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STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT

i N X
g . D T I R ) ]

UL umwsx JATION DIVISION

, IN THE MATTER OF THE HEARING
> , CALLED BY THE OIL CONSERVATION
» DIVISION FOR THE PURPOSE OF
GONSIDERING1

i
i ‘ : CASE NO. 7129.
L . Order No., R-6771
) PLICATION OF KOCH EXPLORATION
ODMPANY FOR COMPULSORY POOLING,

JUAN COUNTY, NEW MEXICO.

ORDER OF THE DIVISION

THE DIVISION:

This cause cams on for hearing at 9 a.m. on August 26, 1961, at
ta Fe, New Mexico, before Examiner Richard L. Stamets,

NOW, on this 24thday of September, 1981, the Division Director,
ving considered the testimony, the record, and the recommendations
the Examiner, anrd being fully advised in the premises,

Fa W. o

FINDS:

]
!
t - (1) That due public notice having been given as required by law,
e Division has jurisdiction of this cause and the subject matter
ereof .

t: (2) That the applicant, Koch Bxploration Company, seeks an oxder

1ing all mineral intereats in the Dakota formation underlying the N/2
Section 28, Township 28 North, Range 8 West, NMPM, Basin-Dakota Pool,
Juan County, New: Maxico.

n o

~ (3) That the applicant has the right to drill and has dtillod a
wall at a standard location thexeon.

§ (4) 'rhat there are interest owners in the proposed proration unit
w?o have not agreed to pool their interests.

i (5) That to avoid the drilling of unnecessary walls, to protect
rrelative rights, and to afford to the owner of each interest in said
it the opportunity to recovér or receive without unnecessary expense

B junt and fair share of the gas in said pool, the subject application
ould be approved by pooling all mineral interests, whatever they may

¢ within said unit. ;

(6) That the applicant should be designated the operator of the sn&-

= o 'pctwan and unit, . s

i in oy
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(7) That any non-consenting working interest owner should be
' afforded the opportunity to pay his share of estimated well costs 5
* to the operator 4n lieu of paying his share of reasonable well costs
out of production.

{8) That any non~congenting working interest owner who
doas not pay his share of estimated well costs should have withheld
from production hig share of the raasonable well costs plus an addi-
tional) 200 percent thereof as a reasonable charge for the risk in-
! volved in the drilling of the well. .

(3) That any non-consenting interest owner should he afforded !
! the opportunity to object to the actual well costs kut that actual '
. well costs should be adopted as the reasonable well costs in the
abgence of such objaction.

(10) That following determination of reasonable well costs,
&ny non~consenting working interest owner who has paid his sharxe
of estimated costs should pay to the operator any amcunt that reason-
able well costs exceed estimated wsll costs and ghould receive from
the oparator any amount that paid estimated well costs exceed reason~

able well costs.

(11) 7That $1050.00 per month while drilling and $200.00 per
month whilas producing gshould be fixed as reasonable charges for
supervision (combined fixed rates); that tha operator should bhe
authorized to withhold from production the proportionate share of
such supervision charges attributable to each non-consenting working R
interest, and in addition thereto, the operator sghould be authorired
to withhold from production ths proporticnate share of actual expendi-
tures required for operating the subject well, not in excess of what
are reasonable, attributable to each non-congenting working interest.

b ervcr

~ {12) That all proceeds from production from the subjact well
e D ' C s _ i which are not disbursed for any reason should be placed in esorow
o . i to be paid to the true owner thereof upon demand and proof of ownexship.

N

IT IS THEREFORE ORDERED:

_ (1) That all mineral interests, whatever they may be, in thae _
! Dakota formation underlying the /2 of Section 28, Township 28 North,

Range 8 West, NMPM, Basin-Dakota Pool, San Juan County, New Mexico, i
o are hereby pooled to form a standaxd 320-acre gas spacing and proration -
' unit to be dedicated to a well drilled at a standard location thereon.

(2) That Koch Exploration Company is hereby dqsignated the operator
of the subject well and unit. . ‘

~(3) That within 90 days after the effective date of t.his order,
the operator shall furnieh the Division and each known working intereat
owner in tha subject unit an itemized schedule of estimated well costs.

T b e A A T 8552 S e ¥t

P (4) “That within 30 days from the date the schedule of estimated -
well costs is furnished to him, any non-consenting working interest
owner shall have the right to pay his zhare of estimated well costs to
the operator in liew of 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 above shall remain liable for operating costs

but shall not be liable for risk charges.
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{5) That the operator shall furnish the Diviasion and each
known working interxest owner an itemized schedule of actual well
costs within 45 days after entry of this order; that ‘f no ohjection
to the actual well costs is received by the Division:andithe Division
has not objected within 45 days following racoipt of sajid schedule,
the actual well costs shall be the reasonable well costs) provided
however, that if there is an objection to actual well costs within
sald 45-day period the Division will detexmine reasonable well costs
after public notice and hearing.

{6) That within 60 days following determination of reasonable
well costs, any non-congenting working interest cwner who has paid

. his share of aestimated costs in advarnce as provided above shall pay

to the on=erator his pro rata share of the amount that reasonable well
costs a'xoeed estimatad well costs and shall receive from the operatoxr
his pro rxata shara cf the amount that estimated well costs exceed
reasonable well costs.

{7) That the operator is heraeby authorized to v;ithhold the

following costs and charges from produstions

{A) The pro rata shara of reagonable well costs
attributable to each non-consanting working
interest ownex who has not paid his share of
estimated well costs within 30 days frxom the
date the schedule of estimated well costs 1is
furnished to him,

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

. dxilling of the well, 200 percent of the pro -
rata share of reasonable well costs attxibu-
table to each non-consenting working interest
owner who has not paid his share of estimated -
well costs within 30 days from the data the
schedule of estimated well costs is furnisned
to him- ’

(8) That the operator shall distributc sald costs and charges
w:l.thheld ftom production to the parties’ who advanced the well costs.

(9) That $1050.00 per month while drilling and $200,00 per
month while producing are hereby fixed as reasonable charges for super-
vision (combined fixed rates); that the operator is hereby authorized
to withhold from production the proporticnate share of Ssuch supexvision
chaxges attributable to each non-consenting working interest, and in
addition thereto, the operator is hereby authorized to withhold from
production the proportionate share of actual expenditures required for
operating such well, not in excess of what are reasonablc, attributable
to each non-consenting work:lng int:erest.

(10) That any unsevetgd mineral interest shall be considered a
seven-eighths (7/8) working interest and a one-eighth (1/8) royalty
interest for the purpose of allocating costs and charges under the

- terms of this order.

]
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{11) I'I‘hat. any well costs ox charges which are to be paid

out of production shall be withheld only f£rom the working interest's |
: share of production, and no costs or charges shall be withhaeld from -
1 production attributable to royalty interasts. S

iy (12) That all proceeds from production from the subject

well wvhich are not disbursed for any reason.shall immediately ba

5 placed in escrow in San Juan County, New Mexico, to be paid to the

true ownexr thexeof upon demand and proof of ownership; that the opsrator
! ghall notify the Division of the name and address of said escrow agent
within 30 days from the date of first deposit with said sscrow agent.

(13) That jurisdiction of this cauze is retained for the entxry

of such further orders as the Division may deem necessary. .
i DONE &t Santa Fe, New Mexico, on the day and year hexeinabove
§ designated
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New Mexico.

MR, ETAMETS: We'll call now:Case 7129,

MR. PEARCE: Application of Koch Explor-
ation Company for compulsory pooling, San Juan County, New
Mexico.

MR. CARR: May it please the Examiner,
my name is William F. Carr, with the law firm Campbell, Bérd,
& Black, P. A., of Santa Fe, appearing on behalf of the appli#
cant.

I have two witnesses who need to be
SWOorh.

Initially.i would request that this case
be consolidated for purposes of the hearing with Case 7169.
-These involve the same lease; tﬁeyfre contiguous, if it is
contiguous, corner to corner. They involve exactly the same-
ownership in question and the same parties are béing‘pOOIed,
and for that reason, we request consolidation. |

MR. STAMETS: Let's call that second
case and we will consolidate those for purposes of testimqny.

MR, PEARCE: The. application of Koch

Exploration Company for compulsory pocling, San Juan County,

{(Witnesses sworn.)
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BY MR. CARR:

DAVID D. FRIEND
BEING called as a witness and being duly sworn upon his oath,

testified as folloWs, to~wit:

DIRECT EXAMINATION

0 Will you state your full name and place

of residence?

a. David b. Friend, 2327 Ventoso, Wichita,
Kansas.

.Q Mr. Priend, by whom are you employed
and in what capacity?

I am a consulting enéineer. I'ﬁ repre-
senting Koch Ekploration at this hearing.

Q. Have you previoysly testified before
this Commission or one of its examiners ana had your credern~-
tials accepted and~made”a'matter of record?

A. Yes, i have.

) Are you familiar with the applicatioﬁs
bf‘Koch in these cases and the subjéct proration units?

A. Yes,

Mﬁ. CARR: Are the witness' qu§1ifica~
tions acceptable?

MR. STAMETS: They are.

(v4
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- against the lease.

f-fiék,"hot a dry hole Fisk, but the quality of the reservoir

5

0 Mr. Friend, will you briefly staté what
Koch seeks with this application?

A A ‘Koghvseéksycémpulsdrv‘pooliné of £wo
standard proration units with 200 percent risk penalty and
for Koch to be designated as the operator of the units.

0. Will you please refer to what has been
marked for identification as Koch Exhibit Number One, identif#
this, and explain to Mr. Stamets whét it shows? |

A Exhibit Number One shows £he Pryden
lease and the two proration uniﬁs which we would like to
force pool. ﬂlf also shows ﬁhe owhership that Koch Industries‘
owns 7/8ths of these leases. The ofher 1/8th, it's really

not known who owns it at this time. There is a 1/8th royaltyw

The map also shows initial potential
for the various wells in the area.

It shows that, Say, Section 20,_Section~
21, the wells in the northern p§r£ of Section 21, the wells
do havejgoodninitial potentials, but move on down into the
area of the Drfden leases, the IP is quite a bit smaller.

8o this is an area where there is some

is something unknown.

0 ‘ Mr. Friend, are these subject proration




1 6
2 units standard spacing units for the Dakota formation?
3 A. : Yes; they are, they're 320-acre spacing
g 4 units:
5 0. And are both of these proposed:wells to
6 be drilled cr being driiled at orthodox locations?
7 A Yes, the Dryden Well No. 1, whichris
8 shown on the exhibit, is 800 feet from the north section
9 ~line, it's 840’feet from the west section 1inek.on the -- in
‘ 10 the north half of Section 28.
| 11 | \ Dryden Well No. 2 is 1100 feet from the
12 west section line, 1800 feet froﬁ %he south section line, in
: 13 | Section 22. .
;; 14 | i 0. What is the status of eéch of the Pryden

18 wells?

T et L o &

'16‘ A The wells have been drilled. They are
§ 17 completed and they might be on today. They had not been
% 18 | hooked up last week, but they should go on line in a matter

! 19 of days.

g 20 0 | ‘And it is your téstimohy that Koch owns

% 21 7/8ths of the wells, with 1/8th of the ownership in dispute.

% 22 : - | Yes, that'é»rigﬁé.

3 ‘ 0 ' Will you now refer to what has been 3
é 4 v?mérked as Koch EXhibit‘Two and review this for the Examiner?:

o 25 e Exhibit Two shows the immediate offset

U S S




1 7
y to the Dnyden lease. ‘It shows the completion date of the
3 various wells. Again the initial potential is shown, the
% 4 cumulative production to June the 1st, 1981, and the May,
] 5 1981, producing rate.
6 The exhibit shows that most of the
7 development in the area has been since 1978, possibly due to
8 the higlier gas prices, and for this reason there is not a lot.
9 of production history available. The wells which have been E
10 completed several years ago, such as»the McHugh »~ Hardy No. 5
11 completed in 1968, had initial potential of 4731 and produced
12 in excess of 800,000 Mcf, and is still a géod well.
o 13\ However, the Lively No. 2 also is another
§ 14' good well, had initial potential of in excess of 40,000.
; 15 The Lively 2-E does not appeaf to Le
? - 16 that ‘good a well, had an initial potential, low potential, of

s ’ 17 2621 Mcf a day.

18 The two bottom wells shown on this

§ 19 |  exhibit, the Xoch wells, the Dryden No. 2 had initial potentijl

P 20 {  of 684; the Dryden No. 1 of 1930.

zf 5&: . g - 2 o So is it fair to characterize this
% 22 ~exhibit as showing thére:is"a substénfiél amou%t of‘variatiOh‘
§ - 2 [ in the initial potential aﬂ&fprbdﬁéﬁiéh'féiésvffom the weilsv
. ‘ ; . ,
> E 2% k‘in the area?
o 25 | A Yes, it does.
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~ date 7+~ initial sales date will be September the 1st.

‘to drill the well.

in that category include the cost of supérvision while

8
Q. | Will you now refer to Koch Exhigit 3 and
review this for the Examiner?
A. Exhibit Number Three shows the pertinent
Qell data for the Dryden No. 1 and Dryden No. 2, the first
page being the Dryden No. 1.
The spud date was in January, 1981, and

it was completed in February in '81, and anticipatcd'sales

Other economic parameters is a gas price
of about $2.50 an Mcf, operating costs of about' $550 per
month. ‘The cost to drill and complete this well was $523,921.
This price is, this cost is much lower than would normally be
expected. While drilling the well Koch encountered an oil
flow at about 5700 feet. They were drilling with gas at the
time énd as a result the drill pipe was stuck. They did have

a fishing job. They had to mud up. They had a high expense

The Dryden No. 2 well cosf waé $389,682,
which is more in line with what bne would_expeét when drilling
éHWell. The other economic parameters are the same.

0. | Mr. Friend, when we look at the category,

cost to drill and complete the well, would the figure after -—-

drilling the well?
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A, Yes, it would be included.

0. Have you made an estimate of the cost to
"be assessed for_supervision of each of these wells?

A It is included in this cost that we have
given and not a »~-

0. And that is the monthly figure of $550
- per month?

A, Yes, it is,

0. And is that figure in line with what is
being charged by other oberatOrs in the ar=za?

A. Yes, it is.

0. How was that figure-derived?

A It was derived by taking the actual

‘6f other wells operated by people that Koch has’ an interest

R R o8

operating ekpenses from a number of wells that Koch operates,
which I feel will be similar to these, and including estimated

overhead costs, and this was compared with the actual cost

in. Now this cost will include'compreésion, if required,
cleaning out; all work which has to be done on the well.
| 0 | | Are.greater monthly amounts béing chafged
ﬁy other operators in the area?
A | Yes, they are.

0 Will you now refer to what has been markegd

for identification as Bxhibit Four and review this?
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‘has taken the risk to drill. And by no penalty I'm assumingvﬁ

10
A Exhibit Number Four is sort of a summary

of economic data with no penalty for the two wells that Koch

that Koch will recoup their money and then' the 1/8th will
revert away from Koch.

The Dryden No. 1 Well will have net

. reserves of 286 MMCF, a revenue to the net interest of $715,00

Operating expense will be approximately $133,000. The in-~
vestment to drill and éomplete was $524,000. The cash flow
to Koch before income tax will. be $58<000. After Federal
income tax, $31,000.

The discognted cash flow at 21 bercent
wﬁiéh is prime at the time the wells were spudded, plus one
percent, will be a -225,000 before tax, -172,000 after tax,
rate of return, that's discounted cash flow rate of return,
of 2.6 before tax, 2 peréeht after tax.

A‘ Dryden Well No. 2 will have net reserves
of 635,000 MCF, revenue to the net interest of $1,587,000,
operating expense $189,000. The investment was approximately
$390,000. The cash flow before tax would be $1,000,008 and
after tax it's reduced to $544,000.

| The cash flow discounted 21 percent
will be $115,000 befoz_;e tax, $18,000 after tax. The rate of

return before Federal income tax will be 30.4 percent and 21

0.
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‘however total of No. 1 and 2 is given in the next column and
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11
percént after Federal income tax.

The Dryden No. 2 economics are (inaudiblel)

it would show that the cash flow before income tax would be
$1,066,000. After Federal income tax, $576,000, and discounteld
21 percent, that is, it'will be a minus $110,000 béfovre

Federal inco_me' tax,‘ a minus $154,000 after Pederal income

tax.
The composite rate of return will be

16.8 percent before Federal tax, and 13 percent after.

These really are not acceptable econonics,

not for Koch.

0 Mr. Friend, are you prepared to make a
recommendation to the‘Examiner as to any risk penélty‘" factor
that should be assessed against any interest v\;hich does not
participate in this ---in the drilling of these wells?

A KV‘I feel that the maximum penalty should
be assessed.

| 0 And upon what do you baseAt"his reCofnmend—
ation?

A vWell, Koch tried to have the issue
sett'led’be‘fo\re théy drilled the welis.‘ They did také a risk
inrdr'i’lling in an area of unknown reservoir quantity, plus

the mechanical rxisk which evolves with any well, so I feel
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that they are entitled to a fair rate of return on their in-

2
3 vestment.
4 o And is it fair to cCharacterize these wellls
S as being of marginal economic quality? |
6 A, Yes. The total of the two wells together
7 are certainly marginal. ?
8 0 Does Koch ask to designated operator of
.9 the wells? .
10 1 A ‘ Yes, we do ask to be designated as
11 operator.
A . - é 12 | : 0 And will Koch have another witness who
/i\ 13 | will -testify as to title matters and efforts to obtain joindey
14 of the 1/8th interést in this effort?
; 115 : A, Yes, they will.
§ 16 ‘ 0. - In your opinion will,érénting this
” § 17‘ application be in the best interest of conservation, the :
é 18 | prevention of waste, and the protection of correlative rights? :
19 A Yes, they will. %
: 20 | 1) Were Exhibits One thirough Four p;epared é
g 21 by you or under your direction and supervision? j
% 2 | ‘A - Yes, they were. ;
ké 23 | | MR. CARR: At this time, Mr. Stamets, :?
{ .
i - 4 we would offer Exhibits One through Four. }
/ 25 ; | MR. STAMETS: These exhibits will be

2N
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admitted,.

CROSS EXAMINATION
BY MR. STAMETS:

0 Mr.. Friend, on Exhibit Number Three,
down at the bottom it appears as though an estimated ultimate
recovery of 334-billion cubic feet of gas is shown?

A, Okay, I am sorr&, that should be 334,

decimal point, 334.516.

0. All right, thank you.
A, And the same thing on the next page.
0 All right, however;‘fhdse two figures,

neither one correspond to the-figures shown in Exhibit Numbexr
Four. Why is that?
A. Exhibit Number Four would be Koch's net

after 'giving up the 1/8th.

0 - Okay.
A Plus -~ plus taking out royalty.
0 All right. Now, in discussing the $550

a month operating cost, I'm not certain we're talking about
the same thing there as the rates that we normally put in the

order as combined fixed rates.

Do you have any -- have you entered into

any operating agreements recently that call for a $550 a montk

-
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overhead charge?
A. " No, but the operating agreement would
include thc expenses plus the overhead charge.
0. Okéy, those are two different things.

One, the expenses can be charged against production on a
monthly basis, but the overhead charge is -- is a different

charge, ycu know.

A I understand.
0. And that represents Koch's overhead in
operating, and so I need -- what I would like to have, if

you don't have it with you today, is a copy of a recent Koch
operatiﬁg agreement which would show what you are charging,
dr one that you've entered into voluntari“]’,y"fecent],y, which.
would would indicate a fair rate of return -- or’ fair chargés
for overhead.
A We can provide that.
"Q Okay, would you like to provide that
subsequent to the hearing? | |
A - Well -~
MR. CARR: We may have it, Mr. Stamets.
We'll offer testimony with Mr, Buettner that I’think will
correct that. |
Mﬁ, STAMETS: Okay, very good.

0. Looking at Exhibit Number Four, it would
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appear as though there is a substantial risk that that well
will ever pay out. I'm talking about the Dryden No. 1.

A. There is.

0 And Dryden No. 2, that one looks like
a sure payout.

A, Yes. That No. 2 has good economics.

0 Now, it would apﬁearito me as though
Koch has taken on substantial risk already in drilling these
wells before getting any compulsory pooling for it.

A, } Well, it was done in good faith and
perhaps some later testimony will -- will explain that.

Yes, they took a risk.

0 and essentially you pretty’weli know
where you're going to stand on these two wells as far as pay
out is céhcefned. |

A " Well, we hope.

MR. STAMETS: ALl fight. Any other

questions of this witness? Mrx. Chavez?

QUESTIONS BY MR. CHAVEZ:

| 0 . Mr. Ffiend, does the revenue that is
shown on”Ekhibi£’NUmber’Féur, does that include %he:adju§t_
ment for increase in gas pricés under Section 103?N.G;P.A.?

A No, ‘it does not include'ié. It does
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2 not include an escalation; neither are the operating costs

3 "escalated. I believe that will be determined more by infla-

4 tion, and again, our policy -- our policy they do_not esca-

5 late brices, and when it's as unknovn as it is now, I don't

6 | really feel that it is wise tc escalate prices.

7 0. Why is that?

8 A, The gas price went up -1 may‘bé off

9 |' about it, but $2.48, approximately; from there, $2.50. fhe
‘ 10 next increase‘was to $2.51. 5o I'm not sure what has happehed

1 in the past is going to cqntinue in the future, because the

12 rate of increase in prices is going down, we had it two cents.
: 13 in one mohth, to about one cent, and if inflation is controlldd
§ 14 there would not be additional increases. |
$ 15 MR. CHAVEZ: That's all I have.
? 16 _MR. STAMETS: Any other questions of
é 17 this witness? He may be excused. |
§ 18 | MR. CARR: I would call Mr. Buettner.
19 ) |
2 ROBERT D. BUETTNER
é 21 béihg’calledAas a witne;s and being duly sworn ﬁpon his;oatb{
é 22 teétifiedjas follows, to-wit: - S

i s b s e R e 6
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for Koch Exploration Company, a wholly owned subsidiary of

‘degree from Cincinnati in 1973,

17
DIRECT EXAMINATION

BY MR. CARR:

0. \ Will you state ?our full name and place
of residence.

A - My name is Robert Douglas Bueitner. 1
reside at 15027 Castlé'Drive, Wichita, Kansas.

0. By whom are you employed and in what
capacity?

a. I am employed as Secretary and Attorney

o~

Koch Ind&étries, Incorporated.

Q Mr. Buettﬁer, have you previously testi-
fied befdré this Commission or one ofifts Examinefs and had
your credentials made a matterof record?

A I have not.

0 ~° Will you briefly summarize ydur.educa-
tional background and your WOrkFexperienée?

A I graduated with a Bachélor of Arts from|
the‘College of Wofchester in Worchester, Ohio, in 1969, with
a major in geology; subsequently did}graduate work‘ihvgeology

at the University of Cincinnati, and obtained a Juris Doctorate

I was thereafter admitted to the practice

of law in the States of Ohio, Tllinois, MiC{higan, and Kansas
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i 2 And I have previously appeared before
3 administrative tribunals, which, 1like this one, administer
4 the 0il and gas conservation laws in the States of Colofado,
§ | Illinois, Michigan, North Dakota, South Dakota, Utah, and
6 | Wyoming.
-7 Through the period since 1973-i have
8 been employed as an attérney for Marathon 0il Company, for
9 American Natural Resources Company, and since February, 1980,
10 with Koch Industries in the capacities that I've describgd;
11 In my position with Koch my professional
12 'responsibilities include the negotiation, drafting, and review,
B 13 of title status and joint operations documents for wells that‘
i 14 Koch participates in. .
15 0. Were you responsible for aftémptiyg to
! 16 Nbbtain voiuntary joindér\inAthe subjeéﬁ Qells?by all working
17: interest owners in the subjecﬁ spaéing units?
| 18 A I was.
| 19 0 Are you familiar with the applications
¥ é 20 filed for Koch in each of these cases?
) 21 A I am.
% 22 0 Aré'you‘familiar with the status of thé‘
§ 23 vafiSﬁsvwells? On these units? o |
% - 24 A Yes, I am,
’ g, et 25 . MR. CARR: Is Mr. Buettner qualified to
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from the Koch file designation in the upper righthand corner

garding the Koch No. 2 Dryden Well. 1It, the letter enclosed

19
testify in this matter?
MR, STAMETS:>»The witness is considered
qualified.

0 Mr. Buettner, woﬁld you please refef to
what has been marked for identification as Koch Exhibi£ Numbenr
Five, and explain to Mr. Stamets what this is and what it
shows?

A : That exhibit is a copy, which I recognizq

of it, of a letter dated February 20th, 1980, addressed to
Reserve 0Oil, Incorporated, from the land manager of Koch Ex-

ploration Company, which concerns a.ﬁoint well proposal re-

with %t two copies of the joiﬁt‘operating agfeement and
éﬁthorization gor expendifgre, and a cépy of‘the prognosis
and well érogram regarding that well.

 This was the first approach that KocH
made to Getty -- or to the company which was' subsequently
mergeé intd'Getty, and it was made about éleven months'befqre
the first well was spudded. |

. I'1ll point out,;as wiil become apparent
f;om the next exhibit that we ge£ to,rfhgfgthé-Afﬁ<on4£ﬁé£;>h

well, the AFE which is attached to this exhibit, is the AFE

for fhe Dryden No. 1 Well, which was returned by -- stampéd
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. authori'zation of the AFEs on the basis that they could not

20
Getty Reserve 0Oil Company, Inc., and it was indeed executed
bv a representative of Getty Reserve.
0 Will you now refer to Exhibit Number Six
and review this?
A ' Exhibit Number Six, which I recognize
from the fiie stamp in‘the upper righthand corner as being a
business record of Koch Industries, is a copy of a letter
from Getty Oil Company addressed to Koch Exploration Company
and dated May 29th, 1980.
It concerns the Dryden No. 1 aﬁd Dryden
No. 2 Wells and it states that -- that it coﬁtains ~~-and re-
turned with it are copies, executed copies, of the AFE s.ubk-

T AT TN S P I
nNOCIE L0 LELLY »

mitted by
Subsequent to» the time that that -- that

thatletter was received, and of uééﬁrs‘ei,'“t*h’é'tr:ﬂléﬂgt':ér was re-

ceived after -- after our submittal to Getty, the’ joint oper-

atin‘é agreements were not in'fact returned. In fact, we werc

tty 0Oil

(o]

subsequently contacted by a land representative of G

and he stated at that time that Getty was revoking its

confirm that Getty had title to the 1/8th interest in questio .

Accordingly, Koch scheduled the forced

pooling causes, which have finally come on for :-hearing tc;day.

Getty then orally contacted our land re-
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- 2 presentatives again and asked that those causes be continued
3 so that they might further examine their title records to da--
4 | ‘termine whether indeed they did claim title to Eh@—l/Bfﬁ interes£
S in question.
6 And Koch made a response which is re-
7 flected in our next exhibit.
8 0. That is Exhibit Seven and it includes
9 two documents which are put together.
10 A Exhibit Seven, which I also recognize as
11 being a business record of Koch based on the file stamps that
12; are on it, is a letter dated February 18th, 1981, addfessed
3 ‘f? 13 to Getty Reserve 0il, Inc., Care of Getty 0il Company, related
| ; 14 | to the Dryden No. 1 and Dryden No. 2 Wells, and it's a letter
é is which I wrdte, and it transmité to Getty the 1etter‘agreement,
% 16 a joiﬁt - twoMjoint operating agreemenfs, and authorizations
?’ 17 of expenditures_covering the Dryden No. l'and‘bryden No. 2
; 18 Wells.
? ‘ 19 Referring to the letter agreement, which
; o 20 . is the second -- which is the second, third, and fOurthfpagé$'~ f
21 of that, of the exhibit, the second page of thatlletter réally
2 cOntains the guts of the agreement which we thought we hagd
23| 4 oral approval from Getty On when we sent it out to them. |
i 24 ‘ Specifically, the arrangement which we
? 25 had reached with GEtty, and I point out that Ehis arrangemehﬁ

5
i
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~of spud of the respective wells. If Getty did not approve

and Koch would -- would come in for a forced pooling before

B %

22
this letter is dated February 18th, 1981, and in fact, the
second'Drydén well was completéd on the 19th of February,
1981, so the well had already been drilled at this time, Getty
had agreed that they\would execute ana return to Koch their
joint operating agreements and AFEs which were attached to
the letter. A

Koch was then to bill Getty for its share
of its drilling expenses in accord with‘theif join£ operating
ageémént.

The billings were to include interes: at

the rate provided for in the operating agreement from the date

title to the wells by payment in full of all of those billings
within six months of the date of the Spuddiﬁg’of the Dryden

Well No. 2, then Exhibits One and Two would be null and void

this Commission, and in the interim Koch was to continue its
forced pooling process. § 5

To date Koch has billed Getty, and inci-
denta;ly, there's ‘another provision in here that in the
event that Getty did‘hot pay its billings that we sent to
them, then théywwbﬁid h6t dépOSé‘Ué“ih.force pboling'heafiﬁg;

Which was to take place after that.

In fact, Getty never actually executed
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19

23
and returned this agreement. In fact, we've had no further
contact with GEtty since that timé.

-Koch has invoiced Getty.‘ Getty has not
paid any of these invoices. Koch has honored its proposal
and the six months have passed since the spudding of the
second Dryden well; and now Koch would ask that it be put in
the position which it thought it was going to be in when it
spudded those wells.

I do note that as far as I know Getty is
not here today and they're honcring the spirit, I guess, if
not the' letter of this agreement. R
0. Attached, I believe, is an operating

~

agreement.

A That's correct, and if I may, I'll just

:gb right‘back to the COPAS accounting procedure which is at-

tached as Exhibit C to each of those agreements and to get to
the quéétion‘oh operating expenses and 0verhead,"the~numbers

which we'd originally proposed to CGetty and which were ac-

" tually reflective of the kind ofAcharges that we're making,

‘cali for an overhead producing well rate of $200 per month,

and Mr. Friend's estimates, of course, added to that actual

operating expéenses, and under those circumstances I believe

'Mr. Friend was making allowance for overhead of only about

$150 a month and we'd actuaily propoéed, and we thought we
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 with upper case letters and parenthetical (B) provides 200
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24
had an agreement witﬁ Getty for substantially more than that,
for $200 a month.

MR. STAMETS: Does this agreement providé
for a risk factor?

A It does provide for operations by less
than all parties and ~-
-~ MR. STAQETS: whefe is that shown?
A, . Okay, that is shown on page five of the
joint operating égreement.

And I'll ~- and that would proéide, in
the case of wells other than the subject well, that is, the
first well'to be dri;led, for a penélty of 200 percent.

MR, STAMETS: Where is that shown?

A Okay, we're looking at -- on page five

at the boﬁtom of that page there are two ﬁéfagféphs 1ét£éreﬁwﬂ;

pergent of that portion approximate expenses of drilling, re-
working, et cetera, et cetera.
| MR. STAMETS: Okay, maybe I'm looking at
the wrong paQeAfive. ”
A Okay, page five of the joint operating
agreement itself and not of the accounting procedure.
MR. STAMETS:- Okay.

0. Mr. Buettner, I airect~yOUr_attentiOn‘nOﬁ
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by Getty 0Oil Company, of both letters and both --

25

to what has been marked for identification as Koch Exhibi£
Number Eight and ask if you would just identify those?

A I(éch E;:hibit Numbex Eigh£ is a -1etteg to
Getty 0il Company. It is certified mail, return reCeipt-re-
quested letter, and it advises that -- it advises that it
encloses a copy of the docket for the hearing scheduled for
August 26, 1981, and states that Getty may have an intérest
that will be affected by the above referenced cause.

0. And do we have evidence that the letters
were in fact receiﬁed? |

a. I am holding here twﬁo certified mail

return receipts showing delivéf‘y -of this, or receipt of this

0. ‘Exhibit Eight contains a number of identi- .
cal letters. They're addresses also to Rock Hill 0il Company

Could you tell us who this Rock Hill 0il Company is?
A, Rock Hill Oil Company is appa'frent'ly'a Al

predecessor in title of Getty, of the 'Ge'fty Reserve inte“re’st.
0. Ts that what your title data indicated?.
A Our title data indicated Rock Hill. our

people were aware outside the chain of title of the subsequent
acquisition, apparent in our view, acquisition by Getty ‘of

those interests. Getty no longer claims those inﬁerests. :

o And so that's the status to your knowledge "

S
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' 2 of the 1/8th interest which is not committed to these wells?
3 A That is correct.
4 bg Koch filed an application to seek pooling
5 of these lands prior-to the drilling of these wells, is that
6 correct?
7 A, -~ I'm not sure what the initial filing ~~
8 what the date of the initial filin§ was.
9 0. Approximatelyrsix months ago, in any
10 |  event?
11 A. Yes, that's right.
; 12 0 And the wells have not produced to date? ‘é
;{ £ 13 A That's correct. | k
% 14 0. And the continuances were as a result
g 15 of agreements with’'Getty? s
¢ 16 A They were the results of oral under-
17 standings. I acﬂ't know if I can identify those as agreemént$
: 18 fin‘a 1¢gai sense or not.
19 e What will be done with the 1/8th sum
g 20 that will not be retaineé by Koch? |
‘ Jj‘ .21 A That will =—r
‘% 22 Q. | That portion of the proceeds?
é o 23 | / ) ' A That wiil, the gas purqhaser will bék :
% e, _ 24 | nholding that in Suséense. R :
&_"&W/ - 25 , 0 | In your opinion*have‘you made a volunta%r  €
{ !
o 5 .
i ( ] N
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pafed by you?

" BY MR. STAMETS:

27
effort to resolve this problem and obtain the voluntary joinde
of all the working interest in each of these tracts?

A | Very definitely.

0. Were Exhibits Five, 8ix, and Seven pre-

A ; Yes, they were.

0. ,;”And’ﬁxhibit Eight is é list of ietters
that were prepared giving noticekof this hearigé, is tﬁat :
correct?

A} | Tbat!s correéct.

MR. CARR: At this time, Mr. Stamets, we
would offer Koch Exhibits Five, Six, Seven, and Eight,
| MR. STAMETS: These exhibits will be ad*‘
mitted.
MR. CARR: I have nothing further on

direct.
CROSS EXAMINATION

0 Mr. Buettner, is there still a Rock Hill
0il Company?
‘A  Not to my knowledge.

0. Do you have any opinion or have you re~

)

searched this situation to détermine who the owner of interest °
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B 2 ‘might be if Getty is not the owner of interest?
3 A If Getty is not, no, we keep on coming
4 up with Getty.
5 They épparently don't want this tract.
6 I should‘say we have had a title opinion prepared on this, and
7 as I say, as nearly as we can discern from our title examina-.
8 tion, the interest would have passed to predecessors inititle-
9 of Getty, the corporate predeceséors of Getty. That's ~- i
; 10 that's what we come up with.
| ? 11 0. Getty has told you, I présume; that they
i § 12 think Rock Hill 0il Company is. |

§

‘b

(7]
fo -

They've told us that they don't have

| 14 the foggiest notion. They only say that -- that Getty does
15 not. )
16 MR. STAMETS: Any other questions of -
17 this witness?
18 MR. CARR: I do want to make one very
19 brief comments, and it will be brief. N
‘ 20 MR. STAMETS: The witness-may_be excused
2 MR. CARR: Mr. Stamets, I think it's
’ 22 important to note that although. Koch now, knows where they
; ,23 ““gtand in regard to payout, Getty or anyone else who might )
% — 247‘, have an interest in this would also know at this time what the
i L Sy o . . i < - R
: : 25 | wells are capable of producing. I think the economics are
i
ok l; ) R o o 5 ’ - - . Av;“
4
. )

RASN
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29
marginal. I wouldn't suggest that they're going tou rush and
try and jump in and participate.

But the fact that the wells have been
drilled and are in their present status, we submit, should
not preclude the assessment of a risk factor against that
1/8th interest because I believe the statute is clear, it
says that you can pool the lands and that the order may provige
for a risk factor, and we believe that the normal standards
apply'and an ‘assessment of a risk factor are supplied by the
appropriate method.. -

MR. STAMETS: The hearing is adjourned.

(Hearing concluded.)
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Mexico.

MR. NUTTER: Call now Case 7129.

MR; PADILLA: Application of Koch Explor-
ation Company for compulSory,pooling, San Juanyébunty, New
Mexico.

AMR. NUTTER: And also Case 7169.

MR. PADILLA: Application of Koch Explor-

ation Company for compulsry pooling, San Juan County, New

MR. NUTTER: Xoch Exploration has re-

quested continuance in these cases.

Cases Numbers 7129 and 7169 will be con--
tinued to the Examiner Hearihg scheduled to be held at this

same place at 9:00 o'clock a. m, August 26th,:1981.

(Hearing concluded. j




MR MDA 3 AL rln ) A Skt S e

y

:%wj

10
11

12

16
17
18
19

20

21

22

23
24

25

CERTIFICATE

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

is a full, true, and complete record of the hearing, prepared
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DRYDEN LEASE OFFSET WELL DATA
) T28N R8W .
SEN JUAN €O, NEW MEXICO

| COMP INITIAL
OPERATOR LEASE HOQbHHOZ DATE POT. MCF/D

Tenneco No. 3 Bolack SW/L Sec., 20 12-79 2264
Tenneco No. 1 Gooch /L4 Sec. 20 5-79 4367
Tenneco No. 1 Tapp SW/ L mwo. 21 7-79 678 OF
Lively Zxploration  No. 2 wively NW/4 Sec, 21 p-n% 4001
Lively Exploraticn No. 2E Lively NE/L Sec, 21 2-81~ mmmﬂ
Hosvmno Neo 3 Tapp NE/4 Sec. 22 2~80 3120
Tenneco No. 1 Russell Com  Si/4 Sec. 25  11-79 26143

Je P. McHug No. 5 Hardie SE/L Sec. 23 5-68 4731

Je P. Helug No. 5% Hardie NB/4 Sec. 23 6-81 34l
Tenneco ‘ 20. 1 Story D S/l Sec., 26 12-66 .Mwwwu

Je P. McHugh No, 1 Florance N/ 4 Sec, 26 6-68 2219
Lively Zxploration No, 1 Lively SE/4 wmm. a7 12=72 1949
Tenneco No. 2 Story D NE/L Sec. 27 6-80 mr¢w
Tenneco No. 1 Dryden SW/l Sec, 28 1-67 3944
Tenneco No. 1 Bolack SU/L Sec. 29 6~78 1999
Tenneco No. 2 Gooch ‘%M\y mmo.;m@ 10-79 L4012
Koch Tnd, No. 2 Drydex SU/b Sec. 22 2.8 6814,
Koch Ind, No. 1 Dryden Ni/h Secs 28 oy 1930
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A

CUM .PROD,
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IO 6/1/81 MCF Mwwwujmmm

 1pgia 2928
35374l 1380
151666 5852
676259 2390
18618 .gmq_m
86192 4553
85009 3342
809091 2394

0 | o
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234868 1133
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DRYDZH NO, 1

WELI, AND COST DATA

Spud Date:

Completidn Date:

Anticipated Date of Initial Sales:
Lxpected Gas Price:

Ixvected Operating Costs:

Costvto Drill & Complete:

Royalty:

BEst. Ult, Prod., MMCF

D
-1

| Submitted bym

Feb, 12, 1981

Sept. 1, 1981
$2.,50/MCr
$550/1o,
$523,921

1/8

~33%§16

BEFORE EXAMINER STAMETS
OIL CONSERVATION DIVISION

Heest EXHIBIT NO. 7B
CASE NO. 7129+ 1 6T

. Hearing Date




| DRYDEN KO, 2
YWELI, AND COST DATA

Spud Date: Feb., 2, 1981
Compléetion Date: Feb. 19, 1981

Anticipated Date of Initial Sales: Sept. 1, 1981

Expected Gas Price: > 2. 50/MCF
. o | o Expected Operating Costs: $#550/ Mo,
| . Cost to Drill & Complete: $389,682
) Royalty: ’ 1/8

Est. Ult.” Prod., MMCF 803607




SUMMARY OF ECONOMIC DATA
NO PENALTY
KOCH "INDUSTRIES DRYDEN Luﬂohb

i _ AN JUAN CO, HiEW MEAICO

DRYDEN DRYDEN
‘ o, 1. No, 2 TOTAL
’ g Het Reserves, MUCF 286 635 921
- | Revenue to et Interest, M § 715 - 1587 ~ 2302
| | Operating Expense, M 4 133 189 322
, Investment, M $ 524 390 914
\ Cash ¥Flow, M §
A Before Fed, Income Tax 58 1008 " 1066
After Fed. Income Tax 31 54t 576
Cash Flow Discounted 21%, M $
Before Fed, Income Tax ~225 115 -110
After Fed, Income Tax =172 18 ~154
Rate of Return, % '
Before Fed. Income Tax 2.6 304k 16.8
After Fed, Income Tax 2,0 - 21,0 13,0

"BEFORE EXAMINER STAMETS |
Oil. CONSERVATION DIVISION 1§
Yeorh  EXHIBIT NO. 1
CASE NO.21128 + 9 _____._

~

“Hearing Date

| Submitted by ERMANY |




- SUMMARY OF ECONOMIC DATA
KOCH INDUSTRIES DRYDEN VELLS
SAN JUAN CO, NEW MEXICO

100 PLRCENT PENALTY - 200 PERCENT PENALTY
DRYDIH DRYDEN DRYDEN DRYDIsH .
NO, 1 NO, 2 TOPAL 110, 1 NO, 2 ‘TOTAL
Net Reserves, MMCF - 29% 655 L8 293 677 969
Revenue to Het Iunterest, M % 732 1638 2570 752 1692 2423
Operating Lxpense, H § 41 192 - 333 | 141 196 338
Investment, M § . 524 %90 ) 914 524 390 914
Cash IMow, M #§ o
Before Fed. Income Tax . 66 1057 1123 66 1105 1172
‘ 'Afterf Fed. Income Tax 36 571 607 %6 597 63%
Cash Flow Discounted 21%, M & | ‘
Before Fed. Income Tax 224 135 -89 o =224 145 " -80
After Ped., Inconc Tax -171 29 ~142 -171 3l ~-137
Rate of Return, % ' :
Before Fed. Income Tax 2.9 32,0 17.7 2.9 3246 18,1
“After Fed. Income Tax 2.2 2he3 13.6 2.2 24,7 13.9
e e A o _
)
A 15,
! T "
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KOCH}-‘:EXHIBIT L

February 20, 1980

Reserve 0il, Inc.

