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STATE OF NEW MEXICO
ENERGY anp MINERALS DEPARTMENT

- OIL CONSERVATION DIVISION

BRUCE KING POST OFFICE BOX 2080
GOVERNOR STATE LAND OFFICE DULDING
o SANTA FE, NEW MEXICO 07501
LM&ﬁJﬁ#OE : September 25, 1981 1505) 827-2434
N !
Mr. William F. Carr Re: SQESRN&; 7'1’69 |
Campbell, Byrd & Black /-67172 |
Attorneys at Law 08 ;
Post Office Box 22 . . ;
Santa Fe, New Mexico Applicant:
Koch Exploration Company

Dear Sir:

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

urs vegxrtru ,i::)v
Ve

i
j T
i })%22h4£&4
‘JOE D. RAMEY
Director

JDR/fd

Copy of order also sent to:

Hobbs OCD
Artesia OCD
Aztec OCD X

Other
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STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTHMENT

OIL CONSERVATION DIVISION

YN THE MATTER OF THE HEARING

i’ LLED BY THE OIL. CONSERVATION
'DIVISION YOR THE PURPOSE OF
fcousmxnmca

CASE NO. 7169
Oxrder No. R-6772

,hppucuxou OF KOCH EXPLORATION
COMPANY FOR COMPULSORY POOLING,
BAN JUAN COUNTY, NEW MEXICO.

ORDER OF THE DIVISION

e TR

I

BY THE DIVISION:
h

This cauase came on for hearing at 9 a.m. on August 26, 1981, at
Santa Fe, New Mexico, hefore Examiner Richard L. Stamets,

I W““'"’

NOW, on this 24th aay of september, 1981, the Division Director,
baving considered the testimony, the record, and the recommendations of
the Examiner, and being fully advised in the premises,

FINDS:

: {1} That due public notice having been given as required by law,
%he Division has jurisdiction of this cause and the subject matter thercof.

(2) That the applicant, Koch Exploration Company, sedks an order
1ling all mineral interests in the Dakota formation underlying the 5/2
ipf Section 22, Township 28 North, Range 8 West, NMPM, Basin-Dakota Pool,
jBan Juan County, New Mexico.

Ei (3) That the applicant has the right to drill and has drilled a

I

,well at a standard location thereon.
%é (4) ‘That there are interest owners in the proposed proration
itnit who have not agreed to pool thair interests.

H (5 That to avoid the drilling of unnecessary wells, to protect
gborrelative rights, and to afford to the owner of each interest in said
unit the opportunity to recover or receive without unnecessary expsnse
his just and fair share of the gas in said pool, the subject application
fshould be approved by pooling all mineral interests, whatevaer thay may bse

‘ond S
g'lv.s\.h n said u
I3

: (6) That thé applicant should be designated the operator of the
‘subject well and unit,
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;Case No. 7169
° ; Order No. R~6772 i

I |
;> (7) That any non-consenting working interest owner should be ;
foorded the opportunity to pay his share of estimated well costs to :
; }he operator in lieu of paying his share of reasonable well costs out i
: ¢f production.
I

i (8) That any non-consenting working interest owner who does not
y his share of estimated well costs should have withheld from pro~
ction his share of the reasonable well costs plus an additional

200 parcent thereof as a reasonable charge for the rxisk involved in

| ’Tha drilling of the well.

(9) That any non-consenting interest owner should be afforded

; lha opportunity to object to tha actual wsll costs but that actual
2 11 costs should bs adopted as the reasonable well costs in the
; dbsence of such objection.
% {(10) That following determination of reasonable well costs, any

n-congenting working interest owner who has paid his share of estimated
gosts should pay to the operator any amount that reasonable well costs
xceed estimated well costs and should rxeceive from the operator any

unt that paid estimated wall costs exceed reasonable well costs.

!

: (11) That $1,050.00 per month while d&rilling and $200.00 per month
¢shile producing should be fixed as reasonable charges for supervision
combined fixed rates); that the operator should be authorized to v
ithhold from production the proportionate share of such supervision !
argaes attributable to each non~-consenting working interasst, and in
daition thereto, the operator should be authorized to withhold from
roduction the proportionate share of actual expenditures required for
dperating the subject well,not in eicess of what are reasonable, attri-
Futable to each non-consenting working interest.

:
]

\

iR S S

, (12) That all proceeds from production from the subject well which
Tre not di.bursed for any reason should be placed in escrow to be paid
to the true owner thereof upon demand and proof of ownership.

$
i

¥
PER e VAR

IT IS THEREFORE ORDERED:

N
TN

e
; i (1) That all mineral interests, whatever they may be, in the Dakota
go:mation underlying the S5/2 ot Section 22, Township 28 North, Range 8 West,
NMPM, Basin-Dakota Pool, San Juan County, New Mexico, are hereby pooled to
form:a standard 320 acre gas spacing and proration unit to be dedicated to
@ well drilled at a standard location thereon.

(2) ': That Koch Exploration Company is hereby designated the operator
of the subject well and unit,

(3) That within 90 days after the eoffective date of this oxder, the
operator oncl) 1iraish the Division and each known working interesat owner
in the subject unit an itemized schedule of estimated well ccits.,
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{4} That within 30 days from the data the schedule of estimated

woll costs ig furnished to him, any non-consenting working interest
“owner shall have the right to pay his share of aestimated wall costs to
. the operator in lieu of pzying hie share of reasonable wall costs out
., of production, and that any such owner who pays his share of estimated
i'well costs as provided above shall remain liable for operating costs
‘but shall not be liable for risk charges.
i (5) That the operator shall furnish the Division and each known
' working interest owner an itemized schedvle of actual well costs with-

in 4% days after entry of this order; that if no objection to the actual
well costs is received by the Division and the Division has not objected
within 45 days following receipt of said schedula, the actual well cosats
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
determine reasonable well costs after public notice and hearing.

(6) That within 60 days following determination of reasonable well
costs, any non-consenting working interest owmer who has paid his share
of estimated costs in advance as provided above ahall pay to the operator
‘his pro rata share of the amount that reasonable well cosis exceed esti-
mated well costs and shall receive f-om 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 follow-
ing coats and charges from production:

{(A) The pro rata share of reasonable well costs
attributable to each non-congenting working
interest owner who has not paid his share of
estimated well ccats within 30 days from the
date the schedule of estimated well costs is
furnigshed to him,

{B) As a charge for the risk involved in the
drilling of the waell, 200 percent of the
‘pro rata thare of reasonabla well costs
attributable to each non-c¢consenting working
interest owner who has not paid his share
of estimatad well costs within 30 days from
the date the schedule of estimated well cosats
is furnished to him, :

o e i s Vs

{8) That the operator shall distribute said costs and charges with-
%held from production to ths 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 xeasonable charges for supervision

: {combined fixed rates); that the oparator is hareby authorized to with-
‘hold fxom production the proportionate share of such supervision charges
“attzibutable to each non~congsenting working interest, and in addition
.therxeto, the operator is hereby authorized to withhold from production the
~ proportionate share of actual expenditures required for operating such
"wall, not in excess of what are reasonable, att¥ibutable to each non-
‘congenting working interaest.

(10) That any unsevered mineral interaest shall be conaidered a
- geven—-eighthg (7/8) working interest and a one-eighth (1/8) xoyalty
tintexest for the purpose of allocating costs and charges under the
. texrms of this oxder.
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i (11} That any well coste or charges which are to be paid

“out of production shall be withheld only from the working interests

. share of production, and no costs or charges shall be withheld from
production attributable to royalty interests.

{12) That all proceeds from production from the subject well
' which are not disbursed for any reason shall immediately be placed
,<in escrow in San Juan County, New Mexico, to be paid to the true
“ounot thereof upon demand and proof of ownership; that the operator
‘. shall notify the DIvision of the name and address of sald escrow
{ agent. within 30 days from the date of first deposit with said escrow
i agent,

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

i DONE at Santa Fe, New Maxico, on the day and year lLerxeinabove
donignntod.

STAT2 OF NEW MEXICO
O1L CONSERVATIO

/ A
Joe D. Ramey
Division Director

ION
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STATEC OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
OIL CONMSERVATION DIVISION
STATE LAND OFFICE BLDG.

SANTA TFE, NEW MEXICO

26 August 1981

EXAMINER HEARING
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IN THE MATTER OF:

Application of Koch Exploration ,
Company for compulspry pooling, CASE
San Juan County, New Mexico. 7129

Gie)
BEFORE: Richard L., Stamets
TRANSCRIPT O HEARING

APPEARANCES

For the 0Oil Conservation _ W. Perry Pearce, Esq.

-—

Division: Legal Counsel to the Division

State Land Office Bldg.
Santa Fe, New Mexico 87501

william ¥. Carr, Esq.
CAMPBELL, BYRD, & BLACK P.A,
Jefferson Place

santa Fe, New Mexico 87501

For the Apvolicant:

-
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DAVID D. FRIEND

IND®RKX

Direct Examination by Mr. Carr

Cross Examination by Mr. Stamets

Questions by Mr. Chavez

ROBERT D. BUETTNER

Direct Examination by Mr. Carr

Cross Examination by Mr. Stamets

Applicant Exhibit
Applicant Exhibit
Applicant Exhibit
Applicant Exhibit

Applicant Exhibit

Applicant Exhibit

Applicant Exhibit

Applicant Exhibit
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One, Map

Two, List

Three, Well Data
Four, Summany:

Five, Correspondence
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Eight, letter
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These involve the same lease; they're contiguous, if it is

MR, STAMETS: 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, Byxd,
& Black, P. A., of Santa Fe, appearing on behalf of the applij

cant.

I have two witnesses who need to be
sworn.
Initially I would request that this case

be consolidated for purposes of the hearing with Case 7169.

contiguous, corner to corner. They involve exactly the same
ownership in question and the same parties are being pooled,
and for that reason, we request consolidation.

MR; STAMETS: Lét's call that second
case and we will consolidate those for purposes of testimony.
| MR. PEARCE: The application of Koch
Exploratioh Company for compulsory pooling, San Juan County,

New Mexico.

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

testified as follows, to~wit:

DIRECT EXAMINATION
BY MR. CARR:

0 Will you state your full name and place
of residence?

A pavid D. Friend, 2327 Ventosé, Wichita,
Kansas.

Q Mr. Friend, by whom are you employed
and in‘:what capécity?

I am a consulting engineecr. I'm repre-
senting Koch Exploration at this hearing.

o Have you previously testified before
this Commission or one of its examihers and had your credere--
tials accepted and made a matter'df record?

A Yes, I have.

0. Are you familiar with the applications
of Koch in these cases and the subject proration units?

A Yes,

MR. CARR: Are the witness' gualifica--
tions acceptable?

MR. STAMETS: They are,
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0. Mr. Friend, will you bricfly state what
Koch seecks with this application?
A Koch seeks compulsory pooling of two

standard proration units with 200 percent risk penalty and
for Koch to bhe designated as the operator of the units.

0. : Will you please refer to what hgs been
marked for identification as Koch Exhibit Number One, identify
this, and explain to Mr. Stamets what it shows? ”

A Exhibit Number One shows the Dryden
lease and the tworproration units which we would like ﬁo
force pool. It also shows the ownership that Koch Industries
owns 7/8ths of tiliese leases. The other 1/8th, it's really
not known who owné it at this time. There is a 1/8th royalty
against the lease,

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 part of Section 21, the wells
do have good initial potentials, but move on down into the
area of the Drydén leases, the IP is guite a bit smaller.

So this is an area where there is some
risk, not a dry hole risk, but the quality of the reservoir

is something unknown.,

0. My, Friend, are these subject proration

Y T




1 6
SN
2 units standard spacine units for the Dakota formation?
3 A Yas, they are, they're 320-acre spacing .
4 units.
S Q ‘ And are both of these proposediwells to
% 6 be drilled or being drilled at orthodox locations?
‘ 7 A Yes, the Dryden Well No. 1, which i3
s shown on the exhibit, is 800 feéﬁ from the north section
9 line, it's 840 feet from the west section iine, on the -- in
10 the north half of Section 28.
1 | Dryden Well No. 2 is 1100 feet from the
12 west section line, 1800 feet from the south section line, in
O 13 Section 22,
V;%yf;€  :% . M 0. What is the status of each of the Dryden
. é 15 wells?
| % 16 A ‘ The wells have been drilled, They are
§ 1 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
N § 19 of»days.
z 20 0 And it is your testimony that Koch owns
ﬁé a 7/8ths of the wells, with 1/8th of the ownership in dispute.
B 22 A | Yes, that's right.
.
23 Q will you now refer to what has been
L 24 marked as Koch Exhibit Two and review this for the Examiner?
N 25 A Exhibit Two shows the immediate offset




1 7
L~ ,
2 to the Dnyden lease. It shows the completion date of the
3 various wells. Agaln the initial potential is shown, the
: ’ 4 cumulative_production to June the 1lst, 1981, and the May,
S 1981, producing rate,
6 The exhibit shows that most of the
Y development in the area has been since 1878, possibly due to
8 the higher gas prices, and for this reason there is not a lot:
9 of production history available. The wells which have been
10 completed several years ago, such as the McHugh ~ Hardy No. 5/
1 completed in 1268, had initial potentiél of 4731 and produéed
k ' Ny ’ i ‘ _ 12 in excess of 800,000 Mcf, and is still a good well.
r | f ;ii‘ : 13 | However, the Lively No. 2 also is anothey
~ ; 1 good well, had initial potential of in excess of 40,000,
‘ ; 15 The Lively 2-E does not appear to be
| 2 16 | that good a well, had an initial potential, low potential, of
% n 2621 Mcf a day.
E 18 The two bottom wells shown on this
5 j , 19 exhibi i, the Koch wells, the Dryden No. 2 had initial potentigl
i
7 20 | of 66.; the Dryden No. 1 of 1930.
s ' 21 0 So is it fair to characterize this
,.bf a exhibit as showing there is a substantial amount »f variation
g’ 23 in the initial potential and production rates from the wells
L 24 in the area?
25 A Yes, it does.

T R - et " Pt o YR NSO sy SE M e
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"to drill the well.

8
Q Will you now refer to Koch Iixhibit 3 and
review this for the Examiner?
A Exhibit Number Three shows the pertinent

well data for the Dryden No. 1 and Dryden No. 2, the first
page being the Cryden No. 1.

The spud date was in January, 1981, and
it was completed in February in '81, and anticipated sales
date ~~ initial sales date will be September the 1lst.

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 azn oil
flow at about 5700 feet. They were drilling with gas at the
time and 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 weil cost was $389,682,
witich is more in line with what one would expect when drilling]
a well. The other economic parameters are the same.

Q. Mr. Friend, when wa look at the category,
cost to drill and complete the well, would the figure after --
in that category include the cost of supervision while

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 cach of these wells?

| A It is included in this cost that we have

given and not a ~- |

f And that is the monthly figure of $550
per month?

A Yes, it is.

Q0 And is that fiqure in line with what is
belng charged by other operatorxs in the area?

A Yes, it is.

0. How was that figure derived?

A It was derived by taking the actual
operating expenses from a number of wells £hat Koch operates,
which I feel will be similar to these, and including estimated
overhead costs, and this was compared with the actual cost
of other wells operated by pveople that Koch has an interest
in. Now this cost will include compression, if required,

cleaning out, all work which has to be done on the well,

0. Are greater monthly amounts being charged
by other operaitors in the area?

A Yeég, they are.

0. Will you now refer to what has been markdd

for identification as Exhibit Four and review this?
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A Exhibit Nunber Four is gort of a summary
of economic data with no penalty for the two wells that Koch
has taken the risk to drill. And by ro penalty I'm assuming
that Koch will recoup their money and then the 1/8th will
revert away from Xoch.

The Dryden No., 1 Well will have net
regerves of 286 MMCF, a revenue to the net interest of $715,0(
Operating expense will be approximately $133,000. The in-
vestment to drili and complete was $524,000. The cash flow
to Koch before income tax will be $58,000. After Federal
income tax, $31,000.

The discounted cash flow at 21 percent
which 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 percent after tax.

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, fThe investment was approximately
$390,000. The cash flow before tax would be $1,000,008 and’
after tax it’s reduced Lo $544,000.

The cash flowi discounted 21 percent

will be $115,000 before tax, $18,000 after tax. The rate of

0.

return before Federal income tax will be 30.4 percent and 21

e T s S TR e SR e i L
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n 16.8 percent before Federal tax, and 13 perdent after.

12 These really are not acceptable economics,

o 13 not for Koch.

- 14 0 Mr. Friend, are you prepared to make a

15 recommendation to the Examiner as to any risk penalty factor
-~ 16 that should be agsessed against any interest which does not

17 | participate in thig »- in the drilling of these wells?

07 2 ET SE R

S 18 A, I feel that the maximum penalty should
A o ‘
RO .19 be assessed,

20 0. .And upon what do you base this recommend-

21} ation?

¢
STt DTS SR
ST R

22 A Well, Koch tried to have the 1ssue
v 23 | gettled before they drilled the wells. They did take a risk

24 in drilling in an area of urknown reservoilr quantity, plus

25 the mechanical risgk which evolves with any well, so I feel

’
1 11
percent after Federal income tax.
The Dryden No. 2 economics are (inaudible 1
" however total of Mo, 1 and 2 is given in the next column and
| | it would show that the cash flow hefore income tax would be o
- ; ’ $1,066,000, After Federal income tax, $576,000, and discounted
. 5 ' 21 percent, that is, it will be a minus $110,000 before , '
L . ; ‘ Federal income taxz, a2 minus $154,000 afteryFederal income ~
: E tax. ’ / | '
? ; 10 The composite rate of return will be
i




1 12
2 that they are entitled to a fair rate of veturn on their in-

3 vastment.

» 4 Q And is it falir to characterize these wells
S as being of marginal economic quality?

6 A Yes. The total of the two wells together

7 are certainly marginal,

8 G Does Koch ask to déaignated operator of -

9 the wells?

; 0 A Yes, we do ask to be deéignated as
11 operato;. -
12 0. And will Koch have another witness who
e 3 will testify as to title matters and efforts to obtain joinder

14 of the 1/8th interest in this effort?

; 15 A Yes, they will,
i ' 16 Q v In your opinion will granting this
.z 17 application be in the best interest of conservation, the
é 18 prevention of waste, and the protection of correlative rightsi
‘li 19 A Yes, they will,
§ 20 0. Were Exhibits One through Four prepared
t i 21 by you or under your direction and supervision?
% 2 A | Yes; they were.
23 MR. CARR: At this time, Mr. Stamets,
2 we would offer Exhibité One through Four,
25

MR. STAMETS: These exhibits will be
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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 sorry, that should be 324,

decimal point, 334,516.

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

nelther one correspond to the figures shown in Exhibit Number
Four. Why is that?
A Exhibit Number Four would be Koch's net

after giving up the 1/8th,.

Q. Okay.
A Plus -~ plus taking out royalty.
0. A1l right. Now, in discussing the §$550

a month operating cost, I'm not certain we're talking about
the same thing thers 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 mont}
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14
overhead charge?
A No, but the operating agreement would
include the expensee plus the overhead charge.
0. Okay, 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, you 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
operating agreement which would show what you are charging,
or one that you've entered into voluntarily recently, which
would would indlcate a falr rate of return -- or falr charges
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,

1.7,

Wo er testimony with Mr. Buetiner that I think will
correct that,
MR, STAMETS: Okay, very good,

0. Y.ooking at Exhibit Number Four, it would
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15
appear as though there is a substantial rigk that that well
will ever pay out. I'm talking about the Dryden Ne. 1,

A _There is.

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

A Yes. That No. 2 has good economics.

0. Now, it would appear to 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 vou pretty well know
where you're goihg to stand on these two wells as far as pay
out is concerned. ~

A Well, we hope.

MR. STAMETS: All right. Any other

questions of this witness? Mr. Chavez?

QUESTIONS BY MR; CHAVEZ:

4] Hr. Friend, docs the revenue that is
ghown on Exhibit Number Four, does that include the adjust-
ment for increase in gas prices under Section 103 N.G.P.A.?

A No, it does not include it. It does




) 1 16

| 2 not include an escalation; neither are the operating costs
3 escalated, T believe that will be determined wmore by infla-
4 tion, and again, our policy -- our policy they do not esca-
§ late prices, and when it's as unknovn as it is now, I don't
6 really feel that it is wise to cscalate priceé.
7 0 Why is that?
8 A | The gas price went up -- I nay be off
9 about .it, but $2,48, approximately; from there, $2.50. The
10 next increase was to $2.51. So I'm not sure what has happened

g M) 45 the past ig going to continue in the future, because the

12 rate of increase in prices is going down, werhad it two cents
13 | in one month, to about one cent, and if inflation isAcontrolléd
4 there would not be additional increases.
15 MR, CHAVEZ: That's all I have.
16 MR. STAMETS: Any other questions of
" this witness? He may be excused.
18 MR. CARR: I would call Mr. Buettner.
19
20 ROBERT D. BUETTNER
2 being calied as a witness and being duly sworn upon his oath,
n testified as follows, to-wit:
23
24

) 25
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DIRECT EXAMINATION

BY MR. CARR:

0. Will you state your full name and place
of residence.

A My name is Robert Douglaé Buettner., I
reside at 15027 Castle Drive, Wichita, Kansas,

0 ~ By whom are you employed and in what
capacity? I

| A, I am employed as Secretary and Attorney

for Koch ExploraﬁiOn Company, a wholly owned subsidiary of
Koch Industries, Incorporated.
0 Mr. Buettner, have you previously testi-

fied before this Commission or one of its Ekamihers and had

your credentials made a matterof record? ‘§
A I have not. ' &g
0 Will you briefly summarize ybur educa-

tional background and yocur work experience?

A, I graduated with a Bachelor of Arts from
the College of Worchester in Worchestex, Ohio, in 1969, with
a major in geology; subsequently did graduate work in geoldgy
at the University of Cincinnati, and obtaincd a Juris boctoraf
degree from Cincinnatl in 1973,

I was thereafter admitted to the pract101

of law in the States of Ohio, Illinois, Mic higan, and Kansas
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And I have previously appeared before
administrative tribunals, which, like this one, administer
the oil and gas conservation laws in the States of Colorado,
Illinois, Michigan, North Dakota, South Dakota, Utah, and
Wyoming.

Thgough the period since 1973 I have
been employed as an attorney for Marathon 0il Coﬁpany, for
American Natural Resources Company, and since Febrnary, 1980,
with Koch Industries in the capacities that I've described.

In my position with Koch my professional
responsibilities include the negotiation, drafting, md review
of title status and joint operations documents for wells that
Koch participates in,

0 Were you responsikle for attempting to
obtain voluntary joinder in the subject wells by all working:
interest oﬁners in the subject spacing units?

A I was.,

Q Are you familiar with the applications
filed for Koch in each of these cases?

A I am,

a ~ Are you familiar with the status of the
various wells? On these units?

A  Yes, I am.

MR, CAREK: 1Is Mr. Buettner qualified to
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testify in this matter?

MR. STAMETS: The witness is considered
qualified,

Q. Mr. Buettner, would you please refer to
what has been marked for identification as Koch Exhi§it Numbey
Five, and explain to Mr. Stamets what this is and what it
shows? ’

A That exhibit is a copy, which I recognizq
from the Koch file designation in the upper righthand corner
of it, of a ietter dated February 20th, 1980, addressed to
Reserve Oil, Ihcorporated, from the land manager of Koch Ex-
ploration Company, which concerns a joint well préposal re-
garding the Koch No. 2 Dryden Well. It, the letter enclosed
with it two copies of the joint operating agreement and
authorization for expenditure, and a copy of the prognosis
and well program regarding that well.

This was the first approach that Koch
made to Getty =-- or to the company which was subsequently
merged into Gegﬁy, and it was made about eleven months before
the first well ;és spudded.

I'1ll point out, as will become apparent
from the next exhibit that we get to, that the AFE on that

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

for the Dryden No, 1 Well, which was returned by -- stamped
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2 Getty Resexrve 01l Company, Inc., and it was indeed executed
. 3 by a rppfesentative of Getty Reserve.
4 0 Will you now refer to Exhibit Number Six
5 and review this?
_ 6 A Exhibit Number Six, which I recognize
7 from the file stam§ in the vpper righthand corner as being a
8 business record of Koch Industries, is a copy of a letter
9 from Getty 0il Company addressed to Koch Ex§loration Company
10 ) and dated May 29th, 1980, |
1 It concerns the Dryden No. 1 and Dry&én
* 12 No. 2 Wells and it states that -- that it contains -- and re-
o 13 turned with it are coples, executed coples, of the AFE sub- i

14 mitted by Koch to Getty.

£ N AT S A v e e

15 Subsequent to the time that that -- thét
16 that letter was received, and of course, that letter was re-
: by ceived after -- after our submittal to Getty, the joint oper-
*k i 18 ating agreements were not in fact returned. In fact, we were
& 19 subsequently contacted by a laﬁd representative of Getty 0il
‘;,E 2 | and he stated at that time that Getty was revoking its
§ 2 authorization of the AFEs on the basis that they could not
.. ‘ n confirm that Getty had title toc the 1/8th interest in questio$.
3 Accordingly, Koch scheduled the forced
; 24 pooling cauces, which have £inally come on for hearing today.
25

Getty then orally contacted our land re-
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to Getty Reserve 0il, Inc., Care of Getty 01l Company, related

21
presentatives again and asked that those causes be continued
80 that they might further examine their title records to de~.
termine whether 1ndeed they did claim title to the 1/8th intenr
in question.

And Koch made 2 response which is re-
flected in our next exhibit.
0 That is Exhibit Seven and it includes
two documents which are put together,
A Exhibit Seven, which I also recognize as
being a business record of Koch based on the file stamps that

are on it, is a letter dated February 18th, 1981, addressed

to the Dryden No, 1 and Dryden No. 2 Wells, and it's a letter
which I wrote, and it transmits to Getty the letter agreement,
a joint -~ two joint operating agreements, and authorizations
of expenditures covering the Dryden No., 1 and Dryden No. 2
Wells,

Referring to the letter agreement, which

is the second -~ which is the second, third, and fourth pages

of that, of the exhibit, the second page of thst letter really

v -

containa the gquts of the agreement which we thought we had
an oral approv:  crom Getty On when we sent 1t out to them.
Specifically, the arrangement which we

had reached with GEtty, and I point out that this arrangement
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this letter is dated February 18th, 1981, and in fact, the
second Dryden well was completed on the 19th of February,
1981, so the well had already been drilled at this time, Getty
had agreed that they would execute and return to Koch their
joint operating agreements and AFEs which were attached to
the letter.

Koch was then to bill Getty for its sharg
of its drilling expenses in accord with their joint operating
ageament., ‘

The billings were to include interest at
the rate provided for in the operating agreement from the da#é
of spud of the respective wells, If Getty did not approve |
title to the wells by payment in full of all of those billingg
within six months of the date of.the spudding of the Dryden
Well No, ? then Exhibits One and Two would be null and void
ana Koch would -—vw0qld come in for a forced pooling before
this Commission, and in the interim Koch was to continue its
forced pooling process.

To date Koch has billed Getty, and inci-
dentally, there's another provisioﬂ in here that in the.
event that Getiy did not pav its billings that we sent to
them, then they would not oppose us in force pooling hearing,

which was to take place after that.

In fact, Getty never actually executed
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and returned this agreement. In fact, we've had no further
contact with GEtty since that time.

Koch has invoiced Getty. Getty has not
pald any of these invoices. Koch has honored its propcsal
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 thoﬁght it was going to be in when it
spudded those wells. o

I do note that as far as I know Getty is
not here today and they‘re honoring the spirit, I guess, if
not the letter of this agreement.

0 Attached, I believe, is an operating
agreement.

A - That's correct, and if I may, I'll just
go right back to the COPAS accounting procedure which is at-
tached as Exhibit C to each of those agreements and to get to
the question on operating expenses and overhead, the numbers
which we'd originally proposed to Getty and which were ac~
tually reflective of the kind of charges that we're making,
call for an overhead producing well rate of $200 per month,
and Mr. Friend's astimates, of course, added o that actual
operating expenses, and under those circumstances I belleve
Mr. Friend was making allowance for overhead of only about

$150 a month and we'd actually proposed, and we thought we
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2 |  had an agreement with Getty for substanﬁially more than that,
N 3] for $200 a month.
4 MR. STAMETS: Does this agreement pﬁoVide !
; 5 for a{risk factor?
% 6 A 1t does provide for operations by less
E 7| than all parties and ~-
8 | MR. STAMETS: Where is that shown?
9 A okay, that is shown on page five of the
10 joint operating agreement. i
n And I'1l1 -- and that would provide, in

12 the case of wells other than the subject well, that is, the

P 13 first well to be drilled, for a penalty of 200 percent.
14 MR, STAMETS: Where is that shown?
.‘,? 15 A Okay, we're looking at -— on page five

sation

L, AR o g

16 at the bottom of that page there are. two paragraphs lettered

17 with upper case letters and parenthetical (B) provides 200

LI

ke

; 3 18 percent of that portion approximate expenses of drilling, re-

15 working, ét cetera, et cetera.

. 20 MR. STAMETS: Okay, maybe 1'm looking at
21 the wrong page £ive.

‘;l : , 22 A okay, page five of the joint operating
23 agreement jtgelf and not of the accounting proceduis.
24 _

MR, STAMETS: okay.

25 ' 0. Mr. Buettner, I direct your attention ?ﬂw




T e

Fus o e e

1;.0\4".‘.

jod SN

-

& w | 2

10
11
12
13
14
15
16
17
18
19

25

25

to what has been marked for identification as Koch Exhibit
Nurber Eight and ask if you would just identify those?

-8 Koch Exhibit Number Eight is a letter to
Getty 0il Company. It is certified maill, return recelpt 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 interest
that will be affected by the above referenced cause,

o And do we have evidence that the letters
were in fact recelved?

A I am holding here two certified mail
return receipts showing delivery of this, or receipt of this

by Getty 0il Company, of both letters and both --

Q Exhibit Eight contains a number of identir

cal letters. They're addresses also to Rock Hill 0il Company

Could you tell us who this Rock Hill 01l Company is?
A Rock Hill 01l Company is apparently a
predecessor in title of Getty, of the Getty Reserve interest.
0 Is that what your title data indicated?

A Our title data indicated Rock Hill, Our

people were aware ouwitside the chain of titie of the subseqguen$

acquisition, apparent in our view, acquisition by Getty of
those interests, Getty no longer claims those interests.

0 And so that's the status to your knowledi

e
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26
of the 1/8th interest which is not committed to these wells?

A That 18 correct,

Q | Koch filed an application to seek pooling
of these lands prior to the drilling ot these wells, is that
corract?

A I'm not sure what the initial filing »-

what the date of the initial filing was.

0. Approximately six months ago, in any
event? J
| A Yes, that's right.
0 And the wells have not produced to date?
A That's correct. -
G And the continuances were as a result

of agreements with Getty?
A ' They were the results of oral under-

in a legal sense or not. Y
0 What will be done with the 1/8th sum

that will not be retained by Koch?

A That will ~-
0 That portion of the proceads? '
A That will, the gas purchaser will be

holding that in suspense.

0 In your opinion have you made a voluntary
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f 2 effort to resolve this problem and obtain the voluntary joinder
n 3 of all the working interest in each of these tyracts? ‘
4 A very definitely.
5 0 Were Exhibits Five, Six, and Seven pre-
6\ pared by you?
7n" A Yes, they were.
é 8 1} And Exhibit Eight is a 1ist of letters
: 9 that were prepared giving notice of this hearing, is that
10 correct? |
1 h That's coxrrect.
2 MR. CARR: At this time, Mr. Stamets, we
iwﬁ ) 13 would offer Koch Exhibits Five, Six, Seven, and Eight.
- MR. STAMETS: These exhibits will be ad-
g 15 ‘mitted.
; 16 | MR, CARR: I have nothing further on
; ? n direct.
18
.- 19 CROSS EXAMINATION
3 20 BY MR. STAMETS:
%;L K Q Mr. Buettner, is there still a Rock Hill
- : 22 | o141 company?
23 A Not to my knowledge.
2 24 0 Do you have any opinion or have you re~
| 25 gearched this situation to determine who the owner of interest
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might be if Getty is not the owner of interest?
A, If Getty is not, no, we keep on coming
up with Getty.
They apparently don‘t want this tract,
I should say we have had a title opinion prepared on this, anq
as I say, as nearly as we can discern from our title examina-
tion, the interest would have passed to predecessors in title
of Getty, the corporate predecessors of Getty. That's -~
that's what we come up with,
Q Getty has told you, I presume, that they
think Rock Hill 0il Company is. |
A They've told us thﬁt they don't have
the foggiest notion. They only say that -- that Getty does
not.
MR. STAMETS: Any other questions of
this witness?
MR, CARR: I do want to make one vary
brief comments, and it will be brief.
MR. STAMETS: The witness may be excusedi
MR. CARR: Mr., Stamets, I think’it's
imnortant to nota that althouagh Koch now knows wheré they
stand in regard to payout, Getiy or anyone else who night

have an interest in this would also know at this time what thk

wells are capable of producing. I think the economics are
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marginal., I wouldn'£ suggest that they're going to rush and
t1y and jump in and participate.

But the fact that the wells have been
drilled and are in theilr present status, we subnit, 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:boél the lands and that the order may provide
for a fisk factor, and we believe that the normal standards
apply and an assessment of a risk factor are supplied by the

appropriate method,

MK, STAMETS: The hearing is adjourned.

(Hearing concluded.)
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DRYDEN LEASE OFFSET WELL DATA
T28N R&V

SAN JUAN CO, NEW MEXICO

CUM .PROD.

