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MR. RNUTTER: Call Case Number 7645.

MR. PEARCE: That is on the application
of Stevens Operating Corporation for compulsory pooling,
Chaves County, New Mexico.

MR. PAbILLA: Mr. Examiner, Ernest L.

Padilla on behalf of the applicant in this case.

I have one witness who needs tn be sworn.
(Witness sworn.)

WILLIAM J. LeMAY
being called as a witness and being duly sworn upon his oath,

testified as follows, to-wit:

DIRECT EXAMINATION
3Y MR. PADILLA:

a Mr. LeMay, for the record, would you
please state your name and your connection with the applicaht
in this case?

A Yes. My name is William J. LeMay. I am
an independent geoclogist in Santa Fe, New Mexico, and I've
done work with Stevens 0il Company and have acted as their
agent on numerous occasions.

o Mr. LeMay, are you familiar with the pur-
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pose of today's compulsory poo;ing hearing?
A Yes, I an.
Q Have you previously testified before the

0il Conservation Division and had your credentials accepted
as a matter of recocrd?

A Yes.

MR. PADILLA: Mr. Examiner,; are the wit-~
ness' qualifications acceptable?

TTER: VYeah, they are.

MR. PADILLA: Thank vou.

9} Mr. LeMay, would you please refer to what
has been marked as Exhibit Number One and tell us what that
is and what it shows?

A Exhibit Number One is a land map with the
wells that are drilled in the area in the neighborhood of the
proposed location, which is in Section 29, Township 7 South,
Range 26 East. This area‘is along the Abo sand producing
trend, referred to as the Pecos Siope Abo in Chaves County,
New Mexico.

The proposed location is a standard loca-
tion being 1980 feet from the north and east lines of Sectiocn
2§, Township 7 South, Range 26 East. The pror;tion unit, gas
proration unit, covered by the application is a standard unit

being 160 acres, being the northeast gquarter of Section 29.
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Also noted on Exhibit One are some of the
{low rates on wells that were reported in the gerieral area.

C All right, Mr. LeMay, would you go on to
Exhibit Number Two and tell us what is contained in Exhibit
Two?

A Exhibit Two is a -- are copies of the
correspondence, beginning in May 17th, 1982, concerning the
joining of partners in the drilling of an Abo well, originally
referred to as the Stevens 0il Company Sun Federal No. 5,
and subsequently changed, name change, tco be the Diamond-a
No. 1, with the location moved to the west kut still on the
same proration unit as shown on Exhibit Number One.

o Mr. LeMay, the second letter that you have
in that exhibit, dated June 16th, contains a list of interest
owners. Of those interest owners, I.ow many have not signed
the operating agreement?

A All except Corona have either signed or
indicated they will sign. At last report I think Robert
Walker and John Catagan (sic) said they would sign but have
not done so to date; however, they have been involved in othex
wells and I think with those two parties it is just a matter
of getting them in town, in the States tc execute it.

Q Has Corona 0il Company received notice

of this hearing today?
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A Yes, they have, and that is shown on the
letter written by you with a copy of the return receipt on the
certified mail.

Q Mr. LeMay, would you go now to Exhibit
Number Three and tell us what that is and what it contains?

A Exhibit Number Three is a letter written
by Stevens 0Oil Company to Sun 0il, which is farming out 40
acres, or one-quarter of the proration unit. The Sun farmout
that Stevené 0il acquired requires continuous develupment of
their acreage, and the reason for the letter is an extension
of time in which to start the proposed test, including the
Sun acreage, which was necessitated by the delay in getting
the -~- all parties to agree to sign the AFE and operating
agreement.

The extension was reguested. To my know-
ledge there has been no response to date.

Q In this connecticn, Mr. LeMay, do you re-
quest an expeditious decision of the 0il Conservation Divisionp

A - Yes. It would be important to have an
early decision so that the well could be timely started in
the event Sun 0il Company Jdid not grant an extension of time
in which to start the subject well.

MR. NUTTER: And your drilling obligation

is by September 27th, 1is that it?
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A That 1is correct.
0. Do you have anything further to testify
concerning the Exhibit Number Three?
A No.
Q Mr. LeMay, going on to what has been marke

Exhibit Number Four, Model Operating Agreement, would you tell
us what that is and the purpose it serves in this hearing?

A Exhibit Number Four is a standard AAPL
Form 610, Model Form Opnerating Agreement, which would govern
operations in the proration unit which is the subject of this
hearing. It's a standard form with the usual provisions mod-
ified, such as preferential purchase being crossed out; the
accounting procedures which would affect the hearing are

listed on page three --

Q What are you suggesting --
A -- of Exhibit Three.
¢ What are you requesting as overhead charge

for drilling and producing well status?

A We're requesting the drilling well rate
charge of $2300 per month and the producing well rate charge
of $230 per well. This is in line with charges of Stevens
0il Company in other wells drilled in the trend, as well as

the prices agreed to by the gther partiners in the venture.

I might mention that at this point,

PR
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Corona owns a nei 30 acres, or 18.75 percent of the proration
unit.

Q Mr. LeMay, Stevens Operating Corporation
desires to be the operator of this well, is that correct?

A That is correct.

Q. Going on to what has besn marked as Ex-
hibit Number Five, would you tell us what that is?

A Cxhibit Number Five is an AFE, Authoriza-
tion for Expenditure for the drilling of the -- cf the
Stevens Operating Corporation Diamond-A No. 1.

The estimated costs are in line wiihk in-
curred costs in other wells drilled in close proximity to
this one, the cost of a dry hole being estimated at $194,855,
with an estimated completed well cost of $350,405.

Q Mr. LeMay, the New Mexico Oil Conservatior
Division by statute is authorized to -- through its order to
rlace a risk factor penalty on a well to a maximum of 200
percent.

What are you desires in that connection?

A . It is our recommendation that the 0il
Conservation Division issue an order with the maximum 200
percent penalty in this particular case for the following
Yyeasong:

Although there is very little risk of a
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well being completed from the Abo gas sand in this area, as
evidenced on Exhibit Number One by the surrounding well con-
trol, there is great risk in Stevens Operating Company en-
countering a cormercial producer.

Some of the flow rates vary guite a bit
surrounding the proposed location, from a calculated absolute
open flow of 2600 Mcf to the two other wells which had flow
rates of 600 Mcf and a calculated absclute open flow over in
Section 28, northeast northeast of 723 Mcf.

Also, the --~ in the Pecus Slope Abo Gas
Field, the April prcduction reccrds showed only 53 wells out
of a total of 136 wells which were producing 10-million cubic
feet per month, or greater; 39 percent commercial in our
calculations, or what a commercial well should yield.

So it's a very risky venture as far as
encountering commercial production. The Abo sands are very
erratic. 1It's entirely a stratigraphic control gas accumula-
tion; structure has no merit, and the number of channel sands
encountered in the wellbore in any number -- any one well,
and the thickness of those sands, and the porosity and perme-
ability in those sands, is a governing factor as to if you
get a good well and a poor well, and because of the erratic
nature of these sands it becomes a very risky piay.

Q Mr. LeMay, would approval of this appli-
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cation result in the best interest of censervation, the pro-
tection of correlative rights, and the prevention of waste?

A In my opinion, yes.

MR. PADILLA: Mr. Examiner, I offer Ex-
hibits One throucgh Five and I have no further guestions of
the witness.

MR. NUTTER: Exhibits One through Five

will be admitted in evidence.

CROSS EXAMINATION
BY MR. NUTTER:

Q0 Mr. LeMay, I can't read the figure for the
potential on that well that's in the southwest gquarter of
Section 29%. What was 1it?

A A flow rate, it wasn't a calculated open
flow. They flowed 600 MCFGPD. That will be the well 660

feet from the south, 1280 from tkh w 53t --

Q Ri~ht.
A -- of Section 23.
Q Now, is that a gas well in the southeast

southeast of Section 29, along with an o0il well on that 40?
A Yes, it is. There is no flow rate on

that.

Q ' What do you mean no flow rate?

3
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A Well, I -- the records I had did not have
any =-- any gauge on that well.
Q Did it flow and the figure wasn't given
or it just wouldn't flow?
A I think it was ~-- it was classified offi-

cially just as a shut-in gas well, and the records that I
checked didn‘t show any -- any flow rate on it,

o And there are no gas wells in Section 20,
is that correct?

A To date, nc, sir. There are some wells
drilling up there in Section 21.

a And vou have one flow rate in the south-
east of 21.

A That's correct. That is a 2899 MCFGPD;
again a flow'rate and not a calculated aksolute open flow.

Q Has Stevens drilled any Abc wells in this
area prior to now?

A Stevens has been active in the play and
they have been developing the Sun farmout. The results have
varied quite a bit with -- with the wells drilled by Stevens
0il Company.

Q - Okay, this Sun lease in the north half
of Section 28, is that a Stevens well over there?

A Yes, it is.

e v a3 umm,ﬁ‘““w"mmm
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o And the locations up in 21, are those
Stevens wells?

A I -- I think they are, sir. 1I haven't
checked it.

Q They're on a Sun lease.

A They're on a Sun lease, yes, and the Sun
farmout encompasses quite a bit of acreage.

Q And you've either got everybody or have

indications from all other working interest owners, with the

exception of Corona -=-

A That's correct.

Q -- who didn't want to participate.

A That's true, and the correspondence with
Corona was such that they -- they didn't say they would or

they didn't sav they wouldn't. They just ignored the corres-
vondence and the numerous phone calls that Stevens 0il Com~

pany has made to their cffice, which is reflected in the cor-

respondence to them.

Q. What kiné of land is this, fee, Federal,
State?

A It's fee. The Diamond-A refers to the
fee ownership, the Diamond-A Land and Cattle Company, yeah.

0. It's a ranch company dowr there.

A That's the Andersur company, yes, Sir,
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Q Yeah.
MR. RUTTER: Are there any further ques-
tions of Mr. LeMay?
MR. PEARCE: One brief one, if I may, Mr.

Examiner.

CROSS EXAMINATION
BY MR, PF""CE:

) Mr. LeMay, could you give us some indica-
tion of process used to arrive at 10-million cubic feet per
month cutoff for commercial producers in the Pecos Slope area?

A It's a very rough rule-cf-thumb, and the
10-million, of course, is a factor that usually declines,

As a rule~of-thumb we figure that 10-millicr cubic feet a day
is an average commercial well and a commercial well --
MR. NUTTER: Per month, I think.

A Per month, yes, not day, I'm sorryv. 10~
million cubic feet per month. This incorpocrates some ——- some
waiting time for a line hookup, use of the money at an interegt
rate, and approximately a 3-to-l1l return on the investment.

It's very loose. It's not a standard
formula by any means, but it's something that some of us in
the industry use to take off what's commercial and what is not.

Q. Thank you, sir.
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MR. PEARCE: Nothing further, Mr. Examiner

MR. NUTTER: Does anyone have any further

questions of Mr. LeMay? He may be excused.

Do you have anything further, Mr. Padilla?

MR. PADILLA: Nothing further.

MR. NUTTER: Does anyone have anything

they wish to offer in Case Number 76452

We'll take the case under advisement.

(Hearing concluded.)

14
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STATE OF NEW MEXICO
ENERGY ano MINERALS DEPARTMENT

OR. CONSERVATION DIVISION
ROST OPMCE BOK 2088
. BANTA e New ADICO 7201
September 1, 1982 G5 827-0434
Mr. Ernest L. Padilla Re: CASE NO. 7595
Attorney-at-Law ORDER NO. R-7063

P, O. Doy 2523 -
Santa I'e, Hew lexico 87502
Applicant:

Stevens Operating Corporation

Dear Sir:

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

urs very truly,

N\~ tww?&v#/
JOE D. m.z{mr
Director
JDR/£d

Copy of order also sent to:

Hobbs OCD X
Artesia OCD X
Aztec OCD

Other




STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
OIL CONSERVATION DIVISION

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

CASE NO. 7645
Order No. R-7063

APPLICATION OF STEVENS OPERATING

CORPORATION FOR COMPULSORY POOLING,
CHAVES COUNTY, NEW MFEXICO.

ORDER OF THE DIVISION

BY THE DIVISION:

This cause came on for hearing at 9 a.m. on August 18,
1982, at Santa Fe, New Mexico, before Examiner Daniel S. Nutter.

NOW, on this day of Septembexr, 1982, the Division
Director, having consi%ered the testimony, the record, and the
recommendations of the Examiner, and being fully advised in the
premises,

FINDS:

(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, Stevens Operating Corporation,
seeks an order pocoling all mineral interests from the surface
down to the base of the Abo formation underlying the NE/4 of
Section 29, Township 7 South, Range 26 East, NMPM, Chaves
County, New Mexico.

(3) That the applicant has the right to driil and proposes
to drill a well at a standard location thereon.

{(4) That there are interest owners in the proposed
proration unit who have not agreed to pool their interests.

{5) That to avoid the drilling of unnecessary wells, to
protect correlative rights, and to afford to the owner of each
interest in said unit the opportunity to recover or receive
without unnecessary expense his just and fair share of the gas
in said pool, the subject application should be approved by
pooling all mineral interests, whatever they may be, within said
unit. .
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(6) That the applicant should be designated the operator
of the subject well and unit.

{(7) That any non-consenting working interest owner should
be afforded the opportunity to pay his share of estimated well
costs to the operator in lieu of paying his share of reasonable
well costs out of production.

(8) That any non-consenting working interest owner who
does not pay his share of estimated well costs should have
withheld from production his share of the reasonable well costs
plus an additional 200 percent thereof as a reasonable charge
for the risk invclved in the drilling of the well.

(9) That any non-consenting interest owner should be
afforded the opportunity to object to the actual well costs but
that actual well costs should be adopted as the reasconable well
costs in the absence ¢f such objection.

(10) That following determination of reasonable well costs,
any non-consenting working interest owner who has paid his share
of estimated costs should pay to the operator any amount that
reasonable well costs exceed estimated well costs and should

receive from the operator any amount that paid estimated well
costs exceed reasonable well costs.

(11) That $2300.00 per month while drilling and $230.00
per month while producing should be fixed as reasonable charges
for supervision (combined fixed rates); that the operator should
be authorized to withhold from production the proportionate
share of such supervision charges attributable to each
non-consenting working interest, and in addition thereto, the
operator should be authorized to withhold from production the
proportionate share of actual expenditures required for
operating the subject well, not in excess of what are

reasonable, attributable to each non-consenting working
interest.

{12) That all proceeds from production from the subject
well which are not disbursed for any reason should be placed in

escrow to be paid to the true owner thereof upon demand and
proof of ownership.

(13) That upon the failure of the operator of said pooled
unit to commence drilling of the well to which said unit is
dedicated on or before December 1, 1982, the order pooling said
unit should become null and void and of no effect wh~tsoever.
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IT IS THEREFORE ORDERED:

(1) That all mineral interests, whatever they may be, from
the surface down to the base of the Abo formation underlying the
NE/4 of Section 29, Township 7 South, Range 26 East, NMPM,
Chaves County, New Mexico, are hereby pooled to form a standard
l160-acre gas spacing and proration unit to be dedicated to a
well to be drilled at a standard locatiorn thereon.

PROVIDED HOWEVER, that the operator of said unit shall
commerice the drilling of said well on or before the first day of
December, 1982, and shall thereafter continue the drilling of

said well with due diligence to a depth sufficient to test the
Abo formation;

PROVIDED FURTHER, that in the event said operator does not
commence the drilling of said well on or before the first day of
December, 1982, Order (1) of this order shall be null and void

“and of no effect whatsoever, unless said cperator obtains a time

extension from the Division for good cause shown.

ot oTalvha T rTs e v

PROVIDED FURTHEK, that should said well not be drilled to
completion, or abandonment, within 120 days after commencement
thereof, said operator shall appear before tiie Division Director

and show cause why Order (1) of this order should not be
rescinded.

(2) That Stevens Operating Corporation 1is hereby
designated the operator of the subject well and unit.

{3) That after the effective date of this order and within
90 days prior to commencing said well, the operator shall
furnish the Division and each known working interest owner in
the subject unit an itemized schedule of estimated well costs.

(4) That within 30 days from the date the schedule of
estimated well costs is furnished to him, any non-consenting
working interest owner shalil have the right to pay his share of
estimated well costs to the operator in lieu of paying his share
of reasonable well costs out of production, and that any such
owner whoe pays his share of estimated well costs as provided

above shall remain liable for operating costs but shall not be
liable for risk charges.

(5) That the operator shall furnish the Division and each
known working interest owner an itemized schedule of actual well
costs within 90 days following completion of the well; that if
no objection %+c¢ the actual well costs is received by the
Division and the Division has not objected within 45 days
following receipt of said schedule, the actual well costs shall

e et o et ek <A« e A Ay B SO
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be the reasonable well costs; provided however, that if there is
an objection to actual well costs within said 45-day period the
Division will determine reascnable well costs after public
notice and hearing.

