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Re: Motion to Dismiss Protest of San Juan Coal Company <

NMOCD Case: 12734 (De Novo)

Application of Richardson Operating Company

to establish a Special "Infill Well" Area within

the Basin-Fruitland Coal Gas Pool as provided in

Rule of the special rule for this pool,

San Juan County, New Mexico

Dear Members of the Commission:

On behalf of Richardson Operating Company please find enclosed our reference

motion to dismiss San Juan Coal Company’s protest. This case is set for hearing on
October 28, 29, 30, 2002.

cc:  Michael E. Stogner
OCD Hearing Examiner
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Steve Ross, Esq.
Attorney for the Commission
David Brooks, Esq.
- Attorneys for the Division
James Bruce, Esq.,
Charles Roybal, Esq.
Larry Ausherman, Esq.
Attorney for San Juan Coal Company
Richardson Operating Company
Attn: David Richardson
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STATE OF NEW MEXICO
®s ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION COMMISSION

IN THE MATTER OF THE APPLICATION OF CASE NO. 12734 (De Novo)
RICHARDSON OPERATING COMPANY TO

ESTABLISH A SPECIAL "INFILL WELL"

AREA WITHIN THE BASIN-FRUITLAND

COAL GAS POOL AS PROVIDED BY RULE 4

OF THE SPECIAL POOL RULES,

SAN JUAN COUNTY, NEW MEXICO

MOTION OF
RICHARDSON OPERATING COMPANY’S
TO DISMISS
THE PROTEST OF
SAN JUAN COAL COMPANY

Richardson Operating Company ("Richardson"), by its attorneys, Kellahin and
Kellahin, hereby moves that the New Mexico Oil Conservation Commission
("Commission") dismiss San Juan Coal Company’s ("SICC") protest in this case because
the Commission lacks jurisdiction over Federal or State coal, because SJCC lacks

standing and, further, because SICC’s coal lease rights are, in any event, junior to
Richardson’s oil and gas lease rights;

and in support states:

BACKGROUND
(1) Effective October 17,1988, the Division issued Order R-8768 creating the
Basin-Fruitland Coal Gas Pool ("Pool") and established special rules and regulations

authorizing the production of coalbed methane gas from the coal seam within the
Fruitland formation.

(2) These rules provide for 320-acre spacing units (GPU") with one well per GPU
provided the well is located in the NE/4 or SW/4 of a section.

Application of Richardson Operating
Co.
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(3) In accordance with NMSA (1979) Section 70-2-11, the Division has already

established a procedure for any oil and gas operator to drill a second well on a GPU in
this pool. See Division Order R-8768

(4) These rules also provide for the creation of a special "Infill Area" which will
allow a well density of 2 wells per GPU.

(5)  OnlJuly 9-10, 2002, the Division heard the Case 12888 to consider a request
by the pool operators in the San Juan Basin to increase the well density for the entire

Basin Fruitland Coal Gas Pool to the same density sought by Richardson in this case.

RICHARDSON’S REQUEST

(6) On November 13-14, 2001, the Division heard Richardson’s request seeking
the creation of a special "Infill Well" Area for the drilling of a second well on a 320-acre
GPU where SJCC intends to mine the coal. See Exhibit "A".

(7)  Richardson’s application is an attempt to accommodate SJICC by accelerating
the production of gas from the Fruitland formation so that SJICC can then mine the coal.

(8) On June 6, 2002, the Division entered Order R-11755 granting Richardson’s
application and denying the protest of SJCC. See Exhibit "B"

SJICC’S PROTEST

(9) SICC asks the Commission to "protect the coal” despite its agreement with

both the State and with the BLM that the coalbed methane gas shall be recovered and
produced prior to coal mining.

Application of Richardson Operating
Co.
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(10) SICC contends' that it has standing to protest this case before the
Commission because:

(a) SICC claims that the Secretary of the Energy, Minerals
and Natural Resources Department ("Secretary”) may review
an order of the Commission and modifying that order if the
Secretary believes that the Commission order does not give
"due regard for the conservation of the states’ oil, gas and

minerals resources” NMSA (1979) Section 70-2-26.

(b) that the Secretary "may hold a public hearing to
determine whether an order or decision issued by the

Commission contravenes the public interest.”
NMSA(1979)Section 70-2-26.

(11) SICC argues that the Secretary must "consider impacts on coal resources
development in making decisions under the Oil and Gas Act. (See SJCC’s reply to
Richardson’s response to stay, at paragraph 1, page 2.)

(12) What SJCC conveniently forgets to tell the Commission is that except for
Section 36 and about 20 acres in Section 36, all of the rest of the acreage in Richardson’s

request is Federal acreage administered by the BLM who controls both the gas and
coal.

1

SJICC Motion for Stay (paragraph 10)
SJCC Reply to Richardson’s Response to Stay (paragraph 4)

Application of Richardson Operating
Co.
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(13) SJCC’s objection is am attempt to create a dispute before the Division which
the Bureau of Land Management ("BLM") has alréady resolved in Richardson’s favor.
A copy of the decision of the BLM Farmington Field Office is attached is Exhibit C. and
a copy of the BLM State Director’s decision is attached as Exhibit D.

THE COMMISSION’S JURISDICTION

(14) The New Mexico Oil & Gas Act has specific statutory mandates concerning
the prevent of waste of potash in addition to prevention of the waste of oil and gas;

however, no such specific mandates exists concerning waste of coal. See Division Order
R-11775 (Finding 26), Exhibit "B"

SCOPE OF SJCC PROTEST

(15) San Juan Coal Company wants to substantially expand the scope of this case
and to use this proceeding to seek the adoption of exploration, development and
operational rules for oil & gas operations conducted within the area of its coal mining
plan. San Juan Coal Company wants the Commission to engage in such mining issues as
the affects, if any, of hydraulic fracturing of coalbed methane wells on roof stability in
San Juan Coal Company’s underground mine; the potential, if any, for the migration of
methane gas into a mine area including the potential, if any, for combustion of the

methane; and potential waste of coal by the presence of existing and future wellbores.

SJCC LACKS STANDING BEFORE THE COMMISSION
(16) San Juan Coal Company has no standing to participate in Case 12734.
Richardson has filed this case in accordance with Rule 4 of the Special Rules and
Regulations for the Basin-Fruitland Coal Gas Pool ("The Special Pool Rules") which
provides a procedure for oil & gas operators and certain oil & gas interest owners to

complain about if and how the optional infill well might cause waste of hydrocarbons or

Application of Richardson Operating
Co.
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adversely affect oil & gas correlative rights. This case, as advertised, is not an

opportunity for the San Juan Coal Company to complain about oil & gas exploration and

development which is taking place in an area they now contend they want to mine.

RICHARDSON’S OIL & GAS LEASES
TAKE PRIORITY OVER
SJCC’S COAL LEASES

(17) SJCC has certain state and federal coal leases which are subject to the prior
existing rights of Richardson as the oil and gas lease. Copies of the relevant coal leases

are attached as Exhibits E-1 and E-2. The relevant oil & gas leases are attached as
Exhibits F-1 and F-2.

(18) Over the objection of Richardson, SJCC participated in the Division’s
examiner hearing of this case, despite the fact that SICC’s coal leases preclude it from
interfering with Richardson’s production of oil and gas from these lands. The end result

is that the Division denied SJCC protest and authorized Richardson to drill the infill gas
wells. See Order R-11775, attached is Exhibit "B".

(19) SICC holds three coal leases which cover a portion of the lands described
in Richardson’s application: two State of New Mexico leases were issued July 15, 1991
and Federal Leases NMNM-99144 issued March 1, 2001. The State coal leases cover
Section 32, Township 30 North, Range 14 West and Section 36, Township 30 North
Range 14 West. The federal coal leases covers Sections 19, 20, 29, 30, and 31,
Township 30 North 14 West. See Exhibits E-1 and E-2.

(20) Each of Richardson’s oil & gas leases which cover the same lands as

SJCC’s coal leases within the application area was issued prior to SJCC’s coal leases.
See Exibits F-1 to F-9.

Application of Richardson Operating
Co.
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(21) SICC has asserted that Richardson’s application should be denied because
additional coalbed methane ("CBM") wells will make its coal mining operations more
difficult and potentially dangerous. Even if SJCC’s allegations are correct, they do not
justify a decision by the Commission which would prevent Richardson from achieving
maximum recovery of CBM. SJCC’s coal lease rights are junior to the oil & gas lease

rights and SJCC took its coal leases specifically subject to those rights.

(22) Coal Lease NMNM-99144 was issued to SJCC effective March 1, 2001.
It was signed on behalf of SJCC by its president on February 6, 2001. In addition to the

standard lease terms, that lease contained in Section 15 the following special stipulation:

2. This coal lease is subject to all prior existing
rights including the right of oil and gas lessees
and other mineral lessees and surface users.

3. It is solely the responsibility of the coal lessee,
not the responsibility of BLM, to clear the coal
tracts of any legal incumbencies or pre-existing
land uses that would impede or prevent coal
mining on the tract.

4. No portion of the 1998 Coal Leasing Area
Resources Plan Amendment shall be construed
to require BLM to act in the role of a party to
medication or mitigation efforts between mineral
and surface interest holder.

See Exhibit E-1. These stipulations give SJICC fair warning, in plain language, that it
has the responsibility for reaching any agreement without prior mineral lessees which it

considers necessary in the unfettered operations of its mine.

Application of Richardson Operating
Co.
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(23) Federal leases are contracts and are subject to the same rules of
interpretations as are contracts between private parties. See Petrolcorp, 152 IBLA 77, 84
(2000). The Interior Board of Land Appeals ("IBLA") has rules that "a central tenet of
contract construction provides that intent is to be determined by the words of the contract,
when these are clear and explicit and lead to no absurd consequences.” Exxon Company,
USA, 118 IBLA 30, 36 (1991). The IBLA has also noticed that its task in interpreting
contracts "is to determine and give effect to the intent of the partes to the contract as

manifested by the language used therein, construing the document as a whole." BHP

Minerals International Inc., 153 1IBLA 99, 105 (2000). The plain language used in the
federal coal lease means that SJCC took that lease subject to the burden of clearing any
"legal incumbrance or pre-existing land uses that would impede or prevent coal mining."

SJICC is bound by the terms of its coal leases and its protect to Richardson’s application
should be stricken on that basis.

(24) The State oil and gas leases in which Richardson owns an interest covering
Section 36, Township 30 North, Range 15 West was issued on December 10, 1949.
SJICC’s State coal lease covering those same lands was not issued until July 15, 1991.
That coal lease specifically excluded coalbed methane gas "except for small incidental
quantities which may have be vented or flared to achieve access to coal.” Para. 14, Lease
No. MC-0088 (Exhibit E-2). SJCC’s subsequent coal lease certainly does not give its
the right to prevent Richardson from fully recovering the maximum amount of CBM it

can under the terns of the 1949 oil & gas lease, nor which is allow SICC should mine

the coal before Richardson removes the coal bed methane.

Application of Richardson Operating
Co.
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PURPOSE OF COMMISSION HEARING

(25) Rule 4 of the Special Rules and Regulations for the Basin Fruitland Coal
Gas Pool provides a procedure for oil and gas operators and certain oil and gas interest
owners to complain about whether the optional infill well might cause waste or

hydrocarbons or adversely affect oil and gas correlative rights.

(26) This case is not an opportunity for SJCC, which owns no oil and gas

interest, to complain about oil and gas exploration and development which is occurring
in an area which SJICC now would like to mine.

(27) SICC’s protest essentially asks the Division to allow all other operators in

the Basin-Fruitland Coal Gas Pool to enjoy the opportunity to infill drill coal bed methane
well except for Richardson.

(28) SJCC protest asks the Commission to allow too few Basin-Fruitland Coal Gas

well in the vicinity of its mine for the purpose of simplifying its coal mining operations.

CONCLUSION

SJICC asks the Commission to "protect the coal" despite its agreement to sake coal

leases under which both the state of BLM has made gas recovery first prior over coal
production.

In any event, the Commission does not have any authority over coal mining

operations and its consideration of Richardson’s application should be limited to those
matters enumerated in NMSA, 1979, Section 70-2-11.

Application of Richardson Operating
Co.
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Richardson did not send notice of this hearing, or a copy of the application, to San
Juan Coal Company because San Juan Coal Company was not entitled to notice. Rule
4(b) of the Special Pool Rules requires notice only to certain oil & gas operators, and in

certain circumstances, to certain oil & gas working interest owners and unleased oil &

gas mineral owners. This case is not the proper forum to address San Juan Coal

Company’s concerns.

Because SICC acquired its coal leases subject to the prior existing rights of oil &
gas lessees, the burden was on it, as it was plainly reminded in the terms of Lease
NMNM-99144, to take whatever steps it deemed appropriate to buyout any conflicting
oil and gas lease rights or negotiate mine-trough agreements. Nonetheless, SJICC elected
to proceed with its mining operations notwithstanding the plan language in Coal Lese
NMNM-99144 that the lease was "subject to all prior existing rights including the right
of oil and gas lessees" and that it is "solely the responsibility of the coal lessee, not the
responsibility of the BLM, to clear the coal tract of any legal encumbrances or pre-exiting
land uses that would impeded or prevent coal mining on the tract." SJCC cannot now

shift the consequence of its decision to the Commission or to Richardson.

WHEREFORE Richardson Operating Company moves that the Commission
entered an Order denying SJICC’s protest in this case.

Respectfully submitted,

W. Thomas Kellahin
P. O. Box 2265

Santa Fe, New Mexico 87504

Application of Richardson Operating
Co.
Record on Appeal, 1294.
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CERTIFICATE OF SERVICE

I certify that a copy of the foregoing pleading was sent by Federal Express this
26st day of August, 2002 to James Bruce,Esq, Larry Aucherman, Esq., Charles Roybal,
Esq. attorneys for San Juan Coal Company.

W. Thomas Kellahin

Application of Richardson Operating

Co.
Record on Appeal, 1295.
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STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

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

CASE NO. 12734
ORDER NO. R-11775

APPLICATION OF RICHARDSON OPERATING COMPANY TO ESTABLISH A
SPECIAL INFILL WELL AREA WITHIN THE BASIN-FRUITLAND COAL (GAS) POOL

AS AN EXCEPTION FROM RULE 4 OF THE SPECIAL RULES FOR THIS POOL, SAN
JUAN COUNTY, NEW MEXICO.

ORDER OF THE DIVISION

BY THE DIVISION:

This case came on for hearing at 8:15 a.m. on October 18, November 13, and November 14,
2001, at Santa Fe, New Mexico before Examiner Michael E. Stogner.

NOW, on this 6th day of June, 2002, the Division Director, having considered the testimony,
the record and the recommendations of the Examiner,

FINDS THAT:

(1)  Due public notice has been given, and the Division has jurisdiction of this case and its
subject matter.

(2)  TheBasin-Fruitland Coal (Gas) Pool is an “unprorated gas pool” not subject to Part H of
the Division's rules entitled "Gas Proration and Allocation" (Rules 601 through 605). However, the Basin-
Fruitland Coal (Gas) Pool is subject to: (a) Division Rule 104.D (3), which restricts the number of
producing wells within a single gas spacing unit within non-prorated gas pools to only one (see official
notice to all operators issued by the Division Director on October 25, 1999), and allows producing wells
within this pool to produce at capacity; and (b) the “Special Rules and Regulations for the Basin-

Fruitland Coal (Gas) Pool,” established by Division Order No. R-8768, as amended by Orders No. R-
8768-A and R-8768-B, which rules provide for:

@) 320-acre spacing units (Rule 4);

(i)  wells to be located in the NE/4 or SW/4 of a sing

section and no closer than 660 feet t the

zépplication of Richardson Operating
0.
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outer boundary of the spacing unit nor closer than 10 feet to any
mnterior quarter or quarter-quarter section line or subdivision inner
boundary (Rule 7); and

(iii)  infill wells only after notice and hearing (Rule 4).

(3)  Inaccordance with Rule 4 of the special pool rules governing the Basin-Fruitland Coal
(Gas) Pool, Richardson Operating Company (“Richardson”) seeks the creation of a special infill well
area comprising the following-described lands within the pool in San Juan County, New Mexico ("infill

area") to be governed by special provisions allowing two producing coal gas wells per 320-acre spacing
unit:

TOWNSHIP 29 NORTH, RANGE 14 WEST, NMPM

Sections 4 through 6: All
TOWNSHIP 29 NORTH, RANGE 15 WEST, NMPM

Section 1: All
TOWNSHIP 30 NORTH, RANGE 14 WEST, NMPM

Section 16: All

Sections 19 through 21: All

Sections 28 through33: All

TOWNSHIP 30 NORTH. RANGE 15 WEST, NMPM
Section 36: Al

(4)  Richardson is the current operator of wells in the Basin-Fruitland Coal (Gas) Pool and
owns interests in both State and Federal oil and gas leases within the proposed infill area. Richardson's
rights under its leases extend from the surface to at least the base of the Pictured Cliffs formation.

(5) San Juan Coal Company ("SICC"), a subsidiary of BHP Billiton Limited, appeared in

opposition to Richardson’s application. SJCC owns a Federal coal lease (the "Deep Lease") covering the
following lands:

TOWNSHIP 30 NORTH, RANGE 15 WEST. NMPM

Section 13: S/2
Section 14: S/2
Sections 23 through 26: All
Section 35 All

Application of Richardson Operating
Co.
Record on Appeal, 1298.
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A State coal lease covering the following lands will be developed in conjunction with the Deep
Lease:

TOWNSHIP 30 NORTH. RANGE 15 WEST, NMPM
Section 36: Al

SICC also owns a second Federal coal lease (the "Deep Lease Extension”) covering the following
lands:

TOWNSHIP 30 NORTH, RANGE 14 WEST, NMPM

Sections 17 through 20: All
Sections 29: All
Section 30: All
Section 31: All

A State coal lease covering the following lands will be developed in conjunction with the Deep
1ease Extension:

TOWNSHIP 30 NORTH., RANGE 14 WEST, NMPM
Section 32: All.

(6)  SJCC currently operates an open pit and pilot underground coal mine on the western
‘side of its above-described coal leases; however, the closest mining operations are approximately one-
half mile from the western edge of the proposed infill area.

(7)  On August 31, 2001 SJCC filed an application with the United States Bureau of Land
Management ("USBLM") for a coal exploration license covering the following lands:

TOWNSHIP 30 NORTH, RANGE 14 WEST, NMPM

Sections 9 and 10: All
Section 15: All
Sections 21 and 22: All
Sections 27 and 28: All
Sections 33 and 34: All.

SJCC is also attempting to lease the following land from the State:

TOWNSHIP 30 NORTH RANGE 14 WEST, NMPM —

Section 16: All

Application of Richardson Operating
Co.
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This area is referred to heréin as the "Twin Peaks Extension Area."

(8)  The Basin-Fruitland Coal (Gas) Pool underlying the proposed infill area will be affected
by SJCC’s current mine plan and by SJCC’s plan to mine the Twin Peaks Extension Area.

(9)  The proposed infill area was defined by Richardson's oil and gas leases and is overlapped
by SJCC's coal leases.