Post Office Box 17609 R

Denver, CO 80217 ! 'v:’?" R R T s
DEE EXAMINER STAMETS

- Attention: Mr. Peter Bosche ( Sl u“u,;Rv TN ””KWON

Division Land Manager
; . g . ‘Dﬁvﬂ ":,k’!,'lf‘;"f' i3 ' s
RE: JOINT WELL PROPOSAL S, e~
KCCH #2 DRYDEN . : 1133 "'-ue‘gm_w e |

S% SEC. 22-T28N-R8W Subinitled by
SAN JUAN COUNTY, NEW MEXICO

[ - e o e . " N ; : ; ; ;
> | . Cc-25-AD, NM--03817 ,‘j Hearing Date.&/_ﬁ!_@[_____

Gentlemen: v TR sl \

Koch Exploration Company hexreby proposes the drilling of a 6,800

Dakota well to be located 1,100' FWL & 1,800' FSIL of Section 28-T28N-R8Y,
San Juan County, New Mexico. Such well will be located on USA 0il

and Gas Lease NM~01386l, such lease being jointly owned by Koch

(87.5%) and Reserve (12.5%) .

In order to facilitate the drilling of this proposed well, we are
enclosing the following:

1. Two copies of Joint Operating Agreement.
2. Two copies of Authorization for Expenditure:
3. One copy of Prognosis'and Well Program.

After your review of the enclosed material, we respectively request
your. execution and return of one copy of both the Joint Operating
Agreement and Authorization for Expenditure. Addiilonally, we
would appreciate your furnlshlng us with four executed Designation
of Operator forms naming Koch Industries, Inc., P. O. Box 2256,
Wichita, Kansas 67201 as Operator of the above-mentioned USA 0il
and Gas Lease for the above-described lands.

If you have any question or desire additional information coﬁcerning
this proposal, please advise the undersigned.

Very truly yours,

KOCH EXPLORATION COMPANY

H. J. Whlsnand
Land Manager

HIW:clf ,
Enc. . ; ) ‘ ‘ >
cc: J. A. Ziser ~ Wichita ’

“ DIVISION OF KOCH INDUSTRIES INC  / BOX 2256, WICHITA, KANSAS 67201 / TELEPHONE 316-832-5237
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{ _OGNOSIS AND WELI, PROGR[ .

KOCH EXPLORATION COMPANY
P, O. Box 2256 -
Wichita, Kansas 67201 DATE__ January 29, 1980

i

OPERATOR: Koch 'Exploration Company
WELL NAME: Dryden No. 2

AREA: Basin/Dakota Field

FOOTAGE LOCATION: 1100' PWL & 1800' FSL  Section 22-T28N-R8W
GRID LOCATION: -

COUNTY & STATE: San Juan County, New Mexico PERMIT NO,:
CONTRACTOR:

ELEVATION: GR 5820° KB 5830'est TD: 6800

--PROGNOSIS - -

1" GEOLOGICAL PROGRAM

"SPECIAL INSTRUCTIONS:

2§ «  ESTIMATED FORMATION TOPS: ,
: Formation ’ Top Subsea Formation = Top Subsea
Ojo Alamo - 1330 4500 Dakota ; _6540 -710
Menefee - 4080 1750 .
Point ' Lookout 4580 1250 . .
Mancos 4800 1030 ‘
Gallup 5670 160 . i
Greenhorn 6420 -590
OBJECTIVES:
- Primary Depth Subsea Secondary Depth = Subsea

Dakota 6540 " -710

CORRELA TION WELLS:
A. Lively Exp Lively No. 2
B. J.P. McHugh Hardice No. 5

--WELL PROGRAM--

SAMPLES: No. of sets:
; Interval to be sampled:

3G' samples irom surface to .
10" samples (rom to ' .
5! samples from E to .
"Special Instructions: '
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‘ gg—)ccial Instructions:

Surface:

DST's: As required to evaluai. sample and tog shows,
mit, ISt
min, Sl o

DST time intervals: - _
: P
CORES:

Core ff IFormation

- Slb\c A
nin,
min.

Ist, Top Footage

LOGS: Type
Gamma Ray ‘Induction Log

Interval to be Logged
Int csg to TD

Int csg to TD

Compensated Neutron Formation Density

DISTRIBUTION OF LOGS, CIHARTS AND REPORTS:

No. of Copies

Company Attention Address Field Final
Koch Exploration C.D. McCormick 1515 Araoahoe', Denver, Co. 80202 1
Koch Exvloration David Friend Box 2256; Wichita, Ks. 67201 2 2
Reserve 0il Co. Robbie Gries Box 17609; Denver, Co. 80217 1 1

U.S.G.S. & N.M. Con Comm.
SUGGESTEDL SERVICES:
Drill Stem Test _ None Planned

Coring I

Core Analysis

Logging

‘Mud Contractor

Other

MUD PROGRA M:

-

Contractor

Mud Properties: Mud up at _

formation, est. depth

0-250' gel-lime slurry

1800-2900' gel-spersene

2900-TD drill w/gas

Unusual Drill i‘nf;’ Conditions:

CASING PROGRAAM:

250" 10-3/4"

2900°* v

Production:  6800' 4-1/2"

e




DAILY REPORTS & NO'I'II-'!C/(" 'ON OFF TES'tS, CORIES OR L( S:
Daily drilling reports will be made to the Wichita office of Kock Exploration Company.

Person in Cha rge:
Name Office Home

David D. Friend ’ ) : 316/832~5595 316/755-2586

Other Company Representatives Requiring Calls: ‘
Condition Name Company Phone
Emergency Vernon Lowe Koch -Exploration 316/267~7546

SPECIAL INSTRUCTIONS TO DRILLING CONTRACTOR:

1. CLEAN SAMPLES are MANDATORY.

2. CALL the WELLSITE GEOLOGIST when a depth of _ is reached.
Name Address Office Phone Home Phone

James K. Folk Route 1, Box 41, Aztec, N.M. 505/334—}3696 505/334-3696

3. DO NOT DRILL BELOW 6000’ _ UNLESS GEOLOGIST IS ON LOCATION.

4. Keep FIVE-FOOT (5') drilling time from surface to . From to TD,
keep ONE-FOOT {1') drilling time.
5. Have DRILLER PICK and report dr‘ill?ing'fin;)e TOP of the formation

(estimated at ).

6. STRAP the DRILL PIPE on the Lrip ncarest and again prior to drilling the
( ). .
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- ‘ - DS 7S Fir AFE No . 605

KOCH INDUSTRIES, INC. ' C-26-AD

AUTIIORTZATION FOR EXPENDITURE

LEASE NAME and WELIL NO. . Dryden Vell HNo. 2

LOCATION Sectien 22-28N-8W ‘ CQUNTY San Juan

FIELD Basin/Daketa STATR New Hexico

Authority Is Requested te Expend $_ 275,691 | , (Koch's part)
for drilling and éompleting Dryden Well No. 1

KOCH W@fking Interest 87.5 KOCH Net Inéerest 76.5625%

Reason for Expenditure: Anticipate ultimate production of approximately 764 MMCF

which will give a reasonablé rate of return in excess of 20%.

Payout 3 years Based on
. Estimated
Particulars Cost
Intang'iblg drilling and completion costs $223,800
Tangible drilling and completion costs 91,275
. g 315,075
PARTICIPANTS
Operatdr: Xoch Exploration Company W.T. 87.5% $ 27’5,6§1
Partner: Reserve 0il Company ' W.I. 12.5% '$ ‘-39‘, 384
Partner: : } W.I. ‘ -8
Partner: L wer. s
o > RS _____1.0000 $ 315,075
Approvals-- KOCH INDUSTRIES, INC..  PARTNERS | '
Approved’ by L 'l’h Caig i ’ - Please indicate your approval by
’ //7 o signing and returning one copy.
Ppproved by _ — 7 . GETTY RESERVE CIL, INC. __
, , Company L ‘
‘ . v et By QW 5 —
Date prepared January 29, ;9go»r , L Date ;S"/p;_./?u ]
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AADPL FORM 610
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25D

MODEL FORM OPERATING AGREEMENT —1956

Non-TFederal Lands

OPERATING AGREEMENT

DATED

20 g
fm@ . ig_?_gj'__’
4&1& of Section € 2 | &

FOR UNIT AREA IN/TOWNSHIP_28 ® North  RANGE 9B West

San_Juan _ COUNT-Y, STATE OF_New Mexico

AMERICAN ASSOCIATION _OF PETROLEUM LANDMEN
APPROVED FORM. s - AAPL NQ. 810
- MAY 'BE ORDERED DIRECTLY FROM THE PUBLISHER
A : . ' KRAFTRILT PRODUCTS; BOX 800, TULSA 74161
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OI’BRI\TIN\‘G AGRHEMEN'&-" 0 %
THIS AGREEMENT, entered into ll)lm,’l;g.‘fh- _day of _ _ Beeember 19 %97

Koch Fxploratlon Company, a d1v1sxon of Koch Indusnrwe, Inc.,

between

hereafter dcsuznnlcd as “Operater”, and the signatory purlies other than Oprerator,

WITNESSETH, THAL: _

WHEREAS, the parties (o this agreement arc owners of oil and gas leases covering u?sd. if so indicated,
unleased mineral interests in the tracts of Jand duscubod in Exhibit “A”, and all parties have reached an
agreement lo cw;)lore and develop these leases and m(uosts foi oil and gas to the extent and as hereinafter
provided; i

NOW, THEREFORE, it is agrced as follows:

1. DEFINITIONS

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

them. -
(1) The words “party” and “parties” shall always mean a party, or parties, to this agrecment,
(2) The parties to this agreement sha_ll’ always be referred to as “jt” or “they”, whether the parties be cor-

vt porate bodies, partnerships, associations, or persons real.

(3) The iérm “oil and gas” shall include 011 gas, casm"head gas, gas condensate, and all other llquld or gase-
ous h) drocarbons, unless an: intent to hmlt the mclusxveness of this term is specifically stated.

(4) The term “oil and gas inteicsts” shall mean unleased fee and mineral interests in tracts of land lving

, \;vi’thin the Unit Area which are owned by parﬁes 1o this agrcement.

" . (5) The term "Unit Area” shall refer to and include all of the landa oil and gas leaseho]d interests and oil

' and gas interests” intended to be developed and operated:for oﬂ and gas pur poses under this agreement.
Sugh Jands, oil and gas leasehold interests and ‘oil and gas interests are described in Exhxbxt HCAY,.

(6) The term “drilling unit” shall mean the area fixed for the drillihg 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 6rder, a drilling

unit shall be the drilling unit as eshbllshed by the patiern of drilling in the Unit Are or as fixed by ex- '

pres; agreement of the parties. ] -

(7) Al exhibits attached to this agreemen't are made a part of the contract as fully as though copied in:ﬂill
in the contract.

(8) The words “equipment” anci “materials” as used here are synonymous and shall mean and include all

oil field supplies and perso’halbproperty acquired for use in the Unit Area.

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

| A, 7ritle Exaniination; ,

. Recogni?ihg that the oil and gas lease committed hereto is currently producing
in other lands or formations not committed to this agreement, there shall ‘be no
requlrement for current examination of title to tiie oil and ‘gas lease commltted
hereto; however, at the option of Operator, title to the 0il and gas lease ‘as to
the drillsite for the proposed well may be examined by an attorney selected. by
Operator on a complete abstract record prior to drilling the initial test well
hereunder. If prepared, a copy of the examining attorney s opinion shall be ‘sent
to each party prior to drllllng A good faith éffort to satisfy the examlnlng
attorney's requirements shall be magée” by each of the partles to thls “agreement.

The cost ‘of any such tztle examlnatlon shall be borne by the partles to this
agreement, unless such party furnishes’ Operator an existing title opinion show1ng o
clear leasehold title in such party and’ in that case the cost thercof shall be borhe by
the - ‘party belng the cost of the drllllng of the initial test well -and shall be

~cobnsidered a part of the cost of drllllng such well. No charge shall be’ made,»
g however, for any tltle examination made by. any attorney who 1s an employce of a
i party hereto. :

= - . v - , -] :
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of each supplemantal opinion, and of all final opinions, shall be sent promptly to cach party.

‘The opisddn of

the examining attorney concerning the validily of the title to cach oil and gas interest and cach _Mefize, and the

amount of interest covered thereby shall be binding and conclusive on the parties, but MG acceptability of

leases as to primary term, royally provisions, drilling obligations, and special bugd@ns, shali e a malter for

approval and acceptance by an authorized representutive of cach porty.
_days after the

All title examinations shall be made, and title reixorls submjlcd, within a period of__

submission of abstracets and title papers.  Each parly s}{él n good faith, try to satisfy the requirements of the

examining attorneys concerning its leases and intergsts, and cach shall have a périod of days from
receipt of title report for this purpose. If th le to any lease, or oil and gas interest, is finally rejected ‘by
the examining aiiorney, all parties shy then be asked to state in wriling whether they will -waive the title
defeets and accept the leases or_irflerests, or whether they will stand on the attorney's opinion. If one or more
parties refuse to wWaive ij defects, this agreement shall, in that case, bg‘lcrminatod and abandoned, and all
abstracts and ;illn apers shall be returned to their senders. If-all titles :;rc approved by theé examining at-

torneys, or accepled by all parties, and if all leases are accepted as to primary terms, royalfy provisions,

Obligations and special burdens, all subsequent provisions of this agreement shall become operative

B. Failure of Title:

After-all titles are éfiprbvcd or accepted, any defeets of title that may develop shall be  the joint re-
sponsibility of ‘all parties and, if a title loss oceurs, 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 toss. 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 lhis‘ agreement be lost through failure to develop or because express
or implied covenants have not been perfmmed or it any lease be pérmitted to expire at'the end of its primary
term and not be renewed or extended, the loss shall not be consxdered a failure of title and all such losses shall
be joint losses and shall be borne by all parties in proportion to their interests and there shall be o ‘readjust-

ment of interests in the remaining portion of the Unit Area.

2 UNLEASEE-O) IOy e T Ao WATeTes]
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the purpose of this agreement as if 1l wcrc a leascd interest under the form of oil ar cose dttached as

oy

4. INTERESTS OF PARTIES

e

oy ) ’ N z

) Exhibit “A" lists :1)! of the p.uhcs .md then rcschh\'c pcnccnlnyc or frac'uonal mtcrests “under this
.ngrcmnu:t Unless clmng,ed by Othl pxovmons, alt cosl\ mnd ll{’lblhllC\ mcun cd in 'Opomhons under thxs con-
tract shall bc borne and pald, and all cqumment and’ m.zla 1.\1 acquuod in' operntxons on*{lic Unil"Arca shall be
owncd by~ lhc p'\ruee as their interests are given in E\lnbll “ATT AN pmducuon of oil and gas from the

Uml Arca, subject o the payment of Ie%m S roy :ﬂhos, shall. also be owned by the pmtlcs in' the same manner.

, — 2
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: 'borore the 20th duy of th

such estimute \uthm m’lcen (715) (h\> .u’ler <uch estimale. 'md invoice is xécmvcd R{ any D'\l ty 'fmls to pay’ 1ts‘

;lhut cach party shall beéar and pay its proporuonnto share of actual ¢osls incurréd, and no morc.

AALPL, FORM 610 Rcvtf,-.- 1067 g

If the interest of any party in any ol and gos lease covered by this agrcement is subject to an overriding
royahty, production payment, or ather charge over and above the usual one-cigithh (1<) rovally, such party shall
assume and alone bear all such excess obligations and shall account for them o the owners thercof oul of its

share «r?f the working interest production of the Unit Area.
5. OPERATOR O UNIT
Koch Exploration Company, a division of Koch Industries, InC.hall he the Opcrator of
the Unit Avea, and shall conduet and direct and have full control of all operations on the Unit Arca as per-~

mitted and required by, and within the limits of, this agrecement, It shall conduct all such operations in a geod

. ) , )
and workmanlike manner, but it shall have no liability as Operator to the other purties for losses sustained,
or liabilities incurred, except such as may result from gross negligence or from breach of the provisions of

this agreement.
6. EMPLOYERS

The naimber 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 employces of Operator.

7. TEST WELL

“On orbet’oroulhe___l_s.t__ﬂda)of e AU_QUSt 19 80 Operalor shall commence the drill-
ing of a well for oil and gas in the following location:
22 23 3

#&,ﬂ"z of Section 25, Township 3® North, Rangeb West,
San Juan County, New Mexico,

and shall thereafter continue the drilling ofi the well with due diligence to

@XOO R ) feet or sufficient to test the bakota formation

unless granite or other practically impenefrable substance is encountered at a lesser depthor unless all parties
agree to complete the well at a lesser depth.

Operator shall make reasonable” tesls.of all formastions encountered during cirilling which give indica-
tion of containing oil and gas in quantities sufficient to test;‘un‘.ess this agreement shall be limited in its ap-
plication to a specific formation or formations, in which event Operator shall be required to test only the

formation or formaulions to which this agreement may apply.

If in Operator’s judgment the well will not produce oil or gas in p'lyin‘g quantities, and ‘it wishes to

plug and abandon the test as a dry hole, it shall fnst secuxe the consent of a]l parties to the plugging, and ihe

“well shall then be pluggeéd and abandoned as promptly as possible.

| 8. COSTS AND EXPENSES _
Except as herein othor(vise specifically - provided, Operator shall profnipt!y pay and discharge z;ll costs
and: expenses incurred in the developrment and '}opcralion of the Unit Area pursuant {0 this agreement and shall
charge each o'f the parties hercto wilh‘nthe'ir' respccfive proportionate shares upon the cost and bxp‘ense basis

provxdcd in the Accounting Procedure” attached herelo and marked Exhibit “C”. If any provxslon “of E’<-

hlblt “C" should 'be inconsistent with any plowsxon contained 'in’ the body of this agleemcnt the provmons in -

the body of this agreement shatl prevail.

P

Lir

Operatar, at its.clection, shall have the right from time to time (o dek
partics paymient in advance of their respeclive shares of the esvtim,'{tbd amount of tlie costs {0 be incurred in
operations hercunder during the next succeeding month, which right may be e.:;crc;ised only by submission {o

cach such party of an'itemized slale‘mcnt of such eslimated costs, together with an im'oicc for its shiare ihére-

of. Fuch such staloment and mvoxcc for the p'n'mcnt in ndv:mu: of ('bhln{ll(‘d ‘costs sh'zll bc S\‘bmltted on or

‘n' stp cccd ")g nonth lmnh it nlv ~1n!l ms Ao Opma{or)l Py

share of said estitnate wllhm satd time, The amount (luc slnll Lear mlmc\l al the rate olm percent &\i& pcr

annum until paid. Proper ad;ualmcn( shall be-made monlhlv between” advances and actual cost, to the end

Z‘! - ‘ —;,3-;-
Co o \r . ‘ RL.\L".‘J AI}G” P )
* But in no‘event, howcver, shall sald intcrest exceed the maximum rate permltted

by ap*)hcable law. . ’ _ ‘ -

and recdeive from the other

have of -
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9. OPERATOR'S LIEN
Operator is given o first and preferced lien on the interest of cach party coverced by this contract, and
in cach party's interest in oil and jias produced and the proceeds thereof, and upon cach party's interest in ma-
terial and equipment, to secure the payment of all sums due from cach such party to Operator.
In the event any party fails to pay any amouni{ owing by it to Operator ;is its shaie of such cosls and
expense or such advance estimate within the time limited for payment thercof, Operator, without prejudice to

other existing remedies, is authorized, at its election, jo colleet from the purchaser or purchasers of oil or gas,

the proceeds aceruing to the working interest or inlerests in the Unit Area of the delinquent party up to the

amount owing by §nc‘n party, and cach purchaser of oil ur gas is authorized to Tely upon Dperator's statement
as to the amount owing by such party. '

In the event of the neglect or failure of any non-operating parly to prompfly pay its proportionate part
of the cost and expense of dcvc)obfnont and opceration when due, the other non-operaling parties ahd Opérgtor,
within thirty (30) days afior the rendition of statements thevefor by Operator, shall proportionately contribute
to the pavment of such delinguent indebledness and the non-operating pavties so contributing shall bhe 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 delinguent indebtedness, or upon any recovery
on behalf of the non-operating parties under the lien conferred above, the amount or amountls s6 paid or re-
covered shall be distributed and paid by Operato;‘ to the oiher non-operating “parties and Operator propor-

tionately in accordance with the contributions theretofore made by them.

10. TERM OF AGREEMENT _ = |
This agreement éha]l 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 3s to any part of the Unit Area, whether by production, ex~
tension; renewal or otherwise; }irovided, however,'\that in the event the first well drilled hereunder results in
a dry hole and no other well is producing oil or gas in paying quantities from the Unit Area, then at the end
of ninety (90) days after abandonment of'the first test well, this agreement shall terminate unless one or

more of the parties are then engaged in dri)ling a well or wells pursuant to Section 12 hereof, or all parties

have agreed to drill an additional well or wells under this agrecmqﬁt, in which event this agreem'ent shall ¢on-

_tinue in force until such well or wells shall have been drilled and completed.’ If produdtion results there-

from this agreement shall continue in force thereafter as if said first test well had been productive in paying
quantities, but if production in paying quantities does not result therefrom this agreement shall téfminate
at the end of vninety (90) days after abandonment ¢f such well or wells. It is agreed, however, that thé term-
ination of th.is agreement shall not relieve any party hereto from any liability which has accerued or attached
prior to the date of such termination.
11. LIMITATION ON EXPENDITURES

"Wlthoul the consent of all parties: (a) No well shan be drilled on the Unit Alca e\cept any well ex-
pressly pxovxdcd for in this agreement and cxcept any well drilled uur:uant to the provisions of Section 12
of this agreement, jt being understood that the consent to the dulhn" of a well shall include consent to all
necessary expenditures in the drilling, testing, completing, arid equipping of the well, including necessary
tankage; (b) No well shall be reworked, plugded back ‘or deepened except a well reworked, plugged back or
deepened pursuant o the provmons of Section 12 of this agrcemont it bcmg undeutood lhat the consent to
the reworking, plugging back or deepening of a well shall' include consent to ‘al necessmy empendllmes in
cbndunting suéh operations and completing and cuuibpﬁig of said well to produce, iknvuclujding ncécssa'x")r ‘."Yl-lk‘lk‘—
yag,c {c) Operator shall nol undertake any single project reasonably cstitated to xcqune an e\pondllurc in
excess of TwenLy thousand and no/lOO—-——-——————f-—~—------—~ ————— Dollars (s_ZQJooo 00 )

evc&-pt in conncelion with a well the drilling, rc\l.'oi:king.' deepening, or plu"gmg back- ‘of 'which lns been pre-—
viously author 17od by or pur\u mt to this agreement; pmwdcd however, that in case of c\ploclon “fire, flood,

teps and inéur -

’ such u\penscs s inits oplmon mc 1cq1urcd to dcal wxlh tlu, cmugcncv and o :ﬂf&gu.ud ‘life 'md‘pmpoxtv

but Opu ator shall, as prompllv as [)Obslb](' GCox( {he emer goncv 1o ll;e other pamos Opmatm sha]l upon
requu.sl, furnish copies of its “1\ulhonty for h\pumhlmo*" for tny sinple pm)cct costing in ex-
cess of $.10,000.00 : .
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12, OPERATIONS BY LESS THAN ALL PARTIES

‘If all the parties cannot mutually agree upon the deilling of any well on the Unit Area other than the
test well provided for in Section 7, or upon the reworking, decpening or pl(rm;im; back of a dry hole drilled
at the joint expense of all parties or a well jointly owned by all the parties and not then producing in paying
quantities on the Unit Area, uny parly or parties wishing lo drill, rework, deepen or plug back such a well
may give the other parties written notice of the pwpo»ul operation, specifying the work to be performed,
the location, proposed depth, ob;ccllve formation 'md the estimated cost of the operation., The parties receiv-
ing such a nollce shall have thirty (30) days (c\ccpt as 1o reworking, plug ing back or drilling decper, where
a drilling rig is on loca!mn, the period shall be limited to forty-cight (48) hours exclusive of Saturday or Sun-
day) after receipt of the notice within which 1o notify the parties wishing to do the work \Vileiher they elect
to participate in the cost of the ‘proposed operation. Failure of a party receiving such o no{i_cc to so reply to
it within tl:\e period above fixed shall eznsiuule’ 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 in the proposed operation (such party or
palltes being hercafter referred lo as “Non- Consenhng Party"), then in order to be entitled to the bencfits
of lhls section, the party or parties giving the notice and such other parties as shall clect to participate in the
operation (_a]l such parties being hereafter referred to as the “Consenting Parties") shal), within thirty (30)
days .after the expiration of the notice period of *Eiifty (30) days (or as promptly as possihle after the 'wp.r-
ation of ihe 48-hour penod where the drilling rig is on location, as the cas¢ may be) actually commence woxk'

on the proposed operation and complete it with due diligence.

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the
proportio‘ns that their respective interests as shown in Exhibit “A’ bear tc the total interests of all Consenting
Parties. Consenting Parties shall keep the leasehold estates involved in such operations free and cléar of all
liens and encumbrances of every kind created by or arisirig from 'the operations of the Conscn(ing Parties. If
such an operation results in a dry hole, the Consenting Parties shall p‘lug and aﬁandon the well at their sole
cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this
section resulls in a producer of ¢il and/or gas in paying quantmes the \,onsentmg Parties shall complc'c and
equip the well to produce at their sole cost and risk, and the well shall then’ be turned over to Operator and
shall be operated by it at lhe expenze and for the account of the Consenting Parties. Upon commencement of
operations for the drilling, reworking, deepening or plugging back of any such well by Consentmg Parties
in accordance with the provisions of this section, each Non-Consenting Party shall be deemed te have relm-

qulshed fo Conscnting Parties, and the Consentmg Parties shall own and be entitled to mcelve, in proporhon ,

" {o their respective interesls, all of such Nun-Consenting Party's interest in the well, its leasehqld operating

rights, and share of produclion therefrom unlilw"' the procecds or market value théreof (after éedhctitmg pro-
duction taxcs, royalty, overriding roya]ly and other interests payable oul of or mcasured by the production

from such. well accruing with respect to such interest until it reverts) shall equal the total of the following:

(A) 1009 of cach such Non-Consenting Party's share of the cost of ay ﬁewly acquired ;tii'facc equipment
beyond the wellhead connections (including, but not limited to, stock tanks, sébnrators,' Areaters, -
pumping equipment and piping), plus 1060% of cach such 'Non-Cohsmfling Pzirt&"s share of ‘the cost . of
operation of the weli l;‘c:nﬁtmcnc’i’n'g with‘“ﬁi"st'bﬂféil‘iiéylibli and éontin;iing until each such Non-Consenting
Parly’s rclinéhis!wd interest shall revert io it under other provisions of this section, it being agréed that
‘each Non-Consenting Party’s share of such costs and equipment will be that ilrlterest”\'v»i‘\\ich would haveé
been chargeablc o cach"Non-éonscnting Party had it’ participated in the wch from the beginning of

“the opex‘mioﬁ’; and )

(B) 2007 of thut po:tzon ‘of thie costs and o\ponscq of dullmg le\\mknu,, dccpmnn" “or pluggmg back
toslmz> an(l compleling, allcn dcduclmg dny cash - conlributions veceived under See tior 25 and 200
of lh.al porhon of the cost of newly acquived cqmpmcnt in"the well (& and including” the wellhcad
connochom). which would have been chay feable to :,uch Non-Consenting” Parly-if it had parlxcxpalcd“

‘thcrem
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In the case of any reworking, plupging back or deeper drilling aperation, the Consenting Partics shalt
be permitted to use, free of cost, all casing, tubing and other equipment in the well, but the ownership of all
such equipment shall remain unchanged; and upon abandonment of a well after such reworking, plugging
back or deeper drilling, the Conzonting Parties shall account for all such egquipment to the owners thereof,

with cach party receiving its proportionate part in kind or in value,

Within sixty (60) days after the completion of any operation under this scetion, the party condueling s

the operalions for the Consenting Parties shall furhisih u'acim Non-Consenting Party with an inventory of
the equipment in gnd connceted to the well, and an itemized statement of the cost of drilling, decpening,
plugging back. testing, conxi)lélil\g, and cquipping the well for produclion: ar, at its option, the operating
party, in lieu of an itemized statement of such cosls of operation~muay submit a detailed staiement of monlhl);
billings. Each month thereafter, during the time the Consenting Parties are being reimbursed as provided
above, the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all
costs and linbilities incurred in the operation of the well, together with a statement of the quantily of oil
and gas p"r‘oduced from it and the amount of proceeds realized from the sale of the well’s working interest
production during the preceding month! Any amount realized from the sale or other disposition of ‘equip-
ment newly acquired in tonnection with any such operation which would have been owned by a Non-Con-
senling Party had it participated therein shall be credited against the tolal unreturned costs of the work done

and of the equipment purchased, in determining when the interest of such Non-Consenfing Party shall revert

" to it as above provided: if there is a credit balance it shall be paid to such Noun-Conseiniting Parly.

If and when the Consenting Parties recover from a Non-Consenting Party’s relinguishéd interest the

amounts provideé for above, the relinquished interests of such Non-Consenting  Party shall automatically

revert to it and from and after such reversion such Non-Consen{ingA Party shall own the same intercst in such ‘

well, the operating rights and working interest therein, thé material and equipment in or pertaining thereto,
and the production therefrom as such Non-Consenting Party would have owred had it participated in the
drilling, reworking, deepening or plugging back of said well. Thereafter, such Non-Consenling Party shall be
charged with and shall pay its proportionaie part of the further costs of the operation of said well in accord-

ance with the terms of this agreement and the accounting procedure schedule, Exhibit “C", attached hereto.

Notwithstanding the provisions of this Section <12, it is agreed that without t¥ie mutual consent of all

parties, no wel]s shall be completed in or produced from a source of supply from which a well located else- .

where on the Unit Area is producing, unless such well éonforms to the then-existing ‘well spacing pattern

for such source of supply.

The provisions of this section shall have no application whatsoever to the drillihg of the initial test

well on the Unit Area, but shall apply to the reworking, deepening, or plugging back of tHe initial test well

after it has been drilled to the depth specified 'in Section 7, if ‘it is, or thereafter shall prove to be, a dry

hole or non-commercial well, and to all other wells drilled, reworked, deepened, or plugged b‘ack, or pro-

posed to be drilled, reworked, deepened, or plugged back, upon the Unit Area subsequent lo the drilling of -

" the initial test well,

13. RIGHT TO TAKE PRODUCTION IN KIND

Each party shall take in kind or sepaialély dispose ot ils proportionate shave of all oil and gas pro-

duced from the Unit Arca, exclusive of production which may be used in development and producing oper- i

ations and in preparing and treating oil for markct'ing bnrposcs and production unavoidably lost. -Each party

shall pay or deliver, or cause {o be paid or delivered, all» rovalliw overriding royaltics, or other p'lymeri'ls

due on ils share of such production, and shall hold the other parties free from any lmlnhty thmet‘or Any

exira cw:pcnrhtmc incurred in’ lhc Lnkmg in kind or xop’u.tte disposition by any parly of 1ts plopomonalc

share of the production shall be - borne by such’ pmty

Each par ly shal] e).cculc all dlvmon mdeu and contracts of s.llc per t\unmg 1o its mlcmst in ploduc-
“tion from’ the Unit Area, and shall be cnl)l!cd to receive payment (hrocl fiom ‘the |)lll(‘h']b€‘l or purchasers

thercof for its share of all production,

o i g F Y RA W
B S Balrdonr




~~

AALPL, FORM 610 C

In the event any party shall fail to muke the arrangoments necessary to take in kind or separately
dispose of ils proporiinn:nle share of the oil and gpas produced from the Unit Arco, Operator shall have the”
right, subject to revocation at will by the party owning it, but not the abligation, to purchase such ail and
gas or scll it to others for the time being, at not less than the market price prevailing in the ore, which
shall in'no event be less than the price which Operator receives for its portion of the oil and gas produced
from the Unit Arven. Any such purchase or sale by Operator shall be "s.uhjvct always to the right of the
owner of the production lo exercise at any time its right to take in kind, or scparately dispose of, its shaie of
all oil and gas nol previousty delivered lo a purchaser, 'NOlWilhsl;m(ling the foregroing, Operalor shall not
make a saleinto ibterstate commerce of any other party’s share of gas production without first giving such

otlicr party sixly (60) days notice of,‘such intended sale, nor shall Operator create any supplier/
purchaser relationship with respect to any other party's share of production without
express prior written consent of such other party.

: : 11. ACCESS TO UNIT AREA

Each party shall have access t6 the Unit Area at all reasonable timces, at its sole risk, to inspect or’
observe operations, and shall have accesg at reasonable times to information pertaining to the development
or operation thercof, including Operator’s books and recoids relating thereto. Operator shall, upon request,
:fmmsh each of the other parties with copiés of all drilling reports, well logs, tank tables, daily gauge and
Tun hcl\eta 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 contiact basis at the usual rates
prevailing in the area. Operator, if it so desires, may e;nploy its cwn tools and equipment in the drilling
of wells, but its charges therefor shall not exceed the prévailing rates in the field, ‘and the rate of such
charges sha)l be agreed upon by the parties in writing before drilling operations are commenced, and such
work shall be performed by Operator under the sameé terms and conditions ‘as shall be customary and usual

i ' in the field in contracts of independent contractors who are doing work of a Eimilar 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 éonsenting ?arties have not been fully reimbursed as therein provided, which  has been com-

- pleted as a producer si\all be plugged‘and‘abandoned without the consent of all parlics; pr‘m'id'ed‘,‘however,

if aﬂ parties do not agree to the abandonment of any well, those wishing to continue its opéx‘zitidn shall tender

to ecach of the other parties ifs proporlidnaté share of the value of the well's salvable mater'i?’f‘%‘_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 implicd, as to title or as to quantity, quality, or fitness for use

of the cquiprhcnt and ma!crii’xl; all ‘of its interest in the well and ifs equipment, together with its interest in
the leasehold estate as to; but only as to, lhe mtel val or mtelvals of the for m:\hon or formatxons thcn open‘

o production. The .lsau,nmems so limited shall encommsa the dnlhny unit” npon which the well is lomted

Thc paymcnh Ly, and the assignments {o, the u%:g,nec» shall be in a ratio based upon the rclahonslnp of
their rospuu\c “percentages of - pavlicipuation “in lhe Umt Arca lo the aggregate of the pclccntagcs' o('parum-
pation in the Unit Area of all assignees. There shall be np readjustment of interest in the lcma;mng poxlxox{

of the Unit Area,,

el

After the assignment, the ussignors shall huve no” furtlior responsibility, labilily, or inferest” in the
operation of or btd&uu(idn" from the well ixi"\h’c “interval or ili'("crv'\k then open. Upon request of the assignees,

> 'Opomlor shall Lonln.uc to operate the assigned \wll for lhc "l(counl of the non-abandoning p'ulms at 'the

rates and ch.ug,ca conlunplatu! By this: a;,tocmeul, plus any additional” cost and char pos which may - arise as

lhe result of the xcpm ite ownomh:p of the a»su'nr-d well,
. ) - L,

—
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17. DELAY RENTALS AND SHUT-IN WELL PAYMENTS
2 The party presently paying shall continue to
Lonabmpretiadiedd pay all delay rentals and shut-in wedl payvments which may be required under the

terms of its lease or leases and submit evidence of each payment to the other parties at least ten (10) days
prior to the payment date. The paying party-shall be reimbursed by Operator for 100% of any such delay
rental payment and 100° of any such shut-in well paymeni, The amount of such reimbursement shall be
charged by Operator to the joint account of the par{‘ics and treated in all l'Cfpccls the same as costs ineurred
in the dcvclopmcnt and opceration of the Unit Arc(n Each party responsible for such payments shall diligently
attempt o make ‘proper payment, but shall not be held liable to the other parties in damages for the loss of
any leasc or inlerest therein if, through mistake or sversight, any rental or shut-in well payment is not paid
or is erroncously paid. The loss of any lease or interest therein which results from a failure to pay or an er-
roncous payment of rental or shul-in well payment shall be a joint loss and there shzll be no readjustment of
interests il{ the remaining portion of the Unit Area. If any party securcs a new lease covering the terminated
interest, such acquisiton shall be subjcct to the provisions of Sectlon 23 of this agreement,

Opexaton shall promptly notify each other party hereto of the date on which any gas well localed on

the Unit Area is shut in and the leason therefor.,

S R terests‘in the Unit Area, it shall promptly give written notice to the other parties, with full infox
’ ' . eerning its proposed sale, which shall include the name and address of the prospeciive chaser (who must
"be ready, willing and able to purchase), the purchase price, and all other ter the offer. The other pgr(ies
shall then have an optional ﬁx‘ior right, for a period of ten (10) d @fter receipt of the notice, to puré\?}ase

on the same terms and conditions the interest which the o “party proposes to sel}; and, if this opﬁona! i'ight

is exercised, the purchasing parties shall share purchased inferést in the proportions that the interest of

each bears to the lotal interest of-all €hasing parties. However, there shall be no preferential right to pur-

chase in those cases where party wishes to mortgage its interests, or to dispose of its interests by merger,

§ reorganization, co idation, or sale of all of its assels, or a sale or transfer of its interests to a subsidiaty or

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

19. SELECTION OF NEW OPERATOR

Should a sale be made by Operator of its rights and interests, thé other parties shall have l‘h;(‘: right
within.sixty (60) days after the date of such sale, by majority vole in in’téres(, 1o sclect a new Opcrato'f. 1f
2 new Operé(ox is not s0 selected, the iransferce of the present Opcrator shall assume the dﬁties of and act as
“‘QOperator.: In either case, the. ret:rmg ‘Operaltor shall continue to se\ ve as Operator; and "discharge .ls duhcs
m that capacrty under this agreement until its successor Operato: is selected and begins to runctxon but the
' , ‘ B ‘ present Opnra'or shall not be obligated to continue the performance of ils dutics for more than 120 days al’lcl

P

-'the sa.e of its rights and interests has been completed.

1
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AR e e et e R T T e

NP e A T AT It Maghacadeps ML) " G 3G S POt L0




\ -
AALL FORM 610 C .

20, MAINTENANCE OF UNIT OWNERSHIP

For the purpose of maintaining tuniformity of ownership in the oil and gas leaschold interests covered hy
this contract, and notwithstanding any other provisions to the contrary, no party shall sell, encumber, transfer
or make other disposition of its interest in the leases embraced within the Unit Arca and in wells, equipment

and production unless sueh disposition covers either:
(1) the entire interest of the party in all leases and ?quipmcnt and production; or

(2) an equal undivided interest in all leases and equipment and production in the Unit Area.

Every such sale, encumbrance, transfer or other disposition made by any party shail be made expressly

subject to this agreement;"and shall be made without prejudice lo the rights of the other parties.

If at ény time the interest of any party is divided among and\owncd by “four or more ce-owners, Opera-
tor may, at its discretion, require such co-owners to appoint a single h-ustcc 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 to deal generally with, and with power to bind, the co-owners of such party's inlerests within
the scope of the operations embraced in this contract; however, all such co-owners shall enter into and execute
-all contracts or agrcements for the disposition of their respeclive éhares of the oil and gas produced from the

Unit Area and they shall have the right to receive, separately, payment of the sale proceceds thereof.

~

.21. RESIGNATION OF OPERATOR

Uperator‘may resign from .jts duties and obligations as Operator at any time upon written notice of not

majority vote in interest, not in numbers, a new Operator who shall assume the responsibilities and duties, and
have the rights, prescribed for Operator by this agreément. The retiring 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 liabilityr, of the parties Shall be several, not joint or collective. Each party shall be responsible
6n1y for its obligations, and shall be liable only for its proportionate share of the costs of deveioping and

operating the Unit Area. Accordingly, the lien granted by each party to Operator in Section 9 is given to se-

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

S eE —O E~LE S S
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by paymg to ihe party who acquued it their sevelal ploper pl ‘oportionate shares of the acquisitigwost, which

: shall be in -proportion lo the interests held at that time by the parhcs’m’ the Unit Area.

