AR

IDATED OIL & GAS, ™.
ING, SAN. JUAN COUNTY,




MPI:‘CZTI‘ ON,
ranscriPT 3,

| Sm'q l( E-Xl'\_i bi TS, |

ETC.

P b R TR

gt~




I i i | T R LT NSO SN

o »1133"’" b T wh T :v-“._:

4 | Crnsctichntie! Gt e Las, e,

LINCOLN TOWER BUILDING
1860 UNCOLN STREET

e © | BEFORE EXAMINER NUTTER

OlL CONSERVATION DIVISION

(o6  poawmiNo._ 7
CASE NO. &g 277
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Working Interest Owners
(see attached list)

Re: Operating Agreement Dated
August 27, 1979, Clayton
Unit, §/2 Section 2, T30N,
R12v¥, San Juan County,
New Mexico

Gentlamen:

Under cover letter dated September 14, 1979, you were sent an

operating agreement for the above-referenced unit. That
agreement should be amended as follows: Exhibit “C", page 3,
paragraph lA, should include a provision for a producing well
rate for a triple zone of $280.00.

If ybﬁ concur in the amendment described, please sign in the
space provided below.

Very truly yours,

CONSOLIDATED OIL & GAS, INC.

Floyd E. Ellison, Jr.
Vice President - Operations

FEE:ccs

I agree to the above~described
amendment to the .Clayton Unit
Operating Agreement dated
August 27, 1979

Date:
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Clayton ¥o. 12
Operating Agreement

erk:Lng Inreresc Crmers

Bruoks Explcntion, Iae.
2110 Vestern Federal Saviags
718 Savenceench Streat
Denver, Calorudo 80202

Eugene P. Machiss
12027 Venice Boulevard
Los ingelass, lifornia 90066

3oatzen's Yacilonal 3anik of St. Louis
a3 Trustse for thg Alma E. Griasedieck
Estare :

Attn: M. Croes

P. 0. Bex 7365, Main Pest Office

st. Louis, X ssours 63166

Moulton B, Gofs
28500 3radley Road, Apt #255
Sun City, C3liZommia 92381

¥ary Staufier
7813 East Second Strear
Covney, Califormia 20251

Westazm Distribyting Comvany
Exployvees Truse

1800 3assact Streat

Denver, Colorads 80217

Maleolm C. Tadd -
2840 Long 3each 3oulevard
Long Beach, ca 30806

Helana Zaragozian, Zxecutrix of
the EZstate of Loyise Rohn, Dec'q.
23713 Rivik Stvear

Woadland Hills, Californis 91267

darold J. Blaakley
2300 Souch tniversity Boulevard #1145
Deuver, Colorado 802190

Georgia Laa Relzon Bright
6535 Pelhan Coure
San Josa, Califormia 95123

Candace Ralsan Cox
326 Sudburv 2wad
Concord, ¥assachyserss Q1742

Anchony Zarlengo
335 Capisal LiZs Cancar
Dexrver, Colorado 80203

Margery M, Krieger & Pecpla's Bank

- & Trust Co..

Co-Trustees for the Estate of L. G.
Zrieger

476 Oswego Coure

durora, Colorado 800710

Wayne E. Oftedanl
218 Glenview , i
Elmhurse, Illinois 80125

John‘Bian::hetti, Jr.
1300 West Victoria 47
¥ontbello, California 80640

“Bruce Howard Lindsay

Newport Beach, California 92663

Benjamen M. Taylor
¢/o Fred W, Caesar, agent
3836 Mizz Pacisf+c Deive

Oceanside, California 92054

Roger K. Stewarr
4782 E. Quail Creek Drive
Tuescon, Arizona 58718

 Harry R. Sherman

11806~C Moorpark Street
Studio City, California 91604

Bezty L. Spellman, Att'y in Faetr
for Gladys a. Murphy

2716 Daisy Avenye

Leng Beach, California 90806
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FORE. ER NUTTER | .

BEFORE EXAMINER 4 \ CLAYTON #1-E WELL
OlL CONSERVATION CIVISION 875" from the South Line and 945' from the East Line of

: Section 2, Township 30 North, Range 12 West, N.M.P. M,

San Juan County, New Mexico

. (Q&- EXHBTNO.__ [ 1
CASE No' (() Ya 7 ’ A...;.u_...;.‘...lsl I . .. . - EJ2SE/4, Communitized Communitized ComA:;th:d
; . . ' S/2SW/4 N/2 SW/4 W/2SE/4 SE/4 - Gallup §/2 - Mesaverde S§/2 - Dakota
./ _John'Bha;hhul - - 1,587200% 1.587300% v 1.587300% 1.190475% 1.190475%
. Moulton Gotf < 1.428570% --- - ’ —e- .357142% .357142%
8 \/ Helen Karagozian, Executrix for , . :
El the Louise Kohn Estate 1.428570% - - ——- .357142% .347142%
r@.n, P. Mathias 11.428580%  1.428570% ’ 1.428570% 1.428570% ©3,928573% 3,928573%
~ Betty Spouman T , iiitfi‘o‘ruey’-in-i‘zct .
for Gladys Murphy 3.8R8890%  3.174610%  3.174610% 3.174610% 3.353180% 3.353180%
v HD.olver - s.o1s870%  3.015870% 3.015870% 4. 261902% 2.261902%
ey "vBenjt‘x_nin M, i‘.ylo} . 1.428570%  1.428570%  1,428570% ~1.428570% 1.428570% 1,428570%
Mary K. Stauffer 7.142850%  7.142850%  7.142850% 7.142850% 7.142850% 7.142850%
Malcolm C. Todd '7.142860%  6.031750%  6.031750% 6.031750% 6.309528% © 6.309528%
uaé;-y'a'. Sherman 1,587300% .- —-- —e- | .396825% . 396825%
. Meltis Trowar - 3.015870%  3.015870% 3.015870% LecFors0am 2.261902%
' Bruce Howard Lindsay 1.587300%  3,174610%  3,174610% 3.174610% 2.777783% 2.117783%
Western Distributing Company
Employees Trust 1.171875% 2.148440% 2.148440% 2. 148440% 1,904258% 1, 904298%
Harold J, Bleakley 2.107748%  3,760038%  3.760038% 3.760036% 3,346965% 3.346955% |
- " Candace Kelton Cox 1,053875%  1,880018%  [.880018% v, 880018% 1.673483% 1.673483%
= " Georgia Loe Kelton Bright 1.053874%  1.880019%  1.880019% V" 1.880019% 1.673483% 1,673483%
‘- L, G, Krieger LB43099%  1,504015%  1,504015% 1.504015% 1.338786% 1.336786%
Aathony F, Zarlengo 1.686199% - 3,008030%  3,008030% 3, 008030% 2,677572% 2,677572%
Brooks Exploration, Inc, 31,250000%  31,250000%  31,250000% 31,250000% 31, 250000% 31.250000%
Conlblld_ated Oil & Gas, Inc, 23,769840%  24,569440% 24, 569440% _24,569440% _24,369541% - _24,369501%
100.000000% 100,000000% 100, 000000% 100, C00000% 100, 000000% 100, 000000%
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STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
OIL CONSERVATION DIVISION
STATE LAND OFFICF BLDG.
SANTA FE, NEW MEXICO

12 March 1980

EXAMINER HEARING

e e T R L e Ll kL peua———,

IN THE MATTER OF:

Inc., for compulsory pooling, San Juan

)

)

- | )
Application of Consolidated 0il & Gas ) CASE

)

County, New Mexico. )

' )

g o S N B W L S R0 e G S L G U Gale (S G T S G S S S M L A e S T W S S b St G - B 0 S G o

BEFORE: Daniel S. Nutter
PRANSCRIPT OF HEARING
APPEARANCES

For the 0il Conservation Ernest L, Padilla, Esqg.
Division: - ’ Legal Counsel to the Division
State Land Office Bldg.
Santa Fe, New Mexico 87501

For the Applicant: Lynn Teschendorf, Esqg.

Consolidated 0il and Gas, Inc.

Denvexr, Colorado
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Page 3

MR. NUTTER: We'll call.next Case 6§27.

MR. PADILLA: Application of Consolidated
0il and Gas, Inc., for compulsory pooling, San Juan County,
New Mexico, |

MS. REEDER: She isn't here right now.

Can you go on with the next cne?  TI'11 go find her.
(Hearing continued.)

‘MR, NUTTER: We'lre baék on Case 6827 now.
MR. PADILLA: !Appliéafion of Consolidated
0il and Gas, Inc.; for compulsory pooling, San Juan County,
New Mexico.
iR .

IUTTER: Ts there anyone o represent
Consolidated in this case?

MS. TESCHENDORF: For better or worse,
yes. Lynn Teschendorf, appearing on behalf of Consolidated,

and I'll have two witnesses.
(Witnesses sworn.)
SHIRLEY REEDER

being called as a witness and having been duly sworn upon

her cath, testified as follows, to-wit:

ke m i s
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- whom you're employed?

" Consolidated 0il and Gas, Denver, Coclorado.

DIRECT EXAMINATION
BY MS. TESCHENDORF:

0 Would you please state your name and by

A I am Shirley Reeder. I'ui émployed by

Q And in what capacity are you employed?
A : I'm Title Account Analyst.
o Okay. Have you ever testified before the

Division hefore, or one of its examiners?
A No.

0 | Would you please review your experience

A I've had over twenty-five years exper-

ience in o0il and gas industry, and I've worked in the Land

and Legal Departments for Magnolia Petroleum, Gulf 0il, and

Sun Oil.

I was officer manager and bookkeeper for

an independent o0il operator in Dallas, Texas.

In Rillings, Montana, I operated a

petroleum secretarial service.

I've worked for Consolidated 0il and Gas

since 1962 in Land, Legal, Accounting, Division Order De-

partments, and matter of fact, in 1962 I calculated and
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processed the pivision Order on the original well, Clayton

Well, in this south half of Section 2, 30 North, 12 West.

(1} -~ And are you familiax with the facts con-

cerning this case?

A Yes.

MS. TESCHENDORF: Is the witness consid-

ered qualified to testify as to the interests in this matter.

MR. NUTTER: Yes, she is.
spell your name, Ms. Reeder?

A R-E-E-D-E-R.

MR. NUTTER: There's three ways to spell

How do you

it. I didn‘t know which one. Thank you. Go ahead.

1} Would you please tell the Examiner what

Consolidated is seeking with this application?

A we're seeking an order pooling all

mineral interests in the Gallup formation underlving the

southeast quarter of Section 2, and the Mesaverde formation

underlying the gsouth half of section 2, Township 30 NMorth,

12 West, San Juan County, New Mexico.

0 Okay, would you please refer to Exhihit

One and tell the Examiner what that shows?

A Thegse are the working interest owners
in this -- in this well. I% shows which one< would be in
the Galliup formation. They're working —= they're operating

interestsz, and also the Mesaverde formation,

and naturally,
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the Dakota is identical to Mesaverde.
- There are nineteen other éeople in this

besides Conso1idated, and these people are mostly on the

west coast that are ~- they have been very difficult to find.

Q Would you please describe the current

situation as to the existing well on this south half of

‘Section 27

A “The existing current situation, you mean

what?

o Well, is there currently a weli on the
south half?
a. Oh, there is a well in the southwest:

guarter that produces from the Gallup and the bakota forma-

tion.

143 . Okay, and have those formations been
communitized?

A Yes, they were‘communitized before

drilling the well. I think in 1962 the original well was
drilled. ' ,

0 8o the Dbakota 1is comnmunitized in the
south half and the Gallup is communitized in the southwest
guarter?

A In the southwest guarter, that's right.

. Okay. And what are Consolidated's plans

for the new well that is currently being drilied in th

~
LA




- g

southeast quarter? X

2 A Well, we are getting the Gallup commun-
3 itized. The Mesaverde, we do have all the signatures in on
2 4 the Mesaverde formation. There are —=- except for a few

8 people that we cannot locate.

6 In the Mesaverde formatinn we have signed

? 95.476 percent.

na s | MR. NUTTER: Are you -talking about workin Z
: v ‘interest ownexrs? &
@ s 10 A That's right. I \
0 &8 . ‘
é;g’é LU R o MR. NUTTER: Okay. Can you jdentify the \
N g §§§ 2 ones on Exhibit One who haven't signed, please?
E aa:’é :
= i 3 A In the Mesaverde formation it's H. D.
a ‘ v
R Ll oliver and Nellie Troxel. : o
bl x MS. TESCHENDORF: Can I interrupt to ex-
16 plain one thing?
17 ‘ " Now, we've had a problem, have we not,
18 with getting people to sign the communitization agreements
19 versns the Operating'agreement?
2
0 A Yes.
2i . . K
) ! 0 And some people have signed the conmuni=
tizations bhut have refused to sign the operating agreement,
B iz that correct?
: i\/'
d 24
| A That's right.
26
0. 30 that we're in the position of in some




Page 8
t cases we've got 100 -- well, except for thé two people we '
2 can't find, we've got everyone who has agreed fo communitize
|
3 | but they have not agreed to sign the operating agreement, --
4 A That's true.
5 o ~- is that correct? '
¢ , A That's true.
? h | MR. NUTTER: Do you consider the land !
8 | communitized if they sign the communitization agreement but y
o not the operating agreement?
,5 5 1 | A -"; Yes, wouldn't we? I would. ;
. g-=§§ 1 o .
3 éﬁé | MR. NUTTER: I'm asking you.
| ;gfg 12 A Okay, ves, We would consider it commun-—
,g 5 13 itized. The operating agreement would bear on the operationsiy
. u l 0 But without signatufe ~- without the
L -signatures'on the operating agrcoment, we have no provision
1 18 for risk charges, operating expenses, et cetera, so we would
é v like to ask the Examiner to pool thoSe people who have not
F f. ® signed the operating agreement also, su that we will have
2 ® provisions for operating costs, risk chargeé, et cetera.
éﬁ‘ 2 MR. NUTTER: Well, of course, the order N
oo
%;7 2 is directed to the land and not the individuals, anyway, so
;:‘, it would .take in all those people.
?g' \;) But back to the original guestion, now,
o 2 15 Nellie Troxel, is she one that you can't -~
® A We cannot locate her,
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MR. NUTTER: And who was the other one?
A H. D. Oliver.
MR. NUTTER; And Oliver would have a
3.015+ percent interest in the Gallup Unit? |
A That's right. Yes.
MR. NUTTER: And a 2,26 perCenﬁ interest
in the Mesavexrde Unit.
A Yes, a.ndjueni.e -
| kﬂR.~NUTﬁﬁk; And Troxel would have the  ‘,
iﬁéntical‘ihteteétrin the two units? I
A Yes.
MR. NUTTER: OKay.
Q Could ybu tell the Examiner which of the
interest owners have not -~ let me réphrése that.
A okay.
") Have all intérest owﬁers except for H.

n. Oliver and Nellie rroxel signed the Mesaverde communiti-

s .

zation?
A Yes.

Q which working interest ownexs have not

signed the Gallup communitizakion?
A There ig one John pianchetti, Candice

cox, however -- and Georgia Lee Bright.

MR. NUTTER: ©Okay, now who was that

again?
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A It was John‘Bianchetti; hé does not have
a phone. I £ried to contact him and he doeé no£ have a
listing.
And Candice Cox and Georgia Bright.
MR. NUTTER: And those are the three

who have signed the communitization but not the operating

agreement?
A ’ﬁo, they have not signed the Gaiiup com-
munitization. |
MR. NUTTER: Ch.
A " They signed‘thelﬁesaverde but not the

Gallup.: They went out separately.

Q Okay, and would you please tell the
Exafiner which interest owners have not signed—the operating
agreement?

A ‘All-right. John Bianéhetti, the Louise
Kohn estate, H. D. Oliver, and Nellie Troxel, Bruce Howard

Lindsay, and Mary Kay Stauffer.

MR, NUTTER: Okay, now I'm not going down

the list as fast as you are.
A, Oh, I'm sorry.

MR. NUTTER: So Bianchetti was the

first one you mentioned.
A Yes. And then Louise Kohn estate. Now

the Louwise Kohn —=

that's Helen Karagozian, executrix £oY
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jt's the third one down.

MR. NUTTER: Okay.

A okay, and of course, Oliver and Troxel,

and then Bruce Howard Lindsay.
MR. NUTTER: Now, those people -~

A And also Mary Kay stauffer. They have

not signed operating agreements.

MR. NUTTER: For either formation?

A Yes, that's right.

MR.‘NUTTER: ‘Ms. Peeder, now you menticne%
Troxel, but ybu'

that you're not able -to locate Oliver and

did mention that this sguth half has been pooled for the

old well that's in the‘southwest quarter.

Where is their share going now?

tually being held in the

A

suspense account.

For -- it's AC

s
LS

ply their operating

OVe .
A

what we do is ap

17

18

pense against their xun

MR.

s and they have over $400G apiece.

ated

NUTTER: Have they: ever particip

19
20

21

24

and then you Jjust 1ost track of them?

Troxel and nliver, you nean?

A

‘they came 1n by way of a reversionaX

See,

interest, which -- it paid out in 1971, and they were sold

between '62

these interests in 1962, and they just got lost

and '71 by the time a Division order got to them.

mp . NUTTER: Uh-huh.

Y
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e Well, I got no response to that. I mean

" called -- called the person who sold these interests and

Pqpr 12

A And then I sent out, with ali the other
working interest people, the othef -~ all this group, I sent
out just a little slip when we sent out their checks one
month, and said dc you know their whereabouts. I thought

since they came in at the same time they might know each

other.

Ingbt a couple people say they‘did‘notq

Then I've gotten on the telephone and

tried to get hold of him and I couldn't do that. Then I
even gbt on the telephone and tricd to call the neighbors,
and for instance, Nellie Troxel's house has been torn down
and there's an apartment building there.

MR. NUTTER: Where did she live?

il e

A Let's see, she was in Los Angeles, Cal-
ifornia, and H. D. Oliver was in Anaheim,
MR, NUTTER: Anaheim?
3, Anaheim, yeah., And H. D, Oliver, as I
understand, is divorced and just skipped the country.
0. Let me clarify one point here. The
‘Dakota communitization and the Gallup communitization in the

southwest quarter both took place before any of these

people had interests.

A Yes, that's right,
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Héd working interests.
A That's right.
MR, NUTTER: And then their interest
- developed after the well was --
A Yes, after it paid out a certain amount
of money. Uh-huh.
MR. NUTTER: And so their share is being
held in trust now.
A | Yes.,

' MR. ‘NUTTER: Okay, go ahead.

o I wanted to backtrack to catch one point.
A Okay.
0 The new Clayton well is proposed as a

triple comp1etion, is that correct?
) Yes.

Q Has certified notice of this hearing heen
sent to those who have not agreed to sign the-Gallup'commun*
itization and have not signed the operating agreement?

A Yes, it was mailed out on March the 6th,
1980.

0. Do you recommend that all proceeds from
pfoduction for those who are going to fall under the forced
pooling order be placed in escrow in Denver rather than in
San Juan County, New Mexico?

A I would.




Page 14
1 Q Was Exhibit One prepared by you or under ' ;_
2 || your supervision?
3 : A Yes, it was. :
4 MS. TESCHENDORF: At this time I'11 offer
5 | Exhibit One in evidence.
¢ : - MR. NUTTER: If it were placed in escrow
7 in Denver, Ms. Tesche_‘ndorf . and then escheated, would it
8 § escheat to the State of Colorado or New Mexico? _
° MS. TESCHENDORF: Colorado. :
% s 10 MR. NUTTER: We'll put it in the order
o L:_;‘g : .
,D: Egﬁ n it will be in Rio Arriba -- or San Juan County,
8 i § 12» ' I 1 o
¥ -%g ) MS. TESCHENDORF: I was afraid of that.
ﬂ )
> 3£ 1 - |
= E| . Good try.
&
“ Is Exhibit One accepted in evidence?
st | . MR. NUTTER: Exhibit One will be admitted
16 in evidence. ]
. 3
v MS. TESCHENDORF: That's all the ‘questiom% 1
F 18 I have of this witness.
R ' 19.’ MR. NUTTER: Does anyone have any gues-
b 20
P ‘ tions of Ms. Reeder? She may be excused. L
F 21
' MERLE SAVAGE
;, ’ being called as a witness and having been duly sworn upon
E;_ J 24 his oath, testified as follows, to-wit:
[' 2%
i
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Pﬂh_a-__________lﬁ_.___

DIRECT EXAMINATION
BY Mg, TESCHENDORF ;

0 Would You please state your name ang by

whom you're employed?

a Merle Savage, ang I'm a petroleun engineeﬂ

with Consolidated 0il and Gas,

Q Have you testified before the Division

or one of its Examiners before>
| A Yes, ma'‘am. /’
! Q Are you familiar with the facts concerning

““this case?

A Yes.

MS, TESCHENDORF : Is the witness consider1
ed qualifieg>

MR. NUTTER: Yes, he js,

R This is a4 Structure map of the 9-sectign

area Surrounding the Clayton iease. It purports to show a

structure of top of the Mesaverde, as well as the Mesaverde
completions within the 9-section area, which are marked by
operator, the initial potential, apg Cumulative production

through.January lst, t79,

0. And would you locate the vell we are
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Page 16
presently drilling on this map, please?
A It's the 1-M Clayton, which would be in

the southeast quarter of Section 2.

0 And the original Clayton Well is in the
southwest?
A Southwest.

Q Would you refer to Exhibit Three, please,
and identify that? ,

A Exhibit Three is a structure map of the
top of the Gallup through the same area. It shows the two
Gallup completions within that 9-section area, and it shows
both of the Clayton Wells, the new one and the old one again.

0 In your opinion does the presence of
producing wells from the Mesaverde and Gallup in this area
indicate that there's the likelihood of finding recoverable
reserveé in the Gallup ana Mésaverdé'in this new well?

A Yes,

2 Okay. Would you please refer to Exhib%t
Four. Would you please describe that exhibit to the Examiner

A This is a general east/west cress section
through the same area as the maps. It shows the Gallup and
‘the Mesaverde formations. We feel that it does show commer-

cial gas quantities, or commercial gas potential, especially

in our new well, which is the center well in the cross sectioﬁ,

the well in t

L T
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- ation begins to lose some characteristics that we would look

- is going to be productive in the whole area.

Page 17

for the Galiup than the Mesaverde. We can see that the form-

for in a producing well as you go east to west. It indicates
that the better Gallup is going to be through the area of
our lease in the center of the maps.

The Mesaverde, primarily the Point Lookouf,

Q Would you please_.refer to what has been

marked as Exhibit Four-A and describe what that shows?

- N
L] ~- -

This is a north/south cxoss'secfidn |
through the same area and it includes the cld well, not the
new wéll. Again, especially in the Gallup begins to show
prodﬁction in the area of the lease and the loss of zone as
you go both north and south. And again in the Point Lookout
and tue Mssavewrde, we feel there's going to be gas in all
the wells in that area, producable gas.

0 It is your opinion that Exhibits Two
throughfFour—A indicate the presence of recoverable reserves
in the Mesaverde and the Gallup?

A Yes, ma'am.

0. Would you piease refer to what has beén
marked as Bxhibit Five and describe that?

A Exhibit Five is the AFE which we sent to
all participants showing the drilling and completion costs

for the ---it's marked 1-A -- it's the 1-M Clayton Well, the

e p A S Yaen S TS
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well we proposed and have drilled.

0. wWhat are the total estimated costs for
a dry hole and a completed producer?

A $177,500 for a dry hole and $680,000 for
é potential triple completion.

Q Are these costs in line with those gen-
erally found in the area? |

A {. Yes.

2 What is your recommendation as to a risk
factor for this well?

| A - We éharge 200 percent, which we feel is

sufficient. We recover twice ouf»mbney that we expend in
drilling the well before the non-participating partners back
in for their share.

Q And do you feel this well has sufficien

risk to justify the 200 percent?

A. Yes.
0 In what ways is this a risky proposition?
A Well, any well you drill is a risky pro-

position. We feel like we have a lot of gas potential here
but until we complete the well we really don't know if we --
we have nothing marketable until we have it completed.

0. Was the Mesaverde marketable in the ori-

ginal well -- Clayton Well on this unit?

A No.

o T T VI T T IRt TS RS S N U -
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Page 19
Q So you feal the Mesaverde is a risky
completion because of that? |
A  Yes.
Q ' And according to Exhibit Three there are
not many wells --
A There are only two Gallup wells in the

area, PanAmerican or Amoco has one of them and we have the

other one in the original Clayton.

s

Q . So in your opinion the Gallup is also a
risky proposition?

A Yes,

Q Would you please refer to what has been
marked as Exhibit Six ana explain‘What that is?

A Exhibit Six is our standaxd operating
agreement,lﬁﬂicﬁ.we woﬁld expect our participénts to sigh
on any well we drill.

0 Would you please refer to page three of
the COPAS section and state what Consolidated's recommenda-
tions are for charges while driliing and producing?

A Yeah. We charge $1387.50 for drilling
well rate, the supervision and overhead during the drilling,
and $182 for single, and $231 for a dual on a monthly basis
for --

0 Has a -=- go ahead.

A That's all.

o R g T

o il‘ﬁ .
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» of Operations, which does amend the'opera

. to include a t

Page 20-

Q Has a letter been sent to the working

interest owners amending this operating agreement to provide

for a producing well rate for a triple zone?
A I believe so,'yes.(

Q Would you please refer to what has been

marked as Exhibit Seven and describe what that is?

A This is a letter from our Vice President

ting agreement,
riple zone, which would be $280 a month.

21}

0. Are these costs in line with those found-
'in the area, in your opinion?
A  Yes.

Does Consolidated wish to be designated

Q
as operator of these units?

A .. Yes,

And in your opinion will the aranting of

0

this application prevent waste and protect correlative right

A, Yes.

Q Were Exhibits Two through six prepared

your supexvision and direction?

by you or under

A Yes.

0 And Exhibit Seven was a letter sent by

a vice president of Consolidated?

A, Yes.

MS. TESCHENDORF: At this time I°

'—J
C
=h

1
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questlons of this witness.

‘200 percent on voluntary com and I was- looklng at these

Page 21

Exhibits Two through Seven in evidence. h
MR. NUTTER: Exhibjts Two through Seven
will be admitted.

MS, TESCHENDORF And I have no further

CROSS EXAMINATION

BY MR. NUTTER:

Q0 » Mr. Savage, you menticned that vou chargs

charges that are listed own oaga thlrteen of the 6perating
agreement.

Is it 200 percent of the actual charges

that you take out of produet10n7
a, Yes, eir,
0 So what it amounts to is their share,

which is 100 percent, plus a 100 percent penalty, is that

it?
-8 Yes, sir.

0. Okay. And You have mentioned in your

exhibit -~ or your vice president mentioned in Exhibit Seven

that the Copag section on charges for supervision should in-

clude a provision for triple of an additional $280. That's -}

A No, sir,

.
PR IR

T
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1 Q It would just'be on the producing rate.
2 A . Yes, sir. ‘
3 | Q So rather than -- it would be $182 for

4 | a dual, $231 -- I mean $182 for a single, $231 for a dual,

& I ana $280 for a triple?

¢ A Yes, sir.
? B Y Now you haven't asked for pooling of a
'3 . triple zone here today, so in the event you do complete in
. % || the -- what is the third formation? ;, R
¢ ol ' | o o ’ . |
o g ° A It would be Hesaverda:.
Sacd n| | | |
’%33# - ) Or Dakota? :
. -" N . . . ;
28 . .
3 722 12 A Dakota, yes, Dakota.
> d £ ) '
> . -
g 3 b 0 And you haven‘t asked for anything here
s on the DakOta; but it is-already pooled on the Dakota, is
. that it?
16 A Yes, sir. We have the Dakota pooled.
17 .
originally.
18 0. I see. Now this well has heen completed,
19 i
hasn't it?
20
. ‘ A IJt's been drilled. It's not been com-
21 ‘
pleted. ‘ R
7] e /
0 It hasn't been potentialed y&t?
. 23 1]
o A, No, sir,
e 2 ‘
0 Completed or potentialed?
2%
A No.
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“here, your Exhibit Number Three, which shows the two Gallup

‘one in Section 3 as being 554 Mcf, and what is the 1,200,050

“hasn't it?

Page 23

Q I see. Now, one of these exhibits under
wells that are in the area, it shows the potential for the

that's shown there?
A That‘sycumulative production to 1-1-79.

o And then on your well it shows 2-million,
so this well has made 2-billion cubic feet of gas, is that
it in the Gallup? |

A : Yes, sir, on the Géll&é.

0 It's been a_godd’well’on the Galiup then,

A Yes, it has.

0 . What{ﬁas its pctential, do you recall?
A No, sir. |
Q And then on Exhibit Number Two, some of
these wells in the -- the wells in the Mesaverde are shown

with a cumulative production, I guess, but we den't show any
cum for your Dakota well in the southwest quarter.
What's been the potential ~- or the cum
on the Dakota zone here?
A I don't know., I don't have any informa-
tion on the Dakota in this area. We didn't prepare any, SO -
0 I see.

A Primarily because we already pooled in
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ign't feel it was necessary -
And it's not 2 subject of this hearing:

yes, sir.

ckay.
MR, NUTTER:. Are thexe any gurther ques~”

He may‘beiéXCuéed;
Do Yyou haVé'ah&thing gurther, Ms. Tes”

S
MS.FTESCHENDORF: No, sir.

poes anyon

MR, NUTTER:
they wish ©0 séfer in Case Number 68277
We'll take the case under aav1sement.

(Héaring concluded.)
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tion Division was reported by me; that the said transcript

is a full, true, and correct record of the hearihg, prepared

by me to the best of my ability.
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STATE OF MEW mezco
ENERGY AND MINERALS DEPARTMENT
OIL CONSERVATION DIVISION
STATE LAND OFFICE BLDG.
SANTA FE, NEW MEXICO
12 March 1980

EXAMINER HEARING
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IN THE MATTER OF: |
Application of Consolidated’ 01l & Gas QASE
Inc., for compulsory pooling, ‘San Juan 6827

Ccnr*y, ‘New Mexico,

sl Nl g S ast? N

|| BEFORE: Daniel 8. Nutter

TRANSCRIPT OF HEARING
APPEARANCES

For the 0il Conservation Ernesi L. Padilla, Esq.
Division: Legal Counsel to the Division
state Land Office Bldg.
santa Fe, New Mexicc 87501

Lynn Teschendoxf, Esq.
Consolidated 0il1 and Gas, Inc.
Denver, Colorado

For the Applicant:
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SHIRLEY REEDER

INDLEX

Direct Examination by Ms. Teschendorf

MERLE SAVAGE
Direct Examination by Ms. Teschendorf 14

Cross Examination by Mr. Nuttex 2;

EXHIBITS

Applicant Exhibit One, List 5
Applicant Exhibit Two, gtructure Map 15
’ Applicané Exhibiﬁ‘whree,,Structure Map 16
Applicant Exhibit Four, Cross Sactions 16
Applicant Exhibit Flve, ATE 17
Applicant Exhibit Six, Operating Agreement 19
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MR. NUTTER: We'll call next Case 6827,
MR. PADILLA: Application of Consolidated

0il and Gas, Inc., for compulsory pooling, San Juan County,

| New Mexico.

MS. REEDER: She ‘isn't here right now.

Can you go on with the next one?. I'll go f£ind her.

<

LY ATTNTHIIE?
TIE . lvvaaua: FOr  de e - - ; - - 3 e ¥

MR. PADILLA: Application of Consolidated'

- 0il and Gas, Inc.; for compulsory pooling, San Juan Couhty,

New Mexico.

MR. NUTTER: 1Is there anyone to represent

Consolidated in this case?

MS. TESCHENDORF: For better or worse,
yes. Lynn Teschendorf, appearing on behalf of Consolidated,

and I'l1l have two witnesses.
(Witnesses sworn.)

SHIRLEY REEDER
being called as a witness and having been duly sworn upon

her oath, testified as follows, to-wit:

I
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DIRECT EXAMINATION
BY MS. TESCHENDORF:
Q Would you please state your name and by
whom you're employed?
A I am Shirley Reeder. I'm émployed by:

Consolidated 0il and Gas, Denver, Colorado.

o And in what capacity ars you employed?
A . I'm Title Account ﬁi&i&st.
0 Okay. Have you ever testified before the

Division before, or one of its examiners?
A - - No.

Q “Would you please review your experience

" backyground for the Examiner?

A I've had over twenty~£ive years exper-
lence in oil and gas industry, and I've worked in the Land
and Legal Departments for Magnolia Petroleum, Gulf 0il, and
Sun 0il.

I was officer manager and bookkeeper for
an independent oil operator in Dallas, Texas,
In Billings, Montana, I operated a

petroleum secretarial service,

I've worked for Consolidated 01l and Gas
gince 1962 in rLand, Legal, Accounting, Division Ordexr De-

partments, and matter of fact, in 1962 I calculated and

Ml i g

IR TR g
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- processed the Division Order on the original well, Claytb;
ﬁnll, in this south half of Section 2, 30 North, 12 West.
Q And are you familiar with the facts con-
cerning this case?
| A Yes.
' MS. TESCHENbORF: Is the witness consid-
ared §ualified to testify as to the interests in this matter.
’ MR. NUTTER: Yes,»sﬁe is. How do you
spell your name, Ms. Reeder?
R-E-E-D-E-R.
| MR, NUTTER: Thara's three ways to spell
it. I didn't know which one. Tﬂﬁnk you. Go ahead.
| Q | Would you please tell the Examiner what
Consolidated is seeking with this spplication? |
| A We're seeking an order pooling all
mineral interests in the Gallup formation underlying tbhe
southeast quarter of Section 2, and the Mesaverde formation
underlying the south half of SectionAz, Township 30 Horth,

12 West, San Juan County, New Mexico.

Q Okay, would you please refer to Exhibit
One and tell the Examiner what that shows?

A These are the working interest owners
in this ~- in this well. It shows which ones would be in

the CGallun formation. They're working -- they're operating

Led BN —

interests, and also the Mesaverde formation, and naturally,
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the Dakota is identical to Mesaverde.
' There are nineteen other people in this

besides Consolidated, and these people are mostly on the

wast coast that are -- they have been very difficult to find.

o] ‘ Would you please describe the current

situation as to the existing well on this south half of .

Section 2?

A - The existing cur:gq; s;tuation, you.meagr
what?

Q | ».well, is there curréntly a well on;thé‘
south half? ‘ B o | - |

A Oh, there is a weil in the southwest

quarter that produces from the Gallup'and the Dakota forma-

. tion.
| Q » Okay, and have tﬁssé-formatioﬁs been
communitized?
A Yes, thay were communitized before

drilling the well. I think in 1962 the original well was

drilled,

0 8o the Nakota is communitized in the .

south half and the Gallup is communitized in the southwest

quarter?

A In the southwest quarter, that's right.

. - - . s Py I I D . | I R
Q. oKkay. aAna winat are Coinsoilqacved s pLrans

for the new well that is currently being drilled in the
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o imbsrast owners?

" ones on Exhibit One who haven't signed, please?

Oliver and Nellie Tr§xe1.

southeast quarter?

A Well, we are getting the Gallup comn&ﬂ?
itized. The Mesaverde, we do have all the signatures iﬂ?dﬁ
the Mesaverde formation. There are -- except for a few -

people that we cannot locate.