(10)  The proposed infill area is underlain by several coal seams, including what are referred to as
Coal Seam No. 8 and Coal Seam No. 9. Richardson intends to perforate and fracture stimulate only Coal
Seam No. 8, which is the seam SJCC plans to mine in its underground operation.

(11)  Richardson’s application is an attempt to prevent the waste of hydrocarbon resources by
accelerating the production of gas from the Fruitland coal interval prior SJCC mining operations.

(12)  SJCC 1s currently in the process of converting from surface mining operations to an
underground mine system (consisting of "mine districts”) to mine the Coal Seam No. 8. SJCC’s
underground operations will utilize continuous miner units to establish a network of tunnels around coal
blocks each approximately 10,000 feet long and 1,000 feet wide. These coal blocks are then mined by a
"longwall" miner machine that runs paralle] to the 1,000-foot face of the coal block. The mine plan is to

mine each mine district through the system, expanding the mining in an easterly direction towards
Richardson’s existing coal gas wells and gathering system.

(13)  Thelongwall miner process allows for the extraction of the coal but vents the coal gas and

leaves behind a void. The roof then collapses into a rubble heap called the "gob," which contains a residue
of debnis including some gas.

(14)  SJCC intends to mine the coal before the coal gas is produced by Richardson, which would

require SJCC to vent to the atmosphere coal gas present in the coal seam, and contends that there will be
gas remaining in the gob left after it has mined the coal.

(15)  SJCC operates the San Juan Mine (the "Mine") to supply coal to the San Juan Generating
Station, operated by Public Service Company of New Mexico. The Mine was originally a surface mine.
The coal supplied by SJCC to the San Juan Generating Station has been supplemented by coal from the
nearby La Plata Mine. In order to replace dwindling coal reserves at the surface operations of both mines,
SICC commenced a pilot underground mine in

Application of Richardson Operating
Co.
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early 1998 in order to demonstrate the viability of such an operation.

(16) At about the same time, SJCC began development of an underground mine permit
application to be filed with the Mining and Minerals Division (“MMD”) of the New Mexico Energy,
Minerals, and Natural Resources Department. In October, 1999 SJCC received authonzation for
development of the underground mine from the MMD.

(17)  Effective March 2001, SJCC obtained the Deep Lease Extension, which lies on the eastern
boundary of the Deep Lease. This lease will allow SJICC to meet its coal supply contract with Public
Service Company of New Mexico that extends through 2017.

(18)  Originally SJCC took the position that it was in the best interests of all parties, including
SJCC, to have Richardson drill and produce coal gas with infill wells in order to accelerate withdrawal;
however, in August, 2001, SJICC changed its position due to concemns raised about: (i) spontaneous

combustion; (ii) the existence of well casings in the coal seam; (iii) the hydraulic fracturing of the Fruitland
interval; and (iv) the de-watering of the coal.

(19)  SJICC presented evidence showing that the development of coal bed methane gas in
advance of underground mining could pose certain safety and operational risks that would be
increased by Richardson’s proposed infill development.

(20) In accordance with Mine Safety and Health Administration (‘MSHA”) regulations,
wellbores not properly abandoned in advance of underground mining operations must be avoided. A 300-
foot radius protection pillar is required around wellbores not properly abandoned. Proper abandonment
involves milling out the casing and cementing the wellbore. To create a protection pillar SICC would need
to disassemble its longwall apparatus the required distance from such a wellbore and re-establish it within

the mining district an equal distance past the wellbore; therefore, the volume of coal to be by-passed by
SJCC will be at least 600 feet long by 1,000 feet wide and 13 feet high.

(21)  SJCC is concerned about the time lost in moving its underground mining equipment
and the volume of coal lost to create these pillars.

(22) Evidence was presented by SJCC concerning increased risk for spontaneous
combustion within its Mine caused by: (i) prolonged periods of down time required in order to move
the longwall apparatus; (ii) the fracturing of the coal seam by the oil and gas operations, which serves

to hamper SJCC’s ability to manage its ventilation systems; and (iii) the de-watering of the coal seam,
which dries the coal.

123
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(23)—Richardsor's-prepesed-mittarcawouldattowthe-fottowimng:
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) recompletion in the Basin-Fruitland Coal (Gas) Pool of 18
existing Pictured Chiffs formation wells and the downhole commingling of
production from both zones; and

(i)  drlling of 7 new wells to be completed as downhole commingled

wellbores in the Pictured Cliffs formation and the Basin Fruitland Coal
Gas Pool.

(24) The geological and engineering evidence presented demonstrates that:

@ the No. 8 coal seam is present throughout the proposed infill area

and is thick enough to support coal gas production in commercial
quantities;

(i)  the proposed infill area is within that portion of the Basin-
Fruitland Coal (Gas) Pool that is under-pressured;

(iii)  this coal seam appears to be methane-gas saturated,

(iv) it is necessary to de-water the coal in order to obtain gas
production:

(v)  the gas content yield in the No. 8 coal seam within the proposed
infill area ranges from 178 to 281 standard cubic feet per ton of coal; and

(vi)  based on an average thickness of 20 feet, the initial gas in place

within this coal seam ranges from 2.06 BCF to 3.24 BCF per 320-acre
unit.

(25) The engineering evidence presented by Richardson demonstrates that infill drilling ona
single 320-acre unit within the proposed infill area will serve to: (i) de-water the coal seam more
quickly and efficiently; and (ii) allow for additional hydrocarbon reserves to be recovered.

(26) TheNew Mexico Oil & Gas Act has specific statutory mandates concerning the prevention

of the waste of potash in addition to prevention of the waste of oil and gas; however, no such specific
mandates exists concerning waste of coal.

L2

=7
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accelerating the production of gas from the Fruitland formation prior to SJCC mining the coal and venting
the methane gas.

(28)  SJCC presented testimony that some of the coal gas that would be vented by mining
operations could be recovered at the surface, but did not establish the amount that could be so
recovered or the economic feasibility of such recovery.

(29) SICC's concerns about mine safety and fire prevention can be alleviated by:

() leaving a 300-foot radius protection pillar around any current or
future wellbore as required by MHSA Regulations; or in the alternative

(ii)  milling out the casing in any wellbore through the coal seam and
properly plugging and abandoning the wellbore with cement, in which
case a coal protection pillar would not be needed.

(30)  Application of the latter method would also alleviate SJCC’s concerns about reduction
of recoverable coal reserves due to the necessity to leave coal in place around wellbores.

(31)  In order to minimize waste of gas reserves and to protect the oil and gas mineral interests
correlative rights, the Division should grant Richardson's request to establish a special infill area [as

described in Finding Paragraph No. (3) above] that provides an opportunity to accelerate the production of
gas from the Fruitland Coal formation prior to SJCC’s mining operations.

IT IS THEREFORE ORDERED THAT:

(1)  As an exception to (i) Rule 4 of the “Special Rules and Regulations for the Basin-
Fruitland Coal (Gas) Pool,” established by Division Order No. R-8768, as amended by Orders No. R-
8768-A and R-8768-B, and (ii) Division Rule 104.D (3), the applicant, Richardson Operating Company, is
hereby authorized to drill, complete and produce an optional infill well within each 320-acre gas spacing
unit within the following described Special "Infill Well" Area:

TOWNSHIP 29 NORTH, RANGE 14 WEST, NMPM
Sections 4 through 6: All

Application of Richardson Operating
Co.
Record on Appeal, 1303.
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TOWNSHIP 29 NORTH, RANGE 15 WEST, NMPM

Section 1: All
TOWNSHIP 30 NORTH, RANGE 14 WEST. NMPM

Section 16: All

Sections 19 through 21: All

Sections 28 through33: All

TOWNSHIP 30 NORTH. RANGE 15 WEST., NMPM
Section 36: Al

(2)  The following conditions apply to the authority granted by this order:

(A) THE INITIAL COAL GAS WELL located on a 320-acre
spacing unit shall be located in compliance with the setback and

quarter section placement requirements set forth in Rule 7 of the
special pool rules.

(B) THE INFILL COAL GAS WELL on an existing 320-acre unit
shall be located in the quarter section of the unit not containing a
Basin-Fruitland coal gas well, and shall be located in compliance

with the setback requirements set forth in Rule 7 of the special
pool rules.

(C) THE PLAT (Form C-102) accompanying the Application for
Permit to Drill (OCD Form C-101 or federal form) for the
subsequent infill well on an existing unit shall have outlined
thereon the boundaries of the unit and shall show the location of

the existing Basin-Fruitland coal gas well plus the proposed new
well.

3) Jurisdiction of this case is retained for the entry of such further orders as the Division
may deem necessary.

Application of Richardson Operating
Co.
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DONE at Santa Fe, New Mexico, on the day and year hereinabove designated.

STATE OF NEW MEXICO
OIL CONSERVATION DIVISION

LORI WROTENBERY
Director

SEAL

Application of Richardson Operating
Co.
Record on Appeal, 1305.
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United States Department of the Interior

BUREAU OF LAND MANAGEMENT
Farmingmon Fleld Office
1235 La Phats Highway, Suite A
Farmington, New Mexico 87401

DI REPLY REFER TO.

NM NM 99144 ((Coal, GC)
NM NM 99003 (O & G, GC)
3100/3400 (07100)

September 20, 2001

CERTIFIED-RETURN RECEIPT REQUESTED
7106 4575 1292 2684 0142

Mr. Lynn Woomer

BHP Billiton

San Juan Coa! Company

P.O. Box 561 .

Waterflow, NM 87421 : | Cf)’ P ieation of Richardson Operating
RE: Protest of Applications for Permit to Drill (APDs) Record on Appeal, 1306,

Dear Mr. Woomer:

The Bureau of Land Mapagement (BLM) acknowizdges the receipt of your letter dated Aungust 31, 2001,
protesting the issuance of APDs to Richardson Operating Company and Dugan Production Corporation. The
area of concern identified in your correspondence involves properties covered by valid existing oil and gas leases
Listed below. '

Richardson Operating Company Secs. 30 and 31, T. 30 N,, R 14 W, San Juan County

Dugan Production Corporation Sec. 24, T.30N.,R. 15W_and
Secs. 17,18 and 19, T. 30 N, R. 14 W, San Juan County

The protest requests that the BLM refrain from issuing APDs unless certain stipulations are placed on the
opetators. BHP also requests that the Operators refrain from hydraulicaily fracturing the coal scams. These
requests were made in order to mitigate certain safety concerns associated with subsequent undergrovad coal
mining of the oi] and gas leases.

There are three specific safety issues mentioned: 1) the presence of steel casing in the basal coal seam and the
adverse impact on the continnous mining machines (CMs); 2) the potentially adverse impacts of hydraulic
fracturing on roof stability; and 3) the increased risk of spontanecus combustion occasioned by hydraulic
fracturing.

The BLM appreciated the opportunity to meet with BHP-Billiton on Friday, September 14, 2001, to discuss the
safety concerns and review a rather comprehensive ventilation plan for the mine.

After reviewing the safety issues in detail, it is difficult to quantify the risks associated with degassing of the
basal coal seam of the Fruitiand Coal horizon by conventional drilling and completion techniques utilized by the
oil and gas operators. There are mamy publications which attempt to address the safety concerns raised by BHP-
Billitop with cooflicting opinions as to severity and magnitude. The BLM sckuowledges the concern for the
kealth and safety of the underground mining workforez and believes that the safety issues should be addressed
by the mine safety plan developed by BHP-Billiton. ‘

Your proposed conditions to be imposed upon the operators (g milling of casing, pressure coring, and lack of
well stimulation) would add significant coats to the operators thereby rendering the leases uneconomic to
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develop. This would constitute an unfair burden on the oil and gas lessees who have priority rights in
developing their associated mineral resource. All properties alluded to fall within the Decp Lease Extension
with the exception of Sec. 24, T. 30 N, R. 1S W. The BLM rzminds BHP-Billiton of Special Stipulation 3 of
coal lease NM NM 99144 (The Deep Lease Extension) issued March 1, 2001, which reads:

“Jt is solcly the respounsibility of the cosl lessee, not the respoasibility of BLM, to clear the coal
tract of any legal encumbrances or pre-existing land uses that would impede or prevent coal
mining on the wact.”

The BLM cannot encumber the issvance of APDs with unreasonable conditions of approval that render the
lessees® operations uneconomic. Consequendy, the APDs on Federal oil and gas lease NM-99003 in Secs. 30
and 31, T.31 N., R. 14 W. arc approved. There ars several steel-cased well bores already existing on the coal
leases with the potential for several more in the foresceable furure with subsequent issuance of additional APDs
16 the operators. In the interest of mitigating the perceived safety threat to the underground mining operations,
the BLM strongly encourages BHP-Billiton to reach a settlement with the oil and gas operators in the area as
quickly as possible. '

Under provisions of 43 CFR 3165.3, yon may request an Administrative Review, before the State Director cither
with or without oral presentation, or the action described above. Such a request, including all supporting
documentation, shall be filed in writing with the State Director, Bureau of Land Meanagement (NM-93000), P.O.
Box 27115, Santa Fe, New Mexico 87502-0115 within 20-business days of the date this notice was received or
considered to have been received. Such request shall not result in 2 suspension of the sction unless the reviewing
official so determines.” Procedures goveming appeals from instructions, orders or decisions are contained in 43
CFR 3165.4 and 43 CFR 4.400 ef seg.

If you have any questions regarding the above, please contact Dave Mankiewicz at (505) 599-6387.

Sincerely,

N

Steve Henke
Acting Field Manager

ce:
(7106 4575 1292 2684 0159)
Richardson Operating Company
1700 Lincoln, Suite 1700
Denver, CO 80203

(7106 4575 1292 2634 0166)
Dugan Production Corporation
P.O. Box 420

Farmmington, NM 87499

(7106 4575 1292 2684 0173)

Mr. Steve Hayden

New Mexico Qil Conservation Division
1000 Rio Brazos Road

Axtec, NM 87410

,épplication of Richardson Operating
0.

Record on Appeal, 1307.
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Bureau of Land Management
New Mexico State Office l
1474 Rodeo Road l
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P.0. Box 27115
Santa Fe, New Mexico 87502-0115

www.nm.blm, gov

IN REPLY REFER TO:
SDR 02-01

3160 (93000)
NMNM 99144
NMNM 95003

CERTIFIED MAIL RETURN RECEIPT REQUESTED
7001 0360 0001 0168 1013

l
|
San Juan Coal Company : ' ;
¢/o Modrall, Sperling, Rochl, Harris & Sisk : Decision Dismissing Protest of P
500 Fourth St. NW ; Issuance of Applications for Permits } ‘
Benk of America Ceatre, Suite 1000 : To Drill in Vicinity of Coa! Mine and .
Albuquerque, NM 87102 : Appraoval of APD’s
Decisio H or Sta ed as Moot .

Re ay of oY e jss

By letter dated October 18, 2001, Modrall, Sperling, Roehl, Harris & Sisk, P.A., as agent for !
San Juan Coal Company (San Juan), requested a Stay Pending Administrative Review and State
Director Review (SDR) of a September 20, 2001, Decision of the Farmington Fizld Office _
(FFO}. That Decision dismissed San Juan’s August 31, 2001, protest of the issuance of : ,
applications for a permit to drill (APD’s) in areas where San Juan has plans to mine. The
decision also approved four Richardsen Operating Company (Richardson) APD’s. San Juanalso 1,
requested the opportunity to present its arguments orally. The oral presentation occurred on o
November 19, 2001.

On October 29, 2001, we received a Reply 1o San Juan's raquest for administrative review from
Richardson and on November 7, 2001, this office received a Reply from Dugan Production
Corporation (Dugan). Dugan is an affected party thyough its existing oil and gas leases, and its
current and proposed coalbed methane (CBM) development program. During the oral
preseutation on November 19, 2001, San Juan expanded upon its written arguments. Fellowing
San Juan’s presentation, Richardson presented its oral arguments.

Application of Richardson Operating

Co.

Record on Appeal, 1308.
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San Juan requested that Richardson’s drilling operations be cunaxled in the following lands:
T 30N, 4W_ N. .. San Juay County, New ico
STcs. 17-19,30,31; and

Ti30 N R 15 W.. NMP.M.
Se;c. 24,

i

These lands are located within San Juan’s “Deep Lease™ and “Deep Lease Extension,”
NWM 28093 and NMNM 99144, respectively.

Leasing of the Federa) oil and gas cstate has occurred in this area since the first ‘oil pennit” was
issued in 1923. There are seven active oil and gas leases in effect within the above-described
area. Six of the leases were jssued 27-33 years ago, and are held by production fom other wells.
Richardson operstes Jease NIVINM 99003, obtained at a competitive lease sale in 1997. One well
within the lease has produced since October 1999. Dugan cperates two leases within the area.

* Coal has beer. mined for residential use since the late nineteenth century. Large-scale surface
mimng began in 1958, Western Coal Company imitiated surface mining of coal in 1973. The
“Deep Lease,” later acquired by San Juan, was issued to Westemn Coal Company in Apri! 1980,
San Juan’s “Deep Lease Extension” was issued effective March 1, 2000, with a term of 20 years.

Secnon 15 of the lease has the following special stipulations:

“1. The lessee will comply al its own expense with all reasonable orders of the Secretery
- respecting diligent operations, prevention of waste, and protection of non-coal resources.
2. This coal lease is subject to all prior existing rights, including the right of oil and gas lessees ’
| and other mineral lessees and surface users. i
3 It is solely the responsibility of the coal lessee, not the responsibility of the Bureau of Land ‘
| Management (BLM), 1o clear the coa) tract of any legal encuznbrances or pre-existing land
' uses that would impede or prevent coal mining on the tract.”
l
We have minutes of four of the monthly meetings facilitated by the FFQ, held berween January
and May 2001, in which San Juan, Richardson and Dugan met in an effort to optimize recovery
of both coal and CBM, as well as potential gas reserves in decper horizons, San Juan originally
ehcouraged degassing prior to mining. In fact, it was this position that prompted the FFO to send
demand letters to both Richardson and Dugan, requiring development of the CBM prior to
mining a5 a means of recovering ges that otherwise would be lost. San Juan now opposes
develepment of the CBM, due 1o safety concems expressed by its ventilation engineer.

'
]

Application of Richardson Operating
Co.

Record on Appeal, 1309.
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Richardson suomitted four APD’s that riggered the Augus 31, 2001, protest from San Juan.
After the September 20, 2001, decisions, Richardson drilled all four wells.

Ssn Juan’s Arguments:

Our review of the oral presentation, written material submined by San Juan and Richardson, and
case record data, demonstrated that this dispute has been ongoing for over a year. There are four
main 1ssues in the dispute, as articulated by San Juan.

1. Who has the p.riority right to develop his lease(s)?

San Juan admits that its lease postdates fhe o1l and gas leases. However, it states that jts plan of
developmen: predates any drilling plans filed by sither company, and that BLM should look at
actual plans cf development, not merely lesse issuance dates. In addition, San Juan stares that
the BLM is beund to consider the more valuable resource fom the standpuint of public needs; !
coal is more valuable and returns more in royalties to the public.

In its oral presentation, San Juan stated that the Resource Management Flan Amencément for
Coal Leasing effectively modified the Iessses’ potential 1o develop their existing oi: and gas
leases.

