31 Such lands, oil and gas leasehold interests and oil and gas interests are described in Exhibit “A”. \
32 E. The term “drilling unit” shall mean the area fixed for the drilling of one well by order or rule .
33 of any state or federal body having authority. If a drilling unit is not fixed by any such rule or order,
34 a drilling unit shall be the drilling uinit ac establiched by the pattern of’drilling in the Contract Area
35 or as fixed by express agreement of the Drilling Parties.

36 F. The term “drillsite” shall mean the oil and gas lease or interest on which a proposed well is to

37 Dbe located.

38 ~ G. The terms “Drilling Party” and “Consenting Party” shall mean a party who agrees to join in -

39 and pay its share of the cost of any operation conducted under the provisions of this agreement. 3 ;
40 H. The terms “Non-Drilling Party” and “Non-Consenting Party” shall mean a party who elects P A
41 not to participate in a proposed operation. ’ ‘
42 L ‘

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

44 plural includes the singular, and the neutier gender inc]udes_the masculine and the feminine.

45

46 ARTICLE II.

47 EXHIBITS

48 ;

49 The following exhibits, as indicated below and attached hereto, are incorporated in and made a

50 part hereof:

51 [X A. Exhibit “A”, shall include the following information:

59 {1) Ydentification of lands subject to agreement, !

53 {2} Restrictions, if any, as to depths or formations, _ N
54 (3) Percentages or fraectional interests of parties to this agreement, '

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

S¢ {8) Addresses of parties for notice purposes

57 {3 B. Exhibit “B”, Form of Lease.

58 [ C. Exhibit “C”, Accounting Procedure,

59 [ D. Exhibit “D”, Insurance.

60 [J E. Exhibit “E”, Gas Balancing Agre<ment.

61 [J F. Exhibit “F”, Non-Discrimination and Certification of Non-Segregated Facilities.

62 .

63 If any provision of any cxhibit, except Exhibit "“E”, is inconsistent with any provision contained

64 in the body of this agrcement, the provisions in the body cof this agreement shall prevail.

65

86

87 ‘
68

€9

70
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ARTICLE IIL
INTERESTS OF PARTIES

A. Oil and Gas Interests:

If any party owns an unleased oil and gas interest in the Contract Area, that interest shall be
treated for the purpose of this agreament and during the term hereof as if it were a leased interest
under the form of oil and gas lease attached as Exhibit “B". As to such interest, the owner shall re-
ceive royalty on production as prescribed in the form of oil and gas lease attached hereto as Exhibit
“B". Such party shall, however, be subject to all of the provisions of this agreement relating to lessees,
to the extent that it owns the lessee interest.

B. Interest of Parties in Costs and Ptoductfon:

Exhibit *A" lists all of the parties and their respective percentage or fractional intérests under this
agreemznt. Unless changed by other provisions, all costs and liabilities incurred in operations under
this agreement shall be borne and paid, and all equipment and matefial acquired in operations on the
Contract Area shall be owned by the parties as their interests are shown in Exhibit “A”. All produc-
tion of oil and gas from the Contract Area, subject to the payment of lessor’s royalties which will be
borne by the Joint Account, shall also be owned by the parties in the same manner during the term
hereof; provided, however, this shall not be deemed an assignment or cross-assignment of interests cov-
ered hereby.

ARTICLE 1IV.
TITLES

A. Title ﬁaminaﬁon:

Title examination shall be made on the drillsite of any proposed well prior to commencement of
drilling operations or, if the Drilling Parties so request, title examination shall be made on the leases
and/or oil and gas interests included, or planned to be included, in the drilling unit around such well.
The opinion will inchide the ownershlp of the working interest, minerals, royalty, overriding ro"alty
#nd production payments under the applicable leases. At the time a well is proposed, each party con-
tributing leases and./or oil and gas interests to the drillsite, or to be included in such dnlhng ‘unit, shalt
furnish to Operator all abstracts (inéluding Federal Lease Status Reports), title opinions, title papérs
and curative material in its possession free of charge. All such information not in the possession of or
made available to Operator by the parties, but necessary for the examination of title, shall be obtained
by Operator. Operator shall cause title to be examined by attorneys on its staff or by outside attorneys.
Copies of all title opinions shall be furnished to each party hereto. The cost incurred by Operator in
this title program shall be borne as follows:

- F—Qntjon No. 1: Costs incurred by Operator m )rocurmg abstracts' and title examination

preliminary, suppe -in gas royalty op:mons and e oplmons) shall be a
part of the admzmstratwe over it “C,” and shall not be a direct charge, whether

performed—bY Operator’s staff attorneys or by outside attorneys. \

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

Each party shall be responsible for securing curative matter and pooling amendments-or agreements
required in connection with lcases or oil and gas interests contributed by such party. The Operator shall be
respensible for the preparation and recording of Pooling Designations or Declarations as well as the
conduet of hearings before Governmental Agencies for the securing of spacing or pooling ordefs,” This
shall not prevent any party from appearing on its own behalf at any such hearing. , ﬁ

1

- l’.
No well shall be drilled on the Contract Area until after (1) the title to the drillsite or dri]l}flg;—unit

has been examined as above provided, and (2) the title has been approved by the examining att(j'i[iey or

title has been accepled by all of the parties who are to participate in the drilling of the well. r”
{

g

B. Loss of Tille: £ e S
N

o~ , {
N 1
1. Failure of Title; Should any oil and gas interest or lease, or interest therein, Q)e lost ’hrough
failure of title, which loss results in a reduction of interest from that shown on Exhibit ©A" thls a;,rec—

ment, nevertheless, shall continue in force as to all remaining oil and gas leases and mtexests and~ .
(a) The party whose oil and gas lease or interest is affected by the title failu e shall bear a}one :
the entire loss and it shall not be entitled to recover from Operator or the other parties any development

-92.
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or operating costs which it may have theretofore paid, but there shall be no monetary liability on its
part to the other parties hereto for drilling, development, operating or other similar costs by reason of
such title failure; and '

(b} There shall be no retroactive adjustment of expenses incurred or revenues received from the
operation of the interest which has been lost, but the interests of the parties shall be revised on an acre-
age basis, as of the time it is determined finally that title failure has occurred, so that the interest of
the party whose lease or interest is affected by the title failure will thereatter be reduced in the Contract
Area by the amount of the interest lost; and

{c) If the proportionate interest of ihe other parties hereto in any producing well theretofore drilled
on the Contract Area is increased by reason of the title failure, the party whose title has failed shall
receive the proceeds attributable to the increase in such interests (less costs and burdens attributable
thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such weil;

~ and

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

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

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

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

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

(b) Proceeds, less operating expenses, thereaiier accrucd attributable to the lost interest on an
acreage basis, of that portion of oil and gas thereafter produced and marketed (excluding production
from any wells thereafter drilled) which, in the absence of such lease termination, would be attributable
to the lost interest on an acrcage basis, up 10 the amount of unrecovered cosits, the proceeds of said
portion of the oil and gas to be rontributed by the other parties in proportion to their respective in-
terests; and

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

3. Other Losses: All losses incurred, other than those set forth in Articles IV.B.1. and IV.B.2.
abave, shall not be considered failure of title but shall be joint losses and shall be borne by all parties
in proportion to their interests. There shall be no readjustment of interests in the remaining portion of

. e
ine Contrac! Area,

ARTICLE V. 5
OPERATOR L
I
A. DESIGNATION AXND RUISPONSIBILITIES OF OPERATOR: [f\
F?‘.
Mahoe 0i1 & Cattle Co shal!i,be the

Operator of the Contract Area, and shall conduct and direct and have full control of all opere}"t'xdns on
the Contract Arca as permitled and required by, and within the limits of, this agreemen}::gt_'}hgl_l con-
duct all such operations in a good and workmanlike manner, but it shall have no liabi,!jm a‘s”b'gi’é‘rator
to the other partics for losscs sustained or liabilities incurred, except such as may reg.’i.\xlg fro gross
negligence or willful misconduct. \
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B. Resignation or Removal of Operator and Selection of Successor:

1. Resignation or Removal of Operator: Operator may resign at any time by giving written notice
thereof to Non-Operators. If Operator terminates its legal existence, no longer owns an interest ii. the
Contract Area, or is nv longer capable of serving as Operator, it shall cease to be Operator without any
action by Non-Operator, except the selection of a successor. Operator may be removed if it fails or

_ refuses to carry out itc dutles hereunder, or becomes insolvent, bankrupt or is placed in receivership,

by the affirmative vote of two (2) or more Non-Operators owning a majority interest based on owner-
ship as shown on Exhibit “A", and not on the number of parties remaining after excluding the voting

interest of Operator. Such resignation or removal shall not become effective until 7:00 o'clock A.M.

on the first day of the calendar month following the expiration of ninety (90) days afler the giving of
notice of resignation by Operator or action by the Non-Operators to remove Operator, unless a successor
Operator has been selected and assumes the duties of Operator at an earlier date. Operator, after effect-
ive date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of
a corporate name or structure of Operator or transfer of Operator's interest to any single subsidiary,
parent or successor corporation shall not be the basis for removal of Operator.

2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Op-
erator shall be selected by the Parties. The successor Operator shall be selected from the parties owning
an interest in the Contract Area at the time such successor Operator is selected. If the Operator that
is removed fails to vote or votes only to succeed itself, the successor Operator shall be selected by the
atfirmative vote of two (2) or more parties owning a majority interest based on ownership as shown
on Exhibit “A”, and not on the number of parties remaining after excluding the voting interest of the
Operator that was removed. .

C. Emp!oyees

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

'D. Driliing Contracts:

Aill wells drilled on the Contract Area shall be drilled on 2 competitive contract basis at the usual
rates prevailing in the area. If it so desires, Operator may employ its own tools and equipment in the
drilling of wells, but its charges therefor shall not exceed the prevailing rates in the area and the rate
of such charges shall be agreed upon by the parties in writing before drilling operations are com-
menced, ard such work shall be performed by Operator under the same terms and conditions as are
customary and usual in the area in contracts of independent contractors who are doing work of a sim-
ilar nature.

ARTICLE VL
DRILLING AND DEVELOPMENT

Initial Well:

R before the day of _ , 19__, Operator shall commence the dgi
or oil and gas at the following location:

and shzll thereafter continue theNdrilling of the well with due diligeng

ce or condition in the hole, which fr.fi;nders
or unless all parties agree to comp}ete or
iy

P TEE

‘unless granite or other practically impenetrable
further drilling impractical, is encountered a
abandon the well at a lesser depth.

i3

during drilling which :g‘i_'i;'e in-
greement shall b limited
shall ‘bg"fj"—’:gw.?éd to

le tests of all formations encountere
gas in quantities sufficient to test, unless thi
~rific formation or formations, in which event Opera

Opcrator shall make reaso
dication of containing oil
in its application to a

test only the foripafion or formations to which this agreement may apply. ,/_:;/_ ; L’%\%‘:\,
NG
. . A o Yl

If, i perator’s judgment, the well will not produce oil or gas in paying quantities, anb\it wishes

to 7 and abandon the well as a dry hole, it shall first secure the consent of a]lrp,iavx"j..igfs;ng
_pfug and abandon smne as provided in Article VLE.L. hereof. :' o o

-4-
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B. Subsequent Operations: ,

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

2. Operations by Less than ANl Parties: If any party receiving such notice as provided in Article
VIB.1. or VIE.l. elects not to participate in the proposed operation, then, in order to be entitled to
the benefits of this article, the party or parties giving the notice and such other parties as shall elect
to participate in the operation shall, within sixty (60) days after the expiration of the notice period of
thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period
where the drilling rig is on location, as the case may be) actually commence work on the proposed
operation and complete it with due diligence. Operator shall perform all work for the account of the
Consenting Parties; provided, however, if no drilling rig or other equipment is on location, and if Op-

_erator is a Non-Tonsenting Party, the Consenting Parties shall either: (a) request Operator to perform

the work required by such proposed operation for the account of the Consenting Parties, or (b) desig-
nate one {1) of the Consenting’ Partics as Opcrator to parform such work. Consenting Parties, when
conducting operations on the Contract Area pursuant to this Article VI.B.2,, shall comply with all terms
and conditions of this agreement.