If some, but less than all, of the parties elect to participatle in the purchase-of a renewal lease, it shall

© be owned by the parties who elect to pamcxp'ate lhcrem, in a ratio based upgar'the relationship of theu' respec-
tive per centage of p'\rhcxpdhon in the unit area to the aggregate of they@reentages: of parhcxpahon in 1he umt

area of all parties pzuhc1patmg m lhc pulchase of ‘such renewaltoase. Any renewal lease in whlch less than

Each parly who parncxpalos in the purchase "r a rencwal lease shall"be given an assignment of il$ pro-
portionate interest therein Dy the acquiring party. T )

Tiie provisions of this’section_sHall apply to renewal leases whether they are for the en(h‘o interest
covered byithe expiiing lease grCover only a pmllun of ils areca or an mlclcal llwlcm Any rcnéwal 1éase
taken before the expirg i6h of 1!\ plcdeccsqm k'd\Q or tuken or conh.\clcd for within six (G) months” atlcr‘
t‘he‘ (oxpir‘at(ion of _#e e\'hlmg lcasc slnll be ‘:ulnr*u to "thiy provision; butany Jease taken or conllac!cd for
move than si< (6) months mc ‘e expiration of an c,\mlmu lease .\hnll ngibe deemed a venewal lease :\nd

it be subjecet (6 the p|<)\'1_|on§ of this scction.

29 FECTPICT U il 'S FERHDEPTPN BTV IV 5 | YT 7Y | ROV BESTVS 1 EPTRCUPIRTT VTGN PUPITeY Prant] [PNL EPew: EPY) h | I
EAIEae s o mn ol L adzam sy T —tt P A pen N i HAAL N O O r—Or H=Shortttinee.

-3

less than ninety (90) days given to all othe}‘ parties. In this case, all parties to this contract shall select by’

cure only‘ the debts of each severally. It is not the intentioh of the parties to create, nor shall this agreement

i
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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 piirty desire to surrender its interest in‘any lease or in any portion thereof, and

3 other parties not a\grce or consent, the party desiring to surrender shall assign, without express or implied
warranty of title, all of its interest in such lease, or 'porlion thereof, and any well, material and aquipmcnt

which may be Jocated thercon and any rights in production thercafter secured, to the parties not desiring to.

surrender it. Upon such assignment, the assigning party shall be relicved from all obligations\ thereafter ac-

cruing, but not theretoforc 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 assignee shall pay {o the party assignor the reasonable salvage value of the latter's inferest in any .

wells and eé;uipment on the assigned acreage, determineéd in accordance with ‘the provisions of Exhibit “C”,
i less the estim'ltcd cost of salvaging and the estimated cost of plugging and abandoning. If the assignment is in
favor of more than one party, the assxgned interest shall be shared by the parties assignee in the proporhons

that the mterest of each bears to the mterest of all parties assignce.

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 balince of the Unit Area; and

the acreage assigned or surrendered, and subsequént operations thereon, shall not thereafter be subject {o the

terms angd provisions of this agreement.

25. ACREAGE OR CASH CONTRIBUTIONS

If any party receivés 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 appliéd 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 rnadt‘: shall’ promptly execute

S ; who bore the costs of such operation
S I . an assignment of the acreage, without warranty of title, to all parties to this agreement/in proportion to their

‘ interests in the Unit Area at that time, and such acreage shall become a part of the Umt'Area and be governed

by all the provisions of this confract. Edch party shall promptly notify all other pa‘r(ies of all acreage ov

money contributions it may obtain in support of any well or any other operation on the Unit Area,

26. PRQ\’ISION CONCERNING TAXATION B .

Each of the parties hereto elects, under the authority of Seciion 761(3) of the Ir\_ternal Revenue Code of
" 1954, to be éxcluded from the application of all of the provisions of Subchapter X of Chapter 1 of Subtitle A of
the Internal Revenue Code of 1954. 1f the income tax laws of the state or states in whlch the propexty covered
S ,- . hereby is located contain, or may he:eaﬂcx contain, provxsnons similar to thosé contamed in the Subchapter of
the Interhal Revenue Code of 1954 above referred to under which a similar election 1s permitted, each of the
parties agrees that such election shall be ex,e‘rcised: Each pa‘riy au{ho;-izes and directs the Opex-ator to e;’:ecilte
such an eleétion'or elections on its behalf qhd to fiie the e\))eclion with the proper 'govemmental office or-

agency. 1 requested by thé Operator so 1o do, cach party agreces to execcute and jdin in ‘such ail election,

'Op'era!or shall render for ad valorem  taxation all ‘ﬁibperly subject to this agreement which by law
should be rendered for such taxes, and it shall pay all such taxes assessed thercon before they become delin-
quent, Operator shal! b:ll all other parties for their proportionate share of all tax paymenis in th¢ manner
provided in Exhibit “Cn. ‘

If any tax as*’cssrhenl is conSidcrcd unreasonable by Operater, it may at its disctetion protest such valua-
~tion wulun the hme 'md manner pl‘CRCI ibed by law, and prosecute the protest to a final determmatlon un]ees

all parlxes agree to abandon th protest prior to final dx.lormmahon When any such’ proleslcd \valu'mon shallk

LI have Leen finally (lctm mmed Operator shall pay the '\s=e=sment for the joint account, together wlth mtcnml and
penalty accrued; and lhc total cost shall then be assessed against the p'uhes and hc pald by thcm, as provided:
in Exhibit “C”,

10—
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27. INSURANCE

At all times while operations ure conducted hereunder, Operator shall comply with the Waorkmen's
Compensation Law of the State where the operaiions 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” attached
to and made a part hercof. Operator shall require all contractors engaged in work on or for the Unit Area
{o comply wﬂh the Workmen’s Compensation Law of {he State where the operations are being conducted and
to maintain such ouft‘é{' insurance as Qperator may réquire.

In the avent Automobile Public Liabilily Ins‘urm}co is spocified in said Exhibit *D”, or subsequently re-
ceives the approva! of the pm‘rties.)nO direct charge hall be made by Operalor for premiums paid for such in-

surance for operator's fully owned aulomotive equipment.
28. CLAIMS AND LAWSUITS

If any party to this contract is sued on an alleged cause of acllon arising out of operations on the Unit
Area, or on an alleged cause of action 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. o
parties, with Operator's attorney as Chairman. Suits may be settled during litigation only with {ho-j6Tnt con-
S for any of the

sent of all pariies. No charge shall be made for services performed by the stafif atto
‘ he amount paid to discharge
any final judgment, shall be considered costs nf aperation and shall LT Charged to and paid by all parties in
proportion to their then interests in the Unit‘i Arvea. Attoracys, other than staff attorneys for the parties, shall
be employed in lawsuits involving Unit Area op ic;'ns only with the consent of all parties; if outside counsel
is employed, their fecs and expenses be considered Unit Area expense and shall be paid by Operator and
charged to all of the parties-#1T proportion to their then interests in the Unit Area. The provisions of this

paragréph shall n € applied in any instance where the loss \vhich inay result from the suit is treated as an

ies-eoReEIRadr
Damage claims caused by and arisifmg out of operations on the Unit Area, conducted for the joint ac-

count of all parties, shall he handled by Operator and its attorneys, the settleriient of claims of this kind shall

be within the dlscreuon of 0801 ator so long as the amount paid m settiement o1 any one clamm does not exceed

fth, thousand ($5
do]lax° and, if settled, the sums paid in settlement shall be chargeJ as expénse to

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

29. FORCE MAJEURE

If any parly is rendered unable, wholly or in part, by force majeure to earry out its obligations under
thxs agreement other than the obligation to make money paymentis, that party shall give to all other pames
prompt. written notice of theé force majeure with reasonably full patticulars concerning it; thercupon, the

obliggtion’s of the party giving the notice, so far as they are affected by the foree ajeure, shall be suspended

‘ during, but no longer tha'n, the continuance of the force majeure. The affected party shall use all’ possible

diligenceé to remove the force majeure as quickly as possible.

Thé requnement that any force majeure shall be remedled with a]l reasonable dispatch shall not require
the settiement of s(ukes, lockouts, or other labor dlfﬁcult\' by the party mvolved ‘contrary to its wlshcs how
all such dlfhcullles sha‘! bhe handled sh'ﬂl be entuely witliin the discretion of the parly concerned.

The term ”fotce m'uc-unc" as here employed shall mean an acl of God, strikc, lockout, or othcr mdustnal

dislmbance, act of lhe public cnemy, war, blockacde, public riot, hghlnn mc, slorm, tlood e\plosmn gov—

‘ernmental reshamt unavmlabxhlv of cqulpmcnl an(‘ any other cause, whethc: of tlie kmd spcmfxca!ly enum-

erated: above ot O“!CIWISG which is not reasonably wnhm 1hc control of the pmh claiming suspension.

30, \'O’HCLS .

"o All notnccs aulhou?cd ‘or mquucd bcme(n lhc pmhe» and 1cquncd by :my of the provlclom ot this
agreement, shall, unless’ other wise specifically pr ovnlcd be given in writing by’ Umlcd States mail or Western

Union T_clcgram_. ‘postage or charges propmd,’ and addresséd to the party to whom the notice is given-at the

e 11—
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27. INSURANCE .

Al all times while operations are conducted hercunder, Operator shall comply with the Workmen’s
Compensation Law of the State whoere the operations are being conducted.  Gperator shall alse carry or pro-
vide insurance for the benefit of the joint account of the parties as may be outlined in Exhibit “D™ altached
to and made a part hereof. Operator shall require all contractors engaged in work on or for the Unit Area

to coi'nply with the Workmen's Cofnponsntion» Law of the State where the operatiens are being conducted and

™

to maintain such other insurance as Operator may réquire.
In the event Automobile Public Liability Insurance is specified in said Exhibit “D", or subseqtiently re-
ceives the approval of the paitics, no direet charge shall be made by Operator for prémiums paid for such in-

surance for operator's fully owned automotive equipment,
28. CLAIMS AND LAWSUITS

If any parly to ythis confract is sued on an alléged cause of action arising out of operations on the Unit
Area, or on an alleged cause of action 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.
parties, with Operator’s attorney as Chairman, Suits may be settled during litigation only with-tho-j51nt con-
sent of all parties. No charge shall be made for services performed by ‘the staff atto s for any of the

parties but“‘dtherwise all expenses incurred in the defense of suits, together witir the amount paid to discharge

proportion to their then interests in the Umt Arvea. Atto- s, other than.‘staff attorneys for the parties, shall
be employed in lawsuits involving Unit Area o fons only with the consent of all parties; if outside counsel
is employed, their fees and expenses ["be considered Unit Area expense and shall be paid by Operator and

charged to all of the partiesiri"proportion to their then interests in the Unit Area. The brovisions of this

paragraph shall n € applied in any instance where the loss which may result from the suit is tfeated as an

Damade"claims ‘caused by and arising ouf of operations on the Unit Area, conducted for the joint ac-
count of all parnes shall be handled by Operator and its attorneys, the seiflement of claims of this kind shall

- be. mthm the d:scretxon of Ooexatox so long as the- amoum paid 1n settiement ot a?my one claim does not exceed

five thousand ($5

dol]ars and, if settled, the surns paid in settlement shall be charged as expense f{o

and be paid :by all parties in proportion to their then interssis in tng Umt ‘Area.

-
i

, 29. FORCE MAJEURE
If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under
this agreeméht, other than the obligation to make rrion'ey payments, that’ party s'hkall give to all other parties
prompt w‘rittm niotice of the force majeure with 'fcaéonéb]y f‘uvl‘l particulars concerriing it; theréupon, the

obligations of the party giving the notice, so far as they are affected by the force majéufe, shall bg suspended

' duri‘ng, but no longer than, the continuance of the force majeure. The affected party shall use all possible

diligence to remove the fpr’ce majeure as quickly as possible,

The‘f'equirement that any force majeure shall be remedied with all reasonable dispatch Shall not require
the settlement of strikes, )ockouts or othcr labor dlfflcu".\' by 'hc phtty involved, contrary to its wishes; how
all such dlmculllcs shall be handled Sh‘\ll be entnely wlthln the dlSCIC“Oll of the parly concerned.

The term “force majeure' as here employed qin]] mean an act of God, strike, lockout, or other mdustna]
dislullnncc act of the publlc enemy, war, blockade pubhc riot, hg,hlnm fire, storm, flood, O\plosmn, gov-

ernmcntal restlalm, unwm]ab:hty of cquipment, and anv othon cause, whether of the kind specmc'ﬂly enum-

_crated nbove or olhcnwse which is not mason'\bh Awithin 1hc control of the p:uh claiming suspensxon

30. NOTI CLS

All” nohcoe 'lulhox ized or 1cquned bctwcon the paities. and’ xcquned by any “of the proxmons of thls
agreemcnt s\mll unless other \\nc specifically - pr ovided; be given in wnhng by United States mail or Webtern

Union Tolegram, poslage or charges prepaid, and qdamssed to the parly to whom the nouce is given at the




~
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addresses listed on Exhibit “A™, The originating notice (e be given under any provision hereaf shall be deemed
given only when received by the parly-to whom Such miive is directed and the time for such party to give any
notice in response thereto shall run from the date the o:'iuix'mlin;; notice is reccived, The second or uny re-
sponsive notice rhall be deemed given when deposited in the United States mail or with the Western Union
Telegruph Comprany, with postage or charges prepoaid. Each party shall have the vight to change its address

at any time, and from time to time, by giving written aofice thercof e all other parties.

¥

31.

-Notwithstanding any language set out in Section 12 to the contrary, each
Non-Consenting Party to a reworking operation on a well conducted pursuant to
Section 12 shall, upon commencement of such operation, be deemed to have relinquished
to Consenting Parties, and the Consenting Parties shall own and be entitled to
receive, in proportion to their respective interests, all of such Non-Consenting
Party's interxest in the well, its leasehold operating rights and share of production
therefrom, only insofar as the intexval or intervals of the formation or formations
which are being reworked and to which such Non-Consenting Party does not: desire to
join in the reworking thereof, until the proceeds or market value thereof (after
-~ ‘ deducting production taxes, royalty, overriding royalty and other intere.:.ts

: ~ payable out of, or measured by the production from such well, only insofar as the
praduction secured from the interval or intervals of the formakion or formations.
which are subject to S§aid reworking operations accruing with respect to such
interest until it reverts) shall equal the total of those certain costs as further
described in Subparagraphs (A) and (B) ‘of the third grammatical paragraph under
Section 12 hereof.

32. LATER CREATED LEASLE BURDENS

: o If any party hereto hereafter creates any overrldlng royalty, productlon
e R pay-nent or other burden against its working interest production, and if any other
i party conducts operations hereunder in which the party so creating said burden

against its working interest production elects not to participate under any
provision of this agreement, and, as a result, any party conducting such :opera-
tions becomes entitled to receive the working interest production otherwise
belonging to such other party any party conducting such operations, shall receive
such pyoduction free and clear of any burden so cxeated bv the other party, and
the latter shall save the party conducting such operations’ cofpletely harmless
with respect to the recelpt of such working interest production.

33. NONDISCRIMINATION

In connection w1th the performance of work under this agreement, the
-Operator agrees to comply with all of the prov151ons of Section 202 (1) to (7)
inclusive, of Executive Order 11246 (30 F.R. 12319) : which are hereby incorporated
by reference in this agreement, and of all provisions of said:Executive Order
11246 and all rules, regilations and relevant orders of the Secretary of Labor.’

34. E:OVENANTS RUN WITH THE LAND

¥

The terms, pro\uSLOn , covenants and condltlons of thlS agreement shall
be ‘deemed to be covendnts running with the Yands, the lease or -leases and lease-
hold’ estates covered hcroby, and-all of the terms, - prow.smns, covenants and i

: condltlons of this agrecment shall be blndlng upon and inure to the’ beneflt of
_ ; ) the partles hereto, their rospe..tlve heirs, exedutors,’ admlntstrators, personal
B T N T representatives, successors and ‘assigns. -

-t
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35. LAWS AND REGULATIONS

All of the provisions of this agreement are expressly subject to all
applicable laws, orders, rules and requlations of any governmental body or
agency having jurisdiction in the premises, and all operations contemplated
hereby shall be conducted in conformity therewith., Any provision of this agrece-
ment which is inconsistent with any such’ laws, orders, rules or requlations is

herceby modified so as to conform thercwith, and this agreement, as so modi fieqd,
shall continue in full force. :
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This agreement may be signed in counter part, and shall l,u binding upon the purties and vpon. their heirs,
successors, representatives and assigne, ’

‘ () KOCH EXPLORATION COMPAMY, a division of
: . S Koch Industrie%
ATTEST: dusgrics,
| .,.,tlgl.'.'!,,.,,,.v.h R S T
: H / J. W}n snand, A "s"'J::t—z—x?‘fE“EEE:Rtary b
| - / KOCH INDUSTRIES, INC.
H ‘ . . \ »
[ - S, e i e e .- - - 4.5 R SR T

OPERATOR

RESERVE OIL, INC.

By:
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EXHIBIT “A"
‘ Attached to and made a partof that certain Operating Agreement dated
4 O,{éeeembef—-ke,—}m, by and bhetween Koch Exploration Company, as Operator and

0 IQ% Réserve 0il, Inc.
ol

I. LANDS SUBJECT TC PPERATING AGREEMENT

2 i 8
TOWNSHIP 280 NORTH, RANGR m WEST
Section SE8IT9®h 21 S/

. containing 320.00 acres, more or less

K ‘ : ) . IX. RESTRICTIONS AS TO FORMATIONS OR DEPTHS:

- ‘ ‘ Below thé Mesa Verde formation.
IXII. INTERESTS AND ADDRESSES OF THE PARTIES:
Koch E:,;:ploration Company ) 87.5%

Post Office Box 2256
Wichita, KS 67201

Reserve 0il, Inc. 12.5%
Post Office Box 17609
Denver, CO 80217

' . 2
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ACCOUI\ITING PROCEDURE
JOINT OPERATIONS

1. dENERAL PRO\"ISIONS
1. Definitions N

“Joint Property” shall mean the real and per ion'\l property subject to the agreement {o which this Accounimg
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 Opcrations.

“*Non-Operators” shall mean the parties to this agreement other than the Qperator.

“Parties” shall mean Operator and Norni-Operalors.

“First Level -Supervisors” sh'\]l mean those employecs whose primary funclion in Joint Operations is the direct
supervision of other emplos ces and/or contract labor directly employed on the Joint Property in a field operat-
ing capacity.

“Technical Employees” shall mean those employees having special and specific”engineering, geolcgical or other
professional skills, and whose primary fuhction 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 redsonable reimbursable expenses of Operator’s employees.
“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.

"“Controllable Material” shall mean Material which at thie time is so classified in the Material Classification Manual
as most recently recommiended by the Council of Petroleum Accountants Socicties of North America.

2. Statement and Bll!mirs

Operator shall bill \fon-Opexatoxs on or ‘before the last day of each month for their plopoxtlonate share of the
Joint Account for the preceding month. Such bills will be accompanied by statemen(s which identify the author-
ity for expenditure, lease or facilily; and all charges and credits, summarized by appropriate classifications of in-
vestinent and expense except that items of Controllable Material and unusual charges and credits shall be sep-
arately identified and fully described in detail. .

3. Advances and Payments by Non-Operators

Unless otherwise provided for in the agreement, the Operator may requirve -the Non-Opeérators to advance ‘their
share of estimated cash outlay for the succeeding month’s operation. Operator shall adJust each monthly billing
to reflect advances received from the Non-Operators.

Each Non-Operator shali pay its proportion of all bills within fifteen (15) days after receipt. If paymcnt is not
made within such time, the unpaid balance shall bear interest monthly at the rate of twelve percent (127%) per
_annum or the maximum conlract rate permitted by the applicai.-e usiry laws -in" the state in which the Joint
Property is located, whichever is the lessel plus attorney’s fees, court cosis, and other costs in connecetion with
the collection of unpald amounts., r

o

4. Adjustivents

Payment of any such bills shall not prejudice the right of anv Non- Operator fo protest or’ question the conect—
ness thereof; provided, however, all bills and statements 1cndexed to Non-Opexsatoxs by Operator duund any
‘calendar yedr shall conclusively be presumed to be trie aid cairect affer twenty-four’ (24) months followmg -
the end of any such caléndar year, unltess within the said Lwenly-four (24) " morith” period a ‘Non-Operator . fakes
wrilten-exception thereto and makes ‘claim on Operator for adjuslment ‘No ddjuslmcnt favorable to Opemtm 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 fox m Section V,

5. Audits ’ S SRR
A. Non- Operatox upon nouce in: wutmq to Opmatox and all othm Ngn (3penaton S, shall havé thc ught (o audlt ID6.
rator’s accounts and records relating to the Joint Account for any ¢alendar year. w1thm the twenty four (24) month
period folowing the ‘end’of such caféndar® year; plovlded liowever, the m'lkmg ‘of an’ audit shiali not extend. ihe,
time for the taking of written exceplion’io and the” dd]ll\h“("ntb of acconnls as pr ovided’ for in Pir dgraph't of this
Section I, \‘Ihc\e {here ave two or more Non- Opcmlms tli¢ Non: Opm'\toxs'sha!l m'ﬂ\c e\'cx) reasonable effort to
conducl joint  or simtiltancous audits in 4 manner which will msult ina minimym of ilconveniénce {0 the' Opem-
tor. Opcralm shall bear no portion of the Non-Operators™ audit cost inctivred under “this par '\;,mph unless agreed
to by~ the Operator. .

-

6. Approca] by Non: Olfii‘ft*(i’)i*s_

“Where aiy’ apploml or-ol] ( eq
tions of this Accountm;{ l’xoccdux and’if ‘the- agaeemonl to. wl;xch lhm :\ccounlmg Pxoccdulc is altachu
no conlrmy pxo\'lslom in reg sird, ‘thereto, Opcmtor ’shall nohfv a!l Non Opemloxs oi the Opex a(ox s
the aguomcnt or d:)p!ox'a! ox' a ma]on(; m mlew
tors.

[
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Operator shall chm,f:u the Joint Account with the followiny lioxm
1. Rentals and Ro_vnlucs
Lease rentals and voyalties paid by Operator for the Joint Operations.

2, Labor
‘A. (1) Salaries and wages of O;:cmlon s field employcees direetly employed on the Joint Property in the conduct
of Joint Opcerations. R
(2) Salaries of First Level Supervisors in the field,
(3) Salaries and wages of Technical Employces dnccl)) employed on the Joint Property if stiich charges are
excluded from the Overficad rates.
B. Operator’s cost of holiday, vacation, sickness and disabilily benefits and ollier customary allowances paid (o
emplovees whose salaries .md wages are chargeable to the Joint Account uider Paragiaph 2A of this Section
11. 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 Accotint under Paragraph 2A of this
Section 1I. If percentage assessment is used, the rate shall be based on the Operator’s cost experience.

) ‘( C. Expenditures or centributions made pursuant to assessments imposed by govérnmental authority which are
applicable to Operator’s costs chargeable lo the ‘Joint Aceount under Paragraphs ‘2A and 2B of this Sec-
tion II,

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

5 3. Employce Benefits .-

E i Operator’s current costs of established plans for employces’ group life insurance, hospitalization, pension, re-

tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s lahor

- ; cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section II shall be Operator's actual
oo . cost not to exceed twently per cent (204%).

4. Material
Material purchased or furnished by Operator for use on the Joint Properly as pxovnded under Section IV. Only
such Material shall be purchased for or transferred to the Jaint Property as may be required for immediale use
and-is reasonably practical and con51stent with efficient and economical opexauons. The accumulation of sur-
plus stocks shall ‘be avoided. -

5. Transporialion )

Transportation of employees and Material nccessary for the Jomt QOperations but subject fo the following limita-

tions:

A, If Material is moved to the Joint Property from. the Operator's warehouse or other properties, no charge shall
be made to the Joint Account for a distance grealer than the distance from the nearest reliable supply store,
recognized barge terminal, or railway recciving point where like material is normally available, unless agreed
to by the Parties.

B. If surplus Material is’ moved to Opelators warchouse or other stmage pomt no charge shall be ‘made to the
Joint Account for a distance greater than the distance to the neaiest-reliable supply store, recognized barge
terminal, or railway receiving point unless agreed to by the Parties. Noharge 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 tne application of Subparagraphs A and B above, there shail be no equalization of actual gross truckiilg cost
gf $200 or less excluding accessorial chairges. ’

3
6. Services (See Sectiodn VI) |
The cost of contract services, equipment and- utilitics provided by outside sources, except services e\:cludéd'm"by
.Paraglaph 9 of Section II and Paragraph 1. ii of Section III. The cost of plofcssmml consultant services and coen-
tract services of technical per sonnel dxrcctlv engaﬂcd on thc Joint Pxopelty if such charges are excluded fromn’ the

Overhead rates. The cost 6f professional consuliont services or contract services of téc
rectly engaged on the Joint Property shall not be charged: to the Joint Aocount nnless previously agreed to by

the Pariies.

7. Equipment and Facilities Fur nished by Oper ator
A. Opexatoi shall charge the ‘Joint Account for use of Opemtor ‘owned' equlpment and facﬂmes at rates .com-

: mensurate with costs of ownership and operation. Such rates shall mclude cosls of maintenance; 1epau>, olher
operating expense, insuvance, taxes, deprecciation, and interest on investmoent nol {o exceed eight per cent (8%
per annum. Such ratds shall not exceed avcmgo commcrecial rates currently prevan]mg, in lhc lmmedmte areéa
of the Joint Property.

B.. In iicu of charges in I’maﬂtaph TA ahovc Om.mlm may eléel (6 use average commercial mlcs prevmlmg in
the nnmcdntc area of the Joint Property. l(-ss 20¢;. T"or aulomotive equipnient, Opcmtm may- eledt to use rates
published by the Petroleum -Motor Transport Association.

8. Dama"us) and Losses to Joint Property 5
All costs or expenses ncccwaly for lhg lcpan or uphccmenl of Joint Pnopcllv made necessary bcc’luse o[ dam-
ages or [osses incurved by fire; {lopd, starm, heft; aceidont, or other cause; except those ‘resulting from Opcmlor
gross negligence or willful mhconducl Opcrator shail furnish Non-Operator wrillen notice of d: mngcs or losses
incurred as soon us pr acucnbk: after o report tioreof has hieen reccived by Opma(o: N

9. Lepal L\pt.nsc

(See Sectlon VI)

E:\pensc of “ha
and ‘amountq

ag.-eéz.t::ib;ﬁy. the

;Pamcb e\cepl ns*‘p‘romdcd"

o mm e — mam en s 4l b o
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[ 10, Taxes _ b
All taxes of every kind and nature assessed or Jevied upon or in connection with the Joint Property, the onera-
tion thereof, or the ploducllon therefrom, and \\huh taxes have been p.ml by the Operator for the benefit of the ‘
Parties.

11. Insurance

Net premiums paid for insarance required to be carried for the Joint Operations for the protection of the Par-
; ties. In the event Joint Operations are condueted in i state in which Operator may act as self-insurer for Work-
, men's Compenxation  and/or Employers Liability under the respeetive stale’s faws, Operator may, at its election,
include the risk under its self-instivance program and in that cvent, Operator shall include a charge at Operator's
cost not to exceed manual rates,

g 12. Other Expendilures )

Any other expenditure not covered or dealt with in the foregoing provisions of this Section 11, or in Scction I]I,A
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operations.

"IN. OVERHEAD

1. Overhicad - Drilling and Preducing Operations .
i. As compensation for administrative, supervision, office services and warchousing costs, Operator shall charge
drvilling and producing operations on cither:
( xxx) Fixed Rate Basis, Paragrgph 1A, or
( ) Percentage Basis, Paragraph 1B.
~ 5 Unless otherwise agreed to by the Parties, such charge shall Jbe in lien ‘of costs and expenses of all offices
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable
under Paragraph 2A, Section II. The cost and expense of services from outside: sources in. conncetion with
matters of:taxation, txaffxc, accounting or matters before orinvolving governmental agencies shall be considered
‘as included in the Overhead rates provided for in the above selected Paragraph of this Section 11I unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account.
ii. The salavies, wages and Personal Expenses of Technical Employces and/or the cost of professiona} consultant
services and contract services of technical personnel directly employed on the Joint Property shall ( ) shall

not (xs 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 $_1,050.00
Producing Well Rate $_200.00

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

(a) Drilling Well Rate ,

"{1) Charges for onshore drilling wells shall begin on the date the well is spudded and terminate on
the date the drilling or complétion’ rig is released, whichever is later, except that rnio charge shall
be made dtiring suspenswn of dn]lmg operations for fifteen (15} or more cor.secutwe days.

{2] Charges for offshore dnllmg wells ‘shall begin on the daic when-drilling or completxon equlpment
4 arrives on location and terminate on the date the drilling or completion equipment{ moves off loca-
tion or rig is released, whichever occuis: first, except that no charg 'ge shall be made during suspen-
sion of drilling operations for {iftecen (15) or more consecutwe days
[3] Charges for wells undergoing any type of workover or recompletion for a penod ‘of inve (5) con-
secutive days or more shall be made at the drilling well rate. Such charges shall be applied for
the period -from date, workover operations, with rig, commerce through date of rig release, except
that no charge shall be made during susperision of operations for fifteen (15) or more consecutive

days.

(b) Pxoducm" Well Rates
[1] An active well either 'producéd or m;ectcd ‘nte for any portion of the month shall be con51de1ed
as a one-well charge for the: entire month

[2]' Eauh’actwc compiehon in a multi- comp]eted well in which ploductmn is not commmglcd down
hole shall be consxdexed as a one-well chaxge provxdmg cach complguon is consnde\ed a scpatrate
well by the govcrmng regulatory authonty : -

[31 An inactive gasivell shut in be)cause of ove1p10ducl1on or failure of purch'\son to take the pxoduc-
tion shall be considered as a ofic-well charge providing the gas well is divectly connected to a per- -

- manent sales oullcl

[4) A one-well chmgo may be muade for the’ month in whlch pluggu‘.g and “abandonnmient” operations

. are complclcd onany well. . o
(51 All other inaclive wells (mcludmg Put” nol lmutcd {o” inaclite wells covcwd py unit allowable :
v lease qllowah]e hansfcned qllowablo ete.) slmll not qualify for an ovmhead chmge

‘tion ka(-m as pubhshed by lhc Umted Slmos l)'e'p‘nm\cnli‘of Libox B ! tatis
- - - equivaleit Canadian index~as pubhvhed by “Statistics Canada, as applxcahle “The xdjust»,d ratcs shall be

the rates cunemly‘m use, plus or minus the computed adjustment.

—_8
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B. Overhead - Percentage Basis ] :
(1) Operator shadl charge the Joint Account at the following rates: {
(a) Developnient ‘ i

. e Povcent ( ) of the cost of Development of the Joint Property exclusive of costs
S ‘ provided under Paragraph g of Scetion IT and all salvage cradits.,

{(b) Opcrating
e Peveent (‘1) of the cost of Op(l.llm: the Joint Property exclusive of costs provided
under Paragraphs 1 and 9 of Scetinn i, 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-
ceral inteorest in and to the Joint Froperty.

{2) Application of Overhead - Percentiige Basis shall be as follows: .
For the purpose of determining charges on a percentage basis under Paragraph 1B of this Seetion III, de-
velopment- shall include.all costs in connection with drilling, 1ednll|n;,r deepening or any remedial opera-~
tions on any or all wells involving the use of drilling crew and equlpment also, preliminary expenditures
necessary in preparation for drilling and expenditures incurred in abandoning whcn the well is not com-
pleted as a producer, and original cost of construction or installation of fixed assets, the expansion of fixed
assels and any other project clearly discernible as a fixed asset, except Major Constructxon as cdes.ned in
Paragraph 2 of this Section IHi. Ail other costs shall be consldcled as Opcerating.

2. Overhead - Major Consfruction ,
To compensate Operator for overhead costs incurred in the construction and installation of fixed assels, the ex-
‘ pansion of fixed assects, and any other project clearly discernible as a fixed asset required for the developmént and
; ~operation of the Joint Property, Operatoy shall eithes negotldtc a mte p1 ior to lhe begmnmg of conshuctlon ~p-hratd

. : charga-tho-Joint-Accountfo-Ouorhead ased-cntha-faltaus 13

of § :

A. : % of total costs if such costs are more than$____ .

B. %6 of total costs in excess of § BRIy 1Y € iess than $1 000,000, plus
C, ___ 9 of total costs in_ex ,000,000

Total cost_s

2=

: 3. Amecndment of Rates .
‘ The Overhead rates provided for in this Section III may be amended fiom time to time only by mutial agreement
between the Parties hereto if, in practice, the rates are found to be insufficient or excessive.

Iv. PRIC!NG ‘OF JOINT ACCOUNT BMATERIAL PURCHASES TRANSFERS AND DKSPOSITIONS

Openatox is respoxmb)e for Joint Account Material and shall make pxopen and timely chardes and credxts for all ma-
terial movements affeéting the Joint Property. Operator shall provide all' Material for use on the Joint Property; Row-
ever, at Operator’s option, such Material may:be supplied by the Non- Operator Cperator shall make timely dlSposmon'
of idle and/or surplus Material, such disposal being made cither through sale {o Operator or Non- Operator, division in
kind, or sale to cutsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non- Opela-
tors in surplus condition A or B Material. The disposal of surplus Controllable Material not purchased by the Opera-

tor shall be agreed io by the Parties.

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

2. Transfers and Dlsposmons
Material furhished to the Joint Property and ’V{ate\nl transferred from the Joint Pxopexty or disposed of by the‘
- Operator, unless otherwise agréed to by the Parties, shall ke puced on the following bases exclusive of cash dis-

counts:

A. New Material (C,ondmon A)

(1) Tubular g,oods e\cept hne plpe clnll he ‘briced at the cuneut new price in affeet on date of’ movement ona
maximum carload e ishé-hasis, regardless of quantity transferred, equalized {o the lowest

pubhshed priceé f.o.b. raxlway 1ece1vmg point Ar-—reeegmzed—-l-)m—ge—m-twm- nearest the Joint Pxoperty
where such Malonnl is normally available. .
(2) Line Pipe
(a) Movement of less lh'm 20,000 pouinids shall be priced. at ‘the current new: pucc in’ effect at dale of L
movement,” as‘listed By a reliable supply store nearest thie Joint-Propeity where such Matena[ is nor-’ B

mally available. . , .
(b) Movement of 30,000 pounds or more shall be px |ccd wictor provisions of tubular goods pncmg in Para-
graph 2A (1) of this bcct:on 1v. ’

(3) Olhm ‘Material shall be px iced 'u ‘the current new price; in effcet at date of movenent, ashs!cd by a rehable
supply ' store or f.o.b. xall\m) l(‘(‘C‘\lll ‘point nearest the Joint Property where such- Malcnal lS nonm 1y

) avanablc )
B. Gond’Uaod Mdlolml (Cun(htmn B)

3

. i
P
i‘\

¢ Bow price; 3 deteriiined by Pui ngx.f.ph A of illlb aLL(mn IV 177

\
A,
N

S S ' (2) Malmml mo\ed hom un:- Jom[ P.opmw - ,
C(a) Atseventy-live: puucm (m‘,) af’ urrent’ new m :ce "as dc!uxmnwd hy. Par ugl :i'ph 2A70f thl; Sccuon IV
if ,\!a!e' x.xl was‘or mum Iv-charged-to- e Joint” -\ccou‘nl‘ﬁs New Material, or
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(b) at sixty-five percent {6577) of current new price, as determined by Paraaraph 2A of this Scction
IV, if Material was originally charged 1o 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
Materiat which is not in sound and serviceuble condition aud not suitable for its origiual function until
alter reeonditioning shall be priced at fifty percent (509°¢) of current new price as_determined by Para-
graph 2A of this Section IV. The cost of reconditioning shall be charged to the recliving property, pro-
vided Condition C value plus cost of reconditioning does not exceerd Condition 13 value,
(2) Condition D ) ’
All other Material, including junk, shall be priced at a value commensurate with its use or at prevailing
prices. Material no longer suitable for its oviginal purpose but usable for some other purpose, shail be
priced on a basis comparable with that of items normally used for such other purpose. Opcrator may dis-
pose of Condiiion D Material under procedures normally utilized by the Operator without prior approval
of Non-Operators.

D. Obsolete Material ~

Material which is serviceable and usable for its original function bul condition and/or valuc of such Material
is not cquivalent to that which would justify a price as provided ubove may he specially priced as agreed to by
the Parties. Such price should resuil in the Joint Account being charged with the value of the service ren-

dered by such Mateual
“E. Pricing Conditions .

(1} Loading and unleading costs may be chavged to the Joint Account at the rate of fifteen cents"'(l:’);z) per
hundred weight on all tubular goods movements, in lieu of loading and unioading costs' sustained, when
actual hauling cost of such tubular goads are equalized under provisions of Paragraph 5 of Section 1L

(2) Mate“'r\hl involving erection costs shall be charged at applicable percentage of the cuuent knocked-down
price of new Mateiial.

3. Premiwn Prices

Whenever Material is not readily obtainable at published or ]is(éd prices because of national emergencies, strikes ‘

or other unusual causes 6ver which the Operator has no conuol ‘the Operator may cha1ge the Joinl Account for the
requned Material at the Operator's aclual ‘cost incurred in providing such Material, in making it suitablé for use,
and in moving it to the Joint Property: provided notice in writing is fmmbhed {o Non Operators of the plOpOSEd
charge prior to billing Non-Operators for such Material. Ezch Nor-Operator shall have the right, by so electing and
notifying Operator within ten days after receiving notice from Operator, to furnish in kind’ ah or part of his share
of such Malterial suitable for use and acceptable to Opelator,

4. Warranty of Material Furnished by Operator

Operator does not warrant the Material furnished. In case of defcctue Material, eredit shall not be pﬁssed to the '

< Joint Account until adjustment has been received by Operator from the manufactmexs or their; agents.

V. INVENTORIES
The Oxﬁerator‘shall maintain detailed Tecords of Controllable Material.

1, Periodic Inventorics, Nofice and Represent‘\hon

At reasonable ‘intervals, Inventories shall ‘be taken by’ Opelatox of the Joint ‘Account Controllable Material,
Written tiotice of intention to take mventoxy shall be given by Opmatm at least thirty (30) days before any inven-
tory is to begin so that \Ion-Opcx ators.may he represented when any inventory is takeir’ Failute of Non-~QOperators
“to be represented at an inventory shall bind>Non-Operators to accept the mventoxy taken by Operator.

2. Reconciliation and: Ad]ustmcnt of Inventorics .
Recanciliation of a physmal inventory with the Jomt Aecount shall Le made, and a list of overages and qhm tages

shall be furnished to the Non-Operators within six months following the’ h!\mg of the inventory. Inventory ad= -

justments sha}l be fiade by Operator with the Joint Account for overages and shortages, but Operator shall be
held accountable only for shortages duc to lack of reasonabld” dxhr'cncc

Special Inventorzcs )
- Special ‘Inveéntories may be taken whcnever lhele is-any \dle or ch’mge of interest in the Joint Pr opcxty It \hall
he the duty of the party selling to nolify all other Parlies as qmcmv as po:snf)le after the transfer of interast’ takes
place. In such cases, both the: aellel and the purchaser shall bc governed. b\ such inventory.

-

- 4. "Expense of Conductmg l'cnodtc Invenlories S

The expense of conducling nm iodic Inventories %htl“ not Lo char ucd to the Joint Account unlcss aglccd to by the
Parties. .

+ SECTION VI:

Should ‘Operator. ‘dctermine that it is nccessary or adv1sablc to retain an outslde attorm.y
to represent_ Operator fox the beneflt of the Pau.z.os ata hearlng of, or before, a ‘state

or federal regulatory agency concexnlng a. mattex dlrcctly affecting the Jo_ ;’Property,’;s‘

then the fe¢s and expen«;eu of such out51de attomey shall be considered Vcost of
profesq.tonal consultant serv1ce., and contract servxcv::f' of technical personnel directly
“engaged on the J01nt property” “as set out 'in Scctlon I1. 6

» ' na;
. . ,W"_.",JQ.,
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KOCH EXRIBIT

Getly Oil Company

H. W. Anderson, District Administrative Coordinator
Denver Exploraticn and Production District

May 29, 1980

~

s' Koch Exploration Company, Inc.
P.0. Box 2256

Wichita, Kansas 67201 '
ATTENTION: MR. R.L. MC CALMAN

RE: DRYDEN NO. 1, DRYDEN NO. 2
GONSALES NO. 1, ALL IN
SAN JUAN COUNTY, NEW MEXICO
Gentlemen:

We are returning an approved copy of each of your AFEs to drill the above-
~ captioned wells. L e T ks

Attached is a copy of our geologic and well information requirements.

We request that your dailing dri11ing reports include a daily cost, as
well ‘as a cumulative-to-date cost. Should an overexpenditure be :
anticipated, we will require a supplemental AFE to be in hand for our
consideration and approval prior to the occurrence of the overexpenditure.

Very truly yom's ’

Y

H.Y. Anderson

HWA:HRW: 1p

attS . a S SIS AR T ) "-\*.'r' e § Lok IR
: BEFORE EXAMINER STAMETS
‘ [ Qi CONSERVATION DIVISION }

| Weaw mxisiTnOdo |
PR e | i X ﬂtﬁliﬁiﬂ,_ﬁ_ﬂmuﬁ
i Sunraitted byt_’h&n&h!._,,__,.~~
! _ Hearing Date g[zg. lal
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S ( CGETTY OIL COMPANY ;
 DRILLING WELL REQUIREMENTS
FOR JOINT INTEREST PROPERTIES

Reference Well(s): Dryden No. 1, Dryden No. 2 and Gonsales No. 1

Operator: Koch Exploration Company

Please provide Getty 0i1 Company, Three Park Central, Suite 700, 1515 Arapahce
Street, Denver, Colorado 80202, with the following 1nformation re]at1ve to the
well(s) being drilled by your company in which Getty has a working interest: i

1.. One copy of your expected dr1111ng program or progncs1s prior to spud
2. A daily telephone report from spud date to weill comp]et1on (contact Mrs. Bonnie’

~ : , Scales (303) 623-4200). Please include any known geological information in
{ o ; g this telephone report, such as sample tops, 1ithology, shows, etc.

