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LAW FIRM J. Scott Hall 

Office: (505) 982-3873 
Email: shall@montand.com 
Reply To: Santa