In the Mesaverde formation we have siéned

|
95.476 percent. |

~MR. NUTTER: Are §6h”ta1king“abdﬁt wp:kih@;

* el selade S
N a8 - . ;

¥

'MR. NUTTER: Okay. Can you identify the
A  In the Mesaverde formation it's H. D.

MS. TESCHEﬁbORF:;¥nan Iiinterrupt té,éﬁi
plain one thing?
| - New, we've had a problem, have we not,
with getting people to sign the communitization agreements
versus the operating agreement?

A Yes,

Q And gome people ha&e signed the communi-
tizations but have refused to sign the operating agreement,
is that corract?

A That's right.

0 S0 that we're in the poaition of in some
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- cases we've got 100 -- well, except for the two people. we .

. communitized iﬁ.they sign fhe communfﬁiﬁatibn agreement;bﬁg

" itized. The operating agreement would’beaf on the operations

. for risk charges, opcrating expenses, et cetera, so we would

Page 8

can't find, we've got everyone who has agreed to communitize

but they have not agreed to sign the operating agreement, --

A That's true.
Q -- 18 that correcE?‘
A - That's true.

. MR. NUTTER: Do you consider the land

not the‘operatingvagreement?
E - Yes, wouldn't we?!'ffwould.
MR. NUTTER: I'm asking you.

L Okay, yes, we wouid ¢onsider it commun-

o But without signature -- without the

signatures on the operating agreement, wo have no provision

like to ask the Examiner to pool those pesople who have not
signed the operating agreement also, so that wa will have
provisions for operating costs, risk charges,'et cetera.

MR. NUTTER: Well, of course, the order
is directed to the land and not the individuals, anyway, So
it would take in all those people.

But backX to the original guestlon, novw,
is Nellie Troxel, ig she one that you can't ~--

A We cannot locate her.,
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MR. NUTTER: And who wﬁs the other one?
A H. D. Oliver,
MR. NWUTTER: And Oliver would have a |
3.015+ percent interest in the Gallup Unit?
A That?s right. Yes. |
MR. MUTTER: And a 2.26 pe?cent inte:eSt

in the Mesaverde Unit.

A Yes, and Nellie --

' MR. NUTTER: And Troxel would havevthei

A Yes.

MR. NUTTER: Okay.

o Could you tell ths'Examiner which Ofithe»

interest owners have not -- let me reﬁhrase that.
A Okay.
¢ Have all interest owners except for H.

D. Oliver and Nellie Troxel signed the Mesaverde communiti-

zation?
A Yas.
0 Which working interest ownars have not

signed the Gallup communitization?
A There i3 one John Bianchetti, Candice
Ccox, however ~~ and Georgia lLee Bright,
MR. NUTTER: Okay, now who wan tha£

again?

AT

oo D e

i B B el ekl
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‘a phone. I tried to contact him and he does not have a

agreemant?
. M No, they have nctléigned tha-Gallinn com-
munitization. | |
MR. NUTTER: Oh.
A : They signed the Mesaverde but not the

Examiner which interest owners have net signad the operating

Page 10

‘ i
A It was John Blanchetti, he does not have

iisting.
And Candice Cox and Georgia Bright,
MR. NUTTER: And those are the three

who have signed the communitization but not the operating

Gallup. They went out separately.

0 Okay, ané would you please tell the

agreement?
A All right. John Bianchetti, the Louise
Kohn estate, H., D. Oliver, and Nellie Proxel, Bruce Howard
Lindsay, and Mary Kay Stauffer.
MR. NUTTER: Okay, now I'm not qoiﬂg down
the list az £ast as you are.
A Oh, I'm sorry.
MR. NUTTER: So Bianchetti was the
first one you nentioned.

A Yes. And then Louise Kohn estate. Now

that's Helen Karagozian, executrix for thae Louise Kohn --




| Page. 11
! it's the third one down. | | .
2 '- MR. NUTTER: Okay. B
3 A . A okay, and of course, Olive:l and Troxel, |
4 zﬁnd then Bruce Howard Lindsay. r
8 MR. NUTTER: Now, those people =~
. l A And also Mary Xay Stauffer. They have
57' ii not signed operating agreements. | |
_ -.  ) MR. NUTTER: For elther formation?
’- | ' _ A | Yes, that's right. -i
§ gg" el H | MR. NUTTER: Ms. Reeder, now you ‘nieni;ione
g%g‘% " th“"» you're not abie to locate Oliver and Troxal, but you“
; ; 25% , 12 did mention that this south half -has béen pooled for the
g i 13-4 ,1da well that's in the southwest quarter.
' " there is their share -go'ing now?
S r For -- it's ac{:uall_g baing held in the
18 sugpense account. What we do is apply their operating ex-
‘ v pense against their runs and they have over $4000 aplece.
E ERNE ® MR. NUTTER: Have tﬁey ever participated
: *® and then you just lost track of them? |
L 2 A mroxel and Oliver, you mean?
} 4 See, they came in by way of 2 raversionarny
;F = {nterest, which -~ it pald out in 1971, and they were sold
?ﬁ | = these interests in 1962, and they just got lost between 162
:Eu ' e “ and '71 by the time a pivision Order got to them.
?‘ ® MR, NUTTER: Uh-huh.
. !
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! A And then I sent out, with all the other
2 woerking interest people, the other -~ all® this group, I sent
3l out just a little slip when we sent out their checks one
4 month, and said do you know their whereabouts. I thought
 5 | since they came in at the same time they might know each
. other.
T Well, I got no response to that.b,I mean.
s I got avcouple’pééple sav they &iq noé,'
3 Then I've gotten on the telephone and
104 called -- called the person who sold these interests and
:“ tried to get hold of him and I couldn't do that. Then I
n even got‘on the telephone and tried té call the neighbors,
13 and for ihstaﬁca( Mallie Troxel's houge has been torn down
" and there's an apartment building there. |
e MR. NUPTER: Where did she live?
16 A Let's see, she waé in Los Angeles, Cal-
17_ ifornia, and H. D. Oliver was in Anahelm.
" MR. NU&TER: Anaheim?
1 A Anaheim, yeah. And H. D, Oliver, as I
29 understand, is divorced and just skipped the country.
2 0 Let me clarify one point here. The
2 Dakota communitization and the Gallup communitization in the
% gouthwest quarter both took place before any cf thase
24 people had interests.
26

A Yes, that's right,

!
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j‘ A S - Had working interests. |
2 A That's right. |
3 MR. NUTTER: And t_:ﬁen their interest
4 develépo.d after the well was -- , : 3
,5:[1 A Yes, after it paid out 2 certain amount V,{ ,
¢ | of money. Uh-huh. | | x | ‘f;
RN o | MR. NUTTER: And éo ﬁheir share is being ;
<N t#l heid in trust now. » | \
;{i? 13 ® Y Yes. t .
i ﬁ 5 e \ o MR. NmR: okay, go ahead. B _
g ;: §§§ Rl Q I wanted to packtrack to catch one pdi‘ht.- - ;1
o 2‘?.;.5 - 2 A Okay.
;," 3 ‘ 0. The new Clayton well is proposed as a 1
® ¥ || griple completion, 45 inhat correct? | ;
A Yes, ,
16 0 Has ;certified hotice of this hearing been o 3
” sent to those who have not agreed to aign the Gallup cormmun-~ | ;
18 itization and hzve not gigned the operating agreement? 3
7 . ” A yes. it was mailed out on March the 6th, :
2 | 1980. v
& Q ho you recommend that all proceeds from =
production for those who are going to f£all under the forced ai
= pooling oxder pe placed in escrow in Denver rathex than in 1
~ 4 gan Juan County, Naw Mexi.co? “1
» A T would. 1
|
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Page 14

0 Was BExhibit One prepared by you or under

' your supervision?

A Yes, it was.
MS. TESCHENDORF: At this time I'll offer
Exhibit One in evidence. |
MR. NUTTER: If it were placed in éscrow
in Denver, Ms. Teschendorf, and thén escheated, would it
escheat to the State of Colorado or New Mexico?
#S. TEGCHEMDOWF: Colorado.

MR, NUTTER: We'll put it in the order.

it will be in Rio Arriba -~ or San Juan County.

MS, TESCHENDORF: I was afraid of that.
Good try.

Is Exhibit One accepted in evidence?

MR. NUTTER: Exhibit One will be admittedj

in evidence.

MS. TESCHENDORF: That's all the question

I have of this witness.

HR, NUTTER: Does anyone have any cues-

tions of Ms. Reeder? She may be excused.

MERLE SAVAGE
being called as a witness and having been duly sworn upon

his oath, testified as follows, to-wit:

L
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DIRECT EXAMINATION

BY MS. TESCHENDORF:

o Would §ou please state your name and by
whom you're employed?
A : Merle Savage, and I'm a petroleum engineeﬁ

with Consolidated Oil and Gas.

Q . Have you testified before theTDivision

or one of its gxaminers before? o | H

3. ..  Yes, ma‘am. ‘
o | Are you familiar with the facts concefninﬁ
tﬁis case?
E ‘Yes.
| MS. TESCHENDORF: Is the witness consider

MR. NUTTER: Yes, he is.

o “Would you please refer to Exhibit Numberxr

pwo and explain to the Examiner what +hat shows?

A This is a structure map of the 9-sec£ion
axea gurrounding the Clayton lease. 1+ purperts to gshow a
structure of top of the Megaverde, as well as the Mesaverde
completions within the g-gection area, which are marked by

operator, the initial potential, and cumulative production

through January 1st, '79.

0. and would Yo 1nante the well we are

Y

T
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topkof the Gallup through the same area. ¥+ shows the two

‘bath of +he 1

- producing wells from the Hesaverde'and Gallup in this area

Page 16—

presently drilling on this map, please?
A “It's the 1-M Clayton, which would be in '

the southeast guarter of Section 2.

Q And the'original Clayton Well is in the
southwest?

A , Southwest, |

@ - Would you refer to Exhibit Three, please,

and identify that?

A . " BExhibit Three is a-struCture‘map of,ﬁhQ;--‘

Gallﬁp completiong within that 9-section area, and it thws

= -

o

“In your opinion does the presence of

indicate that thore's the likelihond of £inding recoverable

regserves in the Ggllup and Mesaverde in this new well?

A ' Yes.

Q Okay. %ould you pleasgse refer to Exhibit
Foﬁr. Would you please describe that exhibit to the Examincer?

a This 1s a general east/wast cross section
through the same area as the maps. It shows the Gallup and
the Mesaverde formations. e feel that it does show commer-
clal gas quantities, or comuercial gas potential, especially
in our new well, which is the center well in the cross sectioq

the well in the southeast guarter, the 1-M Clayton, moreso

~
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for in a producing well as you go east to wést. It indicatea

is going to be productive in the whole area.

" through the same area and it includes the old well, not the

Page 17

for the Gallup than the Mesaverda. We can see that the form-

ation bagins to lose some characteristics that we would look

that the better Gallup is going to be through the area of

our lease in the center of the maps.

‘The Mesaverde, primarily the Point Lobkouq

@  Would you please rsfer to what has been’
marked as Exhibit Pour-A and describe what that shows?

A This is a north/south cross section

new weil. Again, especially in thevGﬁllup’begins to shdﬁ
production in the area of the lease and the loss of zone as
you go both north and south. And agaih’in the Point Lodkdut
and the Qegave:dé,Awe feel there's goifg‘to"be aas in all
the wells in that area, producablé géé.

Q It is your opinioﬁ that Exhibits Two
through Four~A indicate the presence of recoverabla reserves
in the Mesaverde and the Gallup?

A Yes, ma'am.

0 Would you please refer to what has been
marked as Exhibit Five and describe that?

A Exhibit Pive 1s the APE which we sent to
all participants showing the drilling and completion costs

for the ~~ it's marked 1-2 -- it'a the 1~M Clayton Well, the
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Page 18—
well we proposad and have drilled.
| Q What are the total estimated costs for

a dry hole and a completed pfoducer?

A $177,500 for a dry hole and $680,000 for
a poﬁential triple‘completion.

e " Are these costs in line with those gen-~
erally found in the area? .

A o Yes.

Q@ ~ What is your rec&ﬁﬁéadation as‘to a iisk_
factor for thisrweil?

A -~ We charge 200 percent, which we feel is

sufficient. We recover twice our money?that we expend in
drilling the well before the non*participating partners back
in for thoixr sﬁare; |

Q And do you feel this well has sufficiént

risk to justify the 200 percent?

A Yes.
Q 'In what waye is thils a risky propogition?
A Well, any well you dxill is a risky pro-

position. We feel like we have a lot of gas potential here
but until we complete the well we really don 't know if we --
we have nothing marketable until we have 1t completed.

Q0. Was the Mesaverde marketable in the ori-
ginal wall -~ Clayton Well on this unit?

A Ho.
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not many wells —

hone (509 455-

i agreement.

ool
1 | on an w,._“_,,, -
y well We Arill.
7 : : :
Q tould you please yefexr tO pas
18 o
the COPAS gection and state what Consblidated's recommenda
19
| tions are for charges while drilling and producing?
20
A “yeah. We charge $1187.50 for dariiiing
21
well rate. the supervision and overhead during the arilling:
2
and 5182 for agingles and $231 for & dua) on & monthly pasis
fOr —— ) /
0 Has & ~7 go ahead.
That's all.

which we WO

§ that?

Yoas.
And according t0 Exhibit Three there are

éa}
}h

only two Gallup well

o has one of them and we ha '

sThexe are

Yes.

uld expect our
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1 a " Has a letter beén sent to the working

2 interest owners m:mxding this operating agreement to provide
3 for a producing well rate for a triple zone?

4 A ; I believe s0, ves.

s Q Would you please refer to what has been

“ P~vmarked as Exhibit Seven and describe what that is?

7 A This is a letter from our Vice PreSiﬁént
8 of Operations, which does amend the cperating ag-eemen:}%

"‘Qf‘ to include a tripile zone, which would be $280 a month.

b,g 5 B o Are these costs in line with those found
O Fg . ' '
g‘ggg n in the area, in your opinion?
S 0 ’
o Tig' 12 A - Yes.
| 5 s 1] ] Does Consolidated wish to be designated
< . _ S v .
%) 1 ' ,
) -F as operator of these units?
18 A Yes.
16 : 0 . And in your ovinion will the granting of
. 1 this application prevent waste and protect correlative rtghts
A 18 A Yes.
BN 0 Viere R:uibits Two through Six pranared
éf v i by you or under your suvervision and direction?
; ‘ A A Yes,
o » |
pe : Q And Exhibit Seven was a letter sent by
3
= 23
- - a vice praesident of Consolidated?
3 =’ 24
A Yes.
2

MS. TESCHENDORF: At this time I'll offer

W
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ﬁZOO percent on voluntary com and I was looking at these

Pege 21
Exhibits Two through Seven in evidence.

MR. NUTTER: Exhibits Two through Seven

will be admitted.

MS. TESCHENDORF: And I have no further

questions of this witness.

CROSS EXAMINATION

BY MR. NUTTER:

Q Mr. Savage, you mentioned that you charge

| SN W4 3 S JORHER
chiarges that arc licicd on page thirteen of the coperating

agreement.
| Is it 200 percent of the actual charges
that you take out,of production? |

). Yes. sir.

O : 8o what 1t amounts to is thelrxr share,
wnich is 106 éercent, plus a 100 percent penalty, is that
it?

A Yes, sirc.

0 Okay. And you have mentioned in yogr
exhibit «- or your vice president mentioned in Exhibit Seven

that the COPAS section on chargss for supervision should in-

clude a provialon for triple of an additional $280. That's -

there wouldn't be any change on the drilling weil rats.

A o, sir.
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A

¢

a dual, $231 - I mean $182 for 2 single, $231 for a dual,

and $280 for 2 rriple?

A

¢

- ¢riple zone here today,. SO in the event you do complete in

“the -- what is the

b

o
A

a

on the Dakota, bu£ jt is already rooled on the pakota, 1is

that it?
originally.
0.
hasn't it?
A
pleted.
0.
A
Q

A:it would be Masaverde.

" or Dakota?

Page 22

‘Tt would just be on the producing rate.

Yes, sir.

So rather than -- it would be $182 for

Yés, sir.

Now you.haven‘t asked for pooling of a

thizd formation?

Dakota; yes, Dakota.

And you haven't asked for anythind here

 yes, slx. Ve have the Dakcta vooled

1 see. ‘iloVW ¢#his well has been completed,

1¢ts bheen drilled; T+'s not been con- \
}

1t hasn't been potentialed yet?

Mo, sir.

Completed or potentialed?

Yo.

_\‘vi : : WM;“ ,“
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o T see. Now, one of these exhibits under
here, your Zxhibit Number mhree, which shows #he two Gallup
wells that aie in the area, it shows the potentialffor the
oﬁe in Sectiocn 2 as keina 554 Mcf,. and what is the 1,200,050
that's shown there?

A That's cumulative production to 1-1-79.

0 " And then on your well it shows 2-million,

oo
4 4
[

n the Gallup?

A~ Yoz, sir; on the Gﬁllup.

0 ft's been a good well on the Galiﬁpvthan;
hasn't it? ¢ :

A Yez, it has. |

0. What was its poténtial, do you recall?

A o T, sir.

Q’ And then on Exhibit Number Two, soma of
thesavwells in the -- the wells in the Megaverde are shown

with a cumulative production, I guess, pbut we don't show any
_cum for your Dakota well in the southwest quarter.
what's been the potential ~- orxr the cum

on the Dakota zone neret

2 T don't know. I don't have any informa-

tion on the Dakota in this area. We didn't prepaxe any, 80 —i
o I gece.

A Primarily because wWe alrveady pooled in
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! the Dakota and dian't feel it was nece

{le may be ex<c

tions of Mr. savage?
Do you have anyt

chendorf?

o
12 o |
% they wish to offer in Casé Number ©
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- We'll take the
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o (leaxring concl
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17
18 |
19
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21
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's not a subject ©

MR NUTTER: Does anyo
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ssary.
£ this hearing,

2 0 And it

s actually, today.

4 A yes, sir.

sy Q okay'.

A ﬁR. NUTTER: Are chere any further ques-
used.

hing further, Ms. Tes-

~uBNDORF: NO. sir.

o272

‘case under»advisement.
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rne have anything,“
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REPORTER'S CERTIFICATE

I, SALLY W. BOYD, C.S.R., DO HEREBY CERTIFY that
the foregoing 'rgan_'sc:iptvof Hearxing before the 0il Congerva_~
tion Division was reported by me; th#t the saigd’ transc’:ri’pt
is a full, true, and correct record of the hearing, prepared

by me to the best of my ability.

" | do hereby cerlify that the foregcing Is
. aedings In

a comrleie racord of tire proc 2%

the Examiner hearing of ase uo.

heard by e on__*_,_j,z&:,_ﬂ go

Examiner
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O1il Conservation Division
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STATE OF NEW MEXICO

~ ENERGY ano MINERALS DEPARTMENT
Ol CONSERVATION DIVISION

POST OFFICE BOX 2008
SYATE LAND OFFCE DURLOING
SANTA FE, NEW MEXICO B750 1
March 24, 1980 P e
, Re: CASE NO. 6827

Ms. Lynn Teschendorf ORDER NO. R-5629%8

Attorney —

Consolidated 01l & Gas, Inc.

Suite 1300 Applicant: )

1860 Lincoln Street
Denver, Colorado 8029%

Consclidated 01l & Gas, Inc,

Derr Sir:

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

JDR/fd

Copy of order also sent to:
Hobbs OCD X

g ; g Artesia OCD X

To : Aztec OCD X

Other
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STATE OF NEW MEYICO
ENERGY AND MINERALS DEPARTMENT
OIL CONSERVATION DIVISION

N THE MATTER OF THE HEARING
\LLED BY THE OIL CONSERVATION
IVISIOR POR THE PURPOSE OF
IDERING:

CASE NO, 6827
Order No. R-6298

APPLICATION OF CONSOLIDATED OIL
5 GAS, INC. FOR COMPULSORY POOLING,
JUAN COUNTY, NEW MEXICO.

] . This cause came on for hearing at 9 a.m. on March 12, 1980,
rt Santa PFe, New Mexico, before Examiner Daniel S. Nutter.

NOW, on this 19th day of March, 1980, the Division
irector, having considered the testimony, the record, and the
ecommendations of the Examinsr, and being fully adviszed in the

pzssisas, ,

FINDSs ' : ek

(1) That due public notice having been given as required
by law, the Division hazs jurizdiction of this cause and the
lubject matter thereof.

(2) That the applicant, Consolidated 0il & Gas, Inc,, seeks
an order pooling all mineral interests in the Gallup formation
underlying the SE/4 of Section 2, Township 30 North, Range 12

est, NMPX, and in the Mesaverde formation underlying the §/2

‘of said Section 2; Ban Juan County, New Mexico.

! (3) 7hat the applicant has the righit ic arill and proncaas
to drill a well at a standard location thereon and to complete
said well in both of the aforesaid formations,

(4) That there are interest ownors in the proposed proration
units who have not agreed to pool their intereszts. ,

{S) That to avold the drilling of unnecessary wells, to
protaect correlative rights, and to afford to the owner of each
intersst in s3id unite the opportunity to recover or raceive
without unnecassary axperge hias Just and fair share 0f the gas
in said pools, the subject application should be approved by
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pooling all mineral interests, whatever they may be, within
sald units.

(6) That the applicant should be designated the operator
of the subject well and units.

(7) That any non-consenting working interest ownar in each
of said proration units should be afforded the opportunity to
pay his pro-zata share of estimated well costs for development
of that proration unit to the operator in lieu of paying his
share of reasonable well costs out of production.

(8) That any non-consenting working interest owner in each
of aaidisproration units that does not pay his share of estimated
well costs should have witihaeld from production his pro-rata
share 0f the reasonable well costs for development of that pro-
ration unit plus an additional 100 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 ths oppertunity to object to the actual well costs but

jithat actual well costs should be adopted as the reascnable well

costs in the absence of such objection.

{i0) Thet fcllowing datermination of reasonable well costs,
any non-consenting working intereat owner that has paid hise
share of estimated costs should pay to the operator any amount
that reasonabls well costs exceed eatimated well costs and
should receive ficm thes cperator any amount that paid estimated
well costs excesd reasonable well costs.

{11) That $1387.50 per month should be fixed as a reason-
able charge for supervision (combined fixed rates) during drille
ing operations; that $182.00 per month for a single zone well,
$231.00 per month for a dual zone well, and $280.00 per month
for a triple zone well shouid Le fixsd = reasonable charges
for supervision during productions; and that the operator should
be authorized to withhold from production the proportionate
share of such supervision charges attributabie to sach acne and
t0 each non-consenting working interest under each proration
unit and in addition thereto, the operator should be authorized
to withhold from production the proportionate share of actual
expenditures required for operating each zone in the subject
well, not in excess of what are reasonable, attributable to each
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(12) That all proceeds from production from the subject .
well which are not disbureed for any reason should be placed . \
AR @EGEOW AR Sai Juan Gounty, New Nexico, to be paid to the .
trao~ounor thntoo! upon dc-and and proot o! ownership. :

3y That upon the !ailu:c of the operator of said pooled
unit to commence drilling of the well ¢o6 which said unit is
dedicated on or before Apiil 1, 1980, the order pooling said
anit should become null and void and of no effect whatsoever.

I! 18 !IIRI!ORI ORDERRD 1

: ¢1\ wh.g all nin.rtl 1ne-r-st-. vhatever they may bo.

in tho Galinp formation underlying the BE/4 of Section 2, Towne
ship 30 North, Range 12 West, NMPM, and in the Mesaverde forma- i
tion underlying the 8/2 of said Beotion 2, San ‘Juan County, New :
Mexioo, are hereby pooled to form a standerd 160-acre gas -
spacing and proration unit for the Gallup formation and a
standard 320-acre gas apacing and proration unit for the Nesa- 5
verde formation, each of said units to be dedicated to a well i
to be Rfillad at a -tnndard lnﬂatioa theteen.

L ?=G?¢unu ioiuvsn, that the oporatot of sald unitl shnll
coumence of said well on or befora the first duy i
of April, 1980, aad shall thereafter continue the drillirng of i
said well with due diligence at least ta a depen tntticiont bo , 3
o=t ‘-;3‘:6 \\!.ALIID zomtxom

PROVIDED PURTRER. that in the ov-nt laid oporator does not
commencé the Arilling of said well on or before the first day of
April, 1980, Order (1) of this order shall be null and void and
of no effect whatsoever, unless said operator obtainl a tima
extension from the Division for good cnnae sbovn

I S

PROVIDED PURTSER@ thAt should said vall not be drilled to
completion, or abandomment, within 120 days after commencement
thereof, said operator shall appear bafore the Division Director
and show cause why Order (1) of this order should not be
reacinded.

(2) That Coneolidated Oil & Gas, Inc. is heraeby designated ; .
the operator of the subject well and units. ‘ ;

B aad i od

S (3) That after the offective date of this order and within
! 90 days prior to commencing said well, the operator shall furnish ; BN

the Division and cach known working interest owner in the subject '
units an itemized schedule of estimated well costs,.

siadruses & S A A

e RN
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(4) That within 30 days from the date the schedule of
estimated well costs is furnished to him, any non~oonsenting
working interest owner in each of the subject units shall have
the right to pay his pro-rata share of estimated well costs for

paying his share of reasonable well costs out of production,

and that any such owner who pays his share of estimated well costs
as provided adove shall remain liable for operating costs but
1iable for risk charges.

&

the nperator shall furnish the Division and each

at ssall

. . 2RA
known wor) interest owmer an itemised scheduis of actual wall
costs

wichin 90 days following completion Oof the well; that if
no ohiastion to the actual well costs is received by the Division
and the Division has not odbjected within 45 days following re-
ceipt of said schedule, the actual well costs shall be the '
reasonable well costs; provided howevar, that if thers is an
objoction to actual well costs within said 45-day period the

land heaxring.
{(8) ‘rhat within 60 days following deterxmination of reason-
able wall OOsts, any non-Conssnting working interest owner that

has paid his share of estimated costs in advance as provided
above shall pay tc the operator his pro rata share ¢Z the amount
that reasonable well costs axceed ostinatod well costs and shall
recaive from the operator his pro rata asharc ¢€ the amount that
estimated well costs excaeed reasonable well costs,

(7) That the opecator is hereby authorized to withhold
‘Ithe following costs and charges from productions

(A} The pro.rata share of reasonable well costs
attributablc 40 each non~consenting working
intexest ownex who has not paid his shegg of
estimated well costs wxenxn 30 days izcam 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, 100 percent of the pro
rata share of reasonable well coats attribu-
table to each non-consenting working interest
owner who haeg not paid his share of aestimated
well costs within 20 davs from ths date the
schedule of estimated well costs is furnished
to hinm,

1104visics vwill 4stermine reasonahle well costs after public notice
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(8) That the operator shall distribute said costs and
t::rgol withheld from production to the parties who advanced
wall costs.

(9) That $§1387.50 per month is hereby fixed as a reason-
Able charge for supervision (combined fixed rates) during dril-
ling operations; that $182.00 per month for a single zone well,
$231.00 per month for a dual zone well, and $280.00 per month
for a triple zone well are hereby fixed as xeasonable charges
for supervision during producing operations; and that the opsr-

Jatar {is hareby authorized to withhold from production the

portionate share of such supervision chiigs aticibusable ¢o
h zome and to each non-consenting working interest under each
‘oration unit, and in addition thexeto, the operator is hereby
nthnz!:cd €0 withhold from production the proportionate share
f actual expenditures required for operatiny each zone in said
well, not in exceas cof what are reasonable, a;tr;bntunao o aach
non-consenting work&ng interest.

a asven—=izhthe (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 oxder.

{31} That anv wall cogts or charues which are to be paid

out of production shal’ be withheld only from the working

interests 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

‘lilbe placed in esciow in San Juan County, New Hexico to ba paid

to the true owner thereof upon demand and proof of ownarship;
that the operator shall notify the Division of the name and
address of said escrow agent within 30 days from the date of
first deposit with said escrow agent.

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

Do Santa Pa, New Mexico, on the day and year herein-

ATE OF NEW MEXICO
DIVISION

Director

(10). That any unscvctod mineral interest shall be cousidersd




CLAYTON #1-E WELL
575" fromn the Swith Line and 945! from the Eart Line of
Section 2, Township 30 North, Rabgs 12 Wast, N.M.P. M.

1 BEFORE EXAMINER NUTTER.
. OlL CONSERVATION DIVISION

i CASE NO,___ ~  El2sE/4

e i _'(’gl‘?"’ __SIkSwi4 Nj2swie W/2SE/4

John Bianchett! - 1.587300% 1,587300%
Moatton Goff - 1,428570% ——- —

e aregeian Exacutrix for

“the Louise Kotn Estate

" Eugene P. ‘Mathias

Betty Spellman, Attorusy win-Fact.

“for Gladys Murphy
" 'H. D. Oliver
- ﬁdquxﬂh M. Tgﬁog :
: mry = :'.;.-.::'::u-ff?-:n.
Malcolm C. Todd
Harry R, Sherman
Hellie 'ftoxel
Bruce Howard Lindsay

Wastern Diateibuting Company
_Employsss Trust

Harold I, Bleaﬁley
Caundace Kelton Cox
G;otgia l;ee Keltﬁn Bright
L. G. Krieger

Anthony F. Zarlengo
Brooks Exploration, Inc.

Conaolidated oil & Gas, Inc,

“"”M”MWW%’WWWW%

L

1,428570%

| 7.142850%

7.142860%
1.587300%

1.587300%

1.171875%
2,107748%
1.053875%
1.053874%

, 84309%%
—

1.686199%

31.250000%
23.

100. 000000%

1.428570%
7.142850%
6.031750%
3,015870%

3,17461 0%

2.148440%
3,760638%
1.680012%
1.880019%
1.504015%
3,008030%
31,250000%
24.569440%

100, 000000%

1.428570%

1,174610%
3,015870%
1.428570%

7,142850%

6.031750%

3,015870%

3,174610%

2.148440%
3. ?60(»3?;%
1.880018%
1,880019%
1.504015%
3.008030%
31,250000%
24, 569440%

L e

100. 000000%

C ommunitizsed
_S_EM - Gallup

1.587300%

oo

1.428570%

3.174610%
3,015870%
1,428570%
7.142850%
£.031750%
3.015870%

3,174610%

2. uauq%

3,760038%
i,380018%
1.880019%
1.504015%
3,008030%
31,250000%
24, 569440%

e

100, 000000%

Comm\mltlud

§/2 - Mesaverde

Sle

1.190475%

.357142%

3,353180%
2.261902%
1,428570%
7.142850%
6.309528%
.396825%
2.261902%

2.1711183%

1.904298%

3,346965%
1.673482%

1.673483%
1.338786%
2.671572%

31,250000%

_24.369541%

100, 000000%

Already
Communituod

< 82 - Dakota

1.190475%

.357142%

.347142%

3,928573%

3,353180%

7.142850%

6.309526%
.396825%

2.261902%

2.117783%

1.904298%
3,346965%

1.673:82%

1. 673483%

1.338786%
2, 677572%
31,250000%

24,369541%
100. 000000% .

v by




TO= prinl (x)

Recomplete { )

Work Ovar ( )

AFE No.

@ %MW@/.— Lz, e,

WELL COST ESTIMATE

1979-15

€.0.6. WI,
Flora Vista/Gallup/

S+ate New Mexico Count+y__ San_Juan Field Basin Dakota
-sase Name Clayton Lease No. Well No. __1-E
Location: 875' FSL & 945' FEL Sec. 2, T30N, R12W
DETAIL COST ESTIMATE
INTANGIBLE COSTS quantity | erice | SOST OF | COST 9F
- | Superintendence 15/25 200 3,000 5 000
:L::%.or D i-goo 2,256
- {Hauling 1,500 4,500 |
a Drilling ’
“1 To Drill 6800 13.00 88,500 88,500
cul Woirk = W/0F Z *’0.:;00 ] 9.000 9L000
Day Work — W/out Drill pipe 3 4,500 13,500 13,500
w Other Completion Unit 25 2,000 50,000
" Fuel : 1,000 1,000
= 71 Water 3,000 4,000
“Right ot Way Domoges 1,000 1,000
Drig. Mud & Chemicals 17,500 17,500
> -FElectric & Radioactivity Logs 10,000 12,500
Corina & Cares Anglysis
Acidizing & Fracturing 285,000
i | Orill Stem Tests y — S
_{Gun Pertorating M prrok: EXAMINER NUTIER 7,500
' - Cement & Cementing Services . Gl ONSE R AT BN 4,500 15,000
_{ Shoes, Coilars, 8 Centralizers P D 1,500 4,500
" § Welding g Of EARDITING. o | 500 . 1,000
-~ ‘@ Road 8 Location CASENG. &35 7 2 500 2 500
-{Bits & Corsheads -
Y {Mud Logging
{Plugging Expenss’ 7,500
Directional Drilling Services
Overhead 1,000 1,500
“ool & Equipment Rental 5,000
Contingencies (5%) 8,000 26,750
TOTAL INTANGiBLEZ COSTS 174,000 557,500
PERMANENT EQUIPMENT
{ Conductor Pipe - )
{Surtace Casing 8-5/8" 0D 250 10.00 2,500 2,500
{Prod. Casing  5-1/2" OD 6800 6.25 Z2,500
[Tubing 1% & 1% " 0D & 1" (8000) 6800/45002.00/1.75 28,500
[Casing Head Assembly 1,000 1,000
{Tubing Head Assembly 1,000
{Xmas Tree & Manifold Assembly 7,500
ProducTion Facker 4,500
Tubing Catcher
Bottom Hoi{e Choke
Miscellaneous Connections 2,500. { !
Battery & Production Unit 32,500 | -
ITOTAL Permanent Equipment 3,500 | 122,500
: TOTAL COST OF COMPLETED WELL 177,500 680,000
' Date: Recommended by =_“22é44—— A== ——— l
ADDDAVERN /1frmmcsme, ) o A s o 1 hmas e )74 ~ i
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OPERATING AGREEMENT
THIS AGRBEM‘M, entered into this_1St day of May 19 79 between

Censolidated 0il & Gas, Inc.

hereafter designated as “Operator”, and the signatory parties other than Operator.

WITNESSETH, THAT:
WHEREAS, the parties to this agreement are owners of ail and gas leases covering and, if so indicated,

unieased mineral interests in the tracts of lanéd described in Exhibit “A"”, and all parties have reached an
agreement to explore and develop these leases and interests for oil and gas 1o the extent and as hereinafter
- provided:;

(4)

(8)

(6)

(M

(8)

NOW, THEREFORE, it is agreed as follows:

1. DEFINITIONS
As used in this agreement, the following words and terms shall have the meanings here ascribed to

The words “party” and “parties” shall always mean a party, or parties, to this agreement.

The parties to this agreement shall alw:ys e referred to as “it" or “they”, whether the parties be cor-
porate bodies, partnerships, associations, or persons real.

The term “oil and gas” shall include oil, gas, casinghead gas, gas condensate, and all other liquid or gase-
ous hydreearbons, unleee an intent to limit the inclusiveness ¢f this tarm is specifically stated.

The term “oil and gas interests” shall mean unleased fee and mineral interests in tracts of land lying
within the Unit Area which are owned-by parties to this agrsement. '

The tém “Unit Area” shall refer to and include all of the lands. cil and gas leasehold interests and oil
and gas inierests intanded {o bz devslopad and sparaiad for ofl 2nd gas purposes under this agfeement.
Such lands, oil and gas leasehold interests and oil and gas interests are described in Exhibit “A"”.
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 d4rilling unit as established by the pattern of drilling in the Unit Area or as fixed by ex-
press agreement of the parties.