MAY 1981

70 6/1/81 MCF  PROD MCF

COMP INITIAL
OPERATOR LEASE LOCATION DATI. POT. MCF/D

Tenneco No. 3 Bolack SW/L Sec, 20 12-79 2264
Tenneco No. 1 Gooch NE/L Sec. 20 5-79 4367
Tenneco No. 1 Tapp SW/L Sec. 21 7=79 678 OF
' Lively ZExploration No. 2 Lively NW/L Sec. 21 2-7% 4001
Lively Exploration No. 2E Lively NE/L4 Sec. 21 2-81 2621
Tenneco Noe 3 Tapp NE/L Sece 22 380 %120
Tenneco Ho. 1 Russell Com  SW/L Sec. 23 11=-79 26L43%

J. P. McHugh No. 5 Hardie SE/L Sec. 23 5-68 4731

J. P. McHugh No. SE Hardie NE/L4 Sec. 23 6-81 Blyly
Tenneco No. 1 Story D SW/L Bec, 26 12~66 .Mwmww

Je P. McHugh No. 1 Florance N/l Sec. 26 6~68 2219
Lively Zxploration No. 1 Lively SE/L Sec, 27 12=72 1949
Tenneco No. 2 Story D NE/4 Sec., 27 6~-80 2443
Tenneco No. 1 Dryden SW/L Sec. 28 1=67 294l
Tenneco No. 1 wOHmow SW/L Sec. 29 6-78 1999
Tenneco No. 2 Gooch NE/L4 Sec. 29 10~79 Lo12
Koch Ind. No. 2 Dryden SW/L Sec, 22 2-81 I
Koch Ind, No. 1 Dryden W/L Sec, 28 2-81

1930

179812
35374y
131666
676239
18618
86192
85009
809091
0
306932
L23741
2354868
L8649
538743
14,2521
131667
0

0

7923
Adwma
5852
2390
16716
L5535
3342
22394
.
768
2288
11353
2748
2849
1467
5626
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DRYDEN NO, 1
WELL AND COST DATA

Spud Date:

Completion Date:

Anticipated Date of Initial Sales:
Ixpected Gas Pfice:

Lxpected Operating Costs:

Cost to Drill & Complete:

Royalty:

Est, Ult. Prod., MMCF

I BEFORE EXAMINER STAMFTS  E
a OIL: CONSERVATION DIVISION |
| ¥eow EXHBITNOR &
CASE NO._=1129 + 7168

J Submitted by _EZAE@.*”_”
| HearngDate_8/26 (8]

e
E
S5 m-’mmzﬁmm

Jan. 10, 1981
Feb, 12, 1981
Sept. 1, 1981
$2. 50/UCF
$550/110.,
$523,921

1/8

334516




DRYDEN NO.

WELL AND COST

Spud Date:

Completion Date:

Expected Gas Price:
Expected Operating Costs:
Cost to Drill & Ccnmplete:
Royalty:

©st, Ult, Prod., MMCF

DATA

‘Anticipated Date of Initial Sales:

Feb, 2, 1981
Feb, 19, 1981
Sept. 1, 1981
$2.50/MCF
$550/Mo.
$389,682

1/8

802607
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| SUMMARY OF ECONOMIC DATA
1 : NO PENALTY

= | KOCH INDUSTRIBS DRYDEN LBASES
L ; SAN JUAN CO, NEN MEXICO

DRYDEN DRYDIN
NO, 1 NO, 2 TOTAL~ -
et Reserves, MHMCF 286 635 921
Revenue to Net Interest, M § 715 : 1587 2302
Operating Expense, M § 133 189 322
Investment, M 524 390 914
Cash Flow, M §
Before Fed., Income Tax 58 1008 1066
After Fed, Income Tax 31 Shly 576
Cash Flow Discounted 21%, M §
Before Fed. Income Tax -225 115 -110
After Fed, Income Tax -172 18 ~1504 ;
Rate of Return, % '
Before Fed, Income Tax 2.6 304 16.8
After Fed. Income Tax 2.0 21,0 13.0

T e e e

3

Pl N,

BEFORE EXAMINER STAMETS
OIL CONSERVATION DIVISI¢

Koot EXHIBIT NO. “4 L
CASENO. 24+ 16q
Submitted by _EREND

Hearing Date‘_ﬁ.b&lﬁl_.___.i
v K
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SUMMARY OF RCONOMIC DATA
KOCH INDUSTRIES DRYDEN WBLLS
SAN JUAN CO. NBW MEXICU

[ |
E; 100 {’!ﬂRC]QIﬁT PEHALTY 200 PERCENT PENALTY
3 DRYDISH DRYDEN DRYDEN DRYDISN
NO, 1 NC, 2 TOTAL NO, 1 NO,., 2 TOTAL
Net Reserves, MHMCT 293 655 948 293 677 969
Revenue to Net Interest, M § 732 1638 2370 - 732 1692 2423
Operating ExpenSe,“M 8 G 192 333 131 196 338
Investment, M § S2ak 390 914 524 390 914
Cash Flow, M §
Before Fed, Income Tax 66 1057 1123 66 1105 1172
After TFed, Income Tax 36 571 607 %6 597 633%
Cash Flow Discounted 21%, M & )
Before Fed, Income Tax =224 135 -89 -220 145 . =80
After PFed., Incone Tax ‘ -171 29 ~1y2 -171 Ak - 137
Rate of Return, 9 _
Before Fed, Income Tax 2.9 32,0 17.7 2.9 32,6 18.1
After Fed., Income Tax 242 23 13.6 242 2h .7 13.9
!
N !
-
F T e S e e e e e . e e
A XH i ._~/ :

N

v
. F
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!
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~RE: JOINT WELL PROPOSAL ; CLe -I\ZQ'F -“¢.q .
’ {

C-A5-AD
KOCK EXHIBIT

JGKDTH

EXPLORATION COMPANY

<

February 20, 1980

Reserve 0il, Inc.
Post Office Bex 17609

Denver, CO 80217 R T S T T T T DI
RF(\V"”‘”“ R STAMETS
Attention: Mr. Peter Bosche Ol (e A DIVISION

Division Land Manager

TLANATINTR

KOCH #2 DRYDEN
S% SEC. 22-T28N-R8W '
SAN JUAN COUNTY, NEW MEXICO
C-25-AD, NM-03817

. ;
Subaiins vﬂfiﬁhﬂl _____ .t

P AR Rt A S RIS @3 ATELT I AT L ST

Gentlemen:

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

Dakota well to be locatad 1,100' FWL & 1,800' FSIL of Sectior 28-T28N-R8W,
San Juan County, New Mexico. Such well will be located on USA 0il

and Gas Lease NM-013861, 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. Additionally, we
would appreciate your furnishing 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 concerning
this proposal, please advise the undersigned.
Very truly yours,

KOCH EXPLORATION COMPANY

H. J. Whisnand
Land Manager

HdW:clf
Enc. ]
cc: J. A. Ziser - Wichita

DIVISION OF KOCH INDUSTRIES INC / BOX 2256, WICHITA, KANSAS 67201 / TELEPHONE 316--832-5237

e e o = e T




\ ( OGNOSIS AND WELL proarY. .

KOCH EXPLORATION COMPANY
P, O. Box 2256

Wichita, Kansas 67201 DATE___ January 29, 1980
OPERATOR: Koch Exploration Company ,
WELL NAME: Dryden No. 2 . !
AREA: Basin/Dakota Field
N . FOOTAGE LOCATION: 1100 FWL & 1800' FSL  Section 22-T28N-R8W
GRID LLOCATION:
COUNTY & STATE: San Juan County, New Mexico PERMIT NO,:
CONTRACTOR: ‘
ELEVATION: GR 5820 KB 583Q'est TD: 6800"

--PROGNOSIS- -

GEOLOGICAL PROGRAM

SPECIAL INSTRUCTIONS:

ESTIMATED FORMATION TOPS:

* Formation Top Subsea Formation Top Subsea )
, ___0do Alamo . 1330 4500 Dakota 6540 =710 |
Menefee 4080 1750 !
T Point Lookout 4580 1250 L
Mancos 4800 1030
Gallup 5670 160
T Greenhorn 6420 -590
' } OBJECTIVES:
o Primary Depth Subsesa Secondary Depth Subsea
{‘ Dakota ) 6540 ~-710
|

CORRELATION WELLS:
, A. Lively Exp Lively No. 2
B. J.P. McHugh Hardiec No. 5

--WELL PROGRAM- -

SAMPLES: No, of sets:
v Interval to be sampled:
30' samples from surfaceto

10' samples from to

5" samples from to
Special Instructions:

e e & smarm AR o el
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D3T's: A} required to c&'allt:sx\. sample and fop shows, '
PST time intervals: ”'ll". . i, ]Sl__. min.
FEP min. 'Sl _ min,
CORES:
Core Formation iBst. Top I-'oolagé

Special Instructions:

? ) LOGS: Type Interval to be Logged
: ' ' Gamma Rav Induction Log Int csg to TD
Compensated Neutron Formation Density Int csg to TD
DISTRIBUTION OF LOGS, CIHARTS AND REPORTS: No. of Copies
Company Altlention Address Field Final
Koch Exploration C.D. McCormick 1515 Arapahoe, Denver, Co. 80202 1
Koch Exploration . bavid Priend Box 2256; Wichita, Ks. 67201 2 2
Reserve Oil Co. Robbie Gries '~ Box 17609; Denver, Co. 80217 1 1

U.S5.G.S. & N.M. Con Comm. ) ;
SUGGESTED SERVICES: _ . : §_ 1
Drill Stem Test None Planned
Coring
Core Analysis
Logging
Mugd Contractor
Other

MUD PROGRAM:

Contractor

Mud Properties: Mud up at _ - formation, est. depth

0-250' gel-lime slurry 1800~2900' gel-spersene
2900-TD drill w/gas

Unusual Drilling Conditions:

CASING PROGRANM:

Surface:

(@) Do

t lo"L"!"

2¢
An A~
LD

¥
4

1
|
Production:  6800' 4-1/2" {
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.DAIL'Y RE\POR'I‘S & NO'!'H:'!(.I/( 'ON OF TESUS, CORES OR L( S:
Daily drilling reports will be made to the Wichila office of Koch Exploration Company.
pPerson in Charge:

Name Office Home
David D. Friend 316/832-5595 316/755-2586 i

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

SPECIAL INSTRUCTIONS TO DRILLING CONTRACTOR:

l. 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 lime from surface o . From to TD,
keep ONE-FOOT (1') drilling time.

5. Have DRILLER PICK and report dritling time TOP of the formation
(estimated at ).

6. STRAP the DRILL PIPE on the trip nearcst _and again prior to drilling the
( ).
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KOCH INDUSTRIES, INC.- C-26-AD

AUTHORTZATION FOR EXPENDITURE

AFE No. _605

LEASE NAME and WELL NO, Dryden tWell Ne. 2 K
LOCATION Sectien 22-28!-3W COUNTY San Juan
FIELD Basin/Daketa - STATF New Mexico

Authority Is Requested te Expend $ 275,691

for drilling and completing Dryden Well No. 1

(Koch's part)

KOCH Working Interest 87.5 KOCH Net Interest 76.5525% i

-, 1

Reason fer Expenditure: Anticipate ultimate production of approximately 764 MMCF

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

g <O T T LY

Payout 3 years Based on E
Estimated f
Particulars Cost !
t
Intangible drilling and completion costs $223,800
Tangible drilling and completion costs 91,275
$ 315,075
PARTICIPANTS
Operatoxr: Koch Exploration Company W.T. 87.5% $ 275,691
Partner: Reserve 0Oil Company W.I. 12.5% S 39,384
Partner: W.I. S
Partner: W.T. S
~1.0000 $ 315,075
Approvals - KOCH INDUSTRIES, INC. PARTNIERS
- a .
Approved by }Q)q;u Please indicate your approval by
575/ signing and returning one copy.

Approved by

Company

- »—;‘r""\ o
CETTY RESERVE CIL, INC.

B y &Whm

Date prepared January 29, 1930 Date éﬁ/;>x4ﬁ?b
. <
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P Ry MeEn. _ _coowry 3an Juan _wrane New Mexico Jtwrn on A Rasin/Dakota

.o vt 6800 ‘v, eerascon . Xoch Exploration Comj.any ATE
";.'.‘."fﬁ'...‘.'.‘.:‘.'i‘:‘ﬂ_'_’ LhE ’ P20 [2ae N

; LOCA C1ON CXPErRand
o16 prra s 2000 s s s 20000 donne cieones s 5
DACD. ~GHADE S L sunv, 1acarnton s 500 00y 50N

SYAVC-MISCy FEUS S mIhe, (LG 5

. i
soanmn: toran 3 8500 5 8500 i
NIG COBTS: i

L o i OHILLING ¥V AT S T s oav wonr s 5500 X 15 days = $82,500

. ) i mirs-ocasens $ 4000 warew s 3500 _.-‘:j:‘nnf~M0NT s ~:3();600_...

cerenessons 30000 cani: 100ns S ;o csues s $..5,000
UOIiLR CHG §__ SWAR UHIT __5,_51_63_3(_3,‘(2_}299 = $7500

MIse, (Lisy) § . :

CLEILHY AND SERVICES!
CLMENT ANO seRvicE! sunrace §_3000 - nrn, 53000 puan s__3000
FLOATS § CENTRALIZERS §

5 s

————————————, e GUIDE S

STACE TOOLS §_ = _SCRATCHINS S_

PLUGGING & _

CQUEEIES § _NISC (LIST) %

FEATURE ToTvarL s 9,000 s 6,000

ORILLING FLUIDS]
mueo s _ 2000 cnmicaLs s 1000 ___oiLs
misc, (LisT) s_Water 3000

e RNy B R

Fiznrure Torar s 6000 s 6000

WELL SURVEYS ANO TCSTING!

contue s CONE HCADS § TEMP., SURV, S

CALIPLR SURV, §__ . ._ELEC. surv. s___3000 FAUD LOG § ;

0. . 7.5 AT S _ EA. & RADIATION LOG §

MISS, (LIST) § . ;

’ FEATURE TOoTAaL s 3000 s 3000 :
SPECIAL SERVICES! 4 .
rearonaTing §_2500  pruss-rocTainens s_1000  acio s__2000 "
rrac. s_40,000 rusc. Tool renrvau s___ frac tanks 3000 ;

- 3

FEATURE TOTAL S 48,500 s 0 :

TLABOR AND SUPERVISION, -

SO. LABGR §_ supv, —pers. exp. s_ 1000 OVTEIEAD §

ruNicaTion £ 900

DIST ENP. §_ __CONTIRACT LAauoRrR s_1000 co
FEATURE TOoTAL $_2500 __.$_2500

P

TRANGPORTATION?

0. caus s_500 ._AIR TRAVEL S : -

TRUCKING (CASING, TuainG, capLc ToulLs) §_ 2500

FeaTunre vYortaL s 3000 s 3000

2T COSTS, .
sresaze)_ Consulting Geologist 1800

Casing_ Crews 3000

_ - FUATURLE TOoTYAL s _4800 s _4809
CONTINGENCY] - : s $

o o o 223, s _164.800

TOYAL 1MNTANGIBLES S ‘2_2_3_1;8_0

EoulraenT:
TASING AND TUDING (S17€, WT., GRO,, CPPILG., NECW OR USED) . .
250 ev, oF__10-3/4 " __ av s 10.50_ /Frv. 52,625

2900 e, of 7 - v s_2.00  sev. $20,300 0 00

6800 e, oor o A=M/2"_ATS 4,50 _/vT. 530,600
6700 rr. or _ 2-3/37 __ATS__2.50__/¢T. 516,750

i

ArTune vovraL s 720,275 s 22,92°f

o
zasing we. s 1000 XIIAGL VR OR PUiseinG vonnrcnion s 2000 $

PUrAInG wrnay 3 EHGING CR ELVCTRIC MOVOR S s 3

SUCHEY RODS . S

erraer s e PTG O (TOD 5 CeATuan rovac s 3,000 s

CALNGTE _2_;‘_3_QQ__~___ ~r s 3500 A, s 7000 L uvwmuo uarroay s 2000

LoviLInLs T, or AT S AT IS SR

—_—

AY FLOWLINGS §  rRuciaG searsvina 3 1000 vaive sy v vies s 1000

reAatwes vovan ¢ 11,000 s 0
|:1-Au.f~1 o s oI, vy, s [ B T B N R L S VR ) L T SO S _
VETE G S s S
Eovrna grrenvany o Gas, Package Unit o $7000 R Sy A ¢ 1¢ | o EERNNE S ¢ B
e e e OtAL TAanantes s 91,275 s 22,925
‘ e ) o R SN P YN IR RERVS N
fi _____-_____________;_;__7_“_7____-_"______“ e B NS W R N NETITE B e T
L L . 3 . IR AL P BETA M N VO GRU LI S T | o

Koch's 37.51 cun nwr cour 5275,691 4 164,259

. Friend _ carve 1-29-30 Lpiovaeo CATL

———————

L CATE _APPRDVEO

O e ks s mwm o pe e e m v s e

. . AR R el L A T e R T T SR e e LTI T e e R DN -
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OPERATING AGREEMENT

DATED
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) 3

) 4&1& of Section & , &
FOR UNIT AREA IN/TOWNSHIP_ 2§ 8® North  RANGE 3 West

San Juan COUNTY, STATE OF. New Mexico

AMERICAN ASSOCIATION OF PETROLEUM LANDMEN
APPROVED FORM. AAPL NO. 610
MAY BE ORDERED DIRECTLY FROM THE PUBLISHER
KRAFTBILT PRODUCTS, BOX 800, TULSA 74101
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OPERATING AGREEMENT
“soth l ;?,;,leow.( %

THIS AGREEMENT, entered into this_ ¥8¥R_  day of. Deeonber 19 7‘_‘_’”_, between

. —— [ SnTp—— S |

Koch I‘\(ploratlon Company, a d1v1510n o( Koch Industrlos, Inc.

T ]

hereafter designated as “'Operator”, and the signatory purties other than Opevator,

WITNESSETH, THAT:

WHEREAS, the parties to this agreement are owners of oil and gas leuses covering and., if so indicated,
unleased mineral interests in tiwe (racts of land dcscubcd in Exhibit “A”, and all parties have reached an
agreement to cxploxe and develop these leases and mlmcsts foi oil and gas to the extent und as hereinufter
'prowdcd )

NOVW, THEREFORE, it is agrced as follows:

1. DEFINITIONS

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

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

(2) The parties to this agreement sha.ll 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, gcs, casinghead gas, gas condensate, and all other liquid or gase-
ous hydrocarbons, unless an intent to limit the inclusiveness of this term is specifically stated.

(4) The term “oil and gas intetests” shall mean unleased fee and mineral interests in tracts of land lying
within the Unit Area which are owned by parties to this agrecement.

(5) The term “Unit Area” shall refer to and include alt 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 Alands, oil and gas leasehold interests and oil a.ndi 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 shall be the drilling unit as established by the pattern of drilling in the Unit Area or as fixed by ex-
press agreement of the parties. )

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

(8) The words “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:

Recoqgnizing 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

requirement for current examination of title to the oil and gas lease committed
hereto; however, at the option of Operator, title 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 drilling the initial test well

hereunder. If prepared, a copy of the examining attorney's opinion shall be sent
to each party prior to drilling. A gocd 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 examiration shall be berne by the parties to this
agreement, unless such party furnishes Operator an existing title opinion showing
clear leasehold title in such party and in that case the cost thercof shall be borne by
the party being the cost of the drilling of the initial test well and shall be
considered a part of the cost of drilling such well. No charge shall be made;

however, for any title examination made by any attorncy whe is an emplovee of a
party hereto.

—1

“Joint Loss”
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of cach supplemental opinian, and of all final opinions, shall be sent promptly to ecach purty. The opjatin of

the examining attorney concerning the validity of the title to ecach oil and gas interest and cach _le@se, and the

amount of interest covered thereby shall he binding and conclusive on the parties, but ¢ acceptability of
leases as to primary term, royalty provisions, drilling obligations, and special bupdtns, shali be a matter for

approval and acceptance by an authorized representudive of cach party.

All title examinations shall be made, and title rci)orls submittcd, within a period of days after the

submission of abstracis and title papers. Each party shalln good faith, try to satisfy the requircments of the

examining attorneys concerning its leases and intergsts. and each shall have a period of days from

receipt of title report for this purpose. I.»*/( le lo any lease, or oil and gas interest, is finally rejected by
the examining attorney, all parties shpfi"then be asked to state in writing whether they will waive the title

defeets and accept the leases or _ifferests, or whether they will stand on the attorney’s opinion. If one or more
parties refuse to waive tigd¢ defects, this agreoment shall, in that case, be ternmiinated and abandoned, and all

abstracts é'nd title ers shall be returned fo their senders. If all titles are approved by the examining at-

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

B. Failure of Title:

After all titles are approved or accepted, any defects 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 parties, with each bearing its pro-
portionate part of the loss and of any liabilities incurred in the loss. If such a loss occurs, there shall be no

change in, or adjustment of, the interesis of the parties in the remaining portion of the Unit Area.

C. Loss of Leases For Other Than Title Faiture:

If any lease or interest subject to this agreement be lost through failure to develop or because express
or implied covenants have not bean performed, or if any lease be permitted to expire at the end of its primary
term and not be renewed or extended, the loss shall not be considered a failure of title and all such losses shall

be joint losses and shall be borne by all parties in proportion to their interests and there shall be no readjust-
ment of intc_rests in the remaining portion of the Unit Area.

the purpose of this agreement as if it were a leased interest under the form of oil_a

case attached as
Exhibit “B” and for the primary term therein stated. As lom shall receive royalfy on
production as preseribed in the form of pi! nﬁmttaclled hereto as Exhibit “B"”. Such party shall,

however, be subjeet Lot

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

4. INTERESTS OF PARTIES

Exhibit “A” lists all of the parties, aud their rospective poreontaye or fractional interests under this
agreement.  Unless changed by other provisions, all costs and liabilities incurred in operations under this con-
4 1 v

tract shali be borne and paid, and all ¢quipment and material acquired in operalions on the Unit Avea shail be
owned, by the parties as their interests are given in Exhibit “A”.  All production of oil and gas from the

Unit Area, subject to the paviment of Jessor's royaltics, shall alio be owned by the parties in the same manner.

_—2
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If the interest of any party in any ol and gas lease covered Hy this agrecment is subject to an overriding
royalty, production payment, or other charye over and above the usual onc-cigthh (') royaliy, such party shall
assume and atone bear all such excess obligations and shatl account {or them to the owners thercof out of its

share of the working interest production of the Unit Area.

5. OPERATOR OF UNIT

Koch Exploration Company, a_division of Koch Industries, InCshall be the Operator of

the Unit Avea. and shall conduct 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 agreement. It shall conduct all such operations in a good

and workmanlike manner, but it shaﬁ have no liabilily as Operalor to the other purties for lesses sustained,
or liabilitics incurred. except such as may resull from gross negligence or from breach of thq provisions of
this agreement.
6. EMPLOYEES
The number of employces and their selection, ‘and the hours of labor and the compcasation for services
performed, shall be determined by Operator. All employces shall be the employees of Qperalor.

7. TEST WELL

On or before the__1st day of -+ _Buqust 1980 _, Operator shall commence the drill-

ing of a well for oil and gas in the following location:
22 2% Fa)
#&‘N’z of Section &, Township %® North, Range ¥ West,
San Juan County, New Mexico,

and shall thereafter continue the drilling of> the well with due diligence to

¢/§00 "F,%SO feet or sufficient to test the Dakota formation

unless granite or other practically impenetrable 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 dQuring drilling which give .indica-
tion of containing ¢il 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 formutions to which this agrecement may apply.

If in Operator's judgment the well will not prbduce 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 prompily as possible.

8. COSTS AND EXNPENSES
n otherwise spacifieally pravided, Ovperator shall promptly pay and discharge all costs
and expenses incurred in the development and operation of the Unit Area pursuant to this agreement and shall
charge each o.f the parties hereto with their respective proportionate shaves upon the cost and expense basis
provided in the Accounting Procedure attached hercto and marked Exhibit “C”. If any provision of Ex-
hibit “C” should be inconsistent with any provision contained in the body of this agreement, the provisions in
the body of this agreement shall prevail.

Operator, at its election, shall have the right from time to time to demand and receive from the other
partics payment in advance of their respective shares of the estimated amount of the costs to be incurred in
operations hercunder during the next succeeding month, \-.'hicl‘x right may be exercised only by submission to
cach such porty of an itemized statement of such estimated costs, together with an invoice for its share there-
of. Euach such statement and invoice for the payment in advance of estimated costs shall be submitlted on or

before the 20th day of the next preceding month,  Each porty shall pay to Operator its proportionate share oi

such esthinate within fifteen (15) days after such estimate and invoice is received. If any party fails to pay its
S . . . twelve &}2?-)*

share of sald estirnate within said time, the amount due shall bear interest at the rate ofxxx percent ‘{k?: per

annum until paid. Proper adjustment shall ke made menthly between advances and actual cost, to the end

thuat cach party shall bear and pay its proportionate share of actuid costs incurred, and no more.

—3 e
Revised 1967

* But in no event, however, shall said interest exceed the maximum rate permitted
by applicable law.
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9. OPERATOR'S LIEN
Operator is piven a first and preferred lien on the interest of cach party covercd by this contract, and

in cach party's interest in oil and pas produced and Whe proceeds thereol, and upon cach party's interest in ma-

tevial and equipment, to secure the payment of all sums due from euach such party to Operator, ¢
o ; i In the event any parly fails lo pay any amount owing by it to Operator as its share of such costs and
L | expense or such advance estimate within the time limited for payment thercof, Operator, without prejudice Lo
E | other existing remedies, is authorized, al its election, to collect from the purchaser or purchasers of oil or gas,

) ! the proceeds accruing to thd working inlerest ov interests in the Unit Arca of the delinquent party up to the
1 amount owing by .s:uch pariy, and cach puwrchaser of oil or gas is authorized lo rely upon Operator'’s statement
as to the amount owing by such party.

In the event of the neglect or faiht're of any non-operating party to promptly pay its proportionate part
-of the cost and expense of development and operation when due, the other non-operating parties and Operator,
within thivty (30) days "afior the rendition of statements therefor by Operator, shall proportionately contribute
to the pavment of such delinquent indebledness and the non-operating parties so contributing shall be entiiled
to the same lien rights as are granted to Operator in this section. Upon the payment by such delinguent or
defaulting party to Operator of any amount or amounts on such delinquent i‘ndebicdncss, Ol UPpON any recovery
on behalf of the non-operating parties under the lien conferred above, the amount or amounts so paid or re-
covered shall be distributed and paid by Operator to the other non-operating parties and Operator propor-

ticnately in accordance with the contributions theretofore made by them.

10. TERM OF AGREEMENT

This agreement shall remaiﬁ in full force and effect for as long as any of the oil and gas leases subjecled
to this agreement remain or are continued in force as to any part of the Unit Area, whether by production, ex-
e - tension, renewal or otherwise; provided, however, that in the event the first well drilled hereunder results in
- h 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 th= 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
a . have agreed to drill an additional well or wells under this agreement, in which event this agrecement shall con-
' tinue in force until such well or wells shall have been drilied and completed. If production results there-
from this agreement shall continue in force ithereafter as if said first test well had been productive in” paying
41- s “' quantities, but if production in paying quantities does not result therefrom this agreement shall terminate
LT at the end of ninety (90) days after abandonment of such well or wells. It is agreed, however, that the term-
ination of th.is agreement shall not relicve any party hereto from any Hability which has accrued or attached
o prior to the date of such termination.

11. LIMITATION ON EXPENDITURES _

Without the consen gf all parties: (a) No well shall be deilled on the Unit Area except any well ex-

t
prasely provided for in this agraenical and except any weli driiled purseant 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 driiling, testing, completing, and equipping of the well, including necessary

tankage; (b) No well shall be reworked, plugged hack or deepened except a well reworked, plugged back or
deepened pursuant to the provisions of Section 12 of this agreement, it being understood that the consent to
the reworking, plugging back or deepening of a well shall include consent to all necessary expenditures in
conducting such operations and completing and equipping of said well to predutce, including necessary tank-

age; (c) Operator shall not undertake any single project reasonably estimated {e require an expendilure in

excess of__Twenty thousand and no/100-————-~—em—m——mummmwmm e r o n e o Doltars ($.20,000.00 )
4 except in conneclion with @ well the drilling, reworking, deepening, ov plugging Lack of which has been pre-

viously authovized by or pursuant to this agrecement; provided, however, that in case of explosion, fire, flood,

or othicr sudden emergency, whether of the same or different nature, Operator may take such steps and incur
such expenses as in its opinion are required to deal with the emergency and to safeguard life and property,
but Operator shail, as promptly as possible, report the emergency to the other parties. Operator shall, upon
request,  furnish  copies of its “Authority for Expenditures” for any single project 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 drilling of any well on the Unit Arca other than the
test well provided for in Svetion 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 Areca, any party or parties wishing to drill, rework, deepen or plug back such a well
may give the other parlivs wrillen notice of the proposcd operation, speeifying the work to be performed,
the location, proposed depth, objeclive formution amll the estimated cost of the eperation. ‘The parties receiv-
ing such a notice shall have thirty (30) days (except as to reworking, plugging back or drilling decper, where
a drilling rig'is on location, the period shall be limited to forty-cight (48) hours exclusive of Saturday or Sun-
day) after veceipt of the notice within which to notify the parties wishing to do the work whether they elect
to participate in the cost of the proposed operation. Failure of a parly receiving such a notice to so reply to
it within the period above fixed shall conslitute an clection by that parly not to participate in the cost of the
proposed operation,

If any party receiving such a notice clects not to participate in the proposed operation (such party or

parties being hercafter referred to as “Nc;n-Conscnting Party”), then in order to be entitled to the benefits
of this section, the party or parties giving the notice and such cther parties as shall elect to participate in the
operation (all such parties being hercafter referrcd to as the “Consenting Parlies”) shall, within thirty (30}
days after the expiration of the notice period of thirty (30) days (or as promptly as possible after the expir-

ation of the 48-hour period where the drilling rig is on location, as the case may Be) actually commence work
on the proposed operation and compléte it with due diligence.

‘The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the
proportions that their respective interests as shown in Exhibit “A” bear to the total interests of all Consenting
Parties. Consenting Parties shall keep the leasehold estates involved in such operations free and clear of all
liens and encumbrances of every kind created by or arising from the operations of the Consenting Parties. If
such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well at their sole
cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this
section resulls 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 Operator and

shall be operated by it at -the expense and for the account of the Consenting Parties. Upon commencement of

operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Parties
in accordanée with the provisions of this section, each Non-Consenting Party shall be deemed to have relin-

quished {o Consenting Parties, and the Censenting Parties shall own and he 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 produciion therefrom until the proceeds or market value thercof (after deducting pro-
duction taxes, royally, overriding royalty and other intercsts payable out of or measured by the production

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

(A) 1009 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, treaters,
pumping equipment and piping), plus 100% of cach such Non-Consenting Party’s share of the cost of
operation of the well commencing with first production and continuing until each such Non-Consenting
Party’s relinquished interest shall revert 1o it under olher provisions of this section, it being agreed that
each Non-Consenting Party’s share of such costs and equipment will be that interest which would have

been chargeable to each Non-Consenting Parly had it participated in the well from the beginning of

[ T Y & 7 1+
e vperauun, dina

(B) 2004 of that portion of the costs and expenses of drilling, reworking, deepening or plugging back,
testing and compleling, after deducting any cash contributions received under Section 25, and 2004
of that portion of the cost or newly acquired equipment in the well (to and ineluding the wellhead

connections), which would have been chargeable to such Non-Consenting Party if it had poariicipated
therein,

PR
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In the case of any reworking, plurping back or decper drilling operation, the Consenting Parties shall
be permitted to use, free of cost, all casing. tubing and other cquipment in the well, but the ownership of all
such equipment shall remain unchanged; and upon abandonment of a well after such reworking, pluuging 1
back or deeper drilling, the Consenting Parties shall account for all such cquipment to the owners thereof,

with each party receiving its proportionale part in kind or in value.

Within sixty {60) days after the completion of any operation under this scction, the party conducting
the operations for the Consenting Parties shall furhish cach Non-Consenting Party with an inventory of
the oqu‘ipmcnt in gnd connccted to the well, and an itemized statement of the cost of drilling, decpening,
plugging back.' testing, completing, and equipping the well for production; or, at ils option, the operating
party, in lieu of an itemized slatement of-such costs of operation, may submit a detailed statemenit of monthly
billings. Each month theveafter, during the time the Conxéénling Parties are being reimbursed as provided
above, the Consenting Patties 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 quantity of oil

and gas produced from it and the amount of proceeds realized from the sale of the well's working interest
production &Jring the preceding month Any amount realized from the sale or other disposition of equip-
ment newly acquived in connection with any such operation which would have been owned by a Non-Con-
senting Party had it participated therein shall be credited against the total unreturned costs of the work done
and of the equipment purchased, in determining when the interest of such Non-Consenling Party shall revert

to it as above provided; if there is a credit balance it shall be paid to such Non-Consenting Party.

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

amounis provided for above, the relinquished interests of such Non-Consenting Party shall automatically ;

revert to it and from and after such reversion such Non-Consenting Party shall own the same interest in such
well, the operating rights and working interest therein, the material and equipment in or pertaining thereto,
and the production therefrom as such Non-Consenting Party would have owned had it participated in the
drilling, reworking, deepening or plugging back of said well. Thereafter, such Non-Conseniing Party shall 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 the accounting procedure schedule, Exhibit “C”, attached hereto.

Notwithsthnding the provisions of this Section 12, it is agreed that without the mutual consent of all ’
parties, no wclls 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 conforms to the then-existing well spacing pattern
for such source of supply,

The provisions of this seclion shall have no application 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

alter 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, dcepened, or plugged back, or pro-

posed to be drilled, reworked, deepened, or plugged back, upon the Unit Avea subsequent o the drilling of
the initial test well,

1

13. RIGHT TO TAKE PRODUCTION IN KIND

Each party shall take in kind or separately dispose of its proportionate share of all oil and gas pro-
duced from the Unil Area, exclusive of production which may be used in development and producing oper-
ations and in preparing and treating oil for marketing purposcs and production unavoidably Jost. Each party
shall pay or deliver, or cause to be paid or delivered, all royaltics, overriding royalties, or otaer payments
duec on its share of such production, and shall hold the other puarties free from any liubility therefor. Any
extra expeaditure incurred in the taking in kind or sepavate disposition Ly any party of ils proportionate

share of the prodiction shall be borne by such party.

Each party shall exccute all division orders and contracts of sale pertaining to its interest in produc-
tion from the Unit Arca, and shall be entitled to receive payment direct from the purchaser or purchasers
thercof for its share of all preduction.