2. Developmeaut of the CBM will result in saféry bazards to mining equipment and
persotnel '

San Juan mads several statements regarding increased safety hazards if CBM development
occwrs prior 10 mining. The hazards result from the actual stee] well casing itself, five might be
caused through mining equipment striking the casing and creating a spark that igrites coal fines _
or methane, There is an additional risk for spontaneous combustion of the coal if CBM ,
completion rechniques include hydraulic fracturing of the coal. San Juuti states tzat hydraulic
fracturing of the carbonaceous shale overlying the coal couid result in Swrther risk 10 equipment
and employees if it weakens the roof of the mine. If the coal is de-watered and de-gassed zhead
of mining, the coal will be more susceptible to oxygen adsorption thrugh an cpered cleat
sysiem, thereby increasing the risk for spontancous combustion.

3. Development of the CBM will result in a major econamic loss to San Juan

San Juan states that development of the CBM would result in reduced recovery of coal. San Juan
states that underground mine safety regulations require thai 2o mining oseur within 200 feet from
any existing wells. This would reduce coal recovery by 300,000 tons around each well. It would
zlso require San Juan to reposition its equipment around each well, which is both ume
consuming and expensive. If there is more than cne well within a particular mining block, it
might make thai block uneconomical to develop, resulting in the loss of three million tons of
coal.

Application of Richardson Operating {

Co. !
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mught make that block uneconomical to develop, resulting in the loss of three million tons of
coal.

4. The BLM planning and environmental documents are flawed and do not comply with
FLPMA

San Juan states that the 1998 Farmington Resource Mansgement Plan Amendment (RMPA) for
coal leasing activity is flawed, in that it did not consider the coal versus CBM conflict, nor
provide a method to resclve the conflict. The Environmental Assessments (EA’s) prepared for
Richardson’s APD’s do not consider alternatives to drilling that were developed in the RMPA.

Richavdson’s and Dugan’s Arguments

Richardson states that its rights are senior to San Juan's, znd that the *first in time, first in right’
concept is not owtmoded, Richardson cites the stipulations attached 1o the “Deep Lease
Extension™ lease, and states that they are controlling; these lease terms were attached in an
attempt to eliminats arguments over priority in coal versus CBM resource development.
Richardson notes that, in spite of those stipulations, San Juan has failed to conduct due diligence
by taking steps necessary to minimize legal and technological risks to the mine, and instead has
passed the burden to BLM and Richardson.

e e 4 et o vt i e 1y o g e

Richardson states that its oil and gas lease predates the RMPA, and thus, it cannor alter valid E
existing rights. Richardson adds that it actively participated in commenting on the RMPA to be
sure BLM was aware of the potentie] adverse effects to its plans to develop the cozlbed methane,

Richardson and Dugan disagree with San Juan's conclusion that the EA’s failed to consider all
reasonsble alternatives, including alternative well locations, and a no-action alternative.

Dugan identifies its lease interests, and notes that they predate San Juan’s Jease. Dugan noted

- that it currently operates 18 wells within the subject ayea; the wells produce 850 MMBTU/day.
Dugan describes the infrastructure needed tw produce the gas, and its investment of more than
$6 million.

Dugan also notes that the development potential of CBM has only surfaced recently, and that
advances in technology have made recovery of CBM economical in this under pressured area

Dugan notes those existing regulations would allow it to drill an additional 24 wells within the -
subject erea, and that if well density is increased, 38 edditional CBM wells could be drilled.

Application of Richardson Operating
Co.
Record on Appeal, 1311.
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Avalvsis aud Response

Following is our responsc to each argument:

1. Priority

We find no justification for San Juan’s argument that we should consider the daie that plans of -
development were approved, in lieu of acrual lease issuance dates. The terms of San Juan’s coal }
lease provide our rationale, that the oil and gas lessees have prionty in development of their gas
resources.

San Juan’s coal lease contained special stipulations as a means of resolving future development
conflicts. Section 15 of the lease states that it is San Juan's sole responsibility to resolve
conflicts with prior oil and gas Jessces. The terms clearly state that the oil and gas leases are
valid existing rights, and that San Juan is solely responsible for removing impediments 1o coal
mining,

In addition, the Protoco] for the Mediatio dverse Impacts il and Gas Revenues, signed
by San Juan, recognizes the senior stature of valid existing oil and gas lesses. By signing the
Jease forin and the protocol, San Juan agreed to those provisions. The protocol commirted San
Juan to honor existing Federal and fee oil and gas leases, and to avoid or mitigate adverse
irpacts to the oil and gas lessees. San Juan agreed 1o compensate the oi} and gas lessees by
paying damages for decreased production. If production would permanently cease, San Juan
would compensate the lessees for the fair market value of lost production.

Finally, San Juan's asserted that the RMPA for Coal Leasing effectively modified the oil and gas
lessees’ potential to develop their existing oil and gas leases. This is untrue - the BLM cannot
retroactively constrain development by applying new, resictive stipulations to existing leases.
We do agree with San Juan that the Plan requires that future drilling activity wou!d be
coordinated with the BLM and mining company. |

2. Safety . l

We agree with the September 20, 2001, FFO decision letter thar the risks of degassing the coal
seamn are difficult to quentify. San Juan presented only its concerns about potential safety
hazards, San Juan presented no data thar demonstrate that hydrauhc fracturing of the coal would
increase the potential for spontaneous combustion, or weaken the mine roof. San Juan’s
arguments regarding potential safety hazards if CBM development preceded mining may be
addressed by underground mine safety rules requiring the 300 foot buffer around =xisting wells.

Application of Richardson Operating
Co.

Record on Appeal, 1312.
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3. Economics

We agree that Richardson’s CBM development plans could smpair coal mining, 4nd could force
San Juan to bypass recoverable coal reserves. Nonetheless, San Juan could mine through a well
location if it milled out the casing prior to mining. While San Juan states that this is a slow and
expensive procedure, it would maximize the economic recovery of the coal resowrce. i
San Juan implies that Richardson and Dugen are filing APD’s to jeopardize its mining i
operations, then holding out on a settlement to obtain . . . many multiples of such value . .. ”
The BLM has seen no evidence of the two companies filing APD’s merely to umpede
underground mining, or force ap unfair buyout. Rather, Richardson and Dugan appear to be
proposing-drilling operations, and carrying out development in an attempt to recover CBM prior
to mining. Evidently, the two companies are unconvinced, as is the BLM, that there would be
recovereble CBM following mining, such that they might obtain some economic benefit of their
leases post mining.

4. The 1998 FFO Resource Management Plan Amendment and individual EA’s for
Richardson's CBM wells are flawed.

We believe the RMPA adequately addresses the oil and gas development versus coal mining
issue. It offers a sufficient range of alternatives for the BLM 1e consider.

The State Office examined the Environmental Assessment (EA) prepared by Permits West, Inc.
(Richardsen's contractor), dated August 16, 2001. We also reviewed the Finding of No
Significant Impact (FONSI) and Decision Record, completed by the FFO on August 29, 2001,
and approved September 4, 2001.

We find that the EA did not comprehensively address all issues regarding other mineral resources
and potential conflicts. Similarly, the FONSI should have recognized the lack of such analysis.
Specifically, there was no analysis of potential impacts to the coal resource. We note that the EA
were prepared prior 10 San Juan’s protest lenter. At that time, degassing of the coal was
considered as a positive effect.

Decision

This decision has been coordinated with our Field Solicitor in Santa Fe, and Deparunent of the
Interior solicitors in Washington, D.C.

We understand San Juan's concerns regarding mine safety and the economic costs of remedratmg
well bores within its mine area. It is unfortunate that San Juan only recently recognized the
potential adverse impacts of CBM development on its ability to mine the coal. The BLM had
encouraged our lessees 1o accelerate development of the CBM in advance of mining to ensure
recovery of methane that otherwise would be lost, and to reduce the safety threat of methane
degassing during mining operations,

Applicar .
Cﬁ'phcanon of Richardson Operating
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We believe that Richardson has a prior existing right to develop the CBM. This is true even if it g
would eause reduced recovery of coal reserves, and adversely affect the economics of San Juan’s i
mine. Szn Juan must adjust its mine plan to provide necessary safety to mine personnel. i
Accordingly, we sustain the FFO decision with regard to: 1) priority; 2) safety; and 3) i
economics. !
!

We disagree with San Juan's fourth argument that the APD approvals do not comply with the ’
1998 Coal Leasing RMPA. The Decisian Record for the RMPA was issued after the effective ;
date of Richardson’s oil and pas lease. The RMPA cannot unreasonzbly constrain cevelopment ]
of pre-existing rights. ’
|

We agree with San Juan that the EA’s do not address altematives to oil and gas development o |
identified in the 1998 RMPA. We herein remand the case to FFO for review of the EAs prepared .+ |,
for the Richardson wells. J;
.
The FFO must ensure that cumulative impacts to the coal resource are analyzed, and consider |
alternatives that would reduce advetse impact to coal development. After the FFO have
completed its analysis, and reported its conclusions to the State Director, we will decide this last
issue.

The request for the State Director to stay FFO approval of the Richardson APD's is rendered '
moot by the completion of all four wells prior to our receipt of the SDR request. The request to

stay approval of other applications within the area identified is dismissed as premature. We

cannot stay applications prior to their approval.

This Decision may be appealed to the Interior Board of Land Appeals, Office of the Secretary, in
accordance with the regulations contained in 43 CFR, Part 4 and Form 1842-1 (copy attached).

If an appeal is taken, your notice of appeal must be filled in this office within 30 days from yous

receipt of this decision. The appellant has the burden of showing that the Decision appealed '
from is in error. E

If you wish to file a petition for stay of the effectiveness of this Decision during the time that
your appeal is being reviewed by the Board, the petition for stay must accampany your notice of
eppeal. A petition for 8 stay is required to show sufficient justification based on the standards
listed on the aftached (Form 1842-1). Copies of the notice to sppeal and petition for stay must be
submitted to each party named in the Decision and to the Interior Board of Land Appeals, and to
the appropriate office of the solicitor

Application of Richardson Operating
Co.

Record on Appeal, 1314.
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(see 43 CFR 4.413) at the same time the original documents are filed with this office. If you '
request a stay, you have the burden of proof to demonstrate that the stay should be granted. ]

Sincerely,

Carsten F.

Deputy State Director

Division of Resource Planning, !
Use and Protection

fEnclosure

ce:
WO(310)
MS0(920)
WS0(920)
USO(920)
NM(010)
NM(020)
NM(030)
NM(040)
NM(050) | l
NM(060) |
NM(070)
NM(080)
NM(090) (
NM(930)
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eTTIVED

cen 5 OFM10 MM NEW MEXICO STATE LAND OFFICE
.. TTiE COAL MINING LEASE
S;lAiﬁP«D:.[tPi‘i'féu NO. MC-0088 LEASE NO. MC-0088

THIS AGREEMENT, dated this 15TH day of JULY, 1991, made and
entered into between the STATE OF NEW MEXICO, acting by and
through the undersigned, its COMMISSIONER OF PUBLIC LANDS,
hereinafter called the "lessor", and:

SAN JUAN COAL COMPANY

P.0. BOX 561 WATERFLOW, NEW MEXICO 87421,

hereinafter called the "lessee".

WITNESSETH:

WHEREAS, lessee has filed in the State Land
Office an application for a coal lease for the purpose of
exploring for, mining, developing and producing coal upon the
lands hereinafter described, and has tendered THREE THOUSAND TWO
HUNDRED FIFTY AND 00/100---DOLLARS ($3,250.00), for the first
annual rental payment, together with one hundred dollars
($100.00) application fee, and N/A dollars ($N/A), for a bonus;

NOW THEREFORE, in consideration of the above
tender, receipt of which is acknowledged, and the COVENANTS
herein, lessor hereby grants, and leases to lessee, exclusively,
for the sole and only purpose of exploring for, mining,
developing, producing and removing coal in, upon or under the
following described lands in SAN JUAN County, New Mexico:

INST SEC TWP RGE SUBDIVISION ACRES

c.s. 36 30N 15W LOTS 1(40.57), 2(41.73), 649.20
3(42.87), 4(44.03), N2, N2S2

together with the right to use so much of the surface as is
reasonably necessary to explore for, mine, develop, produce and
remove the cocal.

8/23/89
1
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TO HAVE AND TO HOLD the said lands and privileges granted
hereunder for a primary term of five years.

IN CONSIDERATION OF THE PREMISES, THE PARTIES COVENANT
AND AGREE AS FOLLOWS:

1. As royalty, lessee shall pay to lessor twelve and
one-half percent of the proceeds received from the sale of all
surface-mined coal or, at the option of the lessor, the market
value thereof, and eight percent of the proceeds received from
the sale of all underground-mined coal or, at the option of the
lessor, the market value thereof. The royalty rate may be
reduced by the lessor upon a showing by the lessee that the
leases for non-state coal in the same logical mining unit provide
for a lower rate oxr that the lands leased hereunder will be
bypassed and not mined without a rate reduction. Such royalty is
due in full on the last day of the month following the calendar
month of sale and shall be reported to the lessor, together with
such other information as may be required by the lessor, upon
forms prescribed by the lessor. In the event of a dispute as to
the amount of royalty due, the lessee shall assume the burden of
prcof in any court action arising out of such dispute.

2. As rental, lessee shall pay to lessor annually on or
before each anniversary date of this lease the sum of five
dollars ($5.00) per acre or fraction thereof, such rental
payments to continue so long as this lease shall remain in force.

3. Lessee agrees to pay interest on delinquent royalty
and rental payments at the rate of one percent (1%) per month, or
fraction thereof, accruing from the date said payment becomes
due.

4. If, at the end of the primary term, the lessee has
submitted a mine plan, which is not subsequently disapproved by
the lessor within three months after submission, and the lessee
has either incorporated the land leased hereunder with adjacent
land into a logical mining unit or has shown to the satisfaction
of the lessor that the adjacent land is federal land which has
not been available for coal 1leasing but that the lessee has
incurred substantial costs in developing the leased land, then
this lease shall not expire at the end of the primary term but
shall continue for a secondary term of an additional five years.

5. If, at the end of the secondary term, the lessee is
producing coal at an average annual rate of either one percent of
the estimated recoverable reserves from the leased lands or one
percent of the estimated recoverable reserves from the logical
mining unit, then this lease shall not expire but shall continue
as long as the one percent production is maintained. Provided,

2 .
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that, for purposes of determining if the one percent annual
production has been maintained during any year after the end of
the second year following the beginning of production, the annual
production averaged over the previous three years, shall be used.
For purposes of this paragraph, annual rates of production shall
be measured from lease anniversary date to lease anniversary
date.

6. In lieu of actual production at or after the end of
the secondary, term hereof, lessee may prevent the expiration of
this lease by the timely payment of an advance royalty equal to
the estimated royalty obligation which would be due if one
percent of the recoverable reserves in the lands leased hereunder
were produced. Payment of such advance royalty on or before a
lease anniversary date will act to prevent the expiration of this
lease until the next ensuing lease anniversary date; provided,
that this lease shall not be extended for more than ten years by
pavment of advance royalties. Any credit later taken in any
month for advance royalties shall not exceed fifty percent of the
actual production royalty due for that month.

7. The lessee, with the written approval of the lessor,
may assign or sublet this lease in whole or in part; provided,
however, that no assignment of an undivided interest nor any
assignment or sublease of less than a legal subdivision shall be
recognized or approved by the lessor. Provided further, however,
the lessee may enter into any contract for the development of the
leasehold premises or any portion thereof, or may create
overriding royalties or obligations payable out of production, or
enter into any other agreements with respect to the development
of the leasehold premises or disposition of the production
therefrom, and it shall not be necessary for any such contracts,
agreements, or other instruments to be approved by the lessor;
but nothing herein contained shall relieve the lessee from
complying with any of the terms or provisions hereof.

8. Lessee, including his heirs, assigns, agents, and
contractors shall at his own expense fully comply with and
conform to accepted operational standards and practices in
general use in the industry and all laws, regulations, rules,
ordinances, and requirements of the city, county, state, federal
authorities and agencies, in all matters and things affecting the
premises and operations thereon which may be enacted or
promulgated under the governmental police powers pertaining to
the public health and welfare, including but not limited to
conservation, reclamation, sanitation, aesthetics, pollution,
cultural properties, fire, and ecology. Such agencies are not to
be deemed third party beneficiaries hereunder; however, this
clause is enforceable by the lessor in the same manner as other
covenants of this lease.

3 Application of Richardson Operating
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9. The lessor or his authorized representative shall
have the right to enter the leased lands for the purpose of
measuring the cubical contents of every cpening from which coal
has been extracted and to otherwise inspect the leased lands to
ensure that proper royalties have been paid. The lessor or his
representative shall have the right to inspect all records, books
or accounts pertaining to the mining, extraction, transportation
and marketing of coal produced from the leased lands and, at the
request of the lessor, the lessee shall furnish contracts,
reports, samples, logs, assays or cores within reasonable bounds
as the lessor may determine to be necessary to the proper
administration of the leased lands and this lease. In addition,
lessee shall furnish annually and at such other times as the
lessor may require, plats, maps, or tracings, clearly and
accurately showing all development work upon the leased lands,
and other related information, with a report as to all buildings,
structures, or other work placed in or upon the leased lands, and
a statement as to the amcunt and grade of coal produced and sold.

10. The value of any unpaid royalty shall become a prior
lien wupon the production from th leased lands and the
improvements situated thereon.

11. Befors commencing excavation operations or
development upon the leased lands, the lessee shall execute and
file with the lessor a good and sufficient bond or other
appropriate surety in an amount to be fixed at that time by the
lessor and based upon the approved mine plan to:

A. Guarantee the performance of all covenants
and cbligaticns under this lease, including the obligation to pay
royalties;

B. Ensure that all aspects of mining operations
and reclamation operations are conducted in conformity with the
mine permit issued by the Mining and Minerals Division of the
Enerqgy, Minerals and Natural Resources Department pursuant to the
Surface Mining Act; and

C. Ensure compensation for damage to the surface
or surface improvements in the absence of an agreement between
the lessee and any surface owner.

A bond filed with the Mining and Minerals division of the Energy,
Minerals and Natural Resources Department pursuant to the Surface
Mining Act will satisfy the requirements of Subsection B of this
paragraph unless the lessor, in his discretion, determines that
the bond filed with the Mining and Minerals Division is
insufficient. Any bond, filed with the lessor pursuant to the
provisions of this paragraph, shall be released by the lessor
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upon a showing that lessee has complied with the obligations as
specified in Subsections A, B and C of this paragraph.

12. Lessor may cancel this lease <{or nonpayment of
rentals, nonpayment of royalties, or violation of any of the
terms or covenants thereof; provided, however, that before any
such cancellation shall be made, lessor, must mail to lessee, by
registered or certified mail addressed to the post office address
of the lessee shown by the lease, or by specific written notice
of change of ,address furnished by lessee, a thirty-day notice of
intention to cancel this lease, specifying the default for which
the lease is subject to cancellation. No proof or receipt of
notice shall be necessary and thirty days after such mailing,
lessor may enter cancellation unless lessee shall have sooner
remedied the default; provided, that if the viclation cannot be
remedied within the thirty-day period and the lessee shall have
commenced operations to substantially remedy the violation within
such period, the lease shall not be cancelled as long as lessee
diligently pursues actions necessary to remedy the violation.