All exhibits attached to this agreement are made a part of the contract as fully as though copied in full
in the contract. , ‘ _

The words “aquipment” and “materials” as used here are synonymous and shall mean and inciude ail
oil field supplies and personai pro'perty acquired for use in the Unit Area.

2. TITLE EXAMINATION, LOSS OF LEASES AND OIL AND GAS INTERESTS

A, Title Examination:

No

well shall be drilled on the Unit Area or on lands communitized with

lands in the Unit Area until after:

(1)

(2)

The title to the drill site tract has been examined by
an attorney for the Operator, and

The title to the drill site tract has been approved by
the examining attorney or such title has been accepted
by all of the parties who are to participate in the
drilling of the well.

The cost of the abstracts of title and the cost of the title examina-
tions by attorneys other than staff attorneys of Operator that are necessary
for examination ot drill site tract titles or that are necessary for division

terest s

order preparation and payment of rovalty, overriding royalty and working in-

hares of production from the wells and the cost of obtaining title

curative material shall be borne by the parties in proportion to their

respective interests.

-1-
"Joint Loss"

v
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of each supplemental opinion, and of all final opinions, shall be sent promptly to each party. The opirfion of
the examining attorney concerning the validity of the title to each oil and gas interest and eachi€ase, and the
emount of interest covered thereby shall be binding and conclusive on the parties, but_affe acceptability of
leases as to primary term, royalty provisions. drilling obligations, and special byrdens, shall be a matter for
aa;;roval and acceptance by an authorized representative of each party.

All title examinations shall be made, and title reports submit®d, within a period of _______days after the
submission of abstracts and title papers. Each party sha n good faith, try to satisfy the requirements of the
examining attorneys concerning its leases and intersst€, and each shall have a period of_________ days from
receipt ot'tme rep;)rt for this purpose. 1f theiftle to any lease, or oil and gas interest, is finally rejected by
the examining attorney, all parties shad”then be asked to state in writing whether they will waive the title
defects and accept the leases or jeffarests, or whether they will stand on the attorney’s opinion. If one or mora
paitics refusze to waive tigle“defects, this agreement shall, in that case, be terminated and abandoned, and all
abstracts and title pagers shall be returned to their senders. If all titles are approvéd by the examining at-
torneys, or ape”actepted by all parties. and if all leases are accepted as to primary terms, royalty prd‘visions,
drilling ¢ bligations and special burdens, all subieqient provisions of this agreement shall become operative

any defecis of title that may develop shall be the joint re-
sponsibility of all parties and, if a title lose posurs, it shall be the loss of all parties, with each bearing its pro-
§ortionate part of the loss and of any liabilities incurred in the loss. If such a loss occurs, there shall be no
chanige in, or adjustment of, the interests of the parties in the remaining portion of the Unit Area.

C. Loss of Leases For Other Than Title Failure:

If any lease or interest subject to this agreement be lost through failure to develop or because express
or implied covenants have not been performed, or if any lease be permitted to expire at the end of its primary
term and not be renewed or extended, thé loss shall not be considered a failure of title and all such losses shail
be joint losses and shall be borne by all parties in proportion to their interests and there shall be no readjust-
ment of interests in the remaining portion of the Unit Area,

3. UNLEASED O1L AND GAS INTERESTS

I‘ ili!l aa:t!‘ XTI e - "n]aasad ;"] anq‘ in‘ 'mtiﬁiit iz ‘ha I'Ri‘ “ia + 1 Py 3
the purpose of this agreement as if it were a leased interest under the form of oil -aﬁ?a'{;t?ached as
Exhibit “B” and for the primary term therein stated. As ‘o sugh-i gsts, the owner shall receive royalty on

production as prescribed in the form o
be subj

gas lease altached hereto as Exhibit “B”. Such party shall,

however, of the provisions of this agreement relating to lessees, to the extent that it owns

4. INTERESTS OF PARTIES

Exhibit *A" lists all of the parties, and their respective percentage or fractional interests under this
agreement. Unless changed by other provisions, all costs and iabilities incurred in operations under this con.

tract shall be borne and paid, and all equipment and material acquired in operations on the Unit Area shzall he

owned, by the parties as their interests are given in Exhibit “A"”. All production of o0il and gas from the

Unit Area, subject to the payment of lessor’s royalties, shail also be owned by the parties in the same manner.

—_0
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I the interest of any party in any oil and gas lease covered by this agreement is subject to an overriding
royalty, production payment, or other charge over and above the usual one-eigthh () royalty, such party shall
assume and alone bear all such excess obligations and shall account for them to the owners thereof out of its
share of the working interest production of the Unit Area.

5. OPERATOR OF UNIT

ConSOIidated Oil & Gas, Inc. shall be the Operator of

the Unit Area, and shall conduct and direct and have full control of a.l'l operhtiohs on the Unit Area as per-
mitted and reqiired by. and within the limits of, this agreement. It shall conduct ail such operations in a good
aﬁd workmanlike manner, but it shall have no liability as Operator to the other parties for losses sustained.
or liabilities incurred, except such as may resuit from gross negligence or from breach of the provisions of

this agreement.
6. EM?LOYEES

The number of employees and their selection. and the hours of labor and the compensation for services
performed, shall be determined by Operator. All employees shall be the employees of Operator.

7. TEST WELL

snd abandon the test as a dry hole, it shall first secure the consent of all parties to the pluggin},\wf

3. COSTS AND EXPENSES
Except as herein otherwise- specifically provided, Operator shall pramptly gay and discharge all c¢osts
and expenses incurred in the development and operation of the Unit Area pursuant to this agreement and shall
charge each of the parties hereto with their respective proportionate shares upon the cost and expense basis
provided in the Accounting, Frovedure attached hereto and marked Exhibit “C". 1f any provision of Ex-
hibit “C" should be inconsistent with any provision contained in the body of this agreement, the provisions in
the body of this agreement shall prevail,

Operator, at its election, shall have the right from time w0 time to demand and redeive from the other
parties payment in advance of their respective shares of the estimated amount of the costs to be incurred in
operations hereunder during the next succeeding month, which right may be exercised only by ;ubmission to
each such party of an itemized statement of such estimated costs, together with an invoice for its share there-
of. Each such statement and invoice for the payment in advance of estimated costs shall ce submitted on or
beiore the Z0th day of the next preceding month, Each party shall pay to Operator its proportionate share of
such estimate within fifteen (15) days after such estimate and invoice is received. [f any party [ails to pay its
share of said astimate within said time, the amount due shall bear interest at the rate o
annum until paid. Proper adjustment shall be made monthly btetween 'advances and actual cost, to the end
that each party shall bear and pay its proportionate share of actual costs incurred, and no more.

P B
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3. OPERATOR’S LIEN

Operator is given a first and preferred lien on the interest of each party covered by this contract. and
in each party's interest in oil and gas produced and the proceeds thereof, and upon each party's interest in ma-
terial and equipment, to secure the payment of all sums due !rom‘ each such party to Operator.

In the event any party fails to pay any amount owing by it to COperator as its share of such costs and
expense or such advance estimate within the time limited for payment thereof, Operator, without prejudice to
other existing remedies, is authorized, at its election, to collect from the purchaser or purchasers of oil or gas.
the proceeds accruing o the working interest or interests in the Unit Area of the delinqﬁent party up to the
amount ou?ing by such party, and each purchaser of oil or gas is authorized to rely upon Operator’s statement
as to the amount owing by such party.

In the event of the neglect or failure of any non-operating party to promptly pay its proportionste part
of the cost and expense of development and operation when due, the cther non-operating parties and Operator,
within thirty (30) days after the rendition of statements therefor by Operator, shall proportionately contribute
t0 the payment of such delinquent indebtedness .and the non-operating parties so contributing sihall be entitled
to the same lien rights as are granted to Operator in this section. Upon the payment by such delinquent or
defaulting party to Operator of any amount or amounts on such delinquent indebtedness, or upon any recovery
on behalf of the non-operating parties under the lien confarred above, the amount or amounts sc paid or re-
co&ered shall be distributed Qnd paid hy Operator to the othar non-aperating parties and Operator propor-
tionately in accordance with the contributions therstofore made by them.

16. TERM OF AGREEMENT
This agreement shall remain in full force and effect for as long as any of the oil and gas leases subjected
to this agreement remain or are continued in force as to any part of the Unit Area. whether by production, ex-
tension, remewal or ctherwise; nsawi ; i i : -

a drv hole and no other well is producing oil or gas in payihg quantities from the Unit Are | at the end

of ninety (30) days arter abandonment of the first test well, this agreément s arminate unless one or
more of the parties are then engaged in drilling a2 well or wells
have agreed to drill an additional well or wells und

tinue in force until such well or wel

Ant to Section 12 hereof, or all parties
agreement, in which event this agreement shall con-
have been drilled and completed. 1f production results there-
from this agreement sha nue in force thereafter as it said first test well had been productive in paying
quantities, production in paying quantities does not resuit therefrom this agreement shall terminate
et ndoi-minade . . e 1 It is agreed, however, that the term-
ination of this agreement shall not relieve any party hereto from any liability which has accrued or attached
prior to the date of such termination.
11. LIMITATION ON EXPENDITURES

Without the ¢nnsent of all parties: (2) No weil shall be drillad on the Unit Area axcept any well ex-

vressly provided for in this agreement and except any well drilled pursuant to the provisioné of Section 12
ot this agreement, it zeing understood that the consent to the drilling of a well shall include consent to all
necessary sxpsnditurss in the drilling, testing, completing, and equipping of the well, including necessary
tankage: {b) No well shall be reworked, plugged back or deepened except a well reworked, plugged back or
deepened pursuant to the provisions of Section 12 of this agreement, it being understood that the consent to
the reworking, plugging back or deepening of a weil shall include consent to all necessary expenditures in
corducting such operations and completing and equipping of said well to produce, including necessary tank-
2ge: (¢) Operator shall not undertake any single project reasonably estimated to require an expenditure in
excess of Five Thousand Dollars ($2,000.00

except in connec:ion with a well the drilling, reworking, deepening, or plugging back of which has been pre-

vigusly authorized by or pursuant 1o this agreement; provided, howewver, that in case of explosion. fire, flood,
or other sudden emergency, whether of the same or different nature, Gperator may take such steps and {ndus
such 2xpenses as in ils opinion are required to deal with the emergencyv and to safeguard life and properiy,
bus Ogperator shall, as promptly as rossible, report the 2mergency 1o the other parties, Operator shall. ugon

vequest. furnish copies of its “Authority for Expenditures” for any single project costing in ex.

cesy o7 3 -_._‘5..@0.0_0,._0,0..
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12, OPERATIONS BY LESS THAN ALL PARTIFS
See Paragraph 31

day) after receipt of the notii:g within which to notify the parties wishing to do the work
10 participate in the cost of the proposed operation. Failure of a party receiving such a pbtice to so reply to
it within the period above fixed shall constitute an election by that party aot to particpate in the cost of the

proposed operatinn.

If any party receiving such a notice alects not to participate in the proposed operation (such party ¢r
parties being hereafter :jex'errcd to as “Nan-Consgenting Party’), then in order ve entitled to the benefits
of this section. the party or parties giving the notice and such other parties as/hall elect to participate in the
operation (all such parties being hereaiter referred to as the “Consenting Pfrties’) shaii, within thicty (30)
days after the expiration of the notice period of thirty (30) days (or as mptly as possible after the expir-
ation of the 48-hour period where the drilling rig is on location, as the / se may be) actually commence work
on the proposed operation and combplete it with due diligence.

The entire cost and risk of conducting such operations shall jje borne by the Consenting Parties in the

proportions thai (heir respective interssis as shawii in Exhibit “AF bear to the total interests of all Consenting

Parties. Consenting Parties shall keep the leasehold astares i
liens arid encumbrances of every kind created by or arising {Om the operations of the Consehting Parties. I
such an operation results in a dry hole, the Consenting Pz ties shall plug and abandon the well at their sole
cost, risk and expense. If any weil drilled. reworked, dgépened or plugged back under the provisions of this
section results in a producer of oil and/or gas in payin€ quantities, the Consenting Parties shall compiete and

aquip the 'well to produce at their sole cost and risk, And the weil shall then be turned over to Operator and

shall be operated by it at the expense and {6r the Account of the Consenting Parties. Upon commencement of
~ operations ior the drilling, reworking, deepening or plugging back of any such well by Consanting Parties
in accordance with the provisions of this s;ecti , each Non-Consenting Party shall be deemed to have relin-
quished to Consenting Parties, and the Cong@nting Parties shall own and be entitled to receive, in proportion
to their respective interests, all of such Ngn-Consenting Party’s interest in the well, its leasehold operating
rights, and share ¢f production therefr until the proceeds or market value thereof (after deducting pro-
duction taxes, royalty, overriding royAlty and other interests payable out of or measured oy the production

fremn such well accruing with respedt to such interest until it reverts) shall equal the total of the foilowing:

(A) 1009 of each such Non4onsanting Party’s share of the cost of any newly acquired surface equipment
bevond the wallhead cofinections (including, but not limited to, stock tanks, separators, treaters,

pumping equipment aad piping), plus 1009 of cach such Non-Consenting Party’s share of the cost of

operation of the wefi commencing with {irst production and continuing until each such Non-Consenting
Party's refinquishyd interest shajl revert to it under other provisions of this section, it being agreed that
each Non-Consghiting Party’s share of such costs and équipment will be that interast which would »ave
been chargeaile 10 2ach Non.Consanting Party had it participated in the well irom the beginning of

the operatigh; and

(B) 2007 ¢

testing and completing, after deducting any cash contributions received under Section 24. and 200¢

that pertion of the costs and expenses of drilling, reworking, deepening or plugging %ack,

of tfat mortion of the cost of newly acquired eguipment in the 'weil (‘o and including :he wellhead
%\eciions). which would nave teen chargeaole to such Non-Consenting Party if it had participated

olved in such operations free and clesr of all

.

e vt s s

5
“
i !
-

&

k
:

%

E

:

é,
o
.

R K . S TR I P e Ly WP

. fiai




be permitted to use. free of cost, all casing, tubing and other equinment In the well, dbut the ownership o all
such equipment shall remain unchanged: and upon abandonment of a well after such reworking, pldgging
back or deeper drilllng, 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. *

Within sixty (50) days after the completion of any operation under this section. the gArty conducting
the operations for the Consenting Parties shall furnish each Non-Consenting Party wifh an inventory of
the eﬁuipment in and connectéd to the well, and an itemized statement of the cost drilling, deepening,
plugging back, testing, completing, and equipping the well for production: or, at /s option, th: operating
party, in lieu of an itemized statement of such costs of operation. may submit a detailed statement of monthly

billings. Each month thereafter, during the time the Consenting Parties are Jeing reimbursed as provided -

above, the Consenting Parties shall furnish the Non-Consenting Parties wj an itemized statemént of all
costs and liabilities incurred in the operation of the well. together with/a statement of the Qquantity of oil
and gas produced from it and the amount of proceeds realized from fhe sale of the well's working interest
pmdﬁétion during the preceding montii. Any amount realized {70m the sale or other disposition of equip-
ment newly acquired in connection with any such operation wbdch would have been owned by a Non-Con-
senting Party had it participated therein shall be credited aggzinst the total unreturned costs of the work done
and of the equipment purchased, in determining when the if{terest of such Non-Consenting Parfy shall revert
to it as above provxded if there is a credxt balance it shafl be paid to such ‘Ion—Consentxng Parf}

If and when the Consenting Parties reco from a2 Non-Consenting Party’s relinquished interest the
amounts provided for above, the relinquished Aterests of such Non-Cor:enting Party shail automatically
revert to it and from and aiter such reversio
well, the operating rights and working i
and the production therefrom as such

suen A\uﬂ'buuwuuug P uu; shall gwn the cama intarset in such

est therein, the material and equipment in or pertaining therato,
on-Consenting Party would have owned had it participated in the
ging back of said well. Therearter, such Non-Consenting Party shall be
rtionate part of the further costs of the operation of said well in accord-
ance with the terms of this a exit and the accounting procedure schedule, Exhibit “C™, attached hereto.

drilling, reworking, deepening or pl

non-commercial well, and to all other wells drilled, reworked, deepened, or plugged baék, or pro-
pogéd to be drilled, reworked, deepened, or plugged back, upon the Unit Area subsequent to the drilling of

13, RIGHT ‘-TO TAKE PRODUCTION IN KIND

Each party shall take in kind or separately dx’sﬁose of its proportionate share of all il and gas pro-
duced from the Unit Area, exclusive of production which may be used in development and producing oper-
ations and in preparing and treating oil for marketing purposes and production unavoidabiy lost. Each party
shall pay or deliver, or cause to be paid or delivered, all royalties, overriding royalties, or other payments
due on its share of such production, and shail hoid the other paiiies fra ay liakility therefor. Anv
extra expenditure incurred in the taking in kind or separate dlsposuiori by any party of its proportionate
share of the production shall be barne by such party. ’ -

Each party shall execute all division orders and contracts of sale pertaining o i!s interest in produc-
tlen from the Unit Area, and shail be entitled to receive payment direct from the purchaser or purchasers
thereof f{or its share of all production.
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In the event any party shall fail to make the arrangements rnecessary to take in Kind or separately
dispose of its proﬁortionate share of the oil and gas produced from the Unit Area. Operator shall have the
right, subject to revocation at will by the party owning it, but not the obligation, to purchase such oil and
gas or sell it to others for the time being, at not less than the 'market price prevailing in the area, which
shall in no event be less than the price which Operaior receives for fts portion of the oil and gas produced
from the Unit Area. Any such purchase or sale by Operator shall be subject always to the right of the
owner of the production to exercise at any time its right to take in kind, or separately dispose of, its share of
all oil and gas not previously delivered to a purchaser. Natwithstanding the foregoing, Operator shall not
make a salg Ii.netg int aeeommerce of any other party’s share of gas production without first giving such

sona .
other party XxWxi@¥xdxss notice of such intended sale, and such sale shall be only for a

reasonable time, and in any event not exceeding one year.

14. ACCESS TO UNIT AREA

Each party shall have access to the Unit Area at all reasonable times. at its sole risk, to inspect or
observe operations, and shall have uccess at reasonable times to information pertaining to the development
or operation thereof, including Operator’s books and records relating thereto. Operator shall, upon request,
furnish each of the other parties with copies of all drilling reports, well logs. tank tables, daily gauge and
run tickets 2nd reports of stock on hand at the first of each month, and shall make available samples of any
cores or cuttings taken from any well drilled on the Unit Area.

13. DRILLING CONTRACTS

All weils drilled on the Unit Area shall be drilled on a competitive contract basis at the usual rates
prevailing in the area. Operator, if it so desires, may empfby its own tools and equipment in the drilling
of wells, but its charges therefor shall not exceed the pi-evailing rates in the fiéld. and the rate of such
charges shall be agreed upon by the parties in writing before drilling operations are commenced, and such
" work shall be performed by Operator under the same terms and conditions as shall be customary and 'usual
in the field in contracts of independent contractors who are doing work of 2 similar nature.

18. ABANDONMIENT OTF WELLS

No well, other than any weil which has been drilled or reworked pursuant to Section 12 hereof for
whicit the Consenting Parties have not been fully reimbursed as therein provided, which has been com-
pleted as a producer shall be plugged and abandoned without the consent of all parties; provided, however,
if all parties do not agree to the abandonment of any well, those wishing to continue its operation shall tender
to each of the other parties its proportionate share of the value of the well's salvable material and equip-
ment, determined in accordance with the provisions of Exhibit “C"”, less the estimated cost of salvaging and
the estimated cost of plugging and abandoning. Each abandoning party shall then assign to the non-
abandoning parties, without warranty, express or implied, as to title or as to quantity, quality, or fitness for use
of the equipment 2nd material, all of its interest in the well and its equipment, together with its interest in
the leasehold estate as to, but only as to, the interval or intervals of the formation or formations then open
to production. The assignments so limited shall encoenm.pass the “drilling unit'” upon which the well is located.
.The payments by, and the assignments to, the assignees shall be in a ratio based upon the relationship of
their respective percentagss of participation in the Unit Area to the aggregate of the percentages of partici-
paticn in the {Unit Area of all assignees. There shall be no readjustment of interest in the remaining portion
of the Unit Area.

After the assignment, the assignors shall have no {urther responsitility, liability, or interest in the
operation of or production from the well in the interval or intervals then open. Upon request of the assignees,
Operator shall ¢ontinue to operate ihe assigned well for the account of the non-abandoning parties at the
rates and charges contempiatad by this agreement, plus any additional cost and charges which may arise as
the result of the separate ownership of the assigred well,
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17. DELAY RENTALS AND SHUT-IN WELL PAYMENTS

Operator shall pay all delay rentals and shut-in well payments which may
be required under the terms of the leases subject to this Operating Agreement
and submit evidence of each payment to the other parties at least ten (10)
days prior to the payment date. Upon being billed therefor, the other parties
| shall pay to Operator such proportionate part of any delay rental payment that

may be attributable on an acreage basis to their interest in lands covered by
- | such leases and their proportionate pro rata part of any shut-in well payments
| attributable to any well on the Unit Area. Operator shall not be held liable
to the other parties in damageq for the loss of any lease or interest therein
if, through mistake or oversignt, any rental or shut-in well payment is not
' paid or is erroneously paid. e loss of any lease or interest-therein which
' results from a failure to pay Oor an erroneous payment of rental or shut-in
¥ well payment shall be a joint loss and there shall be no re-adjustment of in-
: terests in the remaining portion of the Unit Area. If any party secures a
L% new lease covering the terminated interest, such acquisition shall be subject
2 to the provisions of Section 23 of this agreement.

Operator shall promptly notify each other party hereto of the date on
{ which any gas well located on the Unit Area is shut in and the reason therefor.

i3. PREFERENTIAL RIGHT TO PURCHASE

be ready, willing and able to purchase), the purchase price. and all other terms e offer. The other par:ies

=S

shall then have an optional prior right, for a period of ten (10) daye=ifier receipt o
on the same terras and conditions the intsrest which the otha*barty proposes to sell: and. if this optionai right

iz svercised. the purchasing rarties shall share Surchased interest in the proportions that the interest of

19. SELECTION OF NEW OPERATOR
Should a sale ce made by Operator ot/it%irji'gh?.srand interests/ tﬁrei. oB&? ::ggleg s%%‘ue%éve‘ the right
within sixty (80) days after the date of such sale. by majority vote in interest. to select a new Operator. !f
3 new Operator is not so selected, -‘.»he transieree of the presant QOperator shall assume the duties of and act as
QOperator. In either case, the retiririg Ogerator shall continue to serve as Cperator. and discharge i's duties
s K . ’ in that capacity under this agreement, until its successor Operator is selected and begins to function, but the
present Operator shall not te obligated to continue the performance of its duties for more than 120 days aflsr

the sale of its rights and interests has besn completed.

—_—3 —

“Jeint Loss”
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20. MAINTENANCE OF UNIT OWNERSHIP

No party shall sell, encumber, transfer or make other disposition
of its interest in the leases embraced within the Unit Area and in wells
equipment and production”unless such disposition shall be made expressly
subject to this agreement, and shall be made without prejudice to the

rights of the other parties.

It at any time the inaterest of :ny party is divided among and owned by four or more co-owners, Opera-

tor TRay, at its discretion, require such co-owners (0 appoint 2 single trustes or agent with full authority to re-

ceive notices. approve cxpenditures, receive hillings for aad approve and pay such party's share of the joint
expenses, and o deal generally with, and with power to hind. the co-owners of such party's interests within
the scope of the operations embraced in this contract; however, all such co-owners shall enter into and execute
all contracts or agreements for the disposition of their respecéiive siarss

3R]
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ke gil and gas oroduced from the

<

; Unit Area and they shall have the right to receive. separately, pavment of the sale proceeds thereof.

21. RESIGNATION OF OPERATOR

Operatar may resign from .its duties and obligations as Oxeratoc at any time upon written notice of a6t
less than nineiy (90) days given to all ather parties. In this case, all parties to this contract shall seiect by
majority vote in interest, not in numbers. a2 new Operaior who shall assume the responsibilities and duties, and
have the rights, prescribed for Operator by this agreement. The ratiring Operator shall deliver to its successor

all records and information necessary to the discharge by the new Operator of its duties and obligations.
22. 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 iiable only for its proportionate share of the costs of developing an:
operatingythe Unit Area. Accordingly, the lien granted by ‘each patty to Operator in Section 9 is given to se-

cure only the deots of each severally. It is not the intention of the pariies to ¢reaid. nsr shzll this agreement

be construed as creating, a mining or other partnership or association, or to render them liable as partners,

23. RENEWAL OR EXTENSION OF LEASES
If any party secures a rarewasl of any oil and gas lease subject 10 this contract. 2ach and ail of the other
parties shiil be notified promptly, and shall have the right to participate in the ownership of the renewasl lease
by paying to the party who acquired it their several proper proportionate shares of the acquisition cost. which

shall be in proportion to ihe interests held at that time by the partivs in the Uhnit Area,

It some, but less than all, of the parties elect to participate in the purchase of a renewal lease. & shall
te owned by the paries who elect to participate therein, in a.ratio based upon the refationsiiip of their resgec-
tive percentage of participation in the unit area to the agg:-egaleb:‘ the perecentuges of participat.on in the unit
arca of all parties purticipating in the purchase of such renewal lease. Any renewsl i¢ase in which leds thun

all the parties elect to participate shall not e subject o this agreement.

Each par:y who participates in the purchase of a renewal lease shuili be given un assiznment of its cro-

WS e
nartionate interest therein by the acquiring party.

my -

Thee provisions of this seetion shail apply 0 renewsl leuses whether they ave for the ontue

Ioleudst
covered by the cxpiting lvase or cover only 4 gortion 9f s area of an interest therein.  Any feacwal lease
Lakon peiore the expiration of (ts predecessor lease. or laken or zfontracied for within six {9) montns ulie:
the expirration of the existing iease snall De sub)ect 10 i3 provision: Dul aay ase laken of contracted lor

more than six 14 months after the axgirauon of an e2xisung lecie shuil ot se ceenied & ronewal lcaae and

shall not e sutect o0 he provizions of this section.
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. 24. SURRENDER OF LEASES )

The leases covered by this agreement, in so far as they embrace acreage in the Unit Area, shall not be
surrendered in whote or in part untess all partles consent.

'However. should any party desire to surrender its interest in any lease or in any portion thereof, and
other parties not agree or consent, the party desiring to surrender shall assign, without express or implled
warranty of title, all of its interest in such lease, or portion thereof, and any well, material and equipment
which may be iocated thereon and any rights in production thereafter secured, to the parties not desiring to
surrender it. Upon such assignment, the assigning party shail be relieved from all obligations thercaiter ac-
cruing, but not theretofore accrued, with respect to the acreage assigned and the aperation of any well there-
on, and the assiyning party shall have no further interest in the lease assigned and its equipment and production.
The parties assignec shall pay to the party assignor the reasonable salvage value of the latter's interest in any
wells and equipment on the assigned acreage.' determined in accordance with t‘he provisions of Exhibit “C™.
less the estimated cost of salvaging and the estimated cost of plugging and abandoning. If the assignmoent is in
favor of more than one party, the assigned interest shall be shared by the parties assignee in the proportions
that the interest of each bears to the interest of 21l parties assignee.

Any assignment or surrender made under this provision shall not reduce or change the assignors' or sur-
" rendering parties interest, as it was immediately before the assignment, in the balance of the Unit Area: and

the acieage assigned or surrendered. and subsequent operations thereon, shall not thereafter be subject to the
terms and pro'itisions of this agreement.

25. ACREAGE OR CASH CONTRIBUTIONS

If any party receives while this agreement is in force a contribution of cash toward the drilling of a
well or any 'ot’l-'xer’operation' on the Unit Area, such contribution shail be paid to the party who codduciéd ihv
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 is made shall promptly cxecute

an assignment of the acreage, withaut warranty of title, o all parties lo this agrecement in proportion lo their

interests in the Unit Area at that time, and such acreage shall become a part of the Unil Area and be governed
by all the provisions of this ¢ontract. Each party shall promptly notify all other parties of all acreage or
money contributions it may obtain in support of any well or any other operation on the Unit Area.

26. PROVISION CONCERNING TAXATION

Each of the partiéé hereto elects, undar the authority of Section 761{a) of the Internal Revenue Code of

1954. t0 be excluded from the application of all of the provisions of Subchapter K of Chapter 1 o Subtitle A of
the Internal Revenue Code of 1954. If the income tax laws of the state or states in which the nroperty covered
- _( hereby is located contain, or may nereafter contain, provisions similar 1o those contained in the Subchapter of
o the Interhal Revenue Code of 1954 above referrad to under which a similar election {s permitted, sach of the
‘parties agrees that such election shall be exercised. Each party authorizes and directs the Querator to exceuty
such an election or eiections on its tehalf and to file the election with the proper governmental oifice or

agency. I requested by the Operator so to do, each party agrees to execute and join in such an election.

Operaior shall render {or ad valorem taxation all property subject to this agrecment which by law

1
should be rendered for such taxes, and it shall pay ail such taxes assessed thereon before they bevome delin -

e A O
R

quent. Operator shall bill all other parties for their proporiionate share of all tax payments in the manreer
provided in Exhibit “C",

Ty

tion within the time and manner prescrited by law, and prosecute the protest 0 a finci determination. «iile-s
all parties udree to abundon the protest prior to final determination. When any such protested valuation shall
have'been finally determined. Operator shall pay the assessment ior the joint account, together with interest and

penalty scerued, and the total cost shall then he assessed against the parties, and be paid by them, as provided
in Exhibit “C",

e 1) -
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addresses listed on Exhibit “A”. The originating notice to be given under any provision hereof shall be deemed
given only when received by the party to whom such natice is directed and :he time for such party to give any
notice in response thereto shall run from the date the originating notice is received. The second or any re-
sponsive notice thall be deemed given when deposited in the United States maii or with the Wesiern Union
Telegraph Company, with postage or charges prepaid. Each party shall have the right to change its address
at any time, and from time to time, by giving written notice thereof- to all other pirties.

31. OCTHER CUNDITIONS. IF ANY, ARE: '

SUBSEQUENT OPERATIONS

A, If either party hereto shall desire that a well be
drilled, reworked, deepened, or plugged back, on any parti-
cular location on the Property, then such party desiring to :
drill shall give to the other party (whether one or more) !

~written notice thereof at the address or addresses herein
provided, giving the location, proposed depth, and approxi-
mnate cost. The other party shall have fifteen (15) days
after receipt of such notice within which to inform the
party proposing such operations whether or not it elects to
participate in the cost thereof, such notice to be in [
writing. It is understood that consent to the drilling, ‘
reworking, depeening or plugging back of a well shall in- ,
clude all necessary expenditures of testing, completing and SR
equipping of the well, including necessary tankage and/or
surface facilities.

i e kb

B. If any party or parties hereto, herein called
"Non-Consenting Party' (whether one or more) shall elect not
to participate in the proposed operation of said well,
either by notice to that effect, by failure to give notice
within the aforesaid time limit of fifteen (15) days, or by
failure to advance its share of the estimated costs of such
operations in the manner and in the time limit provided
above, then the parties participating in such operations
herein called "Consenting Party' (whether one or more) shall
have seventy-five (73) days after the expiration of said v , :
fifteen (15) days in which to commence said operations as 4 IR
designated in the notice thereof and to thereafter continue ‘
the same with due diligence. If the proposed operations are
not commenced within said period, all rights and privileges
accruing hersunder to Consenting Party by reason of Non- -
Consenting Party's election not to participate in the pro-
posed operations shall thereupon terminate.

C. If less than all parties approve any proposed
operation, the proposing party, immediately after the ex- ‘
piration of the applicable notice period, shall advise the
Consenting Parties of (a) the total interest of the parties
approving such operation, and (b) its recommendation as to
whether the Consenting Parties should proceed with the
operation as proposed. Each Consenting Party, within ten

- (10) days after receipt of such notice, shall advise the
proposing party of its desire to (a) limit participation to
such party's interest, 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
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D. The entire cost and risk of conduccting such
opezatilons shall be borme by the Consenting Partcies in the
pgooor:lo thev have elected to bear same under the terms
oI the orecedlng paragraph. Consenting Parrzies shall keep
the leaseno1d estates involved in such operacions ‘ree and
clear of all liems and encumbrances of every kind creatac by

Tising :rom the operations of the Consenting Parcies.
such an overation vesults in a dry hole, the Consenting
ties shall plug and abandon the well at their sole cost,
kX and expense. 1If any well drilled, reworked, deepened
pluggeq back under the provisionms of this A*cicle resulcs
in a producer of oil and/or gas in paying quancities, che
Consencing Dart:'.es shall complete and equip the well to
prod,ce at their sole cost and risk, and the wall shall then
be turned over to Operator and shall be overzcted by L: at
the expenses and for the account of the Consenzing Par=ies.
Upon commencement of operacions for the drilling, reworking,
deaoen:ng or plugging back of any such well by Consen:-ﬂg
Parties in accordance with the provisions of this Arcicle,
each Non-Consenting Party shall be deemed to have re’iﬂquished
to Comsenting Parzies, and che Comsenci ing Parrties shall owm
and be entitled to receive, in proportion to their respective
interests, all e¢f sucn Non- Consenulna Parzy's inrarestc in
the well and share of production therefrom uncil the pro-
ceeds c¢f the sale of such share, calculated at the well, or
market value thereof if such share is not sold (afrer
daducting production taxes, royalty, overriding royalty and
other interests existing on the effective date hereof,
payable out of or measured by the production ZIrom such well
aceruing with respect to such interest until it reverts)
shall equal the total of the following:

Q 'UH(}
'
Wt

- En

(1) 100% of each such Non- -Consenting Party’s

share of the cost of any newly acquired surface equipment

beyond the wellhead connections (1nc1ud1nz but nor limirad

————

to, stock tanks, separators, treaters, pumping equipment and
piping), pius 1007 of each such Non- Consentlng Party's share
of the cost of operation of the well commenczng wich first
O’OGLCCLOH and continuing until each such Non-Consenting
Parc y s relinquished incerest shall revert to it under ccher
nrov1szons of this Article, it being agreed that each Non-
Consen*lng Party's share of such costs and equipment will be
that interest which would have been chargeable co each Non-
Consenting Party had it parcicipated in the well f£rom the
bezinning of the operation; and

(ii) 200% of thact portion of the costs and ex-
genses of drilling, reworking, deepeninv or plugging back,
testing and completing, after deducting any cash d*y hole or
bottem nole cont ibutlons received in support of said
operations and 20 % of that porsion of the cost of newly
acquired equipment in the well (to and including the well-
head connections), which would have been chargeable to such
Non-Consencing Party if it had participated therein.

E. Gas production attributable to any Non-Consenting
Parzv's relinquished interest upon such Party's electiom,
shall be sold to its purchaser, if available, under the
terms of 1its existin% gas sales contract. Such Non-Con-
senting Parcy 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
recovared from the Mon-Consenting Parcty's relinquished
interest. If such Von-Conaenrlng Parcy has not contracted
for sale of its gas at the time such gas is available for
delivery, or has not made the election as provided above,
the Consenting Parties snhall own and be entitled to receive
and sell such Non-Conseucing Partv's share of gas as here-
inabove provided during the recoupment perioed.