S S [ N - S T
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In the event any party shall fail to make the arrangements necessary o lake in kind or sepavately
dispose of its proportionate share of the oil and gas produced from the Unit Area. Operator shall have the
right, subject to revocation al will by the party owning it, but not the obligation, to purchase such oil and
gas ov sell it to others for the time being, at not less than the market price prevailing in the oarea, 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 Arca.  Any such purchase or sale by Operator shall be subject always to the right of the

owner of the production to exercise at any time its vight to take in Rind, or separately dispose of, its share of

al) oil and gas not previously delivered 1o a purchaser. Notwithstanding the foregoing, Operalor shali not
make a sale into interstate commerce of any other party’s share of gas production without first giving such

- other party sixly (60) days nolice of such intended sale, nor shall Operator create any suppliexr/
purchaser relationship with respect to any other party's share of production without

express prior written consent of such other party. %
i

14. ACCESS TO UNIT AREA !

Each party shall have access to the Unit Arca 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 g
or operation therecof, including Operator's books and records relating therete. Operator shall, upon request,
furnish cach of the other parties with copies of all drilling reports, well logs, tank tables, daily gauge and V
run tickets and reports of stock on hand at the first of cach month, and shall make available samples of any %
cores or cuttings taken frem any well drilled. on the Unit Avea.
15. DRILLING CONTRACTS

All wells drilled on the Unit Area shall be drilled on a competitive contract basis at the usual rates
prevailing in the area. Operator, if it so desires, may employ ils own tools and equipment 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 than any well which has been drilled or reworked pursuant to Section 12 hereof for
which the Consenting Parties have not been fully reimbursed as thercin provided,_ which has been com-

pleted as a preducer shall be plugged and abandoned without the consent of all parlies; 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 parlies its proportionate share of the value of the well's salvable material and equip-
ment, determined in accordance with the provisions of Exhibit “C”, less the estimated cost of salvaging and

the estimated cost of plugging and abandoning. Each abandoning parly shall then assign to the non-

abandoning parties, without warranty, express or implied, as to title or as to quantity, quality, or fitness for use
. of the equipment and material, all of its interest in the well and its equipment. together with its interest in
the leasehold estate as to, but only as to, the interval or intervals of the formation or formations then open
to production. The assignments so limited shall encompass the “drilling unit” upon which the well is located.
The payments by, and the assignments to, the assignees shall be in a ratio based upon the relationship of
their respective percentages of participation in the Unit Avea to the aggregate of the percentages of partici-

pation in the Unit Arca of all assignees. Theve shall be no readjustment of interest in the remaining porlion
of the Unit Area.

After the assignment, the assiznors shall have no further responsibility, lability, or interest in the

operation of or production from the well in the interval or intervals then open. Upon request of the assignees,

Operator shall continue 1o operate the assipned well for the account of the non-asbandoning parties at the

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

the result of the separate ownership of the assigned well.

. %
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17. DELAY RENTALS AND SHUT-IN WELL PAYMENTS
The party presently paying shall continue to
Fnak-pastushaedd pay all deiay rentals and shut-in well paviments which may be required under the

terms of its lease or leares and submit evidence of each payment to the other p.nhu at least ten (10) days
prior to the payment dale. The paying parly shall be reimbursed by Qperator for 1009 of any such delay
rental payment and 100% of any such shut-in well puyment. The amount f such reimbursement shall be
charged by Operator Lo the joint accounl of the 1):u‘l'ics and treated in all vespeets the same as costs incurred
in the development and operalion of the Unit Arca. Each party responsible for such payments shall diligently
attempt to make “proper payment, but shall nol be held liable to the other parties in damages for the loss of
any lease or interest therein if, through mistake or oversight, any rental or shut-in well payment is not paid
or is ervoncously paid. The loss of any lease or interest therein which resulls from a failure to pay or an er-
roncous payment o_f rental or shut-in ‘well payment shall be a joint loss and there shall be no readjustment of
interests ix{ the remaining portion of the Unit Arca. If any party sccures a new lease covermr' the tevminated
interest, such acquisiton shall be subject to the provisions of Scction 23 of this agreement.

Opcmton shall promptly nctify ecach other party hereto of the dale on which any gas well located on
the Unit Areca is shut in and the reason therefor.

b2 ¥ i U v 13 »

terests in the Unit Area, it shall promplily give written notice to the other parties, with full infor ton con-
cerning its proposed sale, which shall include the name and address of the prospective chaser (who must
be ready, willing and able to purchase), the purchase price, and all other ter the offer. The other parties
shall then have an optional prior right, for a period of ten (10) dags-atter receipt of the notice, to purchase
on the same terms and conditions the interest which the g “party proposes to sell; and, if this optional right
is exercised, the purchasing parties shall share purchased interest in the proportions that the interest of.

each bears to the total interest of all_purChasing parties. However, there shall be no preferential right to pur-

chase in those cascs 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 subsidiary or

any, or subsidiary of a parant 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, the other parties shall have the right
within sixty (€0) days after the date of such sale, by majority vote in interest, to select a new Operator. If
a new Operator is not so sclected, the iransferce of the present Operator shall assume the duties of and act as
Operator. In cither case, the retiring Operator shall continue to serve as Operator, and discharge ils duties
in that capacity under this agreement, until its successur QOperator is sclected ard begins to function, but the
present Opcrator shall not be obligaled to continue the performance of its duties for more than 120 days after

the sale of its rights and interests has been completed.

—8 —-
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20. MAINTENANCE OF UNIT OWNERSHIP

For the purpose of maintaining uniformily of ownership in the oil and gas leaschold interests covercd by
this contract, and notwithstanding any other provisions to the contrary, no pavty shall sell, encumber, transfer
or make other disposition of its interest in the leases cinbraced 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 (;quipmonl and production; or

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

Evéry such sale, encumbrance, transfer or other disposition made by any parly shall be made expressly

subject to this agrecement, and shall be made withoul prejudice to the rights of the other parties.

If at any time the interest of any party is divided among and owncd by four or more co-owners, Opera-
tor may, at its discretion, require sich co-owners to appoint a single trustce 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 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 shall enter into and execute
all contracts or agreements for the disposition of their respective shares of the oil and gas produced from the

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

21. RESIGNATION OF OPERATOR

Operator may resign from .its duties and obligations as Operatlor 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 retiring Operator shall deliver to its successor

all records ang@ information necessary to the discharge by the new Operator of its duties and obligations.
22, LIABILITY OF PARTIES

The liability, of the parties shall be several, not joint or coilective. 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 pavly to Operator in Section 9 is given 1o se-
cure only the debis of each severally. It is not the intention of the parties to create, nor shall this agreement

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

a v I~ " v v AL A

parties shall be notified promptly, and shall have the right to participate in the ownership of the r('zne/wu’lease
H ‘cnct
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vy paying {o the pacly who acguired it their sevara rcost, which

shall be in proporiion to {he interests held at that time by the parties in the Unit Area.

If some, but less than all, of the parties eclect to participate in the purchaseot a renewal lease, it shall

be owned by the parties who elect to participate therein, in a ratio based upgerthe relationship of their respec-

tive percentage of participation in the unit area to the aggregate of thegercentages of participation in the unit

arca of all parties participating in the purchase of such rencwglTease. Any renewal lease in which less than

all the partics clect to participate shall not be subjeet to BdS agreement.

Each party who participates in the purchase-6f a renewal lease shall be given an assighment of its pro-

portionate interest therein by the acquiring

The provisions of this section s#all apply to rencwal leases whether they are for the entive interest

covered by the expiring lease cover onlv o portion of its arca or an interest thercin,  Any rencewal lease

taken before the expiralitn of its predecessor lease, or taken or contracted for within six (6) months after

the expirvation of Mfe existing lease shall be subject 1o this provision; bul any lease taken or contracted for
more than s<

shall

(6) months after the expivation of an existing lease shall not be deemed a renewal lease and
1 be subject (o the provisions of this scetion.
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240 SURRENDER O LEASES

The leases covered by thls agreement, in so far ns they embrace acr2age in the Unit Area, shall not be
surrendered in whole or In part unless all parties consent.,

However, should any parly 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 assipgn, without express or implied
warranty cf ti\lc, all of its interest in such lease, or Por\ion therecof, and any well, material and equipment
which may be located thereon and any rights in production thereafter sccured, to the partics not desiring to
surrender it.  Upon such assignment, the assigning parly shall be relieved from all obligations thereafter ac-
cruing, but not theretofore accrued, with respect to the acreage assigned and the operation of any well thére-
on, and the assigning party shall have no further interest in the lease assigned and its equipment and production.
The partics assignee shall pay to the parly assignor the reasonable salvage value of the latter’s interest in any
wells and eéuipmenl on the assigned acreage, determined in accordance‘wilh the provisions of Exhibit “C”,
less the e_s_timated cost of salvaging and the estimated cost of plugging and abandoning. 1f the assignment is in
favor of more than one parly, the assigned interest shall be shared by the parties assignee in the proporlions
that the interest of each bears to the int.c‘rcst of all parties assignee.

o b A BT o 2

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

the acreage assigned or surrendered, and subsequent operations thereon, shall not thereafter be subject to the
terms and provisions of this agreement.

25. ACREAGE OR CASH CONTRIBUTIONS

If any party receives while this agreement is in force a contribution of cash toward the drilling of a
well or any other operation on the Unit Area, such contribution shall be paid to the party who conducted the
drilling or other operation and shall be applied by it against the cost of such drilling or other operation. 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 assignment of the acreage, without warranty of title, to all parties to this agreement/An proportion to their
interests in the Unit Arez at that time, and such acreage shall become a part of the Unit Area and be governed
by all the provisions of this contract. Xach party shall promptly notify all other pé’rties of all acreage or

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

26. PROVISION CONCERNING TAXATION

Each of the parties hereto elects, under the authorily of Section 761(a) of the Internal Revenue Code of

) 1954, to be excluded from the 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 tax laws of the state or states in which the property covered

hereby is located contain, or may hereafter contain, provisions similar to those contained in the Subchapter of

Rl T

the Interhal Revenue Code of 1954 above referred to under which a similar election is permitted, each of the

parties agrees that such election shall be exercised. Each party authorizes and directs the Operator to execute

AR

such an election or eleclions 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 to execute and join in such an election.

T s

Operalor shall render for ad valorem taxation all property subject to this agreement which by law

N

should be rendered for such taxes, and il shall pay all such taxes assessed therecon before they become delin-

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

NS PRI 8

Ii any tax assessment is considered unreasonabie by Operator, it may at its disereiion protest such vatun-
tion within the time and manner prescribed by law, and prosecute the protest to a final determination, unless

all parties agree to abundon the protest prior to final determination. When any such protested valualion shall

sttt o s

have been finally determined, Operator shall pay the assessment for the joint zecount, together with interest and

penally accrued, and the total cost shall then be assessed against the parties, and be paid by them, as provided
in Exhibit “C”,

— 10—
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27. INSURANCE

At all times while oparations are conducted hercunder, Operalor shall comply with the Workmen's
Compensation Law of the State where the operations are being conducted.  Operator shall also carrvy or pro-
vide insurance for the benefit of the joint account of the partics 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 Arca
to comply with the Workmen's Compensation Law of the State where the operations are being conducted and
to maintain such other insurance as Operator may réquire.

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

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

If any party to this contract is sued on an alleged cause of action arising out of operations on the Unit
Area, or on an alleged cause of 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 Operatlor and all other parties.

pm:ties, with Operator's attorney as Chairman. Suits may be settled during litigation only with the-jSint con-

sent of all parties. No charge shall be made for services performed by the staff atto § for any of the

parties, but otherwise all expenses incurred in the defense of suits, together witlrThe amount paid {o discharge

any final judgment, shall be considered costs of operation and shal 7 charged to and paid by all parties in
proportion to their then interests in the Unit Avea. Attoracys, other than staff attorneys for the parties, shall

be employed in lawsuits i;wolving Unit Arvea o mnly 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 partiesir proportion to their then interests in the Unit Area. The provisions of this

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

individuz oss rather than a joint loss under prior provisions of this agreement, and all such suitsishall be
L < ~ respe’a ‘ilﬂilitj‘ eg &he !aa;ti‘ e]. Fr”.‘i»s egnee'ned

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
be within the discretion of Overator so long as the amount pard m settlement o1 any cne claim coes not exceed
five thousand. ($5,000.00) . . .
one—thousand--H860-684 dollars and, if settled, the sums paid in seitlement shall be charged as expense to

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

29. FORCE MAJEURE

If any party is rendered unahle, whally eor in part, by force majeure lo carry out its obligations under
this agreement, other than the obligation to make money payments, that varty shall give to 2l other partics
prompt written notice of the force majeure with reasonably full particulars concerning it; thereupon, the
obligations of the party giving the notice, so far as they are affected by the force majeure, shall be suspended
during, but no longer than, the continuance of the force majeure. The affected party shall use all possible
diligence to remove the force majeure as quickly as possible.

The requirement that any force majeure shall be remedied with all reasonable dispatch s
the settlement of strikes, lockouts, or other labor difficulty by the party involved, contrary to ils wishes; how
all such difficulties shall be handled shalt be entirely within the diseretion of the party concerned.

The term “force majeure” as here employed shall mean an act of God, strike, lockout, or other industrial
disturbance, act of the public enemy, war, blockade, public riot, lightning, fire, storm, flond, explosion, gov-
ernmental restraint, unavailability of equipment, and any other cause, whether of the kind specifically enum-

crated above or otherwise, which is rol reagonably within the contrat of th, cla

he parly clabning suspension.
30, NOTICES
All notices authorized or required between the parties. and vequired by any of the provisions of this

agreement, shall, unless otherwise speeifieally provided, be given in writing by United States mail or Western

Union Telegram, postage or charges prepaid, and addressed to the party to whom the notice is given at the

—_11 —
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27. INSURANCE

At all times while operations are conducted hereunder, Operaler shall comply with the Workmen's
Compensation Law of the Slate where the operations are beiny! conducted.  Operator shall also carry or pro-
vide insurance for the benefit of the joint account of the parties as may be outlined in Exhibit “D” attached
to and made a part hereof. Operator shall reguire all contractors engaged in work on or for the Unit Arca
to comply with the Workmen’s Compensation Law of the State where the operations are being conducted and
to maintain such other insurance as Operhtor may réquire.

In the event Automobile Public Liabilily Insurance is specified in said Exhibit “D”, or subsequently re-
cecives the approval of the parties, no (lil'écl charge shall be made by Operator for premiums paid for such in-

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

If any party to this contract is sued on an alleged cause of action arising out of operations on the Unit
Area, or on an alleged cause of 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 atlorney as Chairman. Suits may be settled during litigation only with tho-j5int con-

sent of al) parties. No charge shall be made for services performed by the staff atto s for any of the
parties, but otherwise all expenses incurred in the defense of suits, together wi he amount paid to discharge

any final judgment, shall be considered costs of operation and shal charged to and paid by all partics in
proportion fo their then interests in the Unit Area.ly:keys, other than staff attorneys for the parties, shall

‘be employed in lawsuits involving Unit Area o tons 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 partie proportion to their then interests in the Unit Area. The provisions of this

paragraph shall n € applied in any instance where the loss which may result from the suit is treated as an
0ss rather than a joint loss under prior provisions of this agreement, and all such suits shall be
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
be within the discrefion of Ogerator so long as the amount paid n settlement ot any one claim does not exceed
five thousand ($5,000.00) . o .
sne-thousand—310868-8683 dollars and, if settled, the sums paid in settlement shall be charged as expense o

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 carry out ils obligations under
this aﬁreement. other than the obligation to make money pavmenis. that party shall give to all other parties
prompt wriiten notice of the force majeure with reasonably full particulars concerning it: thereupon, the
obligations of the party giving the notice, so far as they are affected by the force majeure, shall be suspended
during, but no longer than, the continuance of the force majeure. The affected party shall use all possible
diligence to remove the force majeure as quickly as possible.

The requirement that any force majeure shall be remedied with all reasonable dispatch shall not require
the settlement of strikes, lockouts, or other labor difficulty by the parly involved, contrary to its wishes: how
all such difficultics shall be handled shall be entirely within the discretion of the party concerned.

The term “force majeure” as here employed shall mean an act of God, strike, lockout, or other industrial
disturbance, act of the public enemy, war, blockade, public riot, lighining, fire, storm, flood, explosion, gov-
ernmental restraint, unavailability of cquipment, and any other cause, whether of the kind specifically enum-
crated ahave or otherwice, which is not reasenably within the contrel of the party claimi

Aa cusnNNoNcion
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30. NOYICES

Al notices authorized or required between the parties. and required by any of the provisions of this
agreement, shall, unless othevwise specifically provided, be given in writing by United States mail or Western

Union Telegram, postage or charges prepaid, and addressed to the party to whom the notice is given at the
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. addresees Jisted on Exhibit “A”. The originating notice to be given under any provision hereof shall be deemed

given only when received by the party to whom such notice is dirceted and the time for such party to give any

i
notice in response thereto shall run from the date the orivinating notice is received. The sccond or any re-

0 sponsive notice shall be deemed given when deposited in the United Stites mail or with the Western Union

Telegraph Company, with postage or charges prepaid. Each party shall have the right to change its address

at any time, and from t{ime to time, by giving written notice thercof to 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 Consenping Parties, and the Consenting Parties shall own and be entitled to
recelve, 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
payable out of, or measured by the production from such well, only insofar as the
production secured from the interval or intervals of the formation or formations
which are subject to said reworking operations accruing with respect to such
interest until it reverts) shall egual the total of those certain costs as further

described in Subparagraphis (A) and (B) of the third grammatical paragraph under
Section 12 hereof.

ehie i e e csers e

32. LATER CREATED LEASE BURDENS

If any party hereto hereafter creates any overriding royalty, production
payment or other burden against its working interest production, and if any other
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 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.

serpab s R A

33. NONDISCRIMINATION

In connection with the performance of work under this agreement, the
Operator agrees to comply with all of the prcvisions of Section 202 (1) to (7)
inclusive, of Executive Order 11246 (3C F.R. 12319), which are hereby incorporated
by reference in this agreement, and of all provisions of sald Exccutive Order
11246 and all rules, regulations and relevant orders of the Secretary of Labor.

AR TR,
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34. COVENANTS RUN WITH THE LAND

OPRRPER LY {6 ST

The terms, provisions, covenants and conditions of this agreement shall

be deemed to be covenants running with the lands, the lcase or leases and lease-

hold estates covered herehy. and All of the terms, provisions, covenants and

conditions of this agreement shall be binding upon and inure to the benefit of

the parties hereto, their respective heirs, executors, administrators, personal
representatives, successors and assigns.
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35, LAWS AND REGULATIONS

All of the provisions of this agrcement are expressly subject to all
applicable laws, oxders, rules and reqgulations 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 agree-
ment which 1s inconsistent with any such laws, orders, rules or regulations is

hereby modified so as to conform thercewith, and this agrecement, as so modified,
shall continue in full force.
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This agreement may be signed in counterpart, and shall be binding upon the partics and upon their heirs,
. . i
successors, representatives and assigns,

iy . KOCH EXPLORATION COMPANY, a division of :
. Koch Industrles,

|
%

H J Whlsnand A sistant Secretary

- KOCH INDUSTRIES, INC.

s e Ay 2 e P e e AR T

OPERATOR

RESERVE OIL, INC.
ATTEST:

By:

i
!
i
i
i
!
§
!

ATTEST:

Sl VIS

VT AN

LR HPCTNTRMNG ANEN LN ) 2kl

B AR

s

— 13 — t




TR 7 L

oS

Syie

RN

i BT SR S

SAUACN | -8 For SR RPN S

PRSIENNTR e T

20

) ¥
<z IQ%D Reserve Oil,

PV

Inc.

II.

III.

AN

EXHIBIT "A"

Attached to and made a partof that certain Operating Agreement dated
, by and between Koch Exploration Company, as Operator and

LANDS SUBJECT TO PPERATING AGREEMENT

2% 8
TOWNSHIP 36 NORTH, RANGE ¥ WEST

Section MWIIh 22 S/

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, XS 67201

Reserve 0il, Inc. 12.5%

~Post Office Box 17609

Denver, CO 80217
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ACCOUNTING PROCEDURE
JOINT OPERATIONS

1. GENERAL PROVISIONS

1. Definitions

“Joint Froperty” shall mean the veal and personal property subject to the agreement to which this Accounting
! Procedure is attached.

i “Joint Operations” shall mean all operations nccessary 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
Opecrations and which are to be shared by the Parties.

"Operalor" shall mean the party designated 1o conduct the Joint Operations.
“Non-Operators” <hall mean the parties to this agreement other than the Operator.
“Parties” shall mean Operator and Non-Operators.

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

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

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

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

2. Statement and Billings

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

3. Advances and Payménts by Non-Operators

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

Each Non-Operator shali pay its proportion of all bills within fifteen (15) days after receipt. If payment is not
made within such time, the unpaid balance shall bear interest monthly at the rate of twelve percent (125 ) per
~annum or {he maximum coniract rate permitted by the applicable usury laws in the state in which the Joint
Property is located, whichever is the lesser, plus atiorney’s fees, court costs, and other costs in connection with
the collection of unpaid amounts.

4. Adjustiments

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

Aulits

A. Non-Operator, upon nolice in writing to Opcerator and all other Non-Operators, shall have the right to audit Ope-
rator's accounts and reeords relaling to the Joint Account for any calendar year within the twenty-four (24) month
period foilowing the eud of such calendar year; provided, however, the making of an audit shail not extend the
time for the taking of written exception to and the adjustiments of accounts as provided for in Paragraph 1 of this
Scction J. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to
conduct joint or simultanecous audits in a manner which will result in a minimum ol inconvenience to the Opera-
tor. Opecrator shall bear no portion o the Non-Operators” audiit cost ncivived under this paragranh unless agreed
to by the Operator.
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Approval by Non-Opcrators

ax mer s vt
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Where an approval or other agreement of the Parties or Non-Operators is expressly required under other see-
tions of this Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains
no contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operator's proposal, and
the agreement or approval of a majorily in interest of the Non-Operators shall be controtting on all Non-Opera-
tors.
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H. DIRECT CHARGES
Operator shall charge the Joint Account with the followinyg items:
! 1. Rentals and Rayaltics :
5 : Lease rentals and voyalties paid by Operator for the Joint Operations, ‘ i
‘ 2. Labor i
- q A, (1) Salaries and wages of Operator's {ield employees divectly employed on the Joint Property in the conduct
: _ of Joint Operations.
' (2) Salavies of First Level Supervisors in the ficld, :
(3) Salaries and wages of Technical Employces dircetly employed on the Joint Property if such charges are

exciuded from the Overhead rules, !

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 salarics and wages chargeuble 1o the Jeint Account under Paragraph 2A of this
Section 11, 1f percentage assessment is used, the rate shall be based on the Operator’s cost experience,

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

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

3. Employce Benefiis -

Operator’s current costs of established plans for employees’ group life insurance, hospitalization, pension, re-
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operater’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 exceced twenty per cent {20%).

4. Material

Material purchased or furnished by Operator {or use on the Joint Property as provided under Section 1V. Only
such Material shall be purchased for or transferred to the Joint Property as may be required for immediate use
and is reasonably practical and consistent with efficient and economical operations. The accumulation of sur-
plus stocks shall be avoided.

5. Transportation

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

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

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

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

6. Services (See Section VI)

The cost of contract services, equipment and utilitics provided by outside sources, except services excluded by
Paragraph 9 of Section II and Paragraph 1. ii of Section lII. The cost of professional consultant services and con-
traect services of technical personnel 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 enpased on the Joint Pronerty shall not be charged to the Joint Account uniess previonclv agreed to by
the Parties.

2l A N N, K U

7. Equipment and Facilities Furnished by Operator

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates com-
: mensurate with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other
o operating expense, insurance, taxes, depreciation, and interest on investment not to exceed eight per cent (89%)
per annuni. Such rates shall not exceed average commercial rates currently prevailing in the immediate area
of the Joint Property.

i
‘ B.. In iicu of charges in Pavagraph TA above, Operator may eleet to use average commercial rates prevailing in
5 the immediate area of the Joint Properly less 2047, For automuotive equipment, Operator may elect to use rates
published by the Petroleum Motor Transport Association.

8. Damages and Losses to Joint Property

All costs or expenses necessary for the repair or replacement of Joint Property made necessary beeause of dam-
i ages ot losses incurred by fire, tlood, storm, theft, accident, or other cause, except those resulting from Operator's
I ! gross negligence or willful misconduet. Operator shinl furnish Non-Operator writlten notice of damages or losses

N M - N e ) N . BRIy [ N S R | . . v . .
curted as SHon as Praciicauiie altet a iviivit heednd D been recetved by Uperator.,

9. Legal Expense (See Saction VI)
Expense of handling, investizating and settling Jitization or ¢laims, discharging of liens, payment of judgments
and amounts paid for scttlement of claims imcurred in or resulting from operations under the agreement or
necessary 1o protect or rocover the Joint Property, except that no charge for services of Operator’s legal staff
or rces or expense of outside attorneys shall be made unrless previously agreed to by the Marties. All other legal
expense is considered to be covered by the overhead provisions of Scction HI unless otherwise agreed to by the
Parties, except us provided in Section I, DParacraph 3.
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! 10. Taxes ;

i

All tuxes of every kind and nature assessed or levicd upon or in conncction with the Joint Property, the opera- i

tion thereof, ot the production therefrom, and which tuxes have been paid by the Opertor for the benefit of the '

Partics. |

11, Insurance : i

o ; h.‘el premiums paid f_or instrance required to be carried for the Joint Operations for the prolection of the Par-

ties. In the event Joint Operations are conducted in a state in which Operator may act as sclf-insurer for Work-
men's Compensation andyor Employers Liability under the respeclive state's laws, Operator may, at ils election,
include the risk under its self-insturance program and in that event, Opcerator shall include a charge at Operator's
cost not to exceed manual rates.

12, Otiher Expenditures '

Any other expenditure not covered or dealt with in the foregoing provisions of this Scction 1, or in Scction 111,
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operations.

1Il. OVERHEAD

1. Overhead - Drilling and Producing Operations )
.l i. As compensation for adminisirative, Supcivision, office Services and wavehousing costs, Operator shall charge
drilling and producing operations on cither:
( xxx) Fixed Rate Basis, Paragraph 14, ov
( ) Percentage Basis, Parvagraph 1B.

1 pinn 11 Py

Unless otherwise agreced to by the Parties, such charge shall be in lieu of costs and expenses of all offices
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable
under Paragraph 2A, Section II. The cost and expense of services from outside sources in connection with
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be censidered
as included in the Overhead rates provided for in the above selected Paragraph of this Section I1I unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account.

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

services and contract services of technical personnel directly employed on the Joint Property shall ( ) shall
not (xy be covered by the Overhead rates.

R ————

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:
I
(a) Drilling Well Rate

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

[2] Charges for offshore drilling wells shall begin on the date when drilling or completion equipment
arrives on location and terminate on the date the drilling or completion equipment moves off loca-
tion or rig is released, whichever occurs first, except that no charge shall be made during suspen-
sion of drilling operations for iilteen (13) or more consecutive days

{31 Charges for wells undergoing any type of workover or recompletion for a period of five (§) con-
secuiive days or more shat{ be made at the drilling well rate. Such charges shall be applied for
the peried from date workover operations, with rvig, commence through date of rig release. except

ihat no charge shall be made during suspension of operations for fifteen (15) or more consecutive
days.

i Bty

(b) Producing Well Rates

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

BN G ARG AR W

f2] Each active completion in a multi-completed well in which production is not commingled down
hole shall be considered as a one-well charge providing each conspletion is considered a scparate
well by the governing regulatory authority.

£ T

e

{3} An inactive gas well shut in because of overproduction or failure of purchaser to take the produc-
tiou shall be considercd as a one-well charge providing the gas well is divectly connected to a per-
manent sales outlet,

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

-

131 All other inzactive wells (including but not limited to inactive wells covered by unit allowable,

3 R N N T I Tt I UL T e e
lease allowable, transferved alleweble, etel) shall net qualily {fov aa overhead tharge

RIS IVELES

(3) The well rates shall be adjusted as of the Tirst day of April cach year followiny the effective date of the
agreement to which this Accounting Procedure is attached. The adjustment shail be computed by multi-
plying the rate currently in use by the percentage increase or decrease in the average weekly carnings of
Crude Petroleum and Gas Production Workers tor the last calendar year compared to the calendar year
precedingg os shown by the index of averase weekly eanings of Crude Petroleum and Gas Fields Produc-
tion Workers as published by the United States Departiment of Labor, Bureau of Labor Statistics, or the
cquivalent Canadizn index as published by Statistics Canada, as applicable, The adjusted rates shall be
the rates curvently in use, plus or minus the computed adjustment.

e
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J B. Overhead - Pereentage Basis
(1) Operator shall charse the Joint Account at the {oliowing rates:
{(a) Decvelopment 1
f e Pereent { ) of the cost of Development of the Joint Property exclusive of costs

provided under Paracraph 9 of Scction I and all salvage credits.
(L) Operaling

—_— Percent (%) of the cost of Operatingg the Jaint Property exclusive of costs provided
: : under Paragraphs 1 and 9 of Section I1. 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-
cral 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 111, de-
' velopment-shall include all costs in canncetion with drilling, redvilling, deepening or any remedial opera-
tions on any or all wells involving the use of drilling crew and equipment; also, preliminary cxpenditures
nccessary in preparation for drilling and expenditures incurred in abundoning when 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 Construction as ce:.ned in
B Paragraph 2 of this Secction IIl. AH other costs shall be considered as Operating.

2. Overhecad - Major Construction

— To._comnensate Operator for overhead costs incurred in the construction and installation of fixed assets, the ex-
pansion of fixed asscls, and any other project clearty discermibie as a fixed asset réquired o1 1ié developmeniana
ope at;on of the Joml Pxopex t\' Opelatm ahall q&h«s nego!mtc a nle pricr to thc bugmmng of conslluctlon-m-.-ea«}
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of § : §
A. 9% of total costs if such costs are more than $______ . Bt-1TSs than § ___; plus i
B. <6 of total costs in excess of § I— out less than $1,000,000; plus }
C. 9 of total costs in excesso ,000,000. ;
Total cost_shal i the d1oss cost of any one project. For the purpose of this paragraph; the component patts

3. Amendment of Rates

The Overhead rates pi‘q\'ided for in this Section III may be amended from time to time only by mutual agreement
between the Parties hereto if, in practice, the rates are found to be insufficient or excessive.

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

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

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

1. Purchases

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

2. Transfers and Dispositions

Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the
- Operator, unless otherwise agreed 1o by the Parties, shall be priced on the following bases exclusive of cash dis-

T O e 81 sQ

counts:
£
: A. New Material {Condition A)
,; (1) Tubular goods, e\cept I.nc plpe <h ll be priced at the current new price in effeet on date of movement on a
maximum carload e= e basis, regar dless of qu'mtlty tmmfex red, equalized to the Jowest
published price fo.b. raxluay receiving point <s— 2 noalest the Joint Property
H where such Material is normally available.
(2) Linc Pipe
} {a) Movement of less then 30,000 pounds shall be priced at the current new price, in effect at date of
§ movement, as listed by a reliable supply store nearvest the Joint Property where such Material is nor-
i mally avatlatle.
3
§ (b) Alovement of 30,000 pounds or move shall be priced under provisions of tubular goods pricing in Para-
H graph 2A (1) of this Section 1V.
1 (3) Other Material shall be priced at the current new price. in effect at date of movement, as listed by a reliable
H supply store or f.o.b. railway receiving point nearest the Joint Property where such Material is normally
i avatlable.
§

o))
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. Goud Used dMateriad (Condition 13)

Malerial in sound and serviceable condition and suitable for reuse without reconditioning:

(1) Material moved to the Joint Property

(a) At geventy-five percent (7577 ) of current uew price, as determined by Pavagraph 2A of this Scction V.
(2) Material moved from the Joint Property

(i) Al sevenly-five pereent (739 of current new price, as determined by Paragraph 2A of this Section 1V,
! if Material was orizinally charaed to the Joint Account as new dalterial, or
;
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{b) at sixty-five pereent (654 ) of current new price, s determined by Paragraph 2A of this Scection
IV, if Material was oviginally charsed to the Joint Aceount as good used Material at seventy-five per-
cent (7577 ) of current new price,
The cost of reconditioning, if any, shall be absorbed by the transferrving property.
C. Other Used Material (Condition C and 1))
(1) Condition C

Muaterial which is not in sound i serviceable condition and not suitable for its ortginal function until
after reconditioning shall be priced at fifty pereent (50¢7) of current new price as determined by Para-
graph 2A of this Scetion IV, The cost of reconditionhing shall be charged to the receiving property, pro-
vided Condition C value plus cost of reconditioning does not exceed Condition B value.

{2) Condition D '

All other Matervial, ineluding junk, shall be priced at a value commensurate with its use or at prevailing
prices. Material no longer suitabie for its oviginal purpose but usable for some other purpose, shall be
priced on a basis comparable with thal of jtems nermally used for such other purpose. Qperator may dis-
pose of Condition D Malerial under procedures normally utilized by the Operator without prior approval
of Non-Opcrators.

D. Obsolete Material

Material which is serviceable and usable for iis original function butl condition and/or valuc of such Material
is not equivalent to that which would justify a price as provided above may be specially priced as agreed to by
the Parties. Such price shonld vesnit in the Joiint Accouni ucing charged with the valuc of the service ren-
dered by such Malerial.

E. Pricing Conditions

.

(1) Loading and unloading costs may be chavged to the Joint Account at the rate of fifteen cents (13¢) per
hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, when
actual hauling cost of such tubular goods arve cqualized under provisions of Paragraph 5 of Section 1.

(2) Material involving erection cosis shall be charged at applicable percentage of the current knocked-down
price of new Material.

3. Premium Prices

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes
or other unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the
requived Material at the Operator’s actual cost incurred in providing such Material, in making it suitable for use,
and in moving it to the Joint Property: provided notice in writing is furnished to Non-Operators of the proposed
charge prior to billing Non-Operators for such Material. Each Non-QOperator shall have the right, by so electing and
notifying Operator within ten days after veceiving 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 not warrant the DMaterial furnished. In case of defeetive Material, credit shall not be pas'sed to the
Joint Account until adjustment has been received by Operator from the manufacturers or their agents.

V. INVENTORIES
The Operator shall maintain detailed records of Controllable Material.
1. Periodic Inventories, Notice and Representation

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

w

Reconcilintion and Adiustment of Yuventories

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

3. Spccial Inventorics

“ Special Inventories may be taken whenever there is any sale or change of interest in the Joint Property. It shall
be the duty of the party selling to nolify all otner Parties as quickly as possible after the transfer of intevest takes
place, In such cases, both the seller and the purchaser shall be governed by such inventory.