13. With the consent of the lessor this lease may be
relinquished in whole or in part; provided, that the lessor will
not approve any relinquishment of an undivided interest nor less
than a legal subdivision. When filed and approved, such
relinguishment shall be effective from the date of filing. Upon
relinquishment of the lease, lessee shall be relieved from
further obligations and liabilities hereunder as to the lands
surrendered subject, however, to the continued obligations to:
make payment of all accrued rentals and royalties; protect or
restore the surface and surface resources consistent with the
mine permit issued by the Mining and Minerals Division of the
Energy, Minerals and Natural Resources Department; and to
otherwise perform other obligations accrued under the lease.

—_—

14. Coalbed methane gas is specifically excluded and
reserved from this lease, except for small incidental quantities
which may have to be vented or flared to achieve access to coal.
Although lessee may engage in insitu coal gasification in order
to remove coal, such gasification shall not disturb or diminish
commercial quantities of coalbed methane gas. y

15. Lessee may make or place such improvements and
equipment upon the leased land as may be reasonably necessary to
explore for, mine and remove coal, and upon termination of this
lease for any reason, lessee may remove such improvements and
equipment as can be removed without material injury to the
premises; provided, however, that all rentals and royalties have
been paid and that such removal is accomplished within 180 days
of the termination date. All improvements and equipment
remaining upon the premises after the removal date, as set forth

5 Application of Richardson Operating
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in accordance with this paragraph, shall be forfeited to lessor
without compensation.

16. Lessee shall not mortgage any improvements placed
upon the land.

17. The State has a continuing option to purchase at any
time and from time to time, at the market price prevailing in the
area on the date of purchase, all or any part of the coal that
will be produced from the lands covered by this lease.

18. All the obligations, covenants, agreements, rights
and privileges of this lease shall extend to and be bindlng and
inure to the benefit of the lawful and recognlzed. assigns or
successors in interest of the parties hereto.

19. Lessor reserves to itself the right to lease, sell,
or otherwise dispose of the surface or other mineral deposits in
the lands leased and the right to continue existing uses upon or
in the leased lands, including issuing leases for mineral
deposits not covered hereunder or the approval of easements or
rights-of-way. Lessor shall condition such wuses to prevent
unnecessary or unreasonable interference with rights of lessee as
may be consistent with concepts of multiple use and multiple
mineral development.

20. Lessee shall be 1liable and agree to pay for all
damage to livestock, growing crops, water or other tangible
improvements on the leased lands as may be suffered by reason of
development, use and occupation of the lands by lessee.

21. Any and all water rights developed on the leased
lands by 1lessee shall be developed in the name of lessor.
Lessee, at its own expense, shall comply with all regqulations of,
and obtain all necessary permits from, the office of the State
Engineer. Lessee shall have the full and free use of such water
rights for lease operations during the term of the lease. Upon
expiration or termination of the lease, such water rights shall
be retained by lessor. During the term of the lease, lessee
shall preserve, protect and defend such water rights.

22. Lessee shall save and hold harmless, indemnify and
defend the State of New Mexico, the Commissioner of Public Lands,
and his agents in their official and individual capacities, of
and from any and all liability claims, losses, or damages arising
out of or alleged to arise out of or indirectly connected with
the operations of lessee hereunder, off or on the leased lands,
or the presence on said lands of any agent, contractor or
subcontractor of lessee. BAll terms and provisions of this
instrument shall be binding upon the contractors and
subcontractors of lessee in like manner as the same are binding

6
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upon lessee, and all acts and doings cf said contractors and
subcontractors shall be deemed and treated as the same and held
responsible by lessee.

23. Lessee shall exercise reasonable diligence, care and
skill in the operating of the leased lands in accordance with
standard and approved mining methods and practices. Lessee shall
conduct all exploration, development and mining operations in a
good workmanlike manner having due regard to the health and
safety of employees, the prevention of waste and the preservation
of the property for further productive operations. All mining
and related productive operations are to be subject to inspection
by lessor or his duly authorized agent.

24. See attached stipulations, if any, hereby made part
of this lease.

IN WITNESS WHEREOQOF, the State of New Mexico has hereunto
signed and caused its name to be signed by its Commissioner of
Public Lands thereunto duly authorized, with the seal of his
office affixed, and the lessee has signed this agreement to be
effective the day and year above written.

STATE OF NEW MEXICO

BY: QJ»,TS

COMMISSIONER OF PUBLIC LANDS
SAN JUAN COAL COMPANY

BY: &*"‘M

LESSEE” JAMES R. ROTHWELL
. Vice President & Gen. Mgr.
(PERSONAL ACKNOWLEDGMENT)Western U. S. Mining
STATE OF )

COUNTY OF )

The foregoing instrument was acknowledged before me on this
day of ; , by

My Commission Expires:

NOTARY PUBLIC

Application of Richardson Operating
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(ACKNOWLEDGMENT BY CORPORATION)

STATE OF NEW MEXICO )
)ss.
COUNTY OF SAN JUAN )
The foregoing instrument was acknowledged before me on this
2nd day of Degcember, 1991, by James R. Rothwell, Vice President &

General Manager, of San Juan Coal Company, a Delaware corporation,

on behalf of said corporation.

My Commission Expires:

5-9-~92

CAat o

Qumuu SEAL |

BEVERLEY $. MORRIS

\
{
§ NOTARY PHBLIC  STATE OF NEW MEXICO
iﬂy commission expires .2.72, y

Iate
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EXHIBIT

Form 3400-12 Serial Nu

{(April 1986)

| -

UNITED STATES
DEPARTMENT OF THE INTERIOR
BUREAU OF LAND MANAGEMENT

NMNM 99

COAL LEASE

PART 1. LEASE RIGHTS GRANTED

This lease, entered into by and between the UNITED STATES OF AMERICA. hereinafter called lessor; through the Bureau of Land Management. a

(Name and Address)
ames ress San Juan Coal Company

300 W. Arrington, Suite 200
Farmington, MM 87401

hereinafter called lessee, is effective (dx*AR 1 7001 | for a period of 20 years and for so long thereafter as coal is produced in commerc
quantities from the leased lands, Subject to readjustment of lease terms at the end of the 20th lease year and each 10-year period thereafter.
Sec. I. This lease is issued pursuant and subject to the terms and provisions of the:

(3 Mineral Lands Leasing Act of 1920, Act of February 25, 1920, as amended, 41 Stat. 437, 30 U.S.C. 181-287, hereinaftes referred to as the Ao
(0 Mineral Leasing Act for Acquired Lands, Act of August 7, 1947, 61 Stat. 913, 30 U.S.C. 351-359;

and to the regulations and formal orders of the Secretary of the Interior which are now or hereafter in force, when not inconsistent with the expr
and specific provisions herein.

Sec. 2. Lessor, in consideration of any bonuses, rents, and royalties to be paid, and the conditions and covenants to be observed as herein set fo
hereby grants and leases {o lessee the exclusive right and privilege to drill for, mine, extract, remove, or otherwise process and dispose of thec

deposits in, upon, or under the following described lands:

T. 30 N., R. 14 W., NMPM
sec. 17, ALL;
sec. 18, ALL;
sec. 19, ALL;
sec. 20, ALL;
sec. 29, ALL;
sec. 30, ALL;
sec. 31, Lots

N, N)sS

x0T
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aUR. OF LAND MGMT.
N.M.S.0.SANTAFE

containing 4, 483 . 8&cres, more or less, together with the right to construct such works, buildings, plants, structures, equipment and appliar
and theright to use such on-lease rights-of-way which may be necessary and convenient in the exercise of the rights and privileges granted, subjec

the conditions herein provided. :

PART iIl. TERMS AND CONDITIONS

Sec. 1. {a) RENTAL RATE - Leasee shall pay lessor rental annually and
in advance for each acre or fraction thereof during the continuance of
the lease at the rate of 3 3.0 for each lease year.

(b) RENTAL CREDITS - Rental shall not be credited against either
production or advance royalties for any year.

Sec. 2. (a) PRODUCTION ROYALTIES - The royalty shall be * per-
cent of the value of the coal as set forth in the regulations. Royalties are
dueto lessor the final day of the month succeeding the calendar month
in which the royaity obligation accrues.

(b) ADVANCE ROYALTIES - Upon request by the lessee, the authorized
officer may accept, for a total of not more than 10 years, the payment of
advance royalties in lieu of continued operation, consistent with the
regulations. The advance royaity shail be based on a percent of the
value of a minimum number of tons determined in the manner
established by the advance royalty regulations in effect at the time the
lessee requests approval to pay advance royalties in lieu of continued
operation.

Sec.3. BONDS - Lessee shall maintain in the proper office a lease bond
intheamountof$ 14,000 .Theauthorized officer may requirean
increase in this amount when additional coverage is determined
appropriate.

Sec. 4. DILIGENCE - This lease is subject to the conditions of dilig
development and continued operation, except that these conditions
excused when operations under the lease are interrupted by strikes,
elements, or casualties not attributable to the lessee. The lessor, in

publicinterest, may suspend the condition of continued operation u;
payment of advance royalties in accordance with the regulation:s
existence at the time of the suspension. Lessee’s failure to produce ¢
in commercial quantities at the end of 10 years shall terminate

lease. Lessee shall submit an operation and reclamation plan pursu
to Section 7 of the Act not later than 3 years after lease issuance.

The lessor reserves the power to assent to or order the suspension of
terms and conditions of this lease in accordance with, inter a
Section 39 of the Mineral Leasing Act, 30 U.S.C. 209. ’

Sec. 5. LOGICAL MINING UNIT (LMU) - Either upon approval by
leasor of the lessee’s application or at the direction of the lessor, t
lease shall become an LMU or part of an LMU, subject to the provisi.
set forth in the regulations.

The stipulations established in an LMU approval in effect at the tim
LMU approval will supersede the relevant inconsistent terms of t
lease so long as the lease remains committed to the LMU. If the LM1
which this lease is a part is dissolved, the lease shall then be subjec
the lease terms which would have been applied if thelease had not b
included in an LMU.

*12% percent of the value of the cocal removed by surface methods 6t

- - .
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Sec. 6. DOCUMENTS, EVIDENCE AND INSPECTIC®' - At such times and
‘n such ‘orm as lessor may prescribe, lessee 1 furnish detailed
statements showing the amounts and quality 0. .l products removed
and sold from the lease. the proceeds therefrom, and the amount used
for production purposes or unavoidably lost.

Lessee shall keep open at all reasonabie times for the inspection of any
D ithorized officer of lessor, the leased premises and all surface and
ur.  ground improvements, works, machinery, ore stockpiles, equip-
ment, and all books. accounts, maps, and records relative to operations,
surveys, or investigations on or under the leased lands.

Lessee shall allow lessor access to and copying of documents reason-
ably necessary to verify lessee compliance with terms and conditions of
the lease.

While this lease remains in effect, information obtained under this
section shall be closed to inspection by the public in accordance with
the Freedom of Information Act (5 U.S.C. 552).

Sec. 7. DAMAGES . TO PROPERTY AND CONDUCT OF OPERATIONS -
Lessee shall comply atits own expense with all reasonable orders of the
Secretary, respecting diligent operatiqns, prevention of waste, and
protection of other resources.

Lessee shall not conduct exploration operations, other than casual use,
without an approved exploration plan. All exploration plans prior to

the commencement of mining operations within an approved mining,

permit area shall be submitted to the authorized officer.

Lessee shall carry on all operations in accordance with approved
methods and practices as provided in the operating regulations, having
due regard for the prevention of injury to life, health, or property, and
prevention of waste, damage orrdegradation to any land, air, water,
cultural, biological, visual, and other resources, including mineral
deposits and formations of mineral deposits not leased hereunder, and
to other land uses or users. Lessee shall take measures deemed
necessary by lessor to accomplish the intent of this lease term. Such
measures may include, but are not limited to. modification to proposed
siting or design of facilities, timing of operations, and specification of
int~-m and final reclamation procedures. Lessor reserves to itself the
r 0 lease, sell, or otherwise dispose of the surface or other mineral
de, _sits in the lands and the right to continue existing uses and to
authorize future uses upon or in the leased lands, including issuing
Jeases for mineral deposits not covered hereunder and approving
easements orrights-of-way. Lessor shall condition such uses to prevent
unnecessary or unreasonable interference with rights of lessee as may
be consistent with concepts of multiple use and muitiple mineral
development.

Sec. 8. PROTECTION OF DIVERSE INTERESTS, AND EQUAL OPPORTU-
NITY - Lesseeshall: pay when due all taxes legally assessed and levied
under the laws of the State or the United States; accord all employees
complete freedom of purchase; pay all wages at lease twice each month
in lawful money of the United States; maintain a safe working
environment in accordance with standard industry practices; restrict
the workday to not more than 8 hours in any one day for underground
workers, except in emergencies; and take measures necessary to protect
the heaith and safety of the public. No person under the age of 16 years
shall be employed in any mine below the surface. To the extent that
laws of the State in which the lands are situated are more restrictive
than the provisions in this paragraph, then the State laws apply.

Lessee will comply with all provisions of Executive Order No. 11246 of
September 24, 1965, as amended, and the rules, regulations, and
relevant orders of the Secretary of Labor. Neither lessee nor lessee’s
subcontractors shall maintain segregated facilities.

Sec. 15. SPECIAL STIPULATIONS -

1. The lessee shall comply at its own expense with all reasonable orders of the Secre
respecting diligent operations, prevention of waste, and protection of non-coal resour

? This coal lease is subject to all prior existing rights including the right of oil
g lessees & other mineral lessees and surface users.

3. It is solely the responsibility of the coal lessee, not the responsibility of BLM,
to clear the coal tract of any legal encumbrances or pre-existing land uses that would

impede or prevent coal mining on the tract.

Sec.9. (a) TRANSFERS

@ Thisleasemayt insferred in whole orin part to any pénon
association or corporation qualified to hold such lease interest

a This lease may be transferred in whole or in part to another
public body or to a person who will mine the coal on behalf of, and
for the use of, the public body or to a person who for the limited .
purpose of creating a security interest in favor of a lender agrees
to be obligated to mine the coal on behalf of the public body.

O Thislease may only be transferred in wholeorin partto another
small business qualified under 13 CFR 121.

Transfers of record title, working or royalty interest must be
approved in accordance with the regulations.

(b) RELINQUISHMENT - The lessee may relinquish in writing at any
time all rights under this lease or any portion thereof as provided in the
regulations. Upon lessor’s acceptance of the relinquishment, lessee
shall be relieved of all future obligations under the lease or the
relinquished portion thereof, whichever is applicable.

Sec. 10. DELIVERY OF PREMISES, REMOVAL OF MACHINERY, EQUIP-
MENT, ETC. - At such time as all portions of this lease are returned to
lessor, lessee shall deliver up to lessor the land leased, underground
timbering, and such other supports and structures necessary for the
preservation of the mine workings on the leased premises or deposits
and place all workings in condition for suspension or abandonment.
Within 180 days thereof, lessee shall remove from the premises all other
structures, machinery, equipment, tools, and materials that it elects to
or as required by the authorized officer. Any such structures, ma-
chinery, equipment. tools, and materials remaining on the leased lands
beyond 180 days, or approved extension thereof, shall become the
property of the lessor, but lessee shall either remove any or all such
property or shall continue to be liable for the cost of removal and
disposal in the amount actually incurred by the lessor. If the surface is
owned by third parties, lessor shall waive the requirement forremoval,
provided the third parties do not object to such waiver. Lessee shall,
prior to the termination of bond lability or at any other time when
required and in accordance with all applicable laws and regulations,
reclaim all lands the surface of which has been disturbed, dispose of all
debris or solid waste, repair the offsite and onsite damage caused by

lessee’s activity or activities incidental thereto, and reclaim access
roads or trails.

Sec. 11. PROCEEDINGS IN CASE OF DEFAULT - If lessee fails to comply
with applicablelaws, existing regulations, or the terms, conditions and
stipulations of this lease, and the noncompliance continues for 30 days
after written notice thereof, this lease shall be subject to cancellation by
the lessor only by judicia gs is izion.s

MIRCEEAlD

occurring at any other time.

Sec. 12. HEIRS AND SU CESSOR’E—&BHNWch oblightion of
dand be bi ery benefg hereof

this lease shall extend

Sec. 14. SPECIAL STATUTES - This lease is subject to the Clean Water .
Act (33 U.S.C. 1252 et. seq.), the Clean Air Act (42 U.S.C. 4274 et. seq.),
and to all other applicable laws pertaining to exploratior = °°
mining operations and reclamation, including the Surf
Control and Reclamation Act of 1977 (30 U.S.C. 1201 et. s«
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<. 15. SPEGIAL STIPULATIONS (Cont'd) -

¥o portion of the 1998 Coal Leasing Area Resource Plan Amendment shall be construed to

i,
aquire BLM to act in the role of a party to mediation or mitigation efforts between

nl.eral or surface interest holders.

RECEINVED

FEB 5 8 2601

BUR. CF LAMD MGMT.
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THE UNITED STATES OF AMERICA

SAN JUAN COAL COMPANY By -
Company or Lessee Name ﬁ %_ ///
(Slgnatnre of Lessee) (ngmng
Carsten F. Goff
" President Acting, State Director
(Title) ] (Title)
February 06, 2001 FEB 23 2001
(Date) (Date)

T'tle 18 U.S.C. Section 1001, makes it a crime for any person knowingly and willfully to make to any depart.mem or agency of the United States any
false, fictitious or fraudulent statements or representations as to any matter within its jurisdiction.

This form does not constitute an information collection as defined by 44 U.S.C. 3502 and therefore does not require OMB approval.

GPO 834 ~478




PSTE F L. N I A

DEPARTMENT OF THE INTERIOR
BUREAU OF LAND MANAGEMENT

Land Office and Serial Number

R T4 2y ]

OIL AND GAS LEASE R 4483

(COMPETITIVE PUBLIC DOMAIN LANDS)

e - .

APR 1 1968

the UNITED STATES OF AMERICA, through the Bureau of Lend Management, heteinuiter colled the lessor, and

bugen Productiom Cetponuua
P. 0. Box 234
Tarmiagton, Nev lhxleo 87401

THIS IDENTURE OF LEASE. eotered into, as of . by and belween

hereinaftér called the lessee, under, pursuant, and subject lo the terms and provisions of the Actof February 25, 1920,
(41 Stat. 437), as amended, (30 U.S.C. Sec. 181 ez s«q), hercinafter referred to as the Act, and to all reasonable 12gu-
{ations of the Sectetery of rhe Intetlor now or herealter in farce when not mconssslant with any express and specilic

provm)ons hereln, which are mada & part heseof.