4
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F. During the period of time Consenting Parties are
entitled to receive Non-Counsenting Party's share of produc-
tion, or the proceeds therefrom, Consenting Parties shall be
respensible for the payment of all production, severance,
gathering and other taxes, and all royalty, overriding
royalty and other burdens applicable to Non-Consenting
Parcty's share of production.

G. In the case of any reworking, plugging back or j
deeper drilling operation, the Consenting Parties shall be :
permitted to use, free of cost, all casing, tubing and other ;
equipment in the well, but the ownership of all such equip- %
ment snall remain unchanged; and upon abandsmment of a well .
arzer such reworking, plugging back or deeper drilling, the
Consenting Parties shall account for all such equipment to ?
the owmers thereof, with each party receiving its propor-
tionacte part in kind or in value, less cost of salvage.

H. Within ninety (90) days after the completion of
any operation under this Article, the party conducting the
operations for the Comsenting Parties 'shall furnish each
Non-Consenting Party with an inventory of the equipment in
and connected to the well, and an itemized statement of the
cost of drilling, deepening, plugging back, testing, com-
pleting, and equipping the well for production; or, at its
option, the operating party, in lieu of an itemized state-
ment of such costs of operation, may submit a detailed
statement of monthly billings. Each menth thereafter,
during the time thes Cousenting Parties are being reimbursed
as provided above, the Party conducting the ovperations for
the Consenting Parties shall furnish the Non-Consenting

Parties with an itemized stztement of all costs and liabil- P

ities 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
perindic well tests. Any amount realized from the sale or
other disposition of equipment newly acquired in connection
with any such operation which would have been owned by a
Non-Consenting Party had it participated therein shall be
creditad against the ctotal unrecurned costs of the work done
and of the equipment purchased, in determining when the
interest of such Mon-Consenting Party shall revert to it as :
above provied; and if there is a credit balance, it shall be i
paid to such Non-Consenting Parcy.

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

At any time after an Operator has acted as Operator for

one (1) year, a Non-Operator may give written notice to

Operator and all other Non-Operators of its readiness to act

as Operator, setting forth therein the more favorable
financial terms and conditions uron which such Non-Operator
would be prepared to act. If the Operator agrees in writing
within sixty (60) days next following receipt of such notice
to continue as Operator on the terms proposed, but otherwise
in accordance with provisions of this Agreement, such terms
shall become effective on the first day of the calendar

month following such acceptance and such terms shall remain
in effect for at least one (1) year thereafter. If within
sixty (60) days next following receipt of such notice by
Operator, Operator does not agree in writing with Non-Operators
thenceforth to act as Operator on the basis offered by such
Non-Cperator shall thereupon become and be Operator on the
basis so offered; PROVIDED that, if there are three or more
parties to this Agreement, such Non-Operator must obtain

the written comsent of a majority in interest of all Non-
Operators other than the then Operator before becoming and
being Operator as aforesaid. Any Operator appointed pur-
suant to this clause or otherwise appointed shall not be
liable to be removed from office pursuant to this clause
unless and until such Operator shall have acted as such

for at least one (1) year. No notice shall be served here-
under by any other party or parties during the said sixty.
(60) day period applicuble with respect to any notice already
served by ancther party

o ehbed WGl Y .

33, NONDISCRIMINATION CLAUSE

The Unit Operator will comply with all provisions of Executive
Order No. 11246 of Setpember 24, 1965, as awended of supplemented,

- and of the rules, regulations and relevant orders of the Secretary

of Labor pursuant thereto.

34. BURDENS

Any hereafter created overriding-royalty, production payment

or othar intarasr ammeordturdn- 25 invarag

, stitubing an interest in o a burden on
any party’'s interest in any leasehold interest covered hereby
shall be created expressly subject to the terms and conditions
hereof, and shall be suspended and shall not be entitled
to any part of the proceeds of production attributable to
the interest of the party creating such burden so long as the
interest of the party creating such burden is relinquished be-
cause the party does not consent to any operation resulting in
such production, and no payments or obligations shall exist
or accrue in favor of any such burdens during the time that the

interest of the party creating the same in such production is
relinquished. .
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Actountonts Societies of
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EXHIBIT "o v
Attached to and made a part of Operating Agreement between
Consolidated O11 & Gas, Inc. as Operator and
Other Working Interest ers as Non-Uperators
ACCOUNTING PROCEDURE
JOINT OPERATIONS
L GENERAL PROVISIONS : ‘
“Joint Property” shall mean the real and personal property subject to the agreement to which this Accounting
Procedure is attached. '

“Joint Operations” shall mean all operations necessary or proper for the development, operation, protection and ,
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-Operators” shall mean the parties to this agreement other than the Operator. ;
“Parties” shall mean Operator and Non-Operators. j

“First Level Supervisors” shall mean those employees whose primary function in Joint Operations is the direct !
supervision of other employees and/or contract labor directly employed ¢n the Joint Property in a tield operat-
ing capacity.

“Technical Employees” shall mean those employees having special and specific engineering, geological or other ;i
professional skills, and whoss primary tumction in Joint Operations is the handling of specific operating condi- : ‘
tions and problems for the benefit of the Joint Property.

“Personal Expenses’ shall mean travel and other reasonable reimbursabie expenses cf Cperator's smpioyees.
“Material” shall mean personal property, equipment or supplies acquired or heid for use on the Joint Property. ?
“Controllahie Material” shall mean Material which at the time is so classified in the Material Classificition Manual
as most recently recommended hy the Council of Petroleum Accountants Societies of North America. o
2. Statement and Blilings 1

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

- Adeierncs amd Ba do how Nan_Nneseatnme
we (AVMTYRMLED EMW A G)MIVAMES Wy oWl W e mee s

Unisss otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their
shaie of cstimatcd cash cutlay for the succeeding month's oneration. Onerator shall adiust each monthly billing

to reflect advances received from the Non-Operators.

- FBach Non-Operator shali pay its proportion of all bills within fifteen (13) days after receipt. If payment is not
- made within such time, the unpaid balance shall bear interest monthly at the rate of twelve percent (12%) per
. annum or the maximum coniract raie permiited by the applicable usury laws in the state in which the Joint o .
Property is located, whichever is the lesser, plus attorney’s fees, court costs, and other costs in connection with ¥ v 4
the collection of unpaid amounts. . :

g
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4. Adjustments S

Payment of any such bills shall not pr2judice the right of any Non-Operator to protest or question the correct- !
ness thereof; provided, however, all bills and statements rendered to Non-Operators by Operator during any :
calendar year shall conclusively be presumed o be true and correct after iwenty-four (24) months foilowing
the end of any such calendar year, uniess within the said twenty~-four (24} month period a Non-Oparator takes
written exception thersto and maies claim on Operator for adjustment. No adjustment favorahle to Operator shall
be made unless it is made within the same prescribed period. The provisions of this paragraph shall not prevent
adjustments resulting from a physical inventory of Controllable Material as provided for in Section V.

5. Audits

A. Non-Operator, upon notica in writing to Uperator and all other Non-Operators, shall have the right to audit Ope- '
rator’s accounts and records relatiiig to the Joint Account for any caleridar year within the twenty-f{our (24) month

- period following the end of such calendar year: provided, however, the making of an audit shall not extend the
tirne for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this
Section 1. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to
conduct joint or simuitaneous audits in a manner which will result in 3 minimum of inconvenience to the Opera-
tor. Operator shall, bear no portion of the Non-Opaerators’ audit cost incurred under this paragrapn uniess agreéd
to by the Operator. )

8. Approval by Non-Operators

i Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sec-
tions of this Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains
no contrary provisions in regard thereto, Operator shall notify all Non-Ogerators of the Operator’s proposal, and
the agreement or approval of a majority in interest of the Non-Operators shall be controlling on ail Non-QOpera-
tors.




II. DIRECT CHARGES

_Operator shall charge the Joint Account with the following {tems:

1. Rentals and Royailties

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

A. (1) Salaries and wages of Operator's tield employees directly émployed on the Joint Property in the conduct
of Joint Oporations.
(2) Salaries of First Level Supervisors in the tield.

(3) Salaries and wages of Technical Employees directly employed on the Joint Property if such chnrges ars
excluded from the Qverhead rates.

- B. Operator’s cost of holiday, vacation, sickness and dizability benefits and other customary allowances paid to

8.

amployees whose saiaries and wages arc chargeable to the Joint Account under Paragraph 2A of this Section
II. Such costs under this Paragraph 2B may be charged on a “when and as paid basis’ or by “percentage as-
sessment” on the amount of salivies and wages chargeabie to the Joint Account under Paragraph 2A of this
Section II. If percentage assassment is used, the rate shall be based on the Operator's cost experience.

C. Expsunditures or contributions mac'e pursuant to assessments imposed by governmental autbority which are .

appliuhh to Operator’s costs chargesble to the Joint Account urder Paragraphs 2A and 2B of this Sec.

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

Empiloyes Benefits

Operator’s current costs of established plans for employees’ group life insurance, hospitalization,- pension, re-
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s labor
cost chargeable to the Joint Account under Paragraphs 24 and 2B of this Section I shall be Operator’s actual
cost not to exceed twenty per cent (20%).

Matarial

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

wdm
Transportation of employees and Material neces;szry for the Joint Operatione but subjsct to ths following limita-
tions:

A. If Material is moved to the Jomt Progerty from the Operator’s warshnuse or other m-onemes, no charge shall
be made to the Joint Account for a distance greater than the distance from the nearest’ reliabie supply store,
recognized barge terminal or railway receiving point where like material i is normally available, unless agreed
to by the Parties.

B. If surplus Material is moved o Operator’s warehouse or other storage point, no charge shall be made to the
Joint Account forf 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 apphcatmn of Subparazraphs A and B above, there shall be no equalization of actual gross trucking cost

of 3200 or less excluding accessorial charges.
Services - A
The cost ot contract services, equipment and utilities provmeq by oufiside sources, except sarvicas excludad Yy

Paragraph 9 of Section II and Paragraph 1. ii of Section III. The cost of professional consultant services and con-
tract services of technical personnel] dirsctiy engaged on the Joint Property if such charges are excluded from the
Overhead rates. The cnst 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 uniess previously agreed to by
the Parties.

Equipment and Facilities Furnished by Operator

A. Operator shall charge the Joint Accouat 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, dspreciation, and interest on investmant not to exceed eight per cent (8%)
per annum. Such rates shall not exceed average commercial raies currently prevailing in the immediate area
of the Joint Property.

B.. In ijeu 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 Transgort Association.

Damages and Losses to Joint Property

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

Legai Txpenie

Expense of handling, investigating and settling litigation or claims, dzschargmg 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 staif
or feed or expense of outside attorneys shall be made unless previousiy agreed to by the Parties. All other legal
expense is considered to be covered by the overhead provisions of Section III unless otherwise agreed to by the
Parties, axcept as previded in Section [, Paragraph 3.
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10,

11,

12,

Taxas

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

Insurance

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Par-
ties. In the event Joint Operations are conducted in a state in whizh Operator may act as self-insurer for Work-
men’s Compensation and/or Employers Liability under the respective state's laws, Operator may, at its election,
include the risk under its self-insurance program and in that event, Operator shall include a charge at Operaior's
Cost not to exceed manual rates.

Other Expenditures

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

L. OVERHEAD

Overhead - Drilling and Producing Operations
i. As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge
drilling and producing operations on either:
{ X) Fixed Rate Basis, Paragraph la, or
( ) Percentage Basis, Paragraph 1B.
Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of ail offices
and 3alaries or wages plus appiicable burdens and expenses of all personnel, except those directly chargeable
under Paragraph 24, Section [I. The cost and expense of services from outside sources in connection with
matters of taxation, tratfic, accounting or matters before or involving governmental agencies shall be considered
as included in the Overhead rates provided for in the iabove 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
services and contract services of technical personnel directly employed on the Joint Property shall { ) shall
not { X) be covered by the Overhead rates.

A. Overhead - Fixed Rate Basis

(1) Operator shall charge the Joint Account at the following rates per well per month:
Drilling Well Rare $ 1387 50

Producing Well Rate $_S1i e-$
Dual zorle- -$231.0
(2) Application of Overhsad - 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 releasad, whichever is later, axcept that no charge shall
te made during suspension of drilling opgrations for fifteen (15) or more consecutive days.

{21 Charges for offshore drilling weils shall begin on the date when drilling or completion equipment
arrives oa location and terminate on the date the drilling or completion equipment moves off loca-~
tion or rig is released, whichever occurs tirst, except that no charge shaii oe made during suspei-
sion of drilling operations for fifteen (15) or more consecutive days

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

() Producing Well Rates

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

{2] Each active completion in a multi-completed well in which production is not commingled down
hale shall %e considered as a one-well charge providing each completion is considered a separate
well by the governing regulatory authority.

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

[4] A one--wé]léharge may be made Zor the month in which piugging and abandonment operations
are completed on any well.

(3] All other inactive wells (including out not limited to inactive wells covered by unit allowable,
lease allowable, transterred allowable, eic.) shall not quaiify for an overhzad charge.

(3) The weil rates snali be adjusied as of the {irst day of April cach year followring rhe affactive date of the
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by muiti-
plying the rate currently in use by the percentage increase or decrease in the average weekly earnings of
Crude Petroleum and Gas Production Workers for the last calendar year compared to the calendar year
preceding as shown by the index of average weekly earnings of Crude Petroleum and Gas Fields Produc-
tion Workers as publishad by the United States Department of Labor, Bureau of Labor Statistics, or the
equivalent Canadian index as published by Statstics Canada, as applicable. The adjusted rates shall be
the rates currently in use, plus or minus the computed adjusument.
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B. Overhead - Percentage Rasis
{1) Operator shall charge the Joint Accoum at thl followxng rates:
(a) Development

Percent ( %) of the cost of Development of the Joint Property exclusive of costs
provided under Paragraph 9 of Section II and all salvage credits.

(b) Operating

Percent (. %) of the cost of Operating the Joint Property exclusive of costs provided
under Paragraphs 1 and 9 of Section I, all salvage credits, the value of injected substances purchased
for secondary recovery and aU taxes and assessments which are levidd, assessed and paid upon the min-
eral interest in and to the Joint Property.

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

For the purpose of determining eharges on a percentage basis under Paragraph 1B of this Section III, de-
velopment shail inciude ail costs in connection with drilling, redriliing, deepaning or any remedial opera-
tions on any or all weils 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-
pletad as a producer, and original cost of construction or instailation Jf fixed assets, the expansion of fixed
assets and any other project clearly discernible as a fixed asset, except Major Constmcﬁon as dei.ned in
Paragraph 2 of this Section III. All other coats shail be considered as Opersting.

2. Overhead - Major Construection

To compensate Operator for overhead costs incurred in the construction and installation of tixed assets, the ex-
pansion of fixed assets, and any other project clearly di;cemi‘nle as a fixed asset required for the development and
operation of the Joint Property, QOperator shall either negotiate a rate prior to the beginning of construction, or shall

charge tlzus Js())igto Aacaum for Overhead based on the following rates for any Major Construction project in excess

A_ __j__% of total costs if such costs are more than $__25 (00 00 but less than $ 100 000 QO0:; plus
B. ——3___% of total coms in excess of $_100,000 0Obut less than $1,000,000; plus
C. ——2 ___% of total costs in excess of $1,000,000.

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

3. Amendment of Rates

The Qverhead rates provided for in this Section III may be amended f{rom time té time only by mutual agreement
between the Parties hersto if, in practice, the rates are found to be insufficient or excessiva,

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

Operaiu: i; responsible for Joint Account Malerial and shall make proper and timely charges and credits for all ma-
terial movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; how-
ever, at Operator’s option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition
of idle and/or surplus Material, such disposal being made esither through sale to Operator or Non-Operator, division in
kind, or sale to outsiders. QOperator may purchase, but shall be under no obligation to purchase, interest of Non-COpera-
tors in surplus condition A or B Material. The disposal of surpius Controllable Material aot purchased by the Opera-
tor shall be agreed to by the Parties.

Material purchased shall be charged at the price paid by Operator atter deduction of all discounts received. In case
of Material found i Lz dafactive oF returned to vendor for any other reason, credit shall be passed to the Joint
Account when adjustment has been received by the GUperaias. ‘

2. Transfers and Dispositions

Material furnished to the Joint Property and Material wransferred from the Joint Property or disposed of by the
Operator, unless otherwise agreed (o by the Parties, shall be priced on the following bases sxclusive of cash dis-
counts:

L' [ A. New Material (Condition A)

‘ (1) Tubular goods, except line pipe, shall te priced at the current new price in effect on date of movement on a
maximum carload or barge load weight basis, regardless of quantity transferred, equalized to the lowest

o published price f.0.0. railway receiving goint or recognized barge terminal nearest the Joint Property

Vo where such Material is normally available.

(2) Line Pipe

(a) Movement of less than 30,000 pounds shall be priced at the current new grice, in effect at date of
movement, as listed oy a reliable supply store nearest the Joint Property where such Material is nor-
mally available.

4 {b) Movement of 3¢.000 gounds or more shall te priced under provisions of tubular goods pricing in Para-

b graph 2A (1) of this Section IV. |

b ‘ ' (3) Other Material shail ve priced at the current new price, in effact at date of movement, as listed by a reliable

ﬁ;. supply store or f.o.b. railway receiving point nearest the Joint Property where such Material is normally
available.

! B. Ceood IIsed Material (Condition B)
i Material in sound and serviceabie condition and suitabie {or reuse without reconditioning:
(1) Material moved to the Joint Property '
(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 24 of this Section IV,
(2) Material moved ifrom the Joint Property

(a) At seventy-~iive percent (73%) of current new price, as determined by Paragraph 2A ot this Section [V,
if Material was originally charged :0 th2 Joint Account as new Material, or

A R LR e



T T ——"

(b) at sixty-five percent (65%) of current new price, as determined by ?aragraph 24 of this Section
IV, i Material was onginally charged to the Joint Account as good used Material at saventy-five per-
cent (75<%) of current new price,

The cost of reconditioning, if any, shall be absorbed by the transferring property.
'C. Other Used Material (Conditien C and D)
(1) Condition C

Material which is not in sound and serviceable condition and not suitable for its original funection until
after reconditioning shall be priced at fifty percent (30) of current new price as determined by Para-
graph 2A of this Section [V. The cost of reconditioning shall be charged to the receiving property, pro-
vided Condition C value plus cost of reconditioning. does not exceed Condition B value.

(2) Condition D

All other Material, inciuding junk, shall be priced at a value commensurate vnth 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 thet of items normally usad for such other purpose. Opentor may dis-
pose of Condition D Material under procedures normaﬂy utilized by the Operator without prior approval
of Non-Operators.

D. Obsoclete Material

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

E. Pricing Conditions

(1) Loading and unicading costs may be charged to the Joint Account at the rate of fifteen cents (15¢) per
hundred weight on all tubular goods movements, in lieu of loadmg and unloading costs sustained, when
actual hauling cost of such tubular gocds are equalized under provisions of Paragraph 3 of Section 1L

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

3. Premium Prices

Whenzver Material is not readily obtainable at published or listed prices because of national emergencies, strikas
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 providine such Material, in making it suitable for use,
and in movmg it to the Joint Property: provided notice in writing is furnished to Non-Operators of the proposed
" charge prior to billing Non-Operators for such Material. Each Non-Operator shall have the right, by so 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 acceptable to QOperator,

4. 'Wuranty_ of Material Furnished by Operator

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

V. INVENTORIES
The Operator shall maintain detailed records of Controilable Material

1. Periodic Inventories, Notica and Representation

At reasonable intervals, Inventories shall be taken by Operator of the Joint Account Conirvilable Material
Written notice of intention to take inventory shall be given by Operator at least thirty (30) days before any inven-
tery is to vegin so inat Non-Onerators may be represented when any inventory is taken. Failure of Non-Operators
to be represented at an inventory shall bind Non-Cperators {o accapt the inventory taken by Operator.

2. Reconcillation and Adjustment of Inventories

Reconciliation of 3 physical inventory with the Joint Account shall be made, and a list of overages and shortages
shall be furnished to the Non-Operators within six months foilowing the taking of the inventory. Inventory ad-
justments shall be made oy Operator with the Joint Account for overages and shortages, but Operator shall be
held accountable only {or shortages due to lack of reasonable diligence.

3. 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.

4. Expense of Conducting Periodic Inventories

The expense of conducting periodic Inventories shall not be charged to the Joint Account unless agreed to by the
Parties.
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EXHIBIT "D"

1. Workmen's compensation insurance in accordance with

_the requirements of the laws of the State of New Mexigo where work

1s conducted and employer's liability insurance with limitations
of not less than One Hundred Thousand Dollars ($100,000.00) each
accident and One Hundred Thousand Dollars ($100,000.00) aggre-
gate for disease, :

2. Public liability insurance with limits of not less

' than One Hundred Thousand Dollars ($100,000.00) as to any one !

person, and Three Humdred Thousand Dollars ($300,000.00) as to -
any one accident, and property damage liability insurance with . ;
limits of not less than One Hundred Thousand Dellars ($100,000.00)

for each accident. .

3. Automobile public liability imsurance with limits of
not less than One Hundred Thousand Dollars ($100,000.00) for
any one person injured in any one accident and Three Hundred

Thousand Dollars ($300,000.M)) for more than one person injured

in any one accident, and automobile property damage insurance
with a limit of not less than One Hundred Thousand ($100,000.00)
to cover all automotive equipment. :

- .
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CASE NO. G227

s s

Working Interest owners

(see attached 1ist)

Re: Operating Agreement Dated
s 1979, Clayton

were sent an

Gentlemen:
14, 1979, you
mnit That

Under cover letter dated September
operating agreement for the above—referenced unit.
agreement & ould be amended as follows: Exhibit nwg"t, page 3,
paragraph 1A, should include 2 provision‘for a producing well
rate for & triple zone © $280.00.

described, please sign in the

in the amendment

1§ 'you concur
ded belovw.

space provi
| Vvery truly yours,

CONSOLIDATED OIL

2 f & o,

Ellison, Jr

Floyd E. .
Vice president - Operations
FEE:ccC8

1 agree tO the above-described

amendment tO the Clayton Unit

Operating Agreement date

August 27, 1979.

Date:
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Clayton No. 1-2
Operating Agreement

Working_}n:erest Owners

" Brooks Exploratiom, Inc.

2110 Western Federal Savings
718 Seventeenth Street ‘

- Demver, Colorado 80202

Bugene P, Mathias
12027 Venice Boulevard
Los Angeles, California 90066

Boatmwen's National Bank of St. Louis
as Trustee for the Alms E. Griesedieck
Estate

At M, Cryts

P. O. Box 7365, Main Post Office

St. Louis, nissouri 63166

Moulton B. Goff
28500 Bradley Road, Apt #255
Sun City, California 92381

Mary ‘Stauffer
7813 East Second Street
Cawney, California 90241

WEstetn_Distributing Company
Employees Trust '

1800 Bassett Street
Denver, Colorado 80217

Halcolm C. Todd

2840 Long Beach Boul&var d‘
long Beach, CA 90806

Helenz Raragozian, Executrix of
the Estate of Louise Kohn, Tec'd.
23713 Kivik Strset

Woodland Hills, Califormia 91367

Harold J. Bleakley
2800 South University Boulevard #135
Denver, Colorado 80210

Gaorgla Lee Relton Bright
S Pelham Court
an Jose, California 95123

Candace Kelton Cox
324 Sudbury Road
Concord, Massachusetts 01742

Anthony Zariengo
595 Capitol Life Center
Denver, Colorado 80203

Margery M. Krieger & Pcople's Bank
& Trust Co.

Co=-Trustees for the Estate of L. G.
Krieger .

476 Oswego Court -

Aurora, Colorado 30010

Wayne E. Oftedahl
218 Glenview ‘
Elmhurst, I1llinois 60125

Jobn Bianchetri, Jr.
1300 West Victoria #7
Montbello, California 80640

Bruce Howard Lindsay
P. 0. Box 1575
Newport Beach, California 92663

Benjamen M. Taylorx

¢/o Frad W. Caesar, Agent
3656 Mira Pacific Drive
Oceanside, California 92054

Roger X. Stewart
4782 E. Quail Creek Drive
Tucscon, Arizona 58718

Harry R. Sherman
11806-C Moorpark Street
Studio City, California 91604

Betty L. Spellman, Att'y in Fact
for Gladys A. Murphy

2716 Daisy Avenue

Long Beach, California 90806
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. _(O(s__ExHBIT NO.___|

j;’ casz NO.

‘BEFORE EXAMINER NUTTER
OIL CONSERVATION DIVISION

CLAYTON #1-E WELL

San Juan County, New Mexico

(A7)

— L E/2 SE/4,

S/25W/4 N/2SW/4¢ W/2SE/4

 Jobn Bianchetti )( / - 1,587300%  1.587300%
- mcca ' 1.428570% .- .-

 Helen Karagosisn, Executrix ¢

the Louise Koha Estate 1.428570% - -

 Eugens F. Mathias 11.428580%  1.428570%  1.428570%

Bctty Syolhnln Attcrmy-in—Fact ! :

tor Gladys Murphy | 3.888890%  3.174610%  3,.174610%

. Olirer v —e- 3.015870% 3.01567%

Benjuniu v Toylar  © 1,428570%  1.428570%  1,428570%

='Wy K. Stauffer / 7.142850%  7.142850%  7.142850%

Malcolxn C. Todd ‘7.14286070 6,031750% . 6,031750%
H&rry R. Shermsn i 1. 587300$ N o .-

‘ L%eme Troxel v - 3.015870%  3.015870%

' n JBruce Howard mnc#ay v/ i.567300%  3.1746i0%  3.i74610%

Agutern Dietributing Compauy

Employeos Trult 1,171875% 2,148440% 2.148440%

old J. Bleakley . 2.107748%  3,760038%  3,760038%

\andaca Kelton Cox % 1,053875%  1.880018%  1.880018%

Gaorgia Lee Kelton bright K . 1.05357;1% 1, 880019% i. 880019%

L, G. Krieger .843099%  1.504015%  1,504015%

thony F. Zarlengo ' 1,.686199% 3,008030% 3,008030%

Brooks Exploration, Inc. 31.250000%  31,250000%  31.250000%

Consolidafed Oil & Gas, Inc, 23.769840%  24,569440%  24,569440%

100.000000%

100, 000000% 100, 000000%

875! from the South Line and 945' from the East Lino of
Section 2, Township 30 North, Range 12 West, N.M.P, M.

Already
C ommunitized Communitised Communitized
SE/4 - Gallup §/2 - Mesaverde S/2 - Dakots
1. 587300% 1.190475% 1.190475%
- .357142% . 357142%
een .357142% .347142%
1,428570% 3.928573% 3.928573%
3.174610% 3.353180% 3.353180%
3,015870%. 2.261902%: 2.261902%
1,428570% 1.428570% 1.428570%
7.142850% 7 142850% 7.142850%
6.0317£0% 6.309528% 6. 309528% ,
- .396825% '.3966251.’
3,015870% 2,261902% 2.26&9'021-
3,174610% Z. 1771785% 2. 777763%
2,148440% 1.904298% 1.904298%
3,760038% 3.346965% 3.346965% .
1,880018% 1.673483% 1,673483% |
1. 880019% 1.673483% 1.673483%
1,504015% 1.338786% 1. 338786-'1-
3,008030% 2.677572% 2,671572%
31,250000% 31.250000% 31,250000%
_24.569440% 24.369541% 24,369541%

100, 000000%

100, 00 0000'/0

x AM»&MMMM‘“M ok W&W

100, 000000%

e




TO: Drill (X)

WELL COST ESTIMATE

Recomplete ( )

Work Over ( )

AFE No._1979-135
€.0.6. WI,

Flora Vista/Gallup/

S+ate New Mexico County_ San Juan Fleid Basin Dakota
{Lease Name Clayton 7 Lease No. Well No. 2~E 1-M
Location: 875' FSL & 945' FEL Sec. 2, T30N, R12W ‘
DETAIL COST ESTIMATE
INTANGIBLE €OSTS QUANTITY | erice | SOST OF | COST oF
‘N Superintendence 15/25 200 3,000 5,000
e — ~ 500 | 2,250 |
H# Hauting 1,500 4,500
~ Jdorilling _ '
# To Drill 6800 13.00 88,500 | 88,500
Day Work -~ W/DP < 4,500 9,000 9,000
Day Work - W/out Drill pipe 3 4,500 13,500 13,500 |
Other Completion Unit 25 2,000 50,000 j
Fuel 1,000 1,000 | .
Water 3,000 4,000
Right of Way Damages_ 1,000 1,000
Orig. Mud 8 Chemicals 17,500 17,500
Electric & Radioactivity Logs 10,000 12,500
Coring & Core Analysis '
-JL Acidizing & Frocturing 285,000
“HDrill Stem Tests | |
- Y Gun Partoroting — _ 7,500
I Cament & Cementing Services . BEFORE E INED ¥ ITTED 4,500 15,000
‘I Shoes, Collars, & Centralizers ~t rmn ik TTTEE 1,500 4,500
| Wcld’i’ng /’vr-- CEANSERYATION LIVISION 500 ] 1_!00'0
“ {{Road & Location L= BfFBIT NO, 1S 2,500 | 2,500
":{|Bits & Coreheads CASE NO o227
Mud Logging
Plugeing Exgsnss 7, 500
{|Directional Drilling Services
Overhead 1.0c0 1,500
- o5l & Equipment Rental 5,000
) -Eonfinqencies (5%) 8,000 26,750
o ’ TOTAL INTANGIBLE COSTS 174,000 | 557,500
T PERMANENT EQUIPMENT
. il Conductor Pipe _ : j
L Surtace Casing 8-35/8" OD 250 10.00 2,500 | 2,500
3 Prod. Casing 5-1/2" GD 6800 6.25 52,3500 |
| Tubing 1% & 1% "0D & 1" (8000) 6800/4500]2.00/1.75 28,500 |
Casing Head Assembly 1,000 1,000
Tubing Head Assembly 1,000
Xmas Tree & Manifold Assembly 7,500
Production Packer 4,500
Tubine Catchsr
Bottom Hole Choke
Miscelianaous Connsections 2,500.
Battery & Production Unit 32,500
\ I TOTAL Permanent Equipment 3,500 122,500
| TOTAL COST OF COMPLETED WELL 177,500 | 680,000

300+e=

i .\ APPROVED (Cammmmo

Anorovad hBv i

Recommended by

,%‘7/ = r——

S P S P LTk i . SO L



——

BEFORE EXAMIMER NUTTER
OlL. CONSERVATICH DIYSON '
LIG- _ exHit no. G ' |

CASENO.__ &F.2-7

e———
-
- b

———
—— '

R
- .

MODEL FORM OPERATING AGREEMENT —1956 :
Non-Federal Lands -

OPERATING AGREEMENT
DATED

August 27 1979

FOR UNIT AREA IN fOVNSI-BP 30 North  RANGE __l2 West

San_Juap COUNTY, STATE OF___New Mexico
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OPERATING AGREEMENT
THIS AGREEMENT, entered into this_1St day of May 1979 . between
Consolidated 0il & Gas, Inc. .
hereafter designated as “Operator”, and the signatory parties other than Operator.

WITNESSETH, THAT:

WHEREAS, the parties to this agreement are owners of oil and gas leases covering and, if so indicated,
unleased mineral interests in the tracts of land described in Exhibit “A", and all parties have reached an
agreement to explore and develop these leases and interests for oil and gas to the extent and as hereinafter
provided:

NOW, THEREFORE, it is agreed as follows:
1. DEFINITIONS
As used in this agreement, the following words and terms shall have the meanings here ascribed to

{1) The words “party” and “parties” shall always mean a party, or parties, to this agreement.

(2) The parties to this agreement shall always be referred to as “it” or “they’’, whether the parties be cor-
porate bodies, partnerships, associations, or persons real

(3) The term “oil and gas” shall include oil, gas, casinghead gas, gas condensate, and all other liquid or gasa-
ous hydrocarbons, unless an intent to limit the inclusiveness of this term is specifically stated.

(4) The term “oil and gas interests” shzli mean unleased fee anid mineral interests in tzacts of land lying
within the Unit Area which are owned by parties to this agreement. '

(5) The term “Unit Area” shall refer to and include all of the lands, oil and gas leasehold interests and oil
and gas interests intended to be developed and operated for oil and gas purposes under this agreement.

“Such lands, oil and gas leasshold interests and oil and gas interests are described in Exhibit “A".

(6) The term “drilling unit” shall mean the area fixed tor the drilling of one well by order or rule of any
state or federal body having authority. If a drilling uixit is not fixed by any such rule or order, a drilling
unit shall be the drilling unit as established by the pattern of drilling in the Unit Area or as fixed by ex-
press agreement of the parties

(7) All exhibits attached to this agreement are made a part of the contract as fully as though copied in full
in the contract.

(8) The words “aquipment” and “materials” a¢ used here are synonymous and shall mean and inciude ail
2l £iald enmpplias and personal property acquired f{or use in the Unit Area. .
2. TITLE EXAMINATION, LOSS OF LEASES AND OIL AND GAS INTERESTS

A. Title Examination:

No well shall be drilled on the Unit Area or on lands communitized wich
lands in the Unit Area until afrter:

(1) The title to the drill siﬁe tract has been examinzd by
an attorney for the Operator, and

(2) The title to the drill site tract has been approved by
the examining attorney or such title has been accepted

by all of the parties who are to participate in the
drilling of the well. |

The cost of the abstracts of title and the cost of the title examina-
tions by attorneys other than staff attorneys of Operator that are necessary
for examination of drill site tract titles or that are necessary for division
order preparation and payment of rovalty, overriding royalty and working in-
teraet ghares of production from the wells and the cost of obtaining title
curative material shall be borne by the partics in provortion to their
respective interests,

-1-
"Joint Loss"

e vyt ottt b A A D e AP SRS e+ a8

=




ik,

e it dE A

i
UV WY

on® e 0 et - > a-rme r re vae . 8 vae . g

of each supplemental opinion, and of all final opinions, shall be sent promptly to each party. The opirfion of
the examining attorney concerning the validity of the title to each oil and gas interest and eachifase, and the
amount of interesst covered thereby shall be binding and conclusive on the parties, but_afe acceptability of
leases as to primary term, royalty provisions, drilling obligations, and special byrdens, shall be 2 inatter for
approval and acceptance by an authorized represeniative of each party. A

All title examinations shall be made, and title reports submiit€d, within a period of

days after the
submission of abstracte and title papers. Each party shall-ih good faith, try to satisfy the requirements of the
examining attorneys concerning its leases and inters and each shall have a period of. days from

receipt of title report for this purpose. If thetifle to any lease, -or oil and gas interest, is finally rejected by
the !xam.inina attorney, all parties shail"then be asked to state in writing whether they will waive the title
defects and accept the Ieasés or jetferests, or whether they will stand on the attorney's opinion. If one or more
parties refuse to waive tigiv'defects, this agreement shall, in that case, be terminated and abandoned, and all
abstracts and title ers shall be returned to their senders. If all titles are approved by the examining at-
2ccepted by all parties, and if all leases are accepted as to primary terms, royaity provisions,
drillin ligations and special burdens, all subsequent provisions of this agreement shall become operative
: o ot-chall i totiei : l hersinedl .