If less than all parties approve any proposed operation, the proposing party, immediately after the
expiration of the applicable notice period, shall advise the Consenting Parties of (a) the total interest
of the parties approving such operation, and (b) its recommendation as to vshether the Consenting Par-
ties should proceed with the operation as proposed. Each Consenting Party, within forty-eight (28)
hours (exclusive of Saturday, Sunday or legal holidays} after receipt of such notice, shall advise the
proposing party of its desire to (a) limit participation to such party’s interest as shown on Exhibit “A”,
or (b) carry its proportionate part of Non-Consenting Parties’ interest. The proposing- party, at its
election, may withdraw such proposal if there is insufficient participation, and shall promptly notify
all parties of such decision.

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in
the proportions they have elected to bear same under the terms of the preceding paragraph. Consenting
Parties shall keep the leasehold estates involved in such operations free and clear of all liens and
encumbrances of every kind created by or arising from the operations of the Consenting Parties. If such
an operation results in a dry hole, the Consenting Parties shall plug and abandon the well at their sole
cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions
of this Article results in a producer of oil and/or gas in paying quantities, the Consenting Parties shall
complete and equip the well tc produce at their sole cost and risk, and the well shall then be turned
over to Ope'rator and shall be operated by it at the expense and for the account of the Consenting Parties.
Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such
well by Consenting Parties in accordance with the provisions of this Article, each Non-Consenting Party
shall be deemed to have relinquished to Consenting Parties, and the Consenting Parties shall own and
be entitled to receive, in proportion to their respective interests, all of such Non-Consenting Party’s
interest in the well and share of production therefrom until the proceeds of the sale of such share,
calculated at the well, or market value thereof if such share is not sold (after deducting production
taxes, royalty, overriding royally and other interests existing on the effective date hereof, payable out of
or measured by the production from such well accrumg with respect to such interest until it reverts)
shall equal the total of the following: :

(a) 100% of each such Non-Consenting Party's share of the cost of any newly acquiredfx's;u_rface
cquipment beyond the wellhead connections (including, but not limited to, stock tanks, se?arators,
treaters, pumping equipment and piping), plus 100% of each such Non-Consenting Party's share of the
cost of operation of the well commencing with first production and continuing until each suq ‘Non-
Consenting Party’s relinquished interest shall revert to it under other provisions of this A(hcle{" Q'hemg
agreed that cach Non-Consenting Party’s share of such costs and equipment will be th (‘ 'tereht hich
would have been chavgeable to each Non-Consenting Party had it participated in the weﬁ fror;% th be-
ginning of the operation; and ]\ <

{b) 300_% of that portion of the costs and expenses of drilling reworking, deepremng, or pluggmg |
back, tesling and completing, after deducting any cash contributions received under Arucle VIILC,, nnd

e

/
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300 _% of that portion of the cost of newly acquired equipment in the well (to and including the well-
head connections), which would have been chargeable to such Non-Consenting Party if it had partici-
- pated therein.

Gas production attributable to any Non - Consenting Party’s relinquished interest upon such Party's
election, shall be sold to its purchaser, if available, under the terms of its existing gas sales con-
tract. Such Non - Consenting Party shall direct its purchaser to remit the proceeds receivable from
such sale direct to the Consenting Parties until the amounts provided for in this Article are recov-
ered from the Non - Consenting Party’s relinouished interest. If such Non - Consenting Party has not
contracted for sale of its gas at the time such gas is available for delivery, or has not made the elec-
tion as provided above, the Consenting Parties shall own and be entitled to receive and sell such Non-
Consenting Party’s share of gas as hereinabove provided during the recoupment period.

During the period of time Consenting Parties are entitled to receive Non-Consenting Party’s share
of production, or the proceeds therefrom, Consenting Parties shall be responsible for the payment of
all productlon, severance, gathering and other taxes, and all royalty, overriding royalty and other
burdens applicable to Non-Consenting Party's share of production.

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

Within sixty (60) days after the completion of any-operation under this Article, the party con-
ducting the operations for the Consenting Parties shall furnish each Non-Consenting Party with an in-
ventory of the equipment in and connected to the well, and an itemized statement of the cost of drilling,
deepening, plugging back, testing, compleling, and equipping the well for production; or, at its option,
the operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed

statement of monthly billings. Each month theréafter, during the time the Consenting Parties are being

reimbursed as provided above, the Party conducting the operations for the Consenting Parties shall furn-
ish the Non-Consenting Parties with an itemized statement of all costs and liabilities incurred in the
operation of the well, together with a statement of the quantity of oil and gas produced from it and the
amount of proceeds realized from the sale of the well’s working interest productxon during ihe preceding
month. In determining the quantity of oil and gas produced during any month Consenting Parties
shall use industry accepted methods such as, but not limited to, metering or periodic well tests. Any
amount realized from the sale or other disposition of equipment newly acquired in connection with any
such operation which would have been owned by a Non-Consenting Party had it participated therein
shall be credited against the total unreturned costs of the work done and of the equipment purchased,
in determining when the interest of such Non-Consenting Party shall revert to it as above provided;
and if thewe s & credit balance, it shall be paid to such Non-Consenting party.

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

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

J‘

The provisions of this Article shall have no application whatsoever to the drilling of thQ{H’lltial
well described in Article VLA, except (a) when Option 2, Arlicle VILD.1., has been selected/ f or (b)
to the reworking, deepening and plugging back of such initial well, if such well is or thereaft r ,shall
prove to be a dry hole or non-commercial well, after having been drilled to the depth specmed i ‘Artlcle
VIA. s

C. Right to Take Production in Kind: M "‘554'/*,_

all oil and gas produced from the Contract Area, exclusive of production which may é-us cL

i

velopment and producing operations and in preparing and treating oil for mark tmg'Y bur\pbses"énd
production unavoidably lost. Any extra expenditure incurred in the taking in kmdior separate dlspd—

sition by any party of its proportionate share of the production shall be borne by!

R

such party.  Any:»

]
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party taking its share-cf production in kind shall be required to pay for only its proportionate share
of such part of Operator’s surface facilities which it uses,

Each party shall execute such division orders and contracts as may be necessary for the sale of its
interest in production from the Contract Area, and, except as provided in Article VIIB,, shall be entitled
to receive payment direct from the purchaser thereof for its share of all production.

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

In the event one or more parties’ separate disposition of its share of the gas causes split-stream de-
liveries to separate pipelines and/or delivéries which on a day-to-day basis for any reason are not
exactly equal to a party's respective proportionate share of total gas sales to be allocated to it, the
balancihg or accounting between the respective accounts of the parties shall be in accordance with
any Gas Balancing Agreement between the parties hereto, whether such Agreement is attached as
Exhibit “E”, or is a separate Agreement.

D. Access to Contract Area and Infom'nation:

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

E. Abandonment of Wells:

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

2. Abandonment of Wells that have Produced: Except for any well which has been drilled or re-
worked pursuant to Article VI.B.2. hereof for which the Consenting Parties have not been fully reim-
bursed as therein provided, any well which has been completed as a producer shall not be plugged and
abandoned without the consent of all partles If all parties consent to such abandonment, the wei\! shall
be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense
of all the parhes hereto. If, within thirty (30) days after receipt of notice of the proposed abandOnment
of such well, all parties do not agree to the abandonment of any well, those wishing to contmueﬂxt§ op-
eration shall tender to each of the other parties its proportionate share of the value of the well’s §§Ivab1e
material and equipment, determined in accordance with the provisions of Exhibit “C”, less the i% ated

cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning parfy.¢shall
assign to the non-abandoning parties, without warranty, exoress or implied, as to title or,a3: iu\q\aﬁmty,
quality, or fitness for use of the equipment and material, all of its interest in the well a é(e'l:igge équip-
ment, together with its interest in the leaschold estate as to, but only as to, the mtervalork( tervg, ‘o the
formation or formations then open to production. If the interest of the abandoning part \is q‘r‘/}h" udes
an oil and gas interest, such parly shall execute and deliver to the non-abandoning partyibr pd ies'f’an_
oil and gas lease, limited to the interval or intervals of the formation or formations then oper} 1o produc:

tion, for a term of one ycar and so long thereafter as oil and/or gas is produced from thr.L interval or inter«::
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vals of the formation OF formations covered thereby, such lease to be on the form attached as Exhibit ; ,
wg", The assignments or leases SO fimited shall enicompass the “gdrilling unit" upon which the well is ’ '
jocated. payments by, and the assignments or leases 10, the assignees shall be in @ ratio pased upon
the relationship ‘ot their respective percentages of participation in the Contract Area to the aggregate of
the percentages‘of participatton in the Contract Area of all assignees. There shall be no readjustment
of interest in the remaining portion of the Contract Area. '

operate the well for the account of the non- abandoning pa at the rates and charges con

12 lated bY this a ment, plus any additional cost and charges which may arise as the res o

13 the separate ownership of the ass! ell

4 ‘

15 .. ARTICLE VviL.

16 EXPENDlTlmES AND'LIABIUTY OF PARTIES

11 )

18 A Liability of Parties: .
19 ‘ ‘

20 The liability of the parties shall be several, not joint oT collective. Each party shall be responsib\e

91 only for its obligations, and shall be liable only for its proportionate share of the costs of developing
92 and operating the Contract Area. Acmrd'mgly, the liens granted‘among the parties in Article vI1LB. are
93 given to secure only the debts of each severally. 1t is not the jntention of the parties to create, nor

94 this agreexnent be construed as creating, 2 mining OF other partnership or association, or to render the
95 parties liable as pariners.

.97 B. Liens and payment Defaults:

|
28 Each Non-Operator grants o Operator 3 lien upon it3 oil and gas rights in the Contract Area, and 3 \
30 security jnterest in its share of oil and Jor gas when extracted and its interest in all equipment, to secure §

31 payment of its share of cypense. together with interest thereon at the rate provtded in the Accounting \
ag  Procedure attached hereto as Exhibit “C < the extent that Operator has & security interest under the !
33 Uniform ‘Commercial Code of the State, Operator ghall be entitled to exercice the rights and remedies :‘!
34 ofa secured party under the Code. The pringing of a suit and the obtaining of iudgment by OperatsT

35 for the secured indebtedness shall not be deemed an election of remedies OF otherwise affect the lien
36 rights or security interest as security for the payment thereof. 1n addition, upon default by any Non-

37 Operator in the payment of its share of expensé, Qperator shall have the right, without pre:udice to

3g other rights or remedies, t0 collect from the purchaser the proceeds from the sale of such Non-Operator's i

39 share of oil and/or gas until the amount owed by such Non-Operator, plus interest has been paid- Each bl
40 purchaser shall be entitled to rely upon Operator’s written statement concerning the amount of any de- ‘

41 fault. Operator grants a like lien and security interest 10 the Non—Operators {o secure payment of Op-
iz crotor's nroportionate share of expense.

44 1f any party {ails or is unable to pay its share gf expense within sixty (60) days after rendition of
45 a statement therefor by Operator, the non—detauit'mg parties, including Operater. shall, upon request by
46 Operator, pay the unpaid amount in the proportion that the jnterest of each such party pears 10 ithe in-
47 tevest of all such parties. Each party SO paying its share of the unpaid amount shall, to obtain reimburse-

% , : 48 ment thereof, be subrogated to the security rights described in the foregoing paragraph.

;:, i ; 49

, ) 50 €. payments and Accounting:

i: 51 _

t . 52 Except as herein otherwise speciticaily provided, Operator shall promptly pay and discharge expenses
] ‘ . 2 incurred in the deveiopment gnd operation of the Contract Area pursuant 1p this agreement and shall |
E ' 54 <charge each of the parties hereto with their respective proportionate ghares upon the expense pasis Pro-

- . : 55 vided in the Accounting Procedure attached hereto as Exhibit «C”. Operator shall keeP an accurate
56 record of the joint account hereunder, showing expenses incurred and charges and credits made and

K 1 received. N
59 Operator, at its election, shall have the right ¢rom time to time to demand and receive from the

g0 other parties paymcnt jn advance of their respective shares of the estimated amount of the exX (eitse to
61 be incurred in operations hereunder during the next succeeding month, which right may be exercis;ég only
g2 by submission to each such party of an jtemized statement of such estimated expense, togeth}ii with
g3 an invoice for y1s share thereof. Each such statement and jnvoice for the pay dv%z‘ esti-
84 mated expense shall be submitted on or before the 20th day of the next prece ¥

65 sholl pay to Operator its proportianate share of such estimate within fifteen (15) dayp: 1

68 timate and invoice 18 received. 1f any party {ails to pay its share of said esti

Y) amount due ghall bearl interest as provided in Exhibit wgr until paid. Proper adi

68 made monthly pelween advances and actual expense to the end that each
69 pi'0portionate share of aclual expenses incurred, and no more.