{6) That within 60 days following determination of
reasonable well costs, any non~consenting working interest owner
who has paid his share of estimated costs in advance as provided
above shall pay to the operator his pro rata share of the amount
that reasonable well costs exceed estimated well costs and shall
receive from the operator his pro rata share of the amount that
estimated well costs exceed reasonable well costs.

{(7) That the operator is hereby authorized to withhold the
following costs and charges from production:

(A} The pro rata share of reasonable well
costs attributable to each non-consenting
working interest owner who has not paid
his share of estimated well costs within
30 days from the date the schedule of
estimated well costs is furnished to him.

(B) As a charge for the risk involved in the
drilling of the weall, 200 percent of the
pro rata share of reasonable well costs
attributable to each non-consenting
working interest owner who has not paid
his share of estimated well cosis within
30 days from the date the schedule of
estimated well costs is furnished to him.

(8) That the operator shall distribute said costs and
charges withheld from production to the parties who adwvanced
the well costs.

(9) That $2300.00 per month whiie drilling and $230.C0
per month while producing are hereby fixed as reasonable
charges for supervision {combined fixed rates); that the
operator is hereby authorized to withhold from production the
proporcionate share of such supervision charges attributable
to each non-consenting working interest, and in addition
thereto, the operator is hereby authorized to withhold from
preoduction the proportionate share of actual expenditures
required for operating such well, not in excess of what are

reasonable, attributable to each non-consenting working
interest.

{10) That any unsevered mineral interest shall be
considered a seven-eighths (7/8) working interest and a

—
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one-eighth (1/8) royalty interest for the purpose of
allocating costs and charges under the terms of this order.

(11) That any well costs or charges which are to be paid
out of production shall be withheld only from the working
interest's share of production, and no costs or charges shall

be withheld from production attributable to royalty
interests.

{12) That all proceeds from production from the subject
well which are not disbursed for any reason shall immediately
be placed in escrow in Chaves County, New Mexico, to be paid
to the true owner therecf upon demand and proof of ownership;
that the coperator shall notify the Division of the name and
address of zaid escrow agent within 20 days from the date of
first deposit with said escrow agent.

(13) That jurisdiction of this cause is retained for the
entry of such further orders as the Division may deem
necessary.

DONE at Santa Fe, New Mexico, on the day and year
i e designated.

STATE OF NEW MEXICO
Iy CONSERVATIO ISION

-
i

,

-
/OE D. Y,
/ Director ,
v
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STEVENS OIL COMPANY

118 WEST FIRST STREET
P. 0. 80X 2203

ROSWELL, NEW MEXICO 88201

DON STEVENS
CURTIS STEVENS
May 17, 1982 : 505-622-7273

sent to:

Ccorcna 0il; MTS Partnership;

Yates Petroleum; AbO Petroleum;
Yates Drilling; Martin Yates III;
John D. Cadgian; Rio Petrol, Inc.;
Robert R. Walker

Re: AFE & Signature Page
Sun Federal #5
T7S, R26E
Sec. 29: NEk

You will recall that on March 9, 1982 we sent to you
an AFE and Operating Agreement on the Sun Federal #5,
captioned above. Please note a change in the location to
read 1980' FNI, and 1980°' FEL Section 29, T7S, R26E. Please
change your AFE and Operating Agreement to read properly.

Tc date, we have not received the signed AFE or
signature page from you and would appreciate your return-
ing them at your earliest convenience in order that we
might complete the paperwork before spudding. If you have
a problem, please call me, otherwise, please return signed
AFPE and Operating Agreement as soon as possible.

Yours very truly,
STEVENS OIL COMPANY

C/7))@ . é,-(;é/\en__,

Mary I&ene Stevens
Land Manager

MIS/ceh
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STEVENS OIL COMPANY
118 WEST FIRST STREET
P. O. BOX 2203

ROSWELL, NEW MEXICO 88201
508 782-1173

June 16, 1982

d

Rio Petrol, Inc.; Coronma 0il Co.; John D. Cadigan; Robert R. Walker;
MIS Limited Partnership; Yates Petroleum; Abo Petroleum;
Yates Drilling Co.; Curtis Stevens; Martin Yates, IIX

RE: Diamond "A" #1 Well
T-7-S, R-26-E
Sec. 29: Siasi— SWNE
(formerly knowr as Sun
Federal #S)

Gentlemen:

We are enclosing revised cover sheet and Exhibit "A" on the above captiomned

well. While we are in the same proration unit as the well formerly known

as the Sun Federai #5, and the. percentage interest resains the same, the new
location for drilling is on the Diamond "A" lease, 1980 feet from the north

line, 1980 feet from the east line of Section 29.

We have signed AFE's and Operating Agreement signature pages from the follow-
ing:

MIS Limited Partmership
Yates Petroleum

Abo Petroleum

Yates Drilling Co.
Curtis Stevens

Martin Yates, III

We are awaiting signed AFE's and signed signature pages from the following:
Rio Petrol, Inc. 8.2%

Corona 0il Company/8. 75%
Robert R. Walker /395

John D. Cadigan 21 %

Please substitute the attached pages in your Gperating Agreement. “ ’

Yours very truly,

STEVENS OIL COMPANY

Mary Irene Stevens

MIS/clf

Enclosure
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STEVENS OPERATING CORPORATION
118 WEST FIRST STREET
P. . BOX 203
ROSWELL, NEW MEXICO 88201
505 /622-7273
“July 27, 1982
Corona Qil Company
4835 LBJ Freeway Ste. 635
Dallas, Texas 75234
Re: Diamond "A" $1 Well
Township 7 South, Range 26 East
Section 29: NEX
Attn: Don Williams Chaves County, New Mexico

Gentlemen:

You will recall that on March 9th, we sent to you an AFZ and Opera-
ting Agreement on a well to be drilled in the NEY of Section 29,
Township 7 South, Range 26 East. The well was then known as the
Sun Federal #5. On May 17th, I wrote you again apprising you of a
change in the location to 1980° FNL and 198C' FEL of Section 28.

In that letter I noted that we had not received signed AFE or sig-
nature page from the Operating Agreement.

On June 16th, 1982 I again wrote you indicating that I was enclosing
a revised cover sheet and Exhibit "A"™ on the well to be drilled in
Section 29. I informed you then of the change in name from Sun
Federal #5 to Diamond "A"™ #1. 1In that letter I noted that we had
not yet received a signed AFE or signature page from the Operating
Agreement from Corona and others.

In mid-June I spoke with Mr. Don Williams of Corona 0il Company on

the telephone, and inquired whether Corona had decided to join in

the drilling of this well. Mr. Williams requested that I wait about
10 days and call him back. On June 26th and 27th I placed six or
seven phone calls to Corona 0il in an attempt to reach Mr. Williams.

I never was able to speak to him. I have since spoken to Mr. Williams
on the telephone and he promised to return my call with an answer.

I have not yet heard. In my recent attempts tu reach Mr. Williams

by telephone I have left messages, and have been informed that Mr.
Williams was unavailable for conversation.

This is to inform Corona Oil that Stevens Operating Corporation

is seeking an Administrative Hearing before the 0il Conservation
Division of the State of New Mexico to force pool Corcmna's joinder
in the drilling of this well. Necessary papers will be filed as soon
as practical.

Yours very truly,

STEVENS OPERAIING CORPORATION

Irzie Stevens

Land Manager




ERNEST L. PADILLA
ATTORNEY AND COUNSELOR AT LAW Santa Fe, New

August 6, 1982

Corona 0Oil Company
4835 LBJ Freeway
Suite 635

Dallas, Texas 75234

Re: Stevens Operating Corporation
NE¥% of Section 29, Township
7 South, Range 26 East, NMPM,

Chavez County, New Mexico
Gentlemen:

Inasmuch as you have been unable to reach an
agreement with Stevens Operating Corporation for the
drilling of a well to test the Abo formation in the above-
referenced lands, Stevens has retained my services to
force-pool said lands.

This letter and the enclosed copy of Stevens'
application will constitute notice tc you that a hearing
on the application will be docketed for August 18, 1982.

Should you have any questions please let me
know. Simila.ly, should you have a change of heart about
voluntary joinder you may call me or Stevens in Rcswell.

ELP: PFM

Enclosure

cc: Stevens Operating Corporation
—Mr. Bill LeMay

CERTIFIED MAIL
RETURN RECEIPT REQUESTED

P.0. Box 2523
Mexico 87501
(505) 908-7577
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Case No. 7645
Exhibit Ro. 3

STEVENS OIL COMPANY SN oRareroraE

118 WEST FRST STREET
P. O. BOX 2203

ROSWFLL, NEW MEXICO 88201
505 /62-7273

_ July 27, 1982
Sun Production Company
P. 0. Box 2880
Dallas, Texas 75221
Attn: Mr. Frank L. McColloch
Re: Sun Farmout DC-~-9180
USA Lease NM-022584
Diamond "A"™ #1 Well
Township 7 South, Range 26 East
Section 2S: NEs

Gentlemen:

I am enclosing a copy of a letter written this date to Corona 0il Company, wherein
I inform them that we are seeking an Administrative Hearing before the 0il Conser-
vation Division of the State of New Mexico to force pool Corona 0il Company's join-
der in the drilling of the Diamond "A" #1 well, located 1980' FNL and 1980' FEL of
Section 29, captioned above.

As you are aware, Stevens 0il Company is the recipient of a Farmout Agreement which
covers, in part the SEINEL of Section 29 and is part of the proration unit captioned
above. Under the terms of the Farmout Agreement, we are obligated to drill a sub-
sequent well 90 days after the completion of the last well, June 27, 1982. Because
of the many delays caused by our awaiting a decision from Corona, we will be hard
pressed to meet our drilling obligation by September 27, 1282.

a—

We respectfully request an extension of time to November 27, 1982 in which to fulfill
the requirement to drill the subsequent well. This would give us sufficient time to
receive an Administrative Order from the 0il Conservation Division seeking Corona's
joinder by force pooling. We feel that there will be no determent to Sun by granting
this extension of time in which to drill because no gas contracts are being offered
by Transwestern Pipeline Co. in the area. Book ups are expected to take approximately
six months after contract negotiations are completed.

Please indicate your willingness to grant an extension of 60 days to drill the sub-
sequent well by signing in the lower left hand corner of this letter, keeping the
om.gmal for your fi.les and returning an executed copy to this office at your earliest
convenience. -

&W “/J Yours very truly,
j’v STEVENS OIL COMPANY

We agree to grant you an extension. BEFORE EXAMINER NUTTER .
SUN PRODUCTION COMPANY OIL CONSERVATION Divigion
. ——_ EXHIBIT No, D
2y CASE NO
\




. A.APL FORM 610.1977
MODEL FORM OPERATING AGREEMENT

OPERATING AGREEMENT
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March 15 , 1982,

OPERATOR STEVENS OPERATING CORPORATION

CONTRACT AREA Township 7 South Range 26 East, N.M.P.M.

Section 29: SWX%NEX.

C

Diamond A 3l
COUNTY OR PARISH OF Chaves STATE OF _ New Mexico
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OPERATING AGREEMENT

THIS AGREEMENT. entered into by and between STEVENS OPERATING CORPORATION
. hereinafter designated and
referred ic a3 “Operator”, and the signatory party or perties other than Operator, sometimes hereinafter
referred 1o individually herein as “Non-Operator”, and collectively as "Non-Opentbrg".

WITNESSETH:

WHEREAS., the perties to this agreement are owners of oil and gas leases and/or oil and gas in-
terests in the land identified in Exhibit “A”, and the parties hereto have reached an agreement to explore
and devclop these leases and “or oil and gas interests for the production of oil and gas to the extent and
as hereinafter provided:

NOW, THEREFORE, it is agreed as follows:

ARTICLE L
DEFINITIONS

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

A. The term “oil and gas™ shall mean oil, gas, casinghead gas, gas condensate. and all other liguid
or gsseous hydrocarbons and other marketable substances produced therewith. unless an intent to
limit the inclusiveness of this term is specifically stated.

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

C. The term "oii and gas interests” shail mean unleased fee and mineral interests in lracts of
land lying within the Contract Area which are owned by parties to this agreement.

D. The term “Contract Area™ shell mean all of the lands. ofl and gas ieasehold interests anu oil
amd gas interests intended to be developed and operated for oil and gas purposes under this agreement.
Such lands, oil and gas leasehold interests and oil and gas interests are described in Exhibit “A”.

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

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

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

H. The terms “Non-Drilling Party™ and “Non-Consenting Party” shall mean a party who elects
not to participate in a propcsed operation.

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

ARTICLE 1L
EXHIBITS

The following exhibits, as indicated below and attached hereto. are incorporated in and made a
part hereof:
[X A. Exhibit “A”, shall include the following information:
(1) Identification of lands subject to agreement,
(2) Restrictions, if any, as to depths or formations,
(3) Percentages or fractional interests of parties 1o this agreement,
(4) Oil and gas leases and/or oil and gas interests subject io this agreement.
(5) Addresses of parties for notice purposes.
(¥ C. Exhibit =C". Accounting Procedure.
[X D. Exhibit ~“D", Insurance.’
(¥ E. Exhibit “E”, Gas Balancing Agreement.
[J F. Exhibit “F". Non-Discrimination and Certification of Non-Segregated Facilities.

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




N i
A AP.L. FORM 610 - MC_EL FORM OPERATING AGREE\A. -NT . 1277

[
COW RO LN

AR - A Sl el - - - e Rl - - S B S - eSSl v vl v it

59

ARTICLE 1L
INTERESTS QF PARTIE®

A. Ofl 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 oi this agreement and during the term hereof as if it were a leased interest
under the furm of ¢il and gas lease attached a3 Exhibit “B”. As to such interesi. the owner shall re-
ceive royalty on production as prescribed in the form of cil and gas lesse sttached 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. Ini:vest of Parties in Costs and froducﬁoa:

Exhibit “A™ lists all of the parties and their respective percentage or fractional interests under this
agreement. Unless changed by other provisions. al! costs and liabilities incurred in operations under
this agreement shall be borne and paid. and all equipment and material acquired in operalions 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 lessar’s royalties whith—will--be

. 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 1V.
TITLES

A. Titie 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 te made on the leases
and ‘or oil and gas interests jncluded, or planned to be included, in the drilling unit around such weil.
The opinion will include the ownership of the working interest, minerals, royalty, overriding royaliy
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 drilisite, or to be included in such drilling unit, shall
furnish to Operator all abstracts (including Federal Lease Stalus Reports), title opinions, title papers
and curative material in its possession free of charge. All such information not in the possession of or
made available to Operator by the parties, but necessary for the examinalion of title. shall be obtained
by, Operator. Operator shall cause title 1o 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 Operater in
this title program shall be borr.e as follows:

preliminary. supplemental, : .
part of the administrativ achead-y ed in Exh:bn “c." and shall not be a direct charge. waether

] Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys
for title examination (including preliminary, supplemental, shut-in gas royally opinions and division
order title opinions) shall be borne by the Drilling Partier in the proportion that the interest of cach
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 ils 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 agrecments
required in connection with leases or oil and gtas interests cuntributed by such party. The Operator shall be
responsible for the preparation and recording of Pooling Designations or Declarations as well as the
conduct of hearings before Governmental Agencies for the securing of spacing or pooling orders. This
shall not preven! any parly from appearing on its own behalf at any such hearing.

No well shall be drilled on the Contract Area until after (1) the title to the drillsite or drilling unit
has been examined as above provided. and (2) the title nas been approved by the examining altorney or
title has. been accepted by all of the partics who are in participate in the drilling of the weil.