WITNESSETH:

Sec. |-

Rights of ln;str That the lessor, in consideration or rents and foyalties ta be paid, and the conditions and

covenants to be obscrved es herein set forth, dues hereby grant snd leasc to the lessse the exclusive right and privi-
lege to diill for, mine, extract, rémove, and dispose of sll the oil and gas deposits, except heliwn ges, in or undey the

following-described tracts of land giluated in the

field:

3sm Juan

T. 30 A., R, 16 W., YOOM
Sec. 27¢ 8Ek
Sae, J1:¢
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483,88
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Acres, mote of fexs, logother with the 1ight to construct and maintuin thercupon all

works, buildings, plaats, waiacways, toads, telegeanh or telephone lines, pipelines, refatvoirs, tanks, pumping sta-
{ions, ot other structures nccessary to the full enjoyment thereof, for o period of five (5) yeers, and so jong thercafter
as oil or gas is produced in paying quantities; subject to any unit agrecment heretofore or hereafter approved by the
Scerntary of the Intesior, the provisions of said spicenent to govem the lunds suvbject thereto where Inconsistencles

with the terms of this leage occur. i
Sec. 2. In considesstion of the foregoing, the levsee
agrees:
(@) Bonds (1) To mpintsin any bond fumished by
the lessee as s condition for the issuance of this lease,
(2) To fumish prior to beginning of diilling
operpiions end maintain 3t sl] times thevesfter o»
requited by the lessst o bond In the penal sum of 510,000
with epproved corporale surety, o with deposit of
United States bonds as suety thesafor, canditionsd upon
tomptinnge with the terms of this lease, unless a bond
f# that amount is already being maintaincd or ovnless
wch u bond funished by an operster of the lease le
cespred, or unless a bond hes been filed wider
3 CFR 3126.1 spplicable 10 this lease.
(b) Conpusative or wnit plan. Within thirty (30) days
t dtcmand, o5, if the Jeased iand is committed to an
sproved unit or cooparative plan and such p!an Is
mminated prior o the expiration of this lease, within
ity {30) days of demand made therenfter, to subscribe
»nd to operate under such reasonshie cooperative pr
it ‘plan for the development and operation of the ases,
ld, or pool, or part thereof, embracing the lands ip-
ided herein as the Secretsry of the Intetlar may then
termine to be practicable and pecessary or sdvisable,

which plan shsll adeguately protect the rights of ol
parties in interest, including the United States.

(c) Wells. (1) To dn)) and produce all wells
necessery to protect the leased lond fjom dralonge by
wells on lands not the property of the Jessor, or lamtn
of tha Uhited Stetes jeused at 8 lowet foyally rate, or as
to which the royallios and rentals are paid into different
funde than ore those of this leses; or In lieu of any
pert of such gritling and production, with the consent
of the Directer of the Geological Survey, to nempeneate
the lesmor, in full, vach month for the estimeted loss
ol royalty thtough draingge in the amount determined
by ssid Director.

(2) At the election of the legsee, to drill and
produce other wells in conformity with any system of
well spaciog or production’ allotments affecting the
field or ares iz which the lessed lsnds sre situated,
which is euthotized ond ssnctioned by applicable law
or by the Secsetary of the Interior.

(3) Promptly alter due notice, in writing, to
duill ond produce such other wells as the Secretsry of
the Intczior may rensonsbly require in order that the
leaged premices may be propecly and timely developed
and produced in accordance with good operating practice.
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(d) Remtals and reyelifes. (1) 'fo pay rentals and
royalties in amount or value of production removed ur
sold {rom the leased lands 85 set foith in the rental and

royalty schedule attached to and mede u part hereof.

(2) It is expressly agrseed that the Sectetary
of the laterior may cvstablish ressonable minimum valves
for putpoges of computing royalty oa sny or ail off, gos,
natusal gasoline, and other products obtained from gas,
due considerstion being given ta the highest price puid
for a part or for a3 majority of production of like yuality
in the some (icld, to the psice recelved Ly the lessece,
ta posgted prices. and to other refavant matters and,
whenever appropriate, ufter notice and opportunity to
be heard.

{3) Wien paid in value, such royalties on pro-
duction =hal} be¢ due and payable monthly on the last
day of the month next following the month in which
produced. When paid In emount of production, such
toyalty products shall be dellvered jo merchantable
condition on the premises where produced without cost
to lessor, unless otharwise agreed to by the parties
hereto, ot such times and ip such tanks provided by the
{essee 25 teavonably may be required by the lessor,
but in ao case shall 1be lessee be required to hold such
royelty oft or other products in xtorage boyond the last
day of the month next following the month in which
produced nor be responsible or beld lisble for the lous
or destruction of royalty oil or othee products in storage
{som cauges over which he hos no contsol.

(4) Renlels or minimum royalties may be
waived, suspended, or reduced; nnd royaltlies on the
entire lessehold or any portion theieof segregated for
royalty purpeses may be reduced if the Secreteyy of the
Intetior Einds that, for the purpose of encoursging the
the greatest yltimate recovery of oil or ges snd in the
interest of conservation of natural resources, It is
necessary, in his judgmenmt, to do so in order to promote
development, or becauac the lease cennot be success-
fully opesated undcr the terms {ixed herein,

(e) Paymentx. Unless otherwise directed by the
Secsetary of the Interior, to make sental, royalty; or
other payments to the lessor, to the order of the Bureou

“ at Lond Management at the places mentioned in the
regnleuon 43 CFR 3102.2. ¥ there ig no well oa the
ieased lands capable of producing efl or gas in paying
quantities, the (ailure to pay rentel on or before the
snniversary datc shsall eutomstically terminate the
-leasa by operstion of faw. However, if the time for
‘payment falls on a day in which the prop!l’ Land Office
to receive payment is closed, payment shail be deemed
timely J{ made on the next official working day.

() Convruciz ;or disposal of products. To lile with
the 0il and Ges Supervisor of the Geologlcal Survey
not later than thirty (30) days ofter the effective dote
thereol any contract, or evidence of other aprangement
for the sale or disposal of ofl, gas. naturel gasoline,
and other products of the leased land: Providod, Thar
nothing in any auch conttpct or other arianpement shall
be constsued 8s medilying any of the provisions of
this loasw, including, but not limited to, provisions
relating to gas waste, taking royslty in kind, and the
method of computing royeltles duo sc based on 8 mini-
wum valuation and in accordance with the Ojl end Gas
Operating Regulations.

(8) Seatements. placs. and repnr'u. At such limes
. and In such form s the lessar may presceibe, te fumish
+ detniled stetements showing the amounts and quelicy
of all products temaved and nold from the lease, the
ptoceeds therefrom, and the amount used for production

purposas or unsvoidably lost; e plat showing develop-

ment work and improvements on the lessed lands; end
@ report with respact to stockholders, investments,
depreciation, und costs,

(h) Well recurss. To keep o duily drilling tecnsd,
s log. ond complere information on ull wefl surveys
and tests in form acceptuble to or prescribed by lhe
lessor of afl welly drilled on the lessed lands,

o~
’ L}
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#nd an acceptable record of all subsucface investig:
tons affecting said lands, and to furnish them, ¢
copies thereof, to the lessor when requited. All in

formetion obtained under this paragraph. upon the reques
of legsao, shatl not be open to Innpecnon by the publi
until the explration of the lease.

() Snspecsion. To keep open st all rcusonabl
times for the inspection of eny duly awthorized uffice
of the Depsitment, the leazed premises and all wellx
improvements, machinery, ond fixtures thereon und al
books, accounts, maps and cecords relative ta operatiom
and surveys or investigstions on the leased londs .o
under the temse. All information obtaincd pnrsvan
to any such inspection, upon the sequest of the lessee
shotl not be open to inspection by the public unitit the
expiration of the lease.

() Diligence, prevention af wasee, bealth and sa[u
of workmen, To exercise reasonable diligence in dsil}
ing and producing the wells hereln provided for unfes:
consent to suspend operations temporarily is graoted by
the lsssur; to cany on al) opersiisns in sceordance witll
spproved methods - and prsctices as provided in the Di
and Gas Operating Regulations, having due segard for
the pravention of waste of oil or gas or dumage I
deposits or formalions contmining oil, gas, or wates
or to codl mevsures ur other minciul deposits, for con.
zervetion of ge= energy, for the premervation and con-
servation of the property for future productive operations,
and for the hesith and safety of wotkmen and rmployees;
to plug properly and effectively all wells drilled in
sccosdance with the previsionz of this lease or of wny
prior legse or parmit upon which the right to this leuse
was predicated belore--abendoning the snmg;;‘ Lo curry
out at expense of the lessce oll ressonable  wrdcis
of the leesor relative 1o the matters in this paragraph,
and that on failume of the lcesee s0 to do the Icasor
shall have the right’ 1o cnter on’ the propesty und In
accomplish the purpose of such orders ut the lessce’s
cogt:  Provided, That the lessee shall not be Jield
responsible for delnys or tusu.mies occusinned by
causer beyond leraee’s control.

(%) Tuses and.wages, frecedom of purcbase. To
pay when due, oll taxes lawfully 2sscened and levied
under the laws of the Stare or the United States upon
improvements, oil and gas produced [rom the londs here-
under, or other rights, property or assets of the lessoe;
to sccord sll workmen snd employees complete freedom
of purchase, and to pay sll wages due workmen ond em-
ployces ut lemst twice each month in the lawful money
of the United States.

(1) Equal Opportunity clause. Dusing the pecform--
ance of thin coritrtact the lessee vgrees as follows:

(1) The lessee will not discriminate against
any employee or applicant for employment because of
mee, creed, color, or netinnal origina. The lesseca wil)
take offirmative action to ensuse thay appllcants sre
employed, nnd that employees ams irmated during em-
ployment, without regard to their race, creed, cojor, or
national origin, Such action shall include, but not Le
limited to the follawing: employment, upginding,
demotion, or tiensfer; recruitment or gecivitment ad-
vettisiog; layoff or termination; rates of pay or othes
furme of compensution; and selection for uaining,
including appronticeship. The lessee agrees to>pos(
in conspicuous places, avejleble 10 cmployses and
sppiicants for employment, notices to be povided by
the contracting officer setting forth the provisions of
thiz nondiscrimination cluuse.

(2) The lessee will, in all solicitations or
advertinements for employees placed by or on bebalf
of the lessee, gtale that all quelified spplicants will
receive conslderation for employment without ,cgmd
to race, creed, color, or nationsl origin. -

(3) The leszeeo will send n each labor
union or representative of workers with which he
has n collective bergsining agrcement or oiber cou-
teuer or understunding, a notice 10 be provided by

g,
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the agency coatracting officer, audvising the labor
union or woikers’ tupresentnlive of the lessee's
commitmentx  under Section 202 of Fxecutive Or-
der No. 11236 of September 24, 1965, ami shall post
copies of the notice 1 conypicuous places avallable
to employses and upplicants for emplayment.

{4) The lessoc will comply with all proviziong
of Executive Order No. 11246 of September 24, 196§, and
of the rules, regulptions, und relevant orders of the
Secentary of Labor.

(S) The lossee will fuinish all information and
1eports required by Fxecutive Order No. 11246 of
Septembur 24, 1965, and by the sules. regulations, end
arders of the Secretary of Labor, or pursnang thereto,
and will permit saccess to his books, records, und
-accounts by ihe contracting agency and the Secretary
of Laboc for purposes of investigation to escattaia
compliance with such cules, rcgulutions. and orders,

(6) ln the event of the legsee’s noncomplinnce
with the nondiscriminetion clavses of this cuntract or
with any such tules, regulations, or ordere, this contiact
may be cuncelled, tetminated or suspended jn whole or
in pert and the lessee may be declared ineliglble fos
further Government tontincts in sccordance with pro-
cedures oauthorized in Executive Order No. 11246 of
September 24, 1965, and such other sanctions muy be
impoaed s#nd remedies invoked es provided in Execu-
tive Order No. 11246 of September 24, 1965, ot hy cule,
rugulution, or order of the Secrelary of Labor, or as
athorwise providod by law,

(7) The lessee will include the provisions of
Paragraphs (1) through (7) in every subcontract or pur-
chese osder unless exompted by jules, regulations, or
arders of the Secrewary of Labor jgsued pursusnt to
Section 204 «( Executive Order No. 112456 of Scp-
tember 24, 1965, so that such provisions will be binding
upon each subcontisctor ot vendor. The lesgce will
take such sction with yespect to uny subcontract o
purchase ordcr as the contracting agency may ditect
as 8 meuns of enforcing such peovisions including
sanctions for noncomplience: [Provided, however. Thet
in the evenl the lessve becomes invelved in, ot is
threstened with, ltigatlon with a  subcontractor or
veador as a result of such dircction by. the cantracting
agency, the lessee mey request the tnited Sratex to
enter into such litingtion to protect the interests of
the United Stutes.

() Assignment of oil und gas leuse ur inrerest
therein.  Ax required by mpplicable law, to filv for
upproval by the lessor eny instiument of trangler wade
of this lcase or any interest thercin, including wxsign-
ments of record title, operatlng upreements end
subleases, wacking or toyalty imerests, within nincty
{90) days from the dute of final axrention theroof.

(0) FPipelives to purchase nr convey 4t rousunahle
rates und withoat discrimination, If awner, ot ope¢stor,
or owner of o controlling interest In any pipeline or
of any compsny oporsting the same which may be
operated sccessible o the oil or gus derived from
lands undes this lease, to acespt and convey and, if o
purcheser of such products, to purchase at ressonable
mtes und without digceimination the oil or gas of the
Govetnment ot of #hy citizen or company aot the owner
of any pipeline, opersting @ Jense or purchasing or sell.
ing oil, gas, nutural gusoline, or other products under
the provisions cf the Act, or under the provitions of the
Act of August 7, 18947 (61 Seat. 913; 30 U.S.C, 351).

(0) Lands putented wirh oil and gns deposits re-
served 1o the lnited States. To comply with all
statutory reguirements and rogulstions thercunder, §f
the lands emWraced hercin huve been or sball heroufter
bo disposed of under the laww iezervink tn the
United Siawes the deposits of oll end gas thereln,
subfect to such condilions as ere or may herealter be
ptovided by the laws ieserving such oil or gre.

(p) Rescrved or scgregated lands. If any of ihe
fand included in this lease Is embraced in o rescrvntion

DUGAN PRODUCTION -
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or segregated for any particular purpose, (o condy
vperotions thereunder In canformity with such qequi
menly as may e made by the Director, Burenu of La
Management, for the protectioa and use of the Jind

the purpose for which it waes reserved ar egrepate
%01 far as muy be consistent with the use of the ia
for the purpose of this leasc, which latter <hall

tegatded as the dominant use nalisy otherwisze: uu.v"l
herefir or sepurotely stipnluted. . .

(Q) Protection of swrfuce, nutural resovrecs amida
pravemonts. To take such reasonable steps may
needed 1o prevent vperations on the leased lands fr
unneceszurily: (1) causing orconmributing 10 soil ctosi
or damaging crops, including formge, and tiithor grow
thereon or on Federgl, oR pon-Federal tands i the vic
iry; (2) polinling al$ “Und waters; (3) damaging linprox
ments owned by the United Stetes or uthee partles;
(1) destioying, damuging or vemoviny fossils, historic
prehistoric ruins, or sittfacts; and upon any pactinl
total xulmqmshmch"%?“c’K!”éuncellat)on ot expiruti
of this Jease, or ot any other lime prior thensto whe
required and to the extent deemed necessary by t
fessor to il any pits. ditches and other excuvation
romnve or cover ull debris, and su fur as rcoaconsh
pnsuible, restoru the sutfuce of the leased lind &
wecess roods to their farmer condition, Includlag the ¢
moval of struciutes 3s ond If required. “The legsoe mi
prescribe the steps fo be tuken end. restoration to |
made with respect to the leased lands and improvemen
thereon whether or nut owned by “the United Stale:

(r) Ovearridlng reyaliics. Not o crenlg overridis
oyulties In excess of five percent except ax otherwiy
suthorized by the regulntions. .

(s} Paliver premiscs in case of [orfciturs b1
deliver up to thw lessor in good vrder wnd condition ¢
tand leased jncluding w#ll improvements which o
necessary for the preservation of producing wells

Sec. 3. The lessor reserves:

(v) lascments and rights-of-way. The ripght
peimit for joint or severnl use sasementa or right:
of-way, including eascinunts In tunnels upon, Uirough
or in the Junds leasod, occupied, or nsed »s may b
necessury or nppropriste to the working of the same «
of other lunds contnining the deposits deyuribed in th
Act, ond the treatment and shipment of products therer
by or under authority of the Government, its lessees ¢
pemnitices, and for other public putposex.

(b} Disprsizion of surfoce.  The right 1o loaso
sell, or utherwise dispese of ths suiface of the luuse,
lunds nnder exisiing low or 1aws hurealter enpcted, inso
fur »x s2id surfnce is aot necessiay fur the use of 'y
lessce in the oxttuction snd removol of the oil wnd e
therein, or to dizpose of any resource in such bind:
which wil} nat unteasonably interfcre with. upunllun-
wndes this leose.

() Munepedy nngt Juir prices. ¥ul} power‘ ng
authority to promulynle and unforce all orders necessun
to ingure the sale of the production of the lousad land:
to the United States and to the public av reasonabl.
prices. to protect the interests of the Uaited Stoles. e
provent monopely, and to sefepuard the public wellure.

(@) Nelinm.  Pursunnt ta Ser, ) of the Act, .ns
smended, the oumecship and the sight to extract helium
frum 211 gas prxluced undee this lease, subject to such
mies and mgulations as shul) bo prescribed by the
Secretary of the Interior. In case the lessor cleets 1o
take the helium, the lessece shall deliver all gas cou-
taining same, ur portion thereof desised, v ihe lessor
8t sny point on the leased premises in the manner
required by the lugsor, for the extraction of the helium
i such plant ot reduction works for that purpose ws the
lessor may provide, whereupon the residue ehall be
relurmed to the lessee with no subsrantisl dutuy in the
delivery of gos produced fram the well to the purchaser
thusesl. The lessce shall not suffer 2 diminution of
volue of the gan frum which the belium has been ox.
tracted, or losg otherwise, for which he is not ecogon-
ably compunsnied, sove for the value of the heljum
extracted. The lessor further reserves the right to eseet,
muintain, and opvra(:’:my und all reduction works, and
other mquipment nocessary for the extruction of helivm
on the premiser laseat
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UNITED STATES
DEPARTMENT OF THE INTERIOR
BUREAU OF LAND MANAGEMENT

RENTALS AND ROYALTIES FOR OIL AND GAS LEASES

e —

SCHEDULE '‘A’ = NONCOMPETITIVE

RENTALS. To pay the lessor In advence on ot befors the
firat dey of the month In which the lcase lagogs » rente] at
the. folfowing rates:

a. If the ilande are wholly outaide the known geologic
strzucture of s producing oil or gus field: 30 cents per
pcre or fraction thsreol [or cach lepse yoor.

b. On leascs wholly or panly within the geelagie structure
of a producing oil or gas field:

1. If not commitied to a coopcerative or unit plan which
includes g wall capeble of producing oll of gns end
contsing a gonerts] provialoa for allocatiom of pro-
ductlon beginniag - with the (rst lease yeer anlter
30 days® notice that all or part of the Jend la in.
clunded in such & ataicture end for cach yuxr thers-
after, prior to » discovesy of ol] or gas on the lands
hecein, $2 per scre or frection thereof.