3. Confirmation of drilling report by mail.

4. Timely notification pr1or to DST, coring, 1ogg1ng, abandonment’ or any other
special operations. During office hours (7:30 a.m. - 4:30 p.m., Monday through
Friday) please call (303) 623-4200. Otherwise contact one of the following at
home phone listed below:

A.  C.M. Caste]]ucc1o - Geo]og1st
;(303) 399 6171

B. Bert Marier - District Development Geologist
(303) 795-1271

C. Abe Landers - Engineer
(303) 237-9633)
5. Two cop1es each of pre11m1nary and three copies each of final results ‘of any

tests, DST's, core descriptions, core analysis or other spec1a1 operations.

6. One copy of all notices and reports f11ed with State, Federal or other agenc1es;

7. One copy of final well report, comp]et1on summary and engineering report
8. Three copies of wire line log field prints.

9.  One sepia and two prints of final log.
10. Sample cut requ%rements: None.

11. One field and one final copy of mud Tog (if" any) Please arrange to mail
field copy da11y, if possible.

\

- i
iy
i




12. Please advise us of the names and. phone numbers of the primary personnel with
your company that may be contacted for information regarding this well.

—~
R )
- _—

W.Jd. Newman :
District Production Manager

WIN:Tp \ i
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o C " KOCH EXHIBIT _

Jrederick J. Hansen James T. Skell Lebent D.

GENERAL COUNSEL ATTORNEY (New {Hleans) AT ror?»q?v Shultz

Elion A. Ellison Gary A. Gorman H. All

ATTORNEY ATTrgRNEY mf‘)'n‘?féfa dwelt

Robert D. Buettner Michelle A. Reagan K@ E H

ATTORNEY ATTOARNEY

INDUSTRIES INC.
LEGAL DEPARTMENT

ol : : ot Fa R Rt b e
BEFO?FFXAYAz!’CF“”llg :
OIL o il DIVISION
xkx*f ERSRRSIE uo.wﬂ ,,,,,,,,,,
cCresioey +e8_

| ‘ ‘  February 18, 1981

Getty Reserve 0il, Inc.
c/o Getty Oil Company
3 Park Central

i

1515 Arapahoe Street i OJ“““”“’")jéhdﬁnﬂa‘w
Denver, CO 80202 Hearing Date q;/ (Bl
Attn: Mr. Dan W. Sparks ’"W’”’T'"m'f""m‘m""'"’”’”
N Re: Dryden #1 and #2, T 28N, R 8W, L '
- San Juan County,’'NM (C-25-AC, C-25~AD
‘Genflemen:
e - ntﬁéchrd for-your review nuu'v“cv“_;UL”;f‘ujti:f::'C*”"““fé”mm““““”*

o -' Z " - - P e . T — -~1‘ -‘ -
S . _ part and counterpart of a letter agrecment and joint oper-
L ' ating agreements and authorizations for expenditures covering
the captioned wells.

Y The joint operating agreements and authorizations for expendi-
s e tures are the same as those you executed a few months ago

except for the interest rate change noted in the letter

agreement and the insurance provisions. The agreements as

submitted herethh reflect the corporate policy of Koch

Industries, which'is to carry no insurance beyond workmen's

» : o compensation for the joint account. The previous subnittal

L b : _was inadvertent and erroneous and reflected a provision in a

: ! form proposed by another operator in another .area.

Yours very truly,
R. D. Buettner

cc: H. J. Whlsnand w/encs.
pDavid Friend w/0 encs.

2/127a

-

_ Executive Offices: Post Office Box 2256 » Wichita, Kansas 67201 ‘4 Telephone 316/832.5500 7




{ A D5 04

EXPLORATION COMPANY

February 18, 1981

Getty Reserve 0il, Inc.
c/o Gatty 0il Company
3 Park Central

Suite 700 :
1515 Arapahoe Street

i . Denver, CO 80202

Attn: Mr. Dan W. Sparks

Re: Dryden #1 and #2, T 28N, R 8, -
San Juan County, NM C-25-AC, C~25-AD

Gentlemen;A

In examining title in preparation for the drilling of the
captioned wells, it has appeared to Koch that Getty Reserve
is the owner of a. .125% working interest in that certain oil

‘ L , andsgas lease from the United States of America as Lessor,
2 SIS - "which covers. the drill sgita:ninits for. suchiwella-known-as—— oo oot
’ the 0. L. Dryden Lease, dated April 1, 1948. You ‘have
advised that you desire to participate in the drilling of.
these wells pursuant to a joint operating agreement and
authorization for expenditure attached hereto as Exhibits 1
and 2, respectively, and made a part hereof. ~

However, you have advised that you are presently unable to
satlsfy yourselves that you have title to the interests in
question. :

Therefore, Koch has filed applications w1th the oil con-
servation division of the New Mexico Department of Energy
and Minerals for an order pooling dll mlneral 1nterests ;
'..’hi"“ will be tod """1‘-.13'\:(‘.(3. b‘j‘ the \.ayt_.;.uucu Wt:.LJ.b, Shat _Lb, : 'au,‘.x.
interests . in the North Half of Section 28 and the South Half
of Section 22, all ln‘Townshlp 28 North, Range 8 West NMPM,

San Juan County, New Mexico.

DIVISION OF KOCH INDUSTRIES INC [/ BOX 2258, WICHITA, KANSAS 67201 / TELEPHONE 3168325237

OISR
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Getty Reserve 0il, Inc.
Page 2 ’

Accordingly, it has been and hereby is agreed by and between.
Getty 0il Company (Getty) and Koch Exploration Company, a
division of Koch Industries, Inc., (Koch), effective January 1,
1981 regardless of the date of execution hereof, as follows:

1. Getty shall execute and return to Koch Exhibits 1
and 2.

2. Koch shall thereafter bill Getty for its share of
drilling based upon the division of interest shown in the
exhibits.

3. Such billings shall include interest at the rate
provided for in Paragraph 8 of Exhibit "1 from the date of
spud of the well which is the subject of the respective
billing through payment date by Getty.

4, If Getty has not signified its approval of title by
payment in full of all such billings received by Koch within

" six (6) moriths of ‘the date of spudding of the Dryden well

72, then Exhibits 1 and 2 shall be null and void and of no.

~furtner-{orce and effect and Getty shall have no obllgatlon
to pay any part of such bllllngs

, 5., Koch shall continue or cause to be continued or .
withdraw, as it deems necessary, its appllcatlons for com-
pulsory pooling hereinabove referred to during the period

ending six months after spudding of the Dryden #2 well,

6. If Getty has not pald such billings in full within-
six months of the date of spudding the Dryden 2 well, then
Koch may carry forward its applications for compulsory
pocling and Getty agrees that it shall in ‘no way oppose such
applications.

7. ‘This agreement 5hall bind the successors, affiliates
arl assigns of Koch and’Getty.

If the foreg01ng accurately sets forth your'understandlng of
our agreement and is in all respects satisfactory to Getty,




Getty Reserve 0Oil, Inc.
.Page 3

please execute and then return to this office one fully
executed copy of each of this letter, Exhibit 1 and Exhibit 2.

ATTEST: KOCH EXPLORATION COMPANY; a
' division of Koch Industries, Inc.

| -1 = ) (///
ay N aémf»uﬂ g

| A © H. J. WHISNAND, AS/;}ISTANT SECYKOCH INDUSTRIES, INC © RSILOBICT, PRESIDENT

ACCEPTED AND AGREED TO THIS DAY OF ‘ , 1981,
| L ATTEST: GETTY OIL COMPANY
By » _ By
2/034

2/127




> : ’ ' letter agreement dated
February 18, 11981,
between Getty 0il Compan
and Koch Exploration
Company,

AAPL FORM 610 R
"MODEIL FORM OPERATING AGREE MENT -1956

- ' . ‘ Non-Federal Lands

- L O N
} .3 . - , :
: C, ; (' Exhibit 1-A attached
* : to and made a part of

. | OPERATING AGREEMENT

wr
. . [

DATED

February 20 , 1980

‘N4 of Section 28 . A .
FOR UNIT AREA IN/TOWNSHIP.28 Nofth »» RANGE 8 West

San AJuan COUNTY STATE OF_,__New Mexico

" AMERICAN. ASSOCIATION OF PETROLEUM LANDMEN
APPROVED FORM. AAPL NO. 610
MAY BE ORDERED omecnv FROM THE PUBLISHER
KRAFTSILT PRODUCTS, 'BOX 800, TULSA 74101

3
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OPERATING AGREEMENT

THIS AGREEMENT, cntered into this__20th _day of_____ _ Fetruaxy 1989  netween
KOL,h Exploratlon Company, a d1v1510n gf 'Koch Industrles, __Igg._,

hereafter designated as “Cperator”, and the signatory partics other than Operator.
WITNESSETH. THAT: '

WHEREAS, the parties to this agreement are owners of oil and gas lcases covering and. if so indieatcd. .

unleased mineral interests in the tracts of land described in Exhibit “A", and al! parties have reached an
agx:eemént to explore and develep these leases and interests for oil and gae to the extent and as hereinafier
provided; ' i
NOW, THEREFORE, it is agreed as follows:
' 1. DEFINITIONS
As used in this agreerﬁent, the following words and tem;s shall have the meanings here ascribed to
them.
(1) The words *“party” and “pariies” shall always mean a party, or parties, (o 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) /’\I“he term *‘oil and gas’;lshall include oil, gas, casinghead gas, gas condensate, and all other liquid or gaee-
. ous hydrocarbons, unless an intent to limit the inclusiveness of this term is specifically stated.
v(4) The term “oil and gas interests” shall mean_unleased fee and minéral interests in"tracte of land-lyin g
within the Unit Area which are owned by parties to this agreement.
(5) The term “Unit Area” shall refer fo 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 leasehold interésts and oil and gas interests are déscribed in Exhibit “A”.

(6) The term “drilling unit” sh‘a‘ll mean the area fixed for the drilling of one well by order or rule of any

state or federal body having authority. If a drilling unit is not fixed by any such rule or order, a drilling’

unit shall be the drilling unit as established by the pattern of drilling in the Unit Area or as fixed by ex-
press agreement of the parties, ,

(7) All exhibits attached o0 this agreement are made a:part of the contract as fully as though "éopiedi in full
in the contract. '

(8) . The.words “anu

ipment™ ond “niateriais” & uséd here are synonymous and shall mean and include all
oil field supplies and perco’hal property acqiired for use in the Unit Area

2. TITLE EXA\HNATION LOSS OF LEASES AND OIL AND GAS INTERESTS

. A Tltle Examination:

Recognizing that the oil and gas lease committed hereto is currently préducing
in other lands or formations not committed to this agreement, there shall be no
reéquirement for current examination of title to the oil and gas lease committed
hereto; 'however, at the option of Operator, tltle to the oil and gas lease as to
the drillsite for the proposed well may be examined by an attorney selected by
Operator on a complete abstract record prior to drllllng the 1n1t1a1 test well
hereundér. >If prepared, a copy of the examlnlng Attorney's opinion shall be oent
to each party prlor to‘drilling: A -gocd faith effort to satisfy the examlnlng
attorney's recm iréments shall be made by ‘each of the parties to thlS agreement

The cost of any such title examlnatlon shall be borne’ by the partles to thls
agreement unless such party furnishes Operator an exxstlng title opinion showing

clear leasehold title in such party and in that- casé the cost thereof shal.!L be borne

the party belng the cost of the drllllng of thé initial test well®and shall be
considered a part of the cost Of ‘drilling such well. No charge shall be made;
howevér, for any title examination’ made by any attorney who is an employee of a
party hereto. - : , ‘ : S .

N

| “Joift Loss”




of cach supplemental opinion, and of all final opihions. shall be sent nromptly ta sach party, -The opins
the examining attorney concerning the validity of the title to each oil’and gas interest and each se, and the
amount of interest covered thereby shali be binding and conclusive on the parties, but acceptability of
leases as to primary term, royalty provisions, drilﬁn;; ohligations, and spccidl bursddhs, shali be a matter for

approval and acceptance by an authorized representative of cach party.

All title examinations shall be mide, snd title reports submitted, within a period of _______days after the

submission of abstracts and titie papers. Each party shallif good faith, try to satisfy the requilzcmcnts of the

examining attorneys concerning its leases and interests] and each shall ‘have a period of _. . days from

receipt of title reéport for this purpose. If the ¢ to any lease, or oil and gas interest, is finally rejected by
the examining attorney, all par ‘ugy{ Then be asked' to state in writing whether they will waive the title

defects and accept the leases or inférests, or whether they will stand on the attorney's opinion. If one or more

partics refuse to waive ti defects, this agreement shall, in-that case, be terminated and abandoned, and all
’ A ‘ o abstracts and title ers shall e returned to their senders. If all titles are approved by the examining at-
torneys, or ape“accepted 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 hecome operative

‘ ( /
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After all titles are approved or accepted, any "a\efects of title that may develop shall be the joint re-
sponsibility of all parties and, if a title loss occurs, it shall be the loss of all pariies, with each bearing its pro-
A 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 ‘portidﬁ 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 periormed, or if any lease be permitted to expire at the end of its primary

be Jomt losses and shall be borne by all parnes in proportxon to their interests and there shall be no readjust-

ment of interests in the remaining portion of the Unit Area.

's's the owner shall receive royalty on’

”as lease attached» hereto as Exhibit “B”. Such party shall,

4. INTERESTS OF PAhTu«:s

Exhlbll “A" lists'all of the p'ntws and their; respectwe perccntage or fractxonal mtcrests under thh

'term and not be renewed or e\{tended ‘the loss shall riot be considered a fa:lure of title and all sieh lasgas shal : l

under thns con—

ST agreement Unlcssnhar{"wcd.b" sthor pxommm,' alt- coats and- imollltles mcuned in operatx

B

tract shall be boi'-n/é' and 'p“aid and all Lqulpment :md materlal acqunred in opcratxona on the Unlt Area shall be

odixchon of oil 2nd ‘gas “from the'

owned by the partles as their mteresta arc given in E\(hxbxt “A" All

B B - Un:t Area subject to the paymcnt of lcssor" rovaltma, shall also be owned by the partles 1f the same manner

- “Joint Loss™’ ] I , , .
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If the interest of any pavty in any oil and sus lease covered by this agreemoent is subjeet to an overriding

royalty, production payment, or other charge over and above the usaal enc-cigthh (!'3) royalty, such party shall

assume and alone bear all such excess obligations and shall account for them to the owners thereof out of its

f . share of the working interest production of the Unit Area.

5. OPERATOR OF UNIT Industries, Inc.

Koch Exploration Company, a division of Koch/ shall be the Operator of

the Unit Area, and shall conduct and direct and have full control of all operations on the Unit Area as per-
mitted and required by, and within the limits of, this agreement. It shall conduet all such operations in a good
!» and workmanlike manner, but it shall have no iiabilily as Operator to the other parties for losses sustained,
or liabilities incurred, except such as may result from gross negligence or from breach of the provisions of

this agreement. ;
4. 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 employces shall be the employees of Operator.
, 7. TEST WELL
On or before the__1st _ dayof August , 1980 | Operator shall commence the drill-

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

N of Seét_ion 28, Township 28 North, Range 8 West,
San Juan County, New Mexico,

and shall thereafter contintte the drilling of the well with due diligence to

6,670 feet or sufficient to test the Dakota formation

unless granite or other practically. iingenetrable ‘substance is encountered at a lesser depthor unless all parties
agree to complete the well at a lesser depth. ‘

Operator shall make reasonable tests of all formations - encountered durmg drilling which give indica-
tion of conlammg oil and gas in quantities sufficient to test, unless this agreement shall be limited in its ap-
plxcatxon to a specific formation or formahons in ‘Which' event Operator shall be requlred to test only the
formatlon or formations to which lhlS agreement may apply. . . : : ?

If in Operator's judgment the well will not produce oil or gas in paying quantities, and it wishes to
plug and abandon the test as a dry hole, it shall first secure the consent of all parties to the plugging, and the

well shall then be plugged and abandoned as promptly as possible.

; 8. COSTS AND EXPENSES
Except as herein otherwise specifically provided,‘ Operator shall promptly pay and discharge all costs
and expenses incurred in the development and operalit)n of the Unit Area pursuant to this agreement and sirail
charge each of ‘the parties hereto with thelr respective proportionate shares upon the cost and éxpense basis
provided in the Accounting Procedure attached hereto and: marked Exhxbxt wen, U1t any provision of Ex-
hibit “C’: should be inconsistent with any prov:snon ‘contained in the body of this agreemcnt the provmons in

the body of this agreement shall prévail. .
; ° ' 3

Operator at its election, shall h*ive lhe right fxom tlme 1o tlme to demand and tedeive from the’ other ‘
partxes payment in advance of their respective shares of the estmnted amotunt of the costs to be “incurred in
operations heréunder during the next succéeding mBnth wluch nght may be e\ercxscd only by submission to

each such party of an itemized statcment of such estimated cosis logether with an mvmce for its share there-

&

of. [Each such statement and invcice for the paymenl 1n advance of estimated costs shall be submxttcd on or
before the 20th day of tho ne\:t prccedmv month Each party sha]l pay to Operator xt> proportxonate share of

'and mvmce 1: rccewed It any party fmls to pay xts4

- such estimate wnhm hfteen (15) davs after such nstlma

peréent'(lt)*

share of said eshmate thhm said’ hme the amount due shall bear 1ntexcst at the pr une rate on date of
b1111ng as established by the FPirst National Bank--at Wichilta, Kansas, lus: one-=d
per annum untxl pald Proper ad]mtment shall be made monthly between advames and actual cost to the end.

':“’;,; : o o R : . that each party shall bear and pay iis- proportlonato share of actual éosts mcurred and no mo:e

- o v , o 3 _

S S S ' . ] Revised 1967

L : ) ok But in no event,” however, shall said interest exceed the maximum
O ‘rate permxtted by applicable law.
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9. OPERATOR'S LIEN

Operator is given a first and preferred licn on the joterest of each party covered by this contract. and
in cach party's interest in oil and gas produced and the procceds thereof, and upon cach party's interest in ma-
terial and equipment, to secure the payment of all sums due from each such pasty to Operator.

In the event any party fails to pay any amount ewing by it to Operator 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 elec!ion. to collect from the purchaser or purchasers of oil or gas,
the proceeds aceruing to the working inferest or intercests in the Unit Area of the delinquent party up to the
amount owing by such party, and each purchaser of oil or gas is autl%orizcd to rely upon Op"eralor's statement
as to the amount owing by such party. k

" In the event of the neglect or failure of any non-operating parly to promptly pay its proportionate part
of the cost and expense of development imd operation when due, the other non-operating parties and Operator,
within thirty (30) days after the rendition of statements theréfor by Operator, shall proportionately contribute
to the payment of such delinquent indebtedness and the non-operating parties so contributiﬁg shall be entitled
to the same lien rights as are granted to Operator in this section. Upon the payment by such delinquent or
defaulting pariy to Operator of any amount or amounis on such delinqtrenﬁ indebtedness, or upon any recovery
on ‘bchalf of the non-operating parties under the lien conferred above. the amount or amounts so paid or re-
covered shalt 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 agreemeng 'sﬁ‘a'll remain in full force and effect for as long as any of the oil and gas leasés subjected
to this agreement reméin or are continued in force as to any part of the Unit Area; whether by production, ex-
tension, renewal or otherwise; provided, however, that in-‘t‘ne event the first well drilled hereunder results in
a dry hole and no other well is producing oil or gas in paying quantities from the Unit Area, then at the ‘end
of ninety (90) days after abandonment of the first test well. this agreement shall terminate unless one or
more of the parties are then engaged in drilling a 'well or wells pursuant to Section 12 hereof, or all parties
have agreed to drill an additional well or wells under this agreement, in which event this:agreement shall con-

tinue in force until such well or wells shall have been drilled and completed. If production results there-

from this agreement shall continue in force thereatter as if said first test well had been productwe in paymg

guaniities, but if production 'in paying quantlues does hot xesult therefrom this agreement shall termmate
at the end of nmety (90) days after abandonment of such well or wells. Tt is agreed, however, that the term-
ination of this agreement shail not relieve any party hereto from’ any liabi]yity which has accrued'or attathed
prior to the date of such termination.‘

11. LIMITATION ON EXPENDITURES ,

Without the consent of all pari:es (a) No well sha]l bc drilled on the Unit Area except any well ex-
pressly provided for in this agreement and except any \sell drilled vursuant to the pxovrsmns of Section 12
of this agreement it being understood that the consent to the anlmd of a wecll shall include consent to all
nccessary expend:tures in the drilling, testing, completing, and eqmppmg of the well, including necessary
tankage; (b):No well shall be reworked, plugged back or deepened except a well rewor ked, plugged back or

deepened pursuant to the provisions of Section 12 of this agreement, it being understood- that ‘the tonsent  to

the reworking, 'plugging baek or deepening of a well shall ‘include consent to all necessary expenditures in;

conducting such operations and completing and equipping of said well to produce, inicluding necessary fank-

age; ‘(c¢) Opeérator shall not undertake any single pxo;cct reasonably estimated to require an expenditure in
excess of_Twenty thousand and no/100-----~-------- m=—==- Dollars (§20.000.00 ,

; ewcept in connectlon with a well: the drmmg rewonkmg. c‘eepemng or pluggmg back of which has been pre-:
\uously authorized by or pursuant to this azreement prov ided, howevér, that in case of ekplosxon fire, “flood,

or other sudden emerpency, whether of the same’ or dx!’foxent n'vlure Operator may take such steps and incur

‘such c\penscs as in 1ts opm:on are required to deal wnh the ‘emer goncy and (o safcguard life and property
but ‘Operator shall as promptly as possnble rcport the emergency to the other pames Operator shall upon

Oy

request, furnish COpl(.‘S “of its “Authority for E.\pendltures for any single pxo;oct costmg in'ex-

cess of $.10,006.00, . - S

—4—
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12. OPERATIONS BY LESS THAN ALL PARTIES

If all the parties cannot mutually ageee upon the drilling of any well on the Unit Area other than the
test well provided for in Scction 7, or upon the reworking, deepening or plugging back of a dry hole drilled

at the joint expense of all partics or a well jointly owned by all the parties and not then producing in paying

~ quantities on the Unit Arca, any parly or parties wishing to drill, rcwo:rk. deepen or plug back such a well

may give the other parties written notice of the proposed operation, specifying the work to be performed,
the location, propogcd dcpt_h. objective formation and the estirhated cost of the operation. ;I‘he parties receiv-
ing such a notice shal} have thirty (30) days (except as'to reworking, plugging back or drilling deeper, where
a drilling rig is on location, the period shall be limited to forty-cight (48) hours exclusive of Saturday or Sun-
day) after receipt of the notice within which to noti[y the parties w}shing to do tl;e work whether they elect
to participate in the cost of the proposcd operation. Failure of a party réceiving such a notice to so reply to
it within the period above fixed 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 in the proposed operation (such party or
partics being hereafter referred to as “Non-Consenting Party"'j, then in order to be entitled to the benefits
of thls‘ section, the party or parties giving the notice and such other parties as shail elect to participate in the
operation (all such parties being hereafter referred to és the “Conse,nting‘Parliés") ‘shall, within thirty (30)
days after the expiration of the notice period of ’thirly‘ (30) days (or as promptly as possible after the expir-
ation of tii¢ ¥8-nour period where the drilling rig is ‘on location, as the case may be) actually commence work

on the proposed operation and complete it witﬁ due diligence.

The entire cost and risk of conducting such operations shall be borne by the Consénting Parties in the
proportions that their respective interests as shown in Exhibit “A” bear to the total interests of all Cénsenting
Parties. Conse’nting Parties shall keep the leasehold estates involved in such 6pei‘ations free and clear of all
liens and encumbrances of every kind created by or arising from the operations of the Consenting Partiés. 34
such an operation resulls in a dry hole, the Consenting Parties shall plug and abandon the well at ‘their sole
cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions-of this
section results in a producer of oil and/or gas in paying quantities, the Consenting Parties ;hall éor‘nplé’té and
equip the well to produce at thetr sole cost and risk, and the well shall then be turned over to Operator and
shall be operatéd by it at the expence and for the account of the Consentmg Parties. Upon commencement of
6perations for the dn]lmg, reworking, deepening or pluggmg back of any such well by Consenting Parties

in accordance with the provisions of this section, each Non-Consenting Party shall be deemed to have “elin-

. quished to Consenting Parties, and the Consenting Parties shall own and be entitled to receive, in proportion

to their respective interests, all of such Nqn-Consenting Party’s interest in the well’, its leaséﬁold operating
rights, and share of production therefrom ‘until the proceeds or market value thereof (after deducting pro-
duction taxes, royalty, overriding royalty and other interests payable out of or measured by the productxon

from such well accruing with respect io such mteresl until it reverts) shall equa] the total of the’ fo]lowmg

(A) 1009, of each such Non-Co:ysenting Party’s share of the i'o'st of any nery acquired surface equipmeht
beyond the wellhead connections' (inclddihg, but not ‘limitéc;l' to, stock “tanks, " separators, treaters,
pumping equxpment and plpmg) plus 100 % of each such "‘Non-Consenting Party’s share of the cost of

N opcrahon of the well commencmg with first produchon and conlmu.ng until each such Non Consentmg
Party s relmqulshed interest shall revert to it under other prov:slons of th:s soctxon. it being agreed that
each Non- Consenhng Party's share of such cost> and equipment will be that mterest which would have
been chargcable to each Non- Corxsentmg Party had it partncnpated in the well from the begmmng of

~ 4

the operatlon and . ; ' 3

(B) 200” of that porllon of the ‘costs - and ewpenscs of dulhng, reworkmg, decpcmng or pluggmg back_

N

testing and complctmg, after deducung any cash contributions recewed under Section 25, and- 200
of ‘that portion “of the cost’ ot’ newly acquired equxpment m the well (to and mcludmg the wellheadv
connectlons), whu:h would have becn chargeable to such Non Consentmg Party 1f it had parhcmated'

o therem
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In the case of any reworking, plusying back or deeper drilling operation, the Consenting Parties shall
be permitted to use, free of cost, all casing, tubing and other equipment in the well, but the ownership of all
such ecquipment shall remain unchanged; and upon abandonment of a well after such reworking, plugging
back or deeper drilling, the Cbnsc‘nting Parties shall account for all such equipment to the owners thereof,

with each parly receiving its proportionate part in kind or in value.

by

Within sixty (60) days after the completion of any opumlmn under this section, the party conducting
the operations for the Consenting Parties shall furnish each Nun Consenting arty wnh an inventory of
the equipment in and connected to the well, :;n(l an itemized statement of the cost of drilling, deepening,
plugging back. testing, completing, and equipping the well for production; or; at its option, the operating
party, in licu 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 Partics are being reimbursed as provided
above, the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all
costs and liabilities incurred in the operation of the well, together with a statement of the qtlantity 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. Any amount realized from the sale or other disposition of equip-
ment newly acquired in connection with any such operation which would have been owned by a Non-(,:on-
senting Party had it participated therein shall be credited against the total unreturned costs of the work done
and of the equipmént purchased. in determining when the interest of such Non-Consenting Party shall revert

to it as above provided: if there is a credit balance it shall Ye paid Lo sich Non-Consenting Party.

If and when the Consenting Pzrties recover from a Non’-Cthenting'Party‘s relinquished interest the
amounts provided for above, the reliixquished interests of such Non—Consenting Party sha’l automatically;
revert to it and from ana after such re%re_rsion’ such Non-Consenting Party shall own the same interest in such
well, the operating rights and working interest therein, the material and eqUipment in or pertaining thereto,
and the production therefrom as such Non- Conseritirig Party would have owned had it x;articipated ‘in the
drilling, reworking, deepemng or plugging back of said well. Thereafter such Non-Consenting Party bhall be
charged with and shall pay its proportionate part of the further costs of the operation of said well in accord-

ance with the terms of this agreement and thé accounting procedure schedule, Exhibit “C”, attached hereto.
Notwithstanding the provisions of this Section ‘12, it is agreed that without ‘the ‘mutdai"'c'onsuéﬁt of -all

parties, no wells shall be completed in or produced from a source of supply from which a well located else-

where on the Unit Area is prodﬁcing,_ynless such well conforms to the then-existing well spacing pattern

for such source of suppiy.

The provisions of this section shall have no api)‘licatipn whatsoever to the drilling of the initial test
well on the Unit Area, but shall apply to the reworking, deepening, or plugging back of the initial test well
after it has been drilled to the depth specified ‘in 4Section 7, if it is, or thereafter shall prove to be, a dry
hole or non-commercial well, and to all other wells drilled, reworked, deepened, or plugged back, or pro-
posed to be drilled, rewmked deepennd or plugged back, upon the Unit Area subsequent to (he drilling of

the initial test well.

13. RIGHT TO TAKE PRODUCTION IN KIND

Each party shall take in kind or separately dispose of its propox(idnate share of all oil and gas pro-

duced from the Unit Area, e\(clusxvc of production whlch nmiay be used in de\,elopmcnt ‘and producmg oper-

ations and in preparmg and treating oil for mmketmg purposes and production unavmdably lost. Each party,,

shall pay or dehver, or cause to be paid or:delivered, all royalfies. ovei ndmﬂ royalt\es, or other” payments

duc on' its share of such produchon and shall hold tl‘e other parties free {rom any hab:htv therefor. Any
extra ewpendtture mcurred in thc takm“ in kind or séparate dlspOSlhOn by any p'trty of lts propoxuonale

share of ‘the producuon shall be borhe by such party ‘ - Py

Each pmty shall e\ecute all division orders and contracts of. sale per mmm;, to its mlcrest in produv

tion Irom the Unit Area, and shall be entitled to receive’ pa\-ment dlrect from’ !he purcha<9' or erchascrs -

thereof ior its share of all produchon
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In the event any party shall (ail to make the srrangements necessory to toke in kind or separately
dispose of its proportionate share of the oil and gas produced from the Unit Arvca. Operator shall have the
right, subject to rcvucation.at will by the party owning it. hut not the obligation, to purchase-such oil and
gas or secll it to others for the time being, -at not less than the market price prevailing in the area, which
shall in no cvent be less than the price which Operator receives for its portion of the oil and gas produced
from the Unit Area. Any such purchasce 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 kirid, or separately dispose of, its share of
all oil and gas not previously delivered to a purchaser. \Iotwuhx(andmg the forcgomg Operator shall not
make a sale into interstate commercee of any other party's share of gas production without first giving such

othier party sixty (60) days notice of such intended sale , nor shall Operator create ahy
supplier/purchaser relationship with respect to any other party's share
of production without express prior written consent of sucH other party.

14. ACCESS TO UNIT AREA

Each part,\? 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 reasonable times to information pertaining to the development
or operation thereof, including Oper>ator'§ books and records relating thereto. Operator shall, upon request,
-furnish each of the other partles wnlh coplcs of all drilling repor ts, well logs. tank tables, daily gauge and
run tickets and reports of stock on h'md at thé first of each month. and.shall make available sanples of any

cores or cuttings taken from any well drilled on the Unit Area. { -

15. DRILLING ‘CONTRACTS

Al wells drilled on the Unit Area shall be drilled on ‘a competitive’ contract basis at the usual rates

prevatling in the area.' Operator, i'f it so desires, may employ its own tools and equipment in the drilling

of wells, but its charges theréfor shall not exceed the prevailing rates in the field, and the rate of such

charges shall be agreed upon i)y the parties in writing before drilling operations are 'comrhenced, and such

work shall be performed by Operator under lhe same terms and conditions as shall be customary and’usualx

in the field in contracts of independent coniractors who'are doing work of a'?;imilar‘nature.

16. ABANDONMENT OF WELLS

No well, other than any well which bas 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 ¢om-

pléied as a producer shall be plugged and abanddned without the consent of all- parties; 'pro?ided, however,

if all parties do not agree to’the abandonment of any well, those wishing to continte its operation shall tender

to each of the other parties its proportionate share of the value of the well’s salvable rimterial and equip-

ment, determined in accordance with the provisions of Exhibit “C”, léss the estimated cost of salvéging" and

the estimated cost of plugging and aban’donihg. Each abandrohin'g party 'sh';ill then assign to the non-

abandoning;bart{és. without warranty, éxpress cr implied, as to title or as to quantity, quality, or fitness for use

of the equipment and material, all of its interest in the well ‘and 'its equipment, together with its interéét'iﬁ

the leacehold estate as to, but only as to,: the interval or intervals-of the formation or: formatlons then open v

to produawn The asslgnmcnts 50 lmn(cd shal! encomp:ms ‘the ‘dnlhng unit” upon whlch the well is located Y

~ The paymentb by, and the assignments to the assngneea shall be in a raho based upon the relationship of

their respectwc percentages of participation in the Unit Area to the’ 1ggregatc of the perccntages of partici-

pauqn in the Umt Arca of all assignees. There shall be no readjustment of interest-in-the remaining portion
of the Unit “Area. ‘

After the ass:gnmenl lho asswnors shalil have no fmthm reaponslblhtv, habxllty,’or mtercst in the

operation of of producuon ﬂom the well in" the mterval oF mtervals then open “Upon requcst of the amgnees

Opcrator shall ‘continue to opern(c the assigned wcll (01 the account of the non-abandon;pg parues at the

rates and charges contemplated by this agreement, “plus any-additional cost and charfes which may arise™as -

the result of the separate ownership of the assigned well.

=

e T e



AALL FORM w10

17. DELAY RENTALS AND SHUT-IN WELL PAYMENTS
: The party presently paying shall continue to
! Kavbpariaesdiadl pay all delay rentals aud shut-in well pavments which may hc required under the

1 terms of its lease or leases and submit cevidence of cach pavinent (o the other parties at least ten (10) days

3 prior to the payment date. The puying party shall’ be reimbursed by Operator for 100% of any such delay
rental payment and 100% of any such shut-in well payment. The amount of such reimbursement shéll"be
charged by Operator to t‘hc joint account of the parties and treated in all respects the same as costs incurred
in the developiniil and ‘6pe'ra‘tion of the Unit Area, Each party responsible for such paymcnts shall diligently
» attempt lo make proper payment, but shall not be held liable to the other parties in damages for the loss of
- i any lease or interest therein if, through mistake or oversight, any rental or shut-in well payment is not paid

or is erroncously paid. The loss of any lease or interest therein which results from a failure to pay or an er-

roneous payment of rental or shut-in well pin}-rhent shail be a joint loss and there shall be no readjustment of
interests in the remaining portion of the Unit ‘Arca. If any party secures a new lease covering the terminated

interest, such acquisiton shall be subject to the provisidné“ of Section 23 of this agreement.

Operator shall promptly notify cach other party hereto of the date on which any gas well located on

the Unit Area is chut in and the reason therefor.

kY

- terests in the Unit Area. it shall promptly give written notice to the othel parties, with ful! ml‘or on con-
cerning its proposed sale, which shall include the name and address of the prospective_parchaser’ (Who must
be ready, willing and able to purchase), the purchase price, and all other terms efthe offer. The other parties

shall then have an optional prior right, for a period of ten (10) days-dfter receipt of the notice, to purchase

i ! on the same terms and conditions the interest which the otherParty proposes to sell; aﬁd, ‘if this optional right

is exercised, the purchasing parties shall share the-Purchased interest in the proportions that the interest of

each bears to the total interest of all reRasing parties. However, there shall be no preférential right to pur-

chase in those cases where ap arty wishes to mortgage its interests, or to dispose of its interests by merger,

reorganization, co idation, or sale of all of its assets, or a salc or transfer of its interests to a subsidiary or
any, or subsidiary of a parvent company, ¢r fo any company in which any oné pariy owns a ma-

[\
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19. SELECTION OF NEW OP'ERATOR

Should a sale be made by Opcérator of iis rights and interests. the other parlieg shall have the right
within sixty (Gf‘))'c‘i‘ays after the date of such sale, by majority vote in interest, to selecﬁ a new Operator. If
a new Operator isinot so selected, the transfcree of the present Operator shall assume the d/utiés‘df and act és
Operator. In either case, the retiring Operator shall continue to serve as Operator, and discharge 'its'dm.iés

in that capacity under this agreement, uritil itsvsuccessor Operiator is selected and begins to function, but ‘the

present Operator shall not be obhgated to continue the performance of its duties for more than 120 days after

H

the sale of its nghts and mtc'ests has been completed.

“Joint Loss” ;

e i R o3
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20. MAINTENANCE OF UNIT OWNERSHIP

. For the purpose of maintaining unifarmiiv nf ownership in theni! and gas leaschold intercsts covered by
this contract, and notwithstanding any other provisions to the contrary, no party shall sell, encumber, transfer
or make other disposition of its interest in the lcases embraced within the Unit Area and in wells, equipment

and productron unless such disposition covers either: = . i . : e
(1) the entire interest of the party in all leases and cquipment and production; or

(2) an equal undivided interest in all leases and equipment and production in the Unit Area.

Every such sale, encumbrance, transfer or other disposition made by any party shall be made expressly

subjeet to this agreéement, and shall be made without prejudice to the rights of the other parties.

; : If at any time the interest of any pa;ly is divided 'nmong and owned by four or more cG-0wWners, Opera-
tor may, at'its disctetion, require such co-owners to appoint a single trustee or agent with full authority to re-
ceive notices, approve expenditures, receive billings for and approve and pay suéh party’s share of the joint
expenses, and to 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 si.all enter into and execute
ail 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, payment of the sale proceeds thereof.

21. RESIGNATION OF OPERATOR

less than nmety {90) days given to all other parties. In this case, all parties to this contract shall select ' by
majarity vote in interest, not in numbers, a new Operator who shall assume tﬁe responsibilities'and'duties, and
have the rights; prescribed for Operatoi- by this agreement. The retiring 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

Lo . ¥ o - . .
The liability of the parties shall be several, not joint or collective. Each party shall be responsible
only for its obligations, and shall be liable only for its proportionate share of the costs of developing and

operating the Unit Area. Accordingly, the lien granted by each party to Operator in Section 9 is given to se-

[¢]

ure only the debis of euch severaily. Tt i§ not the intention of the pariies to créate, nor shall this agreement

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

2] 8 \{ / 7y Ta t4

R—any—pa&y—eeemes—a—maewel—e&-&&y—e&-&mi—geﬁemem&sec - 2
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shall be in proportion to the interests held at that time by the parties in the Unit Area.

If some, but less than ail, of the parties elect to participate in the pdrchase‘ 4 % renewal lease, it shall

be owned by the partics wha elect to participate therein, in a ratio based upon Hie relanonshlp of their rnspec-
tive percentage of participation in the unit area to the aggregate of the ppr entages of par'uclpatlon in the unit

area of all parties participating.in the purchase of such rénewal lpaSe. Any rencwal lease in which less than

all the parties elect to par(icipa(é shall not be subject to thisaGreement.
Each party who participates“in the purchaya’i'encwal lease shall be gf\'enu an assigﬁrﬁent of its pro-

portionate mterest therein by the acqumng par

“The provisions of this section shall-4ppl¥y to renewal leases whether they are for the entire interest

covered by the ¢xpiring lease or coyer only a porlion of its area’ or an interest therem’ Any rénewal lease
taken befme the coxpiration ¢
the expuauon “of the'e "'stlng‘"lcase shall be subject 1o this provnsnon bul any lease taken or contracted for
more than six (6} Mmonths after the ewp:r.mon of an c\mtmg tcase shall not be deemed a renewal lease and

shall fiot be

bject ‘io the pxovmom of lhn section. o :

Operator may resign from -its duties and obligations as Operator at any time upon written notice of not

its” p:cdocesson lcasc or taken or contractcd t‘on within’ six (6) months a[tel‘
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24, SURRENDER OF LEASES

_ The lcases covered by this agreement, in so far as theyv emhrace acreage-in-the Unit “Area, 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
oiher pariics not agree or consent, the party desiring to surrender shall assign, without express or implied
warranty of title, all of its interest in such lease, or portion thereof, and any well, material and equipment
which may be located thereon and any riéhts in production thereafter secured, to the parties not desiring to

surrender it. Upon such assignment, the assigning party shall be relicved from all obligations thereafter ac-
n cruing, but not theretofore accrucd, with respect o the acrecage assi_gned and the cperation of any wéll there-
on, and the assigning party shall have no further interest in the lease assigned and its equipment and production.
The parties assignee silell 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 the provisions of Exhibit “C”,
less the estimated cost of salvaging and the estimated cost of plugging and abandoning. If the assignmient is in
favor of more than one party, the assigned interest siall be shared by the parties assignee in the proportions

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

Any assignment or surrender made under this provision shall not reduce or change the assignors’ or 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 subsequent operations therean, shall not thereaftar be subisct 5 the

terms and provisions of this agreement.
o3

25. ACREAGE OR CASH CONTRIBUTIONS

If any party receives while this agreement is in force a contribution of cash toward the dritling of a
well or any other operation on the Unit Areé, 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 othetr operation. If
the contribution be in the form of acreage, the party to whom the contribution is made shall promptly execute

who bore the costs of such operation

an assignrmaent of the acreage, without warranty of title, to all parties to this agreement/m proportion to their
interests in the Unit Area at that time, and such acreage shall become a part of the Unit Area and be governed
by all the provisioné of this contract. Kach party shall promptly notify all other parties of ‘all acreage or

‘money contrxbuhons it may obtain in support of any well or any other operation on the Unit Area.