B. Loss of Title:

Failure of Title: Should any oil and gas inlcrest or Jease, or interest thercin, be lost through
rallurc of title. which loss results in-a reduction of interest from that shown on Exhibit A", this agree-
ment, nevertheless. shail continue in force as to all remaining oil and gas leases and inlerests, and

{s) The party whose oi} and gax leaxc or interest is affected by the title failure shali bear alone
the entire loxs and it shall not be entitled to recaver from Operator or the other partics any developmenit
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which it may have theretofore paid. but there shall be no monetary liability on its
part to the ather parlies herets for drilling. developmeni. operuting or other simiiar costs by reason of
such title fallure: and

(b) There shail be no retroactive adjustment of expenses incurred or revenues received from the
operation of the interest which has been lost, but the interects 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 whoee lease or interest is affected by the title failure will theresfter be reduced in the Contract
Area by the smount of the interest lost: and

(¢) If the propoctionate 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 whase title has failed shall
receive the proceeds attributsble 0 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 cwner of any in-
tlerest 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 1o the partly or psrties who bore the costs which are so reiund-
ed: and

(e) Any liability 10 account to a third party for prior production of oil and ges which arises by
reason of titie 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 thz intention of the parties
hereto that each sha!ll defend title to its inierest and bear all expenses in connection therewith,

2 Loss by Non-Payment or Erroneous Payment of Amount Due; If. through mistake or eversight,
any rental, shut-in well payment, minimum rayalty or royalty payment, is not pzid or is erronecusty
paid, and as a result a lease or interest therein terminates, there shall &2 ro monetary liability against
the party who failed 10 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 Acrticle VIILB. the interests of
the parties shall be revised on ar 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 Jease or interest which has terminated. In the event
the pa:ty who failed to make the required payment shall not have been fully reimbursed, at the time of
the loss, from the proceeds of the sale of oil and gas aitributable to the lost interest, calculated on an
acreage basis, jor the development and operating costs theretofore paid on account of suck 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 a2creage basis, up to the amount of unrecovered costs:

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

(¢) Any monies, up 10 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.l. and IV.B.2.
abgwe, shall not be considered failure of title but shall be joint losses and shall be baine by all parties
in proportion to their interests. There shall be no readjustment of interests in the remaining portion of
the Contract Area. '

ARTICLE V.
OFERATOR

A. DESIGNATION AND RESPONSIBILITIES OF OPERATOR:

—__STEVENS OPERATING CORPORATION shall be the
Operator of the Contract Area. and shall conduct and direct and have full control of ali operations on
the Contract Area as permitled and required by, and within the limits of. this agreement. It shall con-
Guci aii sucir operations in a3 good and workmanlike manner. but it shall have no liability as Opcrator

“te the other parties 7or loises sustained or lizbilities incurred. cxcept such as may result from gross

negligence or willful misconduct.
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B. Resignation or Removal of Operator and Selectisn of Swuccesser:

1. Resignation ar Removal of Operstor: Operstor may resign at any time by giving written notice
thereol (o Non-Operators. If Opersior lerminates its legsl existence, no longer owns an interest in the
Centract Ares, or is no longer capable of serving as Operator, it shall cease 1o be Operator without any
sction by Non-Operator, except the selection of a successor. Operaslor may be removed if it fails or
refuses 0 carry out its duties hereunder. or becomes insolvent, bankrupt or is placed in receivership,
by the sffirmative vote of two (2) or more Non-Operators owning » majorily interest based on owner-
ship as shown on Exhibit A", and not on the number of parties remaining after excluding the voting
interest of Operaior. Suchi resignation or removal shall not become effective until 7:00 o'clock A.M.
on the first day of the calendar month following the expiration of ninety (90) days after the giving of
notice of resignation by Operator or action by the Non-Operators to remove Operator, unless a successor
Operator has been selected and assumes the duties of Operator at an earlier date. Cperator, after effect-
ive date of resignation or removal. thall be bound by the terms hereof as a Non-Operator. A change of
3 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 Opera:i-r.

2. Selection of Successor Operator: Upon the resignation or removal of Operstor, 8 successor Op-
erator shall be selected by the Partiet. The successor Operator shall be selected {rom the parties owning
an interest in the Contract Area al 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 owrnership 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. Employees:

The number of smployees used by Operator in conducling aperstions hereunder, their seiection.
and the hours of labor and the compensation for services performed, shall bes determined by Operator,
and all such employees shail be the employees of Operator.

D. Drilling Contracts:

All wells drilled on the Contract Area shall be drilled on a sompelitive 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 nol 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. and such work shall be performed by Operator under the same terms and conditions as are
customary and usual in the area in contracts of independent contractors who are doing work of a sim-
ilar nature.

: ARTICLE V1.
DRILLING AND DEVELOPMENT

A. Initial Well:

On or before the__1st day of_May OX July . 1982 Operator shall commence the drill-

ing of a well for oil and gas at the following location:

Township 7 South, Range 26 East, N.M.P.M.
Section 29: SWiLINEX

and shall thereafter continue the drilling of the well with due_ diligence to

a depth sufficient to test the Abo Formation, but not
to exceed 4,500°.

unless granite or other practically impcretrable substance or condition in the hole, which renders
further drilling impractical, is ‘cncountered at a lesser depth. or unless all parties agree 1o complete or
abandon the well at a lesser depth.

Operator shall make reasonable tcsts of all formations cncountered ‘during drilling which give in-
dication of containing oil and gas in quantities sufficient to test. uniess this agreement shall be limited
in its application to a specific formation or formations, in which eveni Operator shall be required to

test only the formation or formations to which this agreement may apply.

1f, in Operator's judgment, the well will not produce oil or gas in paying quantities. and it wishes

to plug and abandon the well as 3 dry hole, it shall first secuic the consent of all parties and shall
plug and abandon same as provided in Article VI.E.1. hereof.

-da




N\

5

A.APL FORM 618 - ML _EL FORM OPERATING AGREE..cNT - 1977

O 00 3 0 U & W ke

38833222 ]28881888¢

B. Subssquent Operations:

L. Proposed QOperstions: Should any parly herelo 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 s dry hole drilled
st 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 & well shall give the
other parties written notice of the proposed ope~ation. specifying the work to be performed. the locs-
tion. proposed depth, objective formation and the estimated cost of the operation. The perties recetv-
ing such & notice shall have thirty (30) dsys after receipt of the notice within which to notify the
parties wishing to de the work whether they elect to participate in the cost of the proposed operation.
If a drilling rig is on location. actice of propossl to rework. plug back or drill deeper may be given
by telephone and the response p=zriod 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 cbove fixed
shell constitute an election by that party not to participate in the cost of the proposed opesation. Any
notice or response given by telephone shall be promptly contirmed in writing.

2. Operations by Less than All Parties: If any party receiving such nolice as provided in Article
VLB.1. or VLE.L elects not to participate in the proposed operstion. 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 shail, within sixty (60) days after the expiration of the notice peried of
thirty (30) days (or as promptly as possidble 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 &nd complete it with due diligence. Operator shall periorrn al)l work for the acccuni of the
Consenting Partiea: provided. however. if no drilling rig or other equipment is on iocation. snd if Op-
erator is a3 Non-Censenting Farty. the Ceonsenting 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 (i) of the Consenting Parties as Operator to perform such work. Consenting Parties. when
conducting operations on the Contract Area pursuant to this Ariicle VLB.2.. shall comply with all terins
and conditions of this agreement.

If less than all parties approve any proposed operation. the proposing party. immediately after the
expiration of the appiicable notice period. shall advise the Consenting Parties of {a) the total interest
of the parties approving such operation, and (b) its recomm.2 adation as to whether the Consenting Par-
ties should proceed with the operation as proposed. Each Consenling Party. within forty-eight (48)
hours (exclusive of Saturday. Sunday or Jegal holidays) after receipt of such notice, shsll 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 ot conducting such operations shall be borne by the Co.:senling Parties in
the proportions they have elected to bear same under the terms of the preceding paragraph. Consenting
Parties shall keep the leasehold estates invoived in such operations free and clesr 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 weill atl their sole
cost, risk and expense. If any well drilled. reworked. deepened or plugged back under the provisionx
of this Article results in a producer of oil and/or gas in paying quantities, the Consenting Parties shall
complete and equip the well to produce at their sole cost and risk. and the well shall then be turned
over 1o Operator and shall be operated by it at the expense and for the account of the Consenting Partics.
Upon commencement of operations for the drilling. reworking, deepening or plugging back ¢f any such
weli by Consenting Parties in accordance with the provisions of this Article. each Non-Consenting Party
shall be deemed to have relinquished to Conseniing Periies. 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 i1. or market value thereof if such share is not sold (after deducling production
taxes/ %‘ﬂﬁg o gj’xdﬁﬁcﬁ&iytﬁ?ﬁeaher interests existing on the effective date hercol, paysble out of
or measured by the production from such well aceruing with respect 1o such interest until it reverts)
shall equal the 1otal of the following:

(a) 190% of cach such Non-Cunscnting Party’'s share of the cost of any newly acquired surface
equipment beyond the wellhead connections (including. but not. limited to. stock tanks. scparators.
treaters. pumping cquipment and piping). plus 100% of cach such Non-Consentin® ™ y's share of the
cost of operation of the well commencing with first rreductish and continuing u.... cach such Non-
Coanzzaiag Fanty's relinquished interest shall revert (o it under other provisions of this Article. it being
agreed that cach Non-Consenting Party’s sharc of such costs and cquipment will be that interest which
would have been chargeable to cach Non-Consenting Party had it participated in the well from the be-

ginning of the operation: and

(5) 300 55 or that portion of the costs and expenscs of drilling reworking. deepening, or plugging
back. testing and completing. after deducting any cash contributions received under Artiele VIILC.. and
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2008 of that portion of the cost of newly acquired equipment in the well {{5 and inciuding ihe weli-
hesd (Saneciions). 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 s0ld 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 {rom the Non - Consenting Party’s relinquished interest. If such Non - Consentling 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 ax hereinabove provided during the recoupment period.

During the period of time Consentling Partics are entitled to receive Non-Consenting Party's share
of prr%d}\_lﬁt é“ iivt‘h% é% {&f?m. Consenting Partics shall be responzible for the payment of
all production, rance, ga ng and other laxcs. and all royalty. overriding royaity and other
burdens applicable to Non-Consenting Party’s xhare of production.

In the case of any reworking. plugging back or deeper drilling operation, the Consenting Parties shall
be permitted %o use, free of cost, all casing. tubing and other cquipment in the well, but the ownership of
all such equipment shall remain unchanged: and upon abandonment of & well after such reworkinz.
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. Jess cnst of
salvage.

Within sixiy (60) days after the completion of any operaticn under this Articie. the party con-
ducting the operations fer the Tonsenting Parties shail furnish esch 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. completing, and equipping the -wvell for production; or, at its option.
the operating party, in lieu of an itemizred statement of such costs of operation, may submit a dctailed
statement of monthly bdillings. Each month therrafter, during the time the Consenting Parties are being
reimbursed as provided above, the Party conducting the operstions 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 production during the preceding
month. In determining the quantity of oil and gas produced during any month, Consenting Parties
shall use industry accepted methods such as, but not limited to, metering or periodic well tests. Any
amount realized from the sale or other disposition of equipment newly acquired in connection with any
such operation which would have been owned by a Non-Consenting Party had it participated therein
shal]l be credited against the total unreturned cosis of the work done ard of the equipment purchased.
in determining when the interest of such Non-Consenting Party shall revert to it as above provided:
and if there is a credit balance, it shal! be paid to such Non-Consenting party.

If and when the Consenting Parties recover from a Iwion-Consenting Party’s relincuished interest
the amounts provided for above. the relinquished interests of such Non-Consenting Party shall auto-
matically revert to it, and. from and after such reversion, such Non-Consenting Party shall own the same
interest in such well. the material and equipment in or pertaining thereto. and the production there-
from as such Non-Consenting Party would have been entitled to had it participated in the drilling.
reweorking, deepening or plugging back of suid 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 agreemcent and the Accounting Procedure, attached hereto.

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

The provisions ef this Article shall have no application whatsoever to the drilling of the initial
well described in Article VLA, except (a) when Option 2. Article VILD.1.. has becn selected, or (b)
to the reworking. deepening and plugging back of such initial well. if such well is or thereafter shall
prove to be 8 dry hole or non-cemmercial well, after having been drilled to the depth specified in Article

V0LA.

C. Right toe Take Production in Kind:

Lach kind or separactely dispose of its propertionace share of che
odueti '::2 :ge&%r:::t:::::&u keep n%au’ncmo of the volune, uuhi price, royaity
::‘ u:a:.utuln to its share of production. WFom-Operators shall, upon request, furnish Operacor
wich crue and coaplecte copies of che records required to be kept hereunder whensver, under the terms of
sawent OF any agresuent exscuted {n commection berewith, it is necesssry for Operator to obctsin
thie ss¥ Any informatiom furnished to Operator hereunder shall be used by Operater ul{ to

:::‘o:g::‘::::;ary to earry out its ducies as Operator and shall othervise be kept confidencia

osv
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Each party shall have the right to take in kind or separatsly dispose of its proportionate shace

of all oll snd gas produced from the Contract Artea, mluz:: of production which may be used {m

development and producing operaticas and in preparing and tmug‘ou for marketing purposes and

production unavoidable lostc. Any extra expenditure incurred in 3 ia kind or separats

AP R Loy P e of she reeetion, et e Semne by e it
e of pr ved to or on t3 proportiocaate e

of such part of Operactor's surface facilities ttr:::-. Lad 7 prope

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 VILB., shall be entitled
to receive payment direct from the purchaser thereof for its share cf all production.

In the event any party shall fail to make the srrangements necessary to take in kind or scparately
dispose of its proportionate share of the oil and gas produced from the Contract Ares, Operator shall have
10 the right, subjeci to the revocation at will by the party owning it, but net the obligation, to purchase such
1! oil and gas or sell it to others at any time and from time to time. for the account of the non-tsking
12 party at the best price cbtainable in tiae area for such production. Any such purchase or sale by Op-
13 erator shall be subjcct always to the right of the owner of the production to exercise atl any lime its
14 right to take in kind, or separately dispose of, its share of all oil and gas not previously dslivered ¢ 2
15 purchaser. Any purchase or sale by Operator of any other party’s share of oil and gas shall be only for
18 such reasonable periods of time as are consistent with the minimum needs of the industry under the
1T  particular circumstances, but in no event for a period in excess of one (1) year. Notwithstanding the
18 foregoing, Operator shall not make a sale, including one into interstate commerce, of any other party's
19 share of gas production without first giving such other party thirty (39) days notice of such intended
20 sale,

21 N

22 In the event an ¢

23 and Operacor is cithar’ (1) uovilling co purchecs ob selt aro(il) eesiitE (i) share ot Bae preduetion

24 - purchase or sell such party’s shara of gas production, or in ths event any PaTCy has conctracted

to sell its shars of gas produced from the Contract A € 2s sny ¥
25 this agreement is in effect take the full shers =f 3::‘::':::;&:%‘::‘ z:tl‘: ereet of eoeh™d fise wnils

C 02NN -~

in any such event che terms and conditions of che € Saregc, of sush paccy, thes,
25  and incorporaced harein shall au:o-:tul{yobe:m :;‘:::.::?a; Agrecmenc accached harete 4 bh{.“ t

2?7

28

29 D. Access to Contract Area and Information:

30 .-

31 Each party shall have access to the Contract Area at all ressonable Limes, ! its sole risk to inspect

32 or observe operations. and shall have access at reasonable times to iInformation pertaining lo the de-
33 velopment or operation thereof. including Operater's books and records relating thereto. Operator, upon
34 request. shall {urnish each of the other parties with copies of all forms or reports filed with govern-
35 mental agencies, daily drilling reports, well logs. tank tables, daily gauge end run tickets and repoits
36 of stock on hand at the first of each month. and shall make available samples of any cores or cuttings
37 taken from ary well drilled on the Contract Ares. The cost of gathering and furnishing information to
38 Non-Operator, other than that specified above, shall be charged to the Non-Operator that requests the
39 information.

40

41 E. Abandonment of Wells:

42 .

43 1. Abandonment of Dry Holes: Except for any well drilled pursuant to Article VI.B.2.. any well

44 which has been drilled under the terms of this agreemecent and is proposed to be completed as s dry hole
45 shall not be plugged and atandoned without the consent of all parties. Should Operator. after diligent
46 effort, be unable to contact any party. or shouid any party fail o reply within forty-eight (48) hours
47 (exclusive of Saturday, Sunday or lJegal holidays) after receipt of notice of the proposal to plug and
48 abandon such well, such party shall be deemed to have consented to the proposed sbandonmeni. All
49 such wells shall be plugged and abandoned in accordance with applicable regulations and at the cost,
50 risk and expense of the parties who participated in the cost of drilling of such well. Any party who ob-
51 jects to the plugging and abandoning such well shall have the right to ‘ake over the well and conduct
52 further operations in search of cil and or gas subject to the provisionx of Article VI1.B,

54 2. Abandonment of Wells that have Produce(: Except for sny well which has been drilled or re-
55 worked pursuant 1o Articlie VL.B.2. hereof for which the Consenting Parties have not been fully reim-
56 bursed as therein provided. any well which has been completod as a producer shail not be plugged and
57 abandoned without the consent of all partics. 1f all parties consent to such sbsndonment. the well shall
58 be plugzed and abandoned in accordance with applicsbie rogulations and st the cost, risk and expense
59 of all the parties hereto. If. within thirty (30) days sfter receipt of notice of the proposed abandonment
60 of such well, all parties do not agree (0 the abandonmont of sny well. those wishing 10 coniinue its op-
61 eration shall tender to each of the other parties its proportionate share of the value of the well's salvable
material and equipment, determined in accordance with the provisions of Exhibit ~C™. less the estimated
cost of salvaging 2nd the estimaied cost of plugging snd abandoning. Esch abandoning party,. shall
assign 10 the non-abendoning. parties, without warranty. express or implied. as to title or as to quantity,
quality, or fitness far nes of the sausinmant dnd matesial, 2 of M2 intersst in hs wsltzad related squip-
ment, together with its interest in the leasehold estale as 1o, bul only 8s to, the interval or ime,rvzl_nof the
formation or formations then open o production. If the interest of the absndoning party is or includes
an oil und gas interest, such parly shall execute and deliver 1o the non-abandoning party of=paflies an
oil and gas lcase, limited to the interval or intervals of the formstich or Tormations ther ~pen 10 pr?duc-
70 - tion. for a lorm of one yesr and so long thereafier as o] and/or gas is produced from the interval or inter-

-1-

28385828




VoY N\

A.A.P.L. FORM 610 - MC_ cL FORM OPERATING AGREEM.NT - 1977

agggazapesy

vals of il.e formation or formations covered thereby, such lease to be on the form attached as Exhibit
~B”. The assignments or leases 30 limited shall encompass the “drilling unit™ upon which the well is
lesated. The payments by. and the assignments or leases 1. the assigness shali be in a raliv besed upon
the relationship of their respective percentages of participation in the Contract Area to the aggregate of
the percentages of participation in the Contract Area of ail 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 9f or production from the well in the interval or intervals then open other than the royalties
retained in any lease made under the terms of this Article. Upon request. Operator shall continue to
operate the assigned well for the account of the non-abandoning parties at the rates and charges con-
templaied 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. Liability of Parties:

The liability of the parties shall be several, not joint or collective. Each party shall be responsible
only for its obligations. and shall be liable only for its proportionate share of the costs of developing
and operating the Contract Area. Accordingly, the liens granted among the parties in Article VIL.B. are
given to secure only the dcbts of each severally. It is not the intention of the parties to create. nor shall

this agreement be construed as creating. a2 mining or other partnecship or association. or to render the
parties liable as partners. It is not the intention of the perties that this contract is zade or intendsd
for the banefit of any chird person.