.8 -
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D. Limitation of Expenditures:

1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, ex-
cept any well drilled or deepened pursuant to the provisions of Article V1.B.2. of this Agreement, it being
understood that the consent to the drilling or deepening shall include:

X Option Np. 1: Al necessary expenditures for the drilling or deepening, testing, completing and
equipping of the well, including necessary tankage and/or surface facilities.

= O ption No. 2: All necessary expenditures for the drilling or deepening and testing of the well. Wk

such W has reached its authorized depth, and all tests have been'completed, Operator hatl give iin-
mediate notice tothe Non-Operators who have the right to participate in the completioncosts. The parties
receiving such notice shili~have forty-eight (48) houis (exclusive of Saturtiay, Sunday ard legal holi-
days) in which to elect to participate~in the setting of casing and M completion attempt. Such election,
when made, shall include consent to all nece¥sary_expepdittites for the completing and equipping of such
well, including necessary tankage and/or surface€ factlities. Failure of any party receiving such . notice
to reply within the period above fixed-Shall constitute an eleGtien by that party not to participate in
the cost of the compleuon : pt. If one or more, but less than all of the-pagties, elect to set pipe and
to attempt a complotioff, tha provisions of Article VLB.2. hereof (the phrase “rewdrking deepening or
plugging baekK” as cor.tained in Article VI.B.2. shall be deemed to include “completing”) sha nply to
he~Operations thereafter conducted by less than all parties.

2. 'Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged
back except a well reworked or plugged back pursuamt to the provisions of Article VI.B.2. of this agree-

_"ment, it being undersicod ihatl ihe conseni iv ihe reworking 6 plugging vack of “a well chall-inchuds-

consent to all necessary expenditures in conducting such operations and completing aud equipping of

- said well, including necessary tankage and/or surface facilities.

"3, Other © werations: uycnas\u shall fict under sriake any anxsle pTjS\.s Tea?ﬁﬁauly cav.uuuu:u w Eéquﬂ'i:
an expenditure in excess of Five Thousand Dollars (3_5,000.00 )

except in connection with a virél], the drilling, reworking, deepening, completing, recompleting, or plug-
ging back of which has been previcusly authorized by or pursuant to this agreement; provided, how-
ever, that, in case of explosion, fire, flood or other sudden emergency, whether of the same or different
nature, Operator may take such steps and incur such expenses as in its opinion are required to deal with
the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emer-
gency to the other parties. If Operator prepares “Authority for Expenditures” for its own use,
Operator, upon request, shall furnish copies of its "“Aufhority for Expenditures” for any single project
costing in excass of Five Thousand Dollars ($__5,000.00 ).

E. Royalhes Overndmg Royalties and Other Payments:

Each party shall pay or deliver, or cause to be pdid or delwered all royalties to the extent of

-140625 due on its share of production and shall hold the other parties free
from any liability therefor. If the interest of any party in any oil and gas lease covered by this agree-
ment is subject to any royalty, overriding royalty, production payment, or other charge over and above
the aforesaid royally, such party shall assume and alone bear all such obligations and shall account
for or cause to be zccounted for, such interest to the owners thereof.

No party shall ever be responsible, on any price basis higher than the price received by such party,
to any other party’s lessor or royalty owner; and if any such other party’s lessor or royalty owner should
demand and reccive séttlements on a higher price basis, the party contributing such lease shall bear the
royalty burden insofar as such higher price is concerned.

F. Rentals, Shut-iz W22 Payments and Minimum Royaltles:

Rentals, shut-in well payments and minimum royalties which may be required under the terms of
any lease shall be paid by the party or parties who subjected such lease to this agreement at its ﬁij their
expense. In the event two or more parties own and have contributed interests in the same Ieasé"-to this
agreement, such parties may designate one of such parties to make said payments for and an beha!f of all
such parties. Any party may request, and shall be entitled to receive, proper evidence of all su'c}i pay-
ments. In the event of failure to make proper payment of any rental, shut-in well payment or mlmmum
royalty through mistake or oversight where such payment is required to continue the lease m force,
any 1oss which results from such non-payment shall be borne in accordance with the prowsxons c—f Arlxcle
IV.x2Xx B.3.

’hl

Operator shall notify Non-Operator of the anticipated completion of a shut-in gas wdll or thp \hut—
ting in or return to production of a producing gas well, at least five (5) days (excluding® Saturday Sun-

day and holidays), or al the carliest opportunity permitted by circumstances, prior to l!.akmg ‘sucH actlon,,
but assumes no liability for failure to do so. In the event of failure by Operator lto SO notlfy Non-.,
Operator, the loss of any lease contributed hereto by Non-Operator for failure to make timely payments

-~
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of any shut-in well payment shall be borne jointly by the parties hereto under the provisions of Article
1V.B.3.

G. Taxes:

Beginning with the first calendar year after the etfective date hereof, Operator shall render for ad .
valorem taxation all property subject to this agreement which by law should be rendered for such
taxes, and it shall pay all such taxes assessed thereon before they become delinquent. Prior to the ren-
dition date, each Non-Operator shall furnish Operator information as to burdens (to include, but not be
limited to, royalties, overriding royalties and production payments) on leases and oil and gas interests con-
tributed by such Non-Operator. If the assessed valuation of any leasehold estate is reduced by reason of its
being subject to outstanding excess royalties, overriding royalties or production payments, the reduction in
ad valorem taxes resulting therefron shall inure {o the benefit of the owner or owners of such leasehold
estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such
reduction. Operator shall bill other parties for their proportionate share of all tax payments in the man-
ner provided in Exhibit “C”,

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

Each party shall pay or cause to be paid all productiion, sevefanée “g'athering and othier taxcs fa--
posed upon or with respect to the production or handhng of such party's share of oil and/or gas pro-
ducad under the terms of this agreement.

H. Insurance:

At all times while operations are conducted hereunder, Operator shall comply with-the Workmen's
Compensation Law of the State where the operations are being conducted; provided, however, that Op-
erator may be' a self-insurer for liability under said compensation laws in which event the only charge
that shall be made to the joint account shall be an amount equivalent to the premium which would have
been paid had such insurance been obtained. Operator shall also carry or provide insurance for the
benefit of the joint account of the parties as outlined in Exhibit “D”, attached to and made a part hereof.
Operzator shall require all contractors engaged in work on or for the Contract Area to comply with the
Workmen’s Compensation Law of the State where the operations are being conducted and to maintain
such other insurance as Operator may require.

In the event Automoblle Pubhc Liability Insurance is specified in said Bxhibit “D”, or suhseauently
reczives the approval of the parties, no direct charge shall be made by Operator for prem :...s paid for
such insurance for Operator’s fully owned automotive equipment.

_ ARTICLE VII.
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

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

However, should any party desire to surrender its interest in any lease or in any portion thereof, and
other parties do not agree or consent thereto, the parly desiring to surrender shall assign, without express
or implied warranty ol title, all of its interest in such lease, or portion thereof, and any well, material and
equipment which may be located thereon and any rights in production thereafter secured, to the parties
not desiring to surrender it. If the interest of the assigning party includes an oil and gas interest,the as-
signing party shall exccute and deliver to the party or parties not desiring o surrender an oil and gas
lease covering such oil and gas interest for a term of one year and so long thereafter as oil ana/qr gas
is produced from the land covered thereby, such lease to be on the form attached hereto as Exhibit “B".
Upon such assignment, the assigning party shall be relieved from all obligations thereafter accrumg,
but not theretofore acerued, with respect to the acreage assigned and the cperation of any well: thereon,
and the assigning party shall have no further interest in the lease assigned and its equiprient ; and pro-
duction other than the royalties retained in any lease made under the terms of this Arhcle The parlxes
assiginee shall pay to the party assignor the reasonable salvage value of the latter’s mterest in any wells
and equipment on the assigned acrecage. The value of all material shall be determined m accordance
with the provisions of Exhibit “C”, less the estimated cast of salvaging and the estimated cost of plug-
ging and abandoning. If the assipnment is in favor of riore than one party, the assignéd interest shall

e ‘
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be shared by the parties assignee in the proportions that the interest of each bears to the interest of all
parties assignee.

Any assignment or surrender made under this provision shall not reduce or change the assignor’'s or

surrendering parties’ interest, as it was immediately before the assignment, in the halance of the Contract

Area; and the acreage assigned or surrendered, and subsequent operations thereon, shall not thereafter

be subject to the terms and provisions of this agreement.
B. Renewal or Extension of Leases:

If any party secures a renewal of any oil and gas lease subject to this Agreement, all other parties
shall be notified promptly, and shall have the right for a period of thirty (30) days following receipt

of such notice in which to elect to participate in the ownership of the renewal lease, insofar as such -

lease a{iects lands within the Contract Area, by paying to the party who acquired it their several proper
proportionate shares of the acquisition cost allocated to that part of such lease within the Contract Area,
which shall be in proportion to the interests held at that time by the parties in the Contract Area.

1f some, but less than all, of the parties elect to participate in the purchase of a renewal lease, it
shall be cwned by the parties who elect to participate therein, in a ratio based upon the relationship of
their respective percentage of participation in the Contract Area to the aggregate of the percentages
of pariicipation in the Contract Area of all parties participating in the purchase of such renewal lease.
Any renewal lease in which less than all parties elect to participate shall not be subject to this agreement.

Each party who pal_-ticipates in the purchase of a renewal lease shall be given an assigmhent of its
proportionate interest therein by the acquiring party.

. The- proviéibns of this Article shall apply to renewal leases whether they are for the entire interest
covered by the e:ipiring lease or cover only a portion of its area or an interest therein. ‘Anv renewal lease

. taken before the expiration of its predecessor lease, or taken or contracted for within six 8) months after

the expiration of the existing lease shall be subjeci to this provision; but anv lease taken or contracted
for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal
lease and shall not be subject to the provisions of this agreement.

The provisions in this Article shall apply also and in like inaininier io coxtensibns of il and ges
leases. ‘

C. Acreage or Cash Contributions:

While this agreement is in force, if any party contracts for a contribution of cash toward the drilling
of a well or any other operation on the Contract Area, such contribution shall be paid to the party who
conducted the drilling or other operation and shall be applicd by it against the cost of such 8rilling or
othor operation, If-the contribition he in the form of acreage, the party to whom the contribution is
made shall promptly tender an assignment of the acreage, without warranty of title, to the Drilling
Parties in the proportions said Drilling Parties shared the cost of drilling the well, If all parties hereto
are Drilling Parties and accept such tender, such acreage shall become a part of the Contract Area and
be governad by the provisions of this agreement. If less than all parties hereto are Drilling Parties and
accept such tender, such acreage shall not become a part of the Contract Area. Each party shall prompt-
ly notify all other parties of all acreage or money contributions it may obtain in support of any well or
any other operation on the Coniract Area.