B. Failure of Title:

Aftarall-titles—are-approvedor-agoepled, any defects of title that may develop shall be the joint re-
sponsibility of all parties and, it a title loss occurs, it shall be the loss of all parties, with each bearing its pro-
portionate part of the loss and of any liabilities incurred in the loss. If such a loss occurs, there shall be no
dmngé in, or adjustment of, the interests of the parties in the remaining portion of the Unit Area.

C. Loss of Leases For Other Than Title Failure:

If any lease or interest subject to this agreement be lost through fzilure to develop or because express
or implied covenants have not been performed, or if any lease be permitted to expire at the end of its primary
term and not be renewed or extended, the loss shall not be considered a failure of title and all such losses shall
be joint losses and shail be voriie by ail parﬁeé in proportion to their interests and there shall be no readjust-
ment of inteyvests in the remaining portion of the Unit Area.

3. UNLEASED OIL AND GAS INTERESTS

the purpose of this agreement as if it were a leased interest under the form of oil Tease attached as
Exhibit *B" and for the primary term therein stated. As lo sugh-iw 5%s, the owner shall receive royaliy on
production as prescritied in the form of.oi gas lease attached hereto as Exhibit “B”. Such party shall,

however, be subject—+ of the provisions of this agreement relating 0 lessees, to the extent that it owns
LR=-HHOFest.

naatad

4. INTERESTS OF PARTIES

Exhibit "A" lists all of the parties, and theif respactive percentage or fractional interests under this
agreement. Unless changed by other provisions, all costs and liabilities incurred in operations und.er this con-
tract shall be borne and paid, and all equipment 2nd material acquired iri operatioris on the Unit .'—.\rea shail be
owned, by the parties as their interests are given in Exhibit “A’". All production of oil and gas from the

Unit Area, subject to the payment of lessor’s rovalties, shall also be owned by the parties in the same manner.

—0
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1f the interest of any party in any oil and gas lease covered by this agreeraent is subject to an overriding
royaity. production payment, or other charge over and above the usual one-eigthh (1) royalty, such party shall

assume and alone bear all such excess obligations and shall account for them to the owners thereof out of its
share of the working interest production of the Unit Area.

5. OPERATOR OF UNIT
ConSOlidated Oi]i & GasJ Inc. shall be the OPQra{or of

the Unit Area. and shall conduct and direct and have {ull control of ail operations on the Unit Area as per-

mitted and required by. and within the limits of, this agreement. It shall conduct all such operations in a good
and workmanlike manner. but it shall have no liability as Operator to the other parties for losses sustained.
or liabilities incurred, except such as may result from gross negligence or {rom breach of the provisions of
this aireement. , 5
Co 8. EMPLOYEES - -
The number of employees and their selection, and the hours of labor and the compensation for services
performed, shall be determined by Operator. All employees shall be the employees of Operator.

7. TEST WELL

a well for oil and gas in the z"ovllowing location:

and shall thereafter continue drilling ¢f the well with due diligence to
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ent shall be limited in its agr
plication to a specific { uired to test only the

perator’s judgment the well will not produce oil or gas in paying quantities, an

plugend abandon the test as a dry hole, it shall first secure the consent of -all parties to the pluggin

8. COSTS AND EXPENSES

Except as herein otherwise- specifically provided, Operator shall promptly pay and discharge all cosi:

and expenses incurred in the development and operation of the Unit Area pursuant to this agreement and shall ]

charge each of the parties hereto with their respective proportionate shares upon the cost and expense dasis

|

provided in the Acccunting Procedure attached hereto and marked Exhibit “C”. If any provision of Ex- |

hibit “C" should be inconsistent with any provision contained in the body of this agreement, the provisions in E
‘ the body of this agreement shall prevail. : : N

Operator, at its election, shall have the right {rom time !0 time to demand and receive:from the cther
parties payment in advance of their respective shares of the estimated amount of the ¢osts to be incurred in

operations hereunder during the next succeeding meonth, “which right may be exercised only by submission to :

each such party of an itemized statement of such estimated costs, togeiher with an invoice for its share there-

of. Each such statement and invoice {or the payment in advance of estimated costs shall be submitted on or

before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of

i such estimate within fifteen (15) days after such estimate and invoire is received. i any pz:ri'y fails to pay iis o
‘ . . L . welve pe t (12%,
i share of said estimate within said time, the amount due shall tear interest at the rate otl %"fﬁu&?&& per( e
annum until paid. Proper adjustment shall be made monthly between -advances and actual cost, fo the end

I
13
i

that each party shall bear and pay its proportionate share of actual costs incurred, and no more.

—— |
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$. OPERATOR'S LIEN
Operator is given a ficst and preferred lien on the interest of each party covered by this contract, and
in each party's interest in oil and gas produced and the proceeds thereof, and upon each party’s interest in ma-
terial and equipment, to secure the payment of all sums due !rom' each such party to Operator.
In the event any party fails to pay any amount owing by it to Operator as its share of such costs and
expense or such advance estimate within the time limited for payment thereof, Cperator, without prejudice to
other existing remedies, is authorized, at ils election, o collect from the purchaser or purchasers of oil or gas.

. the proceeds accruing (0 the working interest or interests in the Unit Area of the delinquent party up to the

amount owing by such party, and each purchaser of oil or gas is authorized to rely upon Operator’s statement
as to the amount owing by such pariy. .

In the event of the neglect or failure of any non-operating pariy to promptly pay its proportionate part:
of the cost and expense of development and operation when due, the other non-operating parties and Operator,
within thirty (30) days after the rendition of statements therefor by Operator. shall proportionately contribute
to the payment of such delinquent indebtedness and the non-operating parties so contributing shall be entitled
to the same lien rights as are granted to Operator in this section. TUpon the paymént by such delinquent or
defaulting party to Operator of any amount or amounts on such delinquent indebtedness, oxl upon any recovery
on behalf of the non-operating parties under the lien conferred above, the amount or amounts so paid or re-
covered shall be-distributed and paid by Operator'to the other non-operating parties and Operator propor-
tionately in accordance with the contributions theretofore made by them.

) 10. TERM OF AGREEMENT
This agreement shall remain in full force and effect for as long as any of the oil and gas leases subjected
to this agreement remain or are continued in force 2s to any part of the Unit Area. whether by production, ex-

tension. renewal or otherwise;
e at the end
of ninety (90) days after abandonment of the first test well, this agrwate unless ons or
more of the parties are then engaged in drilling a well or wells Jant to Section 12 hereof, or ail parties
have agreed to drill an additional well or wells und ;s
tinue in force until such well or wel

5 dry hole and no other well is- producing oil or gas in paying quantities from the Unit Are

agreement, in which event this agreement shall con-
have been drilled and completed. If production results there-
from this agreement sha nue in force thereafter as if said first test well had been productive in paying

quantitics, _bwtT production in paying quantities does not resuit therefrom

|
]
1]
o
g
oot
(e d
]

his agreemaen
. y . Teerpreit-on . It is agreed, however, that the term-

ination of this agreement shall not relieve any party hereto from any liability which has acerued or attached
prior 10 the date of such termina

11. LIMITATION ON EXFPENDITURES

Without the consent of all parties: (a) No well shall be drilled on the Unit Area except any well ex-
pressly provided for in this agreement and except any well drilled pursuant to the provisions of Section 12
of this agreement, it teing understood that the consent to the drilling of a well shall include consent %o ail
necessary expenditures in the drilling, testing, completing, and equipping of the well, including necessary
tankage: {0) No well shall be reworked, plugged hack or deepened except a well reworked, plugged back or
deepened pursuant to the provisions of Section 12 of this agreement, it being understcod that the consent to
the reworking, plugging back or deepening of a well shail include consent to all necessary expenditures in
conducting such operations and completing and equipping of said well to produce, including necessary tank-
age; (c¢) Operator shall not undertake any single project reasonaoly estimated to require an expenditure in
excess of Five Thousand Dallars (59,000.00

except in connection with a well the drilling, reworking, deepening, or plugging back of which has been pre-

viously 2uthorized by or pursuant to this agreement: provided, however, that in case of explosion. fire. tlood,
or other sudden emergency, whether of the same or different nature. Operator may ‘ake such sieps and incur
such 2xpensas as in it3 opinion are required o deal with the emergency. and to safeguard life and properiy,
cut Ogperator shall, as promptly as possible, report the 2mergency to the other parties, Qpgerator shail. ugon

vequest. furnish copies of its ~Authority Jor Expenditures” for anv single project costing in ax-

B
cess o 3.5 , 00qQ. 0Q.
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__test well noravided for in Section 7. or upon the reworking, deepening or plugging back of a dry hole dri

‘to participate in the cost of the proposed operation. Failure of a party receiving such a

 Parties. Consenting Parties shall keep the leasehold estates i

12, OPERATIONS BY LESS THAN ALL PARTIES
See Paragraph 31

at the joint expénse of all parties or a well joinily owned by all the parties and not then producing in p

may give the other parties written notice of the proposed operation. specifying the work to be pyrformed,

the location. proposed deptl. objective formation and the estimated cost of the operation. The parfies receiv-

ing such a notice-shall have thirty (30) days (except as to reworking, plugging back or drilling per. where

a drilling +ig is on location. the period shall “e limited to forty-eight (48) hours exclusive of Sgfurday or Sun-

day) after receipt of the notice within which to notify the parties wishing to do the work ether they elect

tice to so reply to
it within the period above fixed shall constitute an election by that party not to particibate in the cost of the
proposed- operation. )

If any party receiving such a notice elects not to participate in the proposed oparation (such party or

parties beinz hereafter referred to as “Non-Consenting Party"). then in order be entitled to the benefits

of this section, the party or parties ziving the notice and such other parties as/shall elect to participate in the
operation (all such parties being hereaiter referred to as the “Consenting Pjprties”) shall, within thirty (30)
days aiter the expiration of the notice period of thirty (30) days (or as
ation of the 48-hour period where the drilling rig is on location; as the
on the proposed operation and complete it with due diligence.

mptly as possible after the expir-

e may he) actually commence work

The entire cost and risk of conducting such operations shail borne by the Consenting Parties in tha

proportions that their respective interests as shown in Exhibit “4/ bear to the total interests of all Consenting

olved in such operations frse and clear of all

liens and encumbrances of every kind created by or arising {yOm the operations of the Consenting Farties. If

such an operation results in a dry hole, the Consenting Pzfties shall plug and abandon the well at their sole
cost, risk and expense. If any well drilled. reworked, dgfpened or plugged back under the provisions of this

section results in a producer of oil and/or gas in payin€ quantities, the Consenting Parties éhall complete and

nd the well shall then be turned over to Operator and
shail be operated by it at the expense and for the Account of the Consenting Parties.
opef:{iiéns for the driiling, reworking, deepaningd or plugging back of any such well by Consenting Parties
in accordance with the proQisions of this éec:i , each Non-Consenting Party shall be deemed to have relin-

equip the well to produce at their sole cost and risk,

Upon commencement of
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rights, and share of production therefr until the proceeds or market value thereof (after deducting pro-

duction taxes, rovalty. overriding rovflty and other interests payable out of or measured by the production

from such well accruing with respeft to such interest until it reverts) shall equal the total of the foilowing:

{A) 100 of each such Non

onsenting Party’s share of the cost of any newly acquired surface equipment
bevond the wellhead ¢

Sad

nections (including, but not limited to, stock tanks, separators, treaters,

pumnping equipment zAd piping), plus 1009 of each such Non-Consenting Party’s share of the cost of

operation of the wefl commencing with {irst production and continuing until each such Non-Consenting

Party’s relinquishgd interest shail revert to it under other provisions of this section, it being agreed :that

each Non-Consghting Party's snare of such costs and equipment will be that interest whick would have

been chargeajle :0 each Non-Consenting Party had it pariicipated in the well irom the beginning of

(8) 2007 of that portion of the cests and expenses of driiling, reworking, deepening or plugging %ack,

and completing, after deducting any cash contributions received under Section 24. and 200¢;

at poriion of the cost of newly acguired squipment in the well (‘o and including :he weilhead

nections). which would nave been chargeable o such Non-Consentng Party if it had participated
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be permitted to use, free of cost, all casing, tubing and other equipment in the well, but the ownership offall

such equipment shall remain unchanged; and upon abandonment of 3 well after such reworking, plfgging

back or d;eper &rillln(. the Consenting Parties shall account for all such equipment o the owney, thereof,
with each party receiving its proportionate part In kind or in value. ©

Within sixty (50) days after the completion of any operation under this section. the Zarty conducting
the operations for the Consenting Parties shall furnish each Non-Consenting Party with an inventory of
the equipment in and connected to the well, and an itemized statement of the .cost ¢f drilling, deepening.
plugging back. testing, completing, and equipping the well for production: or, at s optfon. the operating
party, in lieu of an itemized statament of such costs of operation. may submit a detailed statement of monthly
biilings. Each month thereafter, during the time the Consenting Parties are eing reimbursed as provided
above, the Consenting Parties shall furnish the Non-Consenting Parties wj an itemized 5tatement 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 Jhe sale of the well’'s working interest
production during the preceding month. Any amotnt realized /y6m the sale or other disposition of equip-
ment newly acquired in connection with any such operation which would have been owned by a Non-Con-
senting Party had it participated therein shall be credited aggnst the total unreturned costs of the work done
and cf:ihe equipment purchased, in determining when the jfterest of such Non-Consenting Party shall revert

‘ to it as above provided: if thers is a credit balance it shafl be paid to such Non-Consenting Party.

I and when the Consenting Pérdu recovey from 2 Non-Consenting Party's relinquished interest the
amounts provided for above, the relinquished jterests of such Non-Consenting Party shail automatically

- revert to it and from and after such reversiop/such Non-Consenting Party shall own the same interesst in such
well, the operating rights and working i est therein, the material and equipment in or pertaining thereto,

and the production therefrom as such oh-Consenting Party would have owned had it participated in the
drilling, reworking. deepening or plydging back of said well. Therearter, such Non-Consenting Party shall be
charged with and shall pay its prgfortionate part of the further costs of the operation of said well in accord-
ance with the terms of this ag nent and the accounting procedure schedule. Exhibit “C", attached hereto.

Notwithstanding thefrovisions of this Section 12, it is agreed that without the mutual consent of ail
parties, no wells shall bd completed in or produced from a source of supply from which a well located else-

uniess such wail enniorms to the then-existing weil spacing pattefn

poséd to be drilled, reworkad, deepened, or plugged back, upon the Unit Area subsequent o the drilling of

13. RIGHT TO TAKE PRODUCTION IN KIND

Each party shall take in kind or separately dispose of its proportionate share of all oil and gas pro-
duced {rom the Unit Area, exclusive of production which may be used in development and producing oper-
ations and in preparing and treating oil for marketing purposes and production unavoidably lost. Each party
shall pay or deliver, or cause to be paid or delivered, all rovalties, overriding royalties, or other payments
due on its share of such production, and shall hold the other parties free from any liability therefor. Any
extra expenditure incurred in the taking in kind or separate disposition by any party of {15 proportionate
share of the producticn shall te borne by such party.

Each party shall execute all division orders and contracts of sale pertaining o ils interest in produc-
tlon from the Uni: Area, and shall e entitled %o receive payment direct ‘rom the purchaser or purchasers
thercat for its share of all production.
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In the event any party shall fail to make the arrangements necessary to take in kind or saparately
dispose of its proportionate share of the oil and gas produced from the Unit Area. Operator shall have the
right, subject to revocation at will by the party owning it. but not the obligation, to purchase such oil and
gas or sel! it to others (or the time being, at not less than the .market price prevailing in the area, which
shall in no event be less than the price which Operator receives for its portion of the oil and gas produced
trom the Unit Area. Any such purchase'or sale by Operator shall be subject always to the right of the
owner of the production to exercise at any time its right to take in kind, or separately dispose of, its share of
all oil and gas not previously delivered to a purchaser. Notwithstanding the foregoing, Operator shall not
make a saleil.netoa sirgﬁmagieecommerce of any other party's share of gas production without first giving such

other party Xixtwxf¥dxws notice of such intended sa’'e, and such sale shall be only for a
reasonable time, and in any event not exceeding one year.

14. ACCESS TO UNIT AREA

Each party shall have access to the- Unit Area at all reasonable times, at its sole risk, to inspect or
observe operations, and shall have access at reascnable times to information pertaining to the development
or operation thereof, inciuding Operator’s books and records relating thereto. Operator shall, dpon request,
furnish each of the cther parties with copies of all drilling reports, well logs, tank tables, daily gauge and
run tickets and reports of stock on hand at the first of each month, and shall make available samples of any
cores or cuttings taken from any well drilled on the Unit Area. -

15. DRILLING CONTRACTS

All wells drilled on the Unit Area shall be drilled on a competitive contract basis at the usual rates
prevéiling in the area. Operator, if it so desires, may employ its own tools and equipment in the drilling
of wells, but its charges therefor shall not exceed the preavailing rates in the field, and the rate of such
charges shall be agreed upon by the parties in writing before drilling operations are commenced, and such
work shall be perfortned t; Operator under the same terms and conditions as shall be customary and usual
in the field in contracts of independent contractors who are doing work of a similar nature.

16. ABANDONMENT OF WELILS

No well, other than any well which has been drilled or reworked pursuant to Section 12 hereof for
which the Consenting Parties have not been fully reimbursed as therein provided, which has teen com-
pieied as a p;ro‘ducer shail ve piugged and abandoned without the consent of all parties; provided, however,
it all parties do not agree to the abandonment of any well, those wishing to continue its operation shall tender
to each of the other parties its proportionate share of the value of the well's salvable material and equip-
ment, determined in accordance with the provisions of Exhibit “C", less the estimated cost of salvaging and
the estimated cost of plugging and abandoning, FEach abandor'ng party shall then assign to the non-
abandoning parties, without warranty, express or implied. as i. title or as tn quantity, quality, or fitness for use
of the equipment and material, all of its interest in the weil and its equipment, together with its interest in
the leasehold estate as to, but only as to, the interval or intervals of the formation or formations then open
to production. The assignments so limited shall encompass the “drilling unit’” upon which the well is located.
The payments by, and the assignments to, the assignees shall be in a ratio based upon the relationship of
their respective percentages of participatior. in the Unit Area lc the aggregate of the percentages of partici-

pation in the Unit Area of all assignees. There shall be no readjustment of interest in the remaining portion
of the Unit Area.

After the assignment, the assigrnors shall have no Iurther responsibility, liability, or interest in the
operation of or production {rom the welil in the interval or intervals then open. Upon request of the assignees,
Qperator shall continue to operate the assigned well for the account of the non-abandoning parties at the

rates and charges contampiated Sy ‘his agreement, plus any additional cost and charges which may arise as
the resuit of the separate ownership of the assigned well.

-
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17. DELAY RENTALS AND SHUT-IN WELL PAYMENTS

Operacor shall pay all delay rentals and shut-in well payments which may

' be required under the terms of the leases subject to this Operating Agreement
' and submit evidence of each payment to the other parties at least ten (10)

' days prior to the payment date. Upon being billed therefor, the other parties

shall pay to Operator such proportionate part of any delay rental payment that
may be attributable on an acreage basis to their interest in lands covered by
such leases and their proportionate pro rata part of any shut-in well payments
attributable to any well on the Unit Area. Operator shall not be held liable
to the other parties in damageg for the loss of any lease or interest therein
if, through mistake or oversigg&, any rental or shut-in well payment is not
paid or is erroneously paid. he loss of any lease or interest therein yhich
resuits from a failure to pay or an erroneous payment of rental or shut-in
well payment shall be a joint loss and thare shall be no re-adjustment of in-
terests in the remaining portion of the Unit Area. Ig any party_secures a
new lease covering the terminated interest, such -acquisition shall be subject
to the provisions of Section 23 of this agreement.

erator shall promptly notify each other party hereto of the date on
whichozny gas well lgcated on the Unit Area is shut in and the reason therefor.

18. PREFERENTIAL RIGHT TO PURCHASE

~igl g T a - 3 - pn ot o Thbam S b e o o o~ g P o Y s oo~ o

terests in the Urit Area, it shall promptly give written notice to the other par:ies. with full info

on con-
cerning its proposed sale, which shall include the name and address of the prospective

Caser (who mus:
be ready, willing and able to purthase), the purchase price. and all other terms.ef"the offer. The other parties

shall then have an optional prior right. for a period of ten (10) daye%Tier receipt of the notice. 10 purchase

¥ party proposes to sell; and. if this optionai right
Turchased interest in the proportions that the interes: of

on {i1e same terms and conditions the interest which the o
is exercised, the durchasing garties shall share :
each bears ic the totai interest of all purfRasing parties. However. there shall be no preferen:ial right o pur-

chase in those cases where 3o»¥z2riy wishes to mortgage its fiterests, or to dispose of its interests by terger.
reoryanization, consatfdation, or sale of all of its assaets. or a sale or transfer of its interests lo a subsidiary or

parent coamffany, or subsidiary of a parent company. or to any companV in which any one party owns a ma-

19. SELECTION OF NEW OPERATOR

- ~ s .
. . . 8LL OL . in the Unit Area
Should a sale be made by Operator of/fits rights and interests/ tﬁe. other parties shall have the right

within sixty (§0) days after the date of such sale. by majority voie in interest, to select a new Operator. f

a new QOperator s not so seiecied, k& iTanst

— g it
gige QL.

.thea present Onarator shall assume the duties of and act as
Operator. In either case, the retiring Operator shall continue o serve as Operator. and discharge its duties
in that capacity under this agreement. until its successor Operator is selected and begins o function, but the
present Operator shall not e obligated to continue the pericrmance of its duties for more than 120 days after
the sale of its rights and interasts has teen completed.

“Jecint Lass”
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24, SURRENDER OF LEASES )

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

However, should any party desice to surrender its interest in any lease or in any portion thereof, and
other parties not agree or consent, the party desiring to surrender shall assig_n. without express or implled
warranty of title, all of its interest in such lease, or portion thereof, and any well, material and equipment
which may be located thereon and any vights in production thereafter secured, 1o the parties not desiring to
surrender it. Upon such assignment, the assigning party shall be relieved {rom all obligations thercaiter ac-
cruing, but not theretofore accrued, with respect to the acreage assigned and the operation of any well there-
on, and the assigning party shall have no further interest in the lease assigned and its equipment and production.
The parties assignec shall pay to the party assignor the reasonable salvage v{al;ue of the latter's interest in any
wells and equipment on the assigned acreage. determined in accordance with the provisions of Exhibit “C",
less the estimated cost of salvaging and the estimated cost of plugging and abandoning. If the assiunment is in
favor of more than one party, the assigned inierest shall be shared by the parties assignee in the proportions

that the interest of each bears to the interest of all parties assignes.

Any assignment or surrender made under this provision shall not reduce or change the assignors’ or sur- .

rendering parties interest, as it was imimediately before the assignment, in the balance of the Unit Area; and

“the acreage assigned or surrendered, and subsequent operations thereon, shall not thereafter be subject to the

terms and provisions of this agreement.

25. ACREAGE OR CASH CONTRIBUTIONS

If any party receives while this agreement is in force a contribution of cash toward the drilling of a
well or any other operaii‘on on the Unit Area, such contribution shall be paid to the purty 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 is made shall promptly execute
an assignment of the acreage, without warranty of title, to all parties o this agrcement in proportion to their
interests in'the Unit Area at that time, and such acreage shall become a part of the Unit Arca and be zoverned
by all the provisions of this contract. Each party shall promptly notify all other parties of all acreage or
money contributions it may obtain in support of any well or any other operation on the Unit Area.

.d. PROVISION CONCERNING TAXATION

155+, o
the Internal Revenue Code of 1954. [f the income tax laws of the stale or stales in which the property covered
hereby is located contain, or may hereafter contain, provisions similar to those contained in the Subchapter of
the Interhal Revenue Code of 1954 above referred to undar which a similar election 1s permitted. each of the
parties agrees that such election shall be exercised. Each party authorizes and directs the Qperator 1o execute
such an election or elections on its behalf and to file the eledtion with the Dproper governmental oflfice or

agency. I requested by Lhe Operator so to do, each party agrees to execute and join in such an election.

Opearator shall render for ad valorem taxation all property subject to this agreement which by luw

k]
should wue rendered for surh taxus. and it shall pay all such taxes assessed thereon before they hecome delin -

quent. Operator shail biil all other parties for their proportionate share of all tax payments in the manner
provided in Exhibit “C",

If any tax astessment is considered unreasonable by Operator, it may at ity discretion protest such valun-
tion within the time and mannec prescribed by law, and prosecute the protest to a {inai deierimuinalicn. «iiics»
sl parties ugree to abandon the protest prior to final determination. When any such protested vatuation shali
have been [inally determined. Operator shall pay the assessment for the joint account, together with intrrvest and
genalty accrued, and the total cost shall then be assessed against the parties, and e paid by them, as provided
in Exhibit "C",
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27. INSURANCE

At all times while operations are conducted hereunder, Operator shall comply with the Workmen's
Compensation Law of the State where the operations are being conducted. Operator shall also carry or pro-

. vide insurance for the benefit of the Joint account of the parties as may be outlined in Exhibit “D" atiached

to and made a part hercof. Operator shall require all contractors en.gaged in work on or for the Unit Area
to comply with the Workmen'’s Compensation Law of the State where the operations are being ‘conducted and
to maintain such other insurance as Operator may require.

" In the event Automobile Public Liability Insurance is specified in said Exhibit “D", or subsequently re-
ctives the approval of the parties no direct charge shall be made by Operator for premiums paid for such in-

~surance for operator’s fully owned automotive equipment.

23. CLAIMS AND LAWSUITS

It any party to this contract is sued on an alleged cause of action arising out of operations on the Unit
Area, or on an alleged cause of dction involving title to any lease or oil and gas interest subjected to this con-
tract, it shall give prompt written notice of the suit to the Operator ar";‘d all other parties.

The defense of lawsuits shall be under the general direction of a tommittee of lawyers representing the
parties, with Operator’s attorney as Chairman. Suits may be settled during litigation only with the joint con-
sent of all parties. No charge shall be made for services performed by the staff attorneys for any of the
parties, but otherwise all expehses incurred in the defense of suits, together with the amount paid to discharge
any final judgment, shall ba considered costs of operation and shall be charged to and paid by all parties in
proportion tb their then interests in the Unit Area. Attomeyé,'other than staff attorneys for the parties, shall
be emploved in lawsuits involving Unit Area operations only with the consent of all parties; if outside counsel
is employed, their fees and expenses shail be considered Unit Area expense and shall be paid by Operator and
charged to all of the parties in proporiion to their then interests in the Uit Arez. The provisions of this
paragraph shall not be applied in any instance where the loss ‘which may result from the suit is treated as an
individual loss rather than a joint loss under prior pravisions of this agreement, and all such suits shall be
handied by and be the sole responsibility of the party or parties concerned.

Damage claims caused by and arising out of operations on the Unit Area, conducted for the joint ac-
count of all parties, shall be ba:ndled by Operator and its attorneys, the settlemnent of claims of this kind shall
ke within the discretion of Operator so long as the amount paidt 1n settlement Ot any one ¢laim aoes Aot exceeq
one thousand {$1000.02) dellars and, if settled, the sums paid in settlement shaii te charged 25 2xpense to

and be paid by all parties in proportion to their then interests in the Unit Area.

23, FORCE MAJEURE

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

The requirement that any force majeure shall be remedied '»ith all reasonablie dispatch shall not require
the settlement of strikes. lockouts, or other labor difficuity by the party involved. contrary to its wishes: how
all sueh 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 industsial
disturbance, act of the public enemy, war, blockade, public riot, lightning, fire. storm, flood. explosion, gov-
srmmental restraint, unavailability of equipment, and any other cause, whether of the kind-specifically enum-

arated above or otherwise, which is not reasonably within the control of the party ciaiming suspansian,

30. NOTICES

All notices authorized or required & etweon the parcies. and required by any of the provxs.ons o{ t‘xi:

hone tos;.be onflmetgd ggtwrl

ele
agreement, shall, unless otherwise specxfxcatf/ provi e giveq in urv ing o¥ es'ma es‘em

Union Telegram, postage or charges prepaid. and addressed to the zarty ‘o whom the notice is given at the
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addresses listed on Exhibit *A™. The originating notice to be given under any provision hereof shall be deemed
given only when received by the party to whom such natice is directed and :he time for such party to give any
notice in response thereto shall run from the date the originating notice is received. The second or any re-
sponsive notice shall be deemed given when deposited in the Un!ied States mail or with the Western Union
Telegraph Company, with postage or charges prapaid. Each party shall have the right to change its address
at any time, and from time to time, by giving written notice thereo(. to all other parties.

31. OTHER CONDITIONS. /F ANY, ARE:

SUBSEQUENT OPERATIONS

A. If either party hereto shall desire that a well be
drilled, reworked, deepened, or plugged back, on any parti-
cular location on the Property, then such party desiring to
drill shall give to the other party (whether one or more)
written notice thereof at the address or addresses herein
provided, giving the location, proposed depth, and approxi-
mate cost. The other party shall have fifteen (15) days
after receipt of such notice within which to inform the
party proposing such operations whether or not it elects to
participate in the cost thereof, such notice to be in
writing. It is understood that consent to the drilling,
reworking, depeening or plugging back of a well shall in-
clude all necessary expenditures of testing, completing and
equipping of the well, including necessary tankage and/or
surface facilities.

, B. If any party or parties hereto, herein called
"Non-Consenting Party' (whether one or more) shall elect not
to participate in the proposed operation of said well, \
either by notice to that effect, by failure to give notice
within the aforesaid time limit of fifteen (15) days, or by
failure to advance its share of the estimated costs of such
operations in the manner and in the time limit provided
above, then the parties participating in such operations
herein called '"Consenting Party" (whether one or more) shall

" have seventy-five (73) days after the expiration of said

fifteen (15) days in which to commence said operations as
designated in the notice thereof and to thereafter continue
the same with due diligence. If the proposed operations are
not commenced within said period, all rights and privileges
accruing hereunder to Consenting Party by reason of Non-
Consenting Party's election not to participate in the pro-
posed operations shall thereupon terminate.

C. If less than all parties approve any proposed
operation, the proposing party, immediately after the ex-
piration of the applicable notice period, shall advise the
Consenting Parties of (a) the total interest of the parties
approving such operation, and (b) its recommendation as to
whether the Consenting Parties should proceed with the
operation as proposed. Each Consenting Party, within ten
(10) days after receipt of such notice, shall advise the
proposing party of its desire to (a) limit participation to
such party's interest, 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. '
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% 2. The ent cost and risk of conducting such
' operacions shall be borme by the Consenting Parcies in the
proportions they have elected to bear same under the terms
the Drnced*ng paragraph. Consanting Pargies swa1l keep
12~ lgasenold estates involved in such operacions free anq
Lear of all liens and encumbrances of every kind created !
arising from the ou-rac*ons of the Consencxn? Parties.
such an oneration results in a dzy hole, the Conmsenci ng
r=ies shall plug and abandon the well at their sole cost,
sk and expense. 1IZ any well drilled, reworked, deevened
plugzed back under the prov1510ns of this Arcicle results
a producer of oil and/or gas in paying cuanc*tmes, the 1
Consenting ”a Les shall cownleue anc equis the well to
produce at th sole cost and risk, and the well sball then :
be zurned over to Operator and shal‘ be operaced by it at i '

e -

the expense and far zhe account of the Consenczing Partias,
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deenen;ng or plugging back of any such well dv Consenting
Parties in accordance with the provisions of this Arcicle,
each Non-Consencing Parcy shall be deemed to have relizquished

to Consenting Parties, and the Consenting Parties siall own
and be entitlied to receive, in proportion to their resvective
intarests, all of such Non- Coﬁsenuﬂﬁc Party’'s interestc in
the well and share of production thezefrom un cLl the p*o-
ceeds ¢f the sale of such share, calculated ac the well, or
market value thereof if such share is not sold (afcer
daducting production taxes, royalty, overriding royalty and
other interescs existing on the effective date hereof,
pavable out of or measured by the production from such well
accruing with respect to such interest until it reverts)

shall equal the total of the following: : .

(1) 100% of each such Nen-Consenting Parcty's
share of the cost of any newly acquirad surface equipment
beyond the wellhead connections (-nc1ud1ng, but not limited :
to, stock tanks, separators, treaters, pumping equipment and P
D'D,MO), plus 100% of each such Non- Consentlng Party's share s
of the cost of operation of the well commenc1ng with first P
procuction and conthulﬂo until each such Non-Consenting b
Da*’y' relinquished interest shall revert to it under cther :
provisions of this Article, it be*ng agreed that each Non- :
Consenting Party's share of such costs and equipmenc will be ’
that interest which would have been chargeable to each Non-
Consenting Farty had it participated in the well from the
beginning of the operation; and

. (ii) 2007% of that portion of rhe costs and ex- :
penses ¢f drilling, reworking, deeven 1ing, or plugging back, §
testing and completing, afrer deducting amy cash dry hole or :
bortem nole contrlbuyloﬁs received in support of sai

operations and 200% of that portion of the cost of newly
acquired equipment in the well (to and including the well-
head ‘connections}, which would have been ch arveaole to such
Mon-Ceocnsenting Party if it had participated sRerein.

kT

S )

E: Gas production attributable to any Non-Comseniing i
y's relinguished interest upon such Party's electinm, !
shall be sold to its purchaser, if available, under the :
£ of its existing gas salas contract. Stch Non-Con-

seublng 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 :
recovered from the MNon-Consenting Party's relinquished i
interest. If such Non-Consenting Party has not ccnuracted

for sale of its gas at the time such gas 1s availablie for

delivery, or has not mace the election as provided above,

the Consenting Parties shall own and be entitled to receive

i and sell such Non-Consenting Partv's share of gas as nere-

? inabove p:ovided during the racoupment period.
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F. During the period of time Comsenting Parties are
entitled to receive Non-Consenting Party's share of produc-
tion, or the proceeds therefrom, Consenting Parzies shall be
responsible for the payment of all production, severance,
gathering and other taxes, and all royalty, overriding
rovalty and other burdens applicable to Non-Consenting
Party's share of productiom, :

G. In the case of any reworking. plugging back or
deeper drilling operation, the Cousenting Parties shall be
permitted to use, free of cost, all casing, tubing and other
equipment in the well, but the ownership of all such equip-
ment snail remain unchanged; and upon abandomment of a well
artar such reworking, plugging back or deeper drilling, the
Consenting Parties shall account for all such equipmentc to
Zie owners thereof, with each party receiving ics propor-
tionate part in kind or in value, less cost of salvage.

H. Within ninety (90) days after the complerion of
any operation under this Arcicle, the party conducting the
operations for the Consenting Parties shall furnish each
Non-Consenting Party with an inventory of the equipment in
and connecced to the well, and an itemized statement of the
cost of drilling, deepening, plugging back, testing, com-
pleting, and equipping the well for production; or, at its
option, the operating party, in lieu of an itemized state-
ment of such costs of operacion, may submit a detailed ‘
statement of monthly billings. Each month thersafter,
during the rime the Consenting Parties are being reimbursed
as provided above, the Party conducting the operations for
the Consenting Parties shall furnish the Non-Consenting
Parties with an itemized stotement of all costs and liabil-
ities incurred in the operation of the well, together with 2
statement of the quantity of oil and gas produced from it
and the amount of proceeds realized from the szle 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 induscry
accepted merhods 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-Cousenting Party had it participated therein shall be
credited against the total unreturned costs of the work dotne
and of the equipment purchased, in determining when the
interest of such Non-Consenting Party shall revert to it as
above provied; and if there is a credit balance, it shall be
paid te such Non-Consenting Parcty.