26. PROVISION CONCERNING TAXATION

_Each of the parties hereto elects, under the authority of Section 761(a) of the Internal Revenue Code of
1954, to be excluded from fhe application of all of the provisions of Subchapter K of Chapter 1 of Subtitle A of
the Internal Revenue Code of 1954. If the income takx laws of the state or states in which the property covered
hereby is located contain, or may hereafter coritatn, provisions similar to those c‘onteined in the éubchapter of
the Interhal Revenue Code of 1954 above referred to under which 2 similar election 1s permitted “dach of the
partles agrees that such electlon shall be exercised. Each party authorizes and directs the Operator to execute
such an election or elections on its behalf and to file the election with the proper governmental office or

agency. If requested by the Operator» so to do, each’ party agrees {o execute and join in such an Jelection.

Operator shall render for ad valoreém taxation all property sub]ect to this agreement which by law

" shouild be rendered for such taxes, and it shall pay all such taxes asscssed thereon before they become delm-
quent Operator ‘shall bill all other parties for their proportionate share of all tax payments in the manner
prowded in Exhibit “C”. - , P *

If any tax aseessment is considered unreasonable by Operator, 1t may at its discretion prolest such valua-
tion wnthm ‘he txme and manner presenbed by law and’ prosecute ‘the’ protest to a fmal determmatlon, unless.
all partxes gre e to abandon the protcst pnor to final determmatlon When any such protested waluauon shall
: ; aythe assessnieni-for the mmt accoum, togemer thn lmerest and
penaltyvac'crued, and the total cost- shall hen be ‘assessed against the pames, and be paid by them, as provxded
in Exhibit “C",



3 . ¢ 7

< A.APL, FORM 610

27, INSURANCE

At ali times while opexatwns are condudcd horeundor, Operator xlmll Lomply with the Workmen's

no other

Compensation Law of the State where the operations are being conducted. Opemtor shall alse- carry sr—pio-
ide insurance for the benefit of the joint accounl.ebure-mﬂf@h-n"—mMmﬂhnéd—m-&MM—D-auacb%
4o—and—made-a-part—heresf. Operator shall require atl-contractors engaged in work on or for the Unit Area
't0 comply with the Workmen's Compehsaﬁdn Law of the State where the operations are being conducted and
to maintain such other insurance as Opcx ator may require.
WMWMMMB$WWWMM”&MW
WW“MWHWW&MM@WWWW
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28. CLAIMS AND LAWSUITS

If any party to this contract is sued on an alleged cause of action ariéing out of aperations on the Unit
Area, or on an alleged cause of action involving title to any lease or oil and gas interest subjected to this con-
tract, it shai] give prompt written notice of the suit to the Operator and all other parties.

Tho-defense-oftawsuits-chall-be-under-thegenera

parties, with Of)era*.or‘s attorney as Chairman. Suits may be settled during litigation bnly with t yoint con-

sent of all parties. No charge shall be made for services performed by the staff attorpeyS for any of the

parties, but otherwxse all expenses incurred in thé defense of suits, togethor e amount paid to discharge
any fiaal jucEmeni, shail be considered costs of operahon and shal charged to and paid by all parties m

€ other than staff attorneys for the parties, shall

proportion to their then interests in the Unit Area. Atto
be employed in lawsuits invelving Unit Area o fons only with the consent of all parties; if outside counsel
is employed, their fees and expenses sh be considered Unit Area ‘expense and shall be paid by Operator and

charged to all of the parties ‘Proportion to their then interests in the Unit Area. The provisions of this

Damage claims caused by and arising out of operations on)the Unit Area, conducted for the joint ac-
count of all parties, sniall be handled by Operator and its attorneys, the settiement of glaims of this kind shall
be within the diseretion of Dnm“z'ol so long ds the amocunt pald 1 setiiement ot any one claim does not exceed”
five thousand ($5,000.00)

SRe-thousand—{3$4000.00) dollars and, if settled, the sums paid in seftlement shall be charged as expense to

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

29. FORCE MAJEURE ‘

If any party is rendered unable, wholly or in part, ‘by force majeure to carr} out its obligations under
this agreement other than the obhgatlon to make money payments, that party shall give to all other parties
prompt written notice of the force majeure with réasonably full particulars concerning “it: thereupon, the -
obhgatlons of the party giving the notice, so far as they are affected by the force majeure, shall be suspended
during; buf no longer than, the continuance of the force majeure. The affected party shall use all possible
diligerice to remove the force majeure as"quiékly as possible. ‘

The requirement that any force majeure shail be remedied with all reasonable dispgxtbﬁ shall not require
the settlement of strikes, lockouts, or other labor difficulty by the party involved, contrary to its wishes: how
all such difficultics shatl be handled shall be entirely within the discretion of the party concerned. ]

The térm “force majeure” as here ‘employed shall mean an act of God strike, lockout, or other industrial
disturbince, act of the public enemy, war, blockade, pubhc riot, llghtmng, flre storm, flood, e\cplosnon, gov-
ernmental restraint, unavallabxllty of equipment, and an_y ;other cause, whether of the kind specnfxcally enum-

'eratcd above or otherwise, which is' not reasonably wlthm the control of: the palty claiming suspensxon

>

30.- NOTICES

All nonces author'zed ‘or reauir be!z.ccé the. p*.r:. €3,-Ghd- u.qunLu by" any “of ‘tne provmons of " thu‘

Union Telegram, postage or charges prcpald. angd addressed to-the party to whom thé notice is gwen at the

il
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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 hy the party to whom such niotice s directed and the Gime 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 rhall be deemed given when deposited in the United States mail or with the Western Union

_Telegraph Companv, with postare or -charges prépaid. ™ Fédch party shall havesthe right to change its address

at any time, and from time to time, by giving written notice thercof te all other parties.

31.

Notwithstanding any lanquage set out in Section 12 to the contrary, each
Non~-Consenting Party to a reworking operation on a well conducted pursuant to
Section 12 shall, upon commencement of such operation, be deemed to have relinquished
to Consenting Parties, and the Consenting Parties shall own and be entitled to
receive, in proportion to their respective interests, all of such Non-Consenting ,
Party's interest in the well, its leasehold operating rights and share of production
therefrom, only insofar as the interval or intervals of the formation or formations
which are being reworked and to which such Non-Consenting Party does not desire to
join in the reworking thereof, until the proceeds or market value thereof (after
deducting production taxes, royalty, overriding royalty and other interests
payableout of, or measured by the production from such well, only insofar as the
production secured from the interval or intexrvals of the formation or formations
which are subject to $aid reworking operations accruiné with respect to such
interest until it reverts) shall equal the total of. those cértain costs as further

“described in bubparagraohs (A) and (B) of the third grammatlcal paragraph under

Section 12 hereof.

32. LATER CREATED LEASE BURDENS

If any party hereto hereafter creates any overriding royalty, production
payment or other burden against its worklng interest production, and if any other
party conducts operatlons hereunder in which the party so.creating caid burden
against its worklng interest production elects not to partlclpate undexr any
provision of this agreement, and, as a result, any party conducting such opera-
tions becomes entitled to receive the working interést production otherwise
belonging to such other party any party conducting such Operations shall receive
such production free and clear of any burden so created by the other party, and
the latter shall Save the party conducting such operations completely harmless
with respect to the receipt of such working interest production.

33. NONDISCRIMINATION
In connection with the performance of work under this agreement the
Operator agrees to comply with all of the prOVlSlOnS of Section 202 (1) to (7)
inclusive, of Executive Order 11246 (30 F.R. 12319), which are hereby lncorporated
by réference.in this agrcement, and of ‘all provisions of said Executive Order
11246 and all rules, regulations and relevant orders of the Secretary of Labor.

A

34. COVENANTS RUN WITH THE LAND

The terms, prov1s*ons, covenants ‘and Condltlons of this agreement shall

,be deemed to be covcnants running with the 1ands, the lease or Jleases and :lease-

hold estates ‘covéred hereby, and all of ‘the terms, prov1510ns, coyenants and’
condltlons of this agreement shall be blndlng upon and inure to the benefit of
the parties hereto, their respectlve heirs, executors, administrators, personal

’ representatlves, successors and aasslons. e




35. LAWS AND REGULATIONS

All of the provisions of this agreement are expressly subject to all
~applicable laws, orders, rules and regulations of any governmental bedy or
" agency having jurisdiction in the premises, and all operations contemplated
hereby shall be conducted in conformity theroawith. Any provisicn of thiz adr
ment which 1s inconsistent with any such laws, orders, rules or regulations is

hereby modified so as to conform thercewith, and this agreement, as so modified,
shall continue in full force.
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counterpart, and Lhall Be binding upon the parties ;
s, ECHREEERTales and assien s

nd upon their Leire,

KOCII EXPLORATICH COMPANY, a divizion
Koch Industries, Inc.

RTTTCICK, PRyt

ATTEST;




Reserve 0il, Inc.

T coooezo. Attached to and made a partaf that
February 20, 1980, py and between

I.

II.

I1T.

IAHIBIT "A"

Certajn Cperating Agrecment dated
Koch Exploration Company, as Operator and

LANDS SUBJECT TO OPERATING AGREEMENT
TOWNSHIP 28 NORTH, RANGE 8 WEST

Section 28: Nk ;
containing 320.00 acres, more or less
RESTRICTIONS AS TO FORMATIONS OR DEPTHS :

Below the Mesa Verde formation.

INTERESTS AND ADDRESSES OF THE PARTIES:

Koch Exploration Company - 87.5%
Post Office Box 2256

Wichita, KS 67201

Reseive 0il, Inc. 12.5%

Post Office Box 17609

Denver, CO 80217

N . |
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EXHIBIT *“c *

Attached to and made a part of .that certain Operating Agreement
dated February 20, 1980, Koch Fxploratlon Company

as Opera or and Getty 011 Company as Nonoperator.

S . ACCOUNTING PROCEDURE
. . JOINT OPERATIONS

%)l_per

I. GENERAL PROVISIONS

1. Definitions
“Joint Property” shall mean the real and personal pr opextv subject to the agreement to which thls Accounting
Procedure is attached.

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

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

“Operator” shall mean the party desug,nated to conduet the Joint Operations.
“Non-Operators” shall mean the parties to this agreement other than the Operator.
“Parties” shall mean Operator and Non-Operators.

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

“Techmcal Emp]oyees” shall mean those employees havmg special and specific engineering, geological “or other’
professional skills, and’ whose primary function in Joint Operations is the handling of specific operating condi-
tions and problems for the benefit of the Joint Property. .

“Persoiial Expenses” shall mean travel and other reasonable reimbursable expenses of Operator’s employees.
“Material” shall mean personal property, equlpment 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.

rcent (1

exg

2, Statement and Billings .
Operator shail bill Non- _Operators on or before the lasf day of each month for their proportlonate 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 crediis, summarized by ‘appropriate classifications of in-
vestmeént and expense except that items of Controllable Material and unusual charges and credits shall be sep-
arately identified and fully described’in detail.

3. Advances and Payments by Nen-Opcra » _’
Unless otherwise provided for in the agreement, thé Operator may require the Non-()perators‘to advance '»théir»
share of cstimated cash outlay for the succeeding month’s operation. Operator shall adjust each monthly billing .
to reflect advances ‘received from the Non-Operators.

Each Non- Opcrator shali pay its proportion of all bills within fifteen (15) “days after rece'pt
made within such time, the unpaid balance shall bear interesi manthly it the <

annum or the mayximum contract rate permitted by the applicable usury laws in the state in which the Joint
Properiy is located, whichever is the lesser, plus attorney's fees, court costs, and other costs in connection with

the collection of unpaid amounts.

prlme rate as established on.nhe datevof billing by the First

National Rank _of. Wichita,-Kansas, plus one-B

If pay‘menvt ‘is ‘not:

4. Adj usiments

Payment of any such bills shall not. prejudice the right of any Non Operator to protest or question the:correct-
ness thereof; provrded howéver, all bills and’ statements rendered to Non- Operators by Operatm durmg ‘any
calendar - year ‘shall conclusively be presumed to be true and cofrect affer twenty “four (24) months follow '.ng
“the end of any such calendar year, unless within the said twenly ~four (24) month period a-Non- Opetator takes
written-exception thereto and ‘makes claim on Operator for ad)uslment No adjustment favorable to Operator shall
be made unless it is made within the same’ pxescnbed peridd, “The provisions of ‘this p'\ragraph shall/not prevent
ad;uslments resulting from a physical inventory of Controllable Material as provided for in Section V.,

, 5. Audits _
o i A Non Operator upon notice in wntmg to' Opu\atox and atl other Non Oper :lt()lb, “shall have the Tight to audlt Ope-_ .
rator’s accounts ‘and records’ relating to the Jomt Account for any calendar year. wnthm the twenty-four (24) month '
period followmg the end of such calendar year; provided, however, the makmg of ‘an audit shalt n 1
time .for the iakmg of wrmen exception to” and “the adjustments of aceounts as plovrded for in P-\ra"raph 4oi’thls
Section™I. Whexe there arc:two or mor¢ Non® Operalms the’ Non pexalors shall make every reasonable effort 1o .
conduct Jomt or snmultannous audlts ‘jnva manner. ‘which wilt result in a mlmmum of mconvemence to ‘the Opera-
" tor. Operator shall bedr no portion of thc Non Operators audit cost ’mcurred under ‘this ‘paragraph’ unless agreed

to by the Operatox.

) : 6. Approval by Neon Operators )
- Where an: approval or: “other aﬂlermuxt or the Pames m '\Iou Opelators is evplessly requlred under othcr,sec-
tions  of ‘this Accountmg Proceduxe and it the agreement to which this. Accounting Procedure is attached conta
no contrary provisions 'in tegard theréto, Operator shail Riotify a1l Non-Operators of the Operators proposal, and
the agreement or approval of a ma)outy in interest of the Non-Operators: shall be corntrolling on all Non-Opera-
tors. B , TR

- N
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I, DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1. Rentals and Royalties
Lease rentals and 1oy.mws paid hy Opm ator for the Jumt Ope allons

™

b : . Labor -
' ; { . . -
: A. (1) Salaries and wages of Operator's fickd employees dircetly émployed on the Joint Property in the conduct
of Joint Operations.
(2) Salaries of First Level Supcrvisors in ‘the field.
(3) Salaries and wages of Technical Employees diréctly employed on the Joint Property if such charges are
. excluded from the Overhead rates.

B. Operator’s cost of holiday, vacation, sickness and dxsablhty bcncms and other custormnary allowances paid to
| . . . L . employees whose salaries and wages are chargeable o the Jolini "Acedunt Under *aragraph 2A of this Section

i II. Such costs under this Pma;,mph 2B may be charged on a “when and as paid Easis” or by “percentage as-
| i sessment” on the amount of salaries and wages chargeable {o the Joint Account under Paragraph 2A of this
; Secuon II. If percentage assessiient is used, the rate shall be based on the Operator’s cost experience,

C. E\:pendltmes or contributions made pursuant to assessments imposed by governrmental authorlty which are
applicable to Operator’ s costs chargeable to the Joint Accottint under Paragraphs 2A and 2B of this Sec-
tien I1.

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

3. Employee Benefits

Operator's current costs of established plans for employees' group Ilfe insurance, hospxtaluahcn pension, re- .
tirement, stock purchase, thrift, bonus, aiid other benefit plans of a like nature, applicable t6 Ogerator’s labor
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Sechon II shall be Operator's actual

cost not to exceed twenty per cent (209 ).

4. DMaterial

Materlal purchased or furnished by Operator for 11se on the Joint Pranerty ac nrovided under ,‘,nuu“ iv.” Oniy
such Material shall’ bé purcha;ed for or transferred to the Joint Propexty 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.

5. Transportation
Transportation of emplovees and Material necessary for the Joint Operations but subject to the following llmxta-

" tions:

A. If Material is'moved to the Joifit Property from the Operators warehouse or other. propertxes no charge sl;a]l
be made to the Joint Account for a distance greater than the distance from the nearest reliable sipply store,
recognizéd barge terminal, or railway receiving point where like materlal is normally avallable unless agreed
to by the Parties.

B. If surplus Material is moved to Operatox s warehouse or other storage pomt no charge shall be made to the

! Joint Account for a. distance- greater than the distance to the. nearest ieliable supply store, recognized barge

i terminal, or’ railway ‘receiving point unless agreed to by the Parties. No charge shall be made to the Joint Ac-

ount for moving Material to other properties belonging to Operator.’ unless agreed to by the Parties, i

C. In the applicatior of Subpaiagraphs A and B above, therc shall be no equahzatlon of actual gross trucking cost
of 8200 or less excluding accessorial charges. £

SR 6. Services (See Section VI)

AThe cost of contract services, equipment and utilities provldcd by outside sources, e\(cept services etcluded by
Paragraph 9 of Section II and Paragraph 1. ii of Section 1. The cost of professxonal consultant services and con-
tract services of technical personinel dir ectly engaged on “the Joint Property if such charges are eXcluded from the
Overhead rates. “The cost of plofmsxonal consuliant services or contract services of ‘technical personnel not di-
rectly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed to by

the Parties.

7. Equlpment and Faclllhes I‘urmshed by Operator )

A, Opemtor shall charge the Joint Account for use of Opmalor owned equipment and facl
‘mensurate \vxth costs of ownership and -operation. Such rates shall include’ costs of mamtenance, repairs, olher
operating expense, insurance, taxes, depmcxatxon, and interest on investment not to exceed €ight per cent (8%)
per annum.. Such rates shall not exceed average commiereial rates currently prevallmg in the immediate area
of the Jomt Property.

B.. :In neu of charges in Paragraph 7A akove, Opemtm may clect to use average commercxal rates prevallmg in

S the immediale Area of the Joint Property less 20¢;. For automiotive equipment, Operator may elect to use rates
= i published by the Penoleum Motorr Transport Absocmlton

8. Damaaos and Losscs to Jomt Propcrlv ,, : ) »
"All costs or e\penses necess‘ny for the repair or uplacemem of Joiat Ploper!y ‘made” necessary because of da;n-
ages or losses incurred by fire, flood, storm, thcft, accident, or other cause, except ihose resultmg from’ Operator's
gross negllgcnce or willful- mlsconducl Opérator €nail [uxmbh Non-Operator written’ nouce of damages or losses
mcurred as soon as practicable’ a[le1 a‘report thercof has been’ u:cewcd by Operator. R

Expense of handlmg, mvestlgatmq and :,eulmg lmganon or claxms dxschargmg of hens paymcnt of Judgﬁz’fus
and . amounts ‘paid_ for settloment of claims- incurved” in vor \ebultmg from operat:ons under ‘the agreement or-
necessary to pxotect or recover. the - Joint Pxopcny, e\Lept that no- charge for ser ces of Operator’s legal slaff
or fees.or e\cpﬂmo of outside ‘ittorneyvs \h'ﬂl ‘be ‘mide uniuss® p:ewou;ly ‘agreed to by’ 'the Partics. All other ‘legal
expense is ‘considéied to be covered by the overhéad provisions of Sceuon I uhless othex wise ugreed to by the

Parties | except as pzovnded in Section {, Pavagraph 3. "
i .

9.1chal Expensc (See Sectlon VI) . : . . . el AR
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i All taxes of every kind and nature assessed or levied upon or in connection with the Joint Praperty, the opera-
l tion thereof, or the production” therefrom, and which taxes have been paid by the Operator for the benefit of the
Partics,

: 11, Insurnnce

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

12, Other Expenditures

" : Any other e\pemhtuxe not covered or dealt with in the foregoing provisions of this Séction II, or in Section I,
: and which is incurred by the Operalor in the necessary and proper conduct of the Joint Operations,

III. OVERHEAD

1. Overhead - Drilling and Producing Operations
i. As compensation for administralive, supervision, office services and warehousing costs, Operator shall charge
drilling and producing operations on either:
( XX ) Fixed Rate Basis, Paragraph 1A, or
{ ) Percentage Basis, Paragraph’ 1B.

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable
under Paragraph 2A, Section 1I. The cost and expense 'of services from outside sources in connectioh with
matters of taxation, traffic, accounting or matters béforé or involving governmental agencies shall be considered
as included in the Overhead rates provided for:in the above selected Pariagraph of this Sectinoh TIT ninless sirch
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 Teéchnical Employees and/or the cost of professional consultant
services and contract services of technical personnel dlrectly employed on the Joint Property shall ( ) shall

not (XX 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 $.1,050.00
Producing Well Rate $200.00

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

(a) Drilling Well Rate
f{1] Charges for onshore d2illing wells shall’ begm on the date the well is spudded- and terrhinate on

_the date the drilling or compietion rig is released, whxchever is later, except that'no charge ehaﬂ
be made during suspension of drilling operations for fifteen (15) or miore consecutlve days

[2] Charges ‘for offshore drilling wells shall begin on the date when drlllmg or completion equxpment
arrives on location and terminate on the date the-drilling or complétion equipment moves off loca-
tion or rig is released, whichever occurs first, ;except that no charge shall be made during suspen-
sion of drilling operations for hfteen (15) or more consecutwe days.

: [3] Charges for wells undergomg any type of workover or recompletion f01 a perlod of five (5) con-

secutive ‘'days or 'more shall be made at the drilling well rate.” Such charges shall be ‘applied for

the period from date’ workover épemtnﬁ:s with rig, commence through date of rig release, except
that no'charge shall be made during suspénsion of operations for fifteen (15) or more consecutive ’
days.

(b) Producing Well Rates ‘ .
[1] An actwe well" ¢ither produced or m;ected into for any porticn of ‘the month shall be considered
SO as a one- ~well charge tor the entire month. ,

- {21 Each active eompletlon ina multx completed well in which- product;on is'not - commingled down
hole shall be considered as a one-well ¢harge provxdmg each completlon is consldered a separate

well by the governing regulatory authorlty

[3] An inactive gas wéll'shut in bécause ‘of ovuploduetxon or failure of purchaser to take the produc-
“tion shall be corisidered as a oné~well charge prowdmg the gas well is dlrectly connected to a per-

. ~manent sales outlet.

[4] A one-well ¢tharge may be made for the month in which pluggmg and abandonment operauons

2 . are completed on any well

(51 Al olher mactlve wells (mcludmg but’ not lumted to mactwe ‘wells covered by umt a]lowable

lease allowab\e transferred allowabxe ete. ) shail uot qualuy ;or an overhead ehmge :

(3) The well rates shall be 'djumed as of the

RN , ; . agleemem {o" w : 3 ;\ccoun!m;,,
> plymg the mte cury y in use-by the perccma‘g,e“ ihcre-\ae or deerease in the average ‘weekl

Crude Patroléum and Gas’ Production Workers for the ‘last ealendar year: ¢ompared to ‘the calendar y
preceding as. shown by the itidex of‘ave ge W \kly ‘8 < etraleum and Gas Fields Produc-
tion Wo&*kens as’ pubhshed by the Unifed States' Depdltment of Labor Bureau of Labor Statistics; orthe :
equna‘ent ‘Canadian’ index-as- pubhahed by Statistics Canada, as applxcable The ad]usted rates ‘shall be - g
the rates cuuently m use, plus or minus *he computed adJustment
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* 3.  Amendment of Rates

B. Overhead - Percentage Basis

(1) Opecrator shall charge the Joint Account at the following rates:
{a) Development

oo Percent { 7{) of the cost of Development of the Joint Property exclusive of costs
provided rxn_dcl Paragraph 9 of Scction I{ and all salvage credits. ’

( b) Operating

———— Percent ( 7]) of the cost of Operating the Joint Property exclusive of costs provided
under Paragraphs | and 9 of Section I, all salvage credits, the value of injected substances purchased
for sccondary recovery and all taxes and assessments which are levied, asmssed and paid upon the min-
eral-interest in and to the Joint Property.

(2) Application of Overhead - Percentage Basis shall be as follows: ’
For the purpose of determining charges on a percentage basis under Paragraph 1B of this'Section III, de-
velopment shall include all costs in connection with drilling, redrilling, decpening er any remedial opera-
tions on any or all wells involving the use of drilling crew and cquipment; aiso, preliminary experiditures
necessary in preparation for drilling and eéxpenditures incurred in abandoning when the well is not com-
pleted as a producer, and original cost of construction or installation of fixed assets, the expansion of fixed
assets and any other project clearly discernible as a fixed asset, except Major Construction as decned in
Paragraph 2 of this Section III. All’other co¢sts shall be considered as Operating. -

2. Overhead - 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
operation of the Joint Property, Operator shall ei+hes negotiate a rate prior to the beginning of construction, e&shall—

N A . o follow I vt s : s

A. _____- < of total costs if such costs are more than $ ; plus

B. .. __._ 9% of total costs in excess of $

0 ut less than $I 000,000; plus
C. % of total costs in exces 51,000,000, 5

e gross cost of any one project. Fm the purpose of this paragraph, the component parts
tronted 5—"3&“’:‘:".2' PP TS B

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

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

Operator is responsible for Joint Account Materlal and shail make proper and tlmely charges and credits for all' ma-
terial movements affecting the Joint Property. Operator shall provide all Material for use on-the Joint Propertv how-
ever, at-Operator’s option, such Material may be supplied by thé Non-Operator. Operator shall make timely disposition
of idle and/or surplus Material,.such'disposal being made either through sale to Operator or Non- Operator division in
kind, or sale to outsiders. Operator may purchase, but shall be under no obligation to purchase, -interest of Non-Opera-
tors in surplus condition A or B Material. The disposal of surplus Controllable Material not purchased by the Opera-

tor shall be agreed to by the Parties,,
R

1. Purchases

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

2, Transfers and Dispositions

Material furnished tc the Joint Property aiid Material transferred from the Joint Property or dxsposed of by the
Operator, unless otherwise agreed to by the Parties, shail be priced on the following bases exclusive of cash dis-

counts:

A. New Material (Condition A) S

(1) Tubular goods, eéxcept line pipe, shall be priced at the current new prlce in effect on date of movément on'a
maximum carload or-baige-load-waigh basis, regardless of quantity transferred, equallzed to the lowest
published price f.0.b. railway recewmg pomt.m._wsogamd_ba:go_ﬁm nearest the  Joint Property

..—.where such Matérial is normally available.
(2) Line Plpe o
(a) Movement of less than 30,000 poundb shall be puced at the cuuent new price, ‘in effect: at date of
movement, as listed by a reliable bupply slore nearest the Joint Property where such Material is nor-

mally ava:lable ~
(b) Movément of 30 000 pounds or more shall be priced undu provisions of tubular gooda pncmg m Para— -
’ graph 24 (1) of thxs Seciion IV. o > 7

(3) Otier Materxal shall be priced at the current “fiew price, in cffect at date of movement as listed by a rehable
supply store or f.o.b. xaliway lQan\m“‘poxnt nearest the Joint Property where such Material is noxmally :

v ‘available.
B. Good” Used Malerlal (Condmo.r B)
Materxai in bound and serwceable Londmon and suitable for reuae without 1econdmonmg
(1) \‘Iatenal moved to the Joint Prop rty o )
(a) At se\enty~fue poxcent (75%% ) of cunont new puce as detozmmcd by Para"mph 2A of thls Suhon IV
(2) ‘Material’ moved trom the Jomt Propel Y . i

(a) At seventy-five pmcent (n’“) of curcent new price. as determmed bv Paragr'\ph 2A of thxs Sectlon IV
if Material was or u,mailv charged to the Joint Account as new \Luenal or X

PSR,

"




(b) ut sixty-five percent (6577) of current new nrice, as determined by Paragraph 2A of this Scection
., 1f Material was originally eharzed o the Joint Account as good uxed Material at seventy-five per-
cem (7572) of current new price.

The cost of reconditioning, if any, shall be absorbed b‘/ thc wansferring property.
. Other Used Material {Condition C and D)
{1) Condition C

Material which is not in sound and.seeviceable condition and not suitable for its original funetion until
after reconditioning shall be priced at fifty percent (5077) of current new price as determined by Para-
graph 2A of this Scction 1V, The cost of reconditioning shall be charged to the receiving propertly, pro-
vided Condition C value plus cost of reconditioning does not exceed Condition B value,

{2) Condition D

All other Material, including junk, shall he priced at o value commensurate withlits use ar at-nrevailing..
prices. Material no longer suitable for its original purpose but usable for some other” purposc, shall be
priced on a basis comparable with that of items normally tised for such other purpese.” Operator may dis-
pose of Condition D Matérial under procedures normally utilized by the Operator without prior approval
of Non-Operators. ;

D. Obsolete' Material

Material which is serviceable and usablc for its original function but condition and/jor value of such Material
is not equivalent to that which would justify a price as provided ahove may be specially priced as agreed to by
the Parties. Such price should resuit in the Joint Account being charged with the value of the service ren-
deied 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 egualized undor provisions of Paragraph 5 of Section II.

(¢}

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

3. Xreinium - Prices

Whenevel Material is not readily obtamable at pubhshed or listed prlces bécause of natlonalsemergencres strlkes
or other unusual causes over whlch the Operator-lias no control, the Operator may charge the Joint Account for the
requxred Material ‘at the Operators actual cost incurred ' in provrdmg such Material, in making it suitable for use,
and in moving it to the Joint Property; provided notice in writing is furnished to Non-Operators of the propesed
charge prior {o-billing Non-= Operators for such Material. Each Non-Operator shall have the right, by so eléé¢ting and
notifying Operator within ten days after receiving notice from Operator, to furnish in kind all or part of his share
of such Material suitable for use and acceptable to Operator.

4, Warranty of Material Furnished‘vhj': Opcrator

Oi:erator does not warrant the Maierial furnished. In case of defective Material, crédit shail r\Ot be passed to the
Joint Account until adjustiment has been received by Operator from the manufacturers or their agents.

V. INVENTORIE

v

The Operator shall maintain“detailed vecords of Cdntrollable Material.
1. Periodic Inventories, Notice and Representation

At ‘rezsonable intervals,’ Inventoueo shall be taken by Operator of ‘the Joint Account Conirollable \/Iatemal’
Written notice of mtcntxon to take inveniory shsll be given by Orperator at least thirty (30) d'ays before any inven-
tory is to begin so that Non-Operators may be represented when any inventory is taken “Failtire of Non-Operators
to be represented at an inventory shall bind Non-Operataors to accept the inventory taken by Operator.

2. Reconclhahon and Adjustment-of Invéntories i

Reconciliation of a physical inventory with the Joint Aceount shall Be made, and a list of ovex ages and shor tages
shall be furnished to the Non-Operators within 'six months following the taking of the mventmy Inventory ad-
justments shall be made by Operator with the Joint Accotnt for overages and shoxta"es, but Operator shall be.
held accountable only for shoxtages due to lack of rea%anqblc diligence.

3. Special Inventorres

Special Inventories may be taken whene»el there is any sale or change of interest m the Joint Property. It shall ‘
be the duty of the party selling to not:fy all other Parties as quickly as possible after the transfer of interést takes
pIace In such’ cases, Eoth the seller and the purchaser shall be governed by such inventory.

4. Fxpcme of Con(luctmrr Periadie Inventorics

The expense of conducting periodic Invéitdries shall not be charged-to the Joint Account unlcss agreed to by the
Parties. i
t

Should Operator determlne that it 15 necessary or adv1sable to retazn an out-—

side attorney to represent Operator for the benefit of- the Parties at a
.hearl'g” £, or before,ka state ‘or federal regulatory agency céncerning a

: ;ectly affectlng “the J01nt Property, théh the fees and expenses of
suc.  outside attorney shall be considered ‘“"cost of profe551onal consultant
services and ‘contract services of teéhnical personnel directly engaged on
the Joint Property" as set out in Section I1r.6.
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OPERATING AGREEMENT

\ THIS AGREEMENT, entered into this__20th dayof____ _ _February 1980 | petween
Koch Exploration Company, a di.v:lsi_on of Xoch Industries, Inc.,

hereafter designated as “Operator", and the sighatory barties other than Operator.
WITNESSETH, THAT: ' ' "
WHEREAS, the parties to this agreement are owners of oil and gas leases coveringvand, 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

1

provided; :
NOW, THEREFORE, it is agreed as follows: ~ )
. 1. DEFINITIONS
As used in this agreement, the following words and terms shall hiave the meanings here ascribed to
them. )
(1) The words “party” and “parties” shall always meen 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 tiquid or gase-
ous hydrocarbons, unless an intent to limit the inclusiveness of this term is speciﬁcally stated.

(4) The term “oil and gas interests” shall mean unleased fee and mmeral interests in tracts of’ Land lying

w:thm the Umt Area which are owned by parhes to this agreement
(5) The term “Unit Area” shall refer to and include all of the lands, oil and gas leasehold interests and oil
. o . and éas‘ interests intended to be developed and operated for oil and gas purposes under this agreement.
i ' ; Such lands, oil and gas leasehold interests and oil apd gas interests are described in Exhibit “A".
(6) 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 sha]l be the drilling unit as established by the pattern of dulhng in‘the Unit Area or as i‘:xed 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 popied'i'n full’

in the contract.
o {8) The words “equipment” and *“materials” as used here are synonymous and shall mean and include all

oil field supplies and personal property acquired for use in the Unit Area.
2. TITLE EXAMINATION, LOSS OF LEASES AND OIL AND GAS INTERESTS
‘A, Title Examination: .

Recognizing that the oil and gas 1ease committed hereto is currently producing
in other lands or formations not committed to this agreement, there shall be no
requlrement for current examination of title to the oil®and gas lease committed _

V'hereto, however, at the option of Operator, title to the oil and gas lease as to 3
" “the drlllslte for the proposed well may be examined’ by an attcrney selected by
Operator on a complete abstract record prior to drllling the initial test well
hereunder. If prepared, a copy of the examining attorney' s)oplnlon shall be sent
to each party prior to drilling. A good faith effort to satisfy the examining
attorney's requirements shall ‘be made by each of the parties to this agreement.

The cost of any such title examination shall bé borne by the partles to thls
agreement, unless such party furnishes 0perator an existing title oplnlon showing
clear leasehold title in such party and. in that case the cost thereof shall be borne by
the party being the cost of the dr111ing of the initial test well and shall be
considered a part of the cost of dr1111ng such well, No charge shall be made;
however, for any title examination made by any attorney who is an employee of a "3
-party hereto. ; - ) 5 i 3

“l—

“Joint Loss" ) | .

R e e SRR

e S A Aok R R
TSSO PR TN S pb o Lo X Bt Son) 7 Al T S 12
B S s vl To st s ol




® e

"AALL FORM 610

AREE e - Are i 8 Ae p=OPHALE

of each supplemental opinion, "and of all final opinions, shall be sent promptly to each party. The opipitnh of
the examming attorney concerning the validity of the title to each oil and gas interest and each JedSe, and the
amount of inferest covered thereby shall be binding and conclusive on the parties, but i acceptabililty of
leases as to primary term, royalty provisions, drilling_\obligatipns, and special burddns, shali be a matter for

approval and acceptance by an authorized representative of each party.

All title examinations shall be made, and title reports submitted, within a beriod of _______ days after the
submission of abstrants and title papers. Each party shall A1l good faith, try to satisfy the requirements of the

examining attorneys concerning 'its leases and interests] and each shall have a period of ___ days from

receipt of title report for this purpose. If the tifle to any lease, or oil and gas interest, is finally rejected by
the examining attorney, all parties shg ~then be asked to state in writing whether they will waive the title
defects and accept the leases or jaferests, or whether they will stand on the attorney’s opinion. If one or more
parties refuse to waive tifle"defects, this agreement shall, in that case, be terminated and abandoned, and all
absfracts and title gagers shall be returned to their senders. - If all titles are approved by the examining at-
torneys, or age”accepted by all parties, and if all leases are accepted as to primary terms, royalty previsions,
‘drillinb bligations and special burdens, all subsequent provisions.of this agreement shall become operative

.
rinad od Q hg a¥e OXIRINCL. ha G330

B. Failure of Title:

After all titles- are approved or accepted, any defects of title that may develop shall be the joint re-
sponclbxhty of all partles and, if a title loss oceurs, it shall be the loss of all parties, with each bearing its pro-
portionate part of the loss and of any hablhtxes mcurred in the loss. ‘If such a loss occurs, there shall be no

change in, or adjusthent 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 throuzh failure to develop or because express
or imphed covenants have not been performed, or if any lease be permxtted to expire at the end of its primary
term and not be renewe:d or extended, the loss shall not be considered a failure ef title and ail such losses shall
be joint losses and shall be borne by all parﬁ!_es in propoftion to théie interests and there shall be no readjust-

ment of interests in the remaining portion of the Unit Area.

the purpose of t}us agreement as if it were a leased mterest under the form of oﬂ 2 nd .- Tase attached as
'Exhibit “B"” and for the primary term therein stated. As to such in s, the owner shall receive royalty on
productlon as prescribed in the form of gil-and £13 lease attached hereto as Exhibit “B”. Such party shall,
However, bé subje o of the provnsxons of this agreement relatmg to lessees, to the extent that it owns

5
e VY P

4. INTERESTS OF mms

Exlub:t “AM hsts all ot t‘he parties, and thexr respectwe percentage ‘or fracuonal interests under “this
agreement Unlcss changed by other provxsxons, all costs and lxabllmes incurred in operations under this con- V.
. tract shall be borne and pald and all equipment and matenal acqunred in operations on the Unit Area shall be
owned by the parties as thexr mterests are gwen in Exlublt “A” ‘ All production of onl and gas‘ fg'om the
~ Unit Area, sub;ect to the payment “of lessor's royaltles, shall also be owned by ‘the parties in the same manner.

—
e M e i
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If the interest of any party in any oil and gas lcase covered by this agreement is subject to an overriding
royalty, production payment, or other charge over and abave the usual one-eigthh (18) royalty, such party shall .
assume and alone bear all such excess obhgatlons and shall account tor them to the owners thereof out of its -

~ share of the workmg interest product:on ‘of the Umt Area

S AN B, [

5. OPERATOR OF UNIT Industries, Inc.

i ' : " Xoch Exploration Company, a division of Koch/ shall be the Operator of

the Unit Area, and shall conduct and direct and have full control of all operations on the Unit Area as per-
mitted ard 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 from breach of the provisions of

X ~ this agreement. ‘ :
R ; 6. EMPLOYEES

The iilumber of employees and their selection, and the hours of labor and the compensation for services
performed, shall be detetmined by Operator. -All employees shall be the employees of Operator,
' . - 7. TEST WELL ‘
On or before the__15t day of August ) ,.198 0__, Operator shall commence the drill-

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

Sk of Section 22, Township 28 North, Range 8 West,
San Juan County, New Mexico,

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

6,800 feet or sufficient to"test the Dakota formation

. unless granite or other practically impenetrable substance is encountered at a lesser depthor unless alt parties
agree to complete the well at a lesser depth. )
Operator shall‘make: reasonable tests of all formations encountered during drilling which give indica-
v tion of containing oil and gas in quantities sufficient to test, unless this agreement shall be limited in its ap-.
plication'to a specific formation or formations, in which event Operator shall be required to test only the
formation”or formations ta which this agrpernent may sapniy. -
If in Operator’e judgment 'the well will not produce oil or gas in paying quantities, and it wishes to
plug and abandon the test as a dry hole, it shall first secure the consent of all parties to the plugging, and u‘n_‘é

well shall then be plugged and abandoned as premptly as possible.

8. COSTS AND EXPENSES
Except as herein otherwise “specifically provided, Operator shall promptly pay and discharge all costs
and expenses incurred in the developmaent and operation of the Unit Area pursuant to this agreement and shall
'charge each of the partxes hereto with their respectlve proportionate shares upon the cost and expense basis
provided in the Accounting Procedure attached hereto and marked Exhibit “C”. If any provision of Ex-
hibit “C” shou]d be inconsistent with any provision contained in the body of this agreement, the provisions in

the body “of thls agreement shall prevail,

0

= ’ Operator, at its election, shall’ have the nght from time to time to demand ‘and recexve Irom the other
partles payment in advance of their respective shares of the estimated amount of the’costs to be incurred in
operatlons heréunder durlng the next succeeding month, which right may be exerc:sed ‘only- by submission to
each such party of an jtemized statement of such estimated costs, together with an invoice for its share there-
of, Each such statement and invoice for the paymentin advance ot estxmated costs shall be submitted on or ;
~ before the 20!h day of the next precedmg month Each party shall pay to Operator lts proportionatc share of
) ‘such eshmate within fifteen (15) days atter such estimatc and invoice is recenved it any party fails to pay its
share of said es mate w;thln said time the amount due shall bear Interest at the: rime rate on date- ‘of
billing as- esta by the First National Bank at Wichita, Kansas, plus one—d -
. pe r annum until pa:d Proper adjustment shall be made monthly beiween advances and actual cost, to the end p

Golail e T R S ma -€ach .‘uty shall bear and pay- lts proportionate s‘hare of actunl costs- mcurred and no-more,"

Ax

lpezcent (10)+

f =8 e . » .
e , Revised 1967 I e
- , Ve " But in ‘no event, however, 'shall said interest exceed the maximum o

e rate permirted by applicablo law.
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9. OPERATOR'S LIEN -

Operator is given a first and preferred lien on the interest of each party covered by this cantract: and
in each party'sintcrest in-oil and gas produced and the proceeds thereof, and upon each party's interest in ma-
terial and equipment, to sccure the payment of all sums due from 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
expeunse or such advance estimate witni_n the time limitect for payment thereof,' Operator, without prejudice to
other existing remedies, is authorized, at ’its election; to collect from the purchaser or purehasers ol oll or gas,
the proceeds accruing 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 to the amount owing by such party.