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

D. Subsequently Created Interest:

Notwithstanding the provisions of Article VIILE. and VIIL.G,, if any party hereto shall, subsequent
to executicn of this agreement, create an overriding royalty, production payment, or net proceeds inter-
est, which such interests are hereinafter referred to as "subsequently created interest”, such subsg'quently
created infercst shall be specifically made subject to all of the terms and provisions of this agreement as
follows: .

il
1. If non- consent opcxatlons are conducted pursuant lo any provxslon of thls agreemem, :‘and the

Fave’

of such subscquently created interest. The parly creatmg same shall bear and pay all st.ch subsequentiy
created intereste and shall indemnify and hold the other parties hereto free and harmless from any and
all liability resulting therefrom. It -“‘ Thie

- 11 -
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2. If the owner of the interest from which the subsequently created interest is derived (1) fails to
pay, when due, its share of expenses chargeable hereunder, or (2) elects to abandon a well under pro-
visions of Article VI.E. hereof, or (3) elects to surrender a lease under provisions of Article VIILA.
hereof, the subsequently created interest shall be chargeable with the pro rata portion of all expenses
hereunder in the same manner as if such interest were a working interest. For purposes of collecting
such chargeable expenses, the party or parties who receive assignments as a result of (2) or (3) ubove
shall have the right to enforce all provisions of Article VII.B. hereof against such subsequently created
interest. ~

E. Maintenance of Uniform Interest:

For the purpose of maintaining uniformity of ownership in the oil and gas leasehold interests
covered by this aprecment, and notwithstanding any other provisions to the contrary, no party shall
sell, encumber, transfer or make other disposition of its interest in the leases embraced within the Con-
tract Area and in wells, equipment and production unless such disposition covers either:

1. the entire inferest of the party in all leases and equipment and production; or
2. an equal undivided interest in all leases and equipment and production in the Contract Area.

Every such sale, encumbrance, transfer or other disposition made by any party shall be made ex-
pressly subject to this agreement, and shall be made without préjudice to the right of the other parties.

If, at any time the interest of any party is divided among and owned by four or more co-owners,
Operator, st its discretion, may require such co-owners to appoint a single trustee or agent with full
authority to receive notices, approve expenditures, receive billings for and approve and pay such party's
share of the joint expenses, and to deal generally with, and with power {0 bind, the co-owners of such
oartys interests within the scope of the operations embraced in this agreement; however, all such
co-owners shall have the right to enter into and execute all contracts or agreements for the disposition
of their respective shares of the oil and gas produced from the Contract Area and they shall! have the
right to receive, separately, paymem oi ihe salc proceeds hereof.

B, Waiver of Right to Partition:

1i permitted by the laws of the state or states in which the properiy vovered hereby is located, each
party hereto owning an undivided interest in the Conftract Area waives any and all rights it may have
to partition and have set aside to it in severalty its undivided interest therein.

G. Prefercutial Right to Purchase:

Shouid any party desire 1o sell all or any part of its interests under this agreement, or its rights and
interests in lhe Conh act Area, it shall p.omptly give writicn notice to the other parties, with full infor-
mation concerning ils praposed sale, which shall include the name and address of the prospective puv-
chaser {who must be ready, willing and able to purchase), the purchase price, and all cther terms of
the offer. The other parfies shall then have an optional prior right, for a period of ten (10) days after
receipt of the notice, to purchase on the same terms and conditions the interest which the other party
proposes to sell: and, if this optional right is exercised, the purchasing parties shall share the pur-
chased interest in the proportions that the interest of each bears to the total interest of all purchasing
parties. However, there shall be no preferential right to purchase in those cases where any party wishes
to mortgage its inlerests, or to dispose of its interests by merger, reorganization, consolidation, or sale
of all or substantially all of its assets {o a subsidiary or parent company or to a subsidiary of a parent
compan)y. or to any company in which any one party owns a majority of the stock.

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agrecment is not intended to create, and shall not be construed to create, a relationship of part-
nership or an assoviation for profit between or among the parties hereto. Notwithstanding any pro-
visions herein that the rights and liabilities hereunder are several and not joint or collective, or that this

-agreement and operations hereunder shall not conslitute a partnership, if, for Federal income tax pur-

poses, thiz agreement and the operations hercunder are regarded as a partnership, each party he"eby
affected cleets to be excluded from the application of all of the provisions of Subchapter K", phapter
1, Subtitle “A", of the Internal Revenue Code of 1954, as permitted and authorized by Secfhgrr."ml of
the Code anid the repulations promulgated thereunder. Operator is authorized and dlrected {o £ ecute on
behalf of cach party heveby affected such evidence of this election as may be required by the S’ecreiary
of the Treasury of the Uniled Strtes or the Federal Internal Revenue Service, mcludmg‘spemhcal}y but
not by way of limitation, all of the rcturns, slatements, and the data required by ?eﬁeral Regula-

tions 1761, Should there be any requirement that each party hereby affected give {}xrther evidence of.

this clection, vach such party shall execute such documents and furnish such other ewdence as may be
ramitired v the Fedoral Internal Revenue Seovvice or as mav be necessary {o e\udence this election No
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1  such party shall give any notices or take any other action inconsistent with the election made hereby.
2 If any present or future income tax laws of the state or states in which the Contract Area Is located or
3 any future income tax laws of the United States contain provisions similar to those in Subchapter “K",
4 Chapter 1, Subtitle “A", of the Internal Revenue Code of 1954, under which an election similar to that
§ provided by Section 751 of the Code is permitted, &ch party hereby affected shall make such election as
6 may be permitted or required by such laws. In making the foregoing election, eack such party states that
7 the income derived by such party from Operations hereunder can be adequately determined without the
8 computation of partnership taxable income.

9

10 ARTICLE X. '
11 ) CLAIMS-AND LAWSUITS
12

13 Operator may settle any single damarge claim or suit arising from operations hereunder if the ex-
14 penditure does not exceed._.___Five Thousand Dollars
15 ($__5,000.00 ) and if the payment is in complete settlement of such claim or suit. "1f the amount

16 required for settlement exceeds the above amount, the parties hereto shall assume and take over the
17 further handling of the claim or suit, unless such authority is delegated to Operator. All costs and ex-
18 pense of handling, settling, or otherwise discharging such claim or suit shall be at the joint expense
19  of the parties. If a claim is made against any party or if any party is sued on account of any matter
20 arising from operations hereunder over which such individual has ne control because of the rights given
21 Operator by this agreement, the party shall immediately notify Operator, and the claim or suit shall
22  be treated as any other claim or suit involving operations hereunder.

23 :
24 ARTICLE XL :
25 FORCE MAJEURE lt
8 ‘
27 If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations o
28 under this agreement, other than the obligation to make money payments, that party shall give to all
29 othelj parties prompt i\}ritten notice of the force majeure with reasonzbly full particulars concerning it;

30 itheréupon, the obligaiions of ihe pariy giving the notice, so fer as they are affected by the force majeure,
31 shall be suspended during, but no longer than, the continuance of the force majeure. The affected party
32 shall use all reasonable diligence to remove the force majeure situation as quickly as practicable,

34 The requirement that any force majeure shall be remedied with all reasonable dispatch shall not

35 require the settlement of strikes, lockouts, or other labor difficulty by the pariy involved, contrary fo its-

36 wishes; how all such difficulties shall be handled shall be entirely within the discretion of the party
" 37 concerned.

39 The term ‘‘force majeure”, as here employed, shall mean an act of God, strike, lockout, or other

40  industrial disturbance, act of the public enemy, war, blockade, public riot, lightning, fire, storm, flood,

41  explosion, governmental action, governmentzl dalay, restraint or inaction, unavailability of equipment, _
42 and any other cause, whether of the kind specifically enumerated above or otherwise, which is not

43 reasonably within the control of the party claiming suspension.

; 44
? 3 45 ARTICLE XII
46 NOTICES
47
f S : 48 All notices authorized or required between the parties, and required by any of the provisions of

; 48 this agreement, unless otherwise specifically provided, shall be given in writing by United States mail
P . 50 or Western Union telegram, postage or charges prepaid, or by teletype, and addressed to the party to
! , f 51 whom the notice is given at the addresses listed on Exhibit “A”. The originating notice given under any
‘ : 52 provision hereof shall be deemed given only when received by the party to whom such notice is directed, -
53 and the time for such party to give any notice in response thereto shall run from the date the originat-
b ing notice is received. The second or any responsive notice shall be deemed given when deposited in
! 55 the United States mail or with the Western Union Telegraph Company, with postage or charges prepaid,
: 56 or when sent by teleiype. Each party shall have the right to change its address at any time, and from

T
o
>

E" , ‘57  time to time, by giving written notice hereof to all other parties. . {
4 58 . o
fF 59 ARTICLE XIII .
r" j 60 TERM OF AGREEMENT 1
| 61 a
: 82 This agreement shail remain in full force and effect as to the oil and gas leases and/or oil anafgas in-

83 tercsts subjected herete for the period of time selected bhelow; provided, however, no party herb'éf shall
64 ever be construcd as having any right, title or interest in or to any lease, or oil and ges/"'fettest con-
65 tributed by any other parly beyond the term of this agreement. ‘/g 1 l}\
66 3

67 [® Option No. 1: So Jong ns any of the oil and gas leases subject to this agreement remam
68 tinued in force as io any part of the Contract Area, whether by production, extensxon, renewal or vother-
69  wise, and/or so long ns oil and/or gas production continues from any lease or oil and gas mtcrest

70 ESEE: :’._';.J_".,',':.,_.‘ -
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1 ~0ption No. 2: In the event the well described in Article V1A, ,or any subsequent well ; ,;
2 under any prexision of this agreement, results in production og.'-"! «nd/or gas in payin ities, this : A ',.
3 agreement shall contlt v capable of produc- : 3
4 tion, and for an additional peérted st production; provided, however, : £
$ if, prior to the ‘expirat:on of such ad ore of the parties hereto are engaged in 4
6 eement shall continue in force until such op- : ) 4
7 p this agreement shall continue in s e
8 force as provided herein, I or any subsequent well ‘

9 drilled hereunder, xbleof producmg oil

10 ga the Contract Area, this agreement shall terminate unless drilling or rewdrking

1n ioTl% are commenced within___________ days from the date of abandonment of said well.

12

13- It is agreed, however, that the términa’tionv of this agreement shall not réelieve any party hereto from

14 any Lability which has accrued or attached prior to the date of such termination.

15

18 ARTICLE XIV. ’

17 COMPLIANCE WITH LAWS AND REGULATIONS

18 ;

19 A. Laws, Regulations and Orders: :
20 ’ :
21 This agreement shall be subject to the conservation laws of the state in which the committed

22 acreage is located, to the valid rules, regulations, and orders of any duly constituted regulatory body of
23 said state; and to all other applicable federal, state, and local laws, ordinances, rules, regulations, and
_ 24 orders. '

PL

26 B. Governing Law:

27

28 The essential validity of this agreement and all matters pertaining thereto, including, but not lim-

28 ted to, matters of performance, non-nerformance, breach ‘rermedies, procedures, rights; duties and in-

30 terpretanon or construction, shall be governed and determined by the law of the state in which the
31 Centract Area is Incated. If the Contract Area is in two or more states, the law of the state where most
32  of the land in the Contract Area is located shall govern.

34 ARTICLE XV.
35 OTHER PROVISIONS

-14 -
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dated

ACCOUNTING PROCEDURE
JOINT OPERATIONS

1. GENERAL PROVISIONS .‘
Definitions : " N

“Joint Property” shall mean the real and personal property subject to the agreement t6 which this Accounting
Procedure is attached.

“Joint Operations” shall mean all operations necessary or proper for the development, operation, prdt;zctiOn and
maintenance of the Joint Property.

“Joint Account” shall mean the account showing the charges paid and ¢redits received in the conduct of the Joint
Operations and which are to be shared by the Parties.

“Operator” shall mean the party designated to conduct the Joint Opefations.
“Non-Operators" shall mean the parties to this agreement other than the Operator.
“Parties” shall mean Operator and Non-Operators.

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

“Technical Employees” shall mean those employees having special and specific engineering, geological or other
professional skills, and whose primary function in Joint Operations is the haxndling of specific operating condi-
tions and problems for the benefit of the Joint Property.

“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator’s employees.
“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.

«“Controllable Material” shall mean Material which at the time is so classified in the Material Classification Manual
as most recently recommended by the Council of Petroleum Ac¢countants Societies of North Ameriea.

Statement and Billings

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

Advances and Paymeonts by Non-Operators

Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their
share of estimated cash outlay for the succeeding month’s operation. Operator shall adjust each monthly billing
to reflect advances received from the Non-Operators.