I. If and when the Consenting Parties recover from a
Non-Consenting Party's relinquished interest the amounts
previded f£ox above, the ralinquished interests of such Non-
Consenting Party shall automatically revert to it, and, from
and after such reversion, such Non-Consenting Party shall
own the same interest in such well, the material and equip-
ment in or pertaining thereto, and the production therefrom
as such Non-Consenting Party would have been entitled to had
it participated in the drilling, reworking, deevening or
plugging back of said well. Thereafter, such Non-Consenting
Party shall be charged with a2nd shall pay its proportionate
part of the further costs of the operation of said well in
accordance with the terms of this agreement' and the Account-
ing Procedure, attached hereto.
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32. CHANGE OF OPERATOR

At any time after an Operator has acted as Operator for
one (l) year, a Non-Operator may give written notice to
Operator and all other Non-Operators of its readiness to act
as Operator, setting forth therein the more favorable .
financial terms and conditions upon which such Non-Operator
would be prepared to act., If the Operator agrees in writing
within sixty (60) days next following receipt of such notice
to continue as Operator on the terms proposed, but otherwise
in accordance with provisions of this Agreement, such terms
shall become effective on the first day of the calendar
month following such acceptance and such terms shall remain
in effect for at least one (1) year thereafter. If within
sixty (60) days next following receipt of such notice by
Operator, Operator does not agree in writing with Non-Operators
tnenceforth to act as Operator on the basis offered by such
Non-Operator shall thereupon become and be Operator on the
basis so offered; PROVIDED that, if there are three or more
parties to this Agreement, such Non-Operator must obtain
the written consent of a majority in interest of all Non-
Operators other than the then Operator before becoming and
being Operator as aforesaid. Any Operator appointed pur-
suant to this clause or otherwise appointed shall not be
liable to be removed from office pursuant to this clause
unless and until such Operator shall have acted as such
for at least one (1) year. No notice shall be served here-
under by any other party or parties during the said sixty
(60) day period applicable with respect to any notice already
served by another party.

33. NONDISCRIMINATTION CLAUSE

The Unit Operator will comply with all provisions of Executive
Order No. 11246 of Setpember 24, 1965, as amended of supplemented,
and of the rules, regulations and relevant orders of the Secretary
of Labor pursuant thereto.

34. BURDENS

Any hereafter created overriding royalty, production payment
or other interest constituting ar interest in or a burden on
any party's interest in any leasehold interest covered hereby
shall be created expressly subject to the terms and conditioms

. o~ b * - 9 < 4 b 9 L] - - . 1 - N P SV, BRI 1
aereol, ang saall ove suspendced and snall not ve enticlied

to any part of the proceeds of production attributable to

the interest of the party creating such burden so long as the
interest ot the party creating such burden is relinquisiied be-
cause the party does not consent to any operation resulting in
such production, and no payments or obligations shall exist

or acczrue in favor of any such burdens during the time that the
interest of the party creating the same in such production is
relinquished.
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EXHIBIT "¢ ©

Attached to and made a part of . Operating Agreement between
0il & Cag, Inc., as Operator and
Qther Working Interest Uwners as Non-Uperators

ACCOUNTING PROCEDURE
‘ JOINT OPERATIONS

L GENERAL PROVISIONS

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

“Joint Operations” shall mean all operations necessary or proper for the davelopment, operation, protection and
maintanance 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 Jjoint Operations.
“Hon-Operators’”” shall mean the parties to this agreement cther than the Operator.
“Parties’” shall mean Qperator and Non-Operators.

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

“Technical Employees’”” shall mean those employeu having special and specific engineering, geological or other

professional skills, and whose primary function in Jaint Operations is the handling of specific operating condi-
tions and probiems for the benefit of the Joint Property.

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

Statement and Billings

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

Advances and Payments by N&n-Opmtors

UVnlase othearwise provided for in the agreement, the Operator may require the Non-Operators to advance their

chare of estimated cash outizy for the sucrseding month’s operation. Operator shall adjust each monthly billing
to reflect advances cscsived from the Non-Operators.

Bach Non-Operator shali pay its proportion of all bills within fiftesn {18) days after receipt. If payment is fot
made within such time, the unpaid balance shall bear interest monthly at the rate of twelve percent {129%) ner
annum or the maximum contract rate permitted by the applicable usury laws in the state in which the Jomt
Property is located, whichever is the lesser, plus attorney’s fees, court costs, and other costs in connection with

the collection of unpaid amounts.

Adjustments

Payment of any such bills zhall not prejudice the right of any Non-Operator to protest or question the corraet-
ness thereof; provided, however, all bills and statemsnis randersd to Non-Operators by Operator during any
calendar vear shall conclusively be presumed to be true and correct after twenty-four (24) months following
the end of any such calendar ysar, unless within the said twenty-four (24) month period a Non-Operator takes
writte.l exception thereto and makes claim on Ogperator for adjustment. Na adjustment favorable to Operator shall
ve made unless it is made within the same prescribed period. The provisions of this paragraph shall not nrevent
adjustments resulting from a physical inventory of Controliable Material as provided for in Section V.

Audits

A. Non-QOperator, upon notice in writing to Operator and all other Non-Qperators, 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
geriod lollowing 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 Paragrapn 4 of this
Section [. Where ihers are wo or more Non-Operators, the Non-Operators shall make every reasonable effort to
conduct joint or simuitaneous audits in a manner which will result in a minimum of inconvenience to the Opera-
tor. Operator 3hail bear no portion of the Non-Operators’ audit ¢ost incurred under iis parzgraph unless agreed
to by the Operator. |

Approval by Non-Qperators

Where an approval or otner agreement of the Parties or Non-Operators is expressly required under other sec-
tfons of this Accounting Procedure and if the agreement o which this Accounting Procedure is attached contains
no contrary provisivns in regard thereto, Operator shall notify all Non-Operators of the Operator’s proposal, and
the agreement or approval of a majority in interest of the Non-Operators shall be controiling on ail Non-Opera-
1453 58

o o ¥+ b T Ao

< v iy

S et ¢



i NN L l
(] - B
v

O. DIRECT CHARGES

) Operator shall charge the Joint Account with the following items:

1.

2

s.

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

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

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

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

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

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

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

Employes Benefits

Operator's current costs of established plans for employees’ group life insurance, hospitalization, pension, re-
tiremant, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s labor
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section I shall be Operator’s actual
cost not to exceed twenty per cent (20%).

Material

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

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

A. It Material is moved to the Joint Property from g Operator's warrhnuse or other rroperties, no charge sha.ll
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 wareshous> or other storage point, no charge shall be made to the
Joint Account for a distance greater than the distance to the nearest religble supply store, recognized barge
terminal, or railway receiving point uniess agreed to by the Parties. No charge shall be made to the Joint Ac.
count for moving Materiai to other properties belonging to Operator, unless agreed to by the Partiea.

C. In the apphcauon of Subparagraphs A and B above, there shali be no equalization of actual grese trucling cost
of $200 or iess exciuding accessorial chargss.

Serviees

The cost of contract services, equipment and utilities provided by ouiside sources, except services excludec by
Paragraph 9 of Section II and Paragraph 1. ii of Section III. The cost of professional consultant services and con-
tract services of technical personnel directly engaged on the Joint Property if such charges are excluded irom the
Overhead rates. The cost of professional consuitant services or contract services of technical personnel not di.
rectly engaged on the Joint Property shall not be charged to the Joint Acrcount unless previously agreed to by
the Parties,

Equipment and Facilities Furnished by Ogerator

A. Operator ghail charge the Joini Account for uss of (\nm-aoru- nwmad nnn-nmnnf and faniliting at rates come
mensurate with costs of ownership and operation. Such rates shall mclude cosr:. 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 immedjate area
of the Joint Property.

B.. In iieu of charges in Paragraph 7TA ahove, Operator may e.lect to use average commercial rates prevailing in
the immediate area of the Joint Property less 209%. For automotive equipment, Operator may elect to use rates
publishad by the Peiroleum Motor Transport Association.

Damages and Losses to Joint Property

ALl cosis oF EXPEiiSes NeCeS3aTY for tha .u,.a:" ar pnnlnnﬂmanf nf Jaint Pronertv made necessary because of dam-
ages or losses incurred by fire, flood, storm, theit, acc.dem, or other causs, except those resulting from Operator’s
gross negligence or willtul misconduct. Operator shail futrnish Non-Cperator written notice of damages or losses
incurred as soon as practicable after a repcrt thereof has teen received by Operator.

Y.egal Expense

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgments
and amounts paid for settlement of claims incurred in or resulting from operations under the agreement or
necessary to 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 urless previously agreed to by the Parties. All other legal
expange is considered to te coverad by the overhead provisions of Section I unless otherwise agreed to by the
Parties, except as provided in Section {, Paragraph 3.




e iy SOl P T

TS

A e

DA . b v LA

10.

11.

12.

Taxes

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

Insurance

Net premiums paid for insurunce required to be carried for the Joint Operations for the protection of the Par-
ties. In the event Joint Operations are conducted in a state in which Operator may act s 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 seif-insurance program and in that event, Operator shall include a charge at Operator’s
cost not t0 exceed manual rates.

Other Expenditures

Any other expenditure not covered or deait with in the foregoing provisions of this Section II, or in Section III,
and which is incurred by the Operator in the necessary and proper conduct of the Joint QOperations. .

IIL OVERHEAD

Overheaad - Drilling and Producing Operations .
i. As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge
drilling and producing operations on either:
( X) Fixed Rate Basis, Paragraph 14, or
( } Percentage Basis, Paragraph 1B,
Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices
and salaries or wages plus applicabie burdens and expenses of all personnel, except those directly chargeable
under Paragraph 2A, Section II. The cost and éxpense of services from outside sources in connection with
matters of taxation, traffic, accounting or matters before or invoiving governmental agencies shall be considered
as included in the Overhead rates provided for in the above selected Paragraph of this Section III uniess 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 Tecbmca.l Empioyees and/or the cost of professional consultant
sarvices and contract services of techmical personnel directly employed on the Joint Property shall ( ) shail
not ( X) be covered by the Overhead rates.

A, Overhead - Fixed Rate Basis
(1) Operator shall charge the Joint Account at the following rates per well per month:
Drilling Well Rate $_1387 50Q

Producing Well Rate $_Single zome-$182 00

D - 06 y . ‘
(2) Application of Overhead - E‘igealeEtgnBeasii ZSéia]D.bOeOas follows: *Zg 0.0 '?o -J-V.F e

(a) Drilling Well Rate

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

[21 Charges for offshore drilling wells shail begin on the date woen driiling or compieilon equipment

arrives on location and terminate on the date the drilling or ¢~ :rietion equipment moves off loca-
tion or rig is released, whichever cccurs first, except that no charge shall be made during suspen-
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 shail be apptlied 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.

(%) Producing Well Rates

{11 An active wall either produced or injected into for any portion of the month shall be considered
as a one-well charge for the entire month.

[2] Earch active completion in a multi-completed well in which broduczion is not commingled dowm
hele shall Be considered as a one-well charge providing each completion is considered a separate
weil by the governing ragulatory authority.

f3] An inactive gas well shut in because of overproduction or failure of purchaser to take the produc-
tion shall be considered as a one-well charge providing the gas well is directly connected to a per-
manent :sales outlet.

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

- (3] All other inactive wells (including but not limited :o inactive wells covered by unit aliowabie.
lerse allowable, transferred allowable, etc.) shall not qualify for an overhead charge.

(3) The well rates shall ve adjusted as ot the first day of April 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 Gas Production Workers for the last calendar year compared 0 the calendar year
preceding as shown by the index of average weekly earnings of Crude Petroleum ard Gas Fields Produc-
tion Workers as published by the United States Dapartment of Labor, Bureau of Labor Statistics, or the
zquivalent Canadian index as oublished by Staustics Canada, as applicable. The adjusted rates shail be
the rates currently in use, plus or minus the computed adjustment.

R



B. Overhead - Percentage Basis A
(1) Operator shall charge the Joint Account at the following rates:
(a) Development

Percent (%) of the cost of Development of the Jomz Property exclusive of costs
provided under Paragraph 9 of Section II and all salvage credits.

(b) Operating

Percent (%) of the cost of Operating the Joint Property exciusive of costs provided
under Paragraphs 1 and 9 of Section II, all salvage credits, the value of injected substances purchased
for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the min-
eral interest in and to the Joint Property.

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

For the purpose of determining charges on a percentage basis under Paragraph LB of this Section III, de-
velopmaens shall include all costs in connection with drilling, redrilling, deepening or any remedial opera-
uonsonanyora.uweusmvolvmgtheuseotdnmnzmwandeqmpment.also preliminary expenditures
necessary in preparation for drilling and expenditures incurred in abandoning when the well is not com-
pleted as a producer, andorinml cost of construction or instailation of fixed assets, the expansion of fixed
assets and any other project clearly discernible as a fixed asset, except Major Construction as dec.ned in
Paragraph 2 of this Section III. All other costs shall be considered as Operating.

2. Overhsad - Major Construction

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the ex-
pansion of fixed assets, and any other project clearly discernible as a fixed asset required for the development and
operaticn of the Joint Property, Operator shall either negotiate i rate prior to the beginning of construction, or shaiil

durge tlzzes J%to Acoc(o)unt for Overhead based on the following rates for any Major Consiruction project in excess

A .___i___ of total costs if such costs are more than $__25,000 .00 but less than $ 100 000 00; plus |
B. _..3___,o of total costs in excess of $_100 000 QObut less than $1,000,000; plus
C. —2__% of total costs in excess of $1,000,000.

Total cost shall mean the gross cost of any one pro]ect. 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 weils shall. be excluded.

3. Amendment of Rates

The Overhead rates provided for in this Section ‘11 may be amended from tims to tims only by muiual agreement
betwrean the Partizs hereio i, in practice, the rates are found to be insufficient or excessive.

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

Operaiuws i. responsible for Joint Account Material and shall make proper and timely charges and credits for all ma-
terial movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; how-
ever, at Operator’s option, such Material may be supplied by the Non-Operator. Operator shail make timely disposition
of idle and/or surpius Material, such disposal being made either through sale to Operator or Non-Operator, division in i
kind, or sale to outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-QOpera-
tars in surplus condition A or B Material. The disposal of surpius Contmuable Material not purchased by the Opera-
tor shall be agreed (o by the Parties.

1. Purchases
Material purchased shall be charged at the pnce paid by Operator after deduction of all dis

counts received.  in case !
of Mararial found to be dzfsctive or retirned to vandor for any sther reason, credit shall be passed to the Joint

Account when adjustment has been received by the Operator.
Transfers and Dispositions

a- B - Material turnished to the Joint Property and Material transierred from the Joint Progerty or disposed of by the
s Operator, unless otherwise agreed to by the Parties, shall be priced on the following bases exclusive of cash dis- |
counts: . ‘
A. New Material (Condition A) ;

(1) Tubular gOOdS. except line pipe, Shau. te _Driced at thae enrrent now ggi\.c iu eifvct on date of movement or a
A - N
R A -

maxiisum carioad or barge load weight basis, regardless of quantity transferred, aqualized to the lowest !
published price (0.b. railway receiving point or recognized bharge tarminal nearest the Joint Property
where suc Materiai is normally available.

ORI (2) Line Pipe
Lo ’ (a) Movement of less than 30,000 pounds shall be opriced at the current new vrice, in effect at date of i

movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor-
mally available,

(b) Movement of 30.000 pounds or more shall be priced under provisions of tubular goods pricing in Para-
graph 2A (1) of this Section IV.

(3) Other Material shan e priced at the current new price, in effect at date of movement, as listed by a reliable
supply store or {.0.h, railway receiving point nearest the Joint P'openy whera such Material is normaily
available.

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

{a) At seventy-five percent (754 ) of current new price, as determined by Paragraph 2A of this Section [V,
if Material was originaily charged o the Joint Account as new Material, or

(34
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(b) at sixty «live percent (63< ) of current new price, as determined by Paraeraph 2A of thiy 3ection

- .44 Material was ongmally charged to the Jaint Account as good used Material at saventy-{ive per-
cent (75%) of current new price,

The cost of reconditioning, if any, shail be absorbed by the transferring property.
C. Other Used Material (Condition C and D) '
{1) Condition C

Material which is not in sound and serviceable condition and not suitable for its original function until
after reconditioning shall be priced at tifty percent (30%) of surrent new price as determined by Psra-
graph 2A of this Section [V. The cost of reconditioning shall be charged to the rsceiving property, pro-
vided Condition C value plus cost of reconditioning does not exceed Condition B vaiue.

(2) Condition D

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

D. Obsalete Matarial

Material which is serviceable and usable for its originai ﬁmcuon but condition and/or value of such Material
is not squivelent to thar which would justily a price as provided above may be specially priced as agreed to by
the Parties. Such price should resuit in the Joint Account being cbamd with the value of the servica ren-
dered by such Material

E, Pricing Conditions

(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (13g) per
nundred weight on all tubular goods movements, in lieu of ioading and unloading costs sustained, when
actual hauling cost of such tubular goods are equalized under provisions of Paragraph J of Section II.

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

3. Premium Pricss

Whaenever 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
requu-ed 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 turnished to Non-Operators of the proposed

charge prior to billing Non-Operators for such Material. Each Non-Operator shall have the right, by 30 electing and
notitying Operator within ten days after recsiving notice from Qperator, to furnish in kind all or part of his share
of sud: Material smtable for use and acceptabie to Operator.

4. Wm:mty of )!nmnl Furnished by Operator

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

V. INVENTORIES
The Operator shall maintain detailed records of Controilable Material.

1. Periodic Inventories, Notice and Representation

At resscnable intervals, Inventories shail be taken by Operator of the Joint Account Controllable Material
Written notice of intention to take inventory shall be given by Operater at least thirty (30) days before any inven-

© {57y is tn bedin 5 that Non-Operators may be represented when any inventory is taken. Failure of Non-Operators
to be represented at an invenioiy shall bind Non-Operaters to accept the inventory taken by Operator.

2. Raconciliation and Adjustment of Inventories

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

3. Sopecial Inventories

Special Inventories may be iaken whenever there is any sale or change of interest in the Joint Property. It shall
ba the duty of the party selling to notify all other Parties as Guickly 29 possible after the transfer of interest takes
place. In such caset. toth the zeller and the purchaser shall be governed by such inventory.

4. Expinse of Conducting Periodic Inventories

Ths expense of conducting periodic Inventories shall not te charged to the Joint Account unless agreed to by the
Parties,
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EXHIBIT "D"

1. Workmen's compensation insurance in accordance with
the requirements of the laws of the State of New Mexigo where work ‘4
is conducted and employer's liability insurance with limitations R
of not less than One Hundred Thousand Dollars ($100,000.00) each ‘ S
accident and One Hundred Thousand Dollars ($100,000.00) aggre- : N
gate for disease. ‘ SR

2, Public liability insurance with limits of not less
than One Hundred Thoussud Dollars (§100,000.00) as to any ome
' person, and Three Hundred Thousand Dollars ($300,000.00) as to
any one accident, and property damage liability insurance with
limirs of not less than One Hundred Thousand Dollars ($100,000.00)
for eazh accident. .

3. Automobile public liability insurance with limits of
not less than One Rundred Thousand Dollars ($100,000.00) for
any one person injured in any one accident and Three Humdred
Thousand Dollars ($300,000.00) for more than one person injured
in any one accident, and automobile property damage insurance
with a limit of not less than One Hundred Thousand ($100,000.00)

" to cover 411 automotive equipment. )

e e . e
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(303) 861.5252

Working Interest. Owners
(see attached list)

Re: Operating Agreement Dated
August 27, 1979, Clayton
Unit, S/2 Section 2, T30N,
RlZW, San Juan County,
New Mexico

Gentlemen:

Under cover letter dated September 14, 1979, you were sent an
operating agreement for the above-referenced unit. That

. agreement should be amended as follows: Exhibit '"C'", page 3,

paragraph 1A, should include a provision for a producing well
rate for a trlple zone of $280.00.

If you concur in the amendment described, please sign in the
space provided below.

Very truly yours,

CONSOLIDATED OIL & GAS, INC.

2l & &bl

Floyd E. Ellison, Jr.
Vice President - Operations

agree to the above-described
amendment to the Clayton Unit
Operating Agreement dated
August 27, 1979.

R e
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- Clayton Ne. 1.2
' ' ' Oparating Agr

sement
Wbrking Interese Ovners

Brooks Explorati;n,~2nc.
220 Vestern Tedera) Savings

718 Seventeench Strees

Denver, Coloradg 80202

Eugene p, Mathiss
12027 Venice Boulevarg
Los 4ngeles, Californy, 90066

7813 Ease Second Styees
Cownay, California'9024l

Whg;e::.Dist:ibuting Company
Exployees Truse
i800 Basserr Streer

ver, Colorado 80217

¥alcoln C. Todg
2840 Long Basck Soulevars

" Long Beach, ¢4 30806

Heleny Karagczian, Execurriy of
& Rohn, Dec'4,

Candace Raltoy Cox
324 Sudbu:y Road
Concnrd, Mhssachusetts 01742

598 Capisnl Life Centar
Daaver, Coloradg 80203

RPN

Margery y, Krieger ¢ deople’s Bank
& Truse Co.
Go—rrustucs for the Estate of L. G,

Vayne E. Ofteden;
218 Glenv{ey
Elmhurst, I3114pe4s 60125

John Bianchotti, Jr,
1300 West Victorig #7
Mbntbello, Californiy 80640

Bruce Howayd Lindsay
P. 0. Box 157%

Newport Besch, California 92663

Benjamen 3. Taylor

c/o Fred w. Caesar, Agent
3656 Mira Pacific‘Drive
Ocaxnside, Californig 92054

Roger x. Steware

4782 E, Quail Creey Drive

<<'~""‘"“«M~—""‘"“W - A~
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Docket Mo, 6-60

Dockets Nos. 8-80 and 9-80 are tantatively set for March 26 aud April 9, 1980, Applications for hearing
must be filed at lesst 22 days {n advance of hearing date, )

DOCKEY: COMMISSION HEARING - TUESDAY - MARCH 11, 1980

OIL CONSERVATION COMMISSION - 9 A.N. - ROOM 205
STATE LAMD OFFICE BUILDING, SANTA FE, NEW HEXTCO

£
§

CASE 6823:

(DE novo) (Continwed and Readvertised) .
Application of Napeco Inc. for pool crestion and q-nciil pocl rules, Eddy County, New Mexico,
Applicant, in the above-styled cause, seeks the creation of & new Strawn oil pool for its Benson
Deep Unit Well Mo, 1 located in Unit O of Section 33, Township 18 South, Range 30 East, snd special
rules therefor, including 160-acre spacing and standard well locations.

Upon application of Yates Petroleum Corporstion and Napeco Inc., this case will be heard De Novo
pureuant -to the provisions of Rule 1220. Applicaats allege thiz is not an "oil" pool but ie a
"“volatile" o0il pool. i

Application of Amoco Production Company for 640-acre carbon dioxide gas well spacing, Harding, Quay,
and Union Counties, New Mexico, Applicant, in the above-styled cause, seeks the amendment of Rule

- 10A of the Division Rules snd Regulations to require thst wildcst and development carbon dioxide

gas wells piojected to the Tubb or older formatious in Harding, Quay, and Union Counties must be
located on 640-acre spicing and proration units, and must be located no nearer than 1650 feet to
the outer boundary of the tract and not nearer than 330 feet to any iuterior quarter-quarter section
line. - i

L
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Docket No. 7-80

DOCKET: EXAMINER HEARING — WEDRESDAY — MARCH 12, 1980

9 AM, ~ OIL CONSERVATION DIVISION CONFERENCE ROOM,
STATE LAND OFFICE BUILDING, SANTA FE, NEW MEXICO

The following cases will be heard before Daniel S, Nutter, Examiner, ot Richard L. Stamets, Alternate Exeminer:

ALLOMABLE :

-y m—

CASE 8513:

CASE 6834:

CASE 6824:

(1) Consideration of the allowable production of gas for April, 1980, from fifteen prorated pboll in
Les, Eddy, and Chaves County, New Mexico.

(2) Consideration of the allowable production of gas for April, 1980, from four prorated pools in
San Juan, Rio Arriba, and Sandoval Counties, New Mexico.

{Gontinued from February 27, 1980, Examiner Hearing) (This case vill be dismissed.)

Application of Petroleum Development Corporation:to amend Order No. R-8196, Eddy County, New Mexico,
Applicsnt, in the above-styled cause, seeks-to adend Order No. R-6196 which suthorized re-entry of

.a well at an unorthodox location in the Lusk-Morrow Gas Pool to be dedicated to the N/2 of Section

13, Township 19 South, Range 31 East. Applicant now seeks approval for a new revised location 750 . ’
feet from the North line and 660 feet from the West line of said Section 13.

Application of Conoco Inc., for a dual completion and unorthodox well locatioa, Lea County, New
Mexico, (This case will be continued to March 26 and readvertised,)

Applicant, in the above~-styled cause, seeks approval tor the dusl completion (conventional) of its
SEXU Burger Well No, 107 at an unorthodox location 2615 feet from the South and Fact lines o€ Sec-
tion 24, Township 20 South, Range 38 East, to produce oil from the Blinebry 0il and Gas and Drinkard
Pools.

Application of American Trading and Production Corporation for a unit agreement, Lea County, New
Mexico, Applicant, in the above-styled cause, seeks approval €for the Talco Unit Area, comprising
4,800 acres, more or less, of State and Federal lands in Township 26 South, Range 35 East,
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Exsminer Hearing - Wednesday - March 12, 1980 Docket Mo, 7-80

CASE 6B18:

g

6835

CASE 6337:

;
g

(Continued from February 27, 1980, Examiner Heacing)

Appli.cntion of Temneco 0il Company for an WGPA determination, Eddy County, New Mexico,
Applicant, in the sbove-styled cause, seeks a new oashore reservoir determinmation for its State HL
11 Well Mo, 1 located in Unit N of Section 11, Tounalup 19 South, Range 29 East. .

Application of Anadarko Producnon Company for an NGPA deur-uunou. Eddy County, Mew Mexico,
Applicant, in the above-styled cause, seeks a nev onshore reservoir determinmation for its New
Hexico State “AB” Com. Well Mo, 1 located in Unit H of Section 36, Township 13 South, Range 28
Sast.

Application of Anadarko Producticn Company for an MGPA determimation, Eddy County, New Mexico.

‘Applicant, in the above-styled cause, seeks a new cnshore reservoir determination for its New

Mexico "AA" State Well No. 1 located in Unit F of Section 35, Township 18 South, Range 28 East,

Application of Curtis Little for compulsory pooling, Rio Arriba County, New Mexico.

Applicant, in the above~styled cause, seeks an order pooling all mineral interests in the Dakota
formation undetlying the W/2 of Section 7, Tosmship 25 NHorth, Range 3 West, to be dedicated to &
well to be drilled at. a standaxrd locntmn thereon. - Also to be considered will be the cost of
drilling snd completing said well and the allocation of the cost thereof as well ss actual operating
costs and charges for supervision. Also to be considered will be the designation of applicant as
operator of the well and a charge for risk involved in drilling said well.

(Continued from February 27, 1980, Examiner Hearing)

Applkatxon of V-F Petrolewm, Inc. for compulsory pooling, Lea County, !ev Mexico.

Appiiunt. in the above-styled cause, seeks an order pooling all mineral interests in the McKee or
Devonian formations, or both, underlying four 40-acre umits, being the SE/4 SE/4, NE/4 SE/4, W/4
SE/4, and SW/4 SE/4 of Section 21, Township 23 South, Range 37 East, North Teague Field, each to
be dedicated to a well to be dnlled at a standard locatxon thereon. Also to be considered will
be the cost of dnllmg and completing said wells and the allocation of the cost thereof as well
as sctual operating costs and charges for supervision, Also to be considered will be the desig-
aation of applicant &s operator of the wells and a chargi for risk iavolved in drilling said wells.
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BEFORE THE NEW MEXICO
OIL CONSERVATION DIVISION
ENERGY AND MINERALS DEPARTMENT

IN THE MATTER OF THE APPLICATION Case No. (Y27
OF CONSOLIDATED OIL & GAS, INC.
FOR COMPULSORY POOLING, SAN JUAN
COUNTY, NEW MEXICO

APPLICATION

Comes now Consolidated 0il & Gas, Inc., by its attorney,
Lynn Teschendorf, and makes application pursuant to Section
70-2-17, NMSA 1978 for an order pooling all mineral interests
in the Mesaverde and Gallup formations underlying the S/2 of
Section 2, Township 30 North, Range 12 West, N.M.P.M., San Juan
County, New Mexico, to be dedicated to a well drilled at a
standard 1ocatiOn'thereon, and as grounds therefor states:

1. Applicant is the owner of 18.75% of the working
interest in the S/2 of said Section 2 and has
the right to drill a well on said‘unit

2. Appliicant proposes to dedicate said pooled unit
. to its Clayton No. 1-E located 875 feet from
' the south line and 945 feet from the east line
of said Section 2.

3. Applicant has been unable to locate the following
working interest owners and has therefore been
unable to obtain voluntary agreements or farmouts:

S ——
a. H. D. Oliver Working Interest 2.2627%
b. NellieAEngs;> Working Interest 2.262%
Applicant has sought and has been unable to
btain voluntary agreement for pooling from
cyrtain other owners of mineral interests in
the S/2 of said Section 2.
3 o:s'g7
Injorder to afford the applicant the opportuniry
t¢/ recover without unnecessary expense its just
d fair share of the oil and gas underlying the
subject lands, and in order to prevent waste and
protect correlative rights, these interests
should he pooled, and applicant should be
designated as the operator of the well.

r._\,,, e — et

WHEREFORE, applicant requests that this matter be setr for {
hearing and that an order be entered 1n accordance with the ?
foregeing, including provisioms fovr the allocation of the cost ;
of drilling and completing said well, charges for supervision, i
and a charge for risk involved in drilling said well.

CONSOLIDATED OIL & GAS, INC.

e BCREIVED — e mnT%d@wa
J .

Attyrney for Applicant(/’
M / \ig))ée 1300

0 Lincoln Street
Denver, Co 80295

‘\[ FEB 1 81980

OiL. CONS[:RVATION DIVISION
- SANTA FE -
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BEFORE THE NEW MEXICO
OIL CONSERVATION DIVISION
ENERGY AND MINERALS DEPARTMENT

IN THE MATTER OF THE APPLICATION Case No. _ (, 827

OF CONSOLIDATED OIL & GAS, INC.,
FOR- COMPULSORY POOLING, SAN JUAN
COUNTY, NEW MEXICO

APPLICATION

Comes now Consolidated 0il & Gas, Inc., by its attormey,
Lynn Teschendorf, and makes application pursuant to Section
70-2-17, NMSA 1978 for an order pooling all mineral interests
in the Mesaverde and Gallup formations underlying the S/2 of
Section 2, Township 30 North, Range 12 West, N.M.P.M., San Juan
County, New Mexico, to be dedlcated to a well drilled at a
standard location thereon, and as grounds therefor states:

1. Applicant is the owner of 18.75% of the working
interest in the $/2 of said Section 2 and has
the right to drill a well on said unit.

2. Applicant proposes to dedicate said pooled unit
to its Clayton No. 1-E located 875 feet from
the south line and 945 feet from the east line
of said Section 2.

3. Applicant has been unable to locate the following
working interest owners and has therefore been
unable to obtain voluntary agreements or farmouts:

a. H. D. Oliver Working Interest 2.2627
b. Nellie Troxel Working Interest 2.2627%

4. Applicant has sought and has been unable to
obtain voluntary agreement for pooling from
certain other owners of mineral interests in
the S/2 of said Section 2.

5. In order to afford the applicant the opportunity
to recover without unnecessary expense its just
and fair share of the o0il and gas underlying the
subject lands, and in order to prevent wasre and
protect correlative rights, these interests
should be pooled, and applicant should be
designated as the operator of the well.

WHEREFORE, applicant requests that this matter be set for
hearing and that an order be entered in accordance with the
foregoing, including provisions for the allocation of the cost
of drilling and completing caid well, charges for supervision,
and a charge for risk involved in drilling said well.

CONSOLIDATED OIL & GAS, INC.

.
VED "g T \\d.)/v/é//%’/

ECE i L " Lyh#A Teschendorf
i /;épfg ey for Applicant
FEB 181980 ] uige 1300

1860 Lincoln Street

OIL CONSERW\TION DIV!SION , Denver, Co 80295

. SANTA
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dLynn Teschendorf, and makes application pursuant to Section

BEFORE THE NEW MEXICO
OIL CONSERVATION DIVISION
ENERGY AND MINERALS DEPARTMENT

G ik Calwt o

IN THE MATTER OF THE APPLICATION Case No. _(827 j
OF CONSOLIDATED OIL & GAS, INC. | t
FOR, COMPULSORY POOLING, SAN JUAN ) p
COUNTY, NEW MEXICO ‘ 4

APPLICATION

Comes now Consolidated Oil & Gas, Inc., by its attorney,

70-2-17, NMSA 1978 for an order pooling all mineral interests
in the Mesaverde and Gallup formations underlying the S/2 of
Section 2, Township 30 North, Range 12 West, N.M.P.M., San Juan
County, New Mexico, to be dedicated to a well drilled at a
standard location thereon, and as grounds therefor states: !

1. Applicant is the owner of 18.75% of the working
interest in the S/2 of said Section 2 and has
the right to drill & well on said unit.

2. Appllcant proposes to dedicate said pooled unit 1
to its Clayton No. 1-E located 875 feet from i
the south line and 945 feet from the east line
of said Section 2.

3. Applicant has been unable to locate the following ;
working interest owners and has therefore been o
unable to obtain voluntary agreements or farmouts: it

a. H. D. Oliver Working Interest 2.262%
b. Nellie Troxel Working Interest 2.262%

4. Applicant has sought and has been unable to
obtain voluntary agreement for pooling from
certain other owners of mineral interests in :
the S/2 of said Section 2, !

ey o
b i A L g g e S

5. In order to afford the applicant the opportunity
to recover without unnecessary expense its just
and fair share of the o0il and gas underlying the
subject lands, and in order to prevent waste and
protect correlative rights, these interests
should be pooled, and applicant should be
designated as the operator of the well.

ot g gl

WHEREFORL applicant requests that this matter be set for : :
hearing and th.+ an order be entered in accordance with the ‘ T~
foregoing, inclua'ng provisions for the allocation of the cost
of drilling and completing said well, charges for supervision,
and a charge for risk involved in drilling said well,

CONSOLIDATED CIL & GAS, INC.

/EJL%A \}Q@/ Lz

Teschendor?
rﬁCEI VED /gﬁ/?éney for Applicant
M I Suide o0

RYEN2 Q2104 Lincoln Street

& £8181930 I; Denver, Co 80295

Ou-CC“SERVAn

ON DIVIS
- SANTAFE . O ON
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Ol & Gas, Sne.

ECEIVED

W ‘
’ olL CONSERVATION DIVISION
SANTA FE

February 14, 1980

New Mexico 0il Conservation Division

P. 0. Box 2088
Santa Fe, New Mexice 87501

Gentlemen:
and two coples of Consolidated

r compulsory pooling.\. T would
the March 12 docket.

Enclosed please find an- original

0il & Gas, Inc.'s application fo
appreciate your setting this case on

Yours very truly,
CONSQLIDATED OIL & GAS, INC.