In the event of the neglect or fallure of any non~operatmg party to prompt]y pay its proportionate part
of the cost and expense of developme_nt and operation when due, the other non-operaung 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 Operafor in this »section.i Upon the payment by such delinquent or
defaulting party to Opérator of any amount or amounts on such delinquent indebtedness, or upon any recovery
on behalf of the non-operating parties under the lien c¢onferred 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 contrlbutlons theretofore made by them

10 TERM OF AGREEMBNT

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 contmued in force as to any part of the Unit Area, whether by production, ex-
tension, renewal or otherwise; provided, however, that in the event the first well drilled hereunder results in
a dry hole and no other well is producing oil or gas in paying quantitic  from the Unit Area, then at the end
of ninety (90) days after abandonment of the first test well, this agreement shall terminate unless one or
more of the parties are then engaged in drrllmg a well or wells pursuant to Section 12 hereof, or all partxes
have agreed to drill an additional well « or wells under this agreement in whxch event this agreement shall con-

tinue in force until such well or wells shall have been_ dnlled and completed. If production results there-

from this agreement shall continue 1n force thereafter as xf sa1d first test well had been productive in paymg

quantities, but if productxon in paying quantities does not result therefrom this agreement shall terminate
at the end of ninety (90) days after abandonment of such well or wells. 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 consent of all parties: (a) No well shall‘be drilled on the Unit Area except any well ex-
pressly provrded for in this agreement and except any well drilled pursuant to the provisions of Section 12
of this agreement it being understood that the consent to the drilling of a well shall include consent to all‘

“necessary expenditures in the drilling, testing, completing, "and equipping of the well, including necessary
tankage; (b) No well shall be reworked, plugged baek or deepened except a well reworked, plugged back or
, deepened pursuant to the provisions of Section 12 6f this agreement, it being understood that the consent to

‘the reworking, plugging back or deepening of a well shall include consent to all necessary expenditures in

condncting such operations and completing and equippiné of said well to 'p‘rbduce including necessary tank-
age;- (¢) Operator shall not undertake any smgle project reasonably estimated to require an expendnture in
excess of__Twenty thousand and no/100-----<--eccco—nounn Dollars (sm_og__, ’
except in con‘nection with a W‘ell the drilling, reworking, 'd‘eepening,’ or pl\i‘gging baek of which has been pre-
vrously authorized by or pursuant to this agreement provxded‘ however, that in ease of explosxon, lire, flood,

' or other sudden emergency, whether of the same or dm‘erent nature, Operator may take such steps and incur

sueh expenses as in its opinion are requrred to deal wnth the emergency and to safeguard lrfe and property,

§ but Operator shall as promptly as possible, report the emergeney to the other parties, Operator shnll upon
,,,,,‘reauest furmsh _coples of its “A_gthonty for Expendntures" tor any single project costing ln ex-

N ErrY \.-?"
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12. OPERATIONS -3Y LESS THAN ALL PARTIES

It all the parties cannot mulually agree upon the drilling of any well on the Unit Area other than the .
test well provided for m Section 7, or upon the reworking, deepening or plugging back of a dry hole drilled
at the joint expense of all parties or a well jointly owned by all the parties and not then producing in paying

quantities on the. Unit Area, any party or partics wishing to drill, rework, deepen or plug back such a well

may give the other parties written notice of the proposed dperation, specifying the work to be performed,
the location, propesed dep!h,' objective formation and the estimated cost of the operation.  The parties receiv~
‘ ing such a notice shall have thirty (30) days (exc_ept as to reworking, plugging back or drilling deeper, where
: _a' dri[lir.g: rig is on location, the period shall be limited to forty-eight (48) hours exclusive of Saturday or Sun-
day) after receipt of the noﬁce within which to notify the parties wishing to do the work whether they elect
o partieipate in the cost of the proposed operation. Failure of .; party receiving such a netice to so reply to
it within the pernod above fixed shall constitute an election by that parly not to participate in the cost of the

proposed operat.on

If any party receiving such a notice elects not te participate in the proposed operation (such parly or
parties being hereafter referred to as “Non-Consenting Party”), then inorder to be entitled to the benefits
of t‘his section, the party or parties giving the notice and such other parties as shall elect to participate in the
opei'ation (all such parties being hereafter referred to as the “Consenting Parlies“’) shall, within thirty (30)
days after the explratlon of the notice period of thxrty (30) days {or as promptly as possible after the expir-

R e e A O me ‘48-hour period “where the dnllmg ng is ‘on location, as the case may be) actually commence work

on the proposed operation and complete it with due dnhgence

The entlre cost and risk of conducting such operations shall be borne by the Consentlng Partles in the
proportlons that their respective interests as shown in Exhibit “A* bear fo the total interests of all Consenting
Parties. Consenting Parties shall keep the leasehold estates involved in such operations free and clear of 511 L
liens and encumbrances of every kind created by or arising from the operations of the Consenting Parties. If
such an operation results in a dry hole, the Consenting Parties shall plug and abandon' the well at their sole
cost, nsk and expense. -If any well dr)lled reworked, deepened or plugged back under the provnsxons of thls
sedlon results in a producer of oil and/or gas in paying quantities, the Consenting Parties shall complete and
equip the well to produce at their sole cost and risk, and the well shall then be turned over to Opexfat_or and
shall be operated by it at the expense and for the aceount of the Consenting Parties. Upon commencement of

" s operations for the driiling, reworking, deepening or plugging back of any such well by Consenting Parties
in accordance wilh the provisions of this seétion, each Non- C‘onsenting Party shall be deemed to have relin-
quished to Consentmg Parties, and the Consentmg Parties shall own and be entitled to recejve, in proportion
to their respectlve interests, all of such Non- Consentmg Party's interest in the well, its leasehold operating
rights, and share of production therefrom until the proceeds or market value therenf (after deducting pro-
duction taxes, royal’iy,’overriding royalty ‘and other interests payable out of or measured by the production
from such well aceruing with respect to such interest until it reyerts) shall equal the total of the following:

~‘(.3u) ‘100% of each such Non-Consenting Party’s share of the cost of any newly acquired surface equipment
beyond the wellhead connections (including; but not limited to, stock  tanks, separators, \“greaters,
pumping equipment and piping),' 'plus 100%” of each "suEh ‘Non- Concentin'g Party‘s share. ,of the cost of :

o ; . : Party s rehnqulshed mterest shall revert to it under other provxsnons of this sechon, it bemg agreed that
each Non-Consenting Party s share of such costs and equipment will be that interest whxch would have -
been chargeable to each Non-Consenting Party had it partlcxpated in the well from the begmmng of

the operahon and : : v ' . : e

A\A

o Py (B) 200% of that poruon o! the ccists and expenses “of dnllmg. reworkmg, deepemng or pluggmg back,
’ _‘ S tcstmg and completmg, afler deducling any cash contrlbutlons received under Section 25 and 2009%
( of that portion of the cost of newly acqmred equxpment in the well (to and’ includnng the wellhead : ;
) connections), whzch would have been chargeable to such N’on-Consenlmg Party if it had participated '

e S i % thereln, -
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08 share of the production shall be borne by Such Pm’- '

@ &

In the case of any reworking, plugging back or ‘dccper drilling operation, the Consenting Parties shall

be permitted to use, free of cost, all casing, tubing and other equipment inlthe well, but the ownership of all
such equipment shall remain uncha’hged; and upon abandonment ‘of a well after such reworking, plugging
back or deeper drilling, the Consertting Parties shall account for all such equipment to the owners thereof,

with cach party receiving its proportionat_e part in kind or in value.

Within sixiy (60} days after the i:'oxhpletioh of any operation under this scction, the parly conducting
the operations for the Consenting Partles shall furnish each Non- Consenting Party with an inventory of
the equipment in and connected to the well and an ztemnzed statement of the cost of drilling, deepening,

plugging back, testing, completing, and equxppmg the well for production; or, at its option, the operating

. party, in lieu of an itemized statément of such costs of operation, may submit a detailed statement of monthly

billings. Each month thereafter, during the time the Consenting ‘Parties are be‘mg reimbursed as provided
abow\/e,'the Consentiog Parties shall forhish the Non;Cthenting Parties with an itemized statemerdt of atl .
costs and liabilities incurred in the operation of the well, together with a statement of the quantity of oil
and gas produced fromkit and the amount of proceeds realized from the sale of the »we]l's working interest
production ’ during the preceding month. Any amount realized from 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 oafti'oipated therein shall be credited against the total unreturned costs of the work done.
and of the equipment purchased, in detérmining when .the interest of such Non-Consenting Party shall revert

to it as above provided; if there is a credit balance it shall be. nazd to such-Non-Consenting Fart

If and when the Consentmg Parties recover from a Non-Consentmg Partys re]mqu:shed interest the

amounts provided for above, the relmqulshed interests of such Non-Consentmg 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 operating rights and ‘working interest -therein, the material and equipment in or pertaining thereto,

and the production therefrom as such NOn-Consehting Party would have owned had it participated in the
drilling, reworking, deepening or plug_ging ‘baqk"of said well. Thereafter, such Non-Consenting Party shall be
charged with and shall pay its proportionate part of the fui'ther costs of the operation of said w‘ellkin accord-
ance with the terms of this agreement and the accounting procedure schedule, Exhibit “C”, attachéd hereto.

Notwithstanding the provisions of this Section 12, it is agreed that withopt the mutual consent of all
parties, no wells shall be completed in or pfoduced from a source of supply from which a well located else-
where on the Unit Area is producing, unless such well conforms to the then-existing well spacing pattern

f_or such source of supply.

The provisions of this section shall have no apphcatlon whatsoever to the drlllmg of the initial test
well on the Unit Area, but shali apply to the reworking, deepemng, or plugging back of the mmal test well

~after it has been drilled to the depth specified in Section 7, if it is, or thereafter shall’ prove to be, a dry

hole or non-commercial well, and to all other wells drilled, reworked, deepened, or plugged back, or pro-

posed to be drilled, reworked, deepened, or plugged back, upon the Unit Area subsequent to tlie drilling of

the ‘fnitial test well,

_ 1. RIGHT TO TAKE PRODUCTION IN KIND

Each party shall take in kmd or scparately d\spose of “its proporhonate share “of all oil and gas pro-
duced from the Umt Area, excluswe of productlon which' may be used in deve]opment ano “producing oper-
atlons and in preparmg and treating oil for marketing purposes and production unavotdably lost. Each party
shall pay or dehver, or cause to be paid or dehvcred all’ royaltxes, overriding royalties, or other payments .
due on its- share of such productzon, and shall hold the other parues free from any llabmly therefor, Any» :

extra expendxture mcurred in the taking in kmd or separale dlsposnhon by any party of xts proporhonale

Each party shall execute all diwsxon orders and contracts ol sale pertammg to i!s mlerest m produc-

"’tion from - the Umt Area, and shall be entltled to recelve naymerft direct from the purchaser or nurrhacerg

e
va~.qf.'¢ HM -

thereol for its share of all production.

4
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In the event any party shall fail to make the arrangements necessary to take in kind or scparatcly
dispose of lts proportionate share of the oil and gas produccd from the Unit Area, Operator shall have the
right, subject to revocatior at wlll 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 prevalling in the area, which
shall m no event be less than the prlce which Operator receives for its 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 timc' its right to take in kind, or scparately dispose of, its share of
all oil and gas not previously delivered to a purchaser. Notwithstanding the foregoing, Operator shall not
make a sale into inter_state commerce of any other party's share of gas production without first giving such

other party snxty (60) d‘ays notice of such ‘lntended sale , nor shall Operator create any
supplier/purchaser relationship with respect to any other party's share

~of production without express prior written consent of such other party.

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 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,v 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 Afea.

15. DRILLING CONTRACTS

Al wells rlrilled on -the Unit Area shall be drilled on a competitive contract basis at the usual .rates

_prevailing in the area. O_perator, if it so desires, may entploy its own tools and eduipment in the drilling

of wells, 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 thlan any well which has been drilled or reworked pursuant to Section 12 hereof for

which the Conscntmg Parties have not been fully relmbursed 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, deterrnined in accordance with the provisions of Exhibit “C”, 'less the estimated cost of salvaging and

’j the est:mated cost of plugatng ‘and abandoning. Each abandonmg party shall then 3551g1| to the non-
abandonmg parties, thhout warranty, express or 1mphed as to title or as to quanhty, quahty, or fitness for use

of t"e equnpment and matenal all of its interest in the well and its equ:pment together thh its interest in

the leaeehold ‘estate as to, but only as to, the interval or mtervals of the formation or formations then open

to product:on The assignments so limited shall encompass the “drilling unit” upon which the well i is located

The payments by, and the assxgnments to, the assxgnees ‘shall be in a ratio based upon the relatnonshlp of

, thmr respectwe percentages of partlmpatlon in the Unit Area to the aggregate of the percentages of partici- ‘

patlon in the Umt "Area of all ass:gnees There shall be no readjustment of mterest in the remmmng portion

Y

3

i Atter the assxgnment the asslgnors shalt have no further responsxbxhty, I:abxhty. or interest ln the
‘operatlon of or productlon from the well m the interval or !ntervnls then open. ‘Upon request ot the asstgneeo,
Operator shall continue to operate the assngned well for the account ot the non abandoning parttes _at the

“v‘nn‘z Ay -u-h-n L1 - 'f;l‘

: "‘rates and charges contemplated by thxs agreement plus any additional cost and ch-rﬂe- which may. arise

e -—-o.am ..hf‘._.._.
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17. DELAY RENTALS AND SHUT-IN WELL PAYMENTS
The party preséntly paying shall continue to
Eaeh-peﬂ-y—ahau pay all delay rentals and shut-in well payments which may be’ requlred under the -

terms of lts lease or leases and submit evidence of each payment to the olher parties at least ten (10) days .
prior to the payment date. The paying party shall be reimbursed by Operator for 100% of any\such delay
rental payment and 100% of any such shut-in well payment The ambount of such' reimbursement shall be
charged by Operator to the joint account of the partles and treated in all respects the same as costs incurred
in the development and operation of the Unit Area. Each party responsible for such’ payments shall diligently
attempt to make proper payment, but shall not be held ltable to the other parties in damages for the loss of
ary lease or interest therein if, through mistake or overstght any rental or shut-in well payment is not paid
or is erreneously paid. The loss ¢f any lease or mterest therem whxch results from a failure to pay or an er-
. roneous payment of rental or shut—m we]l payment shall be a Jomt 'oss and there shall be no read)ustment of .
: interests in the remaining portion of the Umt Area, If any party secures a new lease covermg the terminated
interest, such acquisiton shall be subJect to the provrsrons 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 Umt Area is shut in and the reason therefor.

, cerning its proposed sale, which Shall intlude the name and address of the prospective Zhaser "( who must .
e be ready,vwilling and able to purchase), the purchase price, and all other term e offer. The other parties
shall then have an optional prior right, for a period of ten (lt’l) da ter reeeibt of the notice, to purchase
on the same terms and conditions the interest which the o party proposes te sell; and, if this o:ptional ri'ght
is exercised, the purchasing parties shall share firchased interest in the proportions ‘that the interest of
each bears to the total interest of all hasing parties.§ However, there shall be no preferential right to pur-

arly wishes to mortgage its interests, or to dispose of its interests by merger,

chase in those cases where

reorganization, co ation, or sale of all of its assets, or a sale or transfer of its interests to a subsidiary or- -

19. SELECTION OF NEW OPERATOR

Should a sale be made l)y Operator“of its rights and interests, the other parties shall have the right
“within sixty (60) days after the date of such sale, by ma;onty vote in-interest, to select a new Operator.. If
A Al W Qperator is not so selected the transferee of the present Operator shall assume the duties of and act as
e Operator In erther case, the retmng Operator shall continue to serve as Operator, and dlscharge its duties’
' " in that ca‘;aclty under this agreement, until lts successor Operator is selected and begins to functlon, but the“k
. present Operator shall not be obligated to contmue the pert‘ormance of its duties for more than 120 days after »
the sale of its rights and interests has been completed ) ;

R trereavI N A

“Joint Loss” -
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20. MAINTENANCE OF UNIT OWNERSHIP

~

For the purpose of maintaining umformlty of ownersmp ln the oil and gas leasehold lnterests covered by
this contract, and notwrthstandmg any other provisions to the contrary, no party shall sell, encumber, transfer
or make other alsposmon of its interest in the leases embraced within the Unit Area and in wells, equipment

and production unless such disposition covers either:
(1) the entire interest of the party in all leases and equipment and production; or
£2) an equal undivided interest in all lease"s' a‘nd equipment and production in the Unit Area,

Every such'sale, encumbrance, transfer or other disposition made by any party shall be made expressly
subject fo this agreement and shall be made thhout pre]udxce to the rxghts of the other partles

If at any time the mterest of any party is dlvrded among and owned by four or more co owners, Opera-
tor may, at its discretion, reqmre such co-owners to appomt a single trustee or agent with full authority to re-
ceive notices, approve expenditures, receive billings for and approve and pay such party’s share of the joint
expenses, and to deal gen_erally with, and with power to bind,.’ the co-owners of such party's interests within

the scope of the cperations embraced irr this contract; however, all such co-owners shall enter into and execute

all contracts or agréements for the disposition of their respective shares of the oil and gas produced from the .

Unit Area and -they shall have the right to recéive, separately, payment of the sale proceeds thereof.

o 21. RESIGNATION OF OPERATOR
Operator may resign from .its duties and obligations as40perator 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 select 'by
majority vote in interest, not in numbers, a new Operator who shall assume the responsibilities and duties, and
have the rights, prescribed for Operator by this agreement The retlrmg Operator shall deliver to its successor

all records and information necessary to the discharge by the new Operator of its duties and obl:gatlons
22. LIABILITY OF PARTIES

The liability of the parties shall be several, not jomt or collectlve Each party shall be respon51ble
only for its obligations, and shall be liable only for its proportlonate share of the costs of developmg and
operating the Unit Area. Accordingly, the lien granted by each party to Operator in Section 0 is given to se-
cuire only the debts of each severally.- It is nol the inteniion of the pariies to creaie, nor shali this ‘agr'eeme'nt
be construed as creating, a mlning or other partnership or association, or to render them liable as partners.

23 RENEWAL~-OR-EXTENSION-OF-EHEASES
parties shall be notified promptly, and shall have the right to participaté ir the ownership of the renewa¥Tease

) by paying to the party who acquired it their several proper proporhonate shares of the acquisitiop ost which
" shall be in proportion to the intercsts held at that hme by the parhes in the Umt Area,

If some, but less than all, of the parties elect to part\clpate m the purchase pf”a renewal lease, |t shall -

be owned by the parties who elect to partlclpate therein, in a ratio based upon e relationship of their respec-

tive percentage of participation in the unit area to the aggregate ’ef the pprfentages of particxpatlon in the unit

area of all parties participating in the purchase of such renewal lpeSe. _Any renewal ]ease m whlch less than .

all the partles elect to participate shall not be subJect to thts greement

Each party who part:cxpates in the purchase of & renewal lease shall be grven an asslgnment of 1ts pro— '

portlonate mterest therem by the acquxrmg pa

'I'he provxslons of thxs sectmn shal dpply to renewal leases whether they are for the entlre .'mterest-.‘

covered by the expmng lease or o only a portlon of 1ts area or an mterest therem Any rencwal lease :

taken before the explratron ots predccessor Iease. or taken or contracted for,

"_'the expxratron of the e tmg lease shall be subJect to th:s provislon, but any Iease taken’)k or con acted for.‘

v'more than six (§
: "'shall not bee bJect to the provmons of this sectlon.

-

’
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24, SURRENDER OF LEASES

O,

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 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 implied
warranty of title, all of its interest in such lease, or portion thereof and any well, material and equipment
which may be located thereon and any rights in production thereafter secured, to the parties not desiring to
; ‘ ' ' surrender it, Upon such assignment the assxgning party shall be relieved from all obhgatlons thereafter ac--
‘ cruing, but not theretofore accrued, w1th respect to -the acreage assigned and the operatxon of any well there-

on, and the assxgmng party shall have no further interest in the lcase assigned and its equipment and production.
R The partles assngnee shall pay to the party assxgnor the reasonable salvage value of the latter's interest in any
oo wells and equlpment on the assigned acreage, determined in accordance with the provxsions of Exhibit “C”,
~ less the estimated cost of salvaging and the estimated cost of pligging and abandoning. If the assignment is in
favnr of more than one party, the assrgned interest shall be shared by the parties assignee in the proportions

<

that the interest of each bears to the interest of all parties assngnee

Any' assignment ‘or surrende’r‘made under this provision shall not reduce or change the assignors’ or sur-
_rendering parties’ lnterest as it was immediately before the assignment, in the balance of the Unit Area; and

the acreage assigned or surrendered and subsequent operatrons thereon, shail not thereafter be sub]ect to the

" terms anr! provrslons ‘of this agreen‘-ent -

25. ACREAGE OR CASH CONTRIBUT\]ONS

If any party rece_ives while this agreement is in force a contribution of cash toward the drtlling 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 operaticn 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 contrlbutlon is made shall promptly execute
an assignment of the acreage, without warranty of title, to aR%art:es to this agreement/in proportion {o their
interests in the Unit Area at that tlme, and such acreage shall become a part of the Unit Area and be governed
by all.the provxslons of this contract Each party shali promptly notlfy all other parties of all acreage or

: money coniribuiions it may obtain in support of any well or any other operatlon on the Umt Area.

'26. PROVISION CONCFRNING TAXATION

Each of the parties hereto elects, under the authonty of Section 761(a) of the Internal Revenue Code of

1954, to be excluded from the applrcatxon of all of the provisions of Subchapter K of Chapter 1of Subtitle A of

the Internal Revenue Code of 1954. If the mcome tax laws of the state or states in which the property covered

hereby is located contam, or may hereafter contain, provisions similar to those contained in the Subchapter of
- the Interhal Revenue Code of 1954 above referred to under whrch a similar election s permxtted each of the.
e L partres agrees that such e]ectron shall be exercrsed Each party authonzes and directs the Operator to execute
such an electlon or electxons on xts behalf and to flle the electron with the proper governmental - office or

‘agency If requested by the Operator SO to d6, each party agrees to execute “and join in such an election,

Operator shall render for ad valorem taxatxon all property sub;ect to this agreement whlch by law
should be réndered for such taxes, and it shall pay all such- taxes assessed thereon before they become dehn—

quent. Operator shall bill all other partles for their proportronate share of all tax payments in the manner _

o provldedin Exh[bitucu AL L L s L oLt EEs

txon withrn the trme and manner prescribed by law, and prosecute the protest to a ﬁnal determmation, unless - ‘

have been Imally determmed Operator shall pay “the assessment for the joint account, together wntb intere;t and
penalty accrued and the total eost shall then be assessed agamst the parties, and be paid by them, as provided

b33

ln Exhlbit “C"

3
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bore the costs, of such operation

If any tax assessment is consrdered unreasonable by Operator, it may at its drscretxon protest such valua-?

' nll parties agree to abandon the protest prior to fxnal determmation. ) _When any such protested valuation shall S
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27. INSURANCE

~

At all times while operatlons are conducted hereunder, Operator shall comply with the Workmen's
Compensation Law of the State where the operations are bcmg conducted Operator shall eleo- carry mher
adde Insurance for the benefit of the joint account. loe—peeHes—ee—mey—-be—eutlmed-an—Exhbw—-D—auaohod-
«to—end—mede«a—pm—hereef Operator shall requrre all contractors engaged in work on or tor the Unit Area
to comply with the Workmen’s Compensation Law of the State where ihe operations are being conducted and

. *  to maintain such other insurance as Operator may require.

28, CLAIMS AND LAWSUITS
If any par ty to this contract is sued on an alleged cause of action- arising out of operat:ons on the Unit

Area, or on an alleged cause of action involving title to any lease or oil and gas mterest suojected to this con-

tract, it shall glve prompt written notice of the suit to the Operator and all other parties.’

partxes. wnth Operators attorney as Chairman. _Suits may be settled during litigation only with the Gint con-
sent of all parties. No charge shall be made for services performed by the staff atto 5 for any’ _of the_

parties, but otherwnse all expenses mcurred in the defense of suits, together wi e amount paid to dlscharg/e
any final judgment, shall be consldeied Costs 0f operalion and shailwe unurgeu tu and, pcu(.i oy aii pel ties in
proportion to their then intérests in the Unit Area. Attors s, other than staff attorneys for the partles, shall’
be employed' in lawsuits involving Unit Area opsrations only with the consent of all partxes, if outside counsel
is employed, their fees and expenses 2T he considered Unit Area expense and shall be paid by Operator and

charged to all of the partle i proportion to their then interests in the Unit Area. The provisions of this

Damage claims caused by and arising out of operations on the Unit Area, conducted for the joint ac-
count of all parties, shall be handled by Operator and its attorneys, the settlement of claims of this kind shall

% PR

be. within the diseretion of Oézerato'* s long as the amount paid in settlement 6t any oné Clawm does

five thousand (i ,
dollars and, lf settled, the sums paid in settlement shall be charged as expense to~

and be paid b)" all parties in proportion to their then interests in the Unit Area,

29, FORCE MAJEURE

If any party is rendered unable, wliolly or in part, by force majeure to carry out its obligations under
this a-greement other than the obligation to make money payments that party shall give to all other parties
prompt written notice of the force majeure with reasonably full particulars concernmg it; thereupon, the
obligations of the party giving t‘re notice, so far as they are affected by the force majeure, shall be suspended
\durmg, but no longer than, the contmuance ‘of the force maJeure The affected parly shall use all possﬂ)le SR
diligence to remove the force maieure as qurckly as possible, - - . : :._ : - _ . o ,’ . '

' The requirement that any force majenre shall be remedxed wrth all reasonable drspatch shall not requu‘e
the séttlement of strikes, lockouts or other labor dlmculty by the party mvolved contrary to lts wnshes how'»
all such difficulties shall be handied shall be’ enhrely wrthm the drscretron of the parly concerned : B :

The term "force mijeure” as here employed shall mean an aét of God sirrke, lockout or other industrial'_-.ffj ',;-'
dlsturbance, act of the publxc enemy, war, blockade, publ:c riot, lughtmng, ﬁre, storm ﬂood, explos:on, gov-:_'"‘_' o
ernmental restramt, unavaxlabrllty of equlpment ‘and any other cause, whether of the lcmd specrﬁcally_ enum-

e TR TR

:'ﬂerated above or otherwxse, wh:ch is not reasonably thhin the control ot the party claimlng suspensxon. B

Semea AT

.

) :agreement, shall unless otherwlse speclﬁcally provided be gwen in wn 1ng‘ by Umted States mail or Western ‘/ s

»"njnrg 'I“gle



35. LAWS AND REGULATIONS

: All of the provisions of this agreement are expressly subject to all
' » applicable laws, orders, rules and regulations of any governmental body or
; agency having jurisdiction in the premises, and all operations contemplated .o
. hereby shall be conducted in conformity therewith. Any provision of this agree-
ment which is inconsistent with any such laws, orders, rules or regulations is
hereby modified so as to conform therewith, and this agreement, as so modified,
shall continue in full force. )
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This agreement may e sivned in_counterpart. and chall be hinding upon the purties and upon their heirs; :
- FE successors, ropresentitives aind assigns,

¢ . N
' : KCCH EXPLORATICH COMPANY, a division of
: Koch stries, : .
och Ind ries, Inc. )
;WHISNAND, ASSISTANT SEC'Y -
! CH INDUSTRIES INC )
. . ey




EXHIBIT "A"
o Attached to and imade a part of t}iat'ccrtéin Gpérafihij"ag’téé}nent'détéd
i February 20, 1980, by and between Koch Exploration Company, as Operator and
‘ Resexve 0il, Inc, _ ‘

~

I. LANDS SUBJECT TO OPERATING AGREEMENT

: TOWNSHIP'28 NORTH, RANGE 8 WEST
Section 22: Sk
: , containing 320. 00 acres, more or less

N4

P . II. RESTRICTIONS AS TO FORMATIONS OR DEPTHS:
{ ) ; . Below the Mesa Verde formation.

III. INTERESTS AND ADDRESSES OF THE PARTIES:

'Koch Exploration éompany 87.5%
Post Office Box 2256 .
“Wichita, KS. 67201 . e ’

X AU S e Reserve 0il, Inc. ‘ 12.53%
T . _ _Post Office Rox 17609 : -
L ‘ ’ Denver, CO 80217 -




@' i COPAS — 1974
9 @ Recommended by the
Council  of Petroleum

fmf 601, rtuusa 74109 ﬁ“fﬁ”»"%"" Sccieties of
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1

“arately 1déntified and fully described in detaii.

kvthe agreement. or approval of a majornty in interest of the Non-Operators shall be controllmg on all Non-Open- '
tol'l. ;. A} .

»mg capacity.

share of estimaied cash outlay for the succeeding month’s operation. Operator shall adjust each monthly bxlhng

» rator’s accounts and records relating to the Joint Account for any calendar year w:thm the twenty-four (24) month

) ,,.sechon 'L’ Where there are two or more Non- Operators, the Non-Operators shall make every reasonable effort to
~ conduct joint or simultaneous audits in 'a manner which will result in a minimum of. inconvenience to the Opera- .|
tor. Operator shall bear no poruon of the Non-Operators audlt cost mcurred under thrs paragraph unless agreed ¢

7 to by the Operator.
o _ A"Approval by Non

T ch’ Y A
“no 'contrary provxsions in’ regard ‘thereto, Operator shall nolev all Non Operalors of-the Operators ‘proposal;-and-

(0PRSy
EXHIBIT “c *

Attached to and made a part of .that certain Operating Agreement
dated Februar' 20, 1980 Koch Egploration Company

ACCOUNTING PROCEDURE o
: . M
JOINT CGPERATIONS )
Y ‘ d, *
1. GENERAL PROVISIONS 5
Definitions >
*Joint Property shall mean the 1ea1 and pexsonal property subject to the agreement to whxch this Accounting A
Procedure is attached. g\
“Joint Operations"” shall mean - all operations necessary or proper for the development, operatton, protectxon and " M
maintenance of the Joint Property. "H‘ Q
“Joint Account” shall mean the account showing the charges pald and credits received in the conduct of the Joint 3

Operations and which are {0 be shared by the Parties.
“Operator” shall mean the party designated to conduct the Joint Operations.
“Non-Operators” shall mean the parties to this agreement-other than the Operator.

“Parties” shall mean Operator and Non-Operators.

“First L.evel Supervisors’” shall mean those employees whose primary functlon in Joint Operatxons is the direct
supervxslon of other employees and/or contract labor directly employed on the Joint Property in a field operat-

“Technical Employees shall mean those employees havmg specxal and specmc engmeermg, geologxcal or other
professional skills, and whose primary function in Joint Operations is the handling of specific operatmg condl-

tions and problems for the benefit of the Joint Property.
“Personal Expenses" shall mean travel and other reasonable reimbursable expenses of Operator’s employees,

“Material” shall mean personal property, equxpment 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 recominended ‘by the Council of Petroleum Accountants Societies of North America.

b

-

pr‘i‘ne zrat:.e as [established on t'.;he date of

Statement and Blllmgs

Operator shall bill Non-Operators on or before the last day of each ‘month for their prcpcrt.orme share 6f the
Joint Account for the preceding month. Such bills will be accompanied by statements which identify the author-
ity for expenditure, 1ease 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 credlts shall be sep-_.

Advances and FPaymenis by Non- Operamra
Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance thexr

to reflect advances received from the Non-Operators.
Each Non- Operator shall pay its proportion of all bills ‘within. fifteen (15) days after receipt. If payment is not
made within such time, the unpaid balance shall bear interest monthly’ at the

annum or the maximum contract rate permitted by the applicable usury laws in the’ ‘state in which the Joint
Property is located, whichever is the lesser, plus attorney's fees, court costs, and other costs in connection with

the collection of unpaid amounts.

AdJustments . 3
Payment of any such bills shall not pregudlce the right of any Non-Operator to protest or queshon the correct—
ness thereof; provided, however, all bills and statements rendered to Non-Operators by ‘Operator durmg any
calendar year shall conclusively be’ presumed to be frue and corvect after twenty-four (24) months following
the end of any such calendar year, uniess within the said twenty-four (24) month penod a Non=Operator fakes
written exception thereto and ‘makes" claim on Operator. for adjustment. No adjustment favorable fo ‘Operator shall
be made unless it is made within the same prescribed period.” The prowsxons of this paragraph shall not prevent
ad]ustments resulhng from a physxcal inventory ot Controllabh, Matoerial ‘as provided for 'in Section V.

Audits S : :
A, Non Operator, upon not:ce 1n wrxtmg to Operator and all other Non-Operators, shall have the rlght to audnt Ope-

period followmg the:end of such calendar year; provnded however, the maknng of an audit shall not extend the
time for the taking of written’ exccption to and the ad;ustments of accounts as prowded tor in Paragraph 4 of this’

-Operaton

ca
oo
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" ages or 10sses™ ineurred by fire; flood, storm;- thiefi,-aceident, vv other cause; éxcept those resulting from Operators

e

11. DIRECT CHARGES
Operator shall charge the Joint Account with the following items:

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

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

(2) Salaries of First Level Supervlsors in the field. -

(3) Salaries and wages of 'I‘echmcal Employees directly employed on the Joint Praperty if such charges are
excluded from the Overhead rates.

B. Operator's cost of holiday, vacation, sickness ‘and disability benefits and other customary allowances paid to
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 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 salaries and wages chargeable to the Joint Account under Paragraph 2A of this
Section II. If percentage assessment is used, the rate shall be based on the Operator’s cost experience.

C. Expenditures or contributions made pursuant to assessments 1mposed by governmental authority which are
apphcable to Ogerator's costs chargeable to the Joint Account under Paragraphs 2A and 2B of this Sec-
tion II.

~ D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under
Paragraph 2A of this Section 1L

3. Employee Benefits
Operators current costs of established plans for' employees group hfe insurance, hospitalization, pension, - re- A
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 2A and 2B of this Section II shall be Operator’s actual
cost not to exceed twenty per cent (20%).

4. Material : . r
‘Material purchased or furmshed by Operator for use on the Joxnt Property as provrded under Sectlon IV Only
sitich Material shall be purchased for or transferred to the Joint Property as may be required for immediate use
and is reasonably practical and consistent with effxclent and economical operations. The accumulation of sur- =~
pius stocks shall be avoided. =

5. Transportatlon

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

A. If Material is moved to the Joint Property from the Operator s warehouse or other propertles no charge shall
be- made to the Jomt Account for a dlstance grea!er than the dlstance from the* nearest rehable supply store

to by the Parties.

B. If surplus Material is moved to Operator’'s warehouse or other storage point, no charge shall be made to the
Joint Account for a distante 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 Materlal to other properties belonging to Operator unless agreed to by the Parties.

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

6. Services (See Section VI)

The cost of contract services, equipment and’ utilities prov1ded by outside sources, except services excluded by
Paragraph 9 of Section II and Paragraph 1. ii of Section III. The cost of professional consultant services and con-
. traet services of technical pérsonnel directly engaged on the Joint Property if such charges are excluded from the
Overhead rates. The cost of professional consuliant services or contract services of technical personnel not di-
rectly engaged on the Joint Property shall not be charged to the Joint Account unless prevrously agreed to by

the Partxes

7. Equipment and Facllihes Furnished by Operator

A. Operator shall charge the Jomt ‘Account for use of Operator owned equ1pment and faclbtles at rates com~
mensurate with costs of ownership and operation. Such rates shall include costs of mainténance,” ‘Tepairs, , 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 commerc:al rates currently prevmhng in the 1mmed1ate area
of the Joint Property ‘

B.. In neu of charges in Paragraph 1A above, Opetator may elect to use average commerclal rates prevallmg in
the 1mmed|ate area of the Joint Property less 2095,  For automotive equipment, Opcrator may elect to use rates
published by the ‘Petroleum Motor Transport Assocnatlon o

8. Damagcs and Losses to Joint Property : e - ‘
All costs: ‘or expenses necessary for the rcpau- or rcplacement of Joint Property made necessary because o! d,

- gross negligence or willful misconduct, ' Operator 'shall furmsh Non-Operator written notxce of damages or losseo I
mcurred as soon es practncable after a report thereof has been recexved by Operator. o .
- a D A‘ . ~ ‘ g

nccessary to protect or. recover th t
" or fees or expensé of outsxde"'auorneys shall be | madc untess prevxously agr"é'e‘d “to by the Parties.” Al otherjlega]

" expense is considered to be covered by the overhead provisions” of Sccuon III unless othervnse agreed to by the
Partxes, except as provrdcd in Scctxon I, Paragreph 3 S kN ; BN e




10.

11,

12.

i

u The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consults

A. Overhead - Fixed Rate Basis

Taxes

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

Insurance

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Pt
ties. In the event Joint Operations are conducted in a state in which Operator may act as self-insurer for Wor
men's Compensation and/or Employers Liability under the respective state’s laws, Operator may, at its electit
include the risk under its self—msur'mce program and in that event, Operator shall include a charge at Operata
cost not to exceed manual rates. :

Othcr Expenditures

Any other expendnture not covered or dealt wnth in the foregoing provisions of this Section II, or in Section '
and which is incurred by the Overator in the necessary and proper conduct of the Joint Operations.

1il. OVERHEAD

Overhead - Drilling -and Producing Operations

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

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

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offii B
and salaries or wages plus applicable burdens and expenses of ' all personnel, except those dnrect]y chargeal" :
under Paragraph 2A, Section II. The cost and éxpense of services from outside sources in connection w§
matters of taxatlon, ﬁ!l‘afflc, accounting or matters before or involving governmehtal agencnes shall be: consxdeb
as inchidad in the Overhead rates nrovnded for in tha ahave salected Paragraph of this Section TIT iinless

cost and expense are agreed to by the Parties as a direct charge to the Joint Account.

i

¥
]
l .
3

services and contract services of technical personnel directly employed on the Joint Property shall ( ) shy

‘not (XX be covered by the Overhead rates.

-z
z
4

(1) Operator shall charge the Jomt Account at the following rates per well per month:

*Drilling Well Rate $1,050.00
Producing Well Rate $200.00

(2) A}oplication of'Overhead - Fixed Rate Basis shall be as follows:

(a) Drilling Well Rate
[1] Charges for onshore drilling wells shall begin on the date the well is spudded and terminate ! ’

the date the drﬂhna or nnmplohnn rig is released,. avhichevar ig Ialpr excepnt ihnf nn nharun eh v

e N itk e 5 oy

e QXA 2S00, WAkl

be made during suspens:on of drxllmg operatxons for fifteen (15) or more consecutwe days

- [2] Charges for offshore drilling wells shall begm on the date when drilling or completion " equxpme ;
arrives an location and terminate on the date the drilling or completion equipment moves off lo¢
tion or rig is released, whichever occurs first, except that no charge shall be made during suspe :
sion of drlllmg operations for fifteen (15) or more consecutive days :

[3] Charges for wells undergomg any type of, workover or reco...plc ion for a period of five (5) co
secutive days or more shall be made af the drlllmg well rate. Such charges shall be applied f
the penod from date workover, bperations, with rig, commence through date of rig release, exs.é
that no charge shall be madé durmg suspension of operatxons for fifteen (15) or more consecut; :
days. . i

(b) Producmg Well Rates

[1] An active’ well either produced or m;ected into for any poruon of the month shall Be consnde:i
~as a one-well charge for the entlre month, - ’ ¢
[2] Each actwe comp!et:on in a’ multl completed well ‘in whnch productxon is not comrmngled dm‘
hole shall be considered as a one- -well charge provxdmg each completlon is consxdered a separ:r
well by ‘the govermng regulatory authorxty . 5
> (31 An inactive gas well shut in because of overproductxon or failure of purchaser to take the prodt:.
» tion shall be considered as a one-well charge providing the gas well is directly connected to ape
g manent sales outlet o eI

o [4] A one-well charge may . be made for the month in w}uch pluggmg and abandonment operatxo
C TR are completed on any well. , -’ ]
" ‘Al other mactwe wells (mcludmg but’ not lmuted to mactxve wells covered by unit - allowab;
lease allowable, ransferred allowable, etc ) shall not quahfy for , overhead charge.

tion Workers ished by the States Departmc ‘ ,
' _equivalent Canadian index as pubhs ed by Stalistics Canada, as apphcable The adjusted rates shall'i
- the rates currently m use, plus ox‘ minus the computed ad,)ustment. o ) . ;

I
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.- terial movements. affectmg the Joint’ Property “Opérator shall provide-all Ma.erxal for use on the Joint Prnnerty, how--

B. Ovcrhead - Percentage Basis
(1) Operator shall charge the Joint Account at the following rates:
(a) Development . ' .
Percent ( %) of the cost of Development of the Joint Property exclusxve of costs h

provxded under Paragraph 9 of Scction II zmd all salvage credits.