4. Expense of Conducting Periodie Inventories
] g

The expense of conducting periodic Inventorics shall not be charged to the Joint Account unless agreed to by the
Partics.

SECTION VI:

Should Operator determine that it is necessary oy advisable to retein an outside attorney
to represent Operator for the bepefir of the Parties at a hearing of . or before, a state
or federal regulatory agency concerning a matter directly affecting the Joint Property,
then the fees and expenses of such outside attorney shall be considered "cost of
professional consultant services and contract services of technical personnel directly
engaged on the Joint Property" as set out in Section [I.06.
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Wichita, Kansas 67201

KOCH EXRIBIT

K. W. Anderson, District Administrative Coordinator
Denver Exploration and Production District

May 29, 1980 ' c— 25-AE
. RO SRR SN A T K v | o el T ST Y O T T

BFFOPFEXANHNERSIANETS
Ol CCNSERVATION DIVISION

Keaw  0usiT o, b

CASEROMRY wMe]
Submitted by ‘LH.‘HIMA__M_ ;

| {iearing Date _§8 "1 /8] tj
RE: DRYDEN NO. 1, DRYDEN NO. 2 e S—
GONSALES NO. 1, ALL IN

SAN JUAN COUNTY, NEW MEXICO

P et
TN LSS

s rurs oy

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

_ATTEMTTINN . MD. . D 1. M Al MAN
AR 0 il ANV " ave NS b » LA NI thal LS

Gentlemen:

We are returning an approved copy of each of your AFEs to drill the above-
captioned wells.

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

We request that your dailing drilling 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 yours,

/\/
/i22fzki/2:/é£1’7“Z§£k<14’\”
H.W. Anderson

HWA:HRUW: 1p
atis.
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( GETTY 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 0il Company, Three Park Central, Suite 700, 1515 Arapahoe
Street, Denver, Colorado 80202, with the following informaticn relative to the
well(s) being drilled by your company in which Getty has a working interest:

1.
2.

One copy of your expected drilling program or prognosis prior to spud.

A daily telephone report from cspud date to well completion (contact Mrs. Bonnie
Scales (303) 623-4200). Please include any known geolegical information in
this telephone report, such as sample tops, 1itho]ogy) shows, etc.

Confirmation of drilling report by mail.

Timely notification prior to DST, coring, loyging, 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:

S

A. C.M. Castelluccio -~ Geologist
(303) 399-6171

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

C. Abe Landers - Engineer
(303) 237-9633)
Two copies each of preliminary and three copies each of final results of any
tests, DST's, core descriptions, core analysis or other special operations.
One copy of all notices and reports filed with State, Federal or other agencies.
One copy of final well report, completion summary and engineering report.
Three copies of wire 1ine log field prints.
One sepia and two prints of final log.
Sample cut requivements: None.

One field and one final copy of mud log (if any). Please arrange to mail
field copy daily, if possible.




W.J. Newman

' ’
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.
1
District Production Manager
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i‘rederick J. Hansen James T. Skelt Lebert KOCH EXH IB I T AEne——
GENERAL COUNSEL ATTORNEY (New z‘)tle.ms) AT Pgm«?i Shuitz

. Elton A. Ellison Gary A. Gorman H. At

; ATTORNEY AlTrgRNEY AY r%nmvca Idwell ;
Robert D. Buettner Michelle A. Reagan %'" '<‘ K c H
ATTORNEY ATTORNEY L N

INDUSTRIES INC.
LEGAL DEPARTMENT

BEFORE EXAMINER STAMETS

Ol CONL_RVATION DIVIBION

February 18, 1981 ﬁﬁnmmw‘ T

Getty Reserve 0il, Inc.
c/o Getty 0il Company

3 Park Central

Suite 700

1515 Arapahoe Street
Denver, CO 80202

-
[ S
‘;_n ‘;:I
+
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Subrnitted By

Hearing Dqte_ah‘.lg_g____‘

Re: . Dryden #l1 and #2, T 28N, R 8W,
San Juan County, NM (C-25-AC, C-25-AD

Attn: Mr. Dan W. Sparks

Gentlemen:

Attached for your review and execution if satisfactory, are
part and counterpart of a letter agrecment and joint oper-
ating agreements and authorizations for expenditures covering
the captioned wells.

, The joint operating agreements and authorizations for expendi-
N : tures are the same as those you executed a few months ago
SR except for the interest rate change noted in the letter
agreement and the insurance provisions. The agreements as
submitted herewith reflect the corporate policy of Koch
P _ - Industries, which is to carry no insurance beyond workmen's
RN . ) '~ compensation for the joint account. The previous submittal
I : ~ was inadvertent and erroneous and reflected a provision in a
LT 4 form proposed by another operator in another area.

'.;;_ ‘ Yours very truly,
e - Rty DBt

R. D. Buettnerx

X

ces H J w}\‘ievl

2. . b 4 i

2/127a

-

Executive Offices: Post Office Box 2256 » Wichita, Kansas 67201 = Telephone 316/832-5500
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EXPLORATION COMPANY

O

February 18, 1981

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

Suite 700

1515 Arapahoe Street
Denver, CO 80202

"Attn: Mr. Dan W. Sparks

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

Gentlemen:

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
and ‘gas lease from the United States of America as Lessor,
which covers the drill site units for such wells known as
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
satisfy yourselves that vou have title to the interests in
question.

Therefore, Koch has filed applications with the oil con-~
servation division of the New Mexico Department of Energy
and Minerals for an order pooling all mineral interests
which will be evaluated by the captioned wells, that is, all
interests in the North Half of Section 28 and the South Half
of Section 22, all in Township 28 North, Range 8 West NMPM,
San Juan County, New Mexico.

OIVISION OF KOCH INDUSTRIES INC / BOX 2255, WICHITA, KANSAS 67201 / TELEPHONE 316-832.5237
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Getty Reserve 0il, Inc.
Page 2 i

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., Kcch shall thereafter bill Getty for its share of
drilling based upon the division of interest shown in the
exhibits. R ) o T

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) months of the date of spudding cf the Dryden well
#2, then Exhibits 1 and 2 shall be null and void and of no
further force and effect and Getty shall have no obligation
to pay any part of such billings.

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

ending six months after spudding of the Dryden 42 well.

6. If Getty has not paid 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
pooling and Getty agrees that it shall in no way oppose such
applications.

7. This agreement shall bind the successors, affiliates
and assigns of Koch and Getty.

If the foregoing accurately sets forth your understanding of




’l
i Getty Reserve 0il, Inc.
1 Page 3 )
H i
? i
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
i : o, division of Koch Industries, Inc.
. 4 ~ ; * ’
j ' ;/ / 1V, g - / -
. By Nl %‘, I ’{/ s
! H. J. WHISNAND, adferr . g - ’ > = PRI N
. 3 WHISNA o AQ?(‘:_?\NT“SFCYKOCH INDUSTRIES, INC. FRESIDeN
ACCEPTED AND AGREED TO THIS - DAY OF ' . 1981.
ATTEST: GETTY OIL COMPANY
By By
L 2/034
i 2/127
|
|
e
B
-
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(:“ wa Exhibit 1-A attached
to and made a part of
letter agreement dated
February 18, 1981,
between Getty 0il Compan
and Koch Exploration
Company.
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AAPL. FORM 610 Rl I
MODEL FORM OPERATING AGREEMENT —1956
Non-Federal Lands
i
OPERATING AGREEMENT
DATED
February 20 , 1980
N 6f Section 28
FOR UNIT AREA IN/TOWNSHIP.28 Noxrth =~ RANGE 8 West

San Juan ____ COUNTY, STATE OF___New Mexico

AMERICAN  ASSOCIATION OF PETROLEUM LANDMEN

APPROVED FORM. AAPL. NO. 610
MAY B8E ORDERED DIRECTLY FROM THE PUBLISHER
KRATTOILY PROBULTS, BCX 300, TULSA 74101
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OPERATING AGREEMENT

THIS AGREEMENT, cntered into this. _20th _qay of___ . _Fekruary 19890  petween
Koch Exploration__S:_qgr_\p_a_ny, a division of »Ko»ch_}_n_dust:rj._esv,’ Inc.,

herecafter designated as '*Operator”, and the signatory parties other than Operator.

WITNESSETH, THAT:

WHEREAS, the partivs to this agrecement are owners of oil and gas leases covering and. if so ind‘ica\cd.
unlcased 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 herveinafter
provided:

NOW, THEREFORE, it is agreed as follows:

1. DEFINITIONS

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

“them.

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

porate bodies, partnerships, associations, or persons real.

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

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

(5) Thé term “Unit Area” shall refer to and include all of the lands. oil and gas leasehold interests and oil
and gas interests intended to be developed and operated for oil and gas purposes un}del' this agreement.
Such lands, oil and gas leasehold interests and oil and gas interests are described in Exhibit “A”.

(6) The term- “drilling unit” shall mean the area fixed for the driliing 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) A]l exhibits attached to this agreement are made a part of the contract as fully as though copied in full
in the contract.

(8) The words “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 lease committed hereto is currently producing
in other lands or formations not committed to this agreement, there shall be no
requirement for current examination of title to the oil and gas lease committed
hereto; however, at the option of COperator, 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 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 be borne by the parties to this
agreement, unless such party furnishes Operator an existing title opinion showing
clear leasehold title in such party and in that case the cost thereof shall be bcorne by

the party being the cost of the drilling of the initial test well and shall be

considered a part of the cost of drilling such well. No charge shall be made;

however, for any title examination made by any attorney who is an employee of a
party hereto. '

—_—1

“Joint Loss”
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of cach supplemental opinion, and of all final opinions. shall be sent promptly to cach party.
the examining attorney concerning the validity of the title lo cach oil and gas interest and each s¢, and the

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

acceptability of

leases as to primary term. royalty provisions. drilling obligations, and special bugsddhs, shall be a matter for

approval and acceptance by an authorized representative of each party.

All title examinations shall be made, and title reports submiited, within a pericd of _________days afler the

submission of abstracts and title papers. Each party shall it good faith, try to satisfy the requirements of the

examining attorneys concerning its leases and inter . and each tshall 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 sh: hen be asked to state in writing whether they will waive the title

defects and accept the leases y( ests, or whether tnev wnll stand on the attorney's opinion, . If one or more .

s
.

ics refuse o Waive iijle’defects, this agreoment shall in that case, be terminated and abandoned, and sll

abstracts and title pagers shall be returned to their senders. If all titles are approved by the examining at-

B. Failure of Title:

After all titles ate approved or accepted, any defects 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 loss. If such a loss occurs, there shall be no

change in, or adjustment of, the interests of the parties in the remaining portion of the Unit Area.

C. Loss of Leases For Other Than Title Failuve:

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
term and not be renewed or extended, the loss shall not be considered a failure of title and all such losses shall
be joint losses and shall be borne by all parties in proportion to their interests and there shall be no readjust-

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

FUINYY Wy e v a rAn T ey

the purpose of this agreement as if it were a leased interest under the form of oil med as
Exhibit “B’ aad for the primary term therein stated. As to s@%ﬁﬁﬁceivc royalty on
production as prescribed in the form of ol r&’gmtacheci hereto as Exhibit “B”. Such party shall,
however, be sub_jmjof this agreement relating to lessees, to the extent that it owns

4. INTERLSTS OIF PARTIES

A LTS SRR N
o) .

Xhivit A" lisis ail of the parties, and their respective percentage or fractional interests under this
agreement. Unless changed by other provisions, all costs and liabilities incurred in operations under this con-
tract shall be borne and paid, and all equipment and material acquired in operations on the Unit Area shall be
owned, by the parties as their interests are given in Exhibit “A”. All production of oil and gas from the

Unit Area, subject to the payment of lessor’s royalties, shall also be owned by the parties in the same manner,
—_2

“Joint Loss”
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If the interest of any party in any otl and 2us lease covered by this adrcement is subjeet to an overriding

royally, production payment, or other chinrge over and above the usual one-eigthh (1) royalty, such party shall

assume and aftone bear all such excess oblizations and shall account for them to the owners thercof out of its -

share of the working intercst production of the Unit Avea.

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 divect and have fuli control of all Gperations on the Unit Area as per-
mitted and required by, and within the limits of, this agreement. It shall conduct all such operations in a good
and workmanlike manner, but it shall have no liability as Operator to the other partics for losses sustained,

or Mabilities incurred, except such as may result from gross negligence or from breach of the provisions of
this agreement.
6. EMPLOYEES
- .. ‘The number of .employeces and their Selection, and the hours of labor and the compensation for services
performed, shall be determined by OperatorAllemplo&ees:hall be the employees of Operaior,
7. TEST WELL
On oc before the__1st  dayof ____August

, 1980 . | Operator shall commence the drill-

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

NY% of Section 28, Township 28 North, Range 8 West,
San Juan County, New Mexico,

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

6,670 feet or sufficient to test the Dakcta formation

unless granite or other practically impenetrable substance is encountered at a lesser depthor unless all parties

agree to complete the well at a lesser depth.

Operator shall make reasonable tesis of all formations encountered during drilling which give indica-

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 to which this 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 operation of the Unit Arca pursuant to this agreement and shall
charge each of the parties hereto with their respective proportionate shares upon the cost and expense basis
provided in the Accounting Procedure attached hereto and marked Exhibit “C”. If any provision of Ex-
hibit “C” should be inconsistent with any provision contained in the body of this agreement, ihe provisions in

the body of this agreement shall prevail.

Operator, at its election, shall have the right from time to time to demand and reéeive from the other
parties payment in advance of their respective shares of the estimated amount of the costs fo be incurred in
operations hereunder during the next succeeding month, which right may be exercised only by submission to
each such party of an itemized statement of such estimated costs, together with an invoice for its share there-
of. Each such statement und invoice for the pavment in advance of estimated costs shall be submitted on or

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

- such estimate within fifteen (15) days after such estimate and invoice is received. If any party fails to pay its

share of said estimate within said lime, the amount due shall bear interest at the prime rate on date

e end

that each party shall bear and pay its proportionate share of actual costs incurred. and no more,
PR
Revised 1967

* But in no event, however, shall said interest exceed the maximum
rate permitted by applicable law.

of

billing as established by the First National Bank at Wichita, Kansas, glus one—4
perxr annum until paid. Proper adjustment shall be made monthly between advances and actual cost, to t

(1%)*

percent

T
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9. OPERATOR'S LIEN

Operalor is given a first and preferred lien on the interest of each party covéred by this contract, and
in each pacty's interest in oil and gas produced and the proceeds thereof, and upon cach party’s interest in ma-
terial and cquipment, to s¢oure 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
expense or such advance estimate within the time limited for pavment thereof, Operator, without pl'qjudice to
other existing remedies, is authorized, at its clection, to collect from the purchaser or purchasers of oil or gas,
the procceds accruing to the working interest or interests in the Unit Area of the delinquent party up to the
amocunt owing by such parly, and each purchaser of oil or gas is authorized te rely upon Operator’s statement
as to the amount owing by such party.

In the event of the neglect or failure of any non-operating party to promptly pay its proportionate part

of the cost and expense of development and operation when due. the other non-operating parties and Operator,

- within. thirty_(30). davs. after. the rendition of statements therefor by Operator,“s,l_lgll proportionately contribute

to the payment of such delinquent indebtedness and the non-operating parties so contributing shal! be entitled
to the same lien rights as are granted to Operator in this section. Upon the payment by such delinquent or
defaulting party td Operator of any amount or amounts on such delinquent indebtedness, or upon any recovery
on behalf of the non-operating parties under the lien conferred above, the amount or amounts so paid or re-
covered shall be distribﬁted and paid by Operator t¢ the other non-operating parties and Operator propor-

tionately in accordance with the contributions theretofore made by them.

» 10. TERM OF AGREEMENT

This agreement shall remain in full force and eifect for as long as any of the oil and gas leases subjected
to this agreement remain or are continued in foxjce as to any part of the Unit Area. whether by production, ex-
tension, renewai 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 quantities from the Unit Area, then at the end
of ninety (90) days after abandonment of the first test w_ell. 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 resuits there-
from this agreement shall continue in force thereaiter 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 terminate
at the end of ninety (90) days after abandonment of such well or wells. 1t is agreed, however, that the term-
ination of {his 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 provided 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 wel], including  necessary
tankage; (b) No weli shail be reworked, plugged back or decpened except a well reworked, plugged back or
deepened pursuant to the provisions of Section 12 of this agreement. it being understood that the consent to
the reworking, plugging back or deepening of a well shall include consent to all necessary expenditures in
conducling such operations and completing and equipping of said well to produce, including necessary tank-

age; (c) Operator shall not undertake any single project reasonably estimated to require an expenditure in
excess of__Twenty thousand and no/100----~~---—------—--~- Dollars ($20,000.00

except in connection with a well the drilling, reworking, deepening, or plugging back of which has been pre-
viously authorized by or pursuant to this agreement; provided, however, thal in case of explosion, fire, flood,
or other sudden emergency, whether of the same or different nature, Operator may take such steps and incur
such expenses as in its opinion are required to deal with the emergency and to safeguard life and property,
but Operator shall, as promptly 25 possible, report the emergency to the other parties. Operator shall, upon

request, furnish copies of its *“Authority for Expenditures” for any single project costing in ex-

cess of $10,000.00,




T I AEN RIS B (K xmd AR

VRS

AALLL FORM 610

12. OPERATIONS BY LESS THAN ALL PARTIES

If all the parties cannot mutually agree upon the drilling of any well on the Unit Areca other than the
test well provided for in Scction 7, or upon the reworking, decpening or plugging back of a dry hote dritled
at the joint expense of all parties or 2 well jointly owned by all the parties and not then producing in paying
quantitics on the Unit Area, any parly or partics wishing to drill, rework, deepen or plug back such a well
nilay give the other parties written notice of the proposed operation, specifying the work to be performed,
the location, proposed depth, objective formation and the estimated cost of the operation. The parties ret:‘c-iv-
ing such a notice shall have thirty (30) davs (except as to reworking, plugging back or drilling deeper, where
a drilling rig is on location, the period shall be limited to forty-eight (48) hours exclusive of Saturday or Sun-
day) .aﬂer receipt of the notice with&n which té notify the parties wishing to do the work whether they elect
to participate in the cost of the proposed operation. Failure of a party receiving 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
parties being hereafter referred to as “Non-Consenting Party™), then in order to be entitled 'to the benefits
of this section, the parly or parties giving the notice and such other parties as shall elect to participate in the
operation (all such parties being hereafter referred to as the “Consenting Parties"} shall, within thirty (30)
days after the expiration of the notice period of thirty (30} days (or as promptly as possible after the expir-
ation of the 48-hour period where the drilling rig is on location, as the case may be) actually commence work

on the proposed operation and complete it with due diligence.

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the
proportions that their respective interests as shown in Exhibit “A" bear to the total interests of alt Consenting
Parties. Consenting Parties shall keep the leasehold estates involved in such operations free and clear of all
liens and encumbrances of every kind created by or arising from the operations of the Consenting Parties. If
such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well at their sole
cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this
section 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 Operator and
shall be operated by it at the expense and for the account of the Consenting Parties. Upon commencement of
operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Parties

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

- quished 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 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 production -

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

{A) 100<, of each such Non-Consenting Party’s share of the cost of any newly acquired surface equipment

beyond the wellhead connections {including, but not limited to, stock tanks, separators, treaters,
pumping equipment and piping), plus 100¢% of cach such Non-Consenting Party’s share of the cost of
operation of the well commencing with first production and continuing until each such Non-Consenting
Party's relinquished interest shall vevert to it under other provisions of this section, it being agreed that
each Non-Consenting Party's share of such costs and equipment will be that interest which would have

been chargeable to each Non-Consenting Party had it participated in the well from the beginning of
the operation; and

(B) 2004 of that portion of the costs and expenses of drilling, reworking, deepening or plugging back,
testing and completing, after deducting any cash contributions received under Section 25, and 260¢%
of that portion of the cost of newly acquired equipment in the well (to and including the wellhead

connections), which would have been chargeable to such Non-Consenting Parly if it had participated
therein.
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In the case of any reworking, plusing back or decper drilling operation, the Consenting Partics shall
be permitted to usa, tree of cost, all casing, tubing and other equipment in the well, but the ownership of all
sich equipment shall remain unchanged; and upon abandonment of a well after such veworking, plugging
back or deeper drilling, the Consenting Partics shall account for all such equipment to the owners thereof,

with cach party veceiving its proportionate part in kind or in valuc.

Within sixty (60) days after the completion of any operation under this section, the party conducting
the operations for the Consenting Parties shall furnish each Non-Consenling Party with an inventory of
the equipment in arid connected to the well, and an itemized statement of the cost of drilling, deepening,
plugaing back, testing, completing, and cquipping the well for production; or, at its option, the opcrating
party, in licu of an itemized statement of such costs of operation, may submit a detailed statement of tnonthly
billings. Each month thereafter, during the time the Consenting Parties are being reimbursed as provided
ahoave, 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 quantity of oil
and gas produced from it and the amount of proceeds realized from the sale of the well’s working interest
production during the preceding month. Any amount realized from the sale or other disposition of equip-
ment newly acquired in connection with any such operation which would have been 2wned by a Non-Con-
senting Party had it participated therein shall be credited against the total unreturned costs of the work done
and of the equipment purchased. in determining when the interest of such Non-Consenting Party shall revert

to it as above provided: if there is a credit balance it shall be paid to such Non-Conécnting Party.

If and when the Consenting Parties recover from a Non-Consentinig Party’s relinquished interest the
amounts provided for above, the relinquished interests of such Non-Consenting Party shall automatically
revert to it and from and after such reversion such Non-Consenting Party shall own the same interest in such
well, the ope}ra.ting rights and working interest therein, the material and equipment in or pertaining thereto,
and the production therefrom as such Non-Consenting Party would have owned had it participate? in the
drilling, reworking, deepening or plugging back of said well. Thereafter. such Non-Consenting Party shall be
charged with and shall pay its proportionate part of the further costs of the ¢ ratinr: of said well in accord-

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

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

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

for such source of supply.

The provisions of this section shail have no application whatsoever to the drilling of the initial test
well on the Unit Area, but shall apply to the reworking, deebening, or plugging back of the initial test well
after it has been drilled to the depth specified in Section 7, if it is, or thereaiter shall prove to be, a dry
hole or non-comimercial well, and to all other wells drilled, reworked, decpened, or plugged back, or pro-

posed to be drilled, reworked, deepened, or plugged back, upon the Unit Area subsequent to the drilling of
the initial test well.

13. RIGHT TO TAKE PRODUCTION IN XIND

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

share of the production shall be borne by such party.

Each party shall execute all division orders and contracts of sale pertaining to its interest in produc-

tion from the Unit Area, and shall be entitled to receive payment direct from the purchaser or purchasers

thereof for its share of all production.
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In the event any party shall fail to muke the wrrangements necessary to take in kind or sceparately
dispose of ils proportionate sharve of the oil and gas produced from the Unit Arvceu, Opervator shall have the
right, subject 1o revocation at will by the party owning it, but not the obligation, to purchase such oil and
gas or sell it to others for the time being, at not less than the market price prevailing in the area, which
shall in no event be less than the price which Operator receives for its portion of the oil and gas produced
from the Unit Arca. Any such purchase or sale by Operator shall be subject always to the right of the
owner of the production to exercise at any time its vight to take ;n kind, or scparately dispose of, its shire of
all oil and gas not previously delivered to a purchaser. Notwithstanding the foregoing, Operator shall not
make a sale into interstate commerce of any other party's share of gas production withcut first giving such

oﬂmrpmh'ﬂﬂy(ﬁm 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.

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 devélopment
or operation thereof, including Operator’s books and records relating thereto. Operator shall, upon request,
furnish each of the other parties with copies of all drilling reports, well logs, tank fables, daily gauge and
run tickets and reports of stock on hand at the first of 2acH month. and shall make available samples of any

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

15. DRILLING CONTRACTS

All wells drilled on the Unit Area shall be drilled on a competitive contract basis at the usual rates

- prevailing in the area. Operator, if it so desires., may employ its own tools and equipment in the drilling
of wells, but its charges therefor shall not exceed the prevailinz rates in the field, and the rate of such
charges shall be agreed upoﬁ by the parties in writing before drilling operations are commenced, and such
work shall be performed by Operator under the same terms and conditions as shall be customary and usual

in the field in contracts of independent contractors who are doing work of a similar nature.

16. ABANDONMENT OF WELLS

No well, other than any well which has been drilled or reworked pursuant to Section 12 hereof for
which the Consenting Parties have not been fully reimbursed as therein provided, which has been com-

pleted as a 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 weil, those wishing to continue its operation shaii tender

to each of the other parties its proportionate share of the value of the well’s salvable material and equip-
ment, determined in accordance with the provisions of Exhibit “C”, less the estimated cost of salvaging and
the estimated cost of plugging and abandoning. Fach abandoning party shall then assign to the non-
abandoning parties, without warranty, express or imgiied, as to title or as to quantity, quality, cr fitness for use

of the equipment and material, all of its inierest in the well and its equipment, together with-its interest in
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the leasehold estate as to. but only as to. the interval or intervals of the formation or formations then open

D2

to production. The assignments so limited shall encompass the “drilling unit” upon which the well is located.

i te

The payments by, and the assignments to, the assignees shall be in a ratio based upon the relationship of
their respective percentuges of participation in the Unit Area to the aguregate of the percentages of partici-
paticn in the Unit Area of all assignees.

of the Unit Area.

There shall be no readjustiment of interest in the remaining portion

LT ALLPA A A

WSS

After ihe assignment, the assignors shall have no further responsibility, liability, or interest in the

operation of or production from the well in the interval or intervals then open. Upon request of the assignees,

Opcrator shall continue to operate the assigned well for the account of the non-abandoning parties at the

A g s

rates and charges contemplated by this adreement, plus any additional cost and charges which may arise as

the result of the separate ownership of the assigned well,

”
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17. DELAY RENTALS AND SUHUT-IN WELL l'\\'\ll.hTS
The party presently paying shall continue to
Bhepaibaerbiadl pay all delay rentals aud shut-in well payvments which may bo required under the

terms of its lease or leases and submit cv;dcnce of each pavment 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 payment. The amount of such reimbursement shall be
charged by Operator to the joint account of the parties and treated in all respects the same as costs incurred
in the development and operation of the Unit Arca. Each party responsible for such payments shall diligently
attempt to make proper payment, but shall not be held liable to the other parties in damages for the loss of
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 payment shall be 2 joint loss and there shall be no readjustment of
interests ip the remaining portivn of the Unit Area, If any party secures a new lease covering the terminated
interest, such acquisiton shall be sgbjcct to the provisions of Section 23 of this' agree}ﬁéat. - '

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

the Unit Area is shut in and the reason therefor.

~ v 1

cerning its proposed sale, which shall include the name and address of the prospective pwrChaser (who must
be ready, willing and able to purchase), the purchase price. and all other terms.e e offer. The other parties
shall then have an optional prior right, for a period of ten (10) days-diter receipt of the notice, to purchase
on the sams terms and conditions the interest which the otber"party prceposes to sell: and, if this optional right
is exercised, the purchasing parties shall sharve the-Purchased interest in the proportions that the interest of
each bears to the total interest of all purchasing parties. However, there shall be no preferential right to pur-

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

reorganization, copswttdation, or sale of all of iis assets, or a sale or transfer of its interests to a subsidiary or

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

15. SELECTION OF NEW OPERATOR

Should a sale be made by Operator of its righis and interests, the sthor parties shall have the right
within sixty (60) days after the date of such sale, by majority vote in interest, to sclect a new Operator. If
a new Operator is not so selected, the transferee of the present Operator shall assume the duties of and act as
Operator. In ei‘her case, the retiring Operator shall continue to serve as Operator, and discharge its duties
in‘ that capacity under this agreement, until its successor Operator is selected and begins to function, but the
present Operator shall aot be obligated to continue the performance of its duties for more than 120 days after

the sale of its rights and interests has been completed.

—8 —
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20, MAINTENANCE OF UNIT OWNERSHIP

For the purpose of maintaining uniformity of ownership in the oil and gas leasehold interests 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 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 leases and cquipment and production in the Unit Area.

Every such sale, encumbrance, transfer ov other dlspmmon made by any party shall be made expressly

subject to this agreement, and shall be made without prejudice to the rights of thL other parties.

If at any time the interest of any party is divided among and owned by four or more co-owners, Opera-
tor may, at its dxscretlon require such co-owners to appoint a single trustce or agent with full authonty to re-
ceive notices, approve expenditures, receive billings for and apptove and pay such partys share of the ]omt
expénses, 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 shall enter into and execute
all contracts or agreements for the disposition of their respective shares of the oil and gas produced from the

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

21. RESIGNATION OF OPERATOR

Operator may resign from -its duties and obligations as Operator 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 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 liabiiity 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-

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

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

) > \J } o, S Y, >~

by payin_g to the party who acquired it their several preper proportionate shares of the acquisitiop€ost, which

shall be in proportion to the interests held at that time by the parties in the Unit Area.
If some, but less than all, of the parties elect to participate in the purchase a renewal lease, it shall

be owned by the parties who elect to participate therein, in a ratio based upon #ie relationship of their respec-

tive percentage of participation in the unit area to the aggregate of the purCentages of participation in the unit

area of all parties participating in the purchase of such renewal lpodSe. Any renewal lease in which less than

all the parties elect to participate shall not be subject to this aGreement.

Each party who participates in the purchase of « renewal lease shuall be given an assignment of its pro-
portionate interest thercin by the acquiring par

The provisions of this section shalldpply to renewal leases whother they are for the centire interest

ored By
ToVeT z

¥ the expiiing leuse or coyer oniy a portion of its arca or an interest therein. Any renewal lease

taken before the expiration of 1ty predecessor lease, or taken or contracted for within six (6) months after

the expiration of the exiSting lease shall be subject to this provision; but any lease taken or contracted for

more than six (6} Months after the expiration of an existing lease shall not be deemed a renewal lease and

shall not bestbject to the provisions of this section.

e
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2L SURRENDER OF LEASES

™~ j 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 partlies consent.

However, should any party desire te 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 assigning party shall be relieved from all obligations thereaiter ac-
cruiag, but not theretofore accrued, with respect to the acrcage 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.
=4 . The parties assignee shall pay to the party assignor the reasonable salvage value of the latter s mterest in any 1
wells and equipment on the assigned acreage, determined in accordance with the provisions of Exhlblt l‘C" T
less the estimated cost of salvaging and the estimated cost of plugging and abandoning. If the assignment is in 3
favor of more than one party, the assigned interest shall be shared by the parties assignee in the proportions ‘ 1

that the interest of cach 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 opérations thereon, shall not thereafter be subject to the

terms and provisions of this agreement.

25. ACREAGE OR CASH CONTRIBUTIONS

If any party receives while this agreement is in force a contribution of cash toward the drilling of a

well or any other operation on the Unit Area, such contribution shall be paid to the party who conducted the

drilling or other operation and shall be applied by it against the cost of such drilling or other operation. 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 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 Unit Area and be governed

by all the provisions of this contract. Each party shall promptily notify all other parties of all acreage or

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

26. PROVISION CONCERNING TAXATION

Each of the partieé hereto elects, under the authoriiy of Section 761(a) of the Internal Revenue Code of
1954, to be excluded from the 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 tax laws of the state or states in which the property covered

R S S

hereby is located contain, or may hereaiter contain, provisions similar to those contained in the Subchapter ot
the Interhal Revenue Code of 1954 above referred to under which a similar election {s permitted, each of the

parties agrees that such electicn shall be exercised. Each party authorizes and directs the Operator to execute

b A S Y A S

such an election or elections on its behalf and to {ile the election with the proper governmental office or

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

Operator shall render for ad valorem taxation all property subject to this agreement which by law

should be rendered for such taxes, and it shall pay all such taxes assessed thereon before they become delin-

quent. Operator shall bill all other parties for their proportionate share of all tax payments in the manner

ralll

provided in Exnivit “C".

LR NN o 0 S it R N e T

If any tax assessment is considered unreasonable by Operator, it may at its discretion protest such valua-

WD B

tion within the time and manner prescribed by law, and prosecute the protest to a final determination, unless
all parties agree to abandon the protest prior to final determination. When any such protested valuation shall
have been finally determined, Operator shall pay the assessment for the joint account, together with interest and

penalty acerued, and the total cost shall then be assessed against the parties, and Le paid by them, as provided
in Exhibit “C". l

—10—
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27. INSURANCE

At all times while operations are conducted hereunder, Operalor shall comply with the Workmen's

no other i

Conipensation Law of the State where the operations ave being conducted.  Operator shall alse carry <#—pro-
«ide insurance for the benefit of the joint account,

do—and-mude—a-part—hereof. Operator shall require all contractors engaged in work on or for the Unit Area
to comply with the Workmen's Compensation Law of the State where the operations are being tonducted and
to maintain such other insurance as Operator may requive.
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28. CLAIMS AND LAWSUITS
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Area, or on an alleged cause of action involving title to any lease or oil and gas interest subjected to this con-
tract, it shé]l give prompt written notice of the suit to the Operator and all other parties. ‘
Tho-defense-oflawsuits-chell-be-undes-the-generat-diveetion-of-a-commitiee—oflawyors—represonting.!
parties, with Operator's attorney as Chairman. Suits may be settled during litigation only with the-46int con-
sent of all parties. No charge shall be made for services performed by the staff attorneys for any of the
parties, but otherwise all expenses incurred in the defense of suits, together wi ¢ amount paid to discharge
any final judgment. shall be considered costs of operation and shal charged to and paid by all parties in
proportion to their then interests in the Unit Area. Attorness, other than staff attorneys for the parties, shall
be employed in lawsuits involving Unit Area operatfions only with the consent of all parties; if outside counsel
is employed, their fees and expenses shail be considered Unit Area expense and shall be paid by Operator and
charged to all bf the parties d#rproportion to their then interests in the Unit Area. The provisions of this
paragraph shall not-b& applied in any instance where the loss which may result from the suit is treated as an

individupl-dss rather than a joint loss under prior provisions of this agreement, and all such suits shall be

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
be within the discretion of Opcerator so long as the amount pald 1n settlement ot any one claim does not exceed
five thousand ($5,000.00)

LRothansdnd—t3iu0080)- dollars and, if settled, the sums paid in settlement shall be charged as expense to

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

29. FORCE MAJEURE

If any party is rendered unable, wholly 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 concerning it; thereupon, the
obligations of the party giving the notice, so far as they are affected by the force majeure, shall be suspended
during, but no longer than, the continuance of the forca majeure. The affected party shall use all possible
diligence to remove the force majeure as quickly as possible.