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 attached hereto as Exhibit “C”. To the extent that Operator has a security interest under the
Uniform Commercial Code of the State, Operator shali be entitled to exercise the rights and remedies
of a secured party under the Code. The bringing of a suit and the obtaining of judgment by Operator
for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien
rights or security interest as security for the payment thereof. In addition, upon default by any Non-
Operator in the payment of its share of expense, Operator shall have the right, without prejudice to
other rights or remedxa. to collect from the wrchaser the proceeds from n th hesale qf such Non—Operator s
share of oil and or gas unﬁl"ﬁxﬂﬁmunm& by Suc Non-Op':‘rgt‘o"r.‘ 'i:h:s interesi has been paid. Each
purchaser shall be entitled to rely upon Operator’'s written statement concerning the amount of any de-
fault, Operator grants a like lien and security interest to the Non-Operators to secure payment of Op-
erator’s proportionate share of expenss.

If any party fails or is unable to pay its share of expense within sixty (60) days after rendilion of
a statement therefor by Operator, the nen-defaulting parties. inciuding Operator, shall, upon request by
Operator, pay the 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 security rights described in the foregoing paragraph.

C. Payments and Aecountil‘sg:

Except as herein otherwise specifically provided. Operator shal)l promptly pay and discharge expenses
incurred in the development and operation of the Contract Area pursuant to this agreement and shall
charge each of the parties hereto with their respective proporiionate 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.

Operator. at its election, shall have the right from time to time 0 demand and receive from the
other parties payment in advance of their respective shares of the sstimated amount of the expense Lo
be incurred in operations hereunder during the next succeeding monih, which right may be exercised only
by submission o each such party of an itemized statement of such estimated expense, togethes with
an invoice for its share thereof. Each such siatement and invoice for the nayment in advance o{ esti-
mated expense shall be submitied on or before the 20th day of the nexi preceding month, Each party
shall pay to Operator ils proportionate share of such estimate within fifteen (15) days uur such es-

 limate and invoice is received. lf any party fails to pay its share of said estimate within sa}g the

amount due shall bear interest as provided in Exhibit “C™ until paid. Proper adjustment 3! ‘&‘?e
made monthly between advances and actual expense 1o the end that each party shall Ms

proportionate share of aclual experses incurred, and no more.
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D. Limitatien of Expenditures:
1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or devpened, ¢x-

cepl any well drilled or deepened pursuant to the provisions of Article V1.B.2. of this Agreement, it being
undersiood 1hai the consent to the drilling or deepening shall inchnde:

» Gl 0 o

®» -~ & W

Q) Option No. 1: All necessary expenditures for the drilling or chvpening, texting, completing and
equipping of the well, including necessaty tznkage and-or zurfecce facilitiox,

10 (3 Option No. 2: All necessary expenditures {or the drilling or deopening und testing bf the well. When
11 such well has reached its authorized depth, and all lests have boen campleted. Operator shall give im-
12  mediate notice 10 the Non-Operators who have the right (o pacticipate in the completicn costs. The parties
13  receiving such notice shall have forty-eight (48) hours (exclusive of Saturday, Sunday and legal holi-
14  days) in which to elect to participate in the setting of casing and the completion attempt. Such electicn,
15  wher made, shall include consent to all necessary expenditures for the completing and equipping of such
16  well, including necessary tanksge snd/or surface facilities. Failure of any party receiving such notice
17 1o reply within the period above fixed shall constitute an election by that party not to participate in
18 the cost of the completion attempt. If one or more, but less than sll of the parties, elect to set pipe and
18 to attempt a completion, the provisions of Article VI.B.2. hereof (the phrase “reworking, deepening or
20 plugging back™ as contsined in Article VI.B.2. shall be deemed ta include “completing™) shall apply to
21  the operations thereafter conducted by less than all perties.

23 2. Rework or Plug Back: Without the consent of alt parties, no well shall be reworked or plugged
2¢  back except a well reworked or plugged back pursuant to the provisions of Articie VI.B.2. of this agree-
25 ment, it being understoad that the consent to the reworking or plugging back of s well shall include
28 consent to all necessary sxpenditures in conducting such operations and completing and equipping of
27 s2id well, including necessary tankage snd/or surface facilities.

29 3. Other Operations: Operator shall not undertake any single project reasonably estimated to require
30  an expenditureinexcessof __Twenty Five Thousand ___ _ Dollars($.25,000.00 )
31 except in connection with a well, the drilling. reworking. deepening, completing, recompleting. or plug-
32 ging back of which has been previously authorized by or pursuant to this agreement; provided, how-
33 ever. that, in case of explosion, fire, flood or other sudden emergency, whether of the same or different
34 nature. Operator may lzke such steps and incur such expenses as in its opinion are regquired to de2! with
33  the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emer-
36 gency to the other parties. If Opeérator prepares “Authority for Expenditures” for its own use,
37 Operator, upon request, shall_ furnish copies of its “Auihority for Expenditures™ for any single project

38 ' costing in excess of ______Fifteen Thousand Dollars ($..15,000,00 )
39 ,

40 E. Royalties, Overriding Royalties and Other Payments:

41 .

42 Each patt}' shall pay or deliver, or cause to be paid or delivered, all royalties to the extent of
43 _1/8 of 8/8 due on its share of production and shall hold the other parties free

44 from anv liability therefor. If the interest of any party in any oil and gas lease covered by this agree-
45 ment is subjcct to any royalty, overriding royalty. production payment. or other charge over and above
46 tne aforesaid royalty, such party shall assume and alone bear all such obligations and shall account
47 for or cause to be accounted for. such interest to the owners thereof.

Ro party shall ever be responsible, on any price basis higher than the price received by such parcy,
to any other party’s lsssor oT Troyalty owner; and if any such other psrty's lessor or royalty owner
should demand snd recsive settlements on a higher price basis, the party coantributing such lease shall
bear the royalty burden insofar as auch higher price is concerned.

It is recognized by the patties hareto thst {n addizion to each party's share of working interest
production as shown in Exhidit "A™, such party shall have the right, subject to e..sting contracts, to
market the royalty gas attributable to each lease which it gontributes to the Contrast Area and to
receive payments dus for such royslcy r- produced from or sllocated to such lease or leases. It is
agreed chat, regardless of whether sach party markets or contracts for its share of gas, including
the royalty gas under the leases wvhich it contributed to the Contrsct Area, such party agrees to pay oc
cause to be paid to the royslty owners under its lease or leases the proceeds attributable to their
respective royalty interest and to hold all other parties hzrato harmless for its failure to do so.

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

56 Rentals. shutl-in well payments and minimum royalties which may be required under the terms of
57 any lease shall be paid by the party or parties who subjected such lease to this agreement at its or their
58 expense. In the event two or more parties own and have contributed interests in the same lease to this
59 agreement. such partics may designate one of such parties to make said payments for and on behalf of al)
85 such parties. Any party may request. and shall be entitled to reccive, proper cvidence of all such pay-
6! ments. In the event of fajlure to make proper payment of any rental. shut-in well payment or minimum
royalty through mistake or oversight where such payment is required to continue the lease in force.
any loss which results from such non-payment shall be borne in accordance with the provisions of Article
IV.B.2. '

Opcrator shall notify Non-Operator of ihe anticipated completion of a shui-in gas well. or Uze shut-
ting in or return to production of a producing gas well. at least five (5) days (excluding Sgturday._ Sun-
day and holidays). or at the _arlicst opportunily permitted by circumstances. prior to taking such action.
but assumes no liability for failure Lo do so. In the cvent of failurc by Operater to so notify Non-
70 Operator. the loss of any leasc contributled hereto by Non-Operator for failure to make timely payments
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of any shut-in well payment shall be borne joinlly by the parties hereto under the provisions of Article
IVRA.

G. Taxes:

Beginning with the first calendar year after the effective date hereof. Operator shall render for ad
valorem taxation all property subject to lhis agreement which by law should be rendered for such
taxes. and it shall pay all such taxes nswcssed thereon before they become delinquent. Prior to the ren-
dition Jdate. 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 asscssed valuation of any leasehold estate ia reduced by reason of its
being subject to outstanding excess royaities, overriding royalties or production payments. the reduction in
ad valorem taxes resulting therefrom shall inure to the benefit of the owner or owners of such leasehold
estate, and Operator shall adjust the charge 10 such owner or owners 30 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 Cperator 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 &ll
parties agree to abandon the protest prior W 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 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™.

Fach pariy shall psy or cause to be psid 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.

R. ..Insurance:

At all times while operations are conducted hereunder, Operator shall comply with the Workmen's
Compensation Law of the State where the cperations are being conducted; p}cvided. however, that Op-
erator may be a seif-insurer far liability under szid compensation laws in which event the only charge
that shall be made to the joint zccount 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 Exhibii “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 tae
Workmen's Compensation Law of the State where the operations are being conducted and to maintain
such other insurance as Operator may require.

In the event Automobile Public Liability Insurance is specified in said Exhibit “D", or subsequently
receives the approval of the parties, no direct charge shall be made by Operator for premiums paid for
such insurance for Operator's fully owned automotive equipment.

- ARTICLE VIIL
ACQUISITION. MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

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

However, should any party desire t0 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 ils interest in such lease, or portion thereof. and any well, material and
equipment which may be located thereon and any rights in production thercafter secured. to the partics
not desiring 1o surrender it. If the interest of the assigning party includes an oil and gas interest. the as-
signing party shall execute and. deliver 10 the party or partics 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 leasc to be on the form attached hereto as Exhibit ~B™.
Upon such assignment, the assigning party shall be relieved from ul! obligstions thereafter accruing.
but not theretofore accrued, with respect 1o the acreage assigned and the cperation of 2ny well thereon.
and the assigning party shall have no further interest in the Jease assigned and its equipment and pro-
duction other than the royalties retained in any lease made under the terms ‘of this Article. .Thqpames
assgnee snall pay o toc pariy aIBENOT e TeasUnavic ssivage vaiue O e jatler’s interest tn a.gy welis
and eguipment on the assigned acreage. The value of all material shall be determined in acdordance
with the provisions of Exhibit “C”, less the estimated cost of salvaging and the numaudm Plug-
ging and abandoning. If the assignment is in favor of more than one party, the m;ned mterut shall




A-A.P.L. FORM 610 - MO’ 'L FORM OPERATING AGREEN XNT - 1977

-t
O W AW h N

[ w A LA LA W b B b e e o G B 60 0 LI DL WL NN NN » PO N) bt po 0 e Gw Bt Do me Be
mgagdgu»u»-—geudauhun-owwqmu*&sn-c«\wqmg;sﬂ-aondou*un-

62

umwmmmummmtmmwummmmmmotm
partiss assignee.

Any assignment or surrender made under \his provision shail not reduce or change the assignor's or
surrendering parties’ interest. as it was immediately before the assignment. in the balance of the Contract
Ares: and the acresge assigned or surrendered. and subsequent operations thereon, shall not thereaiter
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 subiect to this Agrecment. 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 1o elect to participate in the ownership of the renewal lease. insofar as such
lease affects lands within the Contract Area. by paying to the party who scquired it their several proper
proportionate shares of the acquisition cost allocated to that part of such iease within the Contract Area.
which shall be in proportion to the interests held at that time by the parties in the Contract Area.

If some. but less than 3ll, of the parties elect to participate in the purchase of a renewsl lease. il
shall be owned by the parties who elect o participate therein. in a ratio based upon the relationship of
thzir respective percentage of participation in the Coniract Area 10 the aggregate of the percentages
of participation in the Contract Area of all parties participating in the purchase of such renewal lease.
Any renewal Jease in which less than zl] parties elect to participate sha!l not bz subject to this agreement.
without warran
Each party who participates in the purchase of a renewasl lease shall be given an assignmem/or its
proportionate interest therein by the acquiring party.

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

The provisions in this Article shall apply also and in like manner to extensions of oil and gas
leas2s. The provisions of this article 'Il!-l shall only apply to leaser, or po:ttm of leasss, located
within the Uait Area.

C. Acrexge 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 applied by it against the cost of such drilling or
other operation. If the contribution be in the form of acreage. the party to whom the contribution ix
made shall promptly tender an asigmﬁent 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 ¢ part of the Contract Area and
be governed by the provisions of this agreement. If less than all parties hereto ar2 Drilling Partics and
accept such tender, such acreage shall nct become a part of the Contract Area. Each party shail prompt-
ly notify all other partics of all acreage or money contributions it may obtain in support of any well or
any other operation on the Contract Area.

If any party contracts for any consideration relating to disposition of such party’s shar= of substance=

produced hereunder. such consideratirn shall not be deemed a contribution as contemplated in this
Article VIZILC. This paragraph shali noc be applicadble to the contribution of acreage by the contributing
parties goward che inicial, Subscictute, or Option Test Well.