(b) Operating

i Percent ( %) of the cost of Operating the Joint Property exclusive of costs provided
under Paragraphs 1 and 9 of Section II, all salvage credits, the value of injected substances purchased
for secondary recovery and all taxes and assessments whnch are Jevied, assessed and pald upon thie 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 Scction III, de-
velopment shall include all costs in conneciion with drilling, redrilling, deepening or any remedial opera-
tions on any or all wells involving the use of drilling crew and equ.pment also, preliminary expenditures
necessary in_preparation for drilling and expenditures incurred in abandoning when the well is not com-
pleted as a producer, and original cost of construction or installation of fixed assets, the expansion of fixed

- assets and any other project clearly discernible as a fixed asset, except Major Construction as der.ned in
Paragraph 2 of this Section III. All other costs shall be considered as Operating,

2. Overhead - Major Construction y
To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the ex-
pansion of fixeéd assets, and any other project clearly discernible as a fixed asset required for the development and
operatlon of the Jomt Property, Operator shall e}thep negotlate a rate prxor to the begmning of conatructxon or-shau-

A. 9% of total costs if such costs are more than ¢
% of total costs in excess of $

3. Amendraent of Rates
The Overhead rates provided for in this Section IIT may ‘be amended from’'time to time only by mutual agreement
between the Parties hereto if, in practice, the rates are found to be insufficient or excessive.

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

Operator is responsnble for Joint Account Material and shall make proper and timely charges and credxts for al.l ma-

aver, at Operator s option, such Material may be supplied by the Non< Operator Operator shall'make’ tlmely dlsposmon
of idle and/or surplus Materiai, such disnosal being made either through sale to Operator or Non-Operator, division in
kind, or sale to outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Opera-
tors in surplus condition A or B Material. The disposal of surplus Controllable Material not purchased by the Opera-

tor shall be agreed to by the Parties, —

1. Purchases
' Material purchased shall be charged at the price paid by ( perator after deduction of alt discounts received. In case
of Material found to be defective or returned to vendor for any other veason, credit shall be passed to the Jomt

Account when adjustment has been recexved by the Operator.

2. Transfers and Dzspo:ntlons ,
Material furnished to the Joint Propéerty and Materlal ‘transferred frora the Joint Property or dnsposed of by the
Operator, unless otherwise agreed to by the Parlies, shall be priced on the following hases exclusive of cash dis-:

counts:

A. New Materxal (Condltxon A)
(1) Tubular goods, except line pipe, shall be priced at the current new price in effect on date of movement oh a

maxnmlfm carload oa-laa&g&-leed—umght-basrs, regardless of quantity transferred, equalized to the lowest -
published price f.0.b. railway receiving pomt.or_.sacogmzod_ba;go-tasmmal- nearest the Joint Property ’

where such Material is normally avaxlable
-(2) Line Pipe . : : o : - : g
(a)’ Movement of less than 30, 000 pounds shall be prxced at the current new, prxce, in effect at’ date of _
movement, as hsted by a rf-hable supply store nearest the Jomt Property where such Matenal is nor« o
mally avallable. . c 5

(b) "Movement “of 30,000 pounds or more shall be prxced under provnsnons of tubular goods prlcmg in Para- '

graph 2A (1) of th:s Section IV _ o
(3) Other Material shall be prlced at the current new price, in effect at date o movement as listed by a reliable “3

. supply store or f.o.b. razlway recelvmg pomt nearest the Jomt Property where such Material ts normally

R available to , o T R P L

B Good Used Materral (Condltmn B) _--“'w___; ) 'M‘ R T IPT
Materlal in sound and serv'ccable cond:tlon and sultable for reuse w:thout recondltxomng

(1) Matenal moved to the Jomt Property . : . i
(a) ‘At seventy -five percent (75%) of current hew pnce. as dctermmed by Paragraph 2A of thls Section IV R

(2) Material moved trom the Jomt PrOperty ) ' » 3
(8) ‘At seventy five' percent” (75%) of current new’ prlce, as determmed by Paragraph 2A of thxs Sectioa IV' . B
it Material was orngmally charged to the Jomt Account as new Material. or . SEPaEY 13
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(b) at sixty-five percent (65%.) of current new price, as determined by Paragraph 2A of this Section
1V, if Material was or:gmally charged to the Joint Account as good used Matci'al 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) . o . : .

{1) Condition C
Material which is not in sound and serviceable condition and not suitable for its original function until
after reconditioning shall be priced at fifty percent (50%) of current new price as determined by Para-
graph 2A of this Section 1V. The cost of reconditioning shall be charged to the receiving property, pro-
vided Congition C value plus cost of rccondmonmg does not exceed Condmon B value,

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

i R of Non-Operators
Py D. Obsolete Material
| Material which is serv1ceab1e and usable for its criginal function but condition and/or value of such Material

is not eguivalent to that which would justify a price as provided above may be specially priced as agreed 10 by
the Parties. Such price should resuit in the Joint Account being charged with the value of the service ren-

dered by such Material.

1 R 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 Paragraph 5 of Section II.

(2) Material mvolvmg erectxon costs shall be charged at applicable percentage of the current knocked-down

price of new Material.

3. Premlum Prices.. _._.. .. N :
-Whenever Matenal is not readnly obtamable at pubhshed or listéd’ prices because of nauonal emergencies, strikes
or other unusual causes over which the Operator has no cpntro] the Operator may charge the Joint ‘Account for the
requnred Materlal at_the Operator’s actual cost incurred in prov ldmg such Material, in makmg it suitable for use,
‘and in movmg it to the Joint Property: provxded notlce in writing is furnished to Non-Operators of the proposed
chargé 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 Operator.

4, Warranty of Material Furnished by Operator
Operator does riot warrant the Matérial furnishsd. -In case of defectwe 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
e 'fheZOperato‘r shall maintain detailed records of Controllable Material.

1. Periodic Inventories, Nolice and Representation

At reasonable intervals, Inventories shall be taken by’ Operator of the Joint Account Contro]lable Materzal
Written notice of intention to take 1mentory shall be given by Operator at least thirty (30) days before any inven-
" tory is to begin sgithat Non-Operators may- be represented when any inventory is taken. Failure of Non-Operators
to be represented at an inventory shall bind .on-Operators to accept the inventory taken by Operator.

2. Reconcxhatmn and Adjustment of Inventories .
Reconcxhatlon of a physxcal inventory with the Joint Account shall be made and a list of overages and shortages
~shall be furnished to the Non-Qperators within'six months following the taking of the inventory.. Inventory ad-
-justments shall be made by Operator with ‘the Joint Account for overages and shortages, but Operator shall be
held accountable only for shortages due to lack of reasonable dlllgence

1’3 Speclal Inventories : ,
~ Special Inventones maj 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 notlfy all other Parties as qnf:ckly as possible after the transfer of mterest takes
place In such cases, both the seller and the purchaser shall be governed by such inventory. . ,

]

" 4, Expcnse of Conductmg Periodic Inventories ‘ :
The expense of conductmg penodlc Inventorxes chall not be charged to the Jomt Account unless agreed to by the f

Parnes S
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‘Should 0perator determine_tha L
‘ side attorney to” zepresent 0perator ‘for the benefit of the Parties at a-

" hearing: of‘for before,'a etate ‘or ‘federal regulatory ‘agency concerning a"
_matter directly aft ectingfthe Joint Property,sthen the fees and exp"
: i ,

7 & ' guch outside atto _ : ,
” ‘ fj‘services and’ contract services of technical personnel directly engaged on-;,,f

jthe Joint Property“ as set out in Section II 6..
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o I AFE No. _605
- ‘; ¢ -~
t w1 T NTIIETE T . Exhlblt 2-B attached to -
KOCH INDUSTRIES, I1iC. and made a part of
. letter agreement dated
v‘ AUTIHORIZATION FOR EXPENDITURE . 1981 -
: between Getty Oil Company
: ~ and Koch Exploration Co. ..=
: LEASE NAME and WELL NO. __Dryden uell No. 2 . ' ' -
! LOCATION Sectien 22-28:1-3W CCUNTY San Juan -
FIELD Basin/Daketa L N _ STATR Ndw Maxico
Authority Is 'Reqt_x'e“sted te Expend $ 275,691 (Koch's par"t)
for érillihg and completing Dryden Well No. 1
KOCH Working Interest_  87.5 - | KOCH Net Interést  76-5625%
ﬁeaéon for Expenditure: Anticipate ultimate production of approximately 764 MMCE
whi'ch will gi\;e a reaSonablé rate of return in excess of 20%.
Payout___ 3 years o Based on__ = -
‘ . ; , ~ -+ Estimated
e o Particulars ’ _ Cost
Intangiﬁle drilling and completion costs . $223,800 :
Tangible drilling and completion costs 91,275
. o $ 315,075
'PARTICIPANTS e kR SR
- bp»éra"tor: ‘Koch Exploration Company Lo O W.I.  87.5% -8 275,691
Partnex:  Resexve (_)ilv Company ) - WI . 12.5% . - 8§ -39,‘38? B
.:/Eﬂ/ ’ v . e 3 - "’. 3 N - o y 5 . ‘ - . R v»~\
. Partner: T , - WLXL ' ' $
T ‘partner: R S L WX g
5 $315,095:
; . IRy
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Arts coaner g e vty =h : S=T28%N-5%0
R T e I
. P .y At . PR , 3y 't .
RXALIYE .y ?/, PR -V £ danAJuan LerAn oW RexlcO T vy e cuwea BasingDarota
o vy L8800 e cicunson _Koch Eziloration Zomnan: : o : -
Mtane Lozancin: ot ‘ . . Pacnsnen iy Mo
: CLDCA IO LRSS
vic mirs $2000 v erre 3 2000 enne ciinnaes s 3500
RGO, ~GHADE § o Asunv. 1Tocanoa s 500 GariAGEs s 500
L STAIE-2115C, ¥ILIS & PALLC, (L1S7) 3 T T -
. : S s R CoreaTrn roran 3 8500 , s_3500 .
AIC COSTSE . ’ - o . ) . . ’ .
B UL S ST ——¥TO AT S /Yo s oay vk s S50 0_A_15 days = $32,500 .
ners—mzArns 34000 T weanen s 3500 . _svanremont s 30,000
CCrIipEsSsons s_(’O_Q_Q____CAlll.lz TOOILS !,.-.._..__.___rm':. caueet s s 5,000
NOTL. L1 CHG swAn e s 3 days 8 1500 = $7500. ) -

L MIBC. (s - _— ) '

reATunE ToTAC 5_138,500 s 131,000

CCrAIL MY AND SEAVICLES, -
CUIALL T ANO SERVICEE sumiracy: s_ 3000 trn, $ 3009_

puon $__3000

) FLOACTS $ - CLN rnAl l‘.l.n,; s e L GUIDES &
* SYAGE TOOLS S_____ - bCRI\TCHI nsos_____ _PLUGGING $ . ’
SOUEETES § B : MISC (LIST) 3§ : '
: - : ) : . FearTune torar s 9,000 s 6,000
. ORILILING FLUIDS; , '
. Muo $ 2__0_9,0____,______ CuamicaALs $1000 ) otL § c
MIsC, (LIST) S Water 3000 . >
U : FeaTune Toval s 6000 s 6000
WELL SUAVEYS ANO TCSTING! ) ‘
connits 8 _COong: HLAOS s______ ——_YEMP,., SURV, $ M ) . .
CALIBER SURV. S_ v ELEC. sunv, s___2000 1AUD LOG 5 . |
D.S, T. S AT S EA. $ LRADIATION LOG $ . :
MIsSc, (LIST) S Lo o k o |
s : - ’ FEATURE ToTAat s 3000 s 3000 -
SPECIAL senvlccs' i ) : _ ’
PCRFORATING § _2500__ _PLUGS-nETAnens s_1000 _ acios__2000 - . .
FRAT. S 40,000 t1sc. TooL RenTAL s___frac tanks 3000 L . . h -
T - reATURE TOTAL s 48,500 s 0
LAROKR A!D SUPERVISION! - ) ) R :
Co. tABCGR.S_ - isUPV.-peRS. €xp. §_1000  ovcamcao s R : E
oI5y £XP. § conrracT Lavor $_1000  communicaTion 5_500
i FEATURE TOTAL $_2500 s _2500
TRANUPORTATION! _ ’ . ‘
zo. cAns s _500 . _AIR TRAVEL S ', -
TRUCIKING (CASING, TUBING, CADLE TouLs) s_ 2500
- ‘ . s Co - ‘ Ffeatung voraw $_3000 © s 3000
>YuEn cosvs: L B . ’ i
HrCaizE) Consu]tlng Geologist 1800 - - : N R
— .- _Casing Crews _ 3000 — .o
. o .. - FUATURE TOTAL S _4800 s _4800
couTINSENCY] - - s $

TOTAL INTANGIDBLES §.223,800 s ..164,800 “
- . - . . " :

EOUIPIA::N?'

CASTHG AND TUBING (.,lzc, w'r. . c.no.; c::_i;c.-;'N'C'-‘) on USED) . . .
. _250 kv, oF_10-3/74 %, T AT _10.50 __/F. .___1_625
_2_2_@____ Fr. oF 2" - At s_2.00  /rr, 320;300
6800  pv, oF__ 4=1/2" " ars 9.‘5Q;;1"5‘- s 3Q,~_qo__.*_~__
6700 FT. OF 2 3/8% o AYS. 50__ J.r. s 16,750 . " :
L N E : FCATUNRE TOPAL _10_..215..____,_3 _29_‘2.‘5___
' ‘.?'}‘_.iu me. s_ 1000 00+ e G i_:_:-'on l'u...Pl.-G e n.Cchn s_2000 . s t BN
r'\u.u-n:c uul'r 3 L --‘., Y I'..H’(;c’l;ll on e r‘Tnlc ovonR s_.____‘___‘_‘___.___’ ARt s $
.. SucHee nons v L.,_.;.:.'_..._..."‘__ it B ST S - T
AT | ___,,__,__’_,,.:__,;_____:-::: 19450 nNoo $ O P S pATURE TOTAL S._.LODO . $ 0
- 2-300__ " _ATs 35_0.0__._ LA 7000_ i i m&i Tt uv s 2000 —
Cirs . rr, or N s______‘___n-u_u ov. ‘—--», M } L

LAY Froweines s

- —— -

2 ;:‘»’;l’i»'!n f (‘0"'!"
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L @ 9 AFR No. _eos

S

KOCH INDUSTRIES, INC.

AUTHORIZATION FOR EXPENDITURE

" LEASE NAME and WELL NO. Dryden Well No. 2 .

IOCATION Section 22~28N-8W - COU;NTY\ S‘an'Jﬁan '

FIELD Basin/Dakota STATE: . New Mexico

Authority Is Requested to Expend $§_275,691 ' ' B (Koéh's part) |

for drilling and completihg Dryden Well No. 1

‘Kocu»wor}'cing Interest _ 87.5 KOCH Net Interest 76-5625% - C

Reason for Expenditﬁre: Anticipate ultimate production of approximately 764 MMCF

which will give a reasonable rate of return in excess of 20%.

* Payout 3 years ‘ )  Based on

Estimateqd
Particulars oo Cost

Intangible drilling and completion costs $223,800
Tangible drilling and completion costs =~ = o 91,275

$ 315,075

PARTICIPANTS

“Operator: Koch 'Explp'ratio'n Company ) W.I. 87.5% “s‘-27‘$f,‘691'

: "Partner. ‘Reserve 0il Company . OW.I. 12,58 § 39,384

Partner:- e R : W.I. - - . $

. 1.0000" " $7315,075°

mes o

- KOCH INDUSTRIES,

‘‘‘‘‘‘‘

i January 29, 1980 -




oo DETAILWEL . ESTIMATE ‘
.f:A‘z:r,j M ] Jr no. _.:6_9..5.,»” oun v, 1, ._gz_...s.!“.. ;
1PAZ0 A AnD swisLt no, . _Dryden '} NO- _,2“,__1__-“___,“ e LCAION | _S€C._ 22-T2BN-R8W :
N e s ,,_RkyJ-i_t:n,______ COounHTY | _8611 Juan L SIA T New MeXiCOU____- D Ol ANEA mgg;;.i'njp-akg—gg_*-.-—““
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Examiner Hearing - Hednesday. August 26, 1981 Docket No. 26-81

CASE_7335:

CASE_7336:.

CASE 7337:

CASE_7338:

CASE 7339:

CASE 7340:

CASE 7317:

_ -~ CASE_7129:

o ————

CASE_7169:

Application of C & £ Operators, Inc. for anendment to Dfvision Order Ho. R-5453, San Juan Couuty,
New Mexico. Applicant, in“the ahove-styled cause, seecks the amendment of Division Order No. R-5459
by amending the location of -the Horthwest-Southeast trending line as described in Exhibit A of

said Order }o. R-5459 pertaining to Tounship 30 Horth, Range 11 West, as-follows: Section 6:

West and South; Section 8: West and South; Sections 9, 10, and 11: South; and Section 13:

Hest and South.

Application.of C & E Operators, Inc. for three triple comptetions, San Juan County, Hew Mexico.
Appllcant. in the above-styled cause, sceks authority to triply complete the following wolls

in Township 30 Korth, Range 11 West, to produce gas from the Farmer-fruitland Pool, the Aztec-
Pictured Cliffs Pool, and the Blanco Mesaverde Pool through separate strings of tubing: Aztec
H:]ls Nos. 8 in Unit li of Section 8 and 9 in Unit M of Section 9; and Fee Hel} No. 8 in Unit C
of Section 8.

Application of Beaktooth 0i) & Gas Company for dowphole conmingling, Rio-Arriba County, liew Mexico.
Applicant, in the above-styled cause, seeks approval for the downhole comningling of Ojito Gallup-
Dakota and Blanco Mesaverde production in the wellbore of its Minel Federal ¥ell fio. '} located in
Unit € of Section 7, Township 25 Horth, Pange 3 West. Applicant further seeks the establishment
of an adm! nistratvve procedure for approval of downhole conmingting of Gallup-Dakota and Mesaverde
production in the W/2 of Sections 6 and 7, Township 25 Horth, Range 3 West.

Application of Beartooth 0il & Gas Company for downhole ¢ommingl ing, San Juan County, tew Mexico.
Applicant, in the above- sty!ed cause, seeks approval for the downhole commingling of Fruitland
and Farmington production in the wellbore of its Elledge. Federal 34 Well No. 11 located in Unit D
of Section 34, Townshlp 29 North, Range 11 Hest. N

Application of Doy!e Hartman for -zompulsory pooling, unorthodox weéll location, and simultanecus
dedication, Lea County, New Hexico. Applicant, in the above-styled cause, seeks an order pooling
all miperal interests in the Jalmat Pool underlying the $S/2 of Section 17, Township 24 South, Range
37 East, to be simultaneously dedicated to his-Late Thomas Well Na. 1 located in Unit M of said
Section 17, and to two proposed wells, one:to be drilled at -an orthodox location in Unit J and

the other at an unorthodox location 2310 feet from the South line and 330 feet from the West 1ine,
both in said Section 17. Also to be considered will be the cost of drilling and completing said
wells and_the allocation of the cost thereof as well as actual operating costs and charges for
supervision, ‘designation of applicant as operator of the wells, and a charge for risk invelved

in drilling said wells.

Appl1cat10n of Doyle Hartmap for directional drilling and unorthodox location, Lea County, New
Hexico. Applxcant, in the above-styled cause, seeks aithority té’directionally drill his City

of Jal Hell No. 1, the surface location of which is 1635 feet from the South line and 1210 feet -
from the Hest line of Section 20, Township 25 South, Range 37 East, Jalmat Pool, to top the Jalmat
at a bottom hole ‘location 660 feet from the South and West Lines at a vertical depth of 2800 feet
and to bottom said well at an unorthodox location 330 feet from the South and West lines at a
vertical depth of 3500 feet.

(Continued from July 29, 1951 Examiner Hearing)

Appl1catlon of Four Corners Gas Preducnrs Asscc1ation for de519natlon of a nght fbrmatron, San

T Juan and Rio“Ariiba Counties, Hew Mexico. ‘Applicznt, 1n the above-styled-cause, seeks the

designation of the Dakota formation underlying Townships 30 and 31 Horth, Ranges Z thru 7 Hest,

.containing 270,260 acres, more or less, as a tight formation pursuant to Section 107 of the

Natural Gas Policy Act and 18 CFR Section 271.701-705.
{Contim é from August 12, 108%, Examinaf Vearing}

Application of Koch Explorat1on COmpany for: compu]sory p0011n9. San ‘Juan County, Hew Mexiro
Applicant, in the above- -styled cause,” ‘seeks an order pooling all mineral interests”in the Dakota
formation underlying ‘the /2 of Section 28, Towinship 28 Hor'th, Range 8 Hest, to be dedicated to
a well to be drilled at a standard location thereon. Also to be considered will'be the ‘Cost of
drllling and completing said well and the allocation of the cost thereof as well as actual
operating costs and charges for supervision, des1gnat1on of appllcant as operator of the well,
and a charge for risk 1nvo?ved in drilling said well.

(Continued from August 12, 1981, Examiner Hearing)

Application of Koch Explorat1on Company for compulsory pooling, San Juan County. ‘New Mex.co.-
Applicant, in:the above-styled Cause, seeks an order pooling all mineral interésty in tha Dakota
formation underly:ng the §/2 of Section 22, Townsh1p 28 Horth, Range 8 West, to be. dedicated ‘to
a well to be'drilled at a standard locatioh thereon. Also to:be considered will be”the cost of
drilling and_completing said well and: the allocation of the cost thereof as well as actual
operating costs and charges for supervi ion, des1gnat10n of applicant as operator of “the well,
and a charge for risk involved in drilling said well.




e CAMPBELL, BYRD & BLACK. p.A.

LAWYERS

JACK M, CAMPBELL JEFFERSON PLACE
HARL O, BYRD
BRUCE 0. BLACK
MICHAEL B, CAMPRELL,
WILLIAM F. CARR ; ’ SANTA FE, NEW MEXICO 87501
BRADFORD C., BERGE
WILLIAM G. WARDLE

SUITE 1| - 11O NORTH GUADALUPE

POST OFFICE BOX 220€

TELEPHONE: (505) 986-442|

TELECOPIER: (505} 983-6043

| August 6, 1981

DEGEN/E

Mr. Joe D. Ramey AUG 06 1981
Director : o D
0il Comservation Division Uil Lbﬂ«dWhHUNlhﬁmud
Néw Mexico Department of SANTA FE
Enexgy and Minherals

Post Office Box 2088

Santa Fe, New Mexico 87501

| Re: Cases 7129 and 7169: Applications of Koch
‘ Exploration Company for Compulsory Pooling,
San Juan County, New Mexico

Dear Mr. Ramey:

Koch Exploration Company requests that each of the above-
referenced cases be continued from the examiner hearing
scheduled for August 12, 1981, to the examiner hearing
scheduled to be held on August 26, 1981.

Your attention to this request is appreciated.

Veyy truly yours

* WFC:1lr

cc: M:‘ Bob Buettner
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Dockets Nos, 26-81 and 27~81 are tentatively set for August 26 and September 9, 1981,

Docket No, 25-81

Applications for

hearing muat be filed at least 22 days in advance of hearing date.

DOCKET:  EXAMINER HFARING - WEDNESDAY - AUGUST 12, 1981

9 AM, - OIL CONSERVATIOY DIVISION CONFERENCE ROOM,
STATE LAND OFFICE BUILDING, SANTA FE, NEW MEXICO

The following cases uwill be heard before Daniel S. .Nutter,

ALLOWABLE :

CASE 7319:

CASE 7320:

" CASE 7129:

CASE 7169:

“CASE-732%:

CASE 7322:

CASE 7323:

Examiner, or Richard L. Stasets, Alternate Exanminer:

(1) Consideration of the allowable production of gas for September, 1981, from fifteen prorated
pools in Lea, Eddy, and Chaves Counties, New Mexico.

(2) Consideration of the allowable production of gas for September, 198(, for four prorated
pools in San Juan, Rio Arriba, and Sandoval Counties, New Mexico.

Application ¢f Consoliddted Oil & Cas, Inc., for six 160-acre Mesaverde proration units, San Juan

County, New Mexico. Applxcant, in the above-styled cause, sceks approval of six non-scandard gas
ptoratton units in the Blanco Mesaverde Pool, said units to comprigse the NW/4 and SW/4 of Section
18, and the SW/4 and SE/4 of Section 7, both in Township 31 North, Range 12 West, and the NE/4 and
SEl’o of Section 3, Township 31 North, Range 13 West, each unit to be dedicated to an existent well

already drilled thereon.

Application of Harvey £. Yates Company for a waterflood pro;ect, Eddy County, New Mexico.
Applicant, in the above-styled cause, seeks authority to institute a waterflood project by the
injection of water into the Cisco-Canyon formation thrua one well located in the NW/4 NE/G of
Section 13, Township 18 South, Rarge 28 East, Travis-Upper Pennsylvanian Pool.

(Readvertised)

“Application of Koch Expioration Cﬁmpany for compulsory pooling, San Juan Couhty; Hew Mexico.

Applicant, i the ‘above-styled cause,.-seeks an order pooling all mineral interests in the Dakota
formation.underlying the N/2 of Section 28, Township 28 North, Range 8 West, to be dedicated to
a well to be drilled at 3 standard location thereon. Also to be considered will be the cost of
dn.llmg and completing said well and the' allocation of the ‘cost thereof as well as actual
operating costs and ¢harges for supervision, designation of applicant as operator of the well,
and a charge for risk involved in drilling said well. .

(Readvertised)

- Application of Xoch Exploranon vompany for compulsory poolmg, $an Juan County, New Mexico.

Applicant, in the above-styled cause, seeks an order pooling all mineral interests in the Dakota
formanon underlying the S/2 of Section 22, Township 28 North, Range 8 West, to be-dedicated to
a well to be drilled at a standard location thereon. Also to be considered will be the cost of

‘drilling and completing said well and the allocation of the cost thereof as well as actual

operating costs and charges for supervision, designation of applicant as operstor of the well,
and a charge for risk involved in drilling said well. = = A _ .

Apphcauon of Enserch’ Exploranon’. Inc. Eor ‘special. oool rules, ‘Bagea .'._'...' vuu§...y, New Hexico.
Applicant, in the above-styled cause, 'seeks the promulgauon of’ speci‘l pool ‘rules for the

Peterson-‘hsexsswp:.an Pool including provisions for 80-acre spacing units and gpecial well ‘loca-

tion requlrements.
¥

Application of Coleman Oil & Gas, Inc. for downhole comingling and a non-standard gas proration
unit, San Juan County, "New Mexico. Appllcent, in-the abave-styled cause, seeks approval for the
downhole commingling of Gallegos-callup, Greenhorn, and Dakota production in the wellbsre of its

‘Navajo-Snith Well No. 1-located in Unit G of Section 24, Township 26 North, Range 12 Weést.

Applicant furcher seeks approval of a 160-acre non-standand Baasin Dakota proration unit compnsmg
the NE/4 of said Section 24. :

Application of Clements Energy Inc. for compulsory poolmg, Chaves Cmmty, New Hexxco. 7
Applicant, in the above-styled cauyse, seeks:an order pooling all mineral interests underlymg ‘the
E/2 of Section 32, Township 15 South, Range 27 East, to be dedxcated to a well to be drilled at-
a standard lccation thereon: Also to be consxdeted will Be the cost of dr:.llmg and” complet.mg :
said well and the allocacxon of the cost thereof as well as actual operating costs and charges ‘
for supervision, Also to be considered will be the desigaation of applicant as operator of the.
well and a charge for risk mvolved in drilling said well.

-7
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CASE 7200: Application of Estoril Producing Corporation for a dual completion, Lea County, New Mexico.
Applicant, in the above-styled cause, seeks approval for the dual completion’of its Belco Fed, Well
No. 1 located in Unit O of Section 15, Township 23 South, Range 34 Last, to produce gas and gas
liquids from the Strawn and Morrow formations, Antelope Ridge Field, thru parallel strings of

B tubing,

i CASE 720): Application of Layton Enterprises, Inc. for a unit agreement, Roosevelt County, New Mexico,

i - Applicant, in the above-styled cause, seeks approval for the Todd Lower San Andres Unit Area, conm-
: - prising 3256 acres, more or less, of Federal and State lands in Township 7 South, Ranges 35 and 36
! East.

CASE 7202: Application of Layton Enterprises, Inc. for a waterflood project, Roosevelt County, New Mexico.
! Appllcant. in the above-styled cause, seeks authority to institute a waterflood pro;ect by the
i injection of water into the San Andres formation thru 4 injection wells located in Sections 30,
31 and 32 of its Todd Lower San Andres Unit in Township 7 South, Range 36 East.

CASE 7203: Application of Southern Union Exploration Co. of Texas for a unit agreement, Lea County, New lexico,
Applicant, in the above~styled cause, seeks approval for the Susco Bough "“C" Unit Area, comprising
2560 acres, more or less, of State lands in Township 10 South, Range 33 East.

i CASE 7204: Application of Bass Enterprises Production Company for szlt water disposal, Eddy Courty; Wew Hexico.
i Applicant, in the above~styled cause, seeks authority to dispose of produced salt water into the

‘ : Delaware formation in the interval from 3820 feet to 3915 feet in its Federal Legg Well No. 1 in
Unit B of Section 27, Township 22 South, Range 30 East, Quahada Ridge Field.

CASE 7205: Application of Supron Energy Corporation for a non-standard gas proration unit, San Juan County, New
Mexico. Applicant, in the above-styled cause, sesks approval of a 160-acre non-standard Blanco
Mesaverde gas provation unit comprising the NE/4 of Section 35, Township 31 North, Range 12 West, to
be dedicated to a well to be drilied at a standard location thereon.

CASE 7183: (Continued from March 11, 1981} Examiner Hearing)

Application of Flag~Redfern 0il Company for an unorthodox gas well location, Lea County, New Mexico.
Applicant, in the above<styled cause, seeks authority to drill its Osudo $t. Com Well No. 2 at amn
unorthodox location 990 feet from the North and East lines of Section 18, Township 20 South, Range

36 East, North Osudo-Morrow Gas Pool.

. CASE 7206: Application of Mobil Producing Inc. for salt water\dispnsal Lea County, New Mexico.

Applicant, . in the above-styled cause, seeks authority to dzspose of produced salt water into ‘the

: . : _ Devonian formation through perforations from 12,212 7eet to 12, 218 feet and the open hole interval

4 " from 12,240 féet to 12,555 feet ih its Santa Fe Pacxfxc Well No. 3 in Unit M of Section 26, Township
9 South, Range 36 East, Crossroads Field,

CASE 7207: Application of Mobil Producing Inc. for lease commingling, Lea County, New Mexico. v
Applicant, in the above-styled cause, seeks approval for the commingling of Vacuum Grayburg-San
Andres production from the State J and State II leases in Section:22, Townshxp 1?7 South, Range 34
East.

CASE 7i08:"App11cat1on of Gulf Oil Corporatxon for the amendment of pool rules, Eddy County, New Mexxco.
Applicant, in the above-styled cause, seeks the ‘amendment of the 'White City-Pennsylvanian Gas Pool
Rules to provide foxr 320-acre spacing rather than 640 acres with well locations specified as “being
. at least 1650 feet from the end boundary and 660 feet from the side boundary of the proration unit.

T
:: CASE 7129: (Continued from February 25, 1981, Examiner Hearing)
. «_\_; .

-Application of.Koch Exploration Company for compulsory, poolzng, San Juan Courty, New Mexico.
Applicant, in the_ above-styled cause, seeks an order poolxng all ‘mineral interests in.the Dakotra
formation underlylng the N/2 of Section 28, Township 28 North, Range. 8 West, to be dedicated to a
well to be drilled at a ‘standard location thereon. Also to be con51dered will be the cost of
,drxll1ng and completing said well and the allocation of the cost’ thereof: as well as actual opera-
ting costs and charges for supetvision, desxgnatxon of applicant as operator of the well, and a~
charge for risk involved in drilling said well.

CASE 7169:  {Continued from Fesbruary 25, 1981, Examiner Hearing)

S Arpl}catxon oE Koch Exploration Lompany for compulsory poolxng, San Juan County, ‘New Mexico, *
Applxcant, in the above-styled cause, seeks an order poollng all mineral interests in the Dakota
. formation: underlylng the S/2 of Section 22, Township 28 North, Range 8-West, to be dedicated to a -
? ) well to be drilled at a‘standard location thereon. Also to be considered will be the cost of
drllllng and completing said well and the allocation of the cost thereof as well as actual
operating costs and charges for supervision, designation of applicant as operator of the well,
and a charge for risk Jnvolved in drilling said well.
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STATE OF NEW MEXICO
ENERGY AMD MINERALS DEPARTMENT
OIL CONSERVATION DIVISION
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25 March 1981

EXAMINER HEARING
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William F. Cary, Esq.
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MR. NUTTER: Wé'll call now Case
Number 7129, which is the application of Koch Exploration
Company for compulsory pooling, San Juan County, New Mexico,

And also céll Case Number 7169, which

"is the application of Koch Exploration Company for compulsory

pooling, San Juan County, New Mexico.

MR. CARR: Mr. Nutter, Koch requests
that these cases be continued to the Examiner Hearing on
August the ﬁth, 1981.

MR. NUTTER: We have tentatively
scheduled an Examiner Hearing for 9:00 o'clock a; m. August

the 5th, 1981, at this same place, and Cases Numbers 7129‘and

7169 will be continued to that hearing,

(Hearing concluded.)
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STATE OF NEW MEXICO
ENERGY AND MIMERALS DEPARTMENT
OIL CONSERVATION DIVISION
STATE LAND OFFICE BLDG.
SANTA FE, MNEW MEXICO
25 February 1981

EXAMINER HEARING
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IN THE MATTER OF:

pany for compulsory pooling, San
Juan County, New Mexico.

)
)
)

Application of Koch Exploration Com-)
)
)
)

BEFORE: Daniel S. Nutter

TRANSCRIPT OF HEARING

APPEARANCES

For the 0il Conservation

. . .
Division:

For the Applicant:

Ernest L. Padilla, Esq. ‘
) - Legal Counsel”to the Division
- ‘State Land Office Bldg.

‘Santa Fe, New Mexico 87501

CASE
7129




1 2
N MR. NUTTER: Call Case Number 7129.
3 MR. PADILLA: Application of Koch Ex-
4 ploration Company for compulsory pooling, San Juan County,
5 New Mexico.
6 MR. NUTTER: Applicant has requested
. 'l cortinuance of this case.
. 8 Case Number 7129 will be continued to
9 the Examiner Hearing scheduled to be held at this same place
\‘ 10. at 9:00 o’clo;:k a. m. March 25th, 1981.
| 11 | .
5 ‘ o 12 ‘ : (Hearing ccricluded.) "
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1 STATLC OF NEVW MEXICO
' ENERGY AND MINERALS DEPARTMEMT
2 OIL CONSERVATION DIVISION
STATE LAND OFFICE BLDG.
3 SANTA FE, MNMEW MEXICO
3 25 February 1981
: 4
EXAMINER “HEARING
j 6 R
H Y,
6 , )
‘ IN THE MATTER OF: ;
7 | _
Application of Koch Exploration Com-)
g ! pany for compulsory pooling, San ) CASE
f ' i Juan County, New Mexico. ) 7129
9 )
; 10 .
BEFORE: 'Daniel S, Nutter
1 ‘
12
ﬂ) TRANSCRIPT OF HEARING .,
g

14 : i
5 APPEARANCES

For the 0il Conservation Ernest L. Padilla, Esq. 7
7 Division: ; Legal Counsel to the Division:
‘ State Land Office Bldg. '
18 A ' ‘Santa Fe, New Mexico 87501

20

, B
’(‘E

For the Applicant:
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2 \MR. MUTTER: Call Case Number 7129.
N ; | 3 . MR, PADILLA: Application of Koch Ex-
4 ploration Company for comvulsory nooling, San Juan County,

\5 New Mexico.
é'i ” : 6 = - MR, NUTTER: Applicant has requested
_ ” 71 continuance of this case. ﬁ

8 : Case Nunber 7129 will be continued to

9 the Examiner learing scheduled to be held at this same place

10 at 9:00 o'clock a. m., March 25th, 1981,

11
S : f, 12 (Hearing concluded.)
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o STATE LAND OFFICE BLDG.
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11 February 1981

: 4
EXAMINER HEARING
&
- ’ 6 o L )
;7 IN THE MATTER -OF: ;
v 7 H _
i Application of Koch Exploration Com- )
8 | pany for compulsory pooling, San ) CASE
} 7129
)

; Juan County, New Mexico.
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] 10 | BEFORE: Richard L. Stamets

11

R 18 L TRANSCRIPT OF HEARING

.For -the 0il Conservatlon Ernest L. Padilla, Esq.
Division: Legal Counsel to the D1v1510n
s ‘ State Land Office Bldg '
Santa Fe, New Mexico’ 87501

For the Applicant: ' “William F. Carr, Esq.
‘ CAMPBELL, BYRD, & BLACK
Jefferson Place = _
Sarita Fe, New Mexico 87501
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MR. STAMETS: Call next Case 7129,

MR, PADILLA: Application of Koch Ex-
ploration Company for compulsory pooling, San Juan County,
New Mexico.

MR. CARR: Mr. Examiner, Koch requests

that this case be continued to the Examiner Hearing scheduled

to be held February 25th.

MR. STAMETS: Okay. Case 7129 will be

so continued.

(Hearing concluded.)
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I, SALLY W. BOYD, C.S.R., DO HEREPY CERTIFY that

the foregoing Transcript of Hearing before the 0il Conserva-

‘tion Division was reported by me; that the said trxanscript

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

by me to the best of my ability.
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STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
OIL COMSERVATION DIVISION
'~ STATE LAND OFFICE BLDG.
SANTA FE, NEW MEXICO
11 February 1981

EXAMINER HEARING

Yo .
IN THE MATTER OF: )
)
Application of Koch Exploration Com~ ) _
pany for compulsory pooling, San - ) CASE
Juan County, Now Mexico. ) 7129
)
BEFORE: Richard L, Stamets
TRANSCRIPT OF HEARING
APPEARANCES
Por the 0il Conserwvation -Ernest L. Padilla, Esq. _
Division: Legal Counsel to the Division

State Land Office. Bldg. .
‘Santa Fe, New Mexico 87501

villiam F, Carr, Esq.
CAMPBELL, BYRD, & BLACK
Jefferson Place ;
santa Fe, New Mexico 87501

For the Apolicant:




_ 1
2 MR, STAMETS: Call next Case 7129,
3 'MR. PADILLA: Apnlication of Koch Ex-
4 ploration Company for compulsory nooling, San Juan County,
S New Mexico,
) 6 MR. CARR: Mr. Examiner, Koch rcequests
7 £hat this case be continued to the Examinef Héaring scheduled

8 to be held February 25th,
9 MR, STAMRTS: Okay. Cage 7129 will be

A 10 g0 continued.

1

8 12 (Hearing concluded.}
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the‘foregoing Transcript of Hearing before the 0il Conserva-
ﬁion Division was reported by me; ﬁhat the said transcript“‘
is a full, trué, and correct record of the hearing, prepared

by me to the best of my ébility.
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14 STATE OF MEY MEXICO
. . ENERGY AND MIMERALS DEPARTMENT
2 OIL CONSERVATION DIVI_SION
STATE LAND OFFICE BLDG.
3 SANTA FE, NEW MEXICO
g ‘ : B ‘ o 28 January 1981
4 : \
EXAMINER HEARING
5
' 8 )
IN THE MATTER OF: ;
7 ! '
; | Application of Koch Exploration Com~ )
? . 8 ! » pany for compulsory pooling, San Juan) CASE
; County, New Mexico. ; ) 7129
9 | ) '
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; : § 10 BEFORE: Daniel S. Nutter

1

12

R 0 . | TRANSCRIPT OF HEARING

APPEARANCES

15

‘For the 0il Conservation Ernest L. Padilla, Esq.
17 Division: Legal Counsel to the Division
8 - .- State Land Office Bldg.

Santa Fe, New Mexico 87501

2 I For the Apvlicant: Wwilliam F. Carr, Esq.

CAMPBELL, BYRD, & BLACK P. A.
‘ a - Jefferson Place N
* ' 2 ' Santa Fe, New Mexico 87501




2

1 MR. NUTTER: We'll Call Case Number 7129.
2 | MR, PADILLA: Application of Koch Ex-
3 ploration Company for compulsory pooling, San Juan County,
4 Mew Mexico.
) N i MR. CARR: My, Examiner, .Koch reqﬂests |
P : ) that this case be continued to the Examiner Hearing scheduled
. | ) -'8 for February 11. E
9 o ‘MR. NUTTER: Case Number 7129 will be
10 continued to the Examiner Hearing schediiled to be heéeld at
3 : § . 11 this same place at 9:00 o'clock a. m. February 11, 1981,
‘: ‘ 12 |
g 13 (Hearing concluded. ) o , 3
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4 I, SALLY W. BQOYD, C.S.R., DO HEREPY CERTIFY that :
. g the foregoing Transcript of Hearing before the 0Oil Conserva-
5 ‘ 8 tion Division was reported by me; that the said transcript
7 is a full, true, and correct record of the hearing, prepared
; 3 by me to the best of my ability.
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STATE OF NEW MEXICO
ENERGY AlIID MIMNERALS DEPARTMENT
OIL CONSERVATICN DIVISION
STATE LAND OFFICE BLDG.