The requirement that any force majeure shall be remedied with all reasonable dispatch shall not require
the settlement of strikes. lockoﬁts, or other labor difficulty by the parly involved, contrary to its wishes:; how
all such difficultics shall be handled shall be entirely within the discretion of the party concerned.

The term ‘force majeure” as here employed shall mean an act of God, strike. lockout, or other industrial
disturbance, act of the public enemy, war, blockade, public riot, lightning, fire, storm, flood, explosion, gov-
ernmental restraint, unavailability of equipment, and any other conse, whether of the kind specifically eniu-

erated above or otherwise, which is not reasonably within the control of the party claiming suspension.

30. NOTICES

All notices authorized or required between the parties. and requived by any of the provisions of this
agreement, shall, unless otherwise specifically provided, be given in writing by United States mail or Western

Union Telegram. postage or charges prepaid. and addressed to the party to whom the notice is given at the
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addresses listed on Exhibit “A™. The ovivinating notice ta be given under any provision hereof shall be deemed
given only when received by the party to whom such motice is directed and the time for such party to give any
notice in response thereto shall run from the date the originating notice is received. The secend or any re-
sponsive notice shall be deemed given when deposited in the United States mail or with the Western Union
Telegraph Company, with postage or charges prepaid. Each party shalt have the right to change its address

at any time, and from time to time, by giving written notice thercof to all other partics.

-

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 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
payable out of, or measured by the production from such well, only insofar as the
production secured from the interval or intervals of the formation or formations
which are subject to said reworkinc¢ 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. TLATER CREATED LEASE BURDENS

If any party hereto hereafter creates any overriding royalty, production
payment or other burden against its working interest production, and if any other
party conducts oparations 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 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

A R T et ole)

with rospoct 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 provisions 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, regulations and relevant orders of the Secretary of Labor.

34. COVENANTS RUN WITH THE LAND

The terms, provisions. covenants and conditiocins of Luls ayreement shall
be deemed to be covenants running with the lands, the lease or leases and lease-
hold estates covered hereby, and all of the terms, provisions, covenants and
conditions of this agreement shall be binding upon and inure to the benefit of

the parties hereto, their respective heirs, executors, administrators, personal
representatives, successors and assigns.,
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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 regulations of any governmental body or

: agency having jurisdiction in the premises, and all operations contemplated . i
hereby shall be conducted in conformity therewith. Any provision of this agqree-

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 avreement may be sivned i cowterpart, avd Jhall Le binding upon the parties and upon their heirg,
successors, representatives and assivns,

arar 4 g1 '
ATTEST- ! - J .
. ' (\:// '/é]/,(‘/ ¢4;-{‘C;@1(
H.Jf

/ /L(: A - .
’F‘éhr\‘:'.‘&. ASSIGTAMT SEC'Y By:

KOCII E¥PLORATION COMPN‘I'(, a division of
)/) Koch Industrics, Loo.

J ,\ 'j""" ~ AT
KCCH INDUSTRIES, INC, SOV EICK, PRTE ;

OPERATOR

GETTY OIL COMPANY
ATTEST:

. » By:

ATTEST:
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EZHIBIT "a"

Attached to and made a partof that certain Operating Agreement dated

February 20, 1980, by and between Koch Exploration Company, as Operator and
Reserve 0il, -Inc.

1. LANDS SUBJECT TO OPERATING AGREEMENT

TOUNSHIP 28 NORTH, RANGE 8 WEST
. Section 28: N

containing 320, 00 4cres, more or less

II. RESTRICTIONS AS TO FORMATIONS OR DEPTHS :

selow-the Mesa Verde formation.

III. INTERESTS AND ADDRESSES OF THE PARTIES:

Ly 8 S o i s i e b <1
'

Koch Exploration Company 87.5%
Post Office Box 2256
Wichita, Xs 67201

Reserve 0il, 1nec. 12.5%
Post Office Box 17609
Denver, CO 80217
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) Operations and which are to be shared by the Parties.

EXHIBIT tc v

Attached to and made a part of .that certain Operating Agreement
dated February 20, 1980 Koch Fxploratlon Company
as Operator and Getty 011 Company as. Nonoperator.

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS
Definitions

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

Operalions”® shall mean aii dpevations necessary or proper for the develonment, anoratinn, oratection and
maintenance of the Joint Property.

“Joint Account” shall mean the account showing the charges paid and credits recexved in the conduct of the Joint

“Operator” shall mean the varty designated to conduct the Joint Operations.
“Non-QOperators” 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 coniract labor dircetly employed on the Joint Property in a field operat-
ing capacity.

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

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

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

Statement and Billings

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

Advances and Paymenis by Non-Operators

Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their
share of estimated cash outlay for the succeeding month's operation. Operator shall adjust each monthly bitling .
to reflect advances received from the Non-Operators.

prlme rate as established on the date of billing by the First

Each Non-Operator shali pay its proporiion of all bills within fifteen (15) days '1fter I‘e(.ElDt If payment 1s not
made within such time, the unpaid balance shall bear interest monthly at the
annum or the maximum coniraci yvaic pormitted by the applicable yeury laws in the state in which the Joint
Property is located, whichever is the lesser, plus attorne) s fees, court costs, and other costs in connection with
the collection of unpaid amounts.

102

Adjustments

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

Audits

A. Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Ope-
rator’s accounts and records refating to the Joint Account for any calendar year within the twenty-four (24) month
period following the cnd of such mlendar year; pxovidcd howeven the makinw of an audit shall not extend the
Section [. Where there ace two or more \on Opelatms. thg \‘on Opex ators bh'lll nmke every lCdSOlldblL‘ effort to
conduct joint or simultancous audits in a manner which will result in a minimum of inconvenience to the Opera-
tor. Operator shali bear no portion of the Non-Operators’ audit cost incurred under this paragraph untess agreed
to by the Operator.

Approval by Non-Operators

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

g e R e R

er

e {0

paer

(1%)

-cent

National_ Bank.of Wichita,-Kansas, plus oneg.P




. DIRECT CHARGES |
Opcrator shall charge the Joint Account with the followinyg items:
i 1. Rentals and Royaltics
Lease rentals and voyvalties paid by Operator for the Joint Operations,
2, Labor

A, (1) Salaries and wages of Operator's fickd employces directly employed on the Joint Property in the conduct
of Joint Operations.

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

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

B. Opecrator'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 28 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 imposed by governmental authority which are
applicable to Operator’s costs ch'ugeable to the Joint Account under Paragraphs 2A and 2B of this Sec-
tion IL

D. Personal Expenses of those empioyces whose saidries aiid Wages ave chargoable {o the Jof
Paragraph 2A of this Section I

nt Account ander

3. Employee Benefits

H Operator’s current costs of established plans for employces’ group life insurance, hospitalization, pension, re-
tirement, stock purchase, thrift, bonus, and otner benefit plans of a like nature, applicable to Operator’s labor
cost chargeable 10 the Joint Account under Paragraphs 2A and 2B of this Section II shall be Cpelators actuzl
cost not to exceed twenty per cent (20%).

4. Material

Material purchased or furnished hy Operator for use on ihe Joini Froperiy as provided uander Scction IV. Only

i such Material shall be purchased for or transferred to the Joint Property as may be required for immediate use
! and is reasonably practical and consistent with efficient and economical operations. The accumulation of sur-
! plus stocks shall be avoided.

1 5. Transportation

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

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

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

w

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 provided by outside sources, except services excluded by
Paragraph 9 of Section IT and Pavagraph 1. ii of Section UI. The cost of professional consultant services and con-
tract services of technical personnel directly engaged on the Joint Property if such charges are excluded from the
Overhead rates. The cost of professional eonsuliant services ov contract services of techmical personnel not di-
rectly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed to by
i the Parties.
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7. Equipment and Facilities Furnished by Operator

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

LN

B.. In iieu of charges in Paragraph TA ubove, Operator may clect to use average commercial rates prevailing in
the immediuate area of the Joint Property less 207, For automotive equipment, Qperator may elect to use rates
published by the Petroleum Motor Transport Association.

8. Damages and Losses to Joint Property

All costs or expenses necessary for the vepair or replacement of Joint Property made necessary because of dam-

AN T TR

ages or losses incurved by fire, tlood, storm. theft, uccidom ar other cause, except those resulting from Operator's
: gross negligence or wilifui misconduct. Opeiaior shail furnish Non-Operator written notice of damages or losses
i incurred as soon as practicable atler a veport therecol has been veceived by Operator.
i ;
1 9. Lepal Expense {See Section VI)
i

| Expense of handling, investigating and settling litigation or claims, discharging of lens, payment of judgments
and amounts paid for secttlement of cluims wmeurved in or resulting from operations under the agreement or
: necessary to protect or recover the Joint Property, except that no charge for services of Operator’s legal staff
s or fees or expense of outside attorneys shall be made unless previously agreed to by the Parties. All other legal

¢ expense is considered 10 be covered by the overhead provisions of Scction III unless otherwise agreed to by the
: Parties, except as provided in Section [, Davacraph 3.
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. ; 10. Taxes
. All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the opera- i
a ‘ ! tion thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the

Parties.
11. Insurance -

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

12. Other Expenditures

i o e

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

. HI. OVERHEAD ) - V T I
1. Overhead - Drilling and Producing Operations i I

[P

et o

i. As compensation for administrative, 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,

-1 Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices L
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 connection with
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered
as included in the Overhead rates provided for in the above selected Paragraph of this Section I unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account.

) ii. The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professionai consultant

3 services and contract services of technical personnel directly employed on the Joint Property shall ( ) shall

{ not (X% be covered by the Overhead rates:

P

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 Weil Rate $200.00 i

(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 ard terminate on ;
the date the drilling or completion rig is released, whichever is later, except that no charge shall i
be made during suspension of drilling operations for fifteen (15) or more consecutive days.

f2] Charges for offshore drilling wells shall begin on the date when drilling or completion equipment
arrives.on location and iterminate on the date the drilling or completion equipment moves off loca-
tion or rig is released, whichever occurs first, except that no charge shall be made during suspen-
siun ot driiiing operations fur [ifteen (13) o1 more Consccutive days )

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

(b) Producing Well Rates

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

3
1
7

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

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

r—
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are completed on any weil.

E [5] All other nactive wells (including but not limited to inactive wells covered by unit allowable,
i lease allowable, transferred allowable, ete.) shall not qualify for an overhead charge.

(3) The well rutes shall be adjusted as of the {irst day of April each year following the effective date of the
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by multi-
plying the rate currently in use by the pereentaie increase or decrease in the average weekly carnings of
Crude Petoleum and Gas Production Workers for the last calendar vear compared to the calendar year
preceding as shown by the index of average weekly earmings of Crude Petroleum and Gas Fields Produc-
tion Workers as published by the United States Department of Labor, Burcau of Labor Statisties. or the
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be
the rates cwrrently in use, plus or minus the computed adjustment.

A one-well charge may be made for the month in which plugging and abandonment operations l
&
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i B. Overhead - Percentave Basis

5 . (1) Operator shall charge the Joint Account at the following rates:
b (a)} Development ) i
o ; ' e Pereent ‘¢ ) of the cost of Development of the Joint Property exclusive of costs

provided under Paragraph 9 of Scetion II and all salvage credits.
(b) Operating

Percent ( ¢} of the cost of Operating the Joint Property exclusive of costs provided
under Paragraphs 1 and 9 of Scction II, all salvage credits, the value of injected substances purchased
for secondary recovery and all taxes and assessments which arve levied, assessed and paid upon the min-
cral interest in and to the Joint Property.

(2) Application of Overhead - Percentage Basis shall be as follows: .
For the purpose of determiiiing charges on a percentaize basis under Paragraph 1B of this Section 11, de-
velopment shall include all costs in connection with drilling, redrilling, deepening or any remedial opera-
tions on any or all wells involving the use of drilling crew and equipment; also, preliminary expenditures
necessary in preparation for drilling and expenditures incurred in abandoning when the-well is not com- :
pleted as a producer, and original cost of construction or installation of fixed assets, the expansion of fixed :

assets and any other project clearly discernible as a fixed asseot, except Major Construction as cei.ned in i
Paragranh 2 of this-Section ITT.. All other cocts chall he 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

oper'mon of the Jomt Plop“lt\' Opexatm :hall e&-heu negotmle a late pnor to the begmnmg of constructxon or-shau— i

of $ : i

A. ___% of total costs if such costs are more than $ nsd__ ; plus i

B. % of total costs in excess of § it less than $1,000.000; plus oo
!

N

C. _______ ¢t of total costs in_exces 31.000,000.

Total COW gross cost of any one project. For the purpose of this paragraph, the component parts ?
. . 1 4 oo : :

3. Amendment of Rates

The Overhead rates provided for in this Section III may be amended from time to time only by mutual agreement
i between the Parties hereto if, in practice, the rates are found to be insufficient or excessive.

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

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all ma-
terial movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; how-
ever, at Operator’s option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition
of idie and,/or surplus Material, such disposal being made ecither through sale to Operator or Non-Operator, division in
kind, or sale to outsiders. Operator mayv purchase. but shall be under no obligation to purchuse, -interest of Non-Opera-
tors in surplus condition A or B Material. The disposal of surplus Controllable Material not purchased by the Opera-
tor shall be agreed to by the Parties.

1. Purchases

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

2. Transfers and Dispositions

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

A. New Material (Condition A)

(1) Tubular goods, L\cept llm pipe, shall be priced at the current new price in effect on date of movement on a
maximum carload e = basis, regardless of quantity transferred, equalized to the lowest
published price f.0.b. mll\\av recetving point we—asognizedbarge—torminad. nearest the Joint Property
where such Material is normally available.

(2) Line Pipe

§ (a) Movement of less than 30.000 pounds shall be priced at the current new price, in effect at date of
P v enmaant e licbad Y NP . ~et 1l Taiad D . T Y, SRy
i MOVIIMTHL, G8 L8O Oy 4 ZCaaoaa uulll!lv 5o nearest the Joint | iSper s_" Where such Motor a-.u i3 noT-

mally available.

(b) Movement of 30.000 pounds or morve shall be priced under provisions of tubular goods pricing in Para-
graph 2A (1) of this Section IV.

{3) Cthier Material shall Lo priced ai the chfrent new prce, i eifect al date of movement, as 1istad by 4 celiable
supply store or f.o.b. raiiway veceiving point nearest the Joint Property where such Material is normally
avatlable.

B. Good Used Material (Condition 1)

Material in sound and serviceable condition and suitable for reuse without reconditioning:

et Wit 5 st BN R Do

(1) Material moved to the Joint Property
(a) At seventy-live purcent (7577) of current new price. as determined by Paragraph 2A of this Section IV,
(2) Material moved from the Joint Property

(a) At zeventy-five percent (757 ) of current new price. as determined by Paragraph 2A of this Section IV,
if Material was originaily charged to the Jomt Account as new Matertial, or
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(b} at sixty-five percent (637.) of current new nrwce. as determined by Pavagraph 2A of this Scetion
IV, if Material was originally charzed to the Joint Account as pood used Material at seventy -tive per-
cent (7547) of current new wriee,
The cost of veconditioning, if any, shall be absorbed by the transferving property.
C. Other Used Material (Condition C and D)
(1) Conditivn C
Material which is not in sound and serviccable condition and not suttable for its original function until
after reconditioning shall be priced at (ifty pereent (5040 ) of current new price as determined by Para-
graph 2A ot this Section 1V, The cost of reconditioning shalt be charged to the receiving property, pro-
vided Condition C value plus cost of reconditioning does not exceed Condition B value.
(2) Condition D

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

D. Obsoleter Material

Material which is serviceable and usable for its original function but condition aid/or vaine of such Material
is not cquivalent to that which would juslify a price as provided above 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-
dered by such Material.

E. Pricing Conditions
(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (15¢) per
hundred weight on all tubular goods movements, in lieu of loading and urloading costs sustained, when
actual hauling cost of such tubular goods ave equalized under provisions of Paragraph § of Section II.
(2) Material involving erection ¢ssts shail be charged at apolicable percentage of the curvent knocked-down
price of new Material.
3. Premium Prices

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes
or other unusual causes over which the Operator has no control. the Operator may charge the Joint Account for the
required Material at the Opera‘or’s actual cost incurred in providing such hiaterial, in making it suitable for use,
and in moving it to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed
charge prior to billing Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and
notifying Qperator 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 not warrant the Materiai furnished. In case of defective Material, credit shall not be passed to the
Joint Account until adjustment has been received by Overator from the manufacturers or their agents.

V. INVENTORIES
The Operator shall maintain detaiied recovis of Controllable Material.
1. Periodic Inventories, Notice and Representation

At reasonable intervals, Inventories shall be taken by Operator of the Joint Account Controllable Material.
Written notice of intention to take inventory shall be given by Orerator at least thirty (30) days before any inven-
tory is to begin s6 that Non-Operators may Ie represented when any inventory is taken. Failure of Non-Operators
to be represented at an inventory shall bind Non-Operaiors to accept the inventory taken by Operator.

2. Reeonciliation and Adjustment of Inventories

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

3. Special Inveniories

Special Inventories may be taken whenever there is any sale or change of interest in the Joint Property. It shall
be the duty of the party sclling to notify all other Parties as quickiy as possible after the transfer of interest takes
place. In such cases, both the setler and the purchaser shall be governed by such inventory.

4. Expcense of Conducting Periodic Iuventories
4 il

The expense of conducting pertodic Inventorics shall not be charsed to the Joint Account unless agreed to by the
Parties.

SECTION VI:

should Operator determine that it is necessary or advisable to retain an out-
side attorney to represent Operator for the benefit of the Parties at a
hearing of, or before, a state or federal regulatory agency concerning a
matter directly affecting the Joint Property, then the fees and expenses of
such outside attorney shall be considered "cost of professional consultant
services and contract services of technical personnel directly engaged on
the Joint Property” as set out in Section II.6.
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OPERATING AGREEMENT

THIS AGREEMENT, entered into this__20th _day of______ ___February 1980 _ vetween -
Koch Exploration Company, a division of Koch Industries, Inc., i

hereafter designated as “"Operator”, and the signatory i)arties other than Operator,
' WITNESSETH, THAT: ' '
' WHEREAS, the parties to this ag_reément are owners of oil and gas leases covering and, if sd 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 lo the extent and as hereinafter
provided; - ‘ ¢

NOW, THEREFORE, it is agreed as follows:
' 1. DEFINITIONS

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

—

them.
(1) The words “party” and “parties” shall always mean a party, or partiés, to this agreement,
(2) The parties to this agreement shall always be referred to as “it” or “they”, whether the parties be cor- ! 4
porate bodies, partnerships, associations, or persons real. -
(3) Tﬁe term “oil and gas” shall include oil, gas, casinghead gas, gas condensale, and all other liquid or gase-

ous hydrocarbons, unless an intent to limit the inclusiveness of this term is specifically stated.

b -

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

(5) The term “Unit Area” shall refer to and include all of the lands,‘oil and gas leasehold interests and oil :
and gas interests intended o be developed and operated for oil and gas purposes under this agreement.
Such lands, oil and gas leasehold interests and oil and gas interests are described in Exhibit “A”.

(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 shal{ 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) Al exhibits attached to this agreement are made a part of the céntract as {ully as though copied in fuill
in the contract. -

(8) The words “equipment” and “materials” as used here are synohymous 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 lease committed hereto is currently producing
in other lands or formations not committed to this agreement, there shall be no
requirement for current examination of title to the o0il and gas lease committed
hereto; however, at the option of Operator, title 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 drilling the initial test well
hereunder. If prepared, a copy of the examining attorney's opinion 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 be borne by the parties Lo this
agreement, unless such party furnishes Operator an existing title opinion 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 drilling of the initial test well and shall be '
‘ considered a part of the cost of drilling such well. No charge shall be made;
however, for any title examination made by any attorney who is an employee of a
party hereto.

—1—

“Joint Loss® ‘
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" examining attorneys concerning its leases and inter

of each supplemental opinion, 'and of all final opinions, shall te sent promptly to each party. The opip+
the examining attorney concerning the validity of the title to each oil and gas interest and each Jedse, and the
amount of interest covered thereby shall be binding and conclusive on the parties, but acceptability of
leases as to primary terfn, royalty provisions, drilling obligations, and special bupd¢ns, shali be a matter for

approval and acceptance by an authorized representative of each party.

All title examinations shall be made, and title reports submi , within a period of_________days atier the

submission of abstracts and title papers. Each party shalli#ff good fzaith, try to satisfy the requirements of the
, and each shall have a period of _______ days from
receipt of title report for this purpose. If the fle to any lease, or oil and gas inierest, is finally rejected by
the examining at‘tomey, all parties shag”then be asked to state in writing whether they will waive the title
defects and accept the leases of jwierests, or whether they will stand on the attorney’s opinion. If one or more
parties refuse to waive tijle*defects, this agréement shall;-in that case, be terminated and abandoned, and all
abstracts and title p ers shall be returned to their senders. - If all titles are approved by the examining at-
torheys, or ape”accepted by all parties, and if all leases are accepted as to primary terms, royalty provisions,
ligations and special burdens, all subsequent provisions of this agreement shall become operative

noe-as-they-ase-horsinaiiosstatod,

B. Failure of Title:

Attgr all titles are approved or accepted, any defects 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 parties, with each bearing its pro-
portionate part of the loss and of any liabilities incurred in the loss. If such a loss occurs, there shall be no

change in, or adjustment of, the interests of the parties in the remaining portion of the Unit Area.

C. Loss of Leases For Other Than Title Failure:

If any lease or interest subject t¢ this agreeranent be lost through failure to develop or because express
or implied covenants have not been performed, or if any lease be permitted to expire at the end of its primary
term and not be renewed or,‘ ‘extended, the loss shall not be considered 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 no readjust-

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

[ . i Ao A S INTMMID DO,
e

4. INTERESTS OF PARTIES

Exhibit “A” lists all of the parties, and their respective percentage or Iractioﬁal interests under this
agreement. Unless changed by other provisions, all costs and liabilities incurred in operations under this <cii-
tract shall be borne and paid, and all equipment and material acquired in operations on the Unit Area shall be
owned, by the parties as their interests are given in Exhibit “A”, All production of oil and gas ftom the

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

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

5. OPERATOR OF UNIT Indusﬁries. Inc.

Koch Exploration Company, a division of Xoch/ 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 conduct all such operations in a éood

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 neghgence or from breach of the provisions of

this a greement.
6. EMPLOYEES

The number of employees and their selection, and the hours of labor and the compensation for services
performed, shall be determined by Operator. All employees shall be the e;r\ployees of Cperator.
7. TEST WELL
On or before the__1st  day of August 1980 __, Operator shall commence the drill-
ing of a well for oil and gas in the following location:’ ‘

SY% 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 all parties
agree to complete the well at a lesser depth. '

Operator shall make reasonable tests of all formations encountered during drilling which give indica-
iion 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 fo test only the
formation or formations to which this agreement may apply. B

If in Operator’s judgment the well will not produce oil or gas in paying quantities, and_ it wishes to
plug and abandon the fest 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 ail costs
and expenses incurred in the development and operation of the Unit Area pursuant to this agreement and shall
'charge each of the parties hereto with their respective proportionate shares upon the cost and expense basis
provided in the Accounting Procedure attached heret‘o and marked Exhibit “C”. If any provision of Ex-
hibit “C” should be inconsistent with any provision contained in the body of this agreement, the provisions in

the body of this agreement shall prevail.

Operator, at its clection, shall have the right from time to time to demand and receive from the other
parties payment in advance of their respeclive shares of the esiimaied amiount of the costs to be incurred in
operations hereunder during the next succeading month, which right may be exercised ‘only by submission to
each such party of an itemized stateraent of such estimated costs, together with aﬁ invoice for its share there-
of. Each such statement and invoice for the payment in advance of estimated costs shall be submitted on or

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

* such estimate within fifteen (15) days after such estimate and invoice is received. If any party fails to pay its
" share of said estimate within_said time, the amount due shall bear interest at the prime rate on date of

percent (1ls)*

billing as established by the 'First National Bank at Wichita, Kansas, plus_one-—¢
pey annum until paid. Proper adjustment shall be made monthly between advances and actual cost, to the end

‘that each party shall bear and pay its proportionate share of actual costs incurred, and no more,
—3—
Revised 1867

* But in no event, however, ‘shall said interest exceed the maximum
rate permitted by applicable law.

l‘b

—————
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, 9. OPERATOR'S LIEN
Operator is given a first and prefecred lien on the interest of cach party covered by this contract, and
in each party's interest in oil and ‘gas produced and the proceeds thercof, and upon each party’s interest in ma-
terial and equipment, to secure 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
expense or such advance estimate with_ip the time )imiteci for payment théreot, Operator, without prejudice to
other existing remedies, is authorized, at its election, to collect from the purchaser or purchasers of oil or gas,

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

as to tht_z _amount owing by such party.

Inthe event of the neglect or f;ilixte of any non-operating party to promptly pay its proportionate part
of the cost and expense of development and operation when dué, the other non-operating parties and Operator,
within thirty (30) days afier the rendition of statements therefor by Operator, shall proportionately contribute
to the péymerit of such delinquent indebtedness and the non-operating parties so contributing shall be entitled
to fhe samé lien rights as are granted to Operator in this éection. Upon the payment by such delinquent or
defaulling party to Operator of any amount or amounts on such delinquent indebtedness, or upon any recovery
on behalf of the non-operating parties under the lien conferred above, the amount or amounts so paid or re-
covered shall be distributed and paid by Operator to the other ndn-operating parties and Operator propor-

] P

tionately in accordance with the coniributions theratefore made by them.

10. TERM OF AGREEMENT v

This agreement shall remain in full force and effect for as long as any of the oil and gas leases subjected

to this agreement remain or are continued in force as to any part of the Unit Area, whether by production, ex-

tension, renewal or othérwise; provided, however, that in the event the first well drilled hereunder results in-

a dry hole and no oiher well is producing oi] or gas in paying quantities from the Unit Area, then at the end

of ninety {30) 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

havejagreed 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 hav; been drilled and completed. If production 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 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.

b
4
|
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11. LIMITATION ON EXPENDITURES

Without the consent of all parties: {(a) No well shall be drilled on the Unil Ared except any well ex-
pressly provided for in this agreement and except any well drilled pursuant to the provisions of Section 12
of this agreement, it 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 back or deepened except a \-vell reworked, plugged back or
deepened pursuant to the provisions of Section 12 of this agreement, it being understood that the consent to
the reworking, plugging back or deepcning of a well shall include consent to all necessary expenditures in
conduciing such operations and cempleting and equipping of said well to produce, including necessary tank-

age; (c) Operator shall not undertake any single project reasonably estimated to require an expenditure in

excess of__Twenty thousand and no/100-----~--=--—-c--u-——- Dollars ($20:000.00 -

except in connection with a wel_l the drilling, reworking, deepening, or plugging back of which has been pre-
viously authorized by or pursuant to this agreement; provided, however, that in case of explcsion, fire, flood,
or other sudden emergency, whether of the s.ame or different nature, Ope¢rator mdy take such steps and incur
such expenses as in its opinion are required to deal with the emergency and to safeguard life and bproperty,
but Operator shall, as promptly as possible, report the emergency to the other parties. Operator shall, upon
request, furnish copies of its “Authority for Expenditures” for any single project coétiné. m ex-

cess of $.10,000,00, o R AT S

——

~ amount owing by such party, and each purchaser of oll or gas is authorized to rely upon Operator's statement -

.
*)
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12, OPERATIONS BY LESS THAN ALL PARTIES

~

If all the parties cannot mutuall.)_' agree upon the drilling of any well on the Unit Area other than the .

test well provided for in 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 'pyroducing in paying
quantities on the Unit Area, any party or parties wishing to dril), rework, 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, prop})sed depth, objective formation and the estimated cost of the operation, _The parties receiv-

ing such a notice shall have (hirly (30) days (except as to reworking, plugging back or drilling deeper, where

T a dril_ling: rig is on location, the period shall be limited to_forty-eight (48) hours exclusiire_of Saturday or Sun-

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

to participate' in the cost of the proposed operation. Failure of a party receiving such a notice to so reply to

it within the period above fixed shall ¢onstiiute an election by that pariy 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

parties being hereafter referred to as “Non-Consenting Party™), then in order to be entitled to the benefits

" of this section, the party or parties giving the notice and such other parties as shall elect to participate in the

operation (all s.uch parties being hereafter referred to as the “Consenting Parties") shall, within thirty (30)
days after the expiration of the notice period of thirty (30) days (or as promptly as possible after the expir-
ation of the 48-heur period where the drilling rig is on location, as the case may be) actually commence work

on the proposed operation and complete it with due diligence.

The .entire cost and risk of conducting such operations shall be borne by the Cﬁnsenting Parties in the
proportions that their respective interests as shown in Exhibit “A" bear to the total interests of all Consenting
Parties. Consenting Parties shall keep the leasehold estates involved in such operations free and clear of ail
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 tﬁe well at their sole
cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisioﬁs of this
section 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 turmed ever to Operator and
shall be operated by it at the expense and for the account of the Consenting Parties. Upon commencement of
operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Parties
in accordance with the provisions of this section, each Non-Consenting Party shall be deemed to have relin-
quished to Consenting Parties, and the Consenting Parties shall own and be entitled to receive, in proportion
1o their Tespective Juterests, all of such Non-Coxisénling Pariy's interesi in the weil, iis i.ease'nold operating
rights, and share of production therefromv 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 production

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

(A) 1009, 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, trealers,
pumping equipment and piping), plus 100% of cach such ‘Non-Consenting Party's share of the cost of

oppraﬁnn of the wall commencing with

Ian amd P T L T e ]
.................................. b ravas u 13

inuing until each such Non-Consenting
Party's relinquished interest shall revert to it under other provisions of this section, it being agread that
each Non-Consenting Party’s share of such costs and equipment will be that intérest which would have
been chargeable to each Non-Consenting Party had it participated in the well from the beginning of

the operation; and

{B) 200% of that portion of the rosts and expenses ot drilling, reworking, qeepening or plugging back,
testing and completing, after deducting any cash contributions received under Section 25, and 200%
of that portion of the cost of newly acquired equipment in the well (to and including thé‘;a}ellhead
connections), which would have been chargeable to such Non-Consenting Party if it had périicipaic-d

therein, ‘ e i

.
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In the case of any reworki.ng. plugging back or deeper drilling operation, the Consenting Parties shall

be permitted to use, frce of cost, all casing, tubing and other equipment in the well, but the ownership of all

“such equipngent‘shall rempin unchanged; ana 'upon abandonment of a well after such reworking, plugging .

o ; back or deeper drilling, the Consenting Parties shall account for all such equipment to the owners thercof, i

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

.

% - Within sixty (60) days after the Eomple!ion' of an.y operation under this sec.t‘ion, the party conducting
the operations for the Conseniing Parties shall furnish each Non-Consenting Party with an inventory of
tite equipment in and connected to the wel]; and an i!emized_ ‘statement of the cost of drilling, deepening,

‘ plugging back, testing, completing, and equipping the well for production; -or, at its option, the operating

i party, in lieu of an ltemlzed statement of such costs of operation, may subniit a detailed statement of monthly
blllmgs Each month thereafter, durmg the tlme the Consenting Parties are being reimbursed as provided
above, the Consentmg Partles shall furmsh the Non-Consenting Parties with an itemized statement of all .
costs and hamlmes mcurred in the operanon of the well, together wiih a statement of the quantity of oil

and gas produced from it and the amount of proceeds realized from the sale of the well’'s working interest

productlon during the precedmg month. Any amount realized from the sale or other disposition of equip- ; -
ment newly acquired in connection with any such operatidn which would have been owned by a Non-Con-
senting Party had it participated therein shall bé 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 paid to sﬁch Non-Consenting Party.

- | : If and when the Consenting Parties recover from a Non-Consentmg Partys relinquished interest the
amounts provxded for above, the relmqmshed 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 therete,
and the production therefrom as such Non-Consenting Party would have owned had it participated in the
drilling, rewofking, deepening or plugging back of said well. Thereafter, such Non-Consenting Pag‘ty shall be
charged with and shall pay its proportionate part of the further costs of the operation of said w_ell:in accord-

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

AL

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

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

NN

_where oh the Unit Area is producing, unless such well conforms to the then-existing well spacing pattern

(or such source of supply.

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

well on the Unit Area, but shall apply to the rew rorking, dee

-

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-corﬂmerciat well, and to all other wells drilled, reworked, deepened, or plugged back, or pro-

w
T et e,

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

the initial test well,

N e S 8

13. RIGHT TO TAKE PRODUCTION IN KIND

' Each party shall take in kind or separately dispose of its proportionate share of all oil and gas pro-
he Unit Area, exciusive of produciion which may be used in development and producing oper-
ations and in preparing and trealing oil for mdrketing purposes and production unavoidably lost. Each party
shall pay or deliver, or cause to be paid or delivered, ail royalties, overriding royalties, or other payments
due on its share of such production, and shall hold the other parties free from any liability therefor. Any
; ' exira expendltu re incurred in the taking in kind or separate disposition by any party of ils proportionate
' share of the production shall be borne by such party.

Each party shall execute all division orders and contracts of sale pertaining to its interest in produc-
tion from the Unit Area, and shall be entitled to receive payment direct from the purchaser or purchasers

»

thereof for its share of all production. . T |
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In the event any party shall fail to make the arrangements necessary to. take in kind or separately
d¢!spose of its proportionate share of the oil and gas produced frem @hc’ Unit Area, Operator shvallm have the
right, subject to revocation at.will by the party owning it,'but not_ the obligation, to purchase such oil and
gas or sell it to others for the time being, at not less than the market price prevailing in' the area, which
shall in no e\.icnt be less than the price which Operator receives for ils portion of the oil and gas produced
fromb the Unit Area. Any such purchase or sale by Operator shall be subject always to the right of the
owner Qf the production to exercisé at any time. its right to take in kind, or separately dispdse of, its share of
all oil and gas not previously delivered to a purchaser. Notwithstanding the foregoing, Operator shall not
make a sale into interstate commerce of any ‘other parly’s share of gas production without first givi}ig such

other party sixty (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.