D. Subsequently Created Interest:

Notwithstanding the provisions of Article VIILE. and VIIL.G. if any party hercto shall. subséquent
to execution of this agreement, create an overriding royally. production payment. or net proceeds-inter-
est. which such interests are hereinafter referred to zs “subsequently created interest”. such subsequently
created interest shall be specifically made subject to all of the terms and provisions of this agreement. as
follcws:

1. If non-consent operations are conducted pursuant 10 any provision of this agreement. dnd the .
party conducting such operations becomes entitled 10 receive the production-attributabie to the interest
ot of which the shsequently ereated interest is derived. such party shall receive same lree and clear
of such subsequently created interest. The party creating same thall bear and pay all such subugueuuy
created interests and shall indemnify and hold the other parties hereto free and harmicss lrom unr-and
all liability resulting therefrom. e

—'-‘o-
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! 1 2. I{ the owner of the interest from which the subseguently created interest is derived (1) feils to
; 2 pay. whan.due, itz share of-axpenses-chargsable hereuader, -or - (2) alects to abandon a wall under pro-
3 visions of Article VLE. hereol. or (3) elects to surrender a lease under provisions of Article VIILA.
[ &  hereol. the subsequently created interest siail be chargeable with the pro reta portion of all expenses
; 3 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
7 shall have the right to enforce all provisions of Article VILB. hereof against such subsequently ¢ieated
8 interest.
9
10 E. Maintenance of Uniform Interest:
1
12 For the purpose of maintaining uniformity of ownership in the 0il and gas leasehold interests
13 covered by this agreement. and notwithstanding any other provisions to the contrary, no party shall
14 sell, encumber. transfer or make other disposition of its interest in the leases embraced within the Con-
1S tract Ares and in wells. equipment and production unless such disposition covers either:
16
17 1. the entire interest of the party in all leases and equipment and production: or
18
19 2. an equal undivided interest in gll ieases and equipment and production in the Coniract Arca.
20
21 Every such sale. encumbrance, transfer or other disposition made by any party shall be mude ox-
: 22 pressly subject to this agreement. and shall be made without prejudice to the right of the other purtics.
23
24 If, at any time the interest of any party is divided among and owned by four or mure CO-GWLers.
25 Operator, at its discretion, may require such co-owners to appoint a single trustee or asgent with full
26 authority to receive notices, approve expenditures, receive billings for and approve and pay such pariy's
27 share of the joint expenses, and to deal generally with, and with power to bind. the co-owners of such
28 party's interests within the scope of the operations embraced in this agreement: however. all such
29 co-owners shall have the right to enter into and execute all contracts or agreements for the disposition
30 of -their respective shares of the oil and gas produced from the Contract Area and they shall have the
31 right to receive, separately. payment of the sale proceeds hereof.
32
33 F. Waiver of Right to Partition:
34 .
as If permitted by the laws of the state or states in which the property covered hereby is located, each
36 party hereto owning an undivided interest in the Contract Area waives any and all rights it may have
37 to partition and have set aside to it in severalty its undivided interest therein.
33
39 Gr—PBreferentiel-Righi-ic-Eureheser
46
4] Should any party desire to sell all or any part of its interests under this agreement o rights and
42 interests in the Contract Area, it shall promptly give writlen notice to the otherpdfties, with full infor-
43 mation concerning its proposed sale, which shail include the name and.2dGress of the prospective pur-
44 chaser (who must be ready, willing and able to purchase). pufThase price, and all other terms of
45 the offer. The other parties shall then have an optio pgrior right, for a period of ten (10) days after
46 receipt of the notice, to purchase on the same temtt® and conditions the interest which the other party
47 proposes to sell: and, if this optional right is exercised. the purchasing parties shall share the pur-
48 chased interest in the proportignethat the interest of each bears to the total interest of all purchasing
49 parties. However, the <1l be no preferential right to purchase in those cases where any party wishes
50 to mortgage it int€rests, or to dispose of its interests by merger, reorganization, consolidation. or sale
51 of all gr-sabstantially all of its assets to a subsidiary or parent company or to a subsidiary of a parent
sz fanan . a p NOIRDAN in hich an Ay e A g v 2 3023 A - S7.%
53
54 ARTICLE IX.
3s INTERNAL REVENUE CODE ELECTION
56
57 This agreement is not intended (0 create. and shall not be cunstrued to create, a relationship of part-
58 nership or an association for profit between or among the parties aereto. Notwithstanding any pro-
59  visions herein that the rights and liabilitiez hereunder are several and not joint or collective, or that this
60 agreement and operations hereunder shall not constitule a partnership. if. for Federal income tax pur-
6! poses, this agreement and the operations hereunder arc regarded as a partnership. each party hercby
62 affecled elects o be excludad from the application of all of the provisions of Subchapter “K™, Chapler
63 1, Subtitle “A”, of the Internal Revenue Code of 1954, as permitted and authorized by Scctions 761 of
64 the Code and the regulations promulgated thereunder. Operator is authorized and dirceted o cxmuu- on
as behalf o’ each party heredy affected such evidence oi ihix cieciion as maey v lt‘l‘uuvu nv Theei AATaYY
66 of the Treasury of the Urited States or the Federal Internal Revenue Service, including spacifically, bt
67 not by way of limitation, all of thé seturns, statements. and the. dats requircd by Federal” chul.a-
68 tions 1.761. Should there be any requirement that each party hereby affected give fucthon" .-of
69 this clection. cach such party shall execute such documents and furnish such other cvidence as may be
70 recuired by the Federal Internal Revenue Service or as may be necessary to evidence this clection. No
;-—
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such party shall give any notices or Like any other action inconsistent with the election made hereoy.
If any present or future incomve tax laws of (he state or siates 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 ;934, under which an election similar 1o that
provided by Section 761 of the Code is permitied. each party hereby affected shall make such election as
may be permitted or required by such laws. In making the foregoing election, each such parly states that
the ircome derived by such party from Operstions hereunder can be adequately determined without the
computation of partnership taxable income.

ARTICLE X.
CLAIMS AND LAWSUITS

Operator may settle any single damage claim or suit arising from operations hereunder if the ex-
penditure does not exceed _Fifteen thousand Dollars
(3_15.000.00 ) and if the payment is in compiete settiement of such claim or suit. If the amount
required for settlemenl 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 against any party or if any party is sued on account of any matter
arising from operaiions hereunder over which such individual has no control because of the rights given
Operztor by this agreement. the party shall immediately notify Operator. and the claim cr suit shall
be treated as any other claim or suit involving specaiions hereunder.

ARTICLE XL
FORCE MAJEURE

If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations
under thiz agreement, other than the obligation to make money payments, that party shall give to sl
other parties prompt written nctice of the force majeure with reasonably full particulars concerning it:
thereupon, the obligstions of the party giving the notice, 30 far as they are affected by the force majeure,
shall be suspended during. but no longer than, the continuance of the force majeure. The affected party
shall use all reasonable diligence to remove the force majeure situation as quickly as practicadle.

The requirement that any force majeure shall be remedied with all reasonable dispaich shal!l 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,
explosion. governmental action, governmental delay. restraini or inaction. unavailability of equipment,
and any other cause, whether of the kind specifically enumerated above or otherwise, which is not
reasonably within the coantrol of the party claiming suspension.

ARTICLE XIL
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 lelelype. and addressed to the party to
whom the nslice is given at the addresses listed on Exhibit “A”. The originating notice given under any
provision hereof shall be deemed given only when received by the party to whom such notice is directed.
and the time for such party to give any nolice in response thereto shall run from the date the originat-
ing notice is received. The second or any responsive notice shall be deemed given when deposited in
the United Siates mail or with the Western Union Telegraph Company. with postage or charges prepaid.
or when sent by teletype. Each party shall have the right 1o change its address at any time, and {rom
lime to time, by givinz writlen notice hereof to all other parties. ¢

ARTICLE XIN.
TERM OF AGREEMENT

This agreement shall remain in full force and effect as to the nil and gas leases and -or oil and.gas in-
terests subjected hereto for the period of time selected below: provided. however. no narty hersis shall
ever bz $orilrusd s having any right, title or interest in or 0 any leue.oro:lnndgumterutcon.
tributed by any other party beyond the term of this agreement.

— - 3
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X} Option No. 2: In the event the well described in Article VI.A., or uny xubmquent well drilled
under any provision of this agreement, results in production of oi) and or gux in paying quantities, Lhis
agreement shall continue in force 20 s any such weil or welis produce, ar ure cupable of produc-
tion, and for an sdditional period of 180 __ days from comalion of all praduction: provided, however,
if, prior to the expiration of such addilional period. onc or mnre of the parties hereto are engaged in
drilling or reworking a well or wells hereunder. this agreement shall continue in force until such op-
erations have been completed and if production rcsults therefrom, this agreement shall continue in
force as provided herein. In the event the well described in Article VIA.. or any subsequent well
drilled hercunder. results in a dry hole. and no ather well iz producing. or capable of producing oil
and or gas from the Contract Arca. this agrecmont shall terminate unless drilling or reworking apera-
tions are commenced within_180 __days from the date of sbandonment of said well.

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

ARTICLE X1V. .
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

This agreement shall be subject o the conservation laws of the state in which the cocmmitted
lcf'eage is located, to the valid rules. regulations, and orders of any duly constituted regulatory body of
sa2id state: and to all other applicable federal, state, and local laws, ordinances, rules, regulations, and
orders.

B. Governing Law:

The essential validity of this agreement and all matters pertaining thereto, including, but not lim-
ited to, matters of performance, non-performance, breach, remedies, procedures, rights, duties and in-
terpretation or construction, shall be governed and determined by the law of the state in which the
Contract Ares is located, If the Contract Area isin two or more states, the law of the state where most
of the land in the Contract Area is located shall govern.

ARTICLE XV.

OTHER PROVISIONS
’

A. Substituce Well: If, in the drilling of che Iaicial Well, Operator loses the hole or encounters
sschanical difficulties rendering it impracticable, in the opinion of Operator, to drill the well co
tha Obiueuvc depth, then and in of such ewvents, on or bafore 30 h{u after complaction of tha
Iniclal Well, Operator shill hava the option to commence the actusl drilling of anothar well (“Substituce
Well™) at a lawful location of Operator's selection on the Unit Area, and prosecuts the drilling of
said well with dua diligence and in a good and vorkmanlike msrner to the Objective Depch. For all

sas of this agresment, the drilling of ths Sudatitute Well shall be considered ‘as tha drilling of

purpo.
the Inftial Well .

3. Any provision MNivein concerning the Inftial Well shall zlso lgply to the Substituce and Option
Vells, and any provis.om herein excepting the Initial Well shall slso except the Substitute and Option

Wells.

C. Notwithscanding any other provisions herein, if during the terwm of this agrecemenc, a well 1s

requirad to be drilling, deepensd, vevorked, plugged back, sidatrackad, or recompleted, or any other
operaticn thac msy be required in order to (1) continue & lesse or leases in force and effect, or

(2) maincaia a unitized ares or any portioa chereof in force and effect, or (J) earn or preserve an
interest ia ard to oil and/or gas snd other minarals which may be owvmed Dy a third party or which,

failirg tn such operetion, may ravert to s third p‘:?. or, (4} comply with sn order issusd by a
tegulatory body having jurSsdiction in ths premises, failing in which certsin rights would terminace, :
the following shall apply. S5hould less than all of the parties hereto alect to participate und pay thelr
profo:umu part of the costs to be incutred in such operatiom, those parties desirimg Co participace i
shall have the right to do 30 at their iole cost, risk, and expense. Prompt.y following the conclusion
of such operacion, each of those psrties mot participating agree to execute and deliver an appropriace
assignment to the totsl interest of each non-participaciag party in and co the lease, leasas, or rights
vhich vould have tersinated or which otherwise may bave been preserved by vircus of such operatioa and
in the drilling unit upon which the wall wvas drilled ixcepting, howaver, wells theretofore completed
and capabla of producing in paying quantitiss. Such assignment shail be delivared to the participating
parties in the propertion that they bore the expenss actribucable to the non-psrticipacting parties

{nterest.
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EXHIBIT "A"
ATTACHED TO AND MADE A PART OF OPERATING AGREEMENT
DATED March 12, 1982

BY AND BETWEEN STEVENS OPERATING CORPORATION AS "OPERATOR"
AND THE HEREIN LISTED PARTIES AS “NON-OPERATORS"

I‘ 1.

Lands Subject to Agreement:
Towashi SOQch Range 26 East, NMPM
Section NE/4

Concaining 160.00 acres moxre or less
Chaves County, New Mexico

2. Depth Restriction:
Drill to a depth of 4500
3. Drilling Unit for First Well:
SWiNEk of Section 29

II. Percent Interest of Parties Under the Agreement:

I11.

ACRES X _OF UNIT

STEVENS OIL COMPANY 21.9140625 13.6962890
RIO PETROL, INC. 13.1484375 8.2177734
ROBERT R. WALKER 14.6093750 9.1308593
JOHN D. CADIGAN 1.4609375 .91308€59
CURTIS STEVENS 7.3046875 4.5654297
"-CORONA OIL COMPANY ' 30.0000000 18.7500000
MTS LIMITED PARTNERSHIP 30.0000000 18.7500000
YATES PETROLEUM CORPORATION 29.0937500 18.1835938
ABO PETROLEUM CORPORATION 4.1562500 2.5976563
YATES DRILLING COMPANY 4.1562500 2.5976563
MARTIN YATES III 4.1562500 2.5976563

160.0000000 T100.00000002

Leasehold Interest of Each Party:

1. Lessor:

Present Lessee:

Serial No. of Llease
Expiration Date:

Description:

2. Lessor:
Present Lessee:
Serial No. of Lease:
Expiration Date:

Description:

United States

Sun 0il Company

(Stevens Operating Corporation Farm-in)

NM-022584
HBP
Township 7 South, Range 26 East, NM2M

Section 29: SE/4NE/4
Containing 40 acres more or less

Diamond "A' Cattle Co.
Stevens 0il Company
Fee

May 29, 1984

Township 7 South, Range 26 East, NH?M ‘

Section 29: All that part lying wes

of the center line of the Pecos szer
in the W/2NE/4
Containing 73.75 acres more or less




Lessor:

Present Lessee:

Serial No. of Lease:
Expiration Pate:

Description:

Lessor:

Present Lessee:

Serial No. of Lease:
Expiration Date:

Description:

Legsor:
Present Lessee:

Serial No. of Lease:
Expiration Date:

Description:

Lessor:

Present Lessee:

Serial No. of Lease:
'Expiration Date:

Description:

N

Everett Land and Cattle Company
& New Mexico Corporation

Yates Petroleu Corporation 701

Yates Drilling Company 102
AB0 Petzoieum Corporation 102
Martin Yates IIIX 10z
Fee

October 28, 1989
Township 7 South, Range 26 E=st, NMPM

ection 29:
Containing 120 acres more or less

Laura B. Lodewick, John W. Lodewick,
Richard B. Lodewick, and Patricia
Lodewick .

MTS Limited Partnership
Corona 0il Company

Fee
November 6, 1985

Township 7 South, Range 26 East, NMPM
Section 29: N?ZﬁE?Z & SW/LNE/4

Containing 120 acres more or less
Carolyn Clark Wiggin and Farris Clark
Hignett and Edythe M. Clark

MTS Limited Partnership
Corona 0il Company

Fee
November 7, 1985

Township 7 South, Range 26 East, NMPM
Section 29:. N72ﬁE7I & SW/GNE/L

Containing 120 acres more or less

The Robert L. Nobel Trust, by William
M. Nobel and Robert L. Nobel, Jr.,
Company Trustees

MTS Limited Partmnership
Corona 0il Company

Fee

. October 7, 1985

Towsnhip 7 South Range 26 East, NMPM
Section 29: N/ZRE/L & SW7ENE7t

Containing 120 acres more or less




Lessor:

Present lLessee:

Serial No. of Lease:
Expiration Date:

Description:

Na

»

Lee A. Brownfield and Imogene
Brownfield his wife and Lee A.
Brownfield, as agent and attorney in-
fact for Mary Young and Linda Lee
Sacra, their sole and separate propert

MIS Limited Partnership
Corona 0il Company

Fee
January 24, 1986

Township 7 South, Range 26 East, NYPM
Sectlon 29T N/ INE/L & SW/ANE L —

Containing.lzo ac;es more or less
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EXHIBIT *“c*™

Attached to and made a part of Qpexating Agreement dated March
PERATING CORPORATION and

STEVENS OIL COMPANY, RIO PETROL, INC., ROBERT R. WALKER,
JOHN D. CADIGAN, CURTIS STEVENS, CORONAL OIL COMPANY:

MTS LIMITED PARTNERSHI &qYA‘!'ES PETROLEUM CORPORATIO

ABO pz'rp&réte ﬁﬁ%&%‘ﬁ’ﬁ% OMPANY, MARTIN YATES

JOINT OPERATIONS

L GENERAL PROVISIONS

1. Definitions

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

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

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

“Operator” shall mean the party designated to conduct the Joint Operations.
“Non-Cperators” shall mean the parties to this agreement other than the Operator.
“Parties” shail 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 eontnct labor directly employed on the Joint Property in a field operat-
ing capacity.

“Technical Employees” shall mean those employees having special and specific enzmaenng. geological or other
professional skills, and whose primary function in Joint Operations is the handling of specitic 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 personsal property, equipment or supplies acquired or heid 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 America.

2. Statement and Billings

Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of the
Joint Arcount for the preceding month. Such bills will be accompanied by statements which identity 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 Mo-«:jal and unusual charges and credits shall be sep-
arately identified and fully described in detail.

3. Advances and Payments 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 mbnthly 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 talance 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.

4. 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 yzar shall conclusively be presumed to be true and correct after twenty-four (24) months following
the end of any such calendar year, unless within the said twenty-four (24) month period a Non-Operator takes
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 parzgraph shall not prevent
adjustments resulting from 2 physical inventory of Controllable Material as provided for in Section V.

5. Audits

A. Non-Operator, upon notice in writing to Operator and all other Non-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
Secticn 1. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to 1
conduct joint or simultuneous audits in a manner which will result in a minimum of inconvenience to the Opera-
tor. Operator shall bear no portion of the Non-Operators’ aucdit cost incurred under this paragraph unless agreed 1
to by the Operator.

|

8. Approval by Non-Operators

Where an approval or other agreement of the Parties or Non-Operators is expressly nquxud under other sec- |
tions of this Accountmg Procedure and if the ureenunt to which this Accounting Procedure is attached contains |
no contrary provisions in regard thereto, Operator shall notiiy all Non-Operators of the Operator’s proposal, and

the agreement or approval of a majority in interest of the Non-Operators shall be controlling on all Non-Opera- -

tors.

—_1 -
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. TL DIRECT CHARGES
Opereisi shall charge the Joint Account with the following items:

1. Rentals and Reyalties

Lease rentals and royalties paid by Operator for the Joint Operations.
2. 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 Superviscrs in the fleld

(3) Salaries and wages o Technical Employees directly employed on the Joint Property if :uch 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 2A of this Section
il. Such costs under this Paragraph 2B may be charged on & “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 IL. If percentage assessment is used, the rats shall be based on the Operator’s cost experience.