- Q/M

/ ok Tesonend Te schenuor
Atforney
LT:pb

e’

Enclosures
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STATE OF NEW MEX1CO
ENERGY AND MINERALS DEPARTMENT
o1L CONSERVATION PIVISION

CASE NO. 6827

order No. R~ (92\93

APPLICATION OF cousonxnaran 0IL
& GAS, INC. FOR R COMPULS |
POOLING, SAN JUAN counwv, NEW MEXICO.

&QMZ

ORDER OF THE pIVISION

BY THE DIVISION'

This cause cawe on for hearind at 9 a.m. On _March 12

19 go , at santa Fe, New MexicoO. pefore Examiner ggniel S.

_day of March 19 80 . the pivisio

__Maxch 1

NOW, on this_____

‘pirector: having considered the testimonys the record, and ‘the

\ recommendations of the Examinery and being fully advised in the 1
- | a

H
i
(1) That due public notice naving peen given as required bY I A
L

jaw, the pivision has jurisdiction of this cause and the subject 'i

matter thereof.

12} ~ That the appllcant, Consolidated 0il & Gas, Inc. o

]
{
i
\
\

1 ‘
\\seeks an order pooling all

mlnera.l. llx

formation underlying

of gection Townsh ip Nocxrth

and 11} the Mesaverde formaticn underllng the S/?. of s
’ ’——-——"—“—

YD M Juan County,

% vvvvvv A
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| to drill a well at a standard location thexggnggdgﬁlggggﬁgﬁggggt

‘interest in said unitsthe opportunity to recover or raceive

of the subject well and unita,

‘costs to e operator n lieu of paylng his share of reasonable

; m_,,,__;—wmmmun i g ; .
us an addlflonallﬂc> '\ hercof as a reasonable charge for thg

-2~
Case No.
Order No. R~

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

well in Bohk of M gloresald Tormations.
(4) That there are interest owners in the proposed proration

unitswho 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

withoﬁt unnecessary expense his just and fair share of the gas
in said pools, the subject appliCation'should he approved by
pooling all mineral interests, whatever thquay be, within said
units. B »

(6)' That the applicant should be designated the operator

m cach of said promtion: un#s

(7) That any non-consenting working interest owner, should

be afforded the o 4&0 tunity to pay hlsrgiare of estimated well

for devel ovh-rwu wnit

well costs out of production. ¥
' obch of said gmmk'u wnits
(8) That any non-consentlng working interest own2r that
does not pay his share of estimated well costs should have

w1thheld from productlon hlsAshare of the reasonable well costs fer

risk involved in the drilling of the well,.

(3) 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 reasonable well
costs in the absence of such objection.

(10) That following determination of reasonable well costs,
any non-consenting working interest owner that 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.

oy
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= éhﬂg’b o ,
operating the §GEject well, not in excess of what are reasonable,
A v

liwell which are not dlsbursed for any reason should be placed

‘Itdedicated en or before 4 JO;"l" / 3 / ?9 4 , the order
1 7

Hal flxz 00 dii Wkonth for e 55n1le Rone n)tl
*23{, PM,MOV\”\ 40" a dﬁ(ﬂ—"loﬂe wtlf M

7.80.00 meowﬂn(’w a tripie tone Ao&ll slren)
ixed 46 Yus:na.blc. cm,,qg g

(11) That :f |38 7.50 per month should be fixed as a rm
driiling opsridions,

able charge for supervision (combined fixed rat s)A_that the

..3..
Case No,
Order No. R-

operator should be authorized to withhold from production the
proportionate share of such supervision chargesattributable to
ecchzone acd fo . hnder sach prosatsonscnit

each non-consenting worklng 1nteres§A and in addition thereto,
the operator should be authorized to withhold fromkproduction

the proportionate share of actual expenditures required for

attributable to each non-consenting working inﬁerest,
(12) That all proceeds- from production from the subject
I)f Sac. T C'oxn&z Mex o,
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

. . o - N e s
pooling said unit should become null and void and of no effect
whatsoever.

L IT IS THEREFORE ORDERED:

“ (1) That all mineral interests, whatever they may be,

lin the Gallup

formation underlying theSg/4

of Section 2 , Township 30 North , Range 12 West '
- "ﬁﬂ P~ “: T . B .
and in the FMesaverde formation underly l“g the S/Z of Sald Secticn 2

NMPM, / , San JuarCounty, New Mexico)

are hereby pooled to fa§m a standard [6¢) - acre gas spacing
Lo Ha & Ovimation gud a stawdord Fo-vcre cas 5p '”7“'(
and proration uni?ﬂto

be dedicated to a well to be drille

PROVIDED HOWEVER, that the operator of said units shall

commence the drilling of said well on or before the {ﬁggi;day of

4§Pr31

, 19 80, and shall thereafter continue the drllllng

at least
of sald well with due dlllgence to a depth sufficient to test the

WYesaigrede. @af/aé

PRQJIDEH FORTHER,; that in the event said operator does not

formatlon;

commence the drilling of said well on or before the 49h3*’ day of

QP""( , 1980 , Order (1) of this order shall be null

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

a time extension from the pivision £or good cause shown.

at a standard location thereon. : 1@ ?

wam
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PROVIDED FURTHER, that should said well not be drilled to

completion, or abandonment, within 120 days after commencement
thereof, sald operator shall appear before the Division Director a
show cause why Order (1) of this order should not be rescinded.

(2) That Consolidated Oil & Gas, Inc. is hereby designated

the operator of the subject well and units.

(3) That after the éffective date of this order and within
9 days prior to:commencing said well, the operator shall furnish
the Division and each known working interest owner in the subject
unitsan itemized schedule of estimated well costs.

(4) That within 30 days frbm the date the schedule of
estimated well'cdsts is furnished to him, any non-consenting

in €ach of ta sbjoet units prorate
working interest owner Shall have the right to pay his, share

of estimated well costs, ék*ﬁﬁg"“ﬁgﬁzigi f;~?;;;“gf paying his

share of reascnable well costs out of production, and that any
such owner who pays his share of estimated well costs as pro-

vided above shall remain liable for operating costsvbut shall

not be liable for risk charges. '

(5) That the operator shall furnish the Division and each
known worﬁ:lé interest owner an itemized schedule of actual well
costs within 90 days following completion of the well; that if
no objection to ihie ac tual well cocts is received by the Division:
and the Division has not objected within 45 days following receipt
of said schedule, the actual well costs shall be the reasonable
well costs; providea however, that if there is an objection to
actval well costs within said 45-day pericd the Divlsion will
determine reasonable well costs after public notice and hearing.

(6) That within 60 days following determination of reascn-

able well costs, any non-consenting working interest owner that

has paid his share of estimated costs in advance as provided

1
1
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Case No. ,
Order No. R-
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 coéts.

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

(A) The pro rata share of reasonable well costs
attributable to each non-consenting working
inte;est owner who has not paid his share of
estimated well costs within 30 days from the
dat2 the schedule of estimated well costs is
furnished to him.

(B) As a charge for the risk involved in the
drilling of the well, 100 gercent of the pro rata
share of reasonable well costs attributable
to each non-consenting working interest
owner who has not baid his share‘of estimated
well costs 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 advanced
the well costs.

(9) 'Tha€h587-99 per month is hereby fixed as a reasonabl

duriuq dritliu oﬁ,u,d'-fmg hat § i§é.00 Qan- menvh for & girgie :,a,,d
charge for supervision ?combined fixed rates), that the operator

is hereby authorized to withhold from production the proportionatef
Qach rone el o
share of such supervision charge attributable to, each non~
wnder cach prortion xnit, A
consenting working interest, and in addition thereto, the operator

is hereby authorized to withhold from production the proportionate

Céch zene in so.d

shara ¢f actuzl cxpenditnres required for operating‘eﬂeh well,

not in excess of what are reasonable, attributable to each non-

consenting working interest.
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(10) That any unsevered mineral interest shall be considerq
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'prdducéiOnlshall be withheld bniy from the working
interests share of‘ﬁrodhction; and no costs or charges shall
be withheld from production attributable to royattg‘interésts.

(12) That all proceeds from production frdm;the‘subject
well which are not disbursed for any reason shall immediately

be placed in escrow in San Juan County, New Mexico, to be

paid to the true owner thereof upon demand and proof of ownership;
that the operator- shall notify the Division of the name and
address of said escrow agent within 30 days from the date of
first deposit with said escrow agent.
(L13) That jurisdiction of this cause is retained for the
entry of such further orders as the Division may deem necessary.
DONE at Santa e, New Mexico, on the day and year herein-

above designated.

d
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OPERATING AGREEMENT .

THIS AGREEMENT, entered into this LSt day of May 19.79_, between

Consolidated O0il & Gas, Inc. -
hereafter designated as "Operator”, and the signatory parties other than Operator.

WITNESSETH, THAT:

WHEREAS, the parties to this agreement are owners of oil and gas leases covering and. if so indicated,
unleased mineral interests in the tracts of land described in Exhibit “A", and all parties have reached an
agreement to explore and develop these leases and interests for qil and gas to the extent and as hereinafter
provided; ; ‘

NOW, THEREFORE, it is agresd as follows:

1. DEFINITIONS
As used in this agreement, the following words and terms shall have the meanings here ascribed to

them. .

v(l) The words “party” and “parties” shall always mean & party, or parties, to this agreement.

(2) The parties to this agresment shall always be referred to as “it" or “they”, whether the parties be cor-
porate bodies, partnerships, associations, or persons raal. '

(3) The term “oll and gas” shall include oil, gas, casinghead gas, gas condensate, and all other liquid or gase-

~ ous hydrocarbons, unless an intent to limit the inclusiveness of this term is specifically stated.

(4) The term *“o0il and gas interests” shall mean unleased fee and mineral interests in tracts of land lying

°  within the Unit Area which are owned by parties to this agreement, .

(5) The term “Unit Area” shall refer to and include all of the lands. oil and Zas leasehold interests and oxl
and gas interests intended to be devaloped and operated for oil and gas purposes under this agreement.
Such lands, oil and gas leasshold interests and oil and gas interests are described in Txhibit “A”.

(6) The term “drilling unit” shall mesn the area fixed for the drilling of one well by order or rule of any
state or ‘ederal body having authority. If a drilling unit is not fixed by any such rule or order, a drilling
unit shail be the drilling umt as established by the pattern of drilling in the Unit Area or 53 fixad by ex-
press agreament of the parties :

(7} All exhibits attached to this agreement are made a part of the contract as fully as though copied in full
in the contract.

(8) The words “aquipment” and “materials’ as used here are synanymous and shall mean and include ail

© il fleid supplies and personal pro'perty acquired for use in the Unit Area. '

2. TITLE EXAMINATION, LOSS OF LEASES AND OIL AND GAS LNTEBES;I‘S
A, Title Examination:

No well shall be drilled on the Unit Area or on lands communitized with
lands in the Unit Area until after:

(1) The title to the drill site tract has been examined by
an atterney for the Operator, and

(2) The title to the drill site tract hes been approved by
the examining attorney or such title has been accepted
by all of the parties who are to participate in the
drilling of the well.

The cost of the abstracts of title and the cost of the title examina-
tions by attorneys other than staff attorneys of Operator that are necessary
for examination of drill site tract ritles or that are necessary for division

LN oaL y LVe QLVLSLOn

order preparation and payment of rovalty, overrxdlng royalty and working in-
terest shares of production from the wells and the cost of obtaining title
curative material shall be borne by the parties in proportion to their
respective interests,

-1-
"Joint Loss"
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of each supplemental opinion, and of all {lnal opinions, shall be sent promptly to each party.
the examining attorney concerning the validity of the title to each oil and gas interest and ea
amount of interest covered thereby shall be binding and conclusive on the parties, but
leases as o primary term, royalty provisions, drilling obligations, and special b
approval and acceptance by an authorized representative of each party.

e acceptability of
ens, shall be a matter for

All title examinations shall be made, ang title reports submj within a period of
submission of abstracts and title papers. Each party sh
examining attorneys concerning its leases ind in
receipt of title report for this purpose. If th
the axamining attorney, all parties

days after the
good faith, try to satisfy the requirements of the
and each shall have a period o days from
e t0 any lease, or oil and gas interest, is finally rejected by
then be asked to state in writing whether they will waive the title
erests, or whether they will stand on the attorney’s opinion. If one o more
defects, this agreement shall, in that case, be terminated and abandoned, and all
rs shall be returned to their senders. If -all titles are approved oy the examining at-
Jccepted by all parties, and if all leases are accepted as to primary terms, royalty provisions,
drillin ligations and special burdens, all subsequent provisions of ‘this agreement shall become operative

defects and accept the leases ori
parties refuse to waive ti
abstracts and title
torneys, or

B. Failare of Title:

Aftas-all-titles—ore-approvii-oraceepted, any defects of title that may develop shall be the joint re-
sponsibility of all parties and, if a title loas accurs, it shall be the loss of all parties, with‘each bearing its pro-
portionate part of the loss and of any liabilities incurred in the loss. If such a loss occurs, there shall be no
change in, or adjustment of, the interests of the parties in the remaining portion of the Unit Area,

C. Loss of Leases For Other Than Title Failure:

If any lease or interest subject to this agreement be lost through failure to develop or because express
or implied eovenants have not been performed, or if any lease be permitted to expire at the end of its primary

_ terin and not b2 :-::::-.ved or extended. the lass shall not be considered a failure of title and all such losses shall
be joint losses and shall be borne by au parties in proportion to their interests and there chall he no readjuste-

ment of interests in the remaining nortion of the Unit Area.

3. UNLEASED OIL AND GAS INTERESTS
the purpose of this agreement as if it were a leased interest under ‘T—Wﬁ aitac ;ed as
Exhibit “B” and for the primary term therein stated. As !0 s i its, the owner shall receive royalty on
production as prescribed in the form of oi
howaver, be subj

238 lease attached hereto as Exhibit “B'". Such party shall,
of the provisions of this agreement relating to lessees, to the extent that it owns

4, INTERESTS OF FPARTIES

E:xhibit “A” lists all of the pariies, and their respective percentage or fractional interests under this
agreeinent. Unless changed by other provisions, all costs and liabilities incdrred in operations un@er this ¢on-
tract shall be borne and paid, and zall equipment and material acquired ir, operations on the Unit Area shall be
owned, by the parties as their interests are given in Exhibit “A”, All production of oil and gas {rom the

Unit Area, subject to the payment of lessor's royalties, shall also be owned by the parties in the same mansner.

—_0
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It the interest of any party in any oil and gas lease covered by this agreement is subject to an overriding
royalty, production payment, or other charge over and above the usual one-2igthh (s) royalty, such party shall
assume and alone bear all such excess obligations and shall account for them to the owners thereof out of its
shars of the workini interest production of the Unit Area.

S. OPERATOR OF UNIT
Cons°1idated Oil & Gas, Inc. shall he the oPualQr of

the Unit Area. and shall c¢onduct and direct and have tull control of all operations on the Unit Area as per-

mitted and required by. and within the limnits of. this agreement. It shall conduct all such operations in a good

and workmaniike manner, but it shall have no liability as Operator to the other parties for losses sustained.
or liabilities incurred, except such as may result {rom gross negligence or from breach of the provisions of
this agréement.
8. EMPLOYEES
The number of employees and their selection. and the hours of labor and the compensation for services
performed, shail be determined by Operator. All empioyees shail be the emplovees of Operator.

7. TEST WELL 1 -
?

a well for oil and gas in the following location:

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

uired to test only t

8. COSTS AND EXPENSES

Except as herein otherwise specifically provided, Operawor shall promptly pay and discharge all costs

and expenses incurred in the developraent and operation of the Unit Area pursuant 1o this agreement and shall
chacrge <alh of the parties hereta with their respective proportivnate shares upon the cost and expense basis

provided in the Accounting Procedure attached hereto and marked Exnibit ~C" I any provision of Ex-

4 @iy

hibit “C" should be inconsistent with any provision contained in the body of this agreement, the grovisions in
the body of this agreement shall prevail.

Operator, at its election, shall have the right from time to time to demand and redeive from the other
parties payment in advanca of their respective shares of the estimated amount of the costs to be incurred in

o bk N PO 8 P A YA Pk 48 AR AP S MR P YA T LR

operations hereunder during the next succeeding month, which right may be exercised only by submission to
each such party of an itemized statement af such estimated costs, together with an invoice {or its share there-

of. Zach such statemaent and invoice for the payment in advance of estimnated costs shall be submitted on or
befare the 20th day of the next preceding month. Each party shall pay to Operator its proportiisnals shars af §
such estimate within fifteen (15) days after such estimate and invoice is received. If any party fails to pay its :
share of 3aid astimate within said lime, the amount due shall tear interest at the rate &‘i%;%%o&?&&%‘ge:(l %

annum until paid. Proper adjustment shall be made monthly between -advances and actual cost, {o the end

that each party shall tear and pay its praportionate share of actual costs incurred, and no more.

B
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9. OPERATOR'S LIEN

Operator is given a first and preferred lien on the interast of each party covered by this contract, and
in each party’s interest in oll and gas produced and the proceeds thereof, and upan each pacty's interest in ma-
terial and equipment. to secure the paymaent of all sums due trom each such party to Operator.

In the event any party fails to pay any amount owing by it to Operator as its share of such costs and
expense or such advance estimate within the time limited for payment thersof. Operator, without prejudicé to
ather o.(isting remedies, is u}thorized. at its election, to collect”from the purchaser or purchasers of oil or gas,
the proceeds aceruing to the working interest or interests in the Unit Area of the delinquent party up to the

~amount owing by such party, and each purchaser of oil or gas is authorized to rely upon Operator’'s statement

as tc the amount oivinz by such party.

In the avent of the neglect or failure of any non-operating party to promptly pay its proportionate part
of the cost and expense of development and operatior when due, the other non-operating parties and Operator,
within thirty (30) days after the rendition of statements therefor by Operator, shall prcpo‘rtionately contribute

to the payment of such delinquent indebtedness and the non-operating parties so ‘contributing shall be entitied

to the same lien rights as are granted to Operator in this section. Upon the payment by such delinquent or
defaulting pax;ty to Operator of any amount or amounts on such delinquent indebtedness, or upon any recovery
on behalf of the non-dpeiating parties under the lien conferred ahove. the amount or amounts so paid or re-
covered shall be distributed and paid by Operator to the other non-operating parties and Operator propor-
tionately in accordance with the contributions theretofore made by them.

10. TERM OF AGREEMENT
This agreement shall reraain in full force and effect for as long as any of the oil and gas leases subjected

to this agreement remain or are continued in forcee as to any part of the Unit Area, whether by production, ex-
tension, renewal or otherwise; é o

a dry hole-and no other wall is producing oil or gas in paying quantities from the Unit Ars, at the end
of ninety (9$0) days after abandonment of the first test weil, this agreement s érminate unless one or
more of the parties are then engaged in drilling a well or wells ant to Section 12 hereof, or 3il parties
have agreed to drill an additional well or wells und iSagreement, in which event this agreement shall con-
tinue in force until such well or wel have been drilled and compieted. If production resuits there-

from this agreement sh nue in force thereafter as if szid first test well had been productive in paying’

[0
‘3

l.

mxes tf production in paying quantities does not result therefrom this aygreement shall terminate
W:Mnﬁmm It is agreed, however, that the term-
ination of this agreement shall not relieve any party hereto from any Uability which has accrued or attached
prior to the date of such termination.
11. LIMITATION ON EXPENDITURES

Without the consent of all parties: {a) No well shall be drilled on the Unit Area except any well ex-

nrovided for in this agreement and except any well drilled pursuzant to the provisions of Section 12
of this agreement, it being understood thai iiic consant to the drilling of a well shall include consent to all

l
i

'(‘l

necessary expenditures in the drilling, testing, completing, and equipping of the weil, licluding necessary
tankage: (b) No well shall be reworked, plugged back or deepened except a well reworked, plugged back or
Jeepened pursuant o the provisions of Section 12 of this agreement, it being understood that the consent to
the reworking, plugging back or deepening of a well shall include consent o all necessary expenditures in
conducting such operations and completing and equipping of said well to produce, including necessarvy tank-
age; (¢) Opertator shall not undertake any single project réasonably estimated to require an expenditure in
excess of Five Thousand Dollars (5.2 000,00 )
except in connecsion with a weil ihe drilling. reworking, deepening, or plugging back of which has been pre-

viously authorized by or pursuant 10 this agreement; provided, however, :har‘. in case of explosion. fire, flood,

e

or other sudden emergency, whether of the same or different nature. Ope'ator may take such steps and incur
such 2xpenses as in iis opinion are required to deal with the emergency and to safeguard life and pronersty,
tus Cperator shall, as promptly as possible, report the 2mergency to the other parties. Opera’or skall. upon

request. f{urnish copies of its “Authority for Expenditures” {or any single project costing in

sy 3f 3 .._3.,,Q.QQ..O..Q.
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12, OPERATIONS BY LESS THAN ALL PARTIES
See Paragraph 31

v _ .
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test well provided for in Section 7, or upon the reworking, deepening or plugging back of a dry hole driljed
at the joint expense of all parties or a well jointly owned by all the parties and not then producing in pgting
quantities on the Uait Area. any party or parties wishing to drill. re.work. deepen or plug back such/a well
may give the other parties written notice of the proposed operation. specifying the work to be pyrformed.
the location. proposed depth. objective formation and the estimated cost of the operation. The parfies receiv-
ing such a notice shall have thirty (30) days (except as to reworking, piugging back or drilling gleeper. where
a drilling rig is on location. the period shali be limited to fortv-eight (48) hours exciusive of Sgfurday or Sun-
day) after receiut of the notice within which to notify the parties wishing to do the work yhether they elect
tovparticipate in the cost of the proposed operation. Failure of a party receiv{ng such a gbtice to so reply to

it within the period above (ixed shall constitute an election by that party not to participate in the cost of the
proposed operation.

If any party receiving such a notice elects not to participate iri the proposed operation (such party or
parties being hereafter referred to as “Non-Consenting Party”), then in order b be entitled to the benefits
of _this section, the party or parties ziving the notice and such other parties as/Ahall elect to participate in the
opération (all such parties being hereafter referred to as the “Consenting PArties”) shall, within thirty (30)
days after the expiration of the nutice period of thirty (30) days (or as pfomptly as possible after the expir-
ation of the i8-hour period where the drilling rig is on location, as the ghse may be) actually commence work
on the proposed operation and complete it with due diligence. /

The entire cost and risk of conducting such operations shall jfe borne by the Consenting Parties in the
proportions that their respective interests as shown in Exhibit “A/ bear to the total interests of all Consenting
Parties. Consenting Parties shall keep the lezsehold estates infolved in such operations irse and clear of all
liens and encumbrances of every kind created by or arising {76m the operations of the Consehting Parties. It
such an operation results in a dry hole, the Consenting Pgfties shall plug and abandon the well at their sole
cost, risk and expense. 1f any well drilled, reworked, defpened or plugged back under the provisions of this
section results in a producer of oil and/or gas in payin€ quantities, the Consenting Parties shall complete and
eqﬁip the weil to produce at their sole cost and risk, And the well shall then be turned over to Operator and
shall be operated by it at the expense and fdr the Account of the Consenting Parties. Upon commencement of
operaliviis ‘ ing, reworking, Aeenening of blugging back ¢f 2ny such well by Consenting Parties

in accordance with the provisions of this secti

n-Consenting Party’s interest in the well. its leasehold operating

until the proceeds or market value thereof (after deducting opro-

from such wei}l accruing with resp;u to such interesi uniil it reveris) shail egqual the ¢

i)

{A) 100 of each such Nan;tonsenting Party’s share of the cost of any newly acgquirad surface
bevond the wellhead ¢

auinment

nections (including, but rot limited to, stock tanks, separators, treaters,
pumping equipment afd piping), plus 100%% of cach such Non-Consenting Party’s share of the cost of

operation of the wefl commencing with {irst production and continuing until each such Non-Consenting

Party’s relinquisnigd interest shajl revert to it under other provisions of this section, it being agreed that

(3) 2007 of that por:iion of the costs and expenses of drilling, reworkiné, deepening or pluzZging %ack,

and completing, aiter deducting any cash contributions received under Section 2%. and 2007

S -
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be perinitted to use, free of cost, all casing, tubing and other equipment in the well, but the ownership o} all
such equipment shall remain -unchanged; and upon abnr‘donmeqt of a well after such reworking, pjMgging
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. *

Within sixty (80) days after the completion of any operation under this section. the f rty conducting
the operations for the Consenting Parties shall furnish each Non-Consenting Party wifh an’ inventory of
the equipment in and connected to the well, and an itemized statement of the cost ¢ drilling, deepening.
plugging back. testing, compléting, and equipping the well for production: or, at /s option. the operating
party,-iri lieu of an itemized statement of sich cbst: of operation, may submit a dftailed s_:atexgxent of monthly
billings. Each month thereafter, during the time the Consenting Parties are jbing reimburﬁéd as provided
above, the Consenting Parties shall furnish the Non-Consenting Parties wjfh 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 fhe sale of the well’s working interest
production during the preceding month. Any amount realized fy6m the sale or other disposition of equip-
ment newly acquired in connection with any such operation wiich would have been owned by a Non-Con-
senting Party had it participated therein shall be credited agzinst the total unreturned costs of the work done
and of the equipment purchased, in determining when the jfterest of such Non-Consenting Party shall revert
to it as above provided; if there is a credit balance it shafl be paid to such Non-Consenting Party.

It and when the Consenting Parties recovey/from a Non-Consenting Party's relinquished interest the
amounts provided for above, the relinquished Aterests of such Non-Consenting Party shail automatically
revert to it and from and after such reversioy/such Non-Consenting Party shall own the same interest in such
well, the operating rights and working ingérest therein, the material and equipment in or pertaining thereto,
and the production therefrom as such Mon-Consenting Party would have owned had it participated in the
drilling, reworking, deepening or plydging back of said well, Thereafter, such Non-Consenting Party shall be
charged with and shall pay its prodortionate part of the further costs of the operation of said well in accord-
ance with the terms of this agrfement and the accounting procedure schedule. Exhibit “C", attached hereto.

Notwithstanding the frovisions of this Section 12, it is agreed that without the mutuzl consent of all

partiex. no wells shall comapleted in or produced from a source of supply from which a well located else-

I 4

where on the Unit Afea is producing, uinléss such well conforms o ih

& then-ayisting well spacing pattern
for such source of/supply.

The proffisions of this section shall have no application whatsoever to the drilling of the initial test

well on theAnit Area, but shall apply to the reworking, deepening, or plugging back of the initial test well

after it ;&s been drilled to the depth specified in Section 7, if it is, or thereafter shall prove to be, a drv
nole y non-<cmrmersial well. and to all other wells drilled, reworked, deepened, or plugged back, or pro-

Do;(i to he drilled, reworked, deepened, or plugged back, upgon the Unit Area subsequent to the driiling of

13. RIGHT TO TAKE PRODUCTION IN KIND

Each party shall take in kind or separatelv dispose of its proportionate share of all oil and gas pro-
duced from the Unit Area, exclusive of production which may be used in development and producing oper-

ations and in preparing and treating oil for marketing purposes and production unavoidably lost. Each party

due on its share of such production, and shall hold the other parties iree from any lakility thersfor. Any

uu--..-,
extra expenditure incurred in the taking in kind or separate disposition by any party of its proportionate
share of the production shall be torne by such party. '

Each party shall execute all division orders and contracts of sale pertaining to its interest in produc-

tlon from the Unit Area, and shail be entitled to receive payment direct from the purchaser or purchasers
thereof for its share of all proeduction,
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In the event any party shall fail to make the arrangements necessary to take in kind or separately
dispose of its proportionate share of the oil and gas produced {rom the Unit Area, Operator shall have the
right, subject to revocation at will by the party owning it, but not the obligation, to purchase such il and
gas or.sell it to others {or the time being, at not less than the 'market price prevailing in the area, which
shall in no event be less than the price which Operator receives for fts portion of the oil and gas produced
from the Unit Area. Any such purchase or sale by Operator shall be subject always to the right of the
owner of the production to exercise at any time its right to take in kind, or separately dispose of, its share of
all ¢il and gas not previously delivered to a purchaser. Notwithstanding the foregoing, Operator shall not
make a aleil_netg s;notner;gicecommerce of any other party’s share of gas production without first giving such

other party ¥ixtyxHXxys notice of such intended sale, and such sale shall be only for a
reasonable time, and in any event not exceeding one year.

14. ACCESS TO UNIT AREA

Each party shall have access to the Unit Area at all rezasonable times, at its sole risk, to inspect or
observe operations, and shall have access at reasonable times to information pertaining to the development
or operation thereof, including Operator’s books and records relating thereto. Operator shall, upon request,
furnish each of the other parties with copies of all drilling reports, well logs, tank tables, daily gauge and
ran §ckets and reports of stock on hand at the first of each month, and shail make available samples of any
cores or cuttings taken from any well drilled on the Unit Area.

15. DRILLING CONTRACTS

All wells drilled on the Uiiit Area shall be drilled on a competitive contract basis at the usual rates
prevailing in the area. Opefator, it it so desires, may employ its own tools and equipment in the drilling
of welils, but its charges therefor shall not exceed the prevailing rates in the field, and the rate of such
charges shall be agreed upon by the parties in writing before drilling operations are commenced, and such
work shall be performed by Operator under the same terms and conditions as shall be customary and usual
in the field in contracts of independent contractors who are doing work of a similar nature.

16. ABANDONMENT OF WELLS

No well, other than any well which has been drilled or reworked pursuant to Section 12 hereof for
which the Consenting Parties have not been fully reimbursed as therein provided, which has been com-
pleted as a preducer shall be plugged and abandoned without the consent of all parties; provided, however,
it all parties do not agree to the abandonment of any weil, those wishing to continue its operztion shall tender
to each of the other parties its proportionate share of the value of the weil's salvable material and equip-
ment, deiermined in aceotdance wiih ihe provisions of Exhibit “C”, less the estimated cost of salvaging and
the estimated cost of plugging and abandoning. Each abandoning party shall then assign to the non-
abandoning parties, without warranty, exprass or implied, as to title or as to quantity, quality, or fitness for use
of the equipment and material, all of its interest in the weil and its equipment, together with its interest in
the leasehold estate a3 to, but only as to, the interval or intervals of the formation or formations then open
to production. The assignments o limited shall encompass the 'drilling unit” upon which the well is located.
The payments by, and the assignments to, the assignees shall be in a ratio based upon the relationship of
their respective percentages of participation in the Unit Area to the aggregate of the percentages of partici-

pation in the Unit Area of all assignees. There shail be no readjustment of interest in the remaining portion
of the Unit Area.

After the assignment, the assignors shall have no {urther rvesponsibility, liability, or interest in the
operation of or production from the well in the interval or intervals then open. Upon request of the assignees,
Operator shall continue to operate the assigred well for the account of the non-abandoning parties at the

rates and charges contemplated by ‘his agreement, plus any additionai cost and charges which may arise as
the result of the separale ownership of the assigned well.
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{ paid or is erroneously paid.

. 17. DELAY RENTALS AND SHUT-IN WELL PAYMENTS

Operator shall pay all delay rentals and shut-in well paymenés which may

'Ebe required under the terms of the leases subject to this Operating Agreement

and submit evidence of each payment to the other parties at least ten (10)

| days prior to the payment date. Upon being billed therefor, the other parties

shall pay to Operator such proportionate part of any delay rental payment that

j may be attributable on an acreage basis to their interest in lands covered by

such leases and their proporticnate pro rata part of any shut-in well payments
attributahle to any well on the Unit Area. Operator shall not be held lisble
to the other parties in damages for the loss of any lease or interest therein
if, through mistake or oversiggg, any rental or shut-in well payment is not

e loss of any lease or interest therein which
results from a failure to pay or an erroneous payment of rental or shut-in
well payment shall be a joint loss and there shall be no re-adjustment of in-
terests in the remaining portion of the Unit Area. If any party_secures a.
new lease covering che terminated interest, such acquisition shall be subject
to the provisions of Section 23 of this agreement. : ‘

erator shall promptly notify each other party hereto of the date on
whichogny gas well 1gcated on the Unit Area is shut in and the reason therefor.

18, PREFERENTIAL RIGHT 1O PURCHASE
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terests in the Uni:t Area, it shall promptly give written notice to the other parties. with full informeton con-
cerning its proposed sale, which shail include the name and address of the prospeciive pefChaser {who must
be ready, willing and able to purchase), the purchase price. and all other termys-ef”the offer. The other pariies
shall then have an optional prior right. for a period of ten (10} dgya~¥Ter receipt Of the notice. io purchases
on the same terms and conditions the interest which the ¢ party proposes to sell: and. if this optionai right

is exercised, the purchasing parties shall share Surchased interest in the proportions that the interest of

each bears tc the to:ial intérest of all thasing parties. However. there shall be no preferential right 0 our-

chase in those cases where apw ¥farty wishes to mortgage its interests. or ¢ dispose of its interests by merzger. !

reorganization, copsaffdation, or sale of zll of its assets. or a saie or transfer of its interests o a subsidiary ¢r b

parent goRetany, or subsidiary of a parent company, or to any company in which any one party owns a ma-

b - - x>t

i9. SELECTTION OF NTW OPERATOR
in gpe Unit Ar
e ot

Phive tne sign
er partes snall have the right
within sixty (80) days after the date of such sale. by majority vote in interest, to select a new Operator. If

va

. i . all of
Should a sale be made by Operator offits rights and interests/ t

a new Operator s not so seleated, the transieree of the present Operator shail assume the duties of and ac? as

Operator. In either case. the retiring Operator shall continue to serve as Ogerater. ané discharge its duties
N thail cagadity under thie zersement. until its successor Operator is selected and begins o function, tut the
presant Qgperator shall not te obligated to continue the periormence of its duties for more than 128 days aftar |
the sale of its rights and interests has been completed.

—_3 -

“Joint Loss”




20. MAINTENANCE OF UNIT OWNERSHIF

No party shall sell, encumber, transfer or make other disposition
of its interest in the leases embraced within the Unit Area and in wells
equipmert and production unless such disposition shall be made expressly
subjéct to this agreement, and shall be made without prejudice to the

rights of the other parties.

If at any time the interest of any party is divided among and owned v four or mare co-owners, Qpera-
tor may. at its discretion. require such co-owners to appoint a single trustes or agent with full authority to re-
ceive notices. approve expendilures, receive billings for and approve and pay such party's share of the joint
expenses, and t0 deal generally with, and with power to bind. the co-owners of .such party’'s interests within
the scope of the operations embraced in this contract; however, all such co-owners shail enter into and execute
all contracts or agreements for the disposition of their respective shares of the oil and gas produced from the

Unit Area and they shall have the right to receive, separately, pavment of the sale proceeds thereof.

21. RESIGNATION OF OPERATOR

Qperator may rasign from -its duties and obuganons as Ooerator at any time upon written notice of not
less than ninety (90) days given to all other parties. In this case. all parties to this contract shall seleet by
majority vote in interest, not in numbers. a new Operator who shall assume the responsibilities and duties. and
nhave the rights, nrescribed for Operator by this agreement.: The retiring Operator shall deliver to its succassor
all records and information necessary to the dicciarge by the new Operator of its duties and obligations.

22. 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 shzre of the cosis of deveioping and

operéting the Unit Area. Accordmglv the lien granted by each party to Opcrator . in Section § is gwen 10 se-

. Ll I nut the intention of the parties to create. aor shall thig aﬂree"ne'\l

O <«

be construed as creating, a mining or other partnership or association, or to render them liable as partners.