Each Non-Operator shall pay its proportion of all bills within fifteen (15) days after receipt. If payment is not
made within such time, the unpaid balance shall bear interest monthly at the rate of twelve percent (12%) per
annum or the maximum contract rate permiited by the applicable usury laws in the state in which the Joint
Property is located, whichever is the lesser, plus attorney’s fees, court costs, and other costs in connection with
the collection of unpaid amounts.

Adjustments

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

Audits

A. Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Ope-
rator’s accounts and records relating to the Joint Account for any calendar year withir the twenty-four (24) month
period following the end of such calendar year; provided, however, the making of an audit shall not extend the
time for the taking of writlen exception to and the adjustments of accounts as provided for in Paragraph 4 of this
Section I. Where there are two or more Non-Operators, the Non-Onerators shall make every reasonable effort to
conduct joint or simullancous gudits in a manner which will result in a minimum of inconvenience to the Opera-
tor. Operator shall bear no portion of the Non-Operators' audit cost incurred under this paragraph unless agreed
to by the Operator.

Approval by Non-Operators

Where an approval or other ngreement of the Parties or Non-Operators is expressly required under other sec-
tions of this Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains
no contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operator’s proposal, and
the ogronment or snprovnl af o mnjority in intevast of the Non-Operators shall be controliing on all Non-Opera-
tors.

—_1—

I




|
?

Operator shall charge the Joint Account with the following items:
1.

I1. DIRECT CHARGES

Rentals and Royalties
Lease rentals and royalties paid by Operator for the Jcint Operations.
Labor

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

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

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

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

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

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

Employee Benefits

Operator’s current costs of established plans for employees’ group life.insurance, hospitalization, pension, re-
tirement, stock purchase, thrift, bonus, and othec benefit plans of a like nature, applicable to Operator’s labor
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section II shall be Operator’s actual
cost not to exceed twenty per cent (20%). :

Mzterial

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

‘plus stocks shell be svnided

wo we [Ve0LT.

A Vu.:rsportation

Tranéb;’vtétion of employees and Material necessary for the Joint Operations but subject to the following limita-

tions: . .

A. If Material is moved to the Joint Property from the Operator’s warehouse or other properties, no charge shall
be made to the Joint Account for a distance greater than tne distance from the nearest reliable supply store,
recogrized barge terminal, or railway receiving point where like material is normally available, unlcss agreed
to by the Parties.

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

C. In ihe appiicaiion of Subparagrapns A and B above, there shall be no equalization of actual gross trucking cost
of $200 or less excluding accessorial charges.

Services

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

Equipment and Facilitics Furnished by Operator

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

B.. In lieu of charges in Paragraph 7A above, Operator may elect to use average commercial rates prevailing in
the immediate area of the Joint Property less 209,. For automotive equipment, Operator may elect to use rates
published by the Petroleum Motor Transport Association.

Damages and Losses to Joint Property

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

Legal Expense

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgments
and amounts paid for setllement of claims incurred in or resulting from operations under the agreement or
necessary to protect or recover the Joint Property, except that no charge for services of Operalor's legal staff
nr fons ar oxnense of outside nttarneye chall ha made unlese nrevioucly agread o b the Darlics, All other 1egal
éﬁpcnsc is considered 1o be covered by the overhead provisions ¢f Section IIT unless otherwise agreed to by the
Parties, except as provided in Section I, Paragraph 3.
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10.

11.

12,

1.

Al

1}11 taxes of every kind and nature assessed or levied upon or in connectioh with the Joint Property, the opera-
gon thereof, or the production therefrcm, and which taxes have been paid by the Operator for the benefit of the
arties, . .

_Taxen

Insurance

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Par-
ties. In the event Joint Operations are conducted in a state in which Operator may act as self-insurer for Work-
men's Compensation and/or Employers Liability under the respective state's laws, Operator may, at its election,
include the risk under its self-insurance program and in that event, Operator shall include a charge at Operator's
cost 1ot to exceed manual rates.

Othe;' Expenditures

Any other expenciture not covered or dealt with in the foregoing provisions of this Section II, or in Section III,
and which is incurred by the Operator in the necessary and proper cotiduct of the Joint Operations.

III. OVERHEAD

Overhead - Drilling and Producing Operations
i. As compensation for administrative, supervision, office services and warehousing cosis, Operator shall charge
drilling and produciag operations on either:
( X ) Fixed Rate Basis, Paragraph 1A, or
( ) Percentage Basis, Paragraph 1B.
Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable
under Psragraph 2A, Section II. The cost and expense of services from outside sources in connection with
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered
as included in the Overhead rates provided for in the above selected Paragraph of this Section III unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account.
ii. The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional ‘consultént
services and contract services of technical personnel directly employed on the Joint Property shall ( ) shall
not (X ) be covered by the Overhead rates.

o]

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

Drilling Well Rate $ 3,000/month
Produecing Well Rate $._ 208 /month

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

{1] Charges for onshore drilling wells shall begin on the date the well is spudded and terminate on
the date the drilling or completion rig is released, whichever is later, except that no charge shall
be made during suspension of drilling operations for fifteen (15) or more consecutive days.

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

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

(b) Producing Well Rates

[1] An active well either produced or injected into for any portion of the month shall be considered
as a one-well charge for the entire month.

[2] Each active completion in a multi-completed well in which production is not cgmmingled down
hole shall be considered as a one-well charge providing each completion is considered a separate
well by the governing regulatory authority.

21 An inaclive gas well shui in because of overproduction or failure of purchaser to take the produc-
tion shall be considered as a one-well charge providing the gas well is directly connected to a per-
manent sales outlet.

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

[5] All other inactive wells (including but not limited to inactive wells covered by unit allowable,
lecase allowable, transferred allowable, ete.) shall not gualify for an overhead charge.

(3) The well rates shall be adjusted as of the first day of April each year following the effective date of tl}e
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by _multl-
plying the rate currently in use by the percentage increase or decrease in the average weekly earnings of
Crude Petroleum nnd Gas Production Workers for the last calendar year compared to the qalendar year
preceding as shown by the index of average weekly earnings of Crude Petroleum and Gas Fu'ald's Produc-
tion Workers as published by the United States Depariment of Labor, Bureau of Labor Statistics, or the
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be
the rales currently in use, plus or minus the computed adjustment,
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B. Overhead - Percentage Buasis
(1) Operator shall charge the Joint Account at the following rates: ¢
(a) Development

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

(b) Operating

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

(2) Application of Overhead - Percentage Basis shall be as follows: .

For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section III, de-
velopment shall include all costs in connection with drilling, redrilling, deepening or any remedial opera-
tions on any or all wells involving the use of drilling crew and equipment; also, preliminary expenditures
necessary in preparation for drilling and expenditures” incurred in ‘abandoning when the well is not com-
pleted as a producer, and original cost of construction or installation of fixed assets, the expansion of fixed
assets and any other project clearly discernible as a fixed asset, except Major Construction as des.ned in
Paragraph 2 of this Section III. All other costs shall be considered as Operating.

2. QOverhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the ex-
pansion of fixed assets, and any other project clearly discernible as a fixed asset required for the develépment and
operation of the Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall
charge the Joint Account for Overhead based on the following rates for any Major Construction project in excess
A. __3___ % of total costs if such costs are more than § 25,000.00ut less than $ 00,000, ; plus
B. __ 5 % of total costs in excess of $___100,000.000ut less than $1,000,000; plus

C. 5 9 of total costs in cxcess of $1,000,000.

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

3. Ameéndment of Rates

The Overhead rates pro‘vidéd for in this Section III may be amended from time to time Snly by mutual agreement
between the Parties heteto if, in practice, the rates are found to be insufficient or excessive.

IV. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DlSPOSl'flONS

_‘ Operstor is;r,esponsiblé‘ for Joint Account Material and shall make proper and timely charges and credits for all ma-
terial movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; how-

ever, at Operator’s option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition
of idle and/or surplus Material, such disposal being made either through sale to Operator or Non-Operator, division in
kind, or sale to outsiders. Operator may purchase; but shall be under no obligation to purchase, interest of Non-Opera-
tors in surplus condition A or B Material. The disposal of surplus Controllable Material not purchased by the Opera-
tor shall be agreed to by the Parties.

1. Purchases

Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. In case
" of Material found v be defecijve or returned to vendor for any other reason, credit shall be passed to the Joint
Account when adjustment has been received by the Operator,
2. Transfers and Dispositions

Material furnished to the Joint Property and Material transferred from the Joint Property or disposed\ of by the
Operator, unless othérwise agreed to by the Parties, shall be priced on the following bases exclusive of cash dis-
counts:

A. New Material (Condition A)

{1) Tubular goods, except lire pipe, shall be priced at the current new price in effect on date of movement on a
maximum carload or barge load weight basis, regardless of quantity transferred, equalized to the lowest
published price f.0.b. railway receiving point or recognized barge terminal nearest the Joint Property
where such Material is normally available,

(2) Line Pipe

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

{b) Movement of 30,000 pounds or more shall be priced under provisions of tubular goods pricing in Para-
graph 2A (1) of this Section IV. '

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

B. Good Used Material (Condition B)
~ Material in sound and serviceable condition and suitable for reuse without reconditioning:
(1) Material moved to the Joint Property
(a) At seventy-five percent (75%%) of current new price, as determined by Paragraph 2A of this Section IV:
(2) Material moved from the Joint Property

(a) At seventy-five percent (75S¢) of current new price, as determined by Paragraph 2A of this Section 1V,
it Materinl was originally charged to the Joint Account as new Material, or
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{b) at sixty-five percent {85%) of current new price, as determined by Paragraph 2A of this Section
IV, if Material was originally charged to the Joint Account as good used Material at seventy-five per-
cent (715%) of current new price.

The cost of reconditioning, if any, shall be absorbed by the transferring property.
C. Other Used Material (Condition C and D)

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

{(2) Condition D

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

D. Obsolete Material

Materia! which is serviceable and usable for its original function but condition and/or value of such Material
is not-2quivalent to that which would justify a price as provided above may be specially priced as agreed to by
the Parties. Such price should result in the Joint Account being charged with the value of the service ren-
dered by such Material.

E. Pricing Conditions
(1)} Loading and unioading costs may be charged to the Joint Account at the rate of fifteen cents (15¢) per

hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, when
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5§ of Section II.

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

Premium Pdces

~ Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes

or other unusual causes over which the Operator has no conirol, the Operator may charge the Joint Account for the

: reqmred Material at the ‘Operator’s actual cost incurred in pmwdmg such Material, in making it suitable for use,

and in movmg it to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed
charge prior to billing Non-Operators for such Material. Each Non-Operator shall have the right, by so clecting and
notifying Operator within ten days after receiving notice from Operator, to furnish in kind all or part of his share
of such Material suitable for use and acceptable to Operator.

‘Warranty of Material Furnished by Operator

Operator does not warrant the Material furnished. In case of defective Mater:al CPEdlt shall not be passed io the
Joint Account until adjustment has been received by Operator from the manufacturers or their agents.

V. INVENTORIES

The Operator shall maintain detailed records of Controliable Material.

3

4,

1. Periodic Inventories, Nolice and Representation

At reasonable intervals, Inventories shial! be taken by Operator of the Joint Account Controllable Material.
Written notice of intention to take mventory shall be given by Operaiv: at least thirty (30) days before any inven-

“ tory is to begin so that Non-Operators may be represented when any inventory is taken. Failure of Won-COperators

to be represented at an inventory shall bind Non-Operators to accept the inventory taken by Operator.

Reconciliation and Adjustment of Inventories

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

Special Invenfories ,

Special Inventories may be taken whenever there is any sale or change of interest in the Joint Property. It shall
be the duty of the party selling to notify all other Parties as quickly as possible after the transfer of interest takes

. place. In such cases, both the seller and the purchaser shall be governed by svch inventory.

Expense of Conducting Periodic Inventories

The expense of conducting periodic Inventories shall not be charged to the Joint Account unless agreed to by the
Parties.
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MR. NUTTER: We'll cali next Case Number

6826.
MR. PADILLA: Application of TahoeVOil

and Cattle Company for 2 compulsoxry pooling, Lea County, New

Mexico.

MR. NUTTER: At the request of applicant,

Casé NumbeX 6826 will be continued to the Examiner Hearing
4o be held at this game place at 2:00 o'clock a. M.