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

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

3. Employee Benecfits
Operatos’s current costs of establishcd plans for employees’ group life insurance, hospitalization, pension, re-
tirement, stock purchase, thrift, bon .., and other benefit plans of a like nature, applicable to Operator’s labor
cost chargeable 10 the Joint Accoun: under Paragraphs 2A and 2B of this Section II shall he Operator's actual
cost not to exceed twenty per cent (29%). ’ :

4. 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 stacks shall be avoided.

5. 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 ’roperty from the Operator’s warehouse or other properties, no charge shall
be made to the Joint Account for a distance greater than the distance from the nearest reliable supply store,
recognized barge terminal, or railway receiving point where like material is normally available, unless 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 Parties.

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

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

the Parties.

7. Equipment and Facilities 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 currently prevailing in the immediate area
of the Joint Property.

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

- 8, Damages and Losses to Joint Property
All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of dam-
ages or losses incurred by fire, flood, storm, theft, accident, or other cause, except those resulling from Operator’s
gross negligence or willful misconduct. Operator shaill furnish Non-Operator written notice of damages or losses
incurred as soon as practicable after a report thereof has been received by Operator.

9. Legal Expense -
rxpense 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 protect or recover the 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 to be covered by the overhead provisions of Section III unless ctherwise agreed to by the
Parties, except as provided in Section I, Paragraph 3.




i

All taxes of every kind and nature assessed or levied upon or in connection:with the Joint Property, the opera-
tion thereol, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the

Partles,

11. Insurance
Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Par-
ties. In the event Joint Operations are conductad 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, Gperator shall include a charge at Operator's
cost not to exceed manual rates,

12. Other Expenditures

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

1. OVERHEAD

1. Overhead - Drilling and Producing Operations

i. As compensaticn 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 lisu: of coats and expenses of all offices
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeabie
under Paragraph 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 consultant
se.mees and contract services of technical personnel directly employed on the Joint Property shall ( ) shall
not { ) be covered by the Overhead rates.

A. Overhead - Fixed Rate Basis
(1) Operator shall charge the Joint Aczount at the following rates per well ner month:
Drilling Well Rate $__2,300.00
Producing Well Rate $.230,00

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

(a) Drilling Well Rate
{1] Charges for onshore drilling wells shall begin on the date the well is spudded and terminate on
the date the drilling or completion rig is released, whichever is later, axcert that no charge shali
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 compietion equipment
arrives on location and terminate on the date the drilling or completion equipment moves off loca-
tion or rig is released, whichever occurs first, except that no charge shall be made during suspern-
sion of drilling operations for tifteen (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] Ar active well either produced or injected into for any portion of the month shall be considered
as a one-well charge for the entire month.,

{2} Each active completion in a multi-completed well in which production is not commingled dcwn
hole shall be considered as a one-well charge providing each compietion is considered a separate
well by the governing regulatory authority.

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

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

[5] All other inactive wells (including but not limited to inactive wells covered by unit allowable,
lease allowatle, transferred allowable, etc.) shall not qualify for ar overhead charge.

{3) The well rates shall be adjusted as of the first day of Aprii each year following the effective date of the
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by multi-
plying the rate currently in use by the percentage increase or decrease in the average weekly earnings of
Crude Petroleum and Ges Production Workers for the last calendar year compared tc 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
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be
the rates currently in use, plus or minus the computed adjustment.

—
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B. Overhead - Percentage Basis
(1) Operator shall charge the Joint Account st the foliswing rates:
(a) Development '

Percent ( %) of the cost of Devalopment of the Joint Property exclusive of costs
mmmrwo_dsmnmmmmmu

(b) Operating '
—_ Percent { %) of the cost of Operating the Joint Property exclusive of costs provided
under Paragraphs 1 and § of Section II, all salvage credits, the value of injected substances purchased
for secondary reccvery and all taxes and assessmentis which are levied, assessed and paid upon the min-
eral interest in and to the Joint Property.

{2) Application of Overhead - Percentage Basiz shall be as follows:

For the purpase of determining charges on a percentage basis under Paragraph 1B of this Section III, de-
velopment shaill include ail 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 defined in
Paragraph 2 of this Section III. All other costs shall be conzidered as Operating,

2. Overhesd - Major Construction

To compensate Operator for overhead costs incurred in the constructionn and installation of fixed 2ssets, 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 shail
charge the Joint Account for Overhead based on the following rates for any Major Construction project in excess

of $ 25;000.00 :
A. ___5__ % of total costs if such costs are more than $__25,00C . 00 byt less than $.100,000.90 pius

B. 3 & of total costs in excess o $_100,000.00but less than $1,000,000; plus

C. ——_2___% of total costs in exce:s of $1,000,000.

Toial cost shall mean the gross cost of any one preject. 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 zhall be excluded.
3. Amendment of Rates '

The Overhead rates provided for in this Section III may be amended from time to time only by mutual agreement
between the Parties hereto if, in practice, the rates are found to be insufficient or excessive.
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Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for ali 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 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 foliowing bases exclusive of cash dis-
counts: : :
A. New Material (Condition A)

(1) Tubular goods, except line pipe, skall be priced at the current new price in effect on date of movement on a
maximum carload or barge load weight basis, regzrdless of quantity transferred, equalized to the lowest
published price f.0.b. rajlway 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 Mater:al 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 2t date of movement, as listed by a reiiable
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 (73%) of current new price, as determined by Paragraph 2A of this Section IV:

(2) Material moved from the Joint Propesty

(aj At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section IV,
if Material was originally charged to the Joint Account as new Material, or

-
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(b) at nxty-ave percent (85%) of cwrrent new price, as detennlned by Paragraph 2A of this Seclion
IV, if Material was originally charged to the Jaint Account as good used Material at seventy-five per.
cent (759.) of current new price,
The cost of reconditioning, it any, shall be absorbed by the transferring property.
C. Other Used Material (Condition C and D)
(1) Condition C
Material which iz not in sound and serviceable condition and not suitable for its original function until
after reconditioning shall be priced at fifty percent ($0%) of current new price as determined by Para-

graph 2A of this Section IV. The cost of reconditioning shall be charged t0 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 jitems normally used for such other purpose. Operator may dis-
pose of Condition D Material under procedures normally utilized by the Operator without prior approval
of Non-Operators.
D. Obsolete Material
Material which is serviceable and usable for its original function but condition and/or vajue of such Material
is not equivalent to that which would justity a price as provided above may be specially priced as agreed to by
the Parties. Such price should vesult in the Joint Account being charged with the value of the service ren-
dered by such Material.
E. Pricing Conditions
{1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteer 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 § of Section II,

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

Premium Prices

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

Warranty of Materiai Furnished by Operator

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

V. INVENTORIES

The Operator shall maintain detailed records of Controllable Material.

1.

4.

Periodic Inventories, Notice and Representation

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

Recopciliation and Adjustment of Inventories

Reconciliation of a physical inventory with the Joint Account sall be made, and a list of overages and shortages
shall be furnished to the Non-Operators within six months following the taking of the inveatory. 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

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 such 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.




EXHIBIT "D"

ATTACHED TO AND MADE A PART OF
OPERATING AGREEMENT
DATED

BETWEEN. STEVENS OPERATING CORPORATION,
Operator

ADDITIONAL INSURANCE PROVIS:ONS

Operator, during the term of this agreement, shall carry
insgx;?ce for the benefit and at the expense of the parties hereto,
as follows:

(A) Workmen's Compensation Insurance as contemplated by
the state in which operations will be conducted, and
Employ:r's Liability Insurance with limits of not
less tlan $100,000.00 per employee.

fB) Public Liability Insurance:
Rodily Inj»vy - §500,000.00 each person

(C) Automobile Public Liability Insurance:
Bodily Injury - $250,000.00 each person.
$500,000.00 each occurrence.

Property Damage - $100,000.00 each occurrence.

Except as authorized by this Exhibit 'D', Operator shall
not make any charge to the joint account for insurance premiums.
Losses not covered by Operator's insurance (or by insurance required
by this agreement to be carried for the benefit and at the expense
of the parties hereto) shall be charged to the joint account.




EXHIBIT "E"

to Operating Agreement dated between Stevens
Operating Corporation

GAS BALANCING AGREEMENT

The parties to the Operating Agreement to which this 2gveement
is attached own the working interest in the gas rights underlying
the Unit Area covered by such agreement in accordance with the
percentages of participation as set forth in Exhibit "A" to the
Operating Agreement.

In accordance with the terms of the Operating Agreement, each
party thereto has the right to take its share of gas produced from
the Unit Area and market the same. In the event any of the parties
hereto is not at any time taking or marketing its share of gas or
has contracted to sell its share of gas produced from the Unit Area
to a purchaser which does not at any time while this agreement is
in effect take the full share of gas attributable to the interest of
sg;h pzrty. the terms of this agreement shall automatically become
effective.

During the period or periods when any party hereto has no
market for its share of gas produced from any proration unit within
the Unit Area, or its purchaser does not take ics full share of gas
produced from such proration unit, the other parties shall be entitled
to produce each month 100Z of the aliowable. gas production assigned
to such proration unit by the State regulatory body having juris-
diction and shall be entitled to take and deliver to its or their
purchaser all of such %as production; however, no party shall be
entitled to take or deliver to a purchser gas production in excess
of 3007 of its current share of the volumes capable of being delivered
or its current share of allowable gas production if regulated thereto
by State regulatory body having jurisdiction, unless that party has
gas in place. All parties hereto shall have in and own the liquid
hydrocarbons recovered from such gas by lease equipment in accordance
with their respective interests and subject to the Operating Agreement
to which this agreement is attached, but the party or parties taking
such gas shall own all of the gas delivered to its or their purchaser.

On a cumulative basis, each party not taking or marketing its
full share of the gas produced shall be credited with gas in place
equal to its full share of the gas produced under this agreement,
less its share of gas used in lease operations, vented or leost, and
less that portion such party took or delivered to its purchaser.

The Operator will maintain a current account of gas balance between
the parties and will furnish all parties hereto monthly statements
showing the total quantity of gas produced, the amount used in lease
operations, vented or lost, the total quantity of liquid hyrdrocarbons
recovered therefrom, and the monthly and cumulative over and under
account of each party.

At all time while gas is produced from the Unit Area, each
party hereto will make settlement with the respective royalty owners
to whom they are each accountable, just as if each party were taking.
or delivering to a purchaser its share, and its share only. Each
party hereto agrees to hold each other party harmless from any and
all claims for rcyalty payments asserted by royalty owners to whom
each party is accountable. The term “royalty owner" shall include
owners of royalty, overriding royalties, production payments and
similar interests.

: After notice to the Operator, any party at any time may
begin taking or delivering to its purchaser its full share of the
gas produced from a proration unit under which it has gas in
place less such party's share of gas used in operatioms, vented or
lost. 1In addition to such share, each party, including the Operator




until it has recovered its gas in place and balanced the gas account
as to its interest, shall be entitled to take or deliver to its
urchaser a share of gas determined by multiplying 50X of the
ntevest in the current gas production of the party or parties
without gas in place by a fraction, the numerator of which is the
interest in the proration unit of such party with gas in place and
the denominator of which is the total percentage interest in such
proration unit of all parties with gas in place currently taking or
delivering to a purchaser.

Each par:y producins and taking or delivering gas to its
purchaser shall pay any and all production taxes due on such gas.

Nothing herein shall be construed to deny any party the right, °
from time tc time, to produce and take or deliver to its purchaser
its full shaxre of the allowable gas production to meet the deliver-
ability tests required by its purchaser, provided that said test
should be reasonable length normslly not to.exceed 72 hours.

Should production of gas from a proration unitz be permanently
discontinued before the gas account is balanced, settlement will be
made between the underproduced and overproduced parties. In making
such settlement, the underproduced party or parties will be paid a
sum of money by the overproduced party or parties attributable to the
overproduction which said overproduced party received, less applicable
taxes theretofore paid, at the applicable price defined below for the
delivery of a volume of gas equal to that for which settlement is
®made. For gas, the price of which is not regulated by Federzl, State
or other Governmental Agencies, the price basis shall be the price
received for the sale of the gas. For gas, the price of which is
subject to regulation by Federal, State of other Governmental author-
ities, the price basis shall be the rate collected, from time to
time, which is not subject to possible refund, as provided by the
Federal Energy Regulatory Commission or any other Governmental
Authority, pursuant to final order or settlement applicable to the
gas sold from such well, plus any additional collected amount to be
;ccounted for at such time as final determination is made with respect

ereto.

_ Notwithstanding the provisions of the last preceding paragraph,
it is expressly agreed that any underproduced party heresunder shall
have the optional right with respect to each proration unit separately,
to receive a cash settlement bringing such underproduced party's gas
. account into balance at any time prior to the permanent discontinu-
ance of gas production, by first giving each overproduced party 90
days written notice of demand for cash settlement. If such option
is so exercised, settlement shall be made (as of 7:00 o'clock A.M.
on the lst day of the calendar month following the date of such
written demands) within 90 days following the actual receipt of such
written demands by the overprriuced parties, in the same manner
provided in the last paragr-ph hereof. The optional right provided
for in this paragraph can onliy be exercised one time by any particular
underproduced party on the same proration unit; and each underproduced
party agrees that it will not exercise such option unless it is of
the opinion that the remaining underproduced recoverable gas reserves
are inadequate for its gas account to be brought into balance by
actual production prior to permanent discontinuance of gas production
from such proration unit. :

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

This agreement shall constitute a separate agreement as to
each proration unit within the Unit Area and shall becoue effective in
accordance with its terms and shall remain in force and effect so
long as the Operating Agreement to which it is attached remains in
effect, and shall inure to the benefit of ‘and be binding upon the
parties hereto, their successors, legal representatives and assigns.

Exhibit “E" Page 2




EXHIBIT "F"
EQUAL EMPLOYMENT OPPORTUNITY PROVISION

During the performance of this contract, the Operator agrees as
follows: ,

(1) The Operator will not discriminate against any employee or
applicant for employment because of race, color, religion, national
origin or sex. The Operator will take affirmative action to ensure
that applicants are employed, and that employees are treataed during
employment, without regard to their race, co{or, religion, national
origin or sex. Such action shall include, but not be limited ton

the following: Employment, upgrading. demotion, or transfer, recruic-
ment advertising; layoff or termination; rates of pay or other forms
of compensation; and selection feor training, including apprenticeship.
The Operator agrees to post in conspicuous places, available to
employees and applicants for employment notices to be provided for

ghe contracting $fficer setting forth the provisions of this non-
discrimination clause.

(2) The Operator will, in all solicitations or advertisements for
employees placed by or on behalf of the Operator, state that all
qualified applicants will receive consideration for employment without
regard to race, color, religion, national origin or sex.

(3) The Operator will send to each labor union oxr representative of
workers with which it has a collection bargaining agreement or other
contract or understanding, a notice to be provided by the agency
coatracting officer, advising the labor union or workers' represent-
ative of the Operator's commitments under Section 202 of kxecutive
Oxder 11246 of September 24, 1965, and shall post copies of the notice
in conspicuous places available to emplovees and applicanrs for

employment.

(4) The Operator will comply with all provisions of Executive Order
11246 of September 24, 1965, and of the rules, regulations, and

Canwatamer af T akhaw

l’e_levent Orders Of :ha ueCssuu&, G AW >

(S5) The Operator will furnish all information and reports required

by Executive Order 11246 of September 24, 1965, and by the rules,

- regulations, and orders of the Secretary of Labor, or pursuant thereto,
and will permit access to its books, records, and accounts by the
contracting agency and the Secretary of Laber for purposes of
ingestigation to ascertain compliance with such rules, regulations,

and orders.

(6) In the event of the Operator's non-compliance with the non-
discrimination clauses of this contracc or with any of such rules,
regulations, or orders, this contract may te cancelled, terminated
or suspended in whole or in part and the Operator may be declared
ineligible for further Government contracts in accordance with
procedures authorized in Executive Order 11246 of September 24, 1965,
and such other sanctions may be imposed and remedies invoked as
provided in Executive Order 11246 of September 24, 1965, or by rule,
regulation, or order of the Secretary of Labor, or as otherwise
provided by law.

(7) The Operator will include the provisions of Paragraphs (1)
through (7) in every subcontract or purchase order unless exempted

by rules, regulations, or orders of the Secretary of Labor issued
pursuant to Section 204 of Executive Order 11246 of September 24,
1965, so that such provisions will be binding upon each subcontractor
or vendor. The Operator will take such action with respect to any
subcontract or purchase order as the contracting agency may direct

as a means of enforcing such provisions including sanctions for non-
compliance: Provided, however, that in the event the Operator becomes
involved in, or is threatened with, litigations with a subcontractor
or vendor as a result of such direction by the contracting agency, '
the Operator may request the United States to enter into such iitigatic
to protect the interests of the United States.