2, On the lands committed to an approved coeperative
or unlt plsn which Includes s well cepsble of pro-
ducing oll or gus and contnlne u genaral previsivn
for siloeation of production, for the lands not with-
In the periicipeting srcu oo otunugl rantal of S0 cents
per acre orfraction thereof sach leave yesr following
dlseovery,

MININUM ROYALTY. To pay the femnor in lieu of rental at
the expirstion of each lease year aftor dlscovery a minimum
royalty of $1 per acre or, if there Is production, the dilference
between the actusl royslty paid during the yeer and the pre-
sceidbed mintroom roysity of $1 per scre, pravided that on
usitized lecasen, the minimum royalty ashell be payable enly
on the pasticlpoting acresge.

ROYALTY ON PRODUCTION. To pay the lescor 12% porcent
royslty on the production removed or sold from the leaaed lands.

SCHEDULE "B — COMPETITIVE

HOYALTY ON PRODUCTION. To pay tha lesoor the [ollowing
tovalty on production removed or sold from the leasad lands.,

1. Whon the average productinn for the month In barrels
por well per day is:

PERCENT PERCENT
NOT NOT
OVER OoF OVER oF
OVER | poYALTY OVER | povALTY
50 12.8 130 150 19
s0- | 60 13 150 200 20
B0 70 14- 200 250 21
70 80 15 250 | 300 22
8 | o0 16 300 350 23
o0 | 110 17 3s0 | 400 24
1270 | 130 13 400 25

2. On gas, inciudisg inflommabdle gas, heliam, carbon
dioxide and ell othcr neturs]l gsses oad mixtores
theteol, und on netursl or coslnghesd gewoline end

other liquid products obtmined Jrom gms: when the
sversge production of gas per wall per doy far the
month does not sxceed 5,000,000 cybic feer, 12-1/2
percent; snd whan eald production of gas exceeds
5,000,000 cubic faet, 16-273 percent of the amount
or value of the gas and liquid products produced,
said amount or velyw of much liquid’products tv ba
net aller sn allownnce for tha copt of manufscture.

MINIMUM ROYALTY. To psy the lessor ln lieu of rental at
the expriation of each lesse ytar after discovery a minimum
royalty of $1 per ocrv or, If thore is productlon, the di(ference
between the actual royalty paid during the year and the pra-
neribed minfmum royalty of 31 per acee, provided that on
unitized lesaes, the minimum toyglty shell be paysble only
o the particlpating acreage. :

RENTALS. To pay the lespor in sdvance onm or before the
firat day of the month In which the lease issued and for each
lease yoar thereafter prios to a digcavery of oil or gas oa the

. (ceBod lands, en annual rental of$2 per acre or fraction thersof.

NOTICE

The sverages producUon per well por day (or oll and gas shall be
determinod pursuant to 30 CFR, Part 221, “°Oll and Gen Opcmiting

Regulations.”’

in determining the staount or veluo of gae nud liquid products produced,
the omount or value shall be net after an allowenco for the cost of

manufacture.

The allowence for cont of manufacture may sXcesd tuwos

thirde of the asmount or voluo of any product only on approval by the

Sccratery of the Interior,

e e i~ i

Application of Richardson Operating

Co. QFo $47-088

Record on Appeal, 1330.
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DEPARTMENT OF THE INTERIOR
BUREAU OF LAND MANAGEMENT
CASE RECORDATION
(MASS) Serial Register Page

.

RunDate/Time: 11/02/01 09:38 AM
01 02-25-1920;041STAT0437;30USC181ETSEQ

Page 1 of 2

Total Acres Serial Number

Case Type 311211: O&G LSE SIMO PUBLIC LAND 1,840.000 NMNM-- - 019163

Commodity 459: OIL & GAS L

Case Disposition: AUTHORIZED
Serial Number: NMNM-- - 019163

Name & Address Int Rel % Interest

DUGAN PRODUCTION CORP PO BOX 420 FARMINGTON NM 87499 OPERATING RIGHTS 0.000000000

QUESTAR EXPL & PROD CO 1331 17TH ST #800 DENVER CO 80202 LESSEE 100.000000000

RICHARDSON PRODUCTION CO 1700 LINCOLN #1700 DENVER CO 80203 OPERATING RIGHTS 0.000000000
Serial Numbexr: NMNM-- -~ 019163

Mer Twp Rng Sec STyp SNr Suff Subdivision District/Resource Area County Mgmt Agency

23 0300N 0140W 017 ALIQ ALL; FARMINGTON SAN JUAN BUREAU OF LAND MGMT

23 0300N 0140W 018 ALIQ SE,S25w; FARMINGTON SAN JUAN BUREAU OF LAND MGMT

23 0300N 0140W 019 ALIQ ALL; FARMINGTON SAN JUAN BUREAU OF LAND MGMT

23 0300N 0140W 020 ALIQ w2, FARMINGTON SAN JUAN BUREAU OF LAND MGMT
Serial Number: NMNM-- -~ 019163

Act Date Code _Action Action Remarks Pending Office

07/22/1973 387 CASE ESTABLISHED SPAR2S;

07/23/1973 888 DRAWING HELD

09/10/1973 237 LEASE ISSUED

10/01/1973 496 FUND CODE 05;145003

10/01/1973 530 RLTY RATE - 12 1/2%

10/01/1973 868 EFFECTIVE DATE

10/01/1973 909 BOND ACCEPTED EFF 05/01/67;NM0140

06/30/1981 500 GEOGRAPHIC NAME UNDEFINED FLD;

06/30/1981 510 KMA CLASSIFIED

02/24/1982 315 RENTAL RATE DET/ADJ $2.00;

04/30/1982 140 ASGN FILED MTN FUEL/CELSIUS

05/19/1982 139 ASGN APPROVED EFF 05/01/82;

01/10/1983 512 KMA EXPANDED

01/10/1983 650 HELD BY PROD - ACTUAL

01/10/1983 658 MEMO OF 1ST PROD-ACTUAL CA NMA-011, #1 CLB

04/13/1983 932 TRF OPER RGTS FILED
05/16/1983 933 TRF OPER RGTS APPROVED
07/18/1983 512 KMA EXPANDED

08/02/1983 246 LEASE COMMITTED TO CA
10/19/1983 932 TRF OPER RGTS FILED
11/29/1983 102 NOTICE SENT-PROD STATUS
12/14/1983 658 MEMO OF 1ST PROD-ACTUAL
01/05/1984 512 KMA EXPANDED

EFF 05/01/83;

NMA-0011 EFF 11/15/82

CA NMA-069, #1 cLB

02/06/1984 933 TRF OPER RGTS APPROVED EFF 11/01/83;
09/26/1987 974 AUTOMATED RECORD VERIF MLM/CB
10/20/1988 963 CASE MICROFILMED CNUM 106,530
03/30/1989 575 APD FILED
*04/07/1989 575 APD FILED
05/16/1989 576 APD APPROVED 3 TURKS TOAST NRK Applicati ) _
06/02/1989 576 APD APPROVED 4 TURKS TOAST NRK Cp plication of Richardson Operating
11/05/1989 932 TRF OPER RGTS FILED CELSIUS ENE/DUGAN 0-
12/19/1989 933 TRF OPER RGTS APPROVED EFF 12/01/89; Record on Appeal, 1331.
12/19/1989 974 AUTOMATED RECORD VERIF TF /MT
03/19/1990 932 TRF OPER RGTS FILED CELSIUS ENE/DUGAN .
05/18/1990 933 TRF OPER RGTS APPROVED EFF 04/01/90; :
05/18/1990 974 AUTOMATED RECORD VERIF GLC/MT EXHIBIT

)} F-2

NO WARRANTY IS MADE BY BLM
FOR USE OF THE DATA FOR

NHDDACEC MNAT INTEMNDED AV RIE M




DEPARTMENT OF THE INTERIOR
BUREAU OF LAND MANAGEMENT

RunDate/Time: 11/02/01 09:38 AM

CASE RECORDATION
(MASS) Serial Register Page

Page 2 of 2
06/18/1994 933 TRF OPER RGTS APPROVED EFF 04/01/94;
05/11/1998 575 APD FILED RICHARDSON OPERATING
05/20/1998 576 APD APPROVED 20-1 WF FEDERAL LB
05/19/1999 817 MERGER RECOGNIZED CELSIUS/QUESTAR EXPL
05/19/1999 974 AUTOMATED RECORD VERIF AT
01/24/2000 932 TRF OPER RGTS FILED QUESTAR/RICHARDSON
03/21/2000 933 TRF OPER RGTS APPROVED EFF 02/01/00;
03/21/2000 974 AUTOMATED RECORD VERIF JLV
05/02/2000 575 APD FILED RICHARDSON OPERATING
05/31/2000 576 APD APPROVED 4 WF FEDERAL 20
Line Nr Remarks Serial Number: NMNM-- - 019163

0002 03/21/2000 - BONDED OPERATOR
0003 DUGAN PROD CO - NM0140 SW/NM

0004 RICHARDSON OPERATING - NM1711 SW/NM

Application of Richardson Operating

Co

Record on Appeal, 1332.

NO WARRANTY IS MADE BY BLM
FOR USE OF THE DATA FOR
PURPOSES NOT INTENDED BY BLM



DEPARTMENT OF THE INTERIOR

, BUREAU OF LAND MANAGEMENT
CASE RECORDATION
_ (MASS) Serial Register Page :
RunDate/Time: 11/02/01 09:40 AM Page 1 of 1
01 12-22-1987;101STAT1330;30USC181 ET SE Total Acres Serial Number
Case Type 312021: O&G LSE COMP PD -1987 480.000 NMNM-- - 097841
Commodity 459: OIlL & GAS L
Case Disposition: AUTHORIZED
Serial Number: NMNM-- - 097841
Name & Address Int Rel % Interest
RICHARDSON PRODUCTION CO 1700 LINCOLN #1700 DENVER CO 80203 LESSEE 100.000000000
Serial Number: NMNM-~ - 097841
Mer Twp Rng Sec STyp SNr Suff Subdivision District/Resource Area County Mgmt Agency
23 0300N 0140W 020 ALIQ SE; FARMINGTON SAN JUAN BUREAU OF LAND MGMT
23 0300N 0140W 027 ALIQ N2; FARMINGTON SAN JUAN BUREAU OF LAND MGMT
Serial Number: NMNM-- - 097841
Act Date Code Action Action Remarks Pending Office
10/15/1996 387 CASE ESTABLISHED 9610020
10/16/1996 191 SALE HELD
10/16/1996 267 BID RECEIVED $38400.00;
10/16/1996 392 MONIES RECEIVED $960.00;
10/29/1996 392 MONIES RECEIVED $37440.00;
11/06/1996 237 LEASE ISSUED
11/06/1996 974 AUTOMATED RECORD VERIF AT
12/01/1996 496 FUND CODE 05;145003
12/01/1996 530 RLTY RATE - 12 1/2%
12/01/1996 868 EFFECTIVE DATE
12/06/1996 084 RENTAL RECEIVED BY MMS $720.00;11/MULTIPLE
03/20/1997 963 CASE MICROFILMED
11/18/1997 084 RENTAL RECEIVED BY MMS $720.00;21/0000000222
11/09/1998 084 RENTAL RECEIVED BY MMS $720.00;21/0000000238
11/24/1999 084 RENTAL RECEIVED BY MMS $720.00;21/24
01/24/2000 575 APD FILED RICHARDSON OPER CO
03/02/2000 576 APD APPROVED 3 WF FEDERAL 20
09/21/2000 650 HELD BY PROD - ACTUAL WF FEDERAL 20 #3
09/21/2000 658 MEMO OF 1ST PROD-ACTUAL /1/WF FEDERAL 20 #3
10/12/2000 575 APD FILED RICHARDSON OPER CO PETROLEUM MANAGEMENT T
11/22/2000 084 RENTAL RECEIVED BY MMS $719.50;23/286
02/20/2001 084 RENTAL RECEIVED BY MMS $0.50;22/293
08/08/2001 643 PRODUCTION DETERMINATION /1/
Line Nr Remarks Serial Number: NMNM-- - 097841

Application of Richardson Operating
Co

Record on Appeal, 1333.
EXHIBIT

NO WARRANTY IS MADE BY BLM , 5 r - ;
FOR USE OF THE DATA FOR
PURPOSES NOT INTENDED BY BLM




DEPARTMENT OF THE INTERIOR
, BUREAU OF LAND MANAGEMENT
CASE RECORDATION
(MASS) Serial Register Page

RunDate/Time: 11/02/01 09:31 AM

01 12-22-1987;101STAT1330;30USC181 ET SE
Case Type 312021: O&G LSE COMP PD -1987

Commodity 459: OIL & GAS L
Case Disposition: AUTHORIZED

Page 1 of 2
Total Acres Serial Number
1,120.000 NMNM-- - 097843

NO WARRANTY IS MADE BY BLM
FOR USE OF THE DATA FOR

PURPOSES NOT INTENDED BY BLM

Serial Number: NMNM-- - 097843
Name & Address Int Rel % Interest
ABO PETROLEUM CORP 105 S4TH ST ARTESIA NM 88210 LESSEE 20.000000000
MYCO INDUSTRIES INC PO BOX 840 ARTESIA NM 882020840 LESSEE 20.000000000
RICHARDSON PRODUCTION CO 1700 LINCOLN #1700 DENVER CO 80203 OPERATING RIGHTS 0.000000600
YATES DRILLING CO 105 S4TH ST ARTESIA NM 88210 LESSEE 20.000000000
YATES PETROLEUM CORP 105 S4TH ST ARTESIA NM 88210 LESSEE 40.000000000
Serial Number: NMNM-- - 097843
Mer Twp Rng Sec STyp SNr Suff Subdivision District/Resource Area County Mgmt Agency
23 0300N 0140W 028 ALL ENTIRE SECTION FARMINGTON SAN JUAN BUREAU OF LAND MGMT
23 0300N 0140W 029 ALIQ NW,S2; FARMINGTON SAN JUAN BUREAU OF LAND MGMT
Serial Number: NMNM--~ - 097843
Act Date Code Action Action Remarks Pending Office
10/15/1996 387 CASE ESTABLISHED 9610022
10/16/1996 191 SALE HELD
10/16/1996 267 BID RECEIVED $70560.00;
10/16/1996 392 MONIES RECEIVED $70560.00;
11/06/1996 237 LEASE ISSUED
11/06/1996 974 AUTOMATED RECORD VERIF AT
12/01/1996 496 FUND CODE 05;145003
12/01/1996 530 RLTY RATE - 12 1/2%
12/01/1996 868 EFFECTIVE DATE
12/06/1996 084 RENTAL RECEIVED BY MMS $1680.00;11/MULTIPLE
03/20/1997 963 CASE MICROFILMED 1
10/16/1997 084 RENTAL RECEIVED BY MMS $1680.00;21/000000077
10/19/1998 084 RENTAL RECEIVED BY MMS $1680.00;21/000000083
03/01/1999 246 LEASE COMMITTED TO CA NMNM102966;
03/09/1999 651 HELD BY PROD - ALLOCATED
03/09/1999 660 MEMO OF 1ST PROD-ALLOC /1/NM102966; FEDWF2941
03/19/1999 575 APD FILED RICHARDSON OPER CO
04/19/1999 576 APD APPROVED 1 WF FEDERAL 28
07/06/1999 575 APD FILED RICHARDSON OPER CO
08/06/1999 576 APD APPROVED 2 WF FEDERAL 28
10/22/1999 084 RENTAL RECEIVED BY MMS $1680;21/900
11/19/1999 643 PRODUCTION DETERMINATION /1/
11/22/1999 575 APD FILED RICHARDSON OPER CO
11/30/1999 932 TRF OPER RGTS FILED (1) YATES/RICHARDSON
11/30/1999 932 TRF OPER RGTS FILED {2) YATES/RICHARDSON
12/13/1999 933 TRF OPER RGTS APPROVED 01EFF 12/01/99;
12/13/1999 933 TRF OPER RGTS APPROVED 02EFF 12/01/99;
™12/13/1999 974 AUTOMATED RECORD VERIF LR
12/21/1999 576 APD APPROVED 2 WF FEDERAL 29 Application of Richardson Operating
06/22/2000 932 TRF OPER RGTS FILED (1) YATES/RICHARDSON Co.
06/22/2000 932 TRF OPER RGTS FILED (2) YATES/RICHARDSON Record on Appeal, 1334.
08/07/2000 933 TRF OPER RGTS APPROVED O1EFF 07/01/00;
08/07/2000 933 TRF OPER RGTS APPROVED 02EFF 07/01/00;
08/07/2000 974 AUTOMATED RECORD VERIF MV/MV
08/24/2000 575 APD FILED /2 /RICHARDSON OPER CO —
08/24/2000 575 APD FILED RICHARDSON OPER CO EXHIBIT

) £«




RunDate/Time: 11/02/01 09:31 AM

DEPARTMENT OF THE INTERIOR
BUREAU OF LAND MANAGEMENT

CASE RECORDATION
(MASS) Serial Register Page

Page 2 of 2
09/21/2000 575 APD FILED /2/RICHARDSON OPER CO
09/21/2000 575 APD FILED RICHARDSON OPER CO
10/27/2000 §76 APD APPROVED 3 WF FEDERAL 28
10/27/2000 §76 APD APPROVED 3 WF FEDERAL 29
10/27/2000 576 APD APPROVED 4 WF FEDERAL 28
10/27/2000 §76 APD APPROVED 4 WF FEDERAL 29
07/09/2001 932 TRF OPER RGTS FILED (1) YATES/RICHARDSON
07/09/2001 932 TRF OPER RGTS FILED (2) YATES/RICHARDSON
07/09/2001 932 TRF OPER RGTS FILED (3) YATES/RICHARDSON
07/09/2001 932 TRF OPER RGTS FILED (4) YATES/RICHARDSON
07/09/2001 932 TRF OPER RGTS FILED {5) YATES/RICHARDSON
07/09/2001 932 TRF OPER RGTS FILED (6) YATES/RICHARDSON
08/09/2001 933 TRF OPER RGTS APPROVED 01EFF 08/01/01;
08/09/2001 933 TRF OPER RGTS APPROVED 02EFF 08/01/01;
08/09/2001 933 TRF OPER RGTS APPROVED O03EFF 08/01/01;
08/09/2001 933 TRF OPER RGTS APPROVED 04EFF 08/01/01;
08/09/2001 933 TRF OPER RGTS APPROVED OSEFF 08/01/01;
08/09/2001 933 TRF OPER RGTS APPROVED 06EFF 08/01/01;
08/09/2001 974 AUTOMATED RECORD VERIF JLV
Line Nr Remarks Serial Number: NMNM-- - 097843

NO WARRANTY IS MADE BY BLM
FOR USE OF THE DATA FOR
PURPOSES NOT INTENDED BY BLM

Application of Richardson Operating

Co.
Record on Appeal, 1335.