14. ACCESS TQ UNIT ARFA

Each party shall have iccess tb the Un‘it Area at all reasonablé times, at its sole risk, to inspect or
observe operations, and shéll have access at reasonable times to information pertaining to the development
or operation thereof, including Operator's books and records relating tl1ere§o. Operator shall, upon request,
turnish each of the other parties with copies of all drilling reports, well logs; tank tables, daily gauge and
run tickets and reports of stock on hand at the first of each month, and shall make available samples of any

cores or cuttings taken from any well drilléd on the Unit Area.

15. DRILLING CONTRACTS

All wells drilled on -the Unit Area shall be drilled on a competitive contract basis at the usual rates

_ prevailing in the area. Operator, if it so desires, may employ its own tools and equipment in ihe drilling

of wells, but its charges therefor shall not exceed the prevailing rates in the tield, and the rate of such
charges shall be agreed upon by the parties in writing before drilling operations are comménced,' and such

work shall be performed by Operator under the same te;-ms and conditions as shall be customary‘,E and usual

_in the field in contracts of independent contractors who are doing work of a similar nature.’

16. ABANDONMENT OF WELLS *

No well, other than any well which has been drilled or reworked’ pursuant to Section 12 hereof for

which the Consenting Parties have not been fully reimbursed as thercin provided, which has been com-

" pleted as 2 preducer shall be plugged and abandoned without the consent of all parties; provided, however,

if all parties do rot agree to the abandonment of any well, those wishing to continue its operation shall tender

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

ment, determined in accordance with the provisions of Exhibit “C”, less the estimated cost of salvaging and
the estimated cost of plugging and abandoning. Each abandoning party shall then assign to the non-
abandoning parties, without warranty, express or implied, as to title or as to quantity, quality, or fitness for use
of the equipment and material, all of its interest in the well and its equipment, together with its interest in
the leasehold estate as to, but only as to, the interval or intervals of the formation or formations then open
to production. ‘The assignmenis so Hmiied shall encompass the “drilling unit” upon which the well is located.
The payments by, and the assignmcnts to, the assignees shall be in a ratio based upon the relalionship of
their respective percentages of participation in the Unit Area to the aggregate of the percentages of partici-
pation in the Unit Area of all assignees. T}{ere shall be no readjustment of interest in the remaining portion
of the Unit Area,

. After the assignment, the assignors shall have no further 4 rcspons.ibilily, liability, or interest in the
operation of or production from the well in the interval or intervals then open. Upon request 'of the z_\s’signees,
Operator shall continue to operate the assigned well for the account of the non-abandoning parties at the
rates and charges contemplated by this agrecement, plus any additional cost and charges which fﬁ;ﬂ)’ ‘ar’i.se as

FPU AP P

the result of the separate ownership of the assigned well,
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17. DELAY RENTALS AND SHUT-IN WELL PAYMENTS
a The party preséntly paying shall continue to
‘ Each-pasty-shall pay a)l delay rentals and shut-in well payments which may be required under the

terms of iis 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 payment The amount of such reimbursement shall be
charged by Opsrator to 1hp :oint account of the parties and treated m all respects the same as costs incurred
in the development and operatxon of the Unit Area. Each party responsxble for such payments shall diligentiy ~
attempt to make proper payment, but shall not te held liable to the other parties in damages for the loss of
any lease or interest therein if, through mistake or dversight any rental or shut-in well paymént is not paid
or is erroneously paid. The loss of any lease or mterest therein which results from a failure to pay or an er-
R i ~_ roneous payrnent of rental or shut-in well payment shall be a joint loss and there shall be no read:ustment of
interests in the remammg porum of the Umt Area If any parly secures a new lease cnverine the terminated
interest, such acquisiton shall be subJect to the provisions of Section 23 of this agreement.
Operator shall promotly notify each other party hereto of the date on which any gas well located on

the Unit Area is shut in and the reason therefor.

‘ - terests in the Unit-Area;-it-shall-promptly give written notice to the other parties,'with full informetion con—~--—'~~--——?
. - cerning its proposed sale, which shall include the name and address of the prospective putChaser (wh6 must . :
* be ready, willing and able to purchase), the purchase price, and all other ter e offer. The other parties
shall then have an opﬁonal prior right, for a period of ten (10) days-dlter receipt of the notice, to purchase
A on the same terms and conditions the interest which the oiber party proposes to sell; and, if this optional right
; s is exercised, the purchésjng.panﬁes,shall share .the~purchased interest in the proportions that the interest of . __ . ____

each bears to the total interest of all p asing parties. However, there shall be no preferential right to pur-

e

~19. SELECTION OF NEW OPERATOR

Should a sale he made by Operator of its rights and interests, the other parties shall have the right
within sixty (60) days after the date of such sale, by majority vote in interest, to select a new Operator. If
a new Operator is not so selected, the transferee of the present Operator shall assume the duties of and act as
Operator. In either case, fhe retii'ing Operator shall continue to serve as Operator, and discharge its duties

in that capacity under this agreement, until its suécessor Operator is selected and begins to function, but the

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

the sale of its rights and interests has been completed. ~

{

. - 8 - . -
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20. MAINTENANCE OF UNIT OWNERSHIP

~

For the purpose of mamtaming unlformlty of ownersh\p in the oil and gas leasehold interesls covered by
this_ contract and noththstanding 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 Avea and in wells, equipment

and productlon unless such dlsposmon covers elther'
1) the enhre interest of the party 1n all leases and equlpment and produchon, or
(2) an equal undlvnded interest in all leaees and equipment and productxon in the Unit Area.
Every such sale, encumbrance, transfer or other disposition made by any party shall be made expressly

subject to this agreement and shall he made thhout prejudxce to the rights of the other parties.

i at any tune the mterest of any party is dxvided among and owned by four or more co-~ owners Opera-

tor may, ai iis discretion, r‘.qmrﬂ sueb co-awners to appoint a single trustee or agent with full authonty to re-

ceive notices, approve expenditures, receive billings for and approve and pay such party’s share of the joint .

expenses, and to deal generally with, and with power to bind, the co-owners of such‘pariy‘s interests within
the scope of the operations embraced in this contract; however, all such co-owners shall enier into and execute
all contracts or agreements for the disposition of their respective shares of the oil and gas produced from the

Unit Aret and they shall have the right to receive, separately, payment of the sale proceed‘s thereof.

21. RESIGNATION OF OPERATOR

Operator may resign from .its duties and »obligations as Operator at ény 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 intex;est, not in numbers, a new Operator who shall assume the responsibiliﬁes and duties, and
have the rights, prescribed for Operator 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

The liability of 'the pérties shall be several, not joint or collective. Each party shall be responsible
ontly for its oblig'ationé, and shall be liable only fdr its proportione;te share of the costs of developing and
operating the Unit Area. Accordingly, the lien granted by each party to Operator in Section 8 is given to se-
cure only the debts of each severally.- It is not the intention of the parties to create, nor shall this agreement

be construed as_creating, a mining or other parinel:ship or association, or to render them liable as partners.

parties shall be notified promptly, and shall have the right to participaié in the ownetship ©

re
-
>
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by paying to the party who acquired it their several proper proportionate shares of the acquisitigp-fost, which

shall be in proportion to the interests held at that time by the parties in the Unit Area.

If some, but less than all, of the partics elect to participate in {he purchase p?“a renewal lease, it shall -

be owned by the parties who elect to participate therein, in a ratio based upon tfie relationship of their respec-
tive percentage of participation in the unit area to the aggregate of the pprCentages of participation in the unit
area of all parties participating in the purchase of such renewal lp#Se. Any renewal lease in which less than

¢ participate chall not be subject to this #greement.

Each party who participates in the purchase of &« renewal lease shall be given an assignment of its pro-

portionate interest therein by the acquiring pa

The provisions of this section shall4pply to renewal leases whether they are for the entire interest

covered by the expiring lcase or coy¢r only a portion of ils area or an interest therein. Any rencwal. lease
taken before the expiration its predecessor lease, or taken or contracted for within six (§) months after
ting lease shall be subject to this provision; but any lease taken or contracted for

more than six ( onths after the expiration of an existing lease shall not be deemed a rencwal lease and

bject to the provisions of this section.
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24. SURRENDER OF LEASES

o . The leases covered by t};is 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,

P 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

varraniy nf title, all of its ipterest in :such lease, or portion thereof, and any well, materlal and equipment
" which may be located thereon and any figms in ‘production thereafter secured, to the parties not desiring to

J surrender it. Upon such assignment, the assxgnmg party shall be relieved from all obhgahons “thereafier ‘sz > .
beo » cruing, but not theretofore accrued, with respect to the acreage assigned and the operauon of any well there-
3 SRR ~ on, and the éssigi_xing pai'ty shall have no further interést in the leasce a_ssigned and its equipmenf and production.
The parties assignee shall pay to the party assignor the reasonable salvage value of the latter’s interest in any
wells and eqiuikpmer'\t on the assigned acreage, determined in accordance with the pz;ovisions of Exhibit “C”,
less the estimated cost of salvaging and the estimated cost of plugging and abandoning. If the assignment is in
favor of more than one party, the assigned interest shall be shared by the parties assignee in the proportions

that the interest of each bears to the interest of 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 thereon, shall not thereafter be subject to the s

terms and provisions of this agreement,

25. ACREAGE OR CASH CONTRIBUTIONS

If any party receives while this agreement is in force a contribution of cash toward the drilling of a
well or any other operation on the Unit Area, such contribution shall be paid to the party who conducted the
drilling or other operation and shall be applied by it against the cost of such drilling ‘or other operation. u
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

4 . 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 fime, and such acreage shall become a part of the Unit Area and be governed
by all the provisions of this contract. Each party shall promptly notify all other parties of all acreage or

money contributions it may obtain in support of any well or any other operaﬁon on the Unit Area. N

26. PROVISION CONCERNING TAXATION

LORA

: Each of the parties hereto elects, under the authority of Section 761(a) of the Internal Revenue Code of
1854, to be excluded from ihe 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 tax laws of the state or states in which the property covered
hereby is lacated contain, or may hereafter contain, provisions similar to those contained in the Subchapter of
the Interhal Revenue Code of 1954 above referred to under which a similar election s permitted, each of the
parties agreer that such election shall be exercised. Each pérty 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 to execute and join in such an election.

Gperater shall render for ad valorem taxation all property subject to this agreement which by law
should be rendered for such taxes, and it shall pay all such iaxcs assessed thereon before they become delin-
quent. Operator shall bill all other parties for their proportionate share of all tax payments in the rﬁanne.r
provided in Exhibit "C”,

: If any tax assessment is considered unreasonable by Opcrator, it may at its discretion protest suc}} valua-
: - tion within the time and manner prescribed by law, and prosecule the protest to a final determinatioﬁ, unless
all parties agree to abandon the protest prior to final determination. When any such protesfed valuation shall
have been finally deterinined, Operator shall pay the assessment for the joint account, together with Enterest and
penalty accrued, and the total cost shall then be assessed against the parties, and be paid by them, as provided

- x

In Exhibit *C”, : ) o A S
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27. INSURANCE

.-
At all times while operations are conducted hereunder, Operator shall comply with the Workmentsh .
no othe .
Compensatlon Law of the State where the’ operauons are being conducted. Operator shall elee carry ¢+—pso= i

o

xide insurance for the benefit of the joint account. e{-&he—p&hes—ee—ma—y&be—mﬂhned“xm&—mm
“—end—mede—e-peﬂ-hereo‘ Operator shall requlre all contractors engaged in work on or lor the Unit Area
to comply with the Workmen s Compensatxon Law of the State where the operations are being conducted and

to maintain such other insurance as Operator may require.

28 CLAIMS AND LAWSUl’l‘S

Lo

If any party to-this contract is sued on an alleged cause of action arising out of operations on the Unit
Area, or on an alleged cause of action mvolvmg title to any lease or oil and gas interest sub)ected to this con-

tract, it shall glve p:'ompt written notice of the suit to the Operator and all other parties.

sent of all partxes No charge shall be made for services performed by the staff attorne
parucs, but otherwisc all expenses incurred in the defence of suits, together t
any final judgment, shall be considered costs of operation and shall.be"charged to and 'paid by all parties in

7<, other than staff attorneys for the parties, shall

o oo

proportion to their then interests in the Unit Area. Attork
be employed in lawsuits involving Unit Area opseafions only with the consent of all pa;‘ties; 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 partie proportion to their then interests in the Unit Area. The provisions of this

Damage claims caused b}} and arising out of operations on the Unit }'\rea, conducted for the joint ac-
Sl > ) f count of all parties, shall be handled by Operator and its attorneys, the setttement of claims of this kind shall
be within the discretion of O&erator so long as the amount paid 1n settiement ol any one ciaim does not exceed

five thousand (i 00)
dol]ars and, if settled, the sums paid in settlement shall be charged as expense to

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

BT

29. FORCE MAJEURE

i It any party iz rendered unable, wholly or in part, by force majeure to carry out its obligations under
A ! this a;greement, other than the oblization to make rnoney payments, that party shall give to all other parties
: prompt written notice of the force majeure with reasonably full particulars cancerning it; thereupon, the
obligations of the party giving the notice, so far as they are affected by the force majeure, shall be suspended
during, but no longer than, the continuance of the force majeure. The affected party shall use all possible
diligence {o remove the force majeure as quickly as possible. ' .

The requirement that any force majeure shall be remedied with all reasonable dispatch shall not require
the settlement of strikes, lockouts, or other labor difficulty by the party invoived, contrary to its wishes; how
all such difficulties shall be handled shall be entirely within the discretion of the parly concerned.

The term “force majeure” as here employed shall mean an act of God, strike, lockéut, or other industrial'
disturbance, act of the public enemy, war, blockade, public riot, lightning, fire, stor}n, flood, explosion, gov-

ernmental restraint, unavailebility of equipment, and any other cause, whether of the kind specifically enum-

erated above or otherwise, which i3 not reasonably within the control of the party claiining suspension,

30. NOTICES S i

W
All notices authorized or requxred between the parties, and required by any of the prows:ons of this
agreement, shall, unless otherwise specmcally provided, be given In writing by United States mail or Westem

Union Telegram, postage or charges prepaid and addressed to the parly to whom the notice is glven at the )

—fl —
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addresses listed on Exhibit ".5". The originaling notice to be given under any provision hereof shall be deemed
given only when rccei\'/cd by the party to whom such natice is directed and the time for such partly to give any
notice in response thereto shall run from the date the originating notice is received. The second or any re-
sponsive notice shall be deemed giveri when deposited in the. United States mail or with the Western Unilon
‘Pelegraph Company, with postage or charges prepaid. Each party shall have the right to change its address
at any time, and frém time to time, by giving written notice thereof to 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 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
payable out of, or measured by the production from such well, only insofar as the
production secured from the interval or intervals of the formation or formations
which are subject to said 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 LEASE BURDENS

‘ If any party hersto hereafter creates any overriding royalty, produé%ion
payment or other burden against its working interest production, and if any other
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 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 worl)’..j interest production.

33. NONDISCRIMINATION

In connection with the performance of work under this agreement, the
Operator agrees to comply with all of the provisions 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, regulations and relevant orders of the Secretary of Labor.

34. COVENANTS RUN WITH THE LAND

The terms, provisions, covenants and conditions of this agreement shall
be deemed to be covenants running with the lands, the lease or leases and lease-
hold estates covered hereby, and all of the terms, provisions, covenants and
conditions of this agreement shall be binding upon and inure to the benefit of
the parties hereto, their respective heirs, executors, administrators, personal
representatives, successors and assigns. :

—_12 —
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35. LAWS AND REGULATIONS

All of the provisions of this agreemant 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 .
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.

.
5

e et g e

et s ey

> -12A-

o S N




S [P

[

. - ’

ATTEST:

4 . m :
AAPL TORM ato T : .
1) M
1 . . - o
This agreement may He signed in counterpavt, and chall be binding upon the parties u:_ul upon thelr heirs,
suceessors, representitives and assigns.
1
I A ‘ : KGCH EAPLORATICN COMPANY, a division of
. - Indystrics .
ATTEST: ) . i
S . o
) . -
P CLALLAL é o
T L WHISNAND, ASSISTANT SECY )
,\. A..H . P : - PRES!DENT
» MOCH INDUSTRIES, INC -
» . . H
.I N . i
1 ' T o L ¥ i
"9 é
OPERATOR :
GETTY OIL COMPANY . - e
ATTEST: ’ . . a
By: :
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EXHIBIT "A"
Q Attached to and made a partof that certain Operating Agreement dated

February 20, 1980, by and between Koch Exploration Company, as Operator and
Reserve 0Oil, Inc. . . .

'I. LANDS SUBJECT TO OPERATING AGREEMENT

. TOWNSHIP 28 NORTH, RANGE 8 WEST
) Section 22: S
containing 320.00 acres, more or less
II. RESTRICTIONS AS TO FORMATIONS OR DEPTHS:

Below the Mesa Verde formation.
III. INTERESTS AND ADDRESSES OF THE PARTIES:
"Koch Exploration Company 87.5%

Post Office Box 2256 ' i
Wichita, KS. 67201 , ' i

Reserve 0Oil, Inc. 12.5%
Post Office Box 17609
Denver, CO 80217 . : ‘

AT L I A ek
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EXHIBIT tc

as Operator and Getty 0Oil Company as Nonoperator.

ACCOUNTING PROCEDURE
JOINT OPERATIONS
I. GENERAL PROVISIONS

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

““Joint ‘Operations” shall mean all operations necessary or proper for the development, operation, protection and
maintenance of the Joint Property. ‘ _ : : .
“Joint Account” shall mean the account showing the charges paid and credits received in the conduct of the Joint
Operations and which are to be shared by the Parties. )

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

“First Level Supervisors” shall mean those employees whose primary function in Joint Operations is the direct
supervision of other employees and/or contract labor directly employed on the Joint Property in a field operat-
ing capacity. ’ .
“Technical Employees” shall mean those employees having.special and specific engineering, geological or other
professional skills, and whose primary function in Joint Operations is the handling of specific operating condi-
tions and problems for the benefit of the Joint Property. .

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

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

Statement and Billings

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

Advances and Payments by Non-Operators
Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their

L 0T SRLLTR.

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 tine, the unpaid balance shall bear interesi monthly at the Fateeitwehvepereent-Goroy4e
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. : :

[+
~—pxrime rate as established on the date of billing by the First

Adjustments .

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

Audits

A. Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Ope-
rator’s accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month
period following the end of such calendar year; provided, however, the making of an audit shali rot extend the

time for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this

Section I. Where there are two or more Non-Operators, the Non-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 portion of the Non-Operators® audit cost incurred under this paragraph unless agreed
to by the Operator, .

Approval by Non-Operators »
Where an approval or other agreement of the Partics or Non-Operators is expressly required under other sec-

. tions of this Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains

no contrary provisions in regard thereto, Operator shall nolify all Non-Operators of the Operator’s proposal, and
the agrecement or approval of a majority in interest of the Non-Operators shall be controlling on all Non-Opera-
tors.

—_1 —
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II. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1. Rentals and Royalties . N . o
Lease rentals and royalties pald by Operalor for the Joint Opecrations,
2. Labor

A. (1) Salaries and wages of Oﬁerator's field employees directly employed on the Joint Property in the conduct
of Joint Operations.

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

- {8} Salarics end wages of Technical Employees dlrectly employed on the Joint Property if such charges are
excluded from the Overhead rates.

B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to
employees whose salaries and wages are chargeable to the Joint Account under- Paragraph 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 tc 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. Expendltures or contributions made pursuant to assessments 1mposed by governmental authority which are
applicable io Operator’s costs char"eab to the Joint Account under Paragraphs 2A and 2B of this Sec-
tion H.

~ D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under
Paragraph 24 of this Section II

3. Employee Benefits

‘ Operator's current costs of established plans for employees group life insurance, hospitalization, pension, re-
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s labor
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section IT shall be Operator’s actual
cost not to exceed twentiy per cent {26%).

4. Material
Material purchased or furnished by Operator for use on the Joint Property as prov1ded under Section IV, Only
such Material shall be purchased for or transferred to the Joint Property as may be required for immediate use
and is reasonably practical and consistent with efficient and economical operations. The accumulation of sur-
plus stocks shall be avoided.

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

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

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

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

6. Services (See Section VI) v
The cost of contract services, equipment and utilities provided by outside sources, except servivces excluded by
Paragraph 9 of Section {I and Paragraph 1. ii of Section HI. The cost of nrc-fessmnnl consuitant services and con-
tract services of technical personnel directly engaged on the Joint Property if such charges are exciuded from the
Overhead rates. The cost of professional consultant services or contract services of technical personnel not di-
rectly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed to by

the Parties.

7. Equipment and Facilities Furnished by Operator

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates com-
mensurate with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other
operating expense, insurance, taxes, depreciation, and interest on investment not to exceed eight per cent (8%5)
per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediate area
of the Joint Property.

B.. In iicu of charges in Paragraeph 7TA above, Opcraior may elect 10 use average commercial
ithe immediate area of the Joint Property less 2045, For automotive equipment, Operator ma
published by the Petroleum Motor Transport Association.
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8. Damages and Losses to Joint Property

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

9. Legal Expense (See Section VvI)

Expense of handling, mvestlgalmg and settling litigation or claims, discharging of lxens payment of Judgments
and amounts paid for settlement of claims incurred in or resultmg from operations under the agreement or
riccessaty to protect or recover the Joint Property, except that no charge for services of Operator’s legal staff
or fees or expense of outside attorneys shall be made unless previously agreed to by thce Parties. All other legal
expense is considered to be covered by the overhead provisions of Section 1II unless otherwise agreed to by the
Parties, except as provided in Section I, Paragraph 3.

.




e

yiben e e

‘

e sy

10. Taxes

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

11, Insurance

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Par-
ties. In the event Joint Operations are 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 eveni, Operator shall include a charge at Cperator's
cest not to exceed manual rates. :

12. Other Expenditurées

Any other expendlture not covered or deait thh in the foregoing provisions of this Section 1I, or in Section III »

and which is incurred by the Operator in the necessary and proper conduct of the Joint Operatlons

III. OVERHEAD

1. Overhead - Drilling and Producing Operations
i. As compensatmn for administrative, supervision, office services and warehousing costs, Opemtor shall charge
dn)lmg and preducing operations on either:
( XX ) Fixed Rate Basis, Paragraph 14, or
( ) Percenlage Basis, Paragraph 1B.

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

ji, The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant
services and contract services of technical personnel directly employed on the Jaint Property shall { ) shall

not (XX be covered by the Overhead rates.

A. Overhead - Fixed Rgte 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 completion rig is released, whichever is later, except that no charge shall :

ke made during suspension of drilling operations for fifteen (15) or more consecutive days.

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

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

(b) Producing Well Rates

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

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

{3] An inactive gas well shut in because of vverpreduction or failure of purchaser to take the produc-
tion shall be considered as a one-well charge providing the gas well is directly connecied tc a per-
manent sales outlet,

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

[5] All other inactive wells (including but not limited to inactive wells covered by unit allowable, -

lease allowable, transferred allowable, etc.) shall not qualify for an overhead charge.

(3) The well rates shall be adjusted as of the first day of April each year following the effective date of the
agreement to which this Aceountlng Procedure is attached. The ad]ustment shall be computed by multi-
plying the rate currently in use by the percentage increase or decrease in the average weekly earnings of
Crude Petroleum and Gas Production Workers for the last calendar year compared to the calendar year
preceding as shown by the index of average weekly earnings of Crude Petroleum and Gas Fields Produc-
tion Workers as published by the United States Department of Labor, Bureau of Labor Statistics, or the
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be
the rates currently in use, plus or minus the computed adjustment.

—3
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B. Overhead - 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 exclusive of costs
provided under Paragraph 8 of Section 1I and all salvage credxts

(b) Operating

e Percent ( %) of the cost of Operating the Joint Property exclusive of costs provided
under Paragraphs 1 and 9 of Seclion II, all salvage credits, the value of injected subsiances purchased
for secondary recovery and all taxes and assessments whxch are levied, assessed and paid upon the min-
eral interest in and to the Joint Property.

(2) Apphcatxon daf Overhead Percentage Basis shail be as follows:

For the purpose of determining charges on a percentage basis under Paragraph lB of thls Section III, de-
velopment shall include all costs in connection with drilling, redrilling, deepening or any remedial opera-
tions on any or all wells involving the use of drilling crew and equipment; also, preliminary sxpenditures
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 fixea
assets and any other project clearly discernible as a fixed asset, except Major Constructxon as det.ned in
Paragraph 2 of this Section III All other costs shall be cons1dered 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 fixéd assets, and any other project clearly discernible as a fixed asset required for the development and
operation of the Joint Pronerty, Operator shall er-the* negohate a rate pnor to the begmmng of constructron,a:-shaﬂ—.

of $: :
A, L % of 1otal costs if such costs are more than $ b ; plus
B. % of total costs in excess of $ : paut less than $1,000,000; plus

3. Amendment of Rates

The Overhead rates provided for in this Section I1I 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.

1V. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all ma-
terial movements affecting the Joint Property. Operator shall provide all Materia} for use on the Joint Property; how-
ever, at Operator’s option, such Material may be supplied by the Non-Operator. Operator shall make timely disposxtion
of idle and/or surplus Material, such disposal being made either through sale to Operator or Non-Operator, division in
kind, or sale 1o 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 Materia) not purchased by the Opera-
tor shall be apgreed to by the Parties.

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

2, Transfers and Dispositions
Material furnished ic thc Joint Property and Material transferred from the Joint Property o d’spose of by the
Operator, unless otherwise agreed to by the Parties, shall be priced on the followinyg bases exclusive of cach dis-
counts: . )
A. New Material (Condition A}

{1) Tubular goods, « xcept line pipe, shall be priced at the current new price in effect on date of movement on a
maximum carload ea-ba-a-ge—loaé%g-h-t—basrs, regardless of quantity transferred, equalized to the lowest
published price f.o.b. railway receiving point «wc-recognized.-barge-terminal. nearest the Joint Property
where such Material is normally available,

(2) Line Pipe ;

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

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

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

B. Good Used Material (Condmon B)
“Material in sound and serviceable condition and suitable for reuse wnhout reconditioning:
(1) Material moved to the Joint Property
(a) ‘At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section IV.
{(2) Material moved from the Joint Property

(a) At seventy-five percent (75%) of current new priée. as determined by Paragraph 2A of this Section 1V,
if Material was originally charged to the Joint Account as new Material, or
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(b) at sixty-five percent (656.) of current new price, as determined by Paragraph 2A of this Section
1V, if Material was originally charged to the Joint Account as good used Malerial at seventy-five per-
_cent (75%) of current new price,

The cost of reconditioning, it any, shall be absorbed by the transferring property.
C. Other Used Material (Condition C and D)
(1) Condition C :
Material which is not in sound and secviceable condition and not suitable for its original function until
after reconditioning 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 receiving property, pro-
vided Condition C value plus ¢dst of reconditioning does not exceed Condition B value,

(2) Condition D _
All other Material, including junk, shall be-priced at a value commensurate with its use or at prevailing
prices. Material no longer suitable for its original purpssc 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 Materiat under procedures normally utnhzed by the Operator without prior approval
. of Non-Operators.
D. Obsolete Material .
Material which is serviceable and usahle for its original function-but condition and/or value of such Material
is not equivalent to that which would justify a price as provided above may be specially priced as agrzed to by
the Parties. Such price should resuit in the Joint Account being charged with the value of the service ren-
dered by such Material. .

E. Pricing Conditions

(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (15¢) per
hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, when
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section II.

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

3. Premium Prices . ,
-Whenever Material is not readily obfainable at published or listed prices because of national emergencies, strikes
or other unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the
required Material at the Operator's actual cost incurred in providing such Material, in making it suitable for use,
and in moving it to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed
charge prior to billing Non-Operators for such Material. Eath 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 not warrant the Material furnished. In case of defective Material, credit shall not be passed to the
Joint Account until adjustment has been received by Operator from ihe manufacturers or their agents.

V. INVENTORIES
The Operator shall maintain Qetailed records of Controllable Material.

1. Periodic Inventories, Noiice and Representation

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

2. Reconciliation and Adjustment of Inventories

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

3. Special Inventories
Special Inventories may be taken whenever there is any sale or change of interest in the Joint Property. It shall
be the duty of the party selling to notify all other Parties as quickly as possible after the transfer of interest takes
place. In such cases, both the seller and the purchaser shall be governed by such inventory. .
4. Expcnse of Conducting Periodic Inventories

The expense of conducting periodic Inventories shall not be charged io ihe Joint Account unless agreed to by the
Parties. .

SECTION VI:

Should Operator determine that it is necessary or advisable to retain an out/

side attorney to represent Operator for the benefit of the Parties at a
hearing of, or before, a state or federal regulatory agency concerning a
matter directly affecting the Joint Property;,; then the fees and expenses of
such outside attorney shall be considered "cost of professional consultant
services and contract services of technical personnel directly engaged on
the Joint Property”™ as set out in Section II.6.

i
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' . X Exhibit 2-B attached to =
KOCH INDUSTRIES, LiC. and made a part of

letter agreement dated
AUTIHORIZATION FOR EXPEMDITURE , 1981

: . : between Getty 0Oil Company
! - and Xoch Exploration Co. ..

LEASE NAME and WELL MO, Dryden well Ne. 2
N S ’ : i
o : . .
i LOCATION Section 22-28!-8W COUNTY_ __San Juan
b . . .
E FIE_LD Basin/Daketa : ) . STATR New Mexico
i ‘ » ) ) - ' ) . :-‘
i § Authority Is Requested te Expend $_275,691 (Koch's part)
: for drilling and completing Dryden Well No. 1
. KOCH Working Interest  87.5- . ~ KOCH Net Interést  76-5625%
i
-l . .. IRTITN . Ll el . .,. P ., L. ) : ;
‘ Reason for Expenditure: Anticipate ultimate production of approximately 764 MMCE
which will giQe a reasonablé rate of return in excess of 203. §
-~  payout 3 years - Based on
A . . Estimated
Particulars ' ' _ Cost
Intangible diilling and completion costs . $223,800
Tangible :drilling and completion costs 91,275
g
o
v ‘ $ 315,075
PARTICIPANTS ) ' .
Operator: Koch Explorat:ion Company O W.I. 87.5% . $275,691
Partnex: Resexrve 0il Compaay ?Q,I.< 12.5% . $ -39,384
Partner: - W.I, i S
Partner: » o W.IX. $
- ’ i 1.0000 $ 315,075

PARTNERS

)_ Pleasc indicate your approval by
PRESIDENT signing and returning one copy.

-

Approved by

COmpany

Date prepared
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S : B FeaTure ToTaL s_ 93,000 s 6,000
ORILLING FLUIDS: ) _ i
muo & __2000 cHEMicALs 51000 __ows o
“rmisc. (Lisy) s_Water 3000 .
’ . Fe~Ture ToTaL §_6000 s 6000
WELL SURVEYS ANO TCSTING! B ' )
coniug § _ COAE 1HCADS § -~ TEtP, SURV, S : ‘ . .
CALIFPLR SURV., $ €Lec, sunrv. s__ 3000 raup LoG s
D. S, T.5S AT S ) €EA. $ RADIATION LOG § ;
rmisc. (LIST) S : : .
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porFonraTIinG 52500 PLUGS-RETAINERS s__1000 acio s__2000 - ) i
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e o ‘_______'_ Y0t AL YANGINLES s_ 91,275 s _ 22,925
. XS . . v R ) .
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KOCH INDUSTRIES, INC.