Operator acknowledges that it mey be required to file
Standard Form 100 (EEO-1) promulgated jointly by the Office of
Federzl Contract Compliance, the Equal loyment Opportunity
Coumission and Plans for P.ogress with Joint Reporting Committee,
Fedaral Depot, Jeffersonville, Indiana, within thircy (30) days
of the date of contract award {f such report has not been filed for
the current year and otherwise comply with or file such other
compliai..e reports as may be required under Executive Order 11246,
as amended and Rules and Regulations adopted thereunder.:

Operator further acknowledges that he may be required to
develop a written affirmative action compliance program as required
by the Rules and Regulations approved by the Secretary of Labor
under authority of Executive Order 11246 and supply Non-Operators
with a copy of such program if they so request.

CERTIFICATION OF NON-SEGREGATED FACILITIES

Operator assures Non-Operators that it does not and will not
maintain or provide for its employees any segregated facilizies at
any of its establishments, and that it does not and will not permit
its employees to perform their gervices at any location, under its
control, where segregated facilities are maintained. For this
purpose, it is understood that the phrase 'segregated facilities"
includes facilities which are in fact segregated on a basis of race,
color, religion, or national origin, because of habit; local custom
or otherwise. It is further understood and agreed that maintaining
or providing segregated facilities for its employees or permitting
its employees to perform their services at any location under its
control where segregated facilities are maintained is a violation of
the equal opportunity clause resquired by Executive Order 11246 of
September 24, 196S5.

Operator further understands and agrees that a breach of the
assurance herein contained subjects it to the provisions of the Order
at 41 CFR Clapter 60 of the Secretary of Labor dated May 21, 1968,
and the provisions of the equal opportunity clause enumerated in
contracts between rhe Imited States of America and Non-Uperators.

— Whoever knowingly and willfully makeé any false, fictitious
or- fraudulent regresentation may be liable to criminal prosecution
under 18 U.S.C. 1001. ‘
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STEVE''S OPERATING CORPC™ATIC Case Ho. 7645

, Exhibit Mo. S
P.O. BOX 2203 « ROSWELL, N.M. 88202-2203 » (50S) 622-727: A.F.E. for
STEVENS OPERATING COMPAN
AUTHOBIZETION FOR EXPENDITURE Cigmoud “A" ¥o. i
ASE NAmg: _ DIAMOND “A" §1 OATE: March 16, 1982
CATION: .1980° FNIL & 1980' ppr, gsec. 29, 7S, R26E EST. SPUD DATE: _April 25, 1982
THORITY IS REQUESTED TO: _Dxrill MWell EST. COMPLETION: _May 7, 1982

: ESTIMATED COST
TANGIBLE COSTS: . Dey Hoie Completion

ng Footage 4400 a3 .17.50 it 77,000 $__771.000 $
-Daywork —1 . at$.S5600 _____ /day S.600 S.600
-Other _Mave 5,500 5,500
10 & Chemicat ____ 10,000 10,000
ne & Waier 2,000 2,000
ment -Surface _ 9,000 2,000
-intermadiate 2,000
-Plug 6,000
cation-Road Pad & Cleanup 15,000 15,000
-Survey, etc ‘ 2,500 2,500
-Damages 3,000 3,000
rvices-Logging 16,000 16,000
-Testing
-Coring & Analysis
~Completion Unit 16 4000 N
-Periorating 3,000
-Treating-Acidizing _ 7,000
-Fracturing 60,000
-Other /
wiing -Qil, Water, etc. < B
-Equipment 1,000 . L~ 1,000
ntal Equipment 1 Q00 __4.000
gineering & Geological 3,500 3,500
pplies , 3,000 3,000
surance
inagement Fee 3,000 3,000
ntingencies 8,555 12,605
Total Intangibles 179.655 $ -54.7205 $
NGIBLE:
sing___Surface 900 " of 83/8at s13.00m. 511,700 $ 11,700 S
—Intermediate ' of ats 1.
——Production 4400 of !t_L?-at S5, 15 /1t 22:600
bing 4400 ° of 23/8at $2.85 Itt. 12.540
aliheads \ 2,500 8,500
tificial Lift :
-Rods ' of ats IR,
-Rods ' of at$ 1.
-Pump ___
nk Battery-Tanks e 4,800
-Treater or Separator 10,500
-Fittings 1,000
-Flowlines _g Meter Loop : 4,000
-Labor & Dirtwork ' 1,000 4,000
Totat Tangibles : - 15,200 $ 85,700 L
TOTAL COSTS - 8194,855 1 3 350 40s $

AUTHORIZATION REQUESTED AUTHORIZATION APPROVED
STEVENS OPERATING CORPORATION i

In the event severe lost circulation is encountered 1300*' of 8 5/8 may be run
and cemented with 200 sx for a total 2dditional cost of $38,000.00 plus da
work for lost circulation time. TS /LTAITED ﬁ%nmgnsﬁ

. ya | : Sl M’U 1
%—- Y gl e Y 7 ?
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Oocket Ko. 26-82

Dockets Nos. 27-82 and 28-82 are tentatively st for September ) and tember 15, 1982, lications fo i
must be filed at least 22 days in advance of hearing date. sep ' Aoo " hearing

DOCKET: EXAFIMER MEARING - MEDNESDAY - AUGUST 18, 1982

9 AN, - OIL CONSERVATION DIVISION - MORGAN HALL,
STATE LAND OFFICE BUILDING, SANTA FE, NEW MEXICO

The TolTowing cases w1l be heard before Danle] 5. Nutter, Examiner, or Richard L. Stameis, ATiermate Examiner:

ALLOMABLE: (1) Constgeration of the allowable production of gas for September, 1982, from fifteen
provatsd pools in Lea, Eddy, and Chaves Countfes, New Mexico.

(2) Consideration of the allowable production of gas for September, 1982, from four prorated
pools in Sam Juan, Rio Arriba, and Sandoval Counties, Mew Mexica.

CASE 7635: In the matter of the hearing called by the 0il Conservation Division on its own motion to perwmit
~In~Action, Travelers Indemnity and all other interested parties to sppear and show cause why
Trigg Meli Mo. 3 located in Unit J, Section 25, Township 15 Worth, Range 28 East, San Miguel
County, should not be plugged and ab2adoned in accordance with a Division-approved plugging pro-
gram. '

CASE 7636: In the watter of the hearing calied by the 0il Conscrvation Division on its own motion to permit
C02-1In-Action, Travelers Indemnity and all other interested parties to appear and show cause why
the Amistad No. 1 located in Unit E of Section 18, and the Anistad No. 2 located in Unit D of
Section 7, both in Township 13 North, Range 36 East, Union County, should not be plugged and aban-
doned in accordance with a Division-approved plugging program.

CASE 7637: 1. the matter of the hesring callizd by the 0i! Conservation Division on its own motion to perwit
R.A.F, Enterprises, Fiveman's Fund Insurance Company and all other interested parties to appear
and show cause why the Shaw Well ¥o. 1, located in Unit M, Section 18, Township &4 North, Range
8 East, Torrance County, should not be plugged and abandoned in accordance with a3 Division-approved
plugeing program.

CASE 7638: In the matter of the hearing called by the 0il Conservation Division on its own wotion to permit
Cibola Energy Corporation, Mid-Continent Casualty Company, and all other interested parties to
appear and show cause why the Simms Ranch Well No. 1, located in Unit N, Section 9, the Clyde
Berlier Mell No. 1, located in Unit K and the Clyde Berlier Well M. 2, located in Unit F, both
in Section 21, the Mora Ranch Hell Ho. 3 located in Unit M and the Mora Ranch Well %o. 4, Tocated
in Unit M, both in Section 5, a1l in Township 21-Rorth, Range 21 East, Wora County, should not
b2 plugged and abandoned in accordance with a Division-approved plugging program.

CASE 7639: Application of Acoma 0i1 Corporation for downhole commingling, Lea County, New texico.
Applicant, in the above-styled cause, seeks approval for the dowmhole commingling of Uantz Abo,
Orinkard and Blinebry Pool production in the wellbore of its S. J. Starkeys Lease Well MNo. 2,
located in Unit B of Section 26, Township 21 South, Range 37 East.

CASE 7640: Application of Morris R. Antweil for compulsory pooling, Lea County, New Mexico.
Applicant, in the above-styled cause, seeks an order pooling al) mineral interests in ali formalions
from the surface down through and including the Aba formation in and under the NE/4 NE/4 of Section
12, Township 20 South, Range 37 fast, 1o be dedicated to a well to be drilled at a standara location
thereon. Also to be considered will be the cost of drilling and cowmpleting said well and the alloca-
tion of the cost thereof as well as actual operating costs and charges for supervision, designation
of applicant as operator of the well and a charge for risk involved in drilling said well.

CASE 7641: Application of Reading & Bates Petroleum Co. for compulsory pooling, Lea County, New Mexico.
Applicant, in the above-styled cause, seeks an order pooling 2il wineral interests in all formations
from the surface down through the Devonian forsation underlying the N/4 SE/4 of Seciion 33, Towmship
14 South, Range 38 East, to be dedicated to a well to be drilled at 2 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 andcharges Tor supervision, designation of applicant
as operator of the well and a charge for risk involved in drilling said well.

CASE 7642: Application of Doyle Hartman for compulsory pooling, Lea County, New Mexico.

Applicant, in the above-styled cause, seeks an order pooling all wineral interests from the surface
through the Jalmat Pool, underiying a previously approved i20~acre non-standard proration unit
comprising the 5/2 NE/4 ard NE/4 NE/4 of Section 20, Township Z5 South, Range 37 East, to be dedi-
cated to a well to be drilled at a previously approved unorthodox location. Also to be considered
will be the cost of driliing and completing said well and the allocation of the cost thereof as
well as actual operating costs and charges for supervision, designation of applicant as operator of
the well and a charge for risk involved in drilling said well.
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CASE 7643: ticatica of Texaco, Inc. for compulsory pooling, Lea Ccunty, New Mexico.
Applicant, in the above-styled cause, seeks an order pooling all mineral interests in the Drinkard
and Strawn formations underlying the W/2 NE/4 of Section 33, Towmship 16 South, Range 37 East,
Casey-West Knowles Arex, to be dedicated to a well to be drilled at a standard location thereon.
Alsc to be considered will be the cost of drilling and completing said wel) and the allocation of
the cost thereof as well as actual operating costs and charges for supervision, designation of appli-
cant as operator of the well and a charge for risk involved in drilling said well.

CASE 7650: Application of Texaco Inc. for compulsory pouling, Lea County, Mew Mexico.
Applicant, in the above-styled cause, seeks an order pooling all mineral interests in the Drinkard
and Strawn forwmations underlying the E/2 NE/& of Section 33, Township 16 South, Range 37 East,
Casey-¥West Xnowles Area, to be dedicated to a well to be drilled at 3 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 Tor supervision, designation of
applicant as cperator of the well and a charge for risk involved in drilling said well.

CASE ’o44: Application of Rault Petroleum Corporation & McKay Petroleum Corporation for compulsory pooling,

De Baca County, New Mexico. Applicant, in the above-styled cause, saeks an orcer pooling all amineral

interests from the surface to the base of the Abo formition underlying the SW/& of Section 33, Township

3 South, Range 25 East, to be dedicated to a well to be drillad at a standard location thereon. Also

to be considered will be the cost of drilling and completing said well and the allocaticn of the |

cost thereof as well as actual operating costs and charges for supervision, designation of applicant

. 8 operator of the well and a charge for risk involved in drilling said well. ‘

_-€ASE 7645: Application of Stevens Operating Corporation for compulsory pooling, Chaves County, New Mexico. ]

-S| Applicant, in the above-styled cause, seeks an order pooling all minera! interests from the surface

down to the base of the Abo formation underlying the KE/4 of Section 29, Township 7 South, Ranje 1
|
|

26 East, 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 supervision, designation of applicant as opcrator of the

well and a charge for risk involved in drilling said well.

CASE 7652: Application of Conoco Inc. for compulsory pooling, Eddy County, New Mexico.

Applicant, in the above-styled cause,seeks an order pooling all wineral interests in the Cisco forwma-
tion underlying all of partial Sections 34 and 35, Township 20 1/2 South, Range 23 East, underlying
a previously approved §88-acre mon-standard proration unit, to be dedicated to a well at a previously
approved unorthodox location which is to be re-entered. Also to be considered will be the cost of
re-entering said well and the allocation of the cost thereof as well as actual operating costs and
charges for supervision, designation of anplicant as operator of the well and a charge for risk in-
volved ir re-entering said we?'l.

CASE 7646: Application of Tenneco 0il Company for an unorthodox gas well Jocation. Lea County, New Mexico.
Applicant, in the above-styled cause, seeks approval for the unorthedox location of a Pennsylvanian
gas well to be drilled 1855 feet from the North line and 660 feet from the East line of Section 25,
Township 16 South, Range 33 East, the N/2 of said Section 25 to be dedicated to the well.

CASE 7651: Applicaticn of Mortex Gas & 0il Company for the amendwent of Order Mo. R-6903, Lea County, New Mexico.
Applicant, in the above-styled cause, seeks the amendment of Division Order No. R-6903 to provide
that non-consenting working interest owners shall have thirty days following final adjudication of
title in which to pay their proportionate shave of well costs.

CASE 7647: Application of Guest Energy Corporation for salt water disposal, Lea County, New HMexico.
Applicant, in the above-styled cause, seeks authority to dispose of produced salt water into the San
Andres formation in the open hole interval from 4150 feet to 5600 feet in its State A Well Ne. 2,
located in Unit L of Section 26, Towmship 14 Scuth, Range 33 East.

CASE 7653: Application of Rio Pecos Corporation for a unit agreemeni, Chaves County, New Mexico.
Applicant, in the above-styled cause, seeks approval for the Chaverlea-North federal Unit A.ea,
comprising 1,320 acres, more or less, of Federal and Fee lands in Township 8 South, Range 31 East.

CASE 7648: Application of Rio Pecos Corporation for compulsory pooling, Eddy County, Wew Mexico.
Applicant, in the above-styled cause, seeks an order pooling all aineral interests from the top
' of the Wolfcamp to the base of the Pemnsylvanian forxation, underlying the W/2 of Section 35,
Township 18 South, Range 28 East, to be dedicated to a well to be drilled at a standard location
thereon. Al1so to be considered will be the cost of drilling and completing said well and the alioca-
tion of the cost thereof as well as actual operating costs and charges for supervision, designation ¢
of applicant 1s operator of the well and a charge for risk involved in drilling said well.

e
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CASE 7654

CASE 7655:

CASES 7528
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Application cf Rault Petruleum Corporation for an unorthodox gas weil location, Chaves County,
New Nexico. Applicant, in the above-styled cause, s&eks approvai for the unorthcdox location

for an undesignated Pennsylvanian gas well to be drilled 600 feet from the South line and 660 feet
from the West (ine of Section 13, Township 8 South, Range 27 East, the 5/2 of said Section 13 to
be dedicated to the well.

{reopened)

In the matter of Case 7306 being reopened pursuant to the provisions of Order No. R-6769 which
nrowuligated temporary pool rules fo- Madera-Lower Penn Gas Pool in Lea County, including pro-
vision for 640-ecre spacing units. A1l intecested parties may appear and show cause why said
pool should not be developed on 320-acre spacing.

Application of Yates Petroleum Corporation for campulsory pooling, Chaves County, New Mexico.
Applicant, in the gbove-styled cause, seeks an order pooling all mineral interests froe the
surface down through the Abo formation underlying the NW/4 of Section 20, Township 7 South,
Pange 26 East, to be dedicated to a well to be drilled at a standard location rthereon, Alse to
be considered will be the cost of drilling and completing said well and the allocation of the
cost thereof a3 well as actual operating costs and charges for supervision, designation of appli-
cant as operator of the well and a charge for risk involved in drilling said well.

and 7529: (Comtinued from July 7, 1982, Examiner Hearing)

CASE 7649:

CASE 7504:

Appiicaiton of Jack J. Grynberg for compulsory pooling, Chaves County, Rew Mexico.

Applicant, in each of the following two cases, seeks an order pocliing all mineral interests down
through the Abo formation underlying the lands specified-in each case. each to forwm a standard
160-acre gas spacing and proration unit to be dedicated to a well to be drilled at a standard
Tocation thereon. Also to be considered in each case 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, designation of applicant as operator of the wells and a charge for risk involved
in drilling said wells:

CASE 7528: MWMM/4 Sectiorm 4, Township 5 South, Range 24 East
CASE 7529: NE/4 Section 4, Township 5 South, Range 2§ East

Application of Southern Union Exploration Company for retroactive exemption, San Juan and Rio Arriba
Counties, Hew Mexico. Applicant, in the above-styled cause, seeks the retroactive exemption from
Section 5 of the New Mexico Natural Gas Pricing Act of the following Basin Dakota infill wells:
Jicarilla A No. 13-F in Unit N of Secticn 13 and Jicarilla A No. 10-E in Unit & of Section 23, botbk
in Township 26 North, Range 4 West, and Jicarilla K No. 15-E in Unit A of Section 1, Township 25
North, Range 5 West, ail in Rio Arriba County, and the Hodges No. 15-E in Unit J of Section 27,
Towmship 26 Morth, Range 8 West. Each of the aforesaid wells was subject to the New Mexice Natural
5Sas Pricing Act unti) exempted from same by the Division on July 23, 1982, and applicant seeks the
retroactive exemption of each of said wells to date of first delivery into the pipeline which ranges
from December 24, 1980 to January 11, 1982.