DEPARTMENT OF THE INTERIOR
. BUREAU OF LAND MANAGEMENT
CASE RECORDATION

) i (MASS) Serial Register Page
RunDate/Time: 11/02/01 09:32 AM
01 12-22-1987;101STAT1330;30USC181 ET SE Total Acres
Case Type 312021: O&G LSE COMP PD -1987 160.000

Commodity 459: OlL & GAS L
Case Disposition: AUTHORIZED

Page 1 of 1

Serial Number
NMNM-- - 097844

Serial Number: NMNM-- - 097844

Name & Address Int Rel % Interest

ABQ PETROLEUM CORP 105 S4TH ST ARTESIA NM 88210 LESSEE 20.000000000

MYCO INDUSTRIES INC PO BOX 840 ARTESIA NM 882020840 LESSEE 20.000000000

RICHARDSON PRODUCTION CO 1700 UNCOLN #1700 DENVER CO 80203 OPERATING RIGHTS 0.000000000

YATES DRILLING CO 105 S4THST ARTESIA NM 88210 LESSEE 20.000000000

YATES PETROLEUM CORP 105 S4TH ST ARTESIA NM 88210 LESSEE 40.000000000
Serial Number: NMNM-- ~ 097844

Mer Twp Rng Sec STyp SNr Suff Subdivision DistrictResource Area County Mgmt Agency

23 Q300N 0140W 029 ALIQ NE; FARMINGTON SAN JUAN BUREAU OF LAND MGMT
Serial Number: NMNM-- - 097844

Act Date Code Action Action Remarks Pending Office

10/15/1996 387 CASE ESTABLISHED 9610023

10/16/1996 191 SALE HELD

10/16/1996 267 BID RECEIVED $9760.00;

10/16/1996 392 MONIES RECEIVED $9760.00;

11/06/1996 237 LEASE ISSUED

11/06/1996 974 AUTOMATED RECORD VERIF AT

12/01/1996 496 FUND CODE 05;145003

12/01/1996 530 RLTY RATE - 12 1/2%

12/01/1996 868 EFFECTIVE DATE

12/06/1996 084 RENTAL RECEIVED BY MMS . $240.00;11/MULTIPLE

03/20/1997 963 CASE MICROFILMED

10/16/1997 084 RENTAL RECEIVED BY MMS $240.00;21/0000000779

10/19/1998 084 RENTAL RECEIVED BY MMS $240.00;21/0000000838

11/18/1998 575 APD FILED RICHARDSON OPER CO PETROLEUM MANAGEMENT T

03/01/1999 246 LEASE COMMITTED TO CA NMNM102966;

03/09/1999 650 HELD BY PROD - ACTUAL

03/09/1999 658 MEMO OF 1ST PROD-ACTUAL /1/NM102966; FEDWF29#1

10/22/1999 084 RENTAL RECEIVED BY MMS $240.00;21/900

11/19/1999 643 PRODUCTION DETERMINATION /1/

11/30/1999 932 TRF OPER RGTS FILED YATES/RICHARDSON

12/30/1999 933 TRF OPER RGTS APPROVED EFF 12/01/99;

12/30/1999 974 AUTOMATED RECORD VERIF JLV

Line Nr Remarks Serial Number: NMNM-- - 097844

Application of Richardson Operating
Co.
Record on Appeal, 1336.

NO WARRANTY IS MADE BY BLM
FOR USE OF THE DATA FOR
PURPOSES NOT INTENDED BY BLM




DEPARTMENT OF THE INTERIOR

. BUREAU OF LAND MANAGEMENT
CASE RECORDATION
- ] (MASS) Serial Register Page
1Date/Time: 09/17/01 01:16 PM Page 1 of 1
vl 12-22-1987;101STAT1330;30USC181 ET SE Total Acres Serial Number
Case Type 312021: O&G LSE COMP PD -1987 960.000 NMNM-- - 099003
Commaodity 459: OIL & GAS L
Case Disposition: AUTHORIZED
Serial Number: NMNM-- -~ 099003
Name & Address Int Rel % Interest
ABO PETROLEUM CORP 105 S4TH ST ARTESIA NM 88210 LESSEE 20.000000000
MYCO INDUSTRIES INC PO BOX 840 ARTESIA NM 882020840 LESSEE 20.000000000
RICHARDSON PRODUCTION CO 1700 LINCOLN #1700 DENVER CO 80203 OPERATING RIGHTS 0.000000000
YATES DRILLING CO 105 S4THST ARTESIA NM 88210 LESSEE 20.000000000
YATES PETROLEUM CORP 105 S4TH ST : ARTESIA NM 88210 LESSEE 40.000000000
Serial Number: NMNM-- - 099003
Mer Twp Rng Sec STyp SNr Suff Subdivision District/Resource Area County Mgmt Agency
23 0300N 0140W 030 ALL ENTIRE SECTION FARMINGTON SAN JUAN BUREAU OF LAND MGMT
23 0300N 0140W 031 ALIQ N2; FARMINGTON SAN JUAN BUREAL OF LAND MGMT
Serial Number: NMNM-- - 099003
Act Date Code Action Action Remarks Pending Office
07/16/1997 191 SALE HELD
07/16/1997 267 BID RECEIVED $35520.00;
07/16/1997 392 MONIES RECEIVED $35520.00;
‘04/1997 237 LEASE ISSUED
04/1997 974 AUTOMATED RECORD VERIF BCO
08/07/1997 600 RECORDS NOTED
09/01/1997 496 FUND CODE 05;145003
09/01/1997 530 RLTY RATE - 12 1/2%
09/01/1997 868 EFFECTIVE DATE .
09/10/1997 084 RENTAL RECEIVED BY MMS $1440.00;11/MULTIPLE
05/06/1998 575 APD FILED RICHARDSON OPERATING
05/15/1998 576 APD APPROVED 30-1 WF FEDERAL
06/02/1998 963 CASE MICROFILMED
07/15/1998 084 RENTAL RECEIVED BY MMS $1440.00;21/000000082
03/29/1999 932 TRF OPER RGTS FILED YATES ETAL/RICHARDSON
04/13/1999 933 TRF OPER RGTS APPROVED EFF 04/01/99;
04/13/1999 974 AUTOMATED RECORD VERIF JLV
05/12/1999 650 HELD BY PROD - ACTUAL
05/12/1999 658 MEMO OF 1ST PROD-ACTUAL /1/#30-1 WF FEDERAL
07/26/1999 084 RENTAL RECEIVED BY MMS $1,440.00;21/00000008
12/07/1999 643 PRODUCTION DETERMINATION /1/
03/28/2000 575 APD FILED RICHARDSON OPER CO
05/24/2000 576 APD APPROVED 2 WF FEDERAL 30
Line Nxr Remarks Serial Number: NMNM-- - 099003

Application of Richardson Operating
Co.

Record on Appeal, 1337.
EXHIBIT

NO WARRANTY IS MADE BY BLM a ' -

FOR USE OF THE DATA FOR
PURPOSES NOT INTENDED BY BLM
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. LEASE NO....

THIS AGREEMENT, dated this the

‘

B

S F

......... L APPL.I"(;n}_ T - A ——
OlIL AND GAS LEASE
10th day of..Degember . . , A.D. 1922, mede and

entered into by and between the STATE OF NEW MEXICO, acting by and through the undersigned, ita Com-
missloner of Public Lands, thereunto duly authorized, party of the first

or,

party of the se

P, 0. BOX

rt and herelnn.;ler call

171

5%

cond part, hereinafter called the “Lessee,” whether one or more,

WITNESSETH:

WHEREAS, the sald lessee has filed in the office of the Commlssioner of Public Lands an application for
an oll and gas lease covering the lands herelnafter described and has tendered therewith the required first
payment belng not less than the amount required by law and by the rules and regulations of the New Mexico
State Land Office; and

WHEREAS, all of the requirements ol law relative to sald application and tender have been duly complied
with and sald application has been approved and allowed by the Commissioner of Public Lands:

THEREFORE, for and In conslderation of the premises as well as the sum of THRER. THQUSAND. . TWO...

. (8...32286,70 ) Dollars, the
same being the amount of the lender above mentioned, paid in cash, and evidenced by officlal receipt No... P=26596

and of the further sum of $...5.00... filing fee, and of the covenants and agreements hereinafter contalned
on the part of the lesse to be pald, kept and performed,the sald lessor has granted and demised, leased and let
and by these presents does grant, demise, lease and let unto the sald legsee, exclusively, for the sole and only pur-
pose of exploration, development and production of oll and/or gas thereon and therefrom with the right to own
all oll and gas so produced and saved therefrom and not reserved as royalty by the lessor under the term of
this lease, together with rights of way, easements and servitudes for pipe lines, telephone and telegraph lnes,
tanks, power houses, stations, gasoline plants, and fixtures for producing, treating and caring for such pro-
ducts, and housing and boarding employees, and any and all rights and privileges necessary, incldent to or
convenient for the economical operation of said land, for oll and gas, with right for such purposes to the free
use of oll, gas, casing-head gas, or water from sald lands, but not from lessor's water wells, and with the
right of removing elther during or atter the term hereof, all and any Improvements placed or erected on the
premlises by the lessee, Including the right to pull all casing, subject, however, to the condlitions hereinafter

set out, the following descrlbed land situate In the Count...¥...of..3an Juan
and more particulary described as follows:

Mics. TNST. NO, B X484

Stt

State of New Mexico,
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sald Jands having been awarded to lessee and deslgnated as tract No..0=8 . ata public sate held by the
Commissioner of Public Lands on... Peqembaxr 10th.. ... , 19.52..... (To be filled in only where lands are
offered at public sale.)

TO HAVE AND TO HOLD sald land, and all the rights and privileges granted hereunder, to and unto the
lessee for a primary term of flve (5) years from the date hereof, and as long thereafter as oll and gas in pny-
Ing quantitles, or either of them, Is produced from sald land by the lessee, subject to all the terms and condi-
tions as herelnafter set forth.

In conslderatlon of the premises the partles covenant and ngree as follows:

1. Subject to the free use without royalty, as hereinbefore provided, the lessce shall pay the lessor as

royalty one-elght part of the oll produced and saved from the leased premises or the cash value thereaf, at the
option of the lessor, such value to be the price prevalling the day oll Is rin Into a pipe line, 1 the ofl be run
into a plpe line, or Into storape tanks, If the oll be stored. : H '

2. Subject to the free use without royalty, as herelnbefore provided, the lessee shall pay the lessor as

royalty one-elghth of the cash value ol gas, including casinghead gas, ptoduced and saved from the leased
premises and marketed or utilized, such value to be equal to the greater of the following amounts:

(a) the net proceeds derlved from sale of such gas In the fleld, or

(b) flve cents ($.05) per thousand cuble feet (m.c.f.), the volume of gas for such purposes to b»

computed on a pressure basls of 10 ounces above an assumed atmospheric pressure of 14.4 pounds per

- square Inch, or 15.025 pounds per square Inch absolute, at 60° Fahrenhelt, and pursuant to appropriate

regulations of the Commissioner of Publlec Lands which may provide, among other things, for a flowinp

temperature of 60° Fahrenhelt to be assumed and applied in volume computation In all cases where a

recording thermometer Is not applled by the lessee in gas measurement, and for specillc gravity tests al
the lessee’s expense at Intervals not greater than one year in all cases where a recording pravitometer Is
not employed by the lessee In gas measurement; '

Provided, however, the cash value for roynlty purposes of carbon dloxiie gas ond of hydrocnrbon gas deliver-
ed to a gasoline plant for extractlon of Hquid hydrocarbong shall be equnal to the net proceeds derlved from
the sale of such gas, Including any liquid hydrocarbons recovered therefrom.

Notwithstanding the foregoing provisions, the lessor actlng by its Commissioner of Publle Lands, ma::
renuire the payment of royalty for all or any part of the gas produced and save: under this lease and mark-
eted or utllized at a price per. m.c.l. equal to the maximum price being paid for gas of llke kind and qualtty™
and under like conditions In the same fleld or area or may reduce the royaity value of any such pas (to any
amount not, legg than the net proceeds of sale thereof In the fleld) the Commissioner of Public Lands shall
determine such actlon to be necessary to the success{ul operation of the landa for olt or gas purposes or lo

encouragement of the preatest ultimate recovery of oil or gas or to the promotion of conservation of oll or
2as. T e . .

.

- . o . .
3. Lessee ngrees to make Jull settlement on the 201h day of eachi month for ndl rovnities dne the lessor '

Iorlthe preceding month, under this lease, and to permlit the lessor or s agents, at all rensonnble hours, to ex-

amine lessee's books relaling to the production and disposition of oll and gas produced, Lessee further agrees
to submit to lessor annually upon forms furnished by lessor, verified reports showing lessce's operntions for
the preceding. year. . - :

4. Tt 1s expressly agreed that the consideratlon hereinbefore spuciflnd is n good, valld and substantial
consideration and sufficient In all respects to support each and every covenant hereln, Includhig specifically

the option frasited tht lessee tb preveht the termination of this lease from year.to yeam by- tHé . "bayment _qr
tender of the further rental herelnafter provided for. :

At annual rental, at the rate of ... 25¢.. . per acre shall Lecon... due and paynble to the lessor by the
lessee, or by any transleree or assignce of the same, or any part hereof, where such :traneferce or -assignec
has been recognized, and such transfer or assignment aporoved by the lessor as herelnafter . provided, upon
each acre of the land descrlbed and then claimed by such lessee, transferee or assignee hereunder,’ and the
same shall be due and payable In advance to the lessor on the successive annlversary dates of thls lease, bnt
the annual rental on any assignment shall in no event be Jess than Six Dollats ($6.00). o
In event the lessee shall elect to surrender anv or all of sald acreape, lic shall dellver to  the Commis-
sloner a duly executed release thereof and In event sald lease has been rcorded, than he shul" upon request
furnish and dellver to sald Commissioner a certlfied copy of a duly recorded release..-- ' .

5. The lessee may at any tme by paying to the State of New Mexlco, actinz by is | Comnlssioner of
Publle Lands, or other authorized officer, all amounts then due as provided hereln and the turther sum of Ten
Dollars ($10.00), surrender and cancel this lease insofar as the same covers all or nny portlon of the lands here-
{n leased and be relleved from further obligations or Hability hereunder, inthe manner as hereinbefore provid-
ed. Provided, thls surrender clause and the option hereln reserved to the Jessee shall cease and become absolute-
ly Inoperatlve immedlately and currently with the institutlon of any sult In any court of law or equity by the
Iessee, lessor or any assignee, to enforce this lease, or any of s terms express or Implled,

6. All payments due hereunder shall he made on or before the day such payment ts due, in cash or by
certified exchange nt the Office 6f the Commissioner of Publle Lands In Santa Fe, New Mexico.

-7. 'The lessee with the cohsént of the lessor, shall have the right to assign this lense In whole ot In part.
Provided, however, that no asslgnment of any undivided intereat in the lease or any part thereof nor any as-
signment of less than a Jegal subdlvision shall be recognized or approved by the lessor. Upon approval in writ-
Ing by the lessor of. an asslgnment, the assignor shali stand relleved from all obligations to the lessor with re-
spect to the lands embraced in the assignment and the lessor shall tikewlse be relitved from all obligations to
the asslgnor as to such tracts, and the assigne shall succeed to all of the rights and privlleges of the assignor

with respect to such tracts and shall be held to have assumed all of the duties and obligations of the assignor
to the lessor as to such tracts. :

8. Lessee agrees with reasonable dilipence to offset all paying ofl or gas wells drilled, within 300 feet of
any of the Jand covered by this lease and retained hereunder,

9. The lessee agrees to notlfy the lessor of the location of each well before commencing driiting thereon,
1o keep a complete and accurste log of each well drilled and to furnish acopy thereo!, verified by some person
having actual Y(nowledgc of the facts, to the lessor upon the completion of any well, and to furnish the log of
any unfinished well at any time when requested to do so by thelessor. If any lands embraced In this lease ghall
be Included In any deed or contract of purchase outstanding and subslsting Issued pursuant to any sale made of
the surface of such lands prlor to the date of thisleasge, It ?s agreed and understood that no drilling operatlons
shall be commenced on gpy such lands, so sold unless and untll the lessee or his assignee shall have filed a good
and sufficlent bond with the lessdr as required by law, to securé the payment for such damage to the livestock,
range, water, crops or tangible Improvements on such lands as may be sulfered by the purchaser holding such
deed or contract of purchase, or his successors, by reason of the developments, use and occupation of such
lands by such lessee. Provided, however, that no such bond shall be required it such purchaser shall walve the
right to require such bond to be glven In the manner provided by law. . )

10. In drilling wells all water-bearing strata shall be noted In the loF' and the lessor reserves the right to
require that all or any part of the casing shall be left In any non-productive well when Jessor deems it to the
Interest of the State of New Mexlco to maintain sald well or wells for water. For such casing so left In wells
the lessor shall pay to the lessce the reasonable value thereof.

11." Lessee -shall be llable and agrees to pay Ior all dumages to the range, Hvestock, growing crops or im-

provements caused by lessee’ “—erations on said lands. When requestr " the lessor, the lessee shall bury
pipe-lines below plow depth:
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e seu ~ve any machinery or fixtures placed. 'd premlses, nor draw 'the casing
trom any well unless and unl. .  1yments and obllgatlons due the lest

g . . ar the terms of this agreement
shall have been pald or satisfied.“xffe lessee’'s right to remove the casln;ﬁdyzbject to the provision of para-
graph 10 above.

13. Upon fallure or default ol the lessee or any esslgnee to comply with any ol the provislons or coven-
ants hereof, the lessor is hereby authorized to cancel this lease and such cancellation shall extent to and in-
clude sail rights hereunder as to the whole of the tract so clalmed, or possessed by the lessee or assignee so
defaulting, but shall not extend to, nor nffect the rights of any other lessee or assignee claiming any portlon
of the lands upon which no default has been made; provided, however, that before any such cancellation shall
be made, the lessor shall mall to the lessee, or assignee so defaulting, by registered mall, addressed to the
postofflce address of such lessee or assignee as shown by the records of the State Land Office, a notice of
Intentlon of cancellatlon specltylng the default for which cancellation is to be made, and I within 30 days

{rom the date of malling sald notice the sald lessece or assignee shall remedy the default specified In sald
notice, cancellation shall not be made.

14. All the terms of this agreement shall extend to and bind the helrs, executors, administrators, suc-
cessors and assigns of the parties hereto.

15. 1If the lessee shall have fatled to make discovery of oll and/or gas In paylng quaintities during the
primary term hereof- the lessee may continue thislease In full force and effect for an additional term of five
(5) years and as long thereafter as oll and gas In paylng quantitles, or either of them is produced from the
leased premises, by paying each year in advance, as herein provided, double the rental provided hereln for the
primary term, or the highest rental prevalling at the commencement of the secondary term in any rental

district, or districts In which the lands, or any part thereof, may be situated, If {t be greater than double the
rental provided for the primary term.

16 . If the lessee shall have maintained this lease In accordance with the provisions hereol and if at the
expiration of the secondary term provided hereln ol or gas Is not belng produced on sald Jand but lessee Is
then engaged In bona fide driiling or reworking operations thereon, this leage shall remain In full force and
effect so long as such operations are diligently prosecuted and, if they result In the production of oll or gas,
50 long thereafter as oll and gas In paying quantitles or either of them is produced from sald land; provided,
however, such operations extending beyond the secondary term shall be approved by the Jessor upon written
application filed with the lessor on or before the expiration of sald term, and a report of the status of all of
such operations shall be made by the lessee to the lessor every 30 days and a cessatlon of such operations for

more than 20 consecutive days shall be consldered as an abandonment of such operatlons and thereupon the
provisions hereof shall be of no further force or effect.