AUTHORIZATION FOR EXPENDITURE

« x N
S @ N A ;. } AFE No. _605

LEASE NAME and WELL NO. Dryden Well No. 2

LOCATION Section 22-28N-8W i ' COUNTY San Juan

FIELD Basin/Dakota | STATE New Mexico

Authority Is Requested t§ Expend $ 275,691 ' ' (Koch's part)
for dri}ling and completing Dryden w-el‘l No. 1 |

xbcn wo:;king I'nterves‘t 87.5 - KOCH Net "‘Ihf.ere;stA' 76.5625% | ;

Reason for Expenditure: Anticipate ultimate production of approximately 764 MMCF

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

Payout 3 years —.____Based on
Estimated
Particulars Cost
Intangible drilling and completion costs $223,800
Tangible drilling and completion costs ; 91,275
S 315,075
PARTICIPANTS
Operator: Koch Exploraticn Company W.I. 87.5% $ 275,691
Partner: Reserve 0il Company W.I. 12.5% $ 39,384
Partner: W.I. _ : $
Partner: W.I. $
1.0000 § 315,075
Approvals - KOCH INDUSTRIES, INC. PARTNERS '
Approved by Qﬂ%&wu Please indicate your approval by
signing and returning one copy.
Approved by __ GETTY RESERVE OIL, INC. __

Company

By OO 2

Date Prepared__ January 29, 1980 Date. ¢;72924/?
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S ‘ WELL ESTIMATE g
EATE 0. _@ : r vo. _ 695 oun w1, 87.5%
ane datn Ano wilt nwo, Drydem No. 2 L. Sec. 22-T28N-R8W_ -
werier . Rky _Men,  counry | San_ Juan . nrare New. Mexico“.—_—- CHTLO O ANCA BBSin[Q_Gk_Q_t_J@__,_____ )
wr, v, 1., 6800 rv. onenaton N__Koch Exploration Company vATE q_*__‘__w:
)IIILL_U:_(_‘:__!LJ.TANGHH’__ . Pnonvcrn Dur Houwc
~ LOCATION EXPENSE!
“oic PIvs $.2000 FiCu pivs 5.2000  poaps-srioces s 3500 —
DHGO. ~GRADE §___ SURV. LOCATION 3 500 pamaacs s 500 o A
. STAVE-MISC, FEES S_____ MISC, (LIST) $ .
G ' ' reaTune Total s 8500 s 8500
© = RIG cOsSTS! ) . .
‘;’ ORILLING FTe AT $_____ T, $ ___oay wonk s 5500 X 15 days = $82,500
{. mirs-RcAmeRs s_‘}D_O_Q______.wnrcn $.3500 __mirv-moORT $ 30,000
s: " compncssons s_0000 CARBLE TOOLS $_____- FueL-suPPLIES $__ 5,000 .
3. nOILER CHG § swapn unit s 9 days @ 1500 = $7500
E',_:\“"}.usc. (LisT s ' - .
SRS - R . FEATURE TOTAL §_138,500 s 131,000
P, CCMUEHNT AND SERVICES!? ' .
i CEMUINT AND szn:wc'c: sunrFace 53000~ _ )nTR. $5_3000 proo s__3000
i FLOA S S . : = CENTRALIZERS s GUIDES §
i sTAce TOOLS s : scmncnens s PLUGGING $
’ ;L 'GQUEETES § MISC (LIST) e \
Z o ‘ L C ' FEATURE Toraw s_9,000 s 6,000 ;
| . DRILLING FLUIDS; i
Y muo s_2000 cuemMicaLs 51000 oL s !
misc, (LisT) §_Water 3000 _
FeaTure ToTtaL §_6000 s 6000
- WELL SURVEYS AND TCSTING: - .- ) ;
coniG s CORE HCADS §___ TEMP. SURV. § .
CALIPER SURV. S_ ELEC. surv. s__ 3000 MUD LOG § !
D.S. T. S AT S T EA. S RADIATION LOG § '
MISC, LIS § I - - : o o l
FEATURE TOTAL $ 3000 s 3000 :
- SPECIAL SERVICES!
perronraTING §__2200 PLUGS-RETAINERS s__1000 Acio s 2000 :
rrac. s_40,000 misc. vooL renvtaL s ___frac tanks 3000 :
FeaTune ToTaL s 48,500 s 0 :
- [LAQOR AND SUPERVIS'ON-
cO. LABOR § supv,. —pers. £xp. s_ 1000 OVERHEAD $
DISY EXP. §____ ___CONTRACT LABOR §$_1000  communicaTion §_500 :
: FEATURE ToTAaL & _2500 s _2500 '
‘ - TRANSPORTATION! i -
i co. caus s_500 . _AIR TRAVEL $ ‘
) TIRUCKING (CASING, TUBING, CADLE vcuLs) s__ 2500 ;
: reaTture ToTaL s 3000 s_3000
- OTHEN COSTS: . - :
; Gremize)  Consulting Geologist 1800
i __..__Casing Crews 3000 _ . ;
' : FEATURE TOTAL $ 4800 s _4800
f -~ CONTINGENCY! . N s )
g TOTAL H\TANGIBLES 5_223_,BQQI s _164,800 ‘
[ L. EowirragnT:
é ~ CASINNG AND TUDING (SIZE, WT., GRO,, CPLG,, NCW OR USED) . -
g 250 FT., oF__10-3/4 " o AT 5_10.50 Fr. $_2,625 R :
2900 FT., OF 7" Ars_1.00 /¢y, 520,300
6800 FY. OF 4-1/2"% ATs_4,50 (FT. 530,600
¢ 6700 fv. or ___2-3/8" ATS__2.50 /7T, 516,750
FCATUREC ToTAL §.720,275% 5 22,925 .
‘- casing wo, $_1000 ~ xrmAs YrRee OR PUMPING connEcTiON 32000 s $
v — PAIPAT NG UNIET 3 CHNGINE OR EINCTAIC MOTORS 3 $
! . sucuen noos I - $ :
i (R ITXTLEE B _____POLISHLO NO0 $ veaTyne rorvar s 3,000 ’__-__Q__..
Do rAnKs _2-300 AY $__3500 CA. s__]Q_Q_O_______ pUILD BATTTCHNY $ 2000 :
P FLOwULINGS FT. O - AT S_ PER FT. S o
© LAY FLOWLINGS §_ FeEnCinGg-ralnTIinG $_1000  vauves-firTings 31000 . n
: V . ' ‘ rcaTuiee Toraw s 11,000 $ Q_ =
- SEPANATON S RTH, TRYR, § - CEHVYUAATION €CQuUIP, -$ - - -8 s :
- :u:nnluc- couip, s i —. 8 -3
- oTncn urcmzc)_.__,g_as,}?_ag_k_gg Unlt $7000 oo $__7.000 s 0
L ’ YOTAL TAnGIDLES § 91,275 s 22,925 .
LIRS . s E
. ) e LlouAL LSIUATE 8 9,075 s _ 7,725 1
::____ ~ e e e _LCSES CONTHIIUTIONS s,_-___,____,___.  J—— i
e e e e e e e _ e HLT WELL COST S S !
- Roch's B7.5% il  _oummurcost 5275,691 s _ 164,259
CINATCO OY “David b, Friend - Tomie 1529780 ) arrwoven oATE
; TMOVED | L OATE, APPROVED ___ | — —— AT —

s es
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Page L
~ 1 STATLE OF NEW MEXICO
; ’ ENERGY AND MINERALS DEPARTMENT
; 2 OIL COMSERVATION DIVISION
STATE LAND OFFICE BLDG. R
& : 3 SANTA FE, NEW MEXICO
12 August 1981
4
DXAMINER. HEARING
5
6
; IN THE MATTER OF:
;! 7 | 7
i Application of Koch Exploration Com- )
8 pany for compulsory pooling, San CASE
| Juan County, New Mexico. 7129
3 9
} 7169
: 10 BEFORE: Daniel S. Nutter
1
12
12 TRANSCRIPT O’ HEARING
14
15 APPEARANCES
16
For the 0Qil Conservation Ernest L. Padilla, Esq.
k4 17 Division: Legal Counsel to the Division
é State Land Office Bldg.
18 ‘Santa Fe, New Mexico 87501
gﬁi
% 19
- i
; . 20 For the Applicant:
" 21
23
® 2
26
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MR, NUOTPER:  Call now Casc 7129,

MR, PADILIA: Annlication of Koch Explor-
ation Company for compulsory pobling; San Juan County, tlow
Mexico.

SMBR. NOTTRR: . And also Case 7169,

MR, PADILLA: Avvlication of Koch Explor-

ation Company for compulsry pooling, San Juan County, MNew

Mexico.

MR, NUTTER: Xoch Exploration has re-

aguested continuance in these cases.

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

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

(Hearing concluded.)
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RO ECANR

I, SALLY V. BOYD, C.S.R., DO HEREBY CERTIFY that
the forcegoing Transcrivt of lHearing before the 0il Conscrva-
tion Division was reported by me; that the said transcriot
is a full. true, and complete record of “the hearing, prepared

by me to the best of my ability.

{)L&&L\\.L%& A \,\:\.._Q_}LZ)

| do hereny ceritiv that the foregolng Ts
; ool ~adi
a complee 1orord of fne proceadings Ip

the Examiner hearing of Cose No. 2724« 2787
neard by inic on &/:;/____ 1927 -

' , Examiner
"Oil Conservation Division
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Docket No. 26-81

Dockets Nos. 27-81 and 28-81 are tentatively set for September 9 and September 23, 1981. Applications for
hearing must be filed at least 22 days in advance of hearing date.

DOCKET: EXAMINER MEARING - WEDNESDAY -~ AUGUST 26, 198)

9 AW, - OJL CONSERVATION DIVISION CONFERERCE ROOM,
STATE LAND OFFICE BUILDING, SANTA FE, REW MEXICO

The foilowing cases will be heard before Richard L. Stamets, Examiner, or Danie) S. Hutter, Alternate Examiner:

CASE 7329:

CASE 7330:

CASE_ 7331

CASE 7332:

CASE 7333:

CASE 7334:

CASE_7315:

Application of Loco Hills Water Disposa) Company for an exception to Order to. R-3221, Eddy County,
New Mexico. Applicant, in the above-styled cause, seeks an exception to Order No: R-3221 to permit
the commercial disposal of produced brine into several unlined surface pits located in the S/2
SW/4 SW/4 of Section 16, Township 17 South, Range 30 East.

Application of Unlon 011 Company of California for compulsory pooling, Lea County, New Mexico.
Applicant, in the above-styled cause, seeks an order pooling all mineral interests in the Atoka
and Morrow formations underlying the E/2 of Section 16, Township 22 South, Range 33 East, to be
dedicated to a well to be drilled at a standard location theresn. 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.

Application of Bass Enterprises Production Company for an unorthodox location and possible dual
completion or downhole commingling, Roosevelt County, Hew Mexico. Applicant, in the above-styled
cause, seeks approval for the unorthodox location of its Bass State Well-No. 2, a Wolfcamp test
located 554 feet from the South and East lines of Section 16, Township 7 South, Range 35 East,

to be plugged back and completed in the Todd Upper and/or Todd Lower San Andres Pools. Applicant
further seeks authority to dually complete said well_in both of said pools or, if of similar nature.
t.e., gas-gas or oil-oil, to commingle the production from said pools in the wellbore. The SE/4
SE/4 of said Section 16 would be dedicated to an oil completion and the Ef2 of the section to a

gas completion.

‘Application of Pass Enterprises Production Company for directional drilling and possible unorthodox

lgcation, Eddy County, New lexico. Applicant, in the above-styled cause, seeks authority to
directionally drill its James tanch Well Ho. 13 from 2 surface location 660 feet from the South
line and 1340 feet from the East line of Section 36, Township 22 South, Range 30 East, in such a
manner as to penetrate the various pays in the Pennsylvania formation at various distances from tke
outer boundary of the proposed proration unit, being the $/2 of Section 31, Township 22 South,
Range 31 East, but in no event closer than an unorthodox location 6€C feet from the outer boundary
of said unit. -

Application of Cogquina 0il Corporation for compulsory pooling, Eddy County, Mew Mexico. Applicant,
in the above-styled cause, seeks an order pooling all mineral interests in the Wolfcamp and Penn-
sylvanian formations underlying the N/2 of Section 14, Township 24 South, Range 28 East, to be
dedicated to a well to be drilled at a standard Jocation thereon. Also to be considered will be
the cost of dritling 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.

Application of R. A. Mendenhall Associates, Ltd. for compulsory pooling, Eddy County, New Hexico.
Applicant, in the above-styled cause, seeks an order pooling all mineral interests in the Delaware
Mountain Group formation underlying the lW/4 SE/4 of Section 10, Township 22 South, Range 27 East,
to be dedicated to = 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 wel), and a charge for risk involved in drilling said well.

(Continued and Readvertised)

Application of Rhema Qi1 Processing for an oil treating plant permit, Lea County, Hew Hexico.
Applicant, in the above-styled cause, seeks authority for the conStruction and operation of an
oil treating plani ¥or the purpose of treating and reclaiming sediment oil at a site in the SW/4
NE/4 W/4 of Section 14, Township 20 South, Range 38 East.
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txaminer Hearing - Wednesday, August 26, 1981

CASE_7335:

CASE 7336:

CASE 7337

CASE_7338:

CASE_7339:

CASE 7340:
CASE 7317:

CASE_7129:

Nocket Na, 26-81

Application of C & £ Operators, Inc. for amendment to Division Order No. R-5459, San Juan County,
Hew Mexico. Applicant, in the ahove-styled cause, seeks the amenduent of Division Order No. R-5459
by anending the location of the Northwest-Southeast trending line as described in Exhibhit A ot

said Order No. R-5459 pertaining to Tounship 30 North, Range V1 dest, as tollows: 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 & £ Operators, lnc. for three triple cerpletions, San Juan County, Hew Mexico.
Applicant, in the above-styled cause, seek$ authority to triply complete the followiny wells

in Township 30 lorth, Range 11 West, to produce gas from the Farmer-Fryitland Pool, the Aztec-
Pictured Cl1iffs Pool, and the Blanco Mesaverde Paol through separate strings of tubing: Aztec
Wells Nos. 8 in Unit N of Section 8 and 9 in linit 1 of Section 9; and tece Well hu. 8 in Unlt C

of Section 8.

Appllcation of Beantooth 0i1 & Gas Company for downhole comnnnqllnq. Rio Arriba County, New HMexico.
Applicant, in the above-styled cause, seeks approval for the downhole comningling of Gjito Gallup-
Dakota and Blanco Hesaverde production in the wellbore of .its Minel Federal Kell lo. 1 located in
Unit E of Section 7, Township 25 North, Range 3 West. Applicant further seeks the establishment
of an administrative procedure for approval of dawnhole conmingling of Gallup-Dakota and Mesaverde
production in the W/2 of Sections 6 and 7, Township 25 North, Range 3 West.

Application of Beartooth 0il & Gas Company for downhole commingling, San Juan County, New Mexico.
Applicant, in the above-styled 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, Township 29 Horth, Range 11 West.

Application of Doyle Martman for compulsory pooling, unorthodox well location, and simultaneous
dedication, fea C0unty. New tlexico. Applicant, in the above-styled cause, secks an order pooling
all mipneral interests in the Jalmat Pool underlying the S/2 of Section 17, Township 24 South, Range
37 East, to be simultanecusly dedicated to his Late Thomas Well No. 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 lipe and 330 feet from the West line,
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 involved

in drilling said wells.

Application of Doyle Hartman for directioral drilling and unorthodox location, Lea County, New
Mexico. Applicant, in the above-styled cause, seeks authority to directionally drill his City

of Jal Well No. 1, the surface location of which is 1635 feet from the South line and 1210 feet
from the Hest 1ine 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 lires at a
vertical depth of 3500 feet.

(Continued from July 29, 1981, Examiner Hearing)

Application of Four Corners Gas Producers Association for designation of a tight formation, San
Juan and Rio Arriba Counties, New Mexico. Applicant, in the above-styled cause, seeks the
designation of the Dakota formation underlying Townships 30 and 31 tiorth, Ranges 2 thru 7 ¥est,
containing 279,260 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.

(Continued from August 12, 1981, Examiner Hearing)

Application of Koch Exploration Company for compulsory pooling, San Juan County, New Mexico.
Applticant, in the above-styled cause, seeks an order pooling all mineral interests in the Dakota
formation underlying the 8/2 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
cperating costs and chavges for supervision, designation of applicant as operator of Lhe well
and a charge for risk involved in drilling said well.

A

(Continued from August 12, 1981, Examiner Hearing)

Application of Koch Exploratiun Company for compulsory pooling, San Juan County, New Mexico.
Applicant, in the above-styled cause, see¥s an order pooling a1l mineral interests in the Dakota
formation 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 operator of the well,
and a charge for risk involved in drilling said well.
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CASE 7259: (Continued from May 20, 1981, Examiner Hearing)

In the matter of the hearing called by the 0il Conservation Ofviston on its own motfon to permit
New Mexfco State University and Fireman's Fund Insurance Company to appedr and show cause why
two certain geothermal wells, being the New Mexico State University Well Mo. TG-3 and \lell Mo,
DT-4, both located in the NW/4 SE/4 of Section 14, Township 29 South, Range 8 Hest, Luna County,
New Mexico, should not be ordered plugged and abandoned f{n accordance with a Division-approved
plugging program,

e B e LNk e e e o D L ’
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Docket No, 25-81

Dockets Nos. 2681 and 27-81 are tentatively set for August 26 and September 9, 1981. Applications for
hearing must be filed at least 22 days in advance of hearing date.

DOCKET: EXAMINER HEARING ~ WEDNESDAY - AUGUST 12, 1981

9 AM, = OLL CONSERVATION DIVISION CONFERENCE ROOM,
STATE LAND OFFICEt BUILDING, SANTA FE, NEW MEXICO

The following cases will be heard before Daniel S. Nutter, Examiner, or Richard L. Stamets, Altérnate Exaniner:

ALLOWABLE:

CASE 7319:

CASE 7320:

CASE 7129:

CASE 7169:

CASE 7321:

CASE 17322:

CASE 7323:

(1) Consideration of the allovadle production of gas for September,-1981, from fifteen prorated
pools in Lea, Eddy, and Chaves Counties, New Mexico.

{(2) cConsideration of the allowable production of gas for September, 1981, for four prorated
pools in San Juan, Rio Arriba, and Sandoval Counties, New Mexico.

Application of Consolidated 0il & Cas, Inc. for six 160-acre Mesaverde proration units, San Juan
County, New Mexico. dApplicant, in the above-styled cause, sceks approval of six non-standard sas
proration units in the Blanco Mesaverde Pool, said units to comprise 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
“SE/4 of Section 3, Township 31 North, Range 13 West, each unit to be dedicated to an ‘existent well
already drilled thereon.

Application of Harvey E. Yates Company for a waterflood project, 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 thru one well located in the NW/4 NE/4 of
Section 13, Township 18 South, Range 28 East, Travis-Upper Pennsylvanian Pool.

(Readvertised)

Application of Koch Exploration Company for compulso{y pooling, San Juan County, New Mexico.
Applicant, in the above-styled cause, seeks an order pooling all mineral interests in tha Dakota
formation underlying the N/2 of Section 28, Towmship 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 operator of the well,:
and a charge for risk iavolved ir drilling said well.

(Readvertised)

Application of Koch Exploration Company for compulsory pooling, San Juan County, New Mexico.
Applicant, in the above-styled cause, seeks an order pooling all mineral interests in the Dakota
formation 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 atlocation 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,

Application of Enserch Exploration, Inc. for special pool rules, Roosevelt County, New Mexico.
Applicant, in the above-styled cause, seeks the promulgation of spdzial pool rules for the
Peterson-Mississippian Pool including provisions for 80-acre spacing units and special well loca-
tion requirements. .

Application of Coleman 0il & Gas, Inc. for downhole commingling and a non-standard gas proration
unit, San Juan County, New Mexico. Applicant, in the above-styled cause, seeks approval for the
downhole commingling of- Gallegos-Gallup, Greenhorn, and Dakota production in the wellbore of its
Navajo-Smith Well No. 1 located in Unit G of Section 24, Township 26 North, Range 12 West.
Applicant further seeks approval of a 160-acre non-standard Basin Dakota proration unit comprising
the NE/4 of said Section 24.

Application of Clements Energy Inc. for compulsory pooling, Chaves County, New Mexico.

"Applicant, in the above-styled cause, seeks an order pooling all mineral interests underlying the
E/2 of Section 32, Township 15 South, Range 27 East, to be dedicated to a well to be drillzd at

2 standard lccation 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. 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.
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CASE 7284:

CASE_7324:

CASE 7325:

CASE 7326:

CASE 7327:

CASE 7328:

Docket No. 25-81

(Continued from July 2, 1981, Examiner Hearing)

Application of Energy Reserves Group, Inc. for an unorthodox gas well location, Roosevelt County,
New Hexico. Applicant, in the above-styled cause, seeks approval for the unorthodox Cisco loca-

tion of its Miller Well No. 1 located 660 feet from the South and West lines of Section 12, Town-
ship 6 South, Range 31 East, the S/2 of said Section 12 to be dedicated to the well,

Application of Benson-Montin-Greer Drilling Corporation for a non-standard gas proration unit,

San Juan County, New Mexico. Applicant, in the above-styled cause, seeks approval of a 240.01-
acre non-standard proration unit compriging the N/2 of Secrion 31, Township 32 North, Range 13

West, Ute Dome-Dakota Pool, to be dedicated to a well drilied at a standard location thereon.

Application of Benson-Montin-Greer Dritling Corporation for compulsory pooling, Rio Arriba County,
New Mexico. Applicant, in the adove-styled cause, seeks an arder pooling all mineral interests

in the West Puerto Chiquito-Mancos 0Oil Pool underlying Section 32, Township 26 North, Range 1

Uras &4 3 Also to be con-

Uest, o be dcdicated to a well to be drilled at a standars iocation thiereon.
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. 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. Applicant further seeks provision for the re-allocation of all costs and
charges, and revenues, to the Canada 0jitos Unit in accordence with the unit agreement, should
the aforesaid pooled lands be committed to said unit.

Application of Tenneco Oil Company for the amendment of Division Order No. R-4157-C, Eddy County,
New Mexico. Applicant, in the above-styled cause, seecks the amendment of Division Order No.
R-4157-C by re-establishing 640-acre spacing and proration units in the Catclaw Draw-Morrow Cas
Pool with a provision for infill drilling of a second well on each 640-acre spacing unit.

Application of John E. Schalk for designation of a tight formation, Rio Arriba County, New
Mexico. Applicant, in the above-styled cause, seeks the designation of the Mesaverde formation
underlying Township 25 North, Range 3 West, containing 23,040 acres, more or less, as a tight
formation pursuant to Section 107 of the Natural Cas Policy Act and 18 CFR Section 271.701-705.

In the matter of the hearing called by the 0il Conservation Division on its own motion for an
order ~reating and extending certain pools in Chaves, Eddy, Lea, and Roosevelt Counties, New
Mexico: :

(a) CREATE a new pool in Eddy County, New Mexico, classified as a gas pool for Strawn production
and designated as the North Burton Flat-Strawn Gas Pool. The discovery well is Southland Royalty
Company Citgo 5 Federal Com ¥211 No, 1 located in Unit B of Section 5, Township 20 South, Range
28 East, NMPM. Said pool would comprise:

TOWNSHIP 20 SQUTH, RANGE 28 EAST, NMPM
Section 5: N/2

(b) CREATE a new pool in Chaves County, New Mexico, classified as an oil pool for San Andres
production and desgianted as the Elkins-San Andres Pool. The discovery well is Tom L. Ingram
Pogo State Well No. 1 lccated in Unit P of Section 16, Township 7 South, Range 28 East, NMPM.
Said pool would comprise:

TOWNSHIP 7 SOUTH, RANGE 28 EAST, WNMPM ’
Section 16: SE/4

(¢) CREATE a new pool in Eddy County, New Mexico, classified as an oil pool for Bone Spring
production and designated as the Indian Flats-Bone Spring Pool. The discovery well is Gulf 0il
Corporation Eddy C State Well No. 1 located in Unit F of Section 2, Township 22 South, Range 28
East, NMPM. Said pool would comprise:

TOWNSHIP 22 SOUTH, RANGE 28 EAST, NMPM
Section 2: SEf4 Wi/4

(d) CREATE a new pool in Eddy County, New Mexico, classified as a gas pool for Strawn production
and designated as the West Indilan FTiasis-Strawn Gas Pooi. fhe discovery weil is Ferry R. Bass

Big Eddy Unit Well No. 64 located in Unit N of Section 33, Township 21 South, Range 28 East, NMPH.
Said pool would comprise:

TOWNSHIP 21 SOUTH, RANGE 28 EAST, NMPM
Section 33: S/2
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(e) CREATE a new pool in Eddy County, New Mexico, classified as a4 gas pool for Wolfcamp produc-
tion and designated as the East Lake McMillan-Wolfcamp Cas Pool. The discovery well is Gulf Dil
Corporation Lake McMillan Federal Unit Well No. 1 located in Unit ¥ of Section 30, Township 19

. ; South, Range 27 East, NMPM, Said pool would conprise:

TOWNSHIP 19 SOUTH, RANGE 27 EAST, NMPM
Section 30: E/2

(£) EXTEND the Antelope Ridge-Morrow Gas Pool in Lea County, New Mexico, to include therein:

MNSHIP 23 SOUTH, RANGE 34 EAST, NMNPM
Section 27: N/2

(g) EXTEND the Baldridge Canycn=-Morrow Gas Pool in Eddy County, New Mexico, to include tkerein:

TOWNSHIP 24 SOUTH, RANGE 25 EAST, NMPM
Section 6: E/2

(h) EXTEND the Baum-Upper Pennsylvanian Pool in Lea County, New Mexico, to include therein:

TOWNSHIP 14 SOUTH, RANGE 33 EAST, NMPM
Section 8: SW/4
Section 17: NW/4

(i) EXTEND the North Berry-Morrow Gas Pool in Lea County, New Mexico, to include therein:

TOWNSHIP 21 SOUTH, RANGE 34 EAST, NMPM
Section S: Lots 11, 12, 13, 14, and
SW/4

{(j) EXTEND the Bunker Hill-Penrose Pool in Eddy County, New Mexico, to include therein:

TOWNSHIP 16 SOUTH, RANGE 31 EAST, NMPM
Szetion 14t SE/4 SE/4
Section 24: NW/4 NW/4

(k) EXTEND the Burton Flat-Morrow Gas Pool in £ddy County, New Mexico, to include therein:

TOWNSHIP 21 5O0UTH, RANGE 27 EAST, NMPM
Section 29: E/2
Section 32: E/2

{1) EXTEND the North Burton Flat-Wolfcamp Gas Pool in Eddy County, New Mexico, to include
therein:

TOWNSHIP 20 SOUTH, RANGE 28 EAST, NMPM
Section 29: S/2.
Section 30: E/2

() EXTEND the East Carlsbad-Strawn Gas Pool in Eddy County, New Mexice, to include therein:

TOWNSHIP 21 SOUTH, RANGE 28 EAST, NMPM
Section 31: All

TOWNSHIP 22 SOUTH, RANGE 28 EAST, NMPM
Section 6: N/2

{a) EXTEND the Chaverco-San Andres Pool in Chaves Countv, New Mexico, to include therein:

TOWNSHIP 8 SQUTH, RANGE 32 EAST, NMPM
Section 10: NW/4

(o) EXTEND the Foster-San Andres Pool in Lea County, New Mexico, to include therein:

TOWNSRIP 19 SOUTH, RANGE 39 EAST, NMPM
Section 6: NE/&4
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(p) EXTEND

{q) EXTEND

(r) EXTEND

(s) EXTEND

(t) EXTEND

(u) EXTEND

{v) EXTEND
therein:

(w) EXTEND
therein:

(x) EXTEND

{(y) EXTEND

(z) EXTEND

the

the

the

the

the

the

the

the

the

the

the

Jenkins=San Andres Pool in Lea County, New Mexico, to include therecin:

TOWNSHIP 9 SOUTIl, RANGE 35 EAST, MMPM
Section 17: S/2 SE/4

Kemnitz-Morrow Gas Pool in Lea County, New Mexico, to include therein:

TOWNSHIP 16 SOUTH, RANGE 34 EAST, NMPM
Section 9: S/2

East LaRica-Morrow Cas Pool in Lea County, New Mexico, to include therein:

TOWNSHIP 19 SOUTH, RANGE 34 EAST, NMPM
Section 1: N/2

Los Medanos-Atoka Cas Pool in Eddy County, New Mexico, to inciude theréin:

MSHIP 22 SOUTR, RANGE 30 EAST, NMPM
Section 36: N/2 and SW/4

North Lusk-Wolfcamp Pool in Lea County, New Mexico, to include therein:

TOWNSHIP 18 SOUTH, RANGE 32 EAST, NMPM
Section 32: SE/4
Section 33: SW/4

West Osudo-Morrow Gas Pool in Lea County, New Mexico, to include therein:

TOWNSHIP 20 SOUTH, RANGE 35 EAST, NMPM
Section 22: E/2

North Petersor~Pennsylvanian Pool in Roosevelt County, New Mexico, to include

it o
TCWNSHIP & SOUTH, RANGE 33 EAST, vpu

Section 21: NW/4

Red Lake Queen-Grayburg-San Andres Pcol in Eddy County, New Mexico, to include

TOWNSHIP 17 SOUTH, RANGE 28 EAST, NMPM
Section 18: W/2 NW/4

Sand Point-Morrow Gas Pool in Eddy County, New Mexico, to include therein:

TOWNSHIP 21 SOUTH, RANGE 28 EAST, NMPM
Section 10: N/2

Sawyer-San Andres Aesociated Pool in Lea County, New Mexico, to include therein:

TOWNISHIP 9 SOUTH, RANGE 37 EAST, NMPM
Section 36: SE/4

TOWNSHIP 9 SOUTH, RANGE 38 EAST, NMPM
Section 31: W/2

Shugart-Morrow Gas Pool in Eddy County, New Mexico, to include therein:

TOWNSHIP 18 SOUTH, RANGE 31 EAST, NMPM
Section 36: S/2

(aa) EXTEND the Springer Basin~Morrow Gas Pool in Chaves County, New Mexico, to include therein:

TOWNSHIP 14 SOUTH, RANGE 27 EAST, NMPM
Section 23: W/2
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(bb) EXTEND the North Turkey Track-Morrow Gas Pool in Eddy County, New Mexico, to include
therein:

TOWNSHIP 19 SOUTH, RANGE 29 EAST, NMPH
: Section 4:  All

{ce) EXTEND the Twin Lake-San Andres Associated Pool in Chaves County, New Mexico, to include
a therein:

; - TOWNSHIP 8 SOUTH, RANGE 28 EAST, NMPM'
- Section 24: SE/4

TOWNSHIP 8 SQUTH, RANGE 29 EAST, NMPM
Section 18: N/2 SW/4

Section 19: E/2 E/2

Section 30i Ef2

Section 32: W/2 NW/4

|
S

TOWNSHIP 9 SOUTH, RANGE 29 EAST, NMPM
Section 5: W/2 W/2

Section 6: S/2 N/2 and S/2

Section 7: NW/4

: {dd) EXTEND the Vaca Draw-Morrow Gas Pool in Lea County, New Mexico, to include therein:

TOWNSHIP 25 SOUTH, RANGE 33 EAST, NMPM
Section 2: E/2

! ‘ {ee) EXTEND the Winchester-Morrow Gas Pool in Eddy County, New Mexico, to include therein:

TOWNSHIP 19 SOUTH, RANGE 28 EAST, NMPM
Section 36: E/2

TOWNSHIP 19 SQUTH, RANGE 29 EAST, NMPM
Saction 31: N/2

; (£€) EXTEND the North Young-Bone Spring Pool in Lea County, New Mexico, tc include therein:

TOWNSHIP 18 SQUTH, RANGE 32 EAST, NMPM
Section 3: S/2

CASE 7304: (Readvertised)

Application of ARCO 0il and Gas Cowmpany for directional drilling and an unorthodox gas well

location, Lea County, New Mexico. Applicant, in the above-styled cause, seeks authority to

directionally drill its Custer Well No. 1, the surface location of which is 1810 feet from the

North line and 2164 feet from the West line of Section 6, Township 25 South, Range 37 East,

Custer Field, in such a manner as to penetrate the Devonian formation at an unorthodox loca-

tion within 100 feet of a point approximately 1800 feer from the North line and 1480 feet

from the West line of said Section 6, and to bottom said well in the Ellenburger formation

within 100 feet of a point approximately 1650 feet from the North line and 760 feet from

the West line of said Section 6, but in no event closer than 960 feet to said line, The N/2
-~ of said Section 6 would be dedicated to each of said formations, ~

IO LonL)
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STATE OF NEW MEXICO
ENERGY AND MIMNERALS DEPARTMENMT
OIL COMSERVATION DIVISIQN
STATE LAND OFFICE BLDG.
SANTA FE, NEW MEXICO
25 March 1981

EXAMINER HEARING
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IN THE MATTER OF:

pany for compulsory pocling, San

)
)
)
Application of Koch Exploration Com- )
)
Juan County, New Mexico. )

)

BEFORE: Daniel S. Nutter
TRANSCRIPT OF HEARING
APPEARANCES

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

William F. Carr, Esq.
CAMPBELL, BYRD, & BLACK
Jefferson Place

Santa Fe, New Mewigco 87501

For the Applicant:
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MR, NUTTER: We'll c¢all now Case
Number 7129, which is the aovnlication of Koch Exploration
Company for compulsory pooling, San Juan County, New Mexico.

And also call Case Number 7169, which

is the application of Koch Exploration Comvany for compulsory

pooling, San Juan County, New Mexico.

MR, CARR: Mr, Nutter, Xoch requests
that these cases be continued to the. Examiner Hearing on
August the 5th, 1981.

MR. NUTTER- We have tentatively
scheduled an Examiner Hearing for 9:00 o'clock a. m. August

the EBth,

100
- waa p .

581, at this same place, and Cases Numbers 7129 and

7169 will be continued to that hearing.

(Hearing concluded.)
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CERTIFICATE

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 transcrip

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

by me to the best of my ability.
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Dockots Nos, 8-81 and 9-81 are tentatively set for March L1 and 25, 1981, dpplications for hearing must
ba filed at least 22 days in advance of hearing date.,

DOCKET: _ EXAMINER NEARING - WEDNESDAY ~ FEBRUARY 25, 1981

9 ANM, - O CONSERVATION DIVISTON CONFERENCE ROOM,
STATE LAND OUFICE BULLDING, SANTA FE, NEW MEXICO

The following cases will be heard belore Daniel 8. Nutter, Examiner, or Richard L. Stanots, Alternate Examiner:

CASE 7157

CASE 7158:

CASE 7159:

CASE 7160:

CASE_7148:

CASE 7051:

CASE_7140:

CASE 7149:

CASE 7161:

Application of Carl A, Schellingzer for a unit agreement, Chaves County, New Mexico.
Applicant, in the above-styled cause, secks approval for the Canpbell Station Unit Area, comprising
3,841 acres, more or less, of State lands in Townships 8 and 9 South, Range 27 East.

Application of Grynberg & Associates for a unit agreement, Chaves County, New Mexico.

Applicant, in the above-styled cause, sceks approval for the Silman Lake Unit Area, comprising
13,743 acres, more ov less, of State and fee lands in Tounships § and 18 Ssuth, Uanges 26 ant 22
East.

Application of Consolidated 0il & CGas, Inc. for downhole commingling, San Juan Couniy, New Mexico.
Applicant, in the above-styled cause, secks approval for the downhole commingling of fGreenhorn and
Dakota production in the wellbore of its Navajo Well No. 2-E located in Unit C of Section 11, Towa-
ship 25 North, Range 10 West.

Application of Harlan Drilling Company for an unorthodox gas well location, San Juan County, New
Mexico. Applicant, in the above-styled causc, secks approval for the unorthodox location of a well
to be drilled 2370 fcet from the North line and 1528 feet from the West line of Section 31, Tounship
29 North, Range 11 West, Fulcher Kutz-Pictured Cliffs Pool, the NW/& of said Section 31 to be dedi-
cated to the well.

(Continued from February 11, 1981, Examincer Hearing)

Application of Twin Montana 0il Conmpany for a non-standard oil preration unit, Lea County, New
Mexico. Applicant, in the above-styled cause, seceks approval of an 80-acre Vada-Penasylvanian oil
proration unit comprising the $/2 NE/4 of Section 3, Township 9 South, Range 35 East, to be dedi-
cated to its Webb Federal Well No. 1 located in Unit G of said Section 3.

(Continued from January 28, 1981, Examiner Hearing)

Application of Petro Lewis Corporztion for downhole commingling, Lea County, New Mexico.
Applicant, in the above-styled cause, seeks approval for the downhole commingling of Blinebry and
Drinkard production in the wellbore of its L..G. Warlick "B'" Well No. 2 located in Unit G of Sec-
tion 19, Township 21 South, Range 37 East. )

(Continued from February 11, 1981, Examiner Hearing)

Application of Yates Petroleum Corporation for compulsory pooling and an unorthodox location, Eddy
County, New Mexico. Applicant, in the above-styled cause, seeks an order pooling all mineral
interests in the Morrow formation underlying the N/2 of Section 26, Township 21 South, Range 26
Edst, to be dedicated to a well to be drilled at an unorthodox location 660 feet from the North
line and 1650 feet from the East line of said Section 2&.  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.