(Continued from July 21, 1982, Examiner Hearing)

Application of Harvey £. Yates Company for statutory umitization, Lea County, New Mexico.
Applicant, in the abave-styled cause, seeks an order unitizing, for the purposes of a secondary
recovery gproject, all mineral interests in that portion of the Bone Spring forwation described as
the Carbonate unit between the first and second Bone Spring Sands underlying the Young Deep Unit,
encompassing 560 acres, more or less, of Federal lands underlying portions of Sections 3, 4, 9 and
10, Towmship 18 South, Range 32 East. .




BEFORE THE OIL CONSERVATION DIVISION

In the Matter of the Application
of Stevens Operating Corporation
for Compuisory Pooling

-
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Applicant, Stevens Upcrating Corporation, by and
through its undersigned attorney, and in support of this appli-
cation alleges and states as follows:

1. That Applicant is operator and owner within the
meaning of Section 70-2-17(c¢) NMSA, 1978 Compilation, and as
such seeks to force-pool all of the 0il and gas mineral interests
from the surface down to the base of the Abo formation in the
NE% of Section 23, Township 7 South, Range 26 East, NMPM,
Chavez County, New Mexico, containing approximately 160 acres,
more or less {said lands).

2. That Applicant proposes to drill a well at a standard
location on said lands to a depth of approximately 4,500 feet
sufficient to test the Abo formation.

3. That the Applicant will-dedicate said lands to the
well and desires to be designated as the operator.

4. That the Applicant has obtained the consent of the

working interest and royalty owners in the proposed proration

unit except {or the following:
Name wWorking Interest
Corona 0il Company 18.75%

T’ﬁ‘é.’(" l,ﬂ;{xﬂ'@“
3

JuL 291382 .gi

:-’
R?‘:'\n

i
(
(

et

,~
et

l




5. That any non-consenting working interest owner that
does not pay its share of estimated well costs should have with-
held from production its share of the reasonable well costs, plus
an additional 200% thereof as a reasonable charge for the risk
involved in the drilling of the well.

6. That Applicant should be authorized to withhold from
production a reasonabl: supervision charge, attributable to each
non-consenting working interest owner's proportionate share,
during the drilling and production stages of the well.

7. That to avoid the drilling of unnecessary wells, to
protect correlative rights and tc z2fford to the owner of each
interest in the proposed proration unit the opportunity to
recover or receive without unnecessary expense its just and fair
share of the hydrocarbons in the unit, said lands should be
pooled as proposed herein.

WHEREFORE, Applicant respectfully requests:

1. That this application be set for hearing before an
examiner of the Division on August 18, 1982, and that notice of
said hearing be given as required by law.

2. That upon hearing the Division enter its order pooling
all oil and gas mineral interests from the surface down to the
base of the Abo formation, underlying the MEY% of Section 29,
Towrn.ship 7 South, Range 26 East, NMPM, Chavez County, New Mexico.

3. And for such other relief as the Division may deem

appropriate in the premises.

A<
{ ¥ = I d o

est L. Padilla

Post Office Box 2523

Santa Fe, N.M. 87501
505-988-7577

Attorney for Applicant




ERNEST L. PADILLA

P.O.
ATTORNEY AND COUNSELOR AT LAW $anta Fe, New M?m::x 823
(505) 988-7577
July 29, 1982
M TR
Mr. Joe D. Ramey ‘3# s
Director ;p?
New Mexico 0il Conservation e JUL 29 1982
Division ’ P
Post Office Box 2088 — l{j
Santa Fe, N.M. 87501 <oope 7 6
o A~

Dear Mr. Ranmey:

Enclosed for filing please find in triplicate the
application of Stevens Operating Corporation for compulsory

nooliing.
v tr[ltp'
st L. Padt;;::%
ELP:PFM

cc: Mr. Don Stevens




STATE OF NEW MEXICO

"ENERGY ano MINERALS DEPARTMENT
OiL CONSERVATION DIVISION

FOST OFRCE GOK 30R8
STATE LAND OFRCE BULOMNE
SANTA FE NBW MEXICO 87301
SON 627-9434
-May 6, 1982
Jchn V., Walker
Stevens Operating Co.
P. 0. Box 2203
Roswell, New Mexico 88201
Re: Application for Non-Standard
Location -~ Sun Federal Well
‘No. 5, Section 29, Township
7 South, Range 26 East,
Chaves County
Dear Mr. Walker:
Based upon an on site inspection the Division's .

District office at Artesia has recommended against approval
of the subject application.

As a result of this recommendation the subject appli-
cation will not be approved administratively, Should you
desire, the application may be set for hearing before a

Division examiner.
ncerily, ::)
; / - y y/

//J0E D. RAME
Division Director

JDR/RLS/0g
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OIL CONSERVATION COMMISSION
Artesia DISTRICT

OI. CONSERVATION COMMISSION .l iU el 4-23-82

BOX 2088 AR = !
SANTA FE, NEW MEXICO MW@Z :/{ Proposed MC
OiL. Clidti gy A Proposed DHC

‘ " Yoy, Proposed NSL XX
SANTA FE - Progosed SWnD

Proposed WFX
Proposed PMX
Gentlemen:
I have examined the application dated April 7, 1982
for the Stevens QOperating Corp. Sun Federal #5 K, 29-7-26
Operator Leage and Well No. Unit, S-T-R

and my recommendations are as follows:
Denial for the location @ 1980 FKL & 330 FEL.

My recommendation is to approve the location @ 1980 FNL & 660 FEL. I did not

find enough evidence to consider this an archaeology occupation zone and the

terrain is suitable for a Tocation. Deep gullies and embankments would prevent

the location from being moved to the North, South or West.

Yours very truly,

y |

It is my understanding from John V. Walker that this well may not be drilled.
It will depend on the Sun Fed. #3, presently being completed @ an offset
location to the East and a Mesa weil, presently being drilled 8 an offset
location to the West.
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STATE OF NEW MEXICO
ENERGY ano MINERALS DEPARTMENT

OlL CONSERVATION DIVISION

April 13, 1982 POGT DARCE BOX 2008

STATE LAND ORRCE BUALDING
SANTA FE, NEW MEXICO 7501
503 872434

Stevens Up°rat1ng Corp.
P. 0. Box 2203
Roswell, New Mexico 88201 --

rw emwm——. -

Pe: Application for Non~Standard
Location: gun Federal Well No. S
Sec., 29, 7-7-S, R-26-E

Chaves County

we may not process the subject application for non-standard
location until the required information or plats checked below
(is) (are) submitted.

A plat must be submitted clearly showing the ownership of
the offsetting leases.

A statement must be submitted that offset owners have been
notified cf the application by certified mail.

1 B 0

A plat must be submitted fully 1dent1fy1ng the topography
necessitating the non-standaré location.

]

Other:

‘v
R. L. STAMETS
Technical Support Chief

RLS/dr



118 WEST FIRST STREET

P. O. BOX 2203
ROSWELL, NEW MEXICO 88201 b SR | A |
505 /622-7273 TEU(: RN ! Yb—’; f
: A
'éul
-‘g o e = g ‘
Mr. Joe D. Ramey, Director S bR FL

New Mexico 01l Tonservation Division
P. 0. Box 2088
Santa Fe, New Mexico 87501

Re: Stevens Operating Corporation
Sun Federal #5 i
1980* FNL 330' FEL |
Section 26: T7S, R26E
Chaves County, New Mexico

Dear Ramey:

Application is hereby made for administrative approval for an ui-
orchodox location imposed by the Bureau of Land Management due to the
presence of archaeology, and unfavorzble terrain.

The proposed location and the associated 400 X 400 working ares were
originally staked 1980' FNL & 660' FEL in Section 29. This location
placed the stake at the brake in slope of the bluff overlooking the Pecos
River. The east 1/2 of the 400 X 400 area was determined tc be an occu-
pation zone (NMAS5287). Other possible locations in the NWY% of Sectiom 29
ars on steep slopes, overlay probable archaeology occupation zones or are
on the active flood plain of the Pecos River.

Examination of this site in the field and comsideration of alternative
sites by representatives of the Bureau of Land Management caused them to
conclude and recommend that the drill site be move 330' east to more
acceptable terrain and that the east edge of the old 4060 X 400 area be fenced
during operations at the site to protect the archaeology occupation zone.

Offset operators have been notified of this application. Please grant

administrative approval for this umorthodox location at your earliest con-
veaience.

Yours very truly,

STEVENS PPERATING CORPORATION

U bigido
V. Walker
JVW/clf

cc: Yates Petroleum Corporation, Mesa Petroleum Corporation
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STATE CF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT

CIL CONSERVATION DIVISION

IN THE MATTER OF THE HEARING

CALLED BY THE OIL CONSERVATION 65552(5;425?
DIVISION FOR THE PURPOSE OF

CONSIDERING:

~

- CASE NO. 7645

{‘/M( “q Order No. R- ¢4

APPLICATION OF STEVENS OPERATING
CORPORATION FOR COMPULSORY POOLING,

CHAVES COUNTY, MNEW MEXICO.

ORDER OF THE DIVISION

BY THE DIViSION:

This cause came on for hearing at 9 a.m. on August 18,

1982, at Santa Fe, New Mexico, before Examiner Daniel S. Nutter.

NOW, on this day of August, 1982, the Division
Director, having considered the testimony, the record, and the
recommendations of the Examiner, and being fully advised in the

premises,

FINDS:




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

subiect matter thereof.

{2) That the applicant, Stevens Operating Corporation,
seeks an order pooling all mineral interests from the surface
down to the base of the Abo formation underlying the NE/4 of

Section 29, Township 7 South, Range 26 East, NMPM, Chaves

County, New Mexico.

(3) That the applicant has the right to drill and proposes

to drill a well at a standard location thereon.

(4) That there are interest owhers in the proposed

proration unit who have not agreed to pool their interests.

(5) That to avoid the drilling of unnecessary wells, to
protect correlative rights, and to afford to the owner of each
interest in said unit the opportunity to recovexr or receive
without unnec.ssary expense his just and faii share of the gas

in saia pool, the subiect application should be approved by

pooling all mineral interests, whatever they may be, within said

unit.

(6} That the applicant shculd be designated the operator

of the subject well and unit.

{7) That any non~consenting working interest owner should

be afforded the opportunity to pay lis share of estimated well

costs to the operator in lieu of paying his share of reascnable

well costs out of produétion.




(8) That any non-consenting working interest owner who
does not pay his share of estimated well costs should have
withheld from production his share of the reasonable well costs

plus an additional jR‘I’ percent thereof as a

reasonable charge for the risk involved in the drilling of the

well.

(9) That any non~consenting interest owner should be
afforded the opportunity to object to the actual well costs but
that actual well costs should be adopted as the reascnable well

costs in the absence of such objection.

(10) That following determination of reasonable well roste,
any non-consenting working interest owner who has paid his share
of estimated costs should pay to the operator ahy amount that
reasonable well costs exceed estimated well costs and should

receive from the operator any amount that paid estimated well

costs exceed reasonable weli costs.

(11) That 51300.00 per month while drilling and
S z&.m __ per month while producing should be fixed as

reasonable charges for supervision (combined fixed rates); that

the operator should be authorized to withhold from production
the proportionate share of such supervision charges attributable
to each non-consenting working interest; and in addition
thereto, the operator should be authorized to withhold from
production the proportionate share of actual expenditures
réquired for operating the subiject wéll, not in excess of what
are reasonable, attributable to each non-consenting working

interest.




(12) That all proceeds from production from the subject
well which are not disbursed for any reason should be placed in
escrow to be paid to the true owner thereof upon demand and

procf of ownership.

(13} That upcn the failure of the operator of said pooled
unit to commence drilling of the well to which said unit is
dedicated on or before _ Gl6Caes ot/ M’V , the order

pooling said unit should become null and void and of no effect

whatsoever.

IT IS THEREFORE ORDERED:

(1) That all mineral interests, whatever they may be, from
the surface down to the base of the Abo formation underlying the
NE/4 of Section 29, Township 7 South, Range 26 East, NMPM,
Chaves County, New Mexico, are hereby pooled to form a standard

Iéﬂ —-acre gas spacing and proration unit to be
dedicated to a well to be drilled at a standard location

thereon.

PRCVIDED HOWEVER, that the operator of said unit shall

commence the drilling of said well on or before the r'f&*

day of M‘q‘ . 1982, anéd shall thereafter continue the

drilling of said well with due diligence to a depth sufficient

to test the Abo formation;

PROVIDED FURTHER, that in the event said operator does not

. ]
commence the drilling of said well on or before the APAQJ'

day of MA/V , 1982, Oorder (1) of this order shall be

null and void and of no effect whatsoever, unless said operator

obtains a time extension from the Division for good cause cshown.




PROVIDED FURTHER, that should szid well not be drilled ro

completion, or abandonment, within 120 days after commencement
thereof, said operator shall appear before the Division Director
and show cause why Order (1} of this order should not be

rescinded.

{2) That Stevens Operating Corporation is hereby

designated the operator of the subject well and unit.

(2) That after the effective date of this order and within
90 days prior to commencing said well, the operator shall
furnish the Division and each known working interest owner in

the subject unit an itemized schedule of estimated well costs.

{4) That within 30 days from the date the schedule of
estimated well costs 1s furnished to him, any non-consenting
working interest owner shall have the right to pay his share of
estimated well costs to the gperator in lieu vf paying his share
of reasonable well costs out of production, and thai any such
owner who pays his share of estimated well costs as provided
above shall remain liable for operating costs but shall not be

liakie for risk charges.

(5) Tbat the operator shall furnish the Division and each
known working interest owner an itemized schedule of actual well
costs within 90 days following completion of the well; that if
no objection to the actual well costs is received by the
Division and the Division has not objected within 45 days
following receipt of sa:d schedule, the actual well costs shall
be the reascnable well costs; provided however, that if there is

an objaction to actual well costs within said 45-day period ‘the




b} -

“Division will déelelming rIaasonavleée well cusis after public

notice and hearing.

{6) That wichin 60 days following determination of
reasonable well costs, any non-consenting working interest owner
who has paid his share of estimated costé in advance as provided
abcve shall pay to the operator his pro rata share of the amount
that reasonable well costs exceed estimated well costs and shall
receive from the operator his pro rata share of the amount that

estimated well costs exceed reasonable well costs.

{(7) That the operator is hereby authorized to withhold the

following costs and charges from production:

(A) The pro rata share of reasonable well
costs attributahle to each non-consenting
working interest owner who has not paid
his share of estimated well costs within
30 days from the date the schedule of
estimated well costs is furnished to him.

(B) As a charge for the risk involved in the

drilling of the well, XR©©

percent of the pro rata share ot
reasonable well costs attributable to each
non-consenting working interest owner who
has not paid his share of estimated well
costs within 30 days from the da*te the
schedule of estimated well <costs 1is
furnished to him.

{8} That the operator shall distribute said costs and
charges withheld from production to the parties who advanced
the well costs.

(9) That $ 2300.00 per month while drilling and
$ L&.m per month while producing are hereby fixed
as reasonable charges for supervision (combined fixed rates);
that the operator is hereby authorized to withhold from
production the proportionate share of such supervision
charges attributable to each non-consenting working interest,
and in addition theretc, the operator is hereby authorized to
withhold from production the proporticnate share of actual
expenditures required for operating such well, nct in excess
of what are reasonable, attributable to each non-consenting
working interest.

(10} That any unsevered mineral interest shall be
considered a seven~eighths (7/8) working interest and a




one-eighth (1/8) royalty interest for the purpose of
allocating costs and charges under the terms of this order.

(11) That any well costs or charges which are to be paid
out of production shall be withheld only from the working
interest's share of production, and no costs or charges shall
be withheld from production attributable to royalty
interests.

(12) That all proceeds from production from the subject
well which are not disbursed for any reason shall immediately
be placed in escrow in Chaves County, New Mexico, to be paid L”
to the true owner thereof upon demand and proof of ownership;
that the operator shall notify the Division of the name and
address cf said ascrow agent within 30 days from the date of
first deposit with said escrow agent.

(13) That jurisdiction of this cause is retained four the
entry of such further orders as the Division may deem
| necessary.

DONE at Santa Fe, New Mexico, on the day and year
hereinabove designated.

STATE OF NEW MEXICO
OIL CONSTSRVATION DIVISION

JOE D. RAMEY,
Director

S EAL