March 26th, 1980-

1

- (Hearing concluéed.)
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MR, NMUTTER: We'll call next Case Number
6826,

MR. PADILLA: Application of Tahée 0il
and Cattle Company for a compulsory poocling, Lea County, New
Mexico.

MR. NUTTER: At the request of applicant,
Case Number 68%6 will be continued to the Examiner Hearing

‘scheduled to be held at this same vlace at 9:00 o'clock a. m.

" ‘(Hearing concluded.)
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Page 2 of 2
Examiner Hearing - Wednesday - March 26, 1980 Docket No, 8-80

CASE 6846: Application of Doyle Hartman for two compulsory poolings, two non-standard gas prorstion umnits, :
and two unorthodox well locations, Lea County, New Mexico., Applicant, in the above~sutyled cause, !
seeks an order pooling a1l wineral interests in the Eumont Cas Pool underlying two 80-acre non- '
standard gas prorstion units, the first being the S/2 NE/& of Section 13, Township 21 South, Range
36 East, to be dedicated to a well to be drilled at an unorthodox locauon 1650 feet from the
Morth line and 2310 feet from the East line of said Sectidn 13, and the second being the N/2 NEf4
of said Section 13 tu be dedicated to a well to be drilled at an unorthodox location 1330 feet
from the North line and 2310 feet from the East line of said Section 13. Also to be considered
will be the cost of drilling and completing said wells ard the allocation of the cost thereof as
well 88 actual operating costs and charges for supervision. Also to be considered will be the
designtion of applicant as operator of the wells and a charge for risk involved in drilling said
vells,

CASE 6834: {(Continued and Resdvertised)

Application of Conoco Inc, for a dual completion and unorthodox well location, Lea County, New
"Mexico. Applicant, in the above-styled csuse, seeks approval for the dual completion (conventional)
of its SEMU Burger Well No, 107 at an unorthodox location 2615 feet from the South and East lines
of Section 19, Township 20 South, Range 38 East, to produce ‘03% from the Blinebry 0il and Cas and
Drinkard Poolt.

CASE 6837: (Continued from March 12, 1980, Examiner Learing) ' v ‘

Application of Curtis Little for compulsory pooling, Rio Arriba County, New Mexico,
Applicant, in the aboveestyled cause, seeks 22 ordcr “Fooliiig ali mineral intéxeata in the Dakora
formation underlyxng the W/2 of Section 7, Township 25 Worth, Range 3 West; to be dedicated to a
well to be drilled at a standard location therzon. Also to be considered will be the cost of
drilling and completing said well and the allocation of the cost thereof as well as actusl
operating costs and charges for supervision. Also to be considered will be the designation of
applicant as operstor of the well and a charge for risk involved in driliing said well.

-

CASE 6847: Application of Tenneco Dil Company for dual completions and downhole commingling, San Juan County,
New Mexico, Applicant, in the above-styled cause, seeks authority to dually complele, in such a !
manner as to.produce gas from the Dakota formation and commingled Chacra and Mesaverde production
through parallel strings of tubing, ten proposed wells to be located as follows: in Township 29
North, Range 10 West: Unit C, Seztion 19; Unit N, Section 19; Unit A, Section 30; and Unit D,
Section 30; in Township 29 North, Range 11 West: Unit G, Section 24; Unit 0, Section 24; Unit A,
Section 25; Unit D, Section 25; Unit ¥, Section 25; and Unit P, Section 25.

CASE 6818: (Continued from March 12, 1980, Examiner Hearing)

Application of Tenneco Qil- Company for an NGPA determinsvioen, E22y Counly, Kew Hexico. \
Applicant, in the above-styled cause, seeks a new onshore reservoir determination for its State
HL 11 Well No, 1 located in Unit N of Section 11, Township 19 South, Range 29 East,

CASE 6849: (This is the same naftgr as was previously designated Case No. 6813,)

; o Application of Petroleum Development Corporation to zmend Order No., R-6196, Eddy County, New i

| ' Mexico. Applicant, in the above-styled cause, seeks to amend Order No. R-6196 which authorized :
i re~entry of a well at an unorthodox lecaticn in the Lusk-Morrow Gas Pool to be dedicated tc the ;

N/Z of Section 13, Township 19 South, Range 31 East, Applicant now seeks approval for a new

revised location 750 feet from the North line and 660 feet from the West line of said Section 13. !

t - , CASE 6848: Application of Petroleum Development Corporation for pool contraction and creation, Lea County,
S . New Mexico, Applicant, in the above-styled cause, seeks the contraction of the Querecho Plains~ ;
) : Bone Spring Pool to comprise the Upper Bone Spring formation only, from 8390 feet to 8680 feet on .
I e o the log of its McKay West Federal Well No, 1 located in Unit F of Section 34, Township 18 South, :
; ‘ Range 32 East, and the creation of the Querecho Plains-lower Bone Spring Pool to comprise said
formation frowm 8680 feet to the bame of the Bone Sprirng underlying the WNW/4 of said Section 34.

7 .
_—CASE 6826: (Continued from March 12, 1980, Examiner Hearing)
k\“
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Application of Tahoe Oil and Cattle Company for compulsory pooling, Lea County, New Hexico.

5 . Applicant, in the above-atyled cause, seeks an order pooling all mineral interests in the Penrose
Skelly Pool underlying the SE/4 SE/4 of Section 25, Township 21 South, Range 36 East, to be dedi-
cated to its Bromlee Well No, 1 located thereon, Also to be considered will be the cost of
recompleting said well and the allecation ©f the Cusi ifiereoi as weil as actuai operating costs
and charges for supervision, Also to be considered will be the designation of applicant as
operator of the well and a charge for risk involved in recompleting said well.
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Docket lo. 8-80

Dochets Nos. 9~80 and 10-80 are tentatively set for April 9 and 23, 1980. Applications for hearing must
be filed at least 22 days in sdvance of hearing date,

DOCKET: EXAMINER HEARING =~ WEDNESDAY - MARCH 26 1980

9 AM. ~ OIL CONSERVATION DIVISION CONFERENCE ROOM, -
STATE LAND OFFICE BUILDING, SANTA FE, NEW MEXICO - : o

The folloving cases will be heard before Richard L. Stamets, Examiner, or Daniel S, Nutter, Alternate Examiner:

CASE 6838: Application of Amax Chemical Corporatlon for the smendwent of Order No, R-lil-A, Eddy Couaty, New

: Mexico, Applicant, in the above-styl>d cause, seeks the amendment of Order No, R-1l1-A to extend
the boundaries of the Potash-Oil Area by the inclusion of certain lands in Sections 11, lZ,‘]nd 13, ;
Township 19 South, kange 30 East, and Sections 7 and 13, Towaship 19 South, Range 3l Ean:.

CASE 6819: Application of Kimbell 0il Company for dowmlole commingling, Rio Arriba County, New Mexico,
Applicant, in the above-styled cause, seeks approval for the downhole ccomingling of Otero-Chacra
and South Blanco-Pictured Cliffs production in the wellbore of its Salazar Well No. 4-26 to be
located in Unit D of Section 26, Township 25 North, Range 6 West,

CASE 6840: Application of Union Texas Petroleum for dounhole commirigling, San Juan County, New Mexico.

Applicant, in the bove-ntyled cause, seeks approval for the downhole commingling of Fruitiand and
Pictured Cliffs production in the wellbore of its Johnston Federal Well No, llY located in Unit N !
of Section 7, Township 31 North, Range 9 West. i

CASE 6841: Application of CIG Exploration, In. for two non-standard gas proration units, Eddy County, New
Mexico. Applicant, in the above-styled cause, seeks appraval of two non-stardard gas proration
units in Township 16 Scuth; Range 28 East, the first being 219,6 acres comprising Lots 1 thri 8
of Ssction ] and the alzond baing 219,97 acres comnrising Lota 1 thru 8 of Section 2, for the
Wolfcamp, Pennsylvanian, and Mississippian formations, each unit to be dedicated to a well to be
drilled at a standatrd location thereon,

CASE 6842: Application of ARCO Oil and Gas Company for an unorthodox gas well lbcation, simultanesus dedica-
tion, and approval of infill drilling, Lea County, New Mexico. Applicant, in the above-styled )
cause, seeks approval for the unorthodox location of its W, C, Roach Well No. 6, 660 feet from
the North line and 1980 feet from the West line of Section 21, Township 20 South, Range 37 East,
Eumont Gas Pool, to be simultaneously dedicated with its W, C, Roach Well No. 1 in Unit D to the
W/2 of said Sec;ion 21. Also sought are findings that the proposed well is necessary to effec-
tively and efficiently drain that portion of the proration unit which cannot be so drained by
the existing unit well.

CASE 6843: Application of Yates Petroleum Corporation for two compulsory poolings, Eddy Connty, New Mexico,
Applicant, in the above-styled cause, seeks an order pooling all mineral interests in the Yeso
formation underlying two 40-acre proration units, ' he first being the SE/4 SE/4 and the second
Velng the SW/L SEJ4 of Sectipn 6, Tounshin 19 South, Ranege 25 East, Penasco Draw Field, each unit
to be dedicated to a well to be drilled at a standard location thereon. Also to be considered
will be the cost of drilling and completing said wells and the allocation of the cost thereof as
well as actual operating costs and charges for supervision, Also to be considered will be the
designation of applicant as operator of the wells and a charge for risk involved in drilling
said wells,

CASE 68464: Application of Arrovhead Oil Corporation for two exceptions to Order No. R-111-A and an unorthodox
well location, Eddy County, Hew Hexico, Appiicant, in the above-styled cause, seeks an exception
to the casing-cementing rules of Order No, R-111-A to complete ite Creek Federal Well No, 3 at an
tnorthodox location 250 feet from the North line and 2350 feet from the East line and its Creek
Federal Well No. & to be drilled in Unit G, both in Section 23, Township 18 South, Range 30 East,
by setting surface casing at a depth of approximately 600 feet and production casing at total
depth, The production casing would have cement circulated back to the potash zone in the salt
section,

CASE 6845: Application of Marathon 0il Company for an unorthodox gas well location, Eddy County, New Mexico,
- Applicant, in the above-styled cause, seeks approval for the unorthodox location of a well to be
drilled 800 feet from the North line and 200 feet from the East line of Section 20, Township 21
South, Range 23 East, Indian Basin-Upper Pennaylvanian Gas Pool, all of Section 30 or that portion
’ thereof wvhich may be reasonably presumed productive oE gas from said pool to be dedicated to the
wvell,




STATE OF NEW MEXICO

ENERGY anD MINERALS DEPARTMENT
OIL CONSERVAT'ON DIVISION

POST OFFICE BOX 2088
STATE LANO OFFICE BUILDING
SANTA FE, NEW MEXGCO 87501

March 12, 1Y80 15052 827.2434

Mr. G. T. McAlpin
PQ 0. BOX 49 ’ N
Cuero, Texas 77954 (

Dear Mr. McAlpin:

At the request of Tahoe 0il & Cattle Company, Case
6826 which was docketed for hearing on ‘March 12, 1980,
has been continued to the examiner hearing to be heard
on March 26, 1980. This case will be heard at that
time. : '

Yours very truly,

Florene Davidson \
Administrative Secretary
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G. T. McALPIN 5

P.C. BOX 49 - CUEROQO, TEXAS 77954

TELEPHONE AREA CODE S§12  275-6033
March 6, 1980

Re: Your Case 68?6
v ——————

Energy and Minersls Department
0il Conservation Division

P. 0. Box 2088

Santa Fe, New Mexico 87501

- Gentlemens : ?

Loy

, I am the owner of record of .218750 Working Interest

in ‘the well in your Case 6826.