23. RENEWAL OR EXTENSION OF LEASES

If any varty secures a rerewal of any oil and gas lease subject 10 this contract, each and ail of the other
parties shall be norified promptly, and shall have the right te carticinate in the ownersnip of the renewsal lease

by paving tn the party wha 2equired it their several proper grogortionuis shaies ol tng acquisition cost. which

shall be in proportion to the interests held at that time by the partice in the Unit Area.

b

1'1

If some, but less than all, of the parties elect t¢ particigate in the purchase of a renrewzl leuse.
Y

be owned by the pariies who elect to participate therein, in a.ratio vased upon the refationsiip of their respec-

tive percentage of participation in the unit area 10 the aggregate of the percentuges of participaticn in the unit
area of all pavties purticipating in the purchase of such renewal lease. Any reneéwsl jease in which less 7}
all the parties elect to participate shall not %e subject Lo this agreement.

Each zarry who partticipates in the purchase of a renewal lease shuil e given un assignment of Ut
portionate interest therein by the acquiring party.

Sro-

Tius provizsions of this seetion shail apply o renewul leases whether they are for :he entire interesi

covered by the vxpiring fegse or ¢oOver only @ pordon 9f i3 arka or an interest iherein.  Any fenewar jeasc

taken bufore the expivation of itz predecessor lcase, or iaken or contracted for within six (£) rmonths ulte:

the expivation of the existing iecase shall Be subicues 1o thiy provision: butl uny lease taxen or contracied ior
More thun siX (51 months after the exdiration of an 2xisung lecae :huil rot Te ceemcd & remewa! ltase and

shall not Le sucject 10 the srovizions of this secton.

THe 200VISIONs i 'his e¢t1or shail 3p0iy givo 40 s in
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24, SURRENDER OF LEASES -

The leases covered by this agreement, in so far as they embrace acreage in the Unit Ares, shall not be
surrendered in whole or in part unless all parties consent.

However, should any party desire to surrender its interest in any lease or in any portion thereof, and
other parties not agree or consent, the party desiring to surrender shall assign, without expfess or implled
warranty of title, all pt its interest in such lease, or portion thereof, and any well, material and equipment
which may be located thereon and any rights in production thereafter secured, to the parties not desiring to
surrender it. Upon such assignment, the assigning party shall be relieved from all obligations themait‘ef ac-
cruing, but not theretofore accrued, with respect to the acreage assigned and the operation of any well there-
on, and the assiyning party shall have no further interest in the lgase assigned and its equipment and production.
The parties assignee shall ﬁay to the party assignor the reasonable sal'~ge value of the latter's interest in any
wells and equipment on the assigned acreage. determined in accordance with t.¢ provisions of Exhibit “C".
less the cstimated cost of salvaging and the estimated cost of plugging and abandoning. If the assiunment is in
tavor of more than one party, the assigned interest shall be shared by the parties assignee in the proportions
that the intefest of each bedrs to the intsrest of all parties assignee. '

Any assignment or surrender made under this provision shall not reduce ar chunge the assignors’ ot sur-
rendering parties interest, as it was immediately before the assignment, in the balance of the Unit Area: and
the acreage assigned or surrendered, and s’ﬁbseqﬁent operations therson, shall not thereafter be subject to the
terms and provisions of this agreement.

25. ACREAGE OR CASH CONTRIBUTIONS

If any party receives while this agreement is in force a contribution of cash toward the drilling of a
well or any other operation on the Unit 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. [f

‘the contribution be in the form of acreage, the party to whom the contribution is made shall promptly execute

an assignment of the acreage, without warranty of title, to all parties to this agrcement in proportion to their
interests in the Unit Area at that time, and such acreage shall become a part of the Unit Area and be governnd
by 2’1 the provision.i of this contract. Each party shall promptly notify al‘l olher parlies of all acrcage or
mohey contributions it may obtain in support of any well or any other operation on the Unit Area.

we AN S B i ST RIS, ma e e AmE AL
VISIONW CONCERNING TANATIO

Each of the parties hereto elects, under the authorily of Section 781(a) of the Internal Revenue Codwe of
1954. to be excluded from the application of all of the provisions of Subchapter K of Chapter 1 ol Subtitle A of
the Internal Revenue Code of 1954 If the income tax laws of the state or states in which the property covered
hereby is located contain, or may hereafter contain, provisions similar to those contained in the Subchapter of

the Intarhal Revenue Code of 1954 above referred to under which a similar etection 1s permitted. each of the

parties agrees that such election shall be exercised. Each party authorizes and directs the Overator to exeeute -

sitch an election or elections on its behalf and to file the election with the proper yovernmental office or

agency. If requested by the Operator so to do, each party agrees to execute and join in such an election.

Cperator shall render (or ad valorem taxation all property subject to this agreement which by law

1
should Ue rendered for such taxes. and it shall pay 3ll such taxes assossed thereon before they heeame detie.

quent. Operator shall bill all other parties for their proporiionate share of ail_tax payments in the mauner
provided in Exhibit “C". '

If any tax asvessment is considered unreasonadie oy Operaior, it may at ity discratinn protest such valua-
tion within the lime and manner prescribed by law, and prosecute the protést to a final determination. unless
all parties agree to abandon the protest prior to final determination. When any such protested valuation sball
have been finally determined. Operator shail pay the assessment for the joint account, together with interest and

penalty accrued, and the total cost shall then be assessed against the parties, and %e paid by them, as provided
in Exhibit “C”.
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27. INSURANCE

At all times while operations are conducted hereu&det. Operator shall comply with the Workmen's
Compensation Law of the State whaere the operations ace beying conducted. Operator shall also carry or pro-
vide insurance for the benefit of the joint account of the parties as may be outlined in Exhibit “D" attached
to and made a part hereof. Operator shall require all contractors en}aged in work on or for tl;e Unit Area
to comply with the Workmen’s Compensation Law of the State where the operations are being conducted and
to maintain such other insurance as Operator may requirs.

In the svent Automobile Public Liability Insurance is specified in said Exhibit “D", or subsequently re-
~eives the approval of the parties, no direct charge shall be made by Operator for premiums paid for such in-
surance for aperator’s fully ovned automotive equipment.

28. CLAIMS AND LAWSUITS

If a1 y party to this contract is sued on an alleged cause of action arising sut of operations on the Unit
Area, or on an alleged cause of ictionr involving title to any lease or oil and gas interest subjected to this con-
tract, it shall give prompt written notice of the suit to the Operator and all other parties.
The defense of lawsuits shall be under the general direction of a committee pt lawyers representing the
~ parties, with Operator’s attorney a3 Chairman. Suits may be settled during litigation only with the joint con-
“sent of all parties. - No charge shall be made for services performed by the staff attorneys for any of the
parties, but otherwise all expanses incurred in the defense of suits, togethier with the amount paid to discharge
any final judgment, shall be considered costs of operation and shall be charged to and paid by all parties in
proportion to their then intarests in the Unit Area. Attorneys, other than staff attorneys for the parties, shail
be emploved in lawsuits involving Unit Area operations only with the consent of all parties; if outside counsel
is employed, their fees and expenses shail be considered Unit Area expense and shall be paid by Operator and
charged to all of the parties in proportion to their then interests in the Unit Area. The provisions of this
paragraph shall not be applied in any instance where the loss which may result from the suit is treated as an
individunl loss rather than a joint loss under prior provisions of this agreement, and all such suits shall be
handled by and be the sole responsibility of the party or parties concerned. )

| Damage claims caused by and arising out of operations on the Unit Arez, conducted for the joint ac-
count of all parties, shall be hgndled by Operator and iis aiioimeys, the settlement of claims of this kind shall

te within the discretion of Operator so long as the amount paid in settiement 0t any one ciaium Qoes not exceeg’

gne ihoisand {$1900.09) dollars and, if settled, the sums paid in settlement shall be charged as expense to

ard be paid by all parties in proportion to their then interesis in the Unit Area.

29. FORCE MAJEURE

If any party is rendered unable, wholly or in part, by force majeure to carry out its obligatioﬁs under
this 2greement, other than the obligation to make money payments, that party shall give to all other parties
prompt written notice of the force maje;xre with reasonably full particulars concerning it; thereupon, the
cbligations of the party giving ihe Giics, 55 far 22 they are affected by the force majeure, shall be suspended
during, but no longer than, the continuance of the lorce majeure. The affected party shall use all possible
diligence to remove the Jorce majeure as quickly as possibie. _

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

The term “‘force majeures” as hers employed shall mean an act of God, strike, lockout, or other industrial
disturbance, act of the public enemy, war, blockade, pubiic riot, lightning, fire. storm, flood. explosion, zov-
ernmentai resiraiii, snavailability of saninment. and any other cause, whether of the kind:specifically enum-

erated above or otherwise, which is not reasonably within the control of the party claiming suspension.

30. NOTICES

All notices authorized or required between the parties. and required by any of n}e prov'isions of this
agreement, shall, unless otherwise specifict:);}\{y %?olfxz e9,°o%egn?e?/;3? %&ﬂ?%}%ﬁ%‘d %&tg%ﬁi&gﬂg&m

Urion Telegram. postage or charges prepaid. and addressed to the party 'o whom the notice is given at the
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addresses iisted on Exhibit “A”. The originating notice to be given under any provision nereof shall be deemed
given only when received by the party to whom such notice is directed and the time for such party to give any
notice in response thereto shall run from the date the originating notice is received. The second or any re-
sponsive notice thall be deemed given when deposited in the United States mail or with the Western Union
Telegraph Company, with postage or charges prepai&. Each party shgll have the right to chané its address
at any time, and from time to tirp.e, by giving written notice thereo?"to all other parties.

31. OTHER CONDITIONS. IF ANY, ARE:

SUBSEQUENT OPERATIONS

A. If either party hereto shall desite that a well be

‘driiled, reworked, deepened, or plugged back, on any parti-

cular location on the Property, then such party desiring to
drill shall give to the other party (whether one or more)
written notice thereof at the address or addresses herein
provided, giving the location, proposed depth, and approxi-
mate cost. The other party shall have fifteen (15) days
after receipt of such notice within which to inform the
party proposing such operations whether or not it elects to
participate in the cost thereof, such notice to be in
writing. It is understood that consent to the drilling,
reworking, depeening or plugging back of a well shall in- -
clude all necessary expenditures of testing, completing and
equipping of the well, including necessary tankage and/or
surface facilities.

B. If any party oxr parties hereto, herein called
""Non-Consenting Party'" (whether one or more) shall elect not
to participate in the proposed operation of said well,
either by notice to that effect, by failure to give notice

within the aforesaid time limit of fifteen (15) days, or by

failure to advance its share of the estimated costs of such
operations in the manner and in the time limit provided
above, then the parties participating in such operations
herein called "Consenting Party'" (whether one or more) shall
have seventy-five (75) days after the expiration of said
fifteen (15) days in which to commence said operations as

‘designated in the notice thereof and to thereafter continue

e Y A S R A — - o =S el D

not commenced within said period, all rights and privileges
accruing hereunder to Consenting Party by reason of Noti-
Consenting Party's election not to participate in the pro-
posed operations shall thereupon terminate.

the gcame with due diiigence, TIf the proposed operatrions are

e If less than all parties approve any proposed
operation, the proposing party, immediately after the ex-
plration of the applicable notice period, shall advise the
Consenting Parties of (a) the total interest of the parties
approving such operation, and (b) its recommendation as to
whether the Consenting Parties should proceed with the
operation as proposed. Each Consenting Party, within ten
(10) days after receipt of such notice, shall advise the
proposing party of its desire to (a) limit participation to
such party's interest, or (b) carry its proportionate part
of Non-Consenting Parties' interest. The proposing party,
at its election, may witndraw such proposal if there is
insufficient participation, and shall promptly notify all

-
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D. The entire cost and risk of conducting such
operaclions shall be borne bv the Consenting Parties in the
proportions they have elected to bear same under the terms
“0f the precedi ng paragraph. Consenting Parcties shall keep
the leasehold estates involved in such operations Sree and
c1 ear oI all liens and encumbrances of every kind creatad by
or arising frem the *e*ac-ons of the Consenflng Parcies.

I1Z such an overation results in a dry hole, the Consenting
°a*:zes shall plug and abandon the well at their sole cost,
isk and expense. IZ any well drilled, reworked, deevened
o* plugged back under the provisioms of this Arc icle results
in a producer of oil a1d/o* gas in paying quantities, the
Consenting Parties shall ple;e and equip the well to
produce at their sole cos: and':i k, and the well stall then
be turned over to Operator and shall be operated by i: at

o -

the expense and for the account of rhe Consenting Parcieas.
Upon commencement of operacions for the dvllllnz, reworking,
deepen: ing or plugging dac ck of any such well by Consenting
Parczies in accorgance with the provisions of this Ar“*c’e
each Non-Consenzing Pdarty shall be deemed to have rel ‘ﬁqulShEd
to Consenting Parties, and the Consenting Parties shall owm
and be entitled co receive, in proportion to their resvective
incarests, all of such Non-Consenting Parcty's interest in

clie well and share of production therefrom. Lﬂtil the pro-
ceeds ¢f the sale of such shars, calculated ac the well, or
market value thereof if such share is not sold (afrter
daducting production taxes, royalty, overriding royalty and
other interests existing on the effective date hereof,
payvable out of or measured by the producrtion from such well
accruing with respect to such interest until it reverts)
shall equal the total of the following:

(1) 100% of each such Non-Consenting Party's
share of the cost of any newly acquired surface equipment
beyond the wellhead connections (i ncludlng, but not limiced
to, stock tanks, separators, treaters, pumping equipment and

'Dinc) plus 100% of each such Non- Consenczno Party's share
of the cost of operation of the well commenc’ng with first
production and continuing until each such Mon-Consenting
Parry's relinquisted incerest shall revert to it under other
provisions of this Article, it being agreed that each Nom-
Consen.lng Party's shar. of such costs and equipmentc will be
that interest which would have béen chargeable to each WNor-
Consentlng Party nad it parcicipated in the well from the
beginning of the operation; and

(ii) 2007% of that portion of the coscs and ex-
penses of drilling, reworking, deepening, or plugging’back,
testing and completing, after deducting any cash dry hole or
hottom nole contributions received in support of said
operations and 200% of that portion of the cost of newly
acquired equipment in the well (to and including the well-
head connections), which would have been chargeable to such
Non-Consentcing Dart:y if it had participated therein.

E. Gas production attributable to any “on Consenting
Parzy's relinquished interest upon such Parcty's electiom,
shall be s¢ld to ics purchaser, if available, under the
terms Of its existing gas sales contract. Suzh Non-Con-
senting Party shall direct its purchaser to remit the
proceeds recaivable from such sale direct to the Comsenting
Parties unt*l the amounts provided for in this Article are
recovered from rhe Mon-Consenting Party's relinquished
interest. II such Non- Consenflﬁo party has noc congracced
£or sale of its gas at the time such gas i1s availavle Lox
delivery, or has not macde the election as provided above,
the Consenting Parties shall own and be entitled to receive
and sell such Non-Consenting Party's share of gas as here-
inabove provided during the recoupment period.

4
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F. During the period of time Consenting Parties are
entitled to receive Non-Consenting Party's share of produc-
tion, or the proceeds therefrom, Consenting Parties shall be
responsible for the payment of all production, severance,
gathering and ocher taxes, and all royalty, overriding
rovalty and other burdens applicable to Non-Consenting
Parcy's share of produczion.

G. In the case of any reworking, plugging back or
deeper drilling operation, the Cousenting Parties shall be
permitzed to use, free of cost, all casing, tubing and other
equipment in the well, but the ownership of all such equip-
menc snail remain unchangad; and upon abandstment oI a well
arter sucn reworking, plugging back or deeper drilling, the
Consenting Parties shall account for all such equipmenc to
the owners thereof, with each party receiving its propor-
tionace part in kind or in value, less cost of salvage.

H. Within ninety (90) days afcer the completion of
any operation under this Arcicle, the party conducting the
operations for the Consenting Parties shall furanish each
Non-Consenting Party with an inventory of the equipment in
and connected to the well, and an itemized statement of the
cost of drilling, deepening, plugging back, testing, com-
pleting, and equipping the well for production; or, at its
option, the operating party, in lieu of an itemized state-
ment of such costs of operation, may submit a detailed
statement of monclily billings. Each month thersafter,
during the time the Consenting Parties are being reimbursed
as provided above, the Party conducting the operations for
the Cousenting Parties shall furnish the Non-Consentin
Parties with an itemized stacz=sment of all costs and liabil-
ities 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
accepced methods such as, but not limited to, metering or
periodic well tests. Any amount realized from the sale or
other disposition of equipment newly acquired in connection
with any such operation which would have been owned by a
Non-Consenting Party had it participated therein shall be
credited against the total unreturned costs of the work done
and of the equipment purchased, in determining when the
interest of such' Non-Consenting Parcty shall revert to it as
above provied; and if there is a credit balance, it shall be
paid to such Noun-Consenting Party.

TI. I£ and when the Consenting Parties recover from a
Non-Consenting Party's relinquished interest the amounts
provided f£or above, the relinquished interests of such Non-
Consenting Party shall automaticallv revert to it, and, from
and after such reversion, such Non-Consenting Party shall
own the same interest in such well, the material and equip-
ment in or pertaining thereto, and the production therefrom
as such Non-Consenting Party would have been entitled to had
it participated in the drilling, reworking, deepening or
plugging baclk of said well., Therveafrer, such Non-Consenting
Farty shall be charged with and shall pay its proportionate
part of the further costs of the operation of said well in
accordance with the terms of this agreement and the Account-
ing Procedure, attached hereto.
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32, CHANGE OF OPERATOR

At any time after an Operator has acted as Operator for
cne (1) year, a Non-Operator may give written notice to
Operator and all other Non-Operators of its readiness to act
as Operator, setting forth therein the more favoreble
financial terms and couditions upon which such Non-Operator
would be prepared to act. If the Operator agrees in writing
within sixty (60) days next following receipt of such notice
to continmue as Operator on the terms proposed, but otherwise
in accordance with provisions of this Agreement, such terms
shall become effective on the first day of the calendar
month following such acceptance and such terms shall remain
in effect for at least one (1) year thereafter. If within .
sixty (60) days next following receipt of such notice by
Operator, Operator does not agree in writing with Non-Operators
thenceforth to act as Operator on the basis offered by such
Non-Operator shall thereupon become and be Operator on the
basis so offered; PROVIDED that, if there are three or more
parties to this Agreement, such Non-Operator must obtain :
the writtan consent of a majority in interest of all Non-
Operators other than the then Operator before becoming and
being Operator as aforesaid. Any Operator appointed pur-
suant to this clause or otherwise appointed shall not be
l1iable to be removed from office pursuant to this clause
unless and until such Operator shall have acted as such
for at least one (1) year. No notice shall be served here-
~under by any other party or parties during the said sixty
(60) day period applicable with respect to any notice already

served by another party. .
33. NONDISCRIMINATION CLAUSE

The Unit Operator will comply with all provisions of Executive
Order No. 11246 of Setpember 24, 1965, as amended of supplemented,
and of the rules, regulations and relevant orders of the Secretary
of Labor pursuant thereto.

34. BURDENS

Any hereafter created overriding royalty, production payment
or other -interest constituting an interest in er a burden on
any party's interest in any leasehold interest covered hereby
shall be created expressly subjeci to the terms and conditions
hereof, and shall be suspended and shall not be entitled
to any part of the proceeds of production attributable to
the interest of the party creating such burden so long as the
interest of the party creating such burden is relinguished be-
cause the party does not consent to any operation resulting in
such production, and no payments or obligations shall exist
or acecrue in favor of any such burdens during the time that the
interest of the party creating the same in such production is
relinquished.
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“Joint Operations” shall mean all operations necessary or proper for the development, operation, protection and
maintenance of the Joint Property.

“Joint Account” shail mean the account showing-the charges paid and credits received in the conduet of the Joint
Operations and which are to be shared by the Parties,

“QOperato:” shall mean the party designated to conduct the Joint Operations.
“Non-Operators” shall mean the pasrties to this agreement aother than the Operator.
“Parties” shall mean Operator and Non-Operators.

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

“Pechnical Tmployees” shall mean those employees having special and specific engineering, geological or other
professional skills, and whose primary function in Joint Operations is the handling of specitic operating condi-
tions and problems for the benefit of the Joint Property.

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

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

2. Statement and Billings : ;

Operator shall bill Non-Operators on or before tae last day of each month for their proportionate share of the i
Joint Account for the preceding month. Such ! is will be accompanied by statements which identify the author-
ity for expenditure, lease or facility, and all charges and credits, summarized by appropriate classifications of in-
vestment and expease except that items of Controllable Materizi and unusual charges and credits shall be sep-
arately identified and tully described in detail

3. Advances and Payments by Non-Operators

Unless otharwise provided for in the agreement, the Operator may require the Non-Operators to advance their
share of astimated cash outlay for the succeeding month’s operation. Operator shail adjust each monthly billing
to reflect advances received from the Non-Operators.

Each Non-Operator shali pay its proporton of all bills within fifteen (13) days ailer receipt. 1 payment is not
‘ , made within such time, the unpaid balance shall bear interest monthly at the rate of twelve percent (12%) per
F o » annum or the maximum contract rate permitted by the applicable usury laws in the state in which the Joint :
s Property is located, whichever is the lesser, plus attorney’s fees, court costs, and other costs in ¢onnection with
the collection of unpaid amounts. !

Adjustiments

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

3. 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 Acccunt for any calendar year within the twenty-tour (24) month
period following the end of such calendar year: provided, however, the making of an audit shall not extend the
e time for the taking of written exception o and the adjustments of accounts as provided for in Paragrapn 4 of this
S Section I. Whers rhare are two or more Non-Operators, the Non-Operators shall make every reasonable effort to
B conduct jcint or simultaneous audits in a mannsr which will result in a minimum of inconvenience to the Opera-
tor. Operator shall bear no portion of the Non-Operaters’ audit cost incurred unasr inis paragrabh unless agreed
to by the Cperator. ' :

. B Actountanty Societies of  eEEE———
— - P N T . s mre e 4 avim . s e e - . L - :JUi.:,I';
EXHIBIT "¢ "
Attached to and made a part of _Operating Agreement between
cL d 011 & Gas, Inc, as Operator and
Qther Working Interest Owners as Non-Uperators
ACCOUNTING PROCEDURE
JOINT OPERATIONS
L. GENERAL PROVISIONS :
L Definitions - . ; \

“Jaint Property” shall mean the real and personal property subject to the agreement %o which this Accounting

Procedure is attached. : : j

!
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2. Approval by Non-Operators

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other se;-
tions of this Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains
nae contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operator’s proposal, and
the agreement or approval of a majority in interest of the Non-Operators shall be controlling cn 2ll Non-Opera-
tors.
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II. DIRECT CHARGES

_ Operator shall charge the Joint Account with the following items:

1. Rentsls and Royaities

2

8.

9.

Laase rentals and royalties paid by Operator for the Joint Operations.
Labor

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

of Joint Operations.
(2) Salaries of First Leval Supervisors in the field.

(3) Salaries and wages of Technical Employees directly employed on the Joint Property if such charges are
exciuded 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
II. Such costs under this Paragraph 2B may be charged on a “whan and as paid basis” or by “percentage a3~
sessment'’ on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this
ScctionlI.I!permntaceasemantuused,themtasanubebasedontheOperatoz‘scostexpmeace. -

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-
ton IL

0

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

Empioyee Benefits

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

Material

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

Transpertation

Transpertation of employees and Material necessarv for the Joint Operations but subject to the following limita-
tHons:

A. It Material is moved to the Joint Property from the Opseraiui’s warshouse or other rroperties, no charge shall

be made to the Jcint Account for a distance greater than the distance from the nearest reliable supply store,

- recognized barge terminal, or railway ceceiving poxnt where like material is normally available, unless agreed
to by the Parties.

B. If surplis Material is moved to Qperator'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 relisble 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 befonging to Operator, unless agreed to by the Pama.

C. In the application of Subparagraphs A and B above, there shall be no equalization of actual gross trucking cost

of $200 or lss axcluding accessorial charges. .
The cost of contract services, equipment and utilities provided by outside sources, except services exciuded by
Pavagraph 9 of Section II and Paragraph 1. ii of Section III. The cost of professional consultant services and con-

tract services of technical personnel directly engaged on the Joint Property if such charges are excluded from the
Cverhead rates., The cost of professional consultant services or contract sarvices of technical nersonne! not di-

rectly engaged on the Joint Property shall not be charged to the Joini Account unless previously agreed to by

the Parties.

Equipment and Facilities Furnished by Qperator

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, otiter
operadng expense, insurance, taxes, depreciation, and interest on investment not to exceed eight per cent (8%)
per annum. Such rates shall aot exceed average commercial rates currently prevailing in the immediate area
of the Joint Property.

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

Damages and Lossas te Joint Property

All costs or axpenses necessary for the repair or replacement of Joint Progeriy made necessary hecause of dam-
ages or losses incurred hy fire, 03Sq, sivrm. theft, accident, or other cause, except those resulting from Operator’s
gross negligence or willful misconduct. Operater shail furnish Non-Operator written notice of damages or losses
incurred as soon as practicable after a report thereof has been received by Operator.

Legal Expense

Expense of handling, investigating and settling litigation or claims. dlsc*aargmg 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 racover the Joint Property, except that no charge for services of Operator’s legal staft
or fzes or expense of outside at*orneys shall be made unless previously agreed to by the Parties. All other legal
axpense i3 considered to b2 covered by the overhead provisions of Section III unless otherwise agreed t¢ oy the
Parties, except as provided in Section [, Paragraph 3.
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10. Taxes

All raxes of every kind ang nature dssessed op levied Upon or jn onnection With the Joint pPrg rty, the Opera.

an pe.
gon thereot, op the Production therefrom. and whijep taxes have been pajqg by the Operator for the benefit of the
arties ) .

11, lasurance

Net premiums paig for insurance F2auired 1o be carpieq for the Joing Operations for 4 Protection of th pqp.
j tes, In the event Joine OPerations grq conducted in 3 55,4 n which o TAOr may act o4 self-insurer gor Work-

men’s Compen.uuon and/or Employers Liabiljty Under the Tespective State’s laws, Operator may, at itg election
L @ risk its self-ing d in i ()

12, Other Expogdifnm
I or jp Section 171,

i this Section
and which is incurreq by the Operator in the ecessary and Proper conduet of tile Joint Operaﬁons.

; consid
Provided for jn 1 above selecteq Paragraph o thig Section IIT upjees Such
cost and expense are agreed to by the Parties a4 a direct charge tg the Joint Account,

A. Overhegq . Fixed Ratg Basis

(2) Apph‘catz’on of Overheaq - Fixed R3 Basj a3 follows:
(a) Drimng Well Rata
(1] Charges for g drillin begin on the date wi SPudded ap terminate on
te the drilling of COmpletion rig is relegseq, Whichever jq later, excent that uo charge shail
be made durin nsion of dnlhngioperations for fittaay (153) or more consecutive days
(2 Charges tor Ooffshore drilling i begin on the dagn when g or completicn o Wpment
TIVSS an location and termingte on the date th ¥ or mpletion equipmeant mOVes 07t Joeg.
tion or g is Feleased, Whichevep 0 first, except that no 8¢ shal] be made € suspen.
sion of dn!.hng OPerations zop tifteen (15) or Mmore Consecutjye days
(31 Charges for Olng any type of Wworkover or f2completion fop 3 Deriod of fjye {5) con
Jecutive days or more shap made at th lling wey) fate, Sy arges shall pe applied #gp
berlod # date workover operanons, with r » COMmenca thToy date o7 rig Telease, except

(%) Producing wey Rates

o ) (1] an active wejj either Produced or injecteq into for any portion of the monty shal] be considereq
R ‘ as a3 one-waj] charge for the entira month,

[ LTS ’ (2] Bach active completiop, in 3 multi-complereq well in whien Production js pq, ‘ommingled doyy
I hecle shall v Considereq 5 d one-wajj charge Providing egep compietion jg cOnsidereq 4 Separate
o : well by the g0verning regm;tory authority, .

f [4] a one-wej} charge Mmay be made op the monry, i wilich Plugging ang 2bandonmen, operationg
are compjeteq on any wair

e ' ] {31 ag other ingctiya wellg (izxcluding dut not limjteq 1 inactive wells coveraq by unjt allowapje,
PR lease wowable, transferrag auowable, etc.) shal] not Quaiify for an Ooverhead charge,

(3) The Wwell rateg shall e adjusteq a3 of the first day oy Apri] €ach yegr fouowing the effective date of the
“ agreement ¢, which thig Accounting Procedure Is attacheq, The adjustment shall he computed by ‘muiti-
i plying the rate currently jn use by tha Percentage increase op decrease in the averaga weekly farnings of
,» leum ' £n

anhada, a3 appiicabje, The adjusted fates shal] pe
the ratag currently in use, oius or minug the Omputeq adjustment.
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B. Overhead - Percentage Basis
(1) Operator shall charge the Joint Account at the following raies:
(a) Development

e POTCRAC (%) of the cost of Development of the Joint Property exclusive of costs
provided under Paragraph 9 of Section II and all saivage credits.

(b) Operating

Percent (%) of the cost of Operating the Joint Property axclusive of costs provided
under Paragraphs | and 9 of Section [1, all salvage credits, the value of injected substances purchased
for secandary recovery and all taxes and assessments which are levied, assessed and paid upon the min-
eral interest in and to the Joint Property.

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

For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section III, de-
velopmaent shall include all costs in connection with drilling, redrilling, deepening or any remedial opera-
tions on any or all welis involving the use of drilling crew and equipment; aiso, preliminary expenditures
necessary in preparation for drilling and expenditures incurred in abandoning when the well is not com-
pleted &3 a producer, and original cost of construction or installation of fixed assats, the expansion of fixed
assets and any other >roject clearly discernible as a fixed asset, except Major Construction as dec.ned in
Paragriph 2 of this Section III. All other costs shall be considered as Operating.

2. Overhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and installation of tixed assets, the ex-
pansion of fixed assets, and any other project clearly discernible as a fixed asset required for the development and
operation of the Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shail

charge t!zxes J%%toAaetO:unt {or Qverhead based on the following rates for any Major Construction project in excess
of &

A. 2 . % ot total costs if such costs are more than $_25 000 00 but less than $ 100 000 QO; plus
B. 3 __ % of total costs in excess of $_100 000 0Obut less than $1,000,000; plus
C. ——2 % of totai costs in excess of $1,000,000.

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

Amendment of Rates

The Overhead ratss provided for in this Section [II may be amended {rom time to time only by mutual agreement
between the Parties hereto if, in practice, the rates are found to be insufficient or excessive.

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

Operaiws i responsible for Joint Account Material and shall muke proper and timely charges and credits for all ma-
tarial movements aifecting the Joint Property. Operator shall provide all Material for use on the Joint Property; how-
ever, at Operator’s option, such 1faterial 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 % Material The disposal of surplus Controllable Material not purchased by the Opera-
tor shall be agreed to by the Parties.

Purchases

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

Transfers and Dispasitions

Material furnished to the Joint Property and Material transferred from the Joint Propérty or disposed of by the
Qperator, unless otherwise agreed to by the Parties, shail be oriced on the following bases exclusive of cash dis~
counts:

A, New Material (Condition A)

(1) Tubular goods, except line pipe, shall be priced at the current new price in effect on date of movement on a
maximum carload or barge load weight basis, regardless of quantity transferred, equalized to the lowest
published price f.0.b. raiilway receiving point or recognized barge terminal nearest the Joint Property
where such Matarial is normally available.

(2) Line Pipe

(a) Movement of less than 30,000 pounds shall be priced at the current new price, in effect at date of
movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor-
mally available.

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

(3) Other Material sha.ll ve priced at the current new price. in effect at date of movement, as listed by a reliable
sunnly store or {.0.b. railway receiving point nearest the Joint Property where such Material is normaily

B. Good Used Material (Condition B)
Material in sound and jerviceable condition and suitable for reuse without reconditioning:
(1) Material moved 10 the Joint Property '
{a) At seventy-tive percent (73 ) of current new price, as determined by Paragraph 24 of this Section IV,
(2) Material moved {rom the Joint Property

(a) At seventy-five percent (73%%) 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 sixty-tive percent (85%) of current new price, as determined by Paragraph 2A of this Section
1V, if Material was originally charged to the Joint Account as good used Material at seventy-five per-
cent (75%) of current new price,

- The cost of reconditioning, if any, shall be absorbed by the transferring property.
C. Other Used Material (Condition C and D)
(1) Condition C

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

(2) Condition D

All other Materigl, including junk, shall be priced at a vaiue commensurate vnth its use or at prevailing
prices. Matarial no longer suitable for its ongmal purpose-but usable for some other purpose, shall be
priced on a basis comparable with that of items normally used for such other purpose. Operator may dis-
pose of Condition D Material under procedures normany utilized by the Operator without prior approval
of Nor-Operators.

D. Obsolets Material

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

E. Pricing Conditions

(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (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 Pu;agraph 3 of Section IL

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

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes
or other unusuai causes over which the Operator has no control, the Operator may charge the Joint Account for the
reqmred Material at the Operator’s actual cost incurred in provxdmg such Material, in maldng it suiable for use,
and in moving it to the Joint Property: provided notice in writing is furnished to Non-Operators of the proposed
charge prior to billing Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and

notifying Operator within tan days after receiving notice from Operator, to furnish in kind all or part of his share J

of such Material nntable for use and acceptable to Operator.

'Warranty of Material Furnished by Operator

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

V. INVENTORIES

The Operator shall maintain detailed records of Controllable Material.

)

4.

Periodic Inventories, Notice and Representation

At reasonable intervals, Inventories shall he taken by Obverator of the .Jaint Account Ceoatrellable Materizl

- wia e Whethadiw  olhed VS

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 wben any inventory is taken. Failure of Non-Operators
to be respresented at an inventory shail bind Non-Operators to accept the inventory taken by Operator.

Reconeilintion and Adjustimment of Inventorias

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

Special Inventories

Special Inventories may be taken whnenever 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 intarest takes
place. In such cases, both the seller and the purchaser shail be governed by such inventory.

Expenses of Conducting Periodic Inventories

The expensa of conducting periodic Inventories shall not be charged to the Joint Account unless agreed to by the
Parties.
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EXHIBIT "D"

1. Workmen's compensation insurance in accordance with
the requirements of the laws of the State of New Mexigo where work ;
is conducted and employer's liability insurance with limitations : '
of not less than One Hundred Thousand Dollars ($100,000.00) each § S
sccidant and Ome Bundred Thousand Dollars ($100,000.00) aggre- S
gate for diseass.

2. Public liability insurance with limits of not less
than One Hundred Thousand Dollars ($100,000.00) as to any one
person, and Three Hundred Thousand Dollars ($300,000.00) as to
any one accident, and property damage liability insurance with '
limits of not less than One Hundred Thousand Dollars ($100,000.00) A
for each accident. . o

3. Automobile public liability insurance with limits of
not legs than One Hundred Thousand Dollars ($100,000.00) for
any one person injured in any one accident and Three Hundred
Thousand Dollars ($300,000.00) for more than one person injured
in any one accident, and automobile property damage insurance
with a limit of not less than One Hundred Thousand ($100,000.00)
to cover all automotive equipment. .
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