SANTA FE, NEW MEXICO
28 January 1981

EXAMINER HEARING

, )
IN THE MATTER OF: ;

Application of Koch Exploration Com- )
pany for compulsory pooling, San Juan) CASE
County, New Mexico. ; ) 7129

Y L T T o e oy e e e

BEFORE: Daniel S. Nutter

TRANSCRIPT OF HEARING

APPEARANCES

For the 0il Conservation Ernest L. .Padilla, Esq.
Division: n - Legal Counsel to the Division™
State Land Office Bldg. .

‘Santa Fe, New Mexico 87501

William F. Carr, Esq. _
CAMPBELL, BYRD, & BLACK P. A.
Jefferson Place ,

santa Fe, New Mexico 87501

For the Applicant:




10
11

12

i~
<y

- 14

-

SV NSNS W

(@)

Mrornn e

<

.

“MR. NUTTER: Ue'll Call Casec Number 7129

MR. PADILLA: Application of Koch Ex-
ploration Company for compulsory pooling, San Juan County,
NMew Mexico.

MR. CARR: ilr. Examiner, Koch reguests
that this case_be continued to the Examiner Hearing scheduled
for February 11,

MR. NUTTER:. Case Number 7129 will be
continﬁed té the Examiner Feariyg scheduled to be held at

this same place at 9:00 o'clock a. m. February 11, 1981.

(Hearing concluded.)
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2 A CERTIFICATE
3
4 I, SALLY W. BOYD, C.S.R., DO HEREPY CERTIFY that |
3 5 the foregoing Transcript of Hearing before the 0il Conserva-
8 tion Division was reported by me; that the said transcript
| 7 is a full, trué, and correct record of the hearing, prepared
g8 by me to the best of my ability.
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CAMPBELL, BYRD 8 BLACK. r.A.

LAWYERS
: JACK M, CAMPBELL JEFFERSON PLACE
: HARL O. BYROD SUITE | - 110 NORTH GUADALUPE

BRUCE . BLACHK
MICHAEL B, CAMFBLCLL
WILLIAM F._CARR SANTA FE. NEW MEXIZO 87501

BRADF <. BERG
ORD = . TELEPHOHNE: [505) 988-4432(
WILLIAM G. WARDLE .

POST OFFICE BOX 2208

TELECORIER: (S0OS) 983-6043

February 20,

Mr. Joe D. Ramey
Director T e
0il Conservation Division oI CONS=RvATION DIVISION
New Mexico Department of SANTA g
Energy and Minerals

Post Office Box 2088

Santa Fe, New Mexico 87501

‘ Re: Case 7129: Application of Koch Exploration
; L g ‘ Company for Compulsory Poollng, San Juan
R TR 3 : ’ County, New Mexico

Dear Mr. Ramey:

Koch Exploration Company requests that the above- referenced
case be continued to the examiner hearing scheduled for

March 25, 1981.

Your attention to 'this request is appreciated.

truly yours,

William F. Carr
WFC:1r

cc: Mr. Bob Buettner
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N 4 cost of drilling and completing said well and the, allocation of the cost thereof as well as actual

Page 2 of 3
Examiner tearing ~ Wednesday - Fobruary 25, 198t Docket No. 7-81

N

CASE_7162: Application of McCulloch Oil & Cas Company for compulsory pooling, Lea County, New Mexico,
© o Applicant, in the above-styvled cause, secks an order pooling all mipneral interests in the McKee
formation underlying the E/2 of Section 25, Touwnship 20 South, Range 38 Fast, to be dedicated to
a vell to be drilled at a standard location thereon.  Also to be considered will be the cust of
drilling and completing said well and the allocation of the cost thercofl us well as actual operat-.
ing costs and charges for supervision, designation of applicant as operator of the well, and a
charge for risk invelved in drvilling said well.

CASE 7163: Apptication of ARCC 0il and Gas Company for the extension of the vertical limits of the Langlie
Mattix Pool, Lea County, New Mexico, aApplicant, in the alove-styled cause, sccks the contraction

BN of the vertical limits of the Jalmat Pool and the upward cxtension of the vertical limits of the
Langlie Mattix Pool by 165 feet underlying the NE/4 SE/G of Section 35, Township 23 South, Range
36 East.

, CASE 2164: Application of ARCO 0il and Cas Conpany for compulsory pooling, Lea County, New Mexico.
; Applicant, in the above-styled cause, secks an order pooling all mineral interests in the Devonian
: and Ellenburger formations, Custer Ficld, underlying the N/2 of Section 6, Township 25 South, Range
37 East, to be dedicatcd to a well to be drilled at a standard location thereon. Also to be con-
i sidered will be the cost of drilling and completing said well and the allocation of the cost thereof
: as well as actual operating costs and charges for supervision, designation of applicant as operator
of the well, and a charge for risk involved in drilling said well,

CASE 7165: Application of AKCO Oil and Gas Company [or compulsory pooling, Lea County, New Mexico.
Applicant, in the above-styled cause, seeks an ordzr pooling all mineral interests in the Langley-
Ellenburger Pool underlying the N/2-of Section 33, Township 22 South, Range 36 Fast, to be dedi-
cated to a well to be drilled at a stamdard location thercon. Also to be considered will be the

i operating costs and charges for supervision, desxgnatxon of applicant as operator of the well, and
a charge for risk involved in drilling said well.

! CASE 7166: Application of Inexco 0il Company for a unit agreement, Eddy County, New Mexico.
; Applicant, in the above-styled cause, seeks approval for the Chosa Draw Unit Area, compr151ng 2,560
acres, more or less, of Federal and State lands in Townships 25 and 26 South, Range 25 East.

CASE 7167: Application of Inexco 0il Company for a unit agreement, Chaves County, New Mexico. )
Applicant, in the above-styled cause, sceks approval for the Made Well Anticline Unit Area, com-
prising 39,238 acres, more or less, of State, Federal, and fee lands in Townships 12, 13, and 14
South, Ranges 21 and 22 East,

CASE 7168: Application of Cavalcade Oil Corporation for an exception to Order No. R-3221, Eddy County, New
Mexico. Applicant, in the above-styled cause, seeks an e‘(ception to Order No. R-3221 to permit
disposal of produced brine into an unlincd surface pit located in Unit K or L of Section 33, Town-
ship 18 South, Range 30 East,.

<C'/SE 7129: (Continued from February 11, 1981 Examiner Hearing)

S

Apphvatlon of Koch Exploranon Company for compulsory pooling, “San Juan County, New Mexico.
Applicant, in the above—styled cause, sceks an order pooling all mineral interests in the Dakota
formation underlying the N/2 of Section 28, Township 28 North, Range 8 West,:to be dedicated to a
well. to be ‘drilled at a standard location ‘thereon. Also to be considéered will be the cost of
dnllmg and complcnng said well ‘and the allocation of the cost thereof as well as actual opera-
ting costs and charges for supervision, designation of applicant 2s operator of the well, and a
charge for risk involved in drilling said well,

CASE 7169: . Application of Koch Exploration Company for compulsory pooling,'San Juan County, New Mexico.

i Applicant, in the above-styled cause, seeks an order pooling all mineral interests in the Dakota
formation underlying the $/2 of Section.22, Township 28 North, Range 8 West, to be dedicated to a
well to be drilled at a standard location thercon.  Also to. be considered will be the cost of -
dnllmg and rompleting said well and the allocation of the cost thereof as well as actmal
operating costs and charges for supervision, desigration of applicant as operator of the ‘well,
and a charge for risk involved in drilling said well.

CASE 7170: Application of Threshold Development Company for an NGPA detemmination, Eddy County, New Mexico.
Applicant, in the above-styled cause, seeks a new onshore reservoir determination in the Atoka and
Morrow formations for its Conoco 10A' State Well No. lY in Unit F of Section 10, Township 19 South,
Range 29 East.
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STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
- .OIL CONSERVATION DIVISIOHN
", STATE LAND OFFICE BLDG.

SANTA FE, MEW MEXICO
14 Jnauary, 1981

EYAMINER HEARING
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)
IN THE MATTER OF: ;
Application of Koch Exploration )
Cempany for compulsory puoling, } CASE
San Juan County, New Mexico. ) 7129
}
BEFORE: Richard L. Stamets
TRANSCRIPT OI' HEARING
APPEARANCES"’
For the 0il Conservation '  Ernest L, Padilla, Esq.
Division: Legal Counsel to the Division

State Land Office Bldg.
‘Santa Fe, New Mexico 87501

For the Applicant:
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‘MR. STAMETS: Call next Case 7129,

MR. PADILLA: Application of Koch Explox-
ation Company for a compulsory pooling, San Juan Coﬁnty, New
Mexico,

+ . MR. CARR: May it please the Examiner, my
name is William F. Carr, with the lawfirm of Campbell, Byrd,
and Black, Santa Fe, New:Mexico, appeariﬁg on behalf of the
applicant.

" Since Koch had a witness who was unable
to show, and we would request the case be continued until
the Examiner~ﬁéaring two weeks from today.

MR. STAMETS: Okay, Case 7129 will be
continued to the Janua¥y 21lst ——_no,AJanuary 28th Examiner

Hearing.

(Hearing concluded.)
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CERTIFICATTE

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

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

by meé to the best of my ability.
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the Gxaainer noaring of Case -0, 29,
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 Examiner
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1 STATE OF MNEW MEXICO
ENERGY AND MINERALS DEPARTMENT
2 OIL CONSERVATION DIVISION
‘ STATE LAND OFFICE BLDG.
3 SANTA FE, MEW MEXICO

é . 14 Jnaunary, 1381

é \ 4 .
! \ EXAMINER HEARING
? 5
6 - | )
IN THE MATTER OF: )
7 | )
; Application of Koch Exploration )
5 Company for compulsory pooling, ) CASE
! | San Juan County, New Mexlco. ) 7129
9 : )
‘r 10
BEFORE: Richard L. Stamets
1
! 12
ﬁ ‘ TRANSCRIPT OF HEARING

16
For the 0il Conservation Ernest 1. Padilla, Esq.

17 Division: , Legal'Cohnse;‘to the Division
: State Land Office Bldg.

18 N ‘Santa Fe, New Mexico 87501

‘For the Applicant:
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MR, STAMETS: Call next Case 7129.

- MR. PEDILIA: Application of Koch Explor-

ation Cempany for a compulsorv noolinc, San Juan Coﬁnty, New
Mexico.

MR, CARR: May it please the E;éminer, my
name is William F. Carr, with the lawfirm of Campbell, Byrd, -
and Black, Santa Fe, New Mexico; appearing on béhalf of thew
applicant.

Since Koch had a witness who was unable
to show, and we would requéSt the casa be continued 'mtil
the Examiner Hearing two weeks froﬁ today. |

MR. STAMETS: Okay, Case 7129 will be
continued to the January 2lst -- no,.Janpary 28th Examiner

Hearing.

(Hearing concluded.)
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Examiner Hearing - Wednesday - February 11, 1981 : Docket No. 5-81

CASE 7151: Application of C & E Operators, Inc. for compulsory pocling, San Juan County, New Mexico.
) ) Applicant, in the above-styled cause, seeks an order pooling all mineral interests in the Mesaverde
R formation underlying the N/2 of Scction 9, Township 30 North, Range 11 West, to be dedicated to a
i well to be drilled at a standard location. in the NE/4 and a well to be drilled at a previously ap-
proved unorthodox location in the NW/4 of said Section 9. Also to be considered will be the cost of
. drilling and completing said wells and the allocation of the cost thercof as well as actual operating™
' ‘ costs and charges for supervision, designation of applicant as operator of the wells, and a charge
for risk involved in drilling said wells,

CASE 7152: Application of C & E Operators, Inc. for compulsory pooling and 2 non-standard proration unit, San
Juan County, New Mexico. Applicant, in the above-styled cause, seeks an order pooling all mineral
interests in the Mesaverde formation underlying a 158.54-acre non-standard gas proration unit com-
prising the SW/4 of Section 9, Township 30 North, Range 11 West, to be dedicated to a well to be
drilled at a"standard location thereon. Also to be considered will be the cost of drilling and
completing said well and the allocation of the cost thereof as well as actual operating costs and
charges for supervision, designation of applicant as operator of the well, and a charge for risk
involved in drilling said well.

_ CASE 7153: Application of C & E Operators, Inc. for compulsory pooling and 2 non-standard proration unit, San
Juan County, New Mexicc. Applicant, in the above~styled cause, seeks an order pooling all mineral
interests in the Mesaverde formation underlying a 158.54-acre non-standard gas proration unit com-
prising the SW/4 of Section 8, Township 30 North, Range 11 West, to be dedicated to a well to be
drilled at a standard location thereon. Also to be considered will be the ccst of drilling and
completing said well and the allocation of the cost thereof as well as actual operating costs and
charges for supervision, designation of applicant as operator of the well, and a charge for risk
involved in drilling said well.

<’CXSB 7129: (Continued from January 28, 1981, Examiner Hearing)
: TTApplication of Koch Exploration Company for compulsory pooling, San Juan County, New MeXico. .

! Applicant, ia the above-styled cause, seeks an order pooling all mineral interests in the Dakota

- . . formation underlying the N/2 of Section 28, Township 28 North, Range 8 West, to be dedicated to a
- ‘ well to be drilled at a standard location thereon. Also to be considered will be the cost of
dtx.llmg and completmg said well and the atlccation of the cost thereof as well as actual operat-
ing costs and charges for supervision, designation of applicent as operator of the well, and a

charge for risk involved in dnllxng said well.

CASE 6670: (Continued fréom January 14, 1981, Examiner ?{eanng)

In the matter of Case 6670 being vreopened and pursuant to the provisions of Order Ro. R-6183 which
order promulgated temporary special rules and regulations for the Red Hills-Devonian Gas Pool in
Lea County, New Mexico, including a provision for 640-acre spacing units. Operators in said pool
may appear and show cause why the pool should not be developed on 320~acre spacing units.

CASE 2154: Apphcatxon of Mobil Producing Texas and New Mexico, Inc. for designation of a tight format::.on,‘Rm
Arriba County, New Mexico. c\pphcant, in-the above-styled cause, seeks the desxgnatxon of the
Mesaverde formation underlying portions of Townships 26 and 27 North, Ranges 2 and 3 West. contaxnmg
13,920 acres, more or less, as a tight formation pursuant to Section 107 of the Natural Gas Policy
Act and 18 CFR Section 271.701-705.

CASE 7134: (Continued and Readvertised)

Appln.auon of Read & Stevens, Inc. for an unorthodox gas well locanon .and two non-stendard gas -
prorauon units, Chaves County, New Mexico. Applxcanc, in the above-stvled cause, seaks. apptova‘
Of two 160-acre non-standard proratx.on units in the -Buffalo Valley-Pennsylvaman Gas Pool ‘the -
first being the NW/4 of Seé¢tion 13, Township 15’ ‘South, Range 27 East, to be dedl.cated to its
Langley "Con" Well No. ! in Unit C, and the other be).ng the NEf4 of said Section 13 to be dedicated
to a well to be drilled at an unorthédox location 1315 feet from the North and East lines of the

section.
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Examiner Nearing - Wednesday - January 28, 1981 Docket No.. 4-81

CASE 7142: Application of Getty 0il Company for downhole commingling, Rio Arriba County, New Mexico.
Applicant, in the above-styled cause, seeks approval for the downhole commingling of Otero-Gallup
and Basin-Dakota production in the wellborés of its Farming “E” Wells No., t in Unit I and No. 3
in Unit E of Section 2, Township 24 North, Range 6 West. -~

CASE 7143: Application of Morris R. Antweil for an unorthodox gas well location, Eddy County, New Mexico.
Applicant, in the above-styled cause, seeks approval for the unorthodox location of a8 Morrow test
well to be drilled 660 feet from the South and West lines of Section 28, Townshiip 18 South, Range
25 East, the W/2 of said Section 28 to be dedicated to the well.

CASE 7144: Application of Morris R. Antweil for compulsory pooling, Lea County, New Hexico.
Applicant, in the above-styled cause, seeks an order pooling all mineral interests in the San Andres
formation underlying the NW/4 SE/4 and in the Wolfcamp thru Mississippian formations underlying the
SIZ ‘of Section 10, Township 13 South, Range 3B East, to be dedicated to an existing well located in
the NW/4 SE/4 of said Section 10, Also to be considered will be the cost of drilling and completing
said vell and the allocation of: the cost thereof as well as actual operating costs and charges for
supervision, designation of applxcant as operator of the well, and a charge for risk involvad in
drilling said well. .

< CASE 7129 (Continued from January 14, 1981, Examiner Hearing)

e

Application of Koch Exploration Company for compulsory pooling, San Juan County, New Mexico.
Applicaiit, in the above-styled causa, seeks an order pooling all mineral interests in the Dakota
formation underlying the N/2 of Section 28, Township 28 North, Range 8 West, to be dedicated to a
well to be drilled at a standard location thereon. Also to be considered will be the cost of
drilling and completing said well and the allocation of the cost thereof as well as actual operat-
ing costs and charges for supervision, designation of applicant as operator of the well, and a
charge for risk involved in drilling said well.

CASE 6940: (Continued from January 14, 1981, Examiner Hearing)

Application of Adobe 0il Company for compulsory pooling, Led County, New Mexico.

Applicant, in the above-styled cause, seeks an order pooling all mineral interests down through .
the Wolfcamp formation underlying the NW/4 SE/4 for oil and the SE/4 for gas,-Section 23, Township
20 South, Range 38 East, to be dedicated to a well to be drilied at a standard location thereon.
Also to be considered will be the cost of drllllng and completing said well and the allocation of -
the cost thereof as well as actual operating costs and charges for supervision, des1gnat10n of
applicant as operator of the well, and a charge for risk involved in drilling said well.

CASE 7145: 1In the matter of the hearing called by the 0il Conservation Division on its own motion for an order
creating, contxacting vertical linits, and extendtng hor1zontal limits of certain pools in Chaves,
Eddy, Lea, and Roosevelt Counties, New Mexico:

{a) CREATE a new pool in Lea County, New Mexico, classified as a gas pool for Morrow production
and designated as the North Berry-Horrow Gas Pool. The discovery well is Getty 0il Company Getty
6 State Com Well No. 1 located in Unit K of Section 6, Township 21 South, Range 34 East, NMPH.
Said pool would comprise:

TOWNSHIP 21 SOUTH, RANGE 34 EAST, NWPH - : ' . oE
Section 6: Lots 9, 10, 11, t2, 13,
14, 15; and 16

" () CREATE a new pool in Lea County, New Mexico, claesifxed as a gas pool for Santa Rosa productlon
and destgnated as the Cooper—Santa Rosa Gas Pool. The dlscovery well is 0. WU, Berry J. L. Isbell
Well No. 5Y located in Unit A of Section 15, Townshxp 24 South, Range 36 East, NMPM, Said pool
would comprise:-

TOWNSHIP ‘24 SOUTH, RANGE 36 EAST, NMPM
Section 15: NE/4

i (c) CREAIE a new pool in Lea County, New Hexlco. ‘classified as an oil pool for Bone Sptxngs ptoduc-
" tion and designated as the South Corbin-Bone Springs ‘Pool. The discovery well is Southland Royalty
Company Federal 21 Com Well No. 1" located in Unit L of Section 21, Township 18 South Range 33

East, NMPM. Said pool would comprise: -

TOWNSHIP 18 SOUTHLVRANGE 33 EAST NMPM
Section 21: SW/4
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CASE 7125:  Application of Western Qil Producers Inc. for the anmendnent of Order No. R-5399, lLea County,
: Rew Moxico. Applicant, in the above-styled cause, secks the anendment of Division Order No,
R~5399 to include production from all of the Pennsylvanian formatiens in its Amoco State Well
No. 1 at an unorthodox location in Unit M of Section 28, Township 16 South, Range 33 East,
‘ CASE 7126: Application of Franks Petroleum, Inc., for an unorthodox gas well location, Lea County,

CASE 7127:

CASE 6670:

CASE 7148:

SO CASE 7131:

CASE 7132:

CASE 7130:

Hew Mexico, :\pplicunt, in the anVO'St)'l"'d caneo ‘gnobs "p;:"""al for an unorthodox Ilmu\xun
1980 feet from the North line and 1315 feet from the West line, Section 3, Township 21 South,
Range 32 East, Hat Mesa-Morrow Gas Pool, the N/2 of said Section 3 to be dedxcnted to the well,

Application of Ellwade Corpom*xon for amendment of Order No. R~ 6399, tddy County, New Mexico,
Applicant, in the above-styled cause, sceks the amendment of Order Ho. R-6399 which approved
a 129.52-acre non-standard gas proration unit comprising the /2 of 3ection 33, Township 26
South, Range 30 East, for the Wolfcamp formation in the Ross Draw Area. Applicant seeks to
have said order also apply to all fomstxons of Pennsylvaman age.

(Reopened and Readvertised)

In the matter of Case 6670 being reopenced and pursuant to the provisions of Order No. R-6183
which order promulgated temporary special rules and rcgulat:).ons for the Red Hills-Devonian
Gas Pool in Lea County, New Mexico, including g piuvision for é40-acre spacing units.
Operators in said pool nay appear and show cause why the pool should not be developed on

320-acre spacing units.

Application of HNG 0il Company for pool creation, special pool rules, assignment of a discovery
allowable, and dual completion, Lea County, New Mexico. Applicant, in the above-styled cause,
seeks creation of a new Wolfcamp oil pool for its San Simon 6 State Comm, Well Ho. 1 located 1980
feet from the North line and 660 feet from the East line of Section 6, Township 22 South,

Range 35 East, with special rules therefor, including provisions for 160-acre spacing. Applicant
fucrther secks a discovery allowable for said well and approvai®for its dual completion to
produce oil from the Wolfcamp and gas from an undesignated Morrow pocl thru parallel stnngs

of tubing.

Application of Koch Exploration Conpany for compulsory pooling; San Juan County, New Mexico.

CASE 7129:
C~”—‘“’*——“\App11cant, in the above-styled cause, seeks an order pooling all mineral interests in the Dakota .

formation underlying the H/2 of Section 28, Township 28 North, Range 8 West, to be dedicated
to a well to be drilled at a standaed location thereon. = Also to be considered will be thz cost
of drilling and completing said well and the allocation of the cost thereof as well as actual
operating costs and charges for supervxsmn, designation of applicant 1s operator of the well,

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

Application of Read & Stevens, Inc. for an unorthodox gas well location and. two non-standard gas
proration units, Chaves County, ~HNew Mexico, Applicant, in the above-styled cause, seeks .
approval of two 160-acre non-standard proration units in the Buffalo Valley-Pennsylvanian Gas
Pool, the first being the SEf4 of Section 12, Township 15 South, Range 27 Fast, to be dedicated
to its Trobough "A" State Com. Well No. 1 in Unit J, and the other being the NE/4 of said Section
12 to be dedicated to a well to be drilled at an unorthodox location 1315 feet from the Horth

and East lines of the section.

Application of Read & Stevens, Inc. for an unorthodox. gas well location and two wan-standard
gas proration units, Chaves County, New Mexico. Apphcant, in the above-styled cause, seeks
approval of two 160-acre non-standard proration units in the Buffalo Valley-Pennsylvanian Gas
Pool, the first being rthE/l; of Section 1, Township 15 South, ~PRange 27 East, to be dedicated
to its Trobough®Com. Well Ne: 1 'in Uait J, und the ‘other being €the ‘NEf4 of $aid Section 1 to be
dedicated to a well to be drilled-at an unorthodox location 1315 feet from the North and East

lines of the section.

Apohcatmn of Read & Stevens, Inc. for an unorthodox gas well location and two non-standard
gas proration units; Chaves (‘ounty, New Mexico. Apphcant, in the above-styled cause, seeks
approval of two 16C-acre non- standard ‘proration units in’ the Buffalo Valley—Pennsylvanxan Gas
Pool; the first being thé SE/4 of Section 13, Township 15 South, Range 27 East, to be dedxcated
to its Rose Weil No. 1 located in Unit J, and the otfier being the SW/4 of said Section 13 to be
dedicated to a well to be drilled at an unorthodox location 1315 feet from the South and West

lines of the section.

e L s
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CAMPBELL AND BLACK., p.A.

LAWYERS

JACK M, CAMPBELL
BRUCE D. BLACK
MICHAEL B. CAMPBELL

WILLIAM F. CARR ) SANTA FE, NEW MEXICO 87501

POST OFFICE BOX 2208

JEFFERSON PLACE

TELEPHONE (505) 988-4421

December 31, 1980

Mr. Joe D. Ramey :
Division Director ’
0il Conservation Division
New Mexico Department of
Energy & Minerals

Post Office Box 2088 .
Santa Fe, New Mexico 87501

Re: Application of Koch Exploration Company for
Compulsory Pooling, San Juan County, New Mexico

Dear Mr. Ramey:

Enclosed in triplicate is the application of Koch Exploration
Company in the above-referenced matter.

The applicant requests that this matter be included on the

docket for the examiner hearing scheduled to be held on
January 14, 1981.

Vely truly yours,

ool

William F. Carr

WFC:1r
Enclosures

cc: Mr. Bob Buettner

-

") DEC 311980
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OILCONEERVATION DIVISION

~

SANTA FE

S
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OIL CONSERVATION DIVISION
NEW MEXICO DEPARTMENT OF ENERGY AND MINERALS

IN THE MATTER OF THE APPLICATION
OF KOCH EXPLORATION COMPANY FOR Case

COMPULSORY POOLING, SAN JUAN
COUNTY, NEW MEXICO.

APPLICATION

Comes now, KOCH EXPLORATION COMPANY, by and through its
undersigned attorneys and, as provided by Section 70-2-17,
New Mexico Statutes Annotated, 1978 Compilation, hereby makes
application for an order pooling all of the mineral interests
in the Dakota fqrmation in and under the N/2 of Section 28,
Township 28 NOrEh, Range 8 West, N.M.P.M., San Juan County,

New Mexico, and in support thereof would show the Division:

1. Applicant is the owner of 87.5% of the working
interest inkahd'deer the N/2 of ‘Section 28, and appli_

v cant has the right to drill thereon.

2. Applicant proposes to dedicate the aboﬁe-referented
pooléd unit to a well to be drilled at an orthodox

location in the N/2 of said Section 28.
3. Applicant has sought and obtainéd either voluntary
agreement for pooling or farmout from all other working

interest owners in the N/2 of éaid'Seétibn 28 except

. Rock Hill 0il Compaﬁy, owner of a 12.5%;working~interést.

&. Said pooling of interest and well completion'Will
avoid the‘driiling of”unnecesséry wells, will prevent

waste -and will protect correlative rights.

;
!




5. In order to permit the applicant to obtain its just

and fair share of the oil and gas underlying the subject
a , { ldands, the mineral interest should be pooled, and

| , applicant should be designated the operator of the well
to be drilled.

i WHEREFORE, Applicant prays that this application be set
for hea"’ring‘ before the Division's duly appointed examiner, and g
that after notice and hearing as required by law, the Division

enter its order pooling the lands, including provisions é

designating the applicant as operator of the Well; providing for |
applicant to recover its costs of drilling, equipping and

completing the well, its costs of supervision while drilling,

:  and after completion, inciuding overhead charges, and a risk

factor for the risk assumed by theapﬁlicant in drilling,

completing and equipping the well, and such other and further

; Pprovisions as may be proper in the premises.

Respectfully submitted,

CAMPBE'LL AND BLACK, P.A.

| S Q&Bw

William F. Carr

Post Office Box 2208
Santa Fe, New Mexico 87501 ;
Attorneys for Applicant 1
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7 . SANTA FF
OIL CONSERVATION DIVISION

NEW MEXICO DEPARTMENT OF ENERGY AND MINERALS

IN THE MATTER OF THE APPLICATION :

: ' OF KOCH EXPLORATION COMPANY FOR Case
: iy COMPULSCRY POOLING, SAN JUAN

‘ ; COUNTY, NEW MEXICO.

e A et et e e e b et o —— s

APPLICATION

Comes now, KOCH EXPLORATION COMPANY, by and through its
undersigned attorneys and, as provided by Section 70-2-17,
New Mexico Statutes Annotated, 1978 Compilation, hereby makes

application for an order pooling all of the mineral interests

in the Dakota formation in and under the N/2 of Section 28,

[,

Township 28 North, Range 8 West, N.M.P.M., San Juan County,

New Mexico,‘aﬁd in support thereof would show the Division:

1. Applidant is the owner of 87.5% of the working

interest in and under the N/2 of Section 28, and appli-

cant -has the right to drill thereon.

2. Applicant provoses to dedicate the above-referenced

pooled unit to a well to be drilled at an orthodox

N location in the N/2 of said Section 28,

3. Applicant has sought and obtained either voluntary

agreement for poolihg or farmout from all other working

interest owners in_ the N/2 of said Section 28 exdépt

Rock Hill 0il Company, owner of a 12.5% working'intéreéq;:

4. Said pooling of interest and well comﬁletioﬁ‘w1ll

avoid the drilling of unnecessary wells, will prevent

waste and will proteét correlative rights.

iE . 3 o
. . -




5. 1In order to permit the applicant to obtain its just
and fair share of the oil and gas underlying the subject
lands, the mineral interest should be pooled, and

applicant should be designated the operator of the well 1,

A S o T NN A W Ao o i s

to be drilled.

a1 g e

WHEREFORE, Apblicant‘prays that this application be set
i for hearing before the Division's duly appointed examiner, and

~that after noticé and hearing as required by law, the Division

enter its order pooling the lands, including provisions

! designating the applicant as operator of the well, providing for
applicant to recover its costs of driliing,“equipping and _

completing the well, its costs of sﬁperviSion while drilling, ‘

and after completion, including overhead charges, and a risk

, factor for the risk assumed by the applicant in‘drilling;

completing and equipping the well, and such other and further

provisions as may be proper in the premises.

Respectfully submitted,

AW

William F. carr . < '
Post Office Box 2208 s\f7‘~
Santa Fe, New Mexico 87501

Attorneys for Applicant

o R
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; OIL CONSERVATION DIVISION SANTA FE

. g NEW MEXICO DEPARTMENT OF ENERGY AND MINERALS i
o m |
: | IN THE MATTER OF THE APPLICATION : |
‘ . OF KOCH EXPLORATION COMPANY FOR Case

s E i COMPULSORY POOLING, SAN JUAN
; COUNTY, NEW MEXICO.

: ~ APPLICATION

Comes now, KOCH EXPLORATION COMPANY, by and through itsk

B S

undersigned attorneys and, as provided by Section 70-2-17, ‘ |

New Mexico Statutes Annotated, 1978 Compilation, hereby makes ;

I application for an order pooling all of the mineral interests

in the Dakota formation in and undér the N/2 of Section 28,

Township 28 North, Range 8 West, N.M.P.M., San Juan County, ‘

New Mexico, and in support thereof would show the Division:

1. Applicant is the owner of 87.5% of the working

interest in and under the N/2 of Section 28, and appli-

cant has the right to drill thereon.

TR

2. Applicant proposes to dedicate the‘above-réferenced

g
3 | | o -
5 pooled unit to a well to be drilled at an orthodox
] g ‘ 4 , .
i ~? location in the N/2 of said Section 28.
| o |
h 3. Applicant has sought ahd obtained either voluntary

g agreement foflpooliﬁg or farmout from all other working

interest owners in the N/2 of said Section 28 except

Rock Hlll 0il Company, owner of a:>12.5% worklng 1nterest)

4. 'Said pooling of interest and well completion will

avoid the drilling of unnecessary ﬁells,qwill'preVent

waste and will pfétect’c0rrelatiVe°¥ights;

H




“ 5. 1In order to permit the applicant to obtain its jﬁst
and fair share of the oil and gas underlying the subject
lands,‘ the mineral interest should be pooled, and

applicant should be designated the operator of the well

to be drilled.

WHEREFORE , Applicént prays that this application be set
for hearing hefore the Division's duly appointed examiner, and
that after notice and hearing as required by law, the Division

‘enter its order pooling the lands, including provisions

designating the applicant as operator of the well, providing for

applicant to recover its costs of drilling, equipping and

completing the well, its costs of supervision while drilling,

and after completion, including overhead charges, and a risk

factor for the risk assumed by the applicant in drilling,

completing and equipping the -well, and such other and further

provisions as may be proper in the premises.

Respectfully submitted, )

CAMPBELLL. AND BLACK, P.A.

illiam F, Garr ‘
Post Office Box 2208 \
Santa Fe, New Mexico 87501
Attorneys for Applicant




Case No. 2L 29

B s S e e e e e e

g &

Application of Koch Exploration
Company for Compulsory Pcoling,
San Juan County, New Mexico.

g A2 U o RS

LA AL AR W,

" Applicant, in the above-styled cause, seeks an order pooling

all mineral interests in the Dakota formation underlying the

N/2 of Section 28, Township 28 North, Range 8 West, to be

dedicated to a well to be drilled at a standard location thereon. i

Also to be considered will be the cost of drilling and com-
pleting said well and the allocation of the cost thereof as
well as actual operating co;st:s and c__hargesﬁ 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.

N
.

G lagoiaeiis iR e T T LT T e s S 5, P o B i S e Lt g e T e e e St e




DRAFT

dr/

STATE OF NEW MEXICO ¢ U o
ENERGY AND MINERALS DEPARTMENT ' 7Y -

v
OIL CONSERVATION DIVISION gﬁ! v
.'a
\
TN THE MATTER OF THE HEARING
| CALLED BY THE OIL CONSERVATION
DIVISION FOR THE PURPOSE OF
CONSIDERING:
CASE NO, _ 7129
Order No. R- €77/

APPLICATION OF KOCH EXPLORATION COMPANY
FOR COMPULSORY POOLING, SAN JUAN COUNTY,
NEW MEXICO. - N

ORDER OF THE DIVISION .

BY THE DIVISION: wat 26,

Thig cause came on for hearing at 9 a.m. on Januery—li

‘Director, having considered the testimony, the record, and the
recommendationé of the Examiner, and being fully advised in the
premises, |

(1) That du e public notice having been given as required by

law, the Division has jurisdiction of this cause and the subject

matter thereof,

ot

(2) That the appliéant, Koch Exploration Company ,

'seeks an order pooling all mineral interests inthe Dakota

formation underlying the N/2

of Section 28 » Township 28 North
NMPM, M’bako{a- /)‘-—e

Mexico.

’ Ran'ge 8 VWest .

San Juan County , New

19 81 , at Santa Fe, New Mexico, before Examiner Richard L. Staméd.
o September -
NOW, on this day of ", 198l , the Divisio
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and his AHS
and—proposes

(3) That the applicant has the right to drill

+o—-arill a well gt a standard location thereon .

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

(5) That to avoid the drilling of unnecessary wells, to
protect correlative rights, and to afford to the owner of each
interest in said unit the opportunity to recover or receive
without unnecessary expense his just and fair share of the gas
in‘said pool,\the subiject application should be approved by
pooling all mineral interests, Qhatever they may be, within said
unit. ‘ |

(6) That the applicant“should be designated the operator

of the subject well and unit.

,,'(7) That any non-consenting working interest owner should

‘be_affordéd the opportunity to pay his share of}estimated well
costs to the operator in lieu of paying his share of reasonable

well costs out of production.

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

plus an additional 22 percent thereof as a reasonable charde

“for the risk involved in the drilling of the well.

(9) That any non-consenting interest owner should be

afforded the opportunity to object to the actual well costs but

 that actual well costs should be adopted as the reasonable well

costs in the absence of such objection.
(10) That followihg determination of reasonable well costs,

any non-consenting working interest owner who has paid his

‘share of- estimated costs should pay to the operato}“aﬂy amount

that reasonable well costs exceed estimated well costs and
Shouid"r‘e'ééivé'< from the operator any amount tﬁé;t Fald ‘estimated

well costs exceed reasonable well costs,

o




(11) That $ /O50 per month while drilling and

oe .
s oo — per month while producing should be fixed as reason-

able charges for supervision (eombined fixed rates); that the
| operator should be authorized to withhold from production the
proportionate share of such supervision charges attributable to
( @each non-consenting working interest, and in addition thereto,

the operator should be-authorized to withhold from production the

proportionate share of actual expenditures required for operating

A E ‘the subject well, not in excess of what are reasonable, attributabhe

to each'non—conéenting working interest.
(L2) That all proceeds from production from the subject
| ‘ well which are not disbursed for ahy reason should be placed
S .i. ; . in escrow to be paid to the true owner*ﬁhereOf upon demand and
prcof of ownershipf

E—

ilure of the/6perator of sai

(13) That upon the- peeléd

/

unit to commence dril}ding of} the well éo which |said unilt is
dedlcate on or be ore //

poollng seld unit should beco§e~/p{{rand void é‘ of no effect

whatsoever.

RSP

IT IS THEREFORE ORDERED:

7 (1) ‘That all mineral interests, whatever they may be,

in the Dakota _ formation underlying the N/2

of Sectlon 28 _¢5 Township 28 North . Range 8 West p
NMPM, Z’W M&z@ ﬂoé, ' San Juan County, New Mexico,

are hereby pooled to form a standard 3 — acre gas spacing

and proration unit to be dedlcated to a well Gb»ﬂb’drllled
at- a standard locatlon thereon

, ] ’oViﬁEp HOWEVER, t _“e\i
commen e the drilling oﬁ said
r 19 ¥ and sha

of sai#,well w1th due/dlllgence:t a depth su,f1c1ent éo test the
- .o ;o 7 LA
j Dakota SR _' R £omatlof' ' S !

L :
7 /

yROVIDED FURTHE& that 19 the eVent7said 6pere€or does:% ot

commezee the drlllyég of sald’well on-or beéore the dhy of

| - | /1981, drder (1) of this order chall be ,nun

B | DR
a tlée\\geeps/;n from the ﬁlv-s;gn/'for good cause show.

and L01d and offno effect thtsoever’//p{ess said os\rat:j/ebtalns




"RROVIDED FURTHER, that should . s/i?t\well not be drilled to

aband nment, within 120 days after comméncement

t
D

completion, o

thereof, sai operatoi shall éppear befare the’ DlVlSiO{\ Director a

{J}f/thls order SX’\QJde not be rescindead.

(2) That Koch Exploratlon Company is hereby designated

show caquse/why -Orxder

the operator of the subject well and unit.

3070 90 chy 5
(3) That/}after the effective date of this order and _within.

%0 days-prior—to commencing Satd—weil, the operator shall furnish
the Division and each known working interest owner in the subject
unit an itemized schedule of estimated well costs. |
(4) That within 30 days from the date the schedule of
estimated well costs is furnished to him, any non-consenting N
working intefest owner shall have the right to pay his share
of estimated well c;osts to the operator in lieu of p»aying his
share of reasonable well costs ouﬁ of production, and'thaﬁ any
such owner who pays his share of estimated well costs as pro-
vided above shall remain liable for operating costs but shall
not be liable for risk charges.
(5) That;, the operator shall furnish the Division and each
known working, interest owner an J.temlzed schedule of actual well
tifhen, ¢S & aflen bseliyy F THhe
costs ~the-well; that if
‘no oli'jeé’t-ion ‘to the actual well costs is received by the Divisi’o_n
and tl}e Division has not obj.'ected within 45 déys following receipt
of said schedule, the actual well "cvoskts shall be the reasonable
well costs; prov;ided ‘however, tha{: if there is an ob’jecticir;htov
actual well costs within said 45¥day perio;’i ‘the pivision will
determine"""'reasonable well costs aftér pub.{ic notice and hea‘riﬁg;?

(6) “That w1th1n 60 days following deternunatlon of reason-.

able well costs, any non—consents.ng worklng 1nterest owner who -

has paid yhls share of estimated costs in advance as provided

nd
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"above shall pay to the operator his pro rata share o§ the amount
that reasonable well costs exceed estimated well costs and shall
receive from the operator his' pro rata share of the amount that
estimated well costs exceed reasonable well costs.

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

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

(B) As a charge for the risk involved in the
drilling of the well, égzﬁl percent of the pro rath
share of reasonable well costs attributable
to each non- consentlng worklng interest
owner who has not paid-his share of estimated g
well costs within 30 days from the date the
schedule of estimated well costs is furnished
to him. - H

- (8) That fhe‘operatorfshall distribute said costs and
charges withheld from, production to the\parties who advanced

the well costs . .
(9) That $15329 per month while drllllnq and

e
' 200""~ per month while producing are hereby flxed as

reasonable charges for supervision (combined flxed rates); that”tﬁe
operator 1s>hereoy authorlbed ‘to withhold from proéuctlon the'

proportlonate share of: such superv131on charges attrwbutable to

each non"consentlng worklng 1nterest, .and in addltlon thereto, thé"h

operator is hereby authorlzed to w1thhold fron productlon the
proportlonate share of actual expendltures requlred for operatlng
such well, not in excess. of what are reasonable, attrlbutable to

each non-consénting working interest. B
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{10) That any unscvered mineral interest shall be considers
a seven-eighths (7/8) working interest and a one~eighth (1/8)
royalty interest for the purpose of allocatinyg costs and charges
under the terms of this order. x

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

(12) That all proceeds from prOdﬁction from the subject
well which are not disbursed for any reason shall immediatéiy

be pldced in escrow in San Juan County, New Mexico, to be

paid to the true owner thereof upon demand and proof of ownership;
fhat the operator‘shall ndfify the Division of the name and
address of said escrow agent within 30 days fromvfhe date of
firét depdsit with said escrow agent.
(13) That jurisdiction of this cause is retained for the
entry of such further orders és tﬁe Division may deem necessary.
DONE at Santa Fe, New Mexico, on the day and year herein-

above designated.
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