, In December of 1979 a forged instrument which purported ;

%o convey my ownership fﬁ‘iéhoe 011 & Cattle Company of Midland, ¢

Pexas was sent to Warren Petroleum Company, purchaser of the

natursl gas and to The Permian Company, purchaser of the oil. b
Mr. Dewey Lee of the Midland, Texas District Attorney's

office is conducting an investigation for possidble criminal f

activity in connection with this matter. His investigation has po AT e

been going on for a matter of three weeks. I suspect that the : |

annlication of Tahoe 0il and Cattle Company is an effort to

create a diversion in the investigation. i

If possible, please continue thisicase until Mr. Lee f

has completed his investigation.
_ 0.4

LY
J";ﬂ, y L V)M Yours very truly,
W " >4 ciﬂxﬁ?’?fijggj”¢%

« T. McAlpin
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4. 0. 86T (1863-1983)

A K. MONTGOMERY
FRANK

ROBEAT 1. AURBAC M

Mr. Daniel
Hearing

MONTGOMERY. ANDREWS & HANNAKHS
PROFESSIONAL ASsociaTiON
ATTORNEYS AND COUNSELORS AT FAw
A28 pan oo PERALTA
POST orricE BOX 2307

SANTA FE, New MEXico 87804

March 12, 198¢

S. Nutter
Examiner

011 Conservation Division

State Land Office _
Santa Fe, New Mexico 87501

Re: Application of Tahce 011
for ulsdwy Pooling,

and Cattle ¢

Lea County, N

TELEPHONE 8505-982-3873

TeELECOPY 808 ga2. C!Q'

ompany
ew Mexico

Cdge No. 6826

fDéaran.”ﬁﬁEEefﬁ> m}

I hereby request an extension‘until the next Yegularly

3 ] _ , , ol o
schediiled eXaminer hearing for rhe asove-refarsnced matter,

lcerely,

e g

Owen M, Lopez

OML:to

¢c: Mr, K. A. Freeman

B e S

et et
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Docket Mo, 6-80

Docketa Wos, 8-80 and 9-80 are tentatively set for March 26 and April 9, 1980, Applications for huring'
must be filed at least 22 days in advance of hearing date,

DOCKET: COMMISSION HEARING ~ TUESDAY ~ MARCH 11, 1980

OIL CONSERVATION COMMISSION ~ 9 A.M, - ROOM 205
STATE LAMD OFFICE BUILDING, SANTA FE, NEW MEXICO

CASE 6609: (Dt Wova) (Continued and Readvertised) .
Application of Rapeco Inc, for pool crestion and si:ecinl pool rules, Eddy County, New Mexico.
Applicant, in the above~-styled cause, seeks the creation of a new Strawn oil pool for its Benson
Deep Unit Well No. 1 located in Unit O of Section 33, Township 18 South, Range 30 East, and special
zules therefor, including l60-acre spacing and atandard well locations.

Upon application of Yates Petroleum Corporation and Napeco Ing,, this case will be heard De Novo
purauant to the provisions of Rule 1220, Applicents allege this is not an “oil" pool but is a
“volatile" oil pool. '

CASE 682): Application of Amoco Production Company for 640-acre carbon dioxide gas well spacing, Harding, Quay,
and Union Counties, New Mexico. Applicant, in the above-styled cause, secks the amendment of Rule
104 of the Division Rules and Regulations to require that wildcat and development carbon dioxide
a8s wells projected to the Tubb or older formations in Harding, Quay, and Union Counties must be
locsted on 640-acre spacing and proration units, and must be located no nearer than 1650 feer to
the outer boundary of the tract and not nearer than 330 feet to any interior quarter-quarter section
line, .

*
R e T e SR
Docket No. 7-80

DOCKET: EXAMINER HEARING - WEBNESDAY - MARCH 12, ’1980

9 A.M. - OIL CONSERVATION DIVISION CONFERENCE ROOM,
STATE LAND OPFICE BUILDING, SANTA FE, NEW MEXICO

The following cases will be heard before Daniel S. Nutter, Examiner, or Richard L. Stamets, Alternatc Examiner:

ALLOMABLE: (1) Consideration of the aliowable production of gas for April, 1980, frem filieen prorsted pools in
Lea, Eddy, and Chaves County, New Mexico.

”~
(2]
A 14

Cousideration of the allowsble production of gas for April, 1980, from four prorated pools in
San Juan, Rio Arrida, and Sandoval Counties, New Mexico,

CASE 6813: {(Continued from February 27, 1980, Exsminer Hearing) (This case will be dismissed.)

Applicntxon of Petroleum Development Corporation to ameod Order ¥o. R-$i36, Eddy County, New Mexico,

. . Applicant, in the above-styled cauge, seeks t¢ awend Order No. ‘R~6196 which authorized re-entry of-
a well at an unorthadox location in the Lusk-Morrow Gas-Pool to be dedicated to the N/2 of Section
13, Township 19 South, Range 31 East, Applicant now seeks approval for a new revisad location 750
feet from the North line and 560 feet from the West line of said Section 13,

CASE 6834: Application of Gonoco Inc. for 8 dual completion and unorthodox well location, Leu County, Rew
Hexico, (ihis case will be continued to March 26 and readvertised.)

Applicant, in the above-styled cause, seeks approval for the dual complétion {conventional) of its
SEMU Burger Well No. 107 at an unorthodox location 2615 fert from the South and East lines of Sec-
tion 24, Township 20 South, Range 38 East, to produce oil from the Blinebry 0if and Gas and Drinkard
Poole, :

CASE 6824: Application of American Trading and Production Corporation for a unit agreement, Lea County, New

Mexico, Applicant, in the above-styled cause, seeks approval for the Talco Unit Avea, comprising
4,800 acres, more or less, of State and Federal lands in Township 26 South, Range 35 East,

e AR £ S Tt AT S e R e B R 5
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Exssiner Hearing ~ Wednesday - March 12, 1980 Docket No, 7-80

' CASE 6815: (Continued and Readvertised)

Application of Florids Explorstion Company for an unorthodoi gas well location, Eddy County, New

Mexico. Applicant, in the above~styled cause, seeks approval for the unorthodox location of ics

Ross Draw Unit Well No, 8, a Wolfcamp gas well 1650 feet from the North and East lines of Section
27, Township 26 South, nnge 30 East, the E/2 of said Section 27 being dedicated to the well,

CASE 6825: Application of Husky 011 Company for approval of infill drilling, Lca Coynty, New Mexico,
Applicant, in the above-styled cause, seeks » findiag that the drilling of its North Shore Wool-
worth Well No. 5 to be located in Unit E of Section 33, Township 24 South, Range 37 East, Jalmat
Pool, is necessery to effectxvely and efficiently draxn that portion of the prorltxon unit wvhich
cannot be so drained by the éxisting well,

/ ' » . 3 -

SE 6826:  Application of Tahoe 0il :nd'Cattle Company for compulsory pooling, Lea County, New Mexico.
Applicant, in the above-styled cause, seeks an order pooling all mineral intevests in the Penrose
Skelly Pool underlying the SE/4 SE/4 of Section 25, Township 21 South, Range 36 East, to be dedi-
cated to its Bromlee Well No. 1 located thereon. Also to be considered will be the cost of
recompleting said well and the allocation of the cost thereof as well as actual operating tosts
and charges for supervision. Also to oe considered will be the designation of applicant as
optrntor of the well and a charge for risk involved in reco-pletxna said well,

CASE 6827: ‘Ayplxcet on of Consolidated Oxl & Gas, Inc. for compulsory pooling, San Juan County, New ¥exico.
Applicant, in the above-styled csuse, seeks an order pooling all mineral interests in tbe Gallup
formution underlying the SE/4 of Section 2, Towmship 30 North, Range 12 West, and in the Mesaverde -
formation underlying the S/2 of said Section 2, to be dedicated to a well to be drilled at s
stsndard’ location thereon. Also to be considered will be the cost of drilling and completing said
weli and the allocation of the cost thereof as well as sctual operating costs and charges for

pervxixon. Also to be considared will be the desxgnntton of applicant as operator of the well
and a clarge for risk involved in drilling said well. ~ .

CASE 6828: Application of Etheidred T. Ross for threze non-standard gas proration units, Harding Pnun!v. New
Mexica. Applicant, in the above-styled cause, seeks approval of the three following nou~standard
ges proration units, all in Townstip 19 North, Rlnge 30 Bast: a 40~acre unit comprising the
§W/4 NE/% of Section 12; and two 80-acre units in Section 14, the first comprising the N/2 NW/4
snd the second comprising the N/2 SE/4; each of said units eould be dedicated to a well to be
drilled to the Tubb formation at & standacrd location thereon,

CASE 6829: Application of Alpha Twenty-One Producticn Company for approval of infill drilling, Lea County, New
Nexico, Applicant, in the above-styled cause, seeks findings thai the drilling of its El Paso Tom
Federal Wells Nosg. 1, 2, and 3, in Units D, E, and F, respectively, of Section 33, Township 25
South, Range 37 East, Langlie Mattix Pool, is necessary to effectively awd efficiently drain that
portion of the existing proration unit which cannot be drained by the existing well on each of
said well's respective proraticn unit,

CASE 6830: Application of Enserch Exploration, Inc, {oz cpecial pool rules.or, in the alternative, a special
gas-0il ratio, Roosevelt County, New Mexico, Applicant; in the above-siyled cause, seeks an order
protrslgating special pool rules for the South Peterson-Pennsylvanian Field including a speciai
gas~0il ratio of 4,000 to 1, or in the alternative, establishing a special gas-oil ratio of 4,C00
to 1 for its Lambirth Well No. 3, located in Unit G of Section 31, Township 5 South, Range 33 East,

CASE 6831: Application of Yates Petroleum Corporation for ar unorthodox gas well location, Eddy County, New -
Mexico, Applicant, in the above-styled causes, seeks approval for the recompletion of its State
YIM" Well No. 1 in the Wolfcamp thru Cisco formations at an unorthodox location 660 feet from the
North and East lines of Sectionr 25, Township 18 South, Range 24 East, the Nf2 of said Scction 25
to be dedicated to the well,

CASE 6832: Application of Yates Petroleum Corporation for an unorthodox gas well location, Eddy County, New
Mexico, Applicant, in the above-styled cause, seeks approval for the recovpletion of its Cities
"3JC" Well No. ) in the Wolfcamp thru Cisco formations at an unorthodox location 660 feet from the
South and East lines of Section L3, Township 18 South, Range 24 East, the Ef2 of eaid Section 13
to be dedicated to the well,

CASE 6833: Application of Harvey E. Yates Company for directional drilling, Lea Uounty, New Mexico.
Applicant, ip-the above-styled cause, seeks authority to directionally drill its Betenbough Well
No, 1, the surface location of which is 660 feet from the North line and 1980 feet from the West
line of Section 32, Township 13 South, Range 16 East, in such a manner g8 to bottom it within
100 feet of a point 660 feet from the Rorth line and 1830 feet frcm the West line of said Section
32 in the Austin-Mississippian Pool,
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. Examiner Hearing - Wednesday - March 12, 1980 Docket No., 7-80

"CASt 6818: (Contlnued from February 27, 1980, Examiner Hearing)

Application of Tenneco Oil Company for an NGPA deterwination, Eddy County, Mew Mexico,
Applicant, in the abovo-styled cause, seeks a new onshore reservoir determination for its State ML
11 Well Mo. Ll located in Unit N of Sectionm 11, Towuship 19 South, Range 29 East,

CASE 6835: -Application of Anadarko Production Company for an NGPA détcniuzioa. Eddy County, New Mexico.
Applicant, in the above-styled cause, seeks & new onshore reservoir detsrmination for its MNew

Mexico State “AB" Com, Well Mo. 1 located in Unit H of Section 16, Township 18 South, Range 28
East.

CASE 68136: Appllca_t’(oa of Anadarko Prgductim; Wny for an WGPA determination, Eddy County, Mew Mexico,
Applicant, in the above-styled cauce, seeks a newv onshore reservoir determination for its New ; ,
Mexico “AA" State Well Mo, 1 located in Unit F of Section 35, Township 18 Scuth, Range 28 East.

:

Application of Curtis Little for compulsory pooling, Rio Arriba County, Mew Mexico;

Applicsnt, in the above-styled cause, seeks sn order pooling sll mineral interests in the Dakota
formation underlying the W/2 of Section 7, Towmship 25 North, Range 3 West, to be dedicated to a
well to be drilled at 'a standard location thereon. Also to be considered will be the cost of
drilling and completing said well and the allocation of the cost thereof as well as actual operating
costs and charges for supervigion. Also to be cousidered will be the dengmtmn of appliceat as {
operator of the well and a charge for risk 1mlved in drilling said welk, i

CASE 6819: (Continued frow Februsry 27, 1980, Exsminer Hurin;)

Application of V-F Petroieum, Inc. for compuisciy pooiing, Lea County, Mew Hexica.