(Centinued from February 11, 1981, Examiner Hearing)

Application of Joha H. Rendrix Corporation for the extension of the vertical limits of the Langlie
Mattix Pool, Lea County, New Mexico. Applicant, in the above-styled cause, seeks the contraction
of the vertical limits of the Jalmat Pool and the upward extension of the vertical limits of the
Langlie Mattix Pool to a depth of 3362 fect, subsurface, underlying Unit O of Section 19, Township
23 South, Range 37 East,

Application of John Yuronka for four compulsory poolings, Lea County, New Hexico.

Applicant, in the above-suvled cause, seeks an order pooling &1l mineral interests in the Langlie
Mattix Pool underlying the four 40-acre proration units comprising the SW/4 of Section 31, Township
22 South, Range 37 East, to be dedicated to wells to be drilled at standard locations thereon. - Also
to be considered will be the cost of dritling and completing said wells and the allocation of the
cost thereof as well as actual operating costs and charges for supervision, designation of applicant
as operator of the wells, and a charge for risk involved in drilling said wells.
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CASE_7162:

CASE_7163:

CASE 7164:

CASE 7165:

CASE 7166:

CASE 7168:

CASE 7129:

——

@s}. 7169:

——
——

CASE 7179:

Application of McCulloch 0il & Gas Company for compulsory pooling, Lea County, New Mexico.
Applicant, in the above-styled cause, secks an ovder pooling all nineral interests in the McKee
formation underlying the E/f2 of Section 25, Township 20 South, Ranpe 38 East, to be dedicated to

a well to be drilled at a standard location thercon, Also to be cunsidered will be the cost of
drilling and completing said well and the allocation of the cost thercof 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,

Application of ARCO 0il and Gas Company for the extension of the vertical linits of the Langlie
Mattix Pool, Lea County, New Mexico. aApplicant, in the above-styled cause, secks the contraction
of the vertical limits of the Jalmat Pool and the upward extension of the vertical linits of the
Langlie Mattix Pool by 165 fcet underiying the RE/4 SE/4 of Section 35, Tovmship 23 Soutn, Range
36 East.

Application of ARCO 0il and Cas Company for compulsory pooling, Lea County, New Mexico.

Applicant, in the above-styled causce, secks an order poeling all mineral interests in the Devonian
and Ellenburger formations, Custer Field, underlying the N/2 of Scction 6, Township 25 South, Range
37 East, to be dedicated to a well to be drilled at a standard location thercon. Also to be con-
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 invoived in drilling said well. ’

Application of ARCO 0Oil and Gas Company for compulsory pooling, Lea-County, New Mexico.

Applicant, in the above-styled cause, seeks an order pocling all mineral interests in the Langley-
Ellenburger Pool underlying the N/2 of Section 33, Township 22 South, Range 36 East, to be dedi-
cated to a well to be drilled at a standard location thereon. Also to be considered will be the
cost cof drilling and completing said well and the a2llocation of the cost thercof 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.

Application of Ilnexco Oil Company for a unit agreement, Eddy County, New Mexico.
Applicant, in the above-styled cause, seeks approval for the Chosa Draw Unit Area, comprising 2,560
acres, more or less, of Federal and State lands in Townships 25 and 26 South, Range 25 East.

Application of Inmexco Oil Company for a unit agreement, Chaves County, New Mexico.

Applicant, in the above-styled cause, secks 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. :

Application of Cavalcade Oil Corporation for an exception to Order No. R-3221, Eddy County, New
Mexico. Applicant, in the above-styled cause, sceks an exception to Order No. R-3221 to permit
disposal of produced brine into an unlined surface pit located in Unit X or L of Section 33, Town-
ship 18 South, Range 30 East.

(Continued from February 11, 1981, Examiner Hearing)

Application of Koch Exploration Company for compulsory pooling, San Juan County, New Mexico.
Applicant, in the above-styled cause, secks an order pooling all mineral interests im 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 ard the allocation of the cost thereof as well as actual opera-
ting costs and charges for supervision, designation of applicant as operator of the well, and a
charge for risk involved in drilling said well.

Application of Koch Exploration Company for compulsory pooling, San Juan County, New Mexico.
Applicant, in the above-styled cause, seeks an order pooling all mineral interests in the Dakota
formation 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 operator of the well,
znd 2 charge for risk invslved in drilling said well.

ant 2 <CT Y13

Application of Threshold Development Company for an NGPA determination, 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. 1Y in Unit F of Section 10, Township 19 South,
Range 29 East.
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CASE 71713 Application of Zia Fuerpy Inc, for a non-standard pas proration unit, Lea County, Neu Mexico,

Applicant, in the above-styled cause, secks approval of a 120~acve non-standard procvation unit in
£ : the Eudont Gas Pool conprising the $W/4 SEf4 of Section 27, and the H/2 HE/4 of Section 34, Town-
ship 20 South, Range 36 Bast, to be dedicated to its Elliott A" State Well No, 1 located 660 fect
from the South line and 1980 feet from the East line of said Section 27,

CASE 7122: Application of Caulkins 0il Company for tvo unorthodox gas well lecations, Rio Arriba County, New
Mexico, Applicant, ia the above-styled cause, secks approval (or the unorthodox location of the
following two wells on its Breech A Lease to be recempleted in the Chacra, Mesaverde, and Dakota
formations: No. 157 tocated 1980 feet from the Korth line and 660 feet from the West liac of Sec-
tion 10 and No. 629 located 660 feet from the North line and 7260 feet [rom the West line of Scction
9, hoth in Township 26 North, Range & West. ) : B

CASE 7173: Application of V-F Petroleum Inc. for an unorthodox well location, Lea County, Wew Mexico.
Applicant, in the above-styled cause, secks approval for the unorthodox location of a well to be
drilled 330 feet from the North line and 1150 feet fron the East Yiue of Section 5, Township 16
South, Range 38 East, South Denton-Devonian Pool, the RE/4 NE/4 of said Section 5 to be dedicated
to the well. )

CASE 7174: Application of Jake L. Hamon for an unorthodox gas well location, Eddy County, New Mexico,
Applicant, in the above-styled cause, sccks-approval for the unorthodox location of a well to bde
drilled 660 feet from the South and West lines of Section 36, Towmship 23 South, Rauge 26 East,
South Carlsbad-Morrow Gas Pool, the §/2 of said Scction 36 to be decicated to the well.

CASE 7175: Application of Conoco Inc. for compulsery pooling and a dual completion, Lea County, New Mexico.
Applicant, in the above-styled cause, seeks an order pooling all minecral interests in the Wolfcamp-
Ellenburger formations underiving the $/2 of Section 19, Township 25 South, Range 37 East, to be
dedicated to a well to be drilled at a standard location and dueally completed in the Devonian and
Ellenburger formations. Also to be considered will be the cost of drilling and completing said

i : well and the allocation of the cost thercof 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,




i CAMPBELL. BYRD & BLACK, p.A.

LAWYERS
JACK #4. CAMPBELL JEFFERSON PLACE
HARL D, BYRD SUITE | - 11O NORTH GUADALUPE

BRUCE D. BLACHK
MICHAEL B, CAMPBELL

POST OFFICE BOX 2208

WILLIAM F. CARR SANTA FE. NEW MEXICO 87501
BRADFORD C. BERGE TELEPHOMNE: (505) 988-4421 “n
WILLIAM G. WARDLE 1 »

TELECOPIER: {(5085) 983-6043

= ORI L‘Z’al‘.}» T e
i3l ' ) §
Mr. Joe D. Ramey g\i FEB 20 1981 ‘ <
Director Gt e
0il Conservation Division OIL CONS™RVATION DIVISION
New Mexico Department of SANTA FE

Energy and Minerals
Post Office Box 2088
Santa Fe, New Mexico 87501

Re: Case 7169: Application of Koch Exploration
Company for Compulsory Pooling, San Juan
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.

e e e A g 7 T T

Your attention to this request is appreciated.

Verly truly yours,

\

William F. Carr

WFC:1r

cc: Mr. Bob Buettner ?é%i/t//

N
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1 STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
2 OIL CONSERVATION DIVISION .
- STATE LAND OFFICE BLDG. ’
3 SANTA FE, NEW MEXICO
25 Pebruary 1981
. _
EXAMINER HEARING
6 ; |
6 ) | ;
IN THE MATTER OF: g f
7 j
i Application of Koch Exploration ) é
8 | Company for compulsory pooling, San ) CASE i
. Juan County, New Mexico. ) 7169 ;
9 ) |
10 | BEFORE: Daniel S. Nutter :
1" §
2
s TRANSCRIPT OF HEARING :
14
APPEARANCES
%
16
For the 0il Conservation Ernest L. Pgdilla, Esq.
17 Division: Legal Counsel to the Division
8 State Land Office Bldg.
‘Santa Fe, New Mexico 87501
19
20 .
For the Apnlicant:
: 21
4
e 24
5
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MR. NUTTER: We'll call next Case Number
7169.

MR. PADILLA: Application of Koch Ex-
ploration Company for compulsory pooling, San Juan County,
New Mexico.

MR. NUTTER: Applicant has requested
continuance. »

Case Number 7169 will be contiﬂted to
the Examiner Hearing scheduled to be held at this éame place

at 9:00 o'clock a. m. March 25th, 1979 -~ 1981,

(Hearing concluded.)
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STATE OF NEW MEXICO

ENERGY AND M

INERALS DEPARTMENT

OI1, COMSERVATION DIVISION
STATE LAND OFFICE BLDG.

SANTA FE,

MEW MEXICO

25 February 1981

EXAMINER HEARING

———-—-.——————-———.———————————————-

—— e . WD B G e S S =

IN THE MATTER OF: )
)
Application of Koch Exploration )
Company for compulsory pooling, San‘) CASE
Juan County, New Mexico. ) 7169
)

= 5 T v e -

— e e b e e O e W e S S S S - - e & S

BEFORE: Daniel S. Nutter

— e b W TR G S S ST T S S

TRANSCRIPT OF HEARING

APPEARANCE S

For the Oi1‘Conservation
pDivision:

For the Applicant:

Ernest L. Padilla, Esq.

Legal Counsel to the Division
state Land Office Bldg.

Santa Fe, New Mexico 87501
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MR. NUTTER: We'll call next Case Number
7169.

ME. PADILLA: Application of Koch Lx
ploraﬁiqn Company for compulsory pooling, San Juan County,
Mew Mexico.

MR. NUTTER: Applicant has requested
continuance.

Case Number 7169 will be continued to
theiExaminer Hearing scheduled to be held at this same place

at 9:00 o'clock a. m. March 25th, 1979 -- 198L.
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Docket No. 9-81

4

Dockets Nos. 12-81 and 13-81 are tentatively ser for April 8 and 22, 1981, Applications for hearing must
be filed at least 22 days in advance of heariny date.

DOCKET: COMMISSION WEARING - MONDAY - MARCH 16, 1981

OIL CONSERVATION COMMUSSION - 9 A.M, - ROOM 205
STATE LAND OFFICE BUILDING, SANTA FE, NEW MEXICO

The following cases are continued from the February 18, 1981, Commission Hearing:

CASE 7155:

CASE 7057:

Application of Southiand Royalty Company for compulsory pooling, Eddy County, New Mexico,

Applicant, in the above-styled cause, seeks an ordex pooling all mineral interests in the Pennsyl-
vanian formation underlying the Ef2 of Section 35, Township 18 South, Range 29 East, to be dedicated
to a well to be drilled at a standard location thereon. Also to be considered will be the cast of
drilling and completing said well and the allocation of the cost thereof as weil as actual operating
costs and charges for supervision, designaticn of applicant aa operator of the well, and a charge
for risk involved in drilling said well. ‘ :

(DE NOVO)

Application of Doyle Hartman for the extension of the vertical limits of the Langlie Mattix Pool,
Lea County, New Mexico. Applicant, in the sbove-styled cause, seeks the contraction of the vertical
limits of the Jalmat Pool and the upward extension of the vertical limits of the Langlie Mattix Pool
to the following depths underlying the following 40-acre tracts in Township 24 South, Range 37 East:
SE/h SRIL of Section 30:  3364-feet; NE/4 SE/4 of Section 30: 3389 feet; and SE/4 SW/4 of Section
20: 3390 feet.

Upon application of ARCO Dil and Gas Company this case will be heard De Novo pursuant to the pro-
visions of Rule 1220.

****k**t*k#*t*i******************#******************************#**i*i******?*#k*#ﬁ***ﬁ*******‘*ﬁ*********ki******

Docket No. 10-81

DOCKET: <COMMISSION HEZARING ~ WEDNESDAY - MARCR 18, 1981

OIL CONSERVATION COMMISSION - 9 A,M. - MORGAN HALL
STATE LAND OFFIGE BUILDING, SANTA FE, NEW MEXICO

CASE 7198:

Application of iAmoco Production Company for temporary special rules, Uanion, Havding, and Quay Counties,
New Mexico. Applicant, in the above-styled cause, seeks the promulgation of temporary special area
rules for the Bravo Dom: carbon dioxide gas area, including provision for 640-acre spacing units,
specified well locations, casing and cementing rules, and authority to inject carbon dioxide gas for
test purposes only. -

Docket No. 11-81

DOCKET: EXAMINER HEARING - WEDNESDAY ~ MARCH 25, 1981

3 A.M. - OIL CONSERVATION DIVISION CONFERENCE ROOM,
STATE LAND OFFICE BUILDING, SANTA FE, NEW MEXICO

The following cases will be heard before Daniel S. Nutter, Examiner, or Richard L. Stamets, Alternate Examiner:

CASE 7199:

In tha matter of the hearing called by the 0il Conservation Division on its own motion to consider
amendments to its SPECIAL RULES FOR APPLICATIONS FOR WELLHEAD PRICE CEILING CATEGORY DETERMINATIONS

22 promulgated by Division Order No. R-3878, as awended. The pranosed amendmeats relate to individual
well filing requirements for price category determinaticns for the following catepories:

(1) High cost production enhancement gas under Section 107 of the NGPA;

(2) Continued stripper qualification resulting from temporary pressure buildups under
Section 108 of the NGPA.
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Examiner Wearing - Wednesday - March 25, 1981 ‘ Docket No, 11-81

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 East, to produce gas and gas
liquids from the Strawn and Morrow formations, Antelope Ridge Field, thru parallel strings of
tubing.

CASE 7201: Application of Layton Enterprises, Inc, for a unit agreement, Roosevelt County, New Mexico.
Applicant, in the above-styled cause, seeks approval for the Todd Lower San Andres Unit Arva, com-
prising 3256 acres, more or less, of Federal and State !ands in Township 7 South, Ranges 35 and 36
East.

CASE 7202: Application of Layton Entevprises, Inc. for a waterflood project, Roosevelt County, New Mexico.
Applicant, in the above-styled cause, secks authority to institute a waterflood project by the
injection of water into the San Andces 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 2203: Application of Scuthern Union Exploration Co. of Texas for a unit agreement, Lea County, New Mexico.
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.

NP SIS SN

CASE 7204: Application of Bass Enterprises Production Company for salt water disposal, Eddy County, New Mexico,
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.

Application ot Supron Energy Corporation for a non-standard gas proration unit, San Juan County, New
Mexico. -Applicant, in the above-styled cause, seeks approval of a 160-acre non-standard Blanco
Mesaverde gas proration unit comprising the NE/4 of Section 35, Township 31 North, Range 12 West, to
be dedicated to a well to be drilled at a standard location thereon.

g)
78
-4}
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CASE 7183: (Continued from March 11, 1981, Examiner Hearing)

Application of Flag-Redfern Oil Company for an unorthodox gas well location, Lea County, New Mexico.
Applicant, in the above-styled cause, seeks authority to drill its Osudo St. Com Well No. 2 at an

N unorthodox location 930 feer from the Norrh and Eszse lines of Seciion 18, Township 20 South, Kange
36 East, North Osudo-Morrcw Gas Pool.

CASE 7206: Application of Mobil Producing Inc. for salt water disposal, Lea County, New Mexico.
Applicant, in the above-styled cause, seeks authority to dispose of produced salt water into the
Devonian formation through perforations from 12,212 feet to 12,218 feet and the open hole interval
from 12,240 feet to 12,555 feet in its Santa Fe Pacific Well No. 3 in Unit ¥ 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.

{ Applicant, in the above-styled cause, seeks approval for the coumingling of Vacuum Grayburg-San
- Andres production from the State J and State II leases in Section 22, Township 17 3South, Range 34
o East.

CASE 7208: Application of Gulf 0il Corporation for the amendment of pool rules, Eddy County, New Mexico.
Applicant, in the above-styled cause, seeks the amendment of the White City-Penasylvanian Gas. Pool
Rules to provide for 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.

N

AT eanimid D

CASE 7129: (Continued from February 25, 1981, Examiner Hearing)

Application of Koch Exploration Company for compulsory pooling, San Juan County, New Mexico.
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 Northk, Range 8 West, to be dedicated to z
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 opera-
ting costs and charges for supervision, designation of applicant as operator of the well, and a-
cliarge for risk involved in drilling said well.

~a

4 <:f/’C§§E 7169: (Continued from February 25, 1981, Examiner Hearing)

Application of Koch Exploration Company for compulsory pooling, San Juan County, New Mexico.
Applicant, in the above-styled cause, seeks an order pooling ail mineral interests in the Dakota
formation 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

i 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,

i and a charge for risk involved in drilling said well.
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CASE 7209: Application of Koch' Industries, Inc. for designation of a tight formation, San Juan Caunty, New Mexico.
Applicant, in the above-styled cause, sceks the designation of the Mesaverde formation underlying
portions of Township 32 North, Ranges 8 and 9 West, containing 10,55]1 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 7181: (Readvertised)

Application of Read & Stevens, lnc. for a unit agreement, Chaves County, New Mexico.

Applicant, in the above-styled cause, seeks approval for the Hernandez Draw Unit Area, comprising
2,560 acres, more or less, of Federal, State, and Fee lands in Townships & and 5 South, Ranges 26
and 27 East.

. CASE 7197: (Readvertised)

Ia the matter o6f iii¢ Learing called by the 0il Conservation Division on its own motion for an order
extending certain pools in Chaves County, New Hexico:

(g) EXTEND the Bul;’slﬁye-SIn Andres Pool ian Chaves County, New Mcxico, to include therein:

TOWNSHIP 8 SOUTH, RANGE 28 EAST, NMPM
Section l: SE/4 SW/4

(i) EXTEND the Chaveroo-San Andres Pool in Chaves County, New Mexico, to include therein:

IGAISHIP 8 SOUTH, RANGE 32 EAST, NMPM
Section 10: NE/4

(1) EXTEND the Diablo-San Andres Pool in Chaves County, New Mexico, to include therain:

TOWNSHIP 10 SOUTH, RANGE 27 EAST, NMPM
Section 22: W/2 SW/f4 and SH/4 NH/4
Section 27: NW/& NW/4

{m)> EXTEMD rhe Diamond Mound-Atoka Gas Pool in Eddy and Chaves Counties, New Mexico, to include
therein:

TOWNSHIP 15 SOUTH, RANGE 27 EAST, NMPM
Section 34: S/2

TOWNSHIP 16 SOUTR, RANGE 27 EAST, NMPM
Section 15: N/2
Section 16: N/2

(r) EXTEND the L.E. Ranch-San Andres Pool in Chaves County, New Mexico, to include therein:

TOWNSHIP 10 SOUTH, RANGE 28 EAST, NMPM
Section 29: S/2 MW/4
Section 30: S/2 NE/4

(s} EXTEND the Linda-San Andres Pool in Chaves County, New Mexico, to include therein:

TOWNSHIP 6 SOUTH, RANGE 26 EAST, NMPM
Section 30: NW/4 SE/4 and SW/4 NE/4

(y) EXTEND the Railroad Mountain~San Andres Pool in Chaves County, New Mexico, to itclude therein:

TOWNSHIP 7 SOUTH, RANGE 28 EAST, NMPM

Section 35: SW/4 SW/4 ‘
TOWNSHIP 8 SOUTH, RANGE 28 EAST, NMPM
Scetion 2@ W/2 NW/hA

(z) EXTEND the East Siete-San Andres Pool in Chaves County, New Mexico, iv include therein:

TOWNSHIP 8 SOUTH, RANGE 31 EAST, NMPM
Section 10: SE/4
Section 1l: SW/4
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(aa)} EXTEND the Twin Lakes-San Andres Associated Pool
therein:

TOUNSHIP 8 SOUTH, RANGE 29 EAST,

‘ Docket No. 11-81

in Chaves County, New Mexico, to include

NMPM

Section 32: W/2 sw/4

TOWNSILIP 9 SOUTH, RANGE 28 EAST,

NMPM

Section 12: N/2 NE/4

TOWNSHIP 9 SOUTH, RANGE 29 EAST,

NMPM

Section 6: N/2 N/2
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CAMPBELL. BYRD & BLACK. P.A.

LAWYERS

JACK M, CAMPBELL
HARL O, BYROD
BRUCE D. BLACK
MICHAEL B. CAMPBELL
Wit L1IAM F. CARR
BRADFORD C. BERGE
WILLIAM G. WARDLE

Mr. Joe D. Ramey
Division Director

0il Conservation Division
New Mexico Department of

- Bhergy anda Mincrals
Post Office Box 2088
Santa Fe, New Mexico

Re: Application of Koch
Compulsory Pooling,

JEFFERSON PLACE
SUITE | - 110 NORTH GUADALUPE
POST OFFICE BOX 2208
SANTA FE, NEW MEXICO 87501
TELEPHONE: {(S505) 988-442]

TELECOPIER: (505} 2993-6043

February 5, 1981

Creas 2067

87501

Exploraticn Company for
San Juan County, New Mexico

Dear Mr. Ramey:

Enclosed in triplicate
Exploration Company in

is the application of Koch
the above-referenced matter.

The applicant requests that this matter be included on

the docket for the examiner hearing scheduled to be held

on February 25, 1981.

WEC:1lx
Enclosures
cc: Mr. Bgb Buettner

William F. Carr
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BEFORE THE
OIL CONSERVATION DIVISION
NEW MEXICO DEPARTMENT OF ENERGY AND MINERALS

IN THE MATTER OF THE APPLICATION
OF KOCH EXPLORATION COMPANY FOR

COMPULSORY POOLING, SAN JUAN Case /(Y
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 formation in and under the S/2 of Section 22,
Toﬁnship 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 S/2 of Section 22, and appli-

cant has the right to drill thereon.

2. Applicant proposes to dedicate the above-referenced
pooled unit to a well to be drilled at an orthodox

location in the S/2 of said Section 22.

3. Applicant has sought and obtained either voluntary
agreement for pooling or farmout from all other working

interest owners in the S/2 of said Section 22 except

Rock Hill 0il Company, owner of a 12,§% working interest.

4. Said pooling of interest and well completion will
avoid the drilling of unnecessary 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

lands, the mineral interest should be pooled, and
applicant should be designated the operator of the well
to be drilled.

WHEREFORE, Applicant prays that this application be set

for hearing before 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‘thékapplicant 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,

CAMPBELL, BYRD AND BLACK, P.A.

L)

By W lldiul, .

William F. Carr
Post Office Box 2208

o ~ Tt~ :
Sainta Te, New Mexicoc 87501

Attorneys for Applicant

SRR
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BEFORE THE
OT1, CONSERVATION DIVISTON
NEW MEXICO DEPARTMENT OF ENERGY AND MINERALS
IN THE MATTER OF THE APPLICATION
OF KOCH EXPLORATION COMPANY FOR

COMPULSORY POOLING, SAN JUAN Case /69
COUNTY, NEW MEXICO. s S

AYPLICATTON

Comes now KOCH EXPLORATION COMPANY, by and through its
undersigngd attorneys and, as provided by Section 70-2-17,
New Mexico Statutes Annotated, 1278 Compilation, hereby makes
application for an order pooling all of the mineral interests
in the Dakota formation in and under the S/Z of Section 22,
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 S/2 of Section 22, and appli-

cant has the right to drill thereon.

2. Applicant propocses to dedicate the above-referenced
pooled unit to a well to be drilled at an orthodox

location in the S/2 of said Section 22,

3. Applicant has sought and obtained either voluntary
agreement for pooling or farmout from all other working
interest owners in the S/2 of said Section 22 except

Rock Hill 0il Company, ouwner of a 12.5% working interest.

4.  Said pooling of interest and well completion will
avoid the drilling of umnecessary wells, will prevent

waste and will protect correlative rights.

AR W o v S e SR A
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» ' : 5. Tn order o permit the applicant to obtain its just
[ oh | ad fair share of the oil s#nd 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, Applicant prays that this application be set
’ié for hearing before the Division's duly appointed examiner, and
i
! that after notice and hearing as required by law, the Division
¥
i enter its order pooling the lands, including provisions
i
h designating the applicant as operator of the well, providing for
K . . . . . -
. applicant to recover its costs of arilling, equipping and
. completring the well, its costs of supervision while drilling,
; i
N 1
i and after completion, including overhead charges, and a risk
- ©  factor for the risk assumed by the applicant in drilling,
i
;, completing and equipping the well, and such other and further
i provisions as may be proper in the premises.
i ! Respectfully submitted,
o f CAMPHREYL, BYRD AND RLACK, P.A.
3 / By Talldal \N7 -
A L Jiiliam F. Carr
H Post Office Box 2208
o i} Santa Fe, New Mexico 87501
it Attorneys Jor Appiicaul
f
g
i
i
!
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BEFORE THE
“ : OTL CONSERVATION DIVLISION
NEW MEXICO DEPARTMENT OF ENERGY AND MINERALS
IN THE MATTER OF THE APPLICATION
OF KOCH EXPLORATION COMPANY FOR

COMPULSORY POOLING, SAN JUAN case _ )/ 6
COUNTY, NEW MEXICO.

s o APPLICATION

S o A e

Comes now KOCH EXPLORATION COMPANY, by and through its
undersigned attorneys and, as provided by Secﬁion 70-2-17,
New Mexico Statutes Annotated, 1278 Compilation, hereby makes
applicationlfor an order pooling all of the mineral interests
in the Dakota formation in and under the S/2 of Section 22,
Township 28 North, Range 8 West, N.M.P.M., San Juan County,

s . New Mexico, and in support thereof would show the Division:

i 1. Applicant is the owner of 87.5% of the working
:Qi :2 interest in and under the S/2 of Section 22, and appli-

cant has the right to drill therecon. : ‘

2. Applicant proposes to dedicate the above-referenced
pooled unit to a well to be drilled at an orthodox

g location in the S/2 of said Section 22.

3. Applicant has sought and obtained either voluntary
' agreement for pooling or farmout firom all other working
]

i

' interest cwners in the S/2 of said Section 22 except |

Rock Hill 0il Company, owner of a 12.5% working interest.

4. Seid pooling of interest and well completion will

avoid the drilling of umnecessary wells, will prevent

waste and will protect coxrrelative rights.
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5. In order to permit the applicant to obrain its jusc
and fair share of the oil and gas underiying the subject
ands,vthe mineral interest should be pooled, and
applicant should be designated the operator of the well

to he drilled. 5

WHEREFORE, Applicant prays that this application be set
for hearing before 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

cmpleting the well, its costs of supervision while drilling,

i

0

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,

William ¥.
Post Office Box 2208
Santa Y¥Ye, New Mexico 87501

L I R e

Attorneys [or Applicant
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DRAFT STATE OF NEW MEXICO
: ENERGY AND MINERALS DEPARTMENT
dr/ OIL CONSERVATION DIVISION

0

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

‘CASE NO. 7169

g Order No. R~ f:EZZZ

APPLICATION OF KOCH EXPLORATION COMPANY
P FOR COMPULSORY POOLING, SAN JUAN COUNTY,
: NEW MEXICO.

ORDER OF THE DIVISION

BY THE DIVISION:

</-~«\\

é)%} This cause came on for hearing at 9 a.m. on Apyqust 26 R
K 19 81 , at Santa Fe, New Mexico, before Examiner Richard | §t§m§t1b

NOW, on this day of 56/’7(";‘"52", 19g1 , the Divisioh

Director, having considered the testimony, the record, and the
recommendations of the Examiner, and being fully advised in the
premises,

FINDS:

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

(2) That the applicant, Koch Exploration Company '

seeks an order pooling all mineral interestsinthe__Cakcta

formation ‘ underlying the 5/2

of Section 22 , Township 28 North , Range 8 Vest !

NMPM, MW@@ /)Mg ’ San Juan County, New

Mexico.

SELY S
I
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wid hos diHod
and-propeoeses

(3) That the applicant has the right to drill
todartrl a well at a standard locaticn 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 juét and fair share of the gas
in said pool, the subject applicaticn shéuld be approved by
ﬁoolin’g all mineral interests, whatever the 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 afforded the opportunity to pay his share of estimated well
costs to the_operqtor in lieu of paying his share of reasdnable

well costs out of production.

(8) That any ngn-consenting working interest owner who ~
does not pay his share of estimated well costs should have
wifhheld from production his share of tﬁeireasonaBle well costs”
plus an additionél 200 percent thereof as a reasonable charcge

for the risk involved in the drilling of the weli.

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

(10) That following determination of reasonable well costs,
any non—consenfing working interest owner who has paid his
share of estimated costs should pay to the operator any amount
that reasonable well costs exceed estimated well costs and
should receive from the operator any amount that.Faid estimated

well costs exceed reasonable well costs.

'3
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(11) That $ /0650 per month while drilling and

12
$ Aot — per month while producing should be fixed as reason-

able charges for supervision (combined fixed rates); that the
operator should be authorized to withhold from production the
proportionate share of such supe;vision charges attributable to
each non-consenting working interest, and in addition thereto,

ﬁhe operator should be authorized to withhold from production the
broportionate share of actual expenditures required fér operating
the subject well, not in excess of what are reasonable, attributab

to each non-consenting working interest.

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

proof of ownership.

That upon the failure &£ the operatoz/pf/ggid pooled

- . . R
unit to commence drilling of the well to which gaid unit is
i ‘/’

dedicated gn or before /., the order

pooling said unit//should become null\ng véid and of no effect
whatsoever.

IT IS THEREFORE ORDERED:

(1) That all mineral interests, whatever they may be,

in the Dakota formation underlying the S/2

of Section __Ez___, Township 28 North , Range 8 West '
NMPM, 1“‘:“,-0&'44‘, %‘é San Juan County, New Mexico
are hereby pooled to form a standard J2¢- acre gas spacing

and proration unit to be dedicated to a well t@ be drilled

at a standard location thereon

pROVIDED HOWEVER, that the opératonr of said unit shal

commence the 'drilling of said welll on or RHefore the . day\of
) !

, 19 , and shHall thereafter continuefthe dr?lling

!

of said we%}/with due diligence to a dep sufficient

to tesf the
/ / forfhation;

/
I8 / 3

PROVADED FURTHER, thiy in the evgnt said operator dgés not
7 / / .

/ / /
commenc /the drilling éf/Said well qﬁ or before the | day of
7

. 197, Order (1) of this order shall be null

and voi& and of no effect whatsoever, unless said operator obtains
\ ,

3 \ 3 é 2 ’ [ 3P
a time extension from the ' pivision for good cause shown.




PROVIDED FURTHER, that should said well not be drilled to

completiorf, or abandonmentq within 120 days afté} comnjencement
thereof, paid operator shall appear efore tH//Divisi n Director a

show cause whyﬁorder (1) of this or ;/ghould not be rescinded.

(2) That Koch Exploration Company is hereby designated-

the operator of the subject well and unit.

{3) That,:afterﬁ flrlxre} effective date of this ordercemd-witirim
, the operator shall furnish
the Division and each known working.interest owner in the subject
unit an itemized schedule of estimated well costs.

(4) That within 30 days from the date the schedule of
estimated well costs is furnished to him, any non-consenting
working interest owner shall héve the right to pay his share
of estimated well costs to the operator in lieu of paying his
share of reasonable well costs out of production, and that any
suéh'owner who pays his share of estimated well costs as pro-
vided above shalllremain liable for operating costs but shall
not be liable for risk charges.

(5) That the operator shall furnish the Division and each

known working 1nterest owper an itemized schedule of actual well
Hier #5 &

costs
no objection to the actual well costsvis received by the Division
and the Division has not objected within 45 days following receipt
of said schedule, the actual well costs shall be the reasonable
well costs; provided however, that if there is an objection to
actual well costs within said 45-~day period the Division will
determine reasonable well costs after public notice and hearing.
(6) That within 60 days following determination of reason-
able well costs, any non—cohsenting working interest owner who

has paid his share of estimated costs in advance as provided
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above shall pay to the operator his pro rata share of the amount
that reasonable well costs exceed estimated well costs and shall
receive from the operator his pro rata share of the amount that
estimated well costs exceed reasonable well costs.

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

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

(B) As a charge for the risk involved in the
drilling of the well, RAJU per¢éht'pf:tbefpro ratL
share of reasonable well costs attributable
to each non-consenting working 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.

(8) That the operator shall distribute said costs and
charges withheld from producticn to the parties who advanced

the well costs.

- )
(9) That $_ /0450 — per month while drilling and

. e . .
$ 200 — per month while producing are hereby fixed as

reasonable charges for supervision (combined fixed rates); that thg

114

operator is hereby authorized to withhold from production the
proportionacte share of such supervision charges 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 reasonable, attributable to

each non-consenting working interest.




a seven-eighths (7/8) working interest and a one—eighth (1/8)

L i ki 4 A .

.

...6_.
Case
order No.

(L0) That any unsevercd mineral intexrest shall be considergd

royalty interest for the purpose of allocating costs and charges
under the terms of this order.

{11) That any well costs oOr charges which are to be paid
out of production sha}l pe withheld only from the working
interesté share of production, and no costs or charges shall
be Withheld from production attributabié to royalty interests.-

(12) That all proceeds from production from the subject.
well which are not disbursed for any reason shali immediately
pe placed in escrow in San' Juan County, New Mexico, to be
paid to the true owner thereof upon demand and proof of ownership;
that ine operator shall notify the Division of the nam= and
address of said escrow agent within 30 days from the date of
first deposit with said escrow agent.

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

DONE at Santa Fe. New Mexico, on the day and year herein-

above designated.