IN WITNESS WHEREOF, the party of the {irst part has hereunto signed and caused its name to be signed
by its Commissioner of Public Lands thereunto duly authorized, with sepl of his ofligs” atfixed, and the
lessee has signed this agreement the day and year flrst above writt AdSIE e

COMMISSION

PUBCO_DEVELOFYINT ;T
BY #o5
.“y?,g"a'i‘ ;?t\f-;vi,
esldent., ! :
Distributed this the.......... 19th  day of. ... Daoember. ... ... .LJ,“r '
.-_-.,fq g’::' ‘;)\f’-
(PERSONAL ACKNOUWILEDGEMENT) R A
STATE OF......... .
T 88
COUNTY OF ]
On this the BRY OF...ueeeceireeteeeeeecve e vae s sssvnsnaanteans 19 personally appeared before me

. IN WI')’NFSS WHEREOF; I have hereunto set my hand and affixed my officlal seal the day and yearin
this certificate above written. ’

ﬁy' Commission Explires:

Notary Public.

(ACKNOWLEDGMENT BY ATTORNEY IN FACT)
STATE OF..a:..)

COUNTY ‘OF A as:
“On this the ...day ol

before me.

Loend

. opee . .
. TIPSR 1T IVRTIING 3 101 TRy X

to me known to be the person........ who executed the foregolng ‘Instrument in behall of

and acknowié&ged that........... he........ executed the saime as the free act and deed of sald

IN WITNESS WHEREOF: I have hereunto set my hand and affixed my officlal seal the day and yearin
this certiticate above written,

My Commisslon Explres: Notary Publie.
AR DU
. (CORPORATE ACKNOWLEDGMENT ON BACK)

R R

LA 1L
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(ACENOWLEDGMENT BY CORPORATION)

et

lss:
)

On this the.. 7.7 day o!AfC@fr"W .............

L

and tha

............................ 19»5:;11 personally apppeared
lmtmmi

the seal affixed to the foregolng instrument is ¢

4. ﬁrvc, ;
e
nt was slgned and sealed In behalf of sald corporation by authority of its board of directors, and sald
" (A
aclcnowledgu paid Instrument to be the free act and deed of sald corporntlﬁ
tMa‘ cetﬂﬂ

corpornte seal of sald cotporation, and that said

*%‘k( " L

@S WHEREOF; 1 have hereunto set my h d affixed my officjal seal the dny and year in
cate nbo‘e wﬂlten.

ot f :" iz

Notary Publlc

' ’
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R
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)
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.+ . OILANDGAS LEASE

. THIS.AGREEMENT, dated this the... 2050, .day of s 500 ' .
entered Into by and between the STATE OF NEW MEXICO, acting by and through the undersigned, its Com.

.. misstoner of Publle Lands, thereunto duly authorized; party of the first part and herelnafter called the “Lesse
' .' 'ol‘."'ll'_‘d ” ‘-’n "q AT}:I"S pri N E AT

PYT I Y]

SRR Ys Co Box f7, Z-Ienp’uié. Ternescrn2 :
- barty of the second part, herelnafter called the “Lessee.” whethier one or more,
v ) WITNESSETH: = I

WHEREAS, the sald lessce hias filed I thc'oiucc' of the Commls_slunér of Publle Lands an application for

‘on ofl and gas lease covering the lands hercinafter described ind has tendered therewith the reyuived first pay-

S lﬂ:n& l(:)erlﬁg not l;s‘.s thun the amuunt required by Juw and by the sules and regulations of the New Mexlco State
- Lan o0 and. : : S

WHEREAS, all of the rcq\ilrements of faw relative to sald application and tender have Leen duly complind
*- 7, with and sald application has heen approved and allowed by the Commissioner of Public Lands: -

* *. . THEREFORE, for and in conslderation of the premisos as well as the sum of
D v GES HURDRED, STHTY e ($..100:00 ) Doflars, the

some helng the dmount of the s_omtcr ahove mentloned, pahl in cash, and evidenced by offlclal recefpt NS30842

and of the further sum of S....2.05, ..., Hlling tee, and. of the covenants and opreeiments hierclnalter tontained
on thio part of the lussee to Le pald, lept und pesformed, the sald lessor has. pranted ond demitsed, teased and ot
und by these presents does grant, demise, fease ond fet unto the salid Jessee, exclusively, for tiie sole and only pur-
- puse ot exploration, development und preductiun of oll and/or gas thereon and therefrom with the right to own
; ull ofl ond gas so produced and saved therefrom and nut reserved ag togally by the lessor under the term of this
-7 lease, together with tights of way, easeiments and servliudes for pipe lines, telephone and telegraph nes, tanks,
-, 1+ power houses, statlons, gasoline plants, and fixturcs for producing, treating and caring for such products, and
"/ Tousing and boatding employees, and uny and all rights and privifeges secessavy, Incldent to o conventent for
- the economical operation of sald fand, for oll and gas, with ripht for_ such putposes to the free - use- ot oll, gas, -

o777 casing-heail gas, of water from suld lands, but not from Jessor's watvr wells, umd with the tight of vemuving either
*.7 . durlip ur after the term bercot, all and any improvements placed ot erected on the premises by the tessce, fn-
o thuling the right to pull all casing, subj‘n.ct. however, to the conditiong inseinafter set ot the followlng deserih.
i fund stiuate (n the Count.. 9. 0t 250 2 U8R e Btite of New Mesteo, and mote

. g;artlcular}‘yjdnscrll:ud o3 follows: . )

tastitutlon Ianzo S SUBDIVISION
S COLUMN 0 COIVNIN'S

At

COMNIN § | COLUMN &

RPN

gl

e It
Az

134 '

_ A0

An,00 -

LA,00
g e "‘OS,QD,:.:M

. AD.00

AU

| 4000,

R B 40,00

a1 ADOD
]
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N i . ‘. . r i ) 3 ", .’ X " : [

. satd lands huving been awarnded to fessee ond destinated a8 1act Now.wmmsianeine it @ public sote hield by thy
Commissloner of Publle Lunds un X o 19,0 (o Lt filled In only whore lunds ave-
offesed at public sale) : i - . : -

0 HAVE AND TO 11OLD sald Jand, and ald the viphits and privileges gronted tiereumnter, to and unto the
fossee for a primaty term of five (5) years from the date liereol, acd as lungs thereatter i ofl and: gas n pay-
Inz quantities, or cithier of them, is produced from satd fand by the lessee, subjoct to all the tonng and condls
tlons as herelnafter set forth,

1t consideratlon of the premlses the partles covenant and agree as follows: :

1. Subject to the free use withput royalty, as herclnbefore provided, the fessee shall pay the Jessor s
toyalty one-clghth part ot tlie vil produced and saved from the Jeased premises or the cash valuo thureo!, ot the
optlon of the.Iessor, such value to be the price prevalling the doy ofl §s sun ilo a pipe te, I the oft be run In-
to a pipe lne, or Into storage tanks, {f the oll be stored, : g

2, - Subfect to the free use without royalty, as herelnbefore provided,. the lcssgg— shull pay the lessor us
royally onc-ciglith of the cash value of gas, Includhigg castghend gas, produced atd Gived from the leased pree -
mises it marketed op utilized, such valte to be equal to the preater of the Iolluwing amounts:

(3) the ot proceeds derlved from sate ot such gus in the ficld, or i
() five comts (S.05) per thuusand euble feet (moet), the volune of pas for sueh purpuses to beeotte -
puted on.a pressure basis of 10 otnces above an assumed atmospherie pressure of 144 pounds per square
inch, or 15,025 pounds por square Inclt absolute, nt G0v Fahrenlielt, aud pursuunt to appropriate regulations
of the Commissfunce of Public Lands whith ntay provide, anuig otlier things, for a flowing temperature of
£0% Fahrentielt to Lo assumed and applind in volume computatlon In all cases where a recording  thermo-
meter Is not employed by the lessce i1 gas measutement, ainl for speelfle pravity tests at the lessee’s ex.
pease at-intervals not greater than one year in all cases whera a revovding gravitometer Is not employud
by the lessce It gas meusurement
Provided, however, the cash value fur royalty purpuses of carbon dloxhle gus nnd vl hydrovarbun pas deltvered
to o pasoling plunt for extratlon of Jiquid hydrocaroons shall be equal to-the uet procreds detlved feom the
sale of such gos, Including any liquid hydrocachuns recovered therefrom, : .

Notwithstatiding the faregolug provisions, the tessor acting by its Conmissinner of tublle Lands, nray te-
tquire the payment of royalty for all ur any part ot the pas produced td saved wnder tiis tease aned mardoted
or utitized at a.price per m.e.f, cquat to the maximum price being pald for gas ol ke khnd and quatity and we
der- ke conditlons in the same Held or area or may reduce the toyalty value of any such pas (to nny. ninount

. __not Tess than the not procceds-of sate-thereot-in-the-fald) 4f the Cinmnlsdiner of Publie Lamds hiall determine
such action to be negessaty to e successful operation of the lawds fur ull ur pas puryoses o to cticuutapement
of the greatest ultimate revavety of oll vr gas or Lo the promotien of ouservatlon of ol or gas,

_ 3. Lessca agrees to inake full settloment oy the 20th day of cacl munth for all royulties due the lessor
1. for the precedlng month, under this fease, and to parmit the lessor or ity agents, at atl feasonable houts, to ex-
amine lessee's books relating to the productlon an disposition of oll mud gag produced, Lessee further aprees v
subm!’!l to lessof annually upon forms furilstied Ly lessor, verilied dveports shuwing lesee’s vperations for the
preceding year. : : .

4, 8t Is expressly agreed that the constderatton herelubefore spedtlot Is & ood, vatld  nid substantiad
conshloration and sufficlont In all sespeets to supaort each amd every covenunt hiereln, {ncluding spoeltically the
uptlon granied the lessce to frevent tha taaninativn ol this fease from year to year, by the payment or tender
of the further rental herematter provided for :

" An annpul rental, at the rate of 258, per acre shall beeome due and payable Lo the lessuv by the
Scssee, or by any transferce or assiguee of the same, or any part heteol, where such transleree o assipnee has
een fecopnlized, and such transfer or assignnient approved by the lessor as. herelnafter provided, upon vach
acre of the land above deseribed and tien claimed by suth Jessee, transferee or usshve horeumder, amt the
same shall be due and payabe In advance to the lessor o the suceessive amlversary dates of this fease, but

. the nnmial rentol un any assignment shatl in so event be less than Sig Doltars {SL.U0)6 : .

1 ovent thie lessee shiall elect to suttender any or all of sald acrcoge, he shalt detiver to thie Cotriinissluner
a duly exceuted release thercof and In eveat sald leisse has been secorded, theis he shalt upon Feruest fuenish
and delvet to sald Coramlssioner o vortified copy of a duly recorded release, o
5. ‘The lessee may at uny time by paying to the State of Nuw Mexito, dethig by Ns Cummisstoner ot
Fublle Lands, or other authorized offiver, all amounts then due as provided hereln and thie fusthet sum of Ten Dol-
lurs (510.00), surrender gnd canced this lease Insulap as the same vovers ult ur uny portivn of the lands fierelnt
feared and ho redleved from further vblipations or Habiiity licvounder, In the thanner as tiereinbefore provided.
P'rovided, this surrender elause nnd the optlon hereli restrved tu the leusce shall cense nnd become nbsolutely
{uupeiative immediately and cortcurrently witls the Institutlon of uny sult by uny court of Inw or viuity by the
fessoe, lessor ur any asslpave, to enforce this lease, or any of its ferns espress or fmplled,
: -0, ANl payments due herednder shall be made on or before the day suchpayment 35 due, in casthior by
- _veriitled-exchunpe-at-the OItce of the Commisstoner of Publie Lamls In Suntn ¥e, New Mextow
“4, The lessee with the consent of the Tessor, shat fave the tlght tu asslim ths fense tn whole or in part,

. Provided, liowever, that no assignment of uny undivided Interest It the lease ur any part tlicreol nor uny ase
signment of fess than a leal subiivislon shafl be recugnlzed or npproved by the lessor, Upon approval in writ-
ing by the lossor of an asslgnment, the assignor shall stunid relieved front all oblipatlons fo the lessor with re-
speet to tho tnnds embraced I the assignment dnd the Jessop stadl kewlse be relleved from ull ohlipations to
the asulghor as to such tuacts, and thee assignee shtl suceeed to alt of the Kghts pud privileyies of the astignue
with respect to such tracts and shalt be hield to have asstined oit ot the dities i vhilutions of Ale asslpaor
to the lessor ag to sueh tracts, ] ) ) T R S

-8, assce agrecs With reasonable ditfgence tu ultset il paglig ull or pas wells delited, within 300 feet of
- gy of the tand tovered Ly thlg lense nng retohied hieveunder, - : ] TR
: L Thy lessce agrees to notily the Jessor.of the lucatlon o viel- well belore conintencing driling theveor, -
< tu heep a cotnplete and ateurate Top of eady well deliled and to irbtss o covy Bireot, verifiod by some perso
having avtusd knowledge o the fucts, to Uhe fessor upin tie tompletion of uby well, and to fusnlshi Ahe Jog ot

- iy untinished well at any tme when tequestil to b 5o by the lessors 86 any Tunds embraced L' this leaso shall
s fueluded tn any deed or contract of purchase outstanding i suldsting fzsued pursttant to any sile made of
the surtacd of suelt Luuls prioe to U dite of this teasd, $U s agpeal avd titnderstoml that 1o dellling operations
il e totnmestced iy ang eael linds so sofd untess mid vt tie fessee o his asshee shall have fited @ goud
and suftiient botid with the lessor s required by Jaw, to seetre the payiient for such dnmiie to the fivestods,

- EARE, weiter, tropy or tanydble Imrfu\'cmcnls it sutdt Yaids i hray be sulfered by the purchaser $ivlding such
dind or contract of purchase, o Bis successurs, by reason of the develnpments, tise. and oreupation of swelt
tints by such lessue, Provited, however, (hiat no sieh bowd shialt be seguised 1€ sueh putchaser sliall walve the
pphit o vequive suely Bomd (o be plven iy e taoner providad by L. : :

U0, In drilling wells all water-beating steaht shatl be noted 1 the fog, atid e Jussor seserves the tiphit
Fouuive Qint uld or aby pact of e casing shall ba Jeft in any non-produciive well when fessor deems 1t to. the
nterest of tie State of New Mestvo to mainteht sald well or wells Tor water,  $or such easing sv foft inwells

< the lessor shintl pay to the tessee GBie reasonable value terenf, . :
13, Lassee shall be Hable amd arees to pay for att damagpes to the tanpe, Hvestoude, growlng crops or -

proventents viaused by lescee's garations on sabd Luntse Whent gequiested e the lessot, e fessee shull bury.
pipe-Hies Lelow plow depth, . : : : . : :

1, 1348.
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12" The lessee shall not re@ihe any machiliery o fixtures placed on premises, nor draw . the cus!n_;? -
- from any well unless and untiy ayments:and oblligations due the Jessor Mider the terms ot this apgteement. o
shall have been pald or satistied, The lessce's sight to remove tlie casing fs subject o the- provision of para-- .
graph 10 above. T . ook - : G
* 13,  Uponfallure or default of the lossee or any assignce to comply with any of the provistons or:covenants
hereof, the lessor Is hereby authorized to cancel this lease and such cancellation shall extend toand Include all
rights hereunder as to the whole of the tract 50 clalmed, or possessed by the lessce or assipnee 5o defaulting,
but shall not extend to, nor atfcet the tights of any other fessee or nssipnee claiming any postion of the fands
_-upon which no default has been made; provided, however, that before any such cancellation shall be made, the
“ . 7 lessor shall mall to the lesste, or assignee so defaulting, by teplstored mall, addressed to the postoffiee address
i+ -of such lessee or assignee as shown by the records of the State Land Office, a notice of intenttion of cancellation
. specitylng the default for which cancellation Is to be made, ond {f withls 30 days from the date of malling sald

notll]ce the sald fessce or assignee shall remedy the default specified In sald notlce, cancellatlon shall not be
made, : - . \

_14, Al the terms of thls agrecment shall extend to-and bind the hielrs, .exccutors, administrators, ste.
. cessors and assigns of the partles hereto, Co : o
" . 15, It the lessee shall have falled to make. discovery of oll and/or gas in paylng nuantities during the prl.
» 7 - mary term hercof, the lessca may continue this fease in full force and eifect for an udditonal term of five (5)°
" oyears and as long therealter as oll and gas §is paying quantitles, or eltlier of thein fs produced from the leased
; premises, by pnymiench year In advance, ag hereln provided, double the rental provided hereln for the prle
mury term, or the highest tental prevalling at the commenceiment of the secodary term In any rentnd district
or distrlcts I which the lands, or any part thereo!, mnay be situated, If it be greater than double the ten
provided for the primary term. - : ) : |
10; 1t the lessee shall have malntained this fease In accordunce with the provistons hiercot and 1t ot the.
expiration of the secondary term provided hereln oll or gas is not belng produced ot sald land but tessee i3 then
-engaged In bona fide drilling or reworking operations thereon, this loase shall remaln s full force and elfect
&0 long os such operations are dillgently prosecuted and, it they result In the production of olf or ras, so long
thercater as oll and gas In paylng quantitles or elthier of them ts produced Srom sald fand; provided, however,
such operatlons extending beyond the secondary term shall be approved by the lessor upon weitten applicatiun
flled with the lessor on or Lefore the explration of sald term, and a report of the status of: all of such operae- — . ...
“-o - tlung shall be made by the lessee to thelessor every 30 dags aiid a cossation. of suclt operations for tnore than. 20
consceutlve doys shall Le conshiered ns an abandonvient vl such operations and thereupon the provislons liere.
- of shall be of.no further force ot effect, . v ‘
L IN WITNESS WHEREOF, the party of the first part has hereunto slgned and caused its nanie to be sipned

! by its Commissioncr of Publle Lands thereunto duly authorlzed, witls the scal of hls office “atfixed, and the
"+ lessee hns slpned this spreement the day and year fisst above wrltten .
s . STATE OF N Mizxico

NS

N ' (S CRA N RS .
' ‘ ) Lessee, i ‘ (SEAL)Y

“Distiibuted thls the... 15th, day of sty 19250

- : (PERSONAT. ACKNOWLEDUNENT)

stans o Ak At ——

| COUNTY OF..... 52400 RA A D] e

- On this _thc......l...‘f..!:&.dny “f‘(Q‘-&ML-- ---------------------------- » 19520, personally appeared before e

............... . '\\-m.’s.«l‘l./«-wd :

b me known to be the person whn exertet the foreeylvednidrenig b oweaa. s l...o‘f.: tee

o —

« st o s g ® e 2>

(PLRSONAL ACKIOWLEDGHENT)

STATE OF TENNESSEE
 COUNTY OF SHELDY . : .
| On this the 1950, porsonnlly appeargﬁ

)perating

" bofore me o me know to bo tho person.
| whoexecuted thu: i:ofegbi;ai; instnnm.nt _hs tossce, nnd acknowledged that he
exeéutca the s;me as free 'qc{; and‘dccd. ‘ ‘

© INVITNESS THEREOFF: T have hercunto set my hand ond affixed my

Application of Richardson O
Record on Appeal, 1349,

officgal senl the day and year in this certificate above written,

Co.

vl 0
.. *

Wy c,“‘-.;i a, Supltes Nura by

Motary Puplie
1y’