Applicant, in the above-styled cause, seeks an order pooling all wmineral interests in the McKee or
Devonian formations, or both, underlying four &40-scre units, being the SE/4 SE/4, NE/&4 SE/4, Né/d
8275, and SW/4 SE/4 of Section 21, Township 23 South, Range 37 East, Morth Teague Field, each to
be dedicated to a well to be dnlled at a standard loclnon thereon. Also Lo be considered will
be the cost of dnlhng and completing said wells and the allocation of the cost thereof as well
as sttual operating costs and charges for supervision. Also to be considered will be the de-iz—
nation of applz.canl: as operator of the wells and a charge for risk invoived in drilling said wells, i !
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APPLICATION OF TAHO CATTLE 3
coMP FOR CO! ULSORY POOLING IN sl
+HE PENROSE SKELLYV—GRAYBURG GAS POOL No. & 20 S0
IN SECTION 55, TOWNSHIP 21 SOUTH., ,
RANGE g, LEA C NEW MEXICO 1
i -~
APPLICATION i
COMES NOW rahoe 01l and Cattle company, ©Y its atrorneys: i

Montgomery, Andrews & Hannahs, P.A., and applies for an order

pooling all mineral jnterests in the East one—half of gection 25,

TownshiP 21 South, Range 36 East, Lea County: New MexicC: for the f)

“puxpcse of forming & . grandard proration and spaciﬁg‘unit jn the !
kelly—hrayburo gas pool jn Lea County: New Mexico, and in

y\ Penrose S
<t tion states
\J of certaln m1neral interests in the Penrose SkellyﬁaraYburg zone

D} sup?drt of its applicati
e\“

3;\ \ eing produced by the promlee No. 1 well in the East one—half of

<

Appllcant‘xs the operator and 2 working interest owner

gection 25, TOWﬂship 21 gouth, Range 46 East:

2, Applicant is presently operatlng the gromlee Mo. 1 well,
eaid,well beling 1ocated 660 feel fyom the gouth line and 660 feet
from the Fast line of gaid Seft ction 25, iﬁ ynit B> which well 18
presentiy producing from & depth of between 3694 to 3710 foet in

the Penrose Skelly-Graybutg gas pool.

PR pomm———__t -v‘.w-pugw-.-.u

3. 'Applicant proposes to dedicate the entire Tast one—half

“of gection 25, compr151ng 420 acres: to the well and has gought

half of gection 95 for said purpose: Nonetheless, the other ;
working jnterest owner has refused tO join the unit and Pay his 2 .

rionate share of the costs incurfed and tO be incurred in

for S id well. The name and address of the
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other working interest owner who owns a 25 percent working interest

in the aforesaid well is: G. T. McAlpin
P. 0. Box 49

Cuero, Texas 77954.
Applicant also states that the only other mireral interest

owners are royalty interest owners that are entitled to their

|lproportionate share of all income derived from the mineral pro-

duction of said well pursuant to the terms of their lease.

4, Applicant seeks an order from the Division pooling all
mineral interests in the East one-half of Section 25, pﬁrsuant to
Section 70-2-17, N.M.S.A. 1978.

5. The Division's order, to be entered pursuant to this
application,- should designate applicant as operator of the pro-

posed well and should”prov1de a reasonable charge for supervision

‘and for the risk involved in reworking this well. Appllcant

T T e ~ 'A'..!
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pro rata share of the cost of reworklng this
ithe charge for the Fisk 1nvolvea in the reworx progfam.
6. Approval of this application will prevent waste and

protect correlative'rights.

MONTGOMERY, ANDREWS & HANNAHS, P.A.

o .. wb« .

Owen M. Lopez
‘Post Office Box 2307
Santa Fe, New Mexico 87501

Attorneys for Applicant
Tahoe Oil and Cattle Company
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BEFORE THE NEW MEXICO OIL coﬁééi‘wgm’g:%mu

ﬂAPPLICATION OF TAHOE OIL AND CATTLE
COMPANY FOR COMPULSORY POOLING IN

‘I THE PENROSE SKELLY-GRAYBURG GAS POOL No. (826

IN SECTION 25, TOWNSHIP 21 SOUTH,
RANGE 36 EAST, LEA COUNTY, NEW MEXICO.

H APPLICATION

COMES NOW Tahoe 0il and Cattle Company, by its attorneys,

Montgomery, Andrews & Hannahs, P.A., and applies for an order

pooling all mineral interests in the East one-half of Section 25,
ToWnsﬁip 21 South, Range 36 East, Lea County, New Mexico, for the
purpose of forming a standard proration and spacing unit in the
Penrose Skelly-Grayburg gas pool in Lea County, New Mexico, and in
support of its application states:

- 1. Applicant is the operator and a working interest owmer
iof certain mineral interests in the Penrose Skelly-Grayburg zone
being produced by the Bromlee No. 1 well in the East one-half of
Section 25, Township 21 South, Range 36 East.

2. Applicant is presently operating the Bromlee No. 1 well,
Fsaid well'being located 660 feet from the South line and 660 feet

from the East line of said Section 25, in Unit P, which well is

Jpresently producing from a depth of between 3694 to 3710 feet in

the Penrose Skelly-Grayburg gas pool.

3. Applicant propoges to dedicate the entire East one-half
of Section 25, comprising 320 acres, to the well and has sought
the joinder of the other working interest owner in the East one-
half of Section 25 for said purpose. Nonetheless, the cther
jworking interest owner has refused to join the unit and pay his

proportionate share of the costs incurred and to be incurred in

th

1
A

the workover program for said well, The name and address ¢ he




lin the aforesaid well is: G. T. McAlpin
‘ P. 0. Box 49
Cuero, Texas 77954,

Applicant also states that the only other mineral interest

?owners are royalty interest owners that are entitled to their
épropdrtiOnate'share of all income derived from the mineral pro-
Eduction of said well pursuant to the terms of their lease.

4. Applicant seeks an order from the Division pooling all
imineral interests in the East one-half of Section 25, pursuant to
{Section 70-2-17, N.M.S.A. 1978.

5. The Division's order, to be entered pursuant to this

-Papplication, should designate applicant as operator of the pro-

‘fposed well and should provide a reasonable charge for supervision

and for the risk involved in reworking this well. Applicant
requests that 100 percent of the nonconsenting working owmer's

pro rata share of the cost of reworking this well be fixed as

,che charge for the risk involved in the rework program.

6. Approvalsof this appiic&tion will prevent waste and
prxotect correlative.rights.

MONTGOMERY, ANDREWS & HANNAHS, P.A.

By Czitjégg bqk. L~0/f>'t—

Owen M. Lopez
Post Office Box 2307
Santa Fe, New Mexico 87501

Attorneys for Applicant
Tahoe 0il and Cattle Company




OIL CO. 1SS 241,01 115100
BEFORE THE NEW MEXICO OIL CONSERVARIGN DIVISION

§ APPLICATION OF TAHOE OIL AND CATTLE )

§ COMPANY FOR COMPULSORY POOLING IN

| THE PENROSE SKELLY-GRAYBURG GAS TOOL No. LE26
| IN SECTION 25, TOWNSHIP 21 SOUTH,

| RANGE 36 EAST, LEA COUNTY, NEW MEXICO.

APPLICATION

!
f COMES NOW Tahoe 0il and Cattle Company, by its attérneys,
EMontgomery, Andrews & Hanriahs, P.A., and applies for an order
ipoollng all mineral interests in the East one-half of Section 25,
}Township 21 South, Range 36 East, Lea County, New Mexico, for the
_lpurpose of forming a standard proration and spacing unit in the
gPenrose‘SkellyQGrayburg gas pool in Lea Couhty, New Mexico, and in
.»éupport of its upplication states: '

1. Applicant is the operator and a working interest owner |
of certain mineral interests in the Penroge Skelly~Grayburg zone
being produced by the Bromlee No. 1 well in the Last one-haif of
Section 25, Township 21 Scuth, Range 36 East.

2. Applicant is presently operating the Bromlee No. 1 well,

'said wall being located 660 feet from the South line and 660 fegt
from the East line of said Section 25, in Unit P, which well is
presently producing from a depth of between 3694 to 3710 feet iﬁ'
the Penrose Skelly-Grayburg gas pool.

3. Applicant proposes to dedicate the entire East one-half
of Section 25, comprising‘320 acres, to the well and has sought
the joinder of the other Qorking interest owner in the East one-
lhalf of Section 25 for said purpose. Nonetheless, the other

working interest owner has refused to join the unit and pay his
proportionate share of the costs incurred and to be incurred in

the workover program for said well. The name and address of the




other working interest owner who owns a 25 percent working interest

in the aforesaid well is: G. T. McAlpin
P. 0. Box 49
Cuero, Texas 77954.

Applicant also states that the only other mineral interest

jowners are royalty interest owners that are entitled to their
proportionate share of all income derived from the mineral pro-
duction of said well pursuant to the terms of their lease.

4. Applicant seeks an order from the Division pooling all
mineral interests in the East one-half of Section 25, pursuant to

Section 70-2-17, N.M.S.A. 1978.

5. The Division's order, to be entered pursuant to this '
applicatioh, should designate applicant as operator of the pro-

posed well and should provide a reasonable charge for supervision

[ie 3

and for the risk involved in reworking this well. Applican 1.5

requests that 100 percent of the nonconsenting working owmer's
pro rata share of the cost of reworking this well be fixed as

the charge for the risk involved in the rework program.

6. Approval of this application will prevent waste and

protect correlative'rights.

MONTGOMERY, ANDREWS & HANNAHS, P.A. ;

_@Q_@.«M&L—o/fh‘, ;
Owen M. Lopez P

Post Office Box 2307
Santa Fe, New Mexico 87501

Attorneys for Applicant
Tahoe 0il and Cattle Company
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STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
O1L CONSERVATION DIVISION

1N THE MATTER OF THE HEARING

CALLED pY THE oIL CONSERVATION

DIVISION FOR THE PURPOSE’OF
CONSIDERING:

\\ APPLICATION OF TAHOE OIL ARD
\ CATTLE COMPANY FOR COMPULSORY
| pOOLING: LEA COUNTY, NEW MEXICO.

ORDER oF THE DIVISION
ge came OR for hearind at 9 a.me on March X2
, at ganta Fe, NeV¥ Mexico: pefore gxaminer

, OD this day of March , 19

__aandations of the gxamineXs and being fully advised in the

\
\
| (1) That due pdblic notice haVing”bcen given as required by \
) , -
\ 1aw, the pivision has jurisdiction of this cause and the subject \
!

(2} mhat the applicant, Tahoe oil and cattle Company ___

e

amm———

i

| \
i \
gseeks an ordex poolind all mineral interects in the Penrose

i o

se/s SB/4

E underlyind the SE/4 SE/4 \
\\of gection 25 , 21 south s Range 36 EBast Y
}

i

i

Lea county s Ne¥




'. I

(3) That the applicant has the right to re-enter and
re-work its Bromlee Well No. 1 at a standard location in said
quarter~quarter section.

(4) That there are interest owners in the proposed proration
unit who have not agreed to pool their interests.

(5) That the applicant was.noét able to present substantial

“uml “*:;\-
evidence that bonafide attenpts had been made tojvoluntary agree-

ment to pool the interests within the proposed proration unit.
(6) That absent such substantial evidence in this case
the application‘is premature and should be denied.

IT IS THEREFORE ORDERED:

(1) That the application of Tahoe 0il and Cattle Company
for an order pooling all mineral'interests in the Penrose Skelly
2061 undériying the SE/4 SE/4 of Section 25, TownShipr} South,
Rangé“§6‘East,’NMPM, Lea County, New Mexico is hereby denied.

{2) ‘That jurisdiction of this cause is hereby retained for
the enﬁryﬂof such further orders as the Division may deem hecessar

DONE at Santa Fé, New Mexico, on the day and year hergin-

above designated.

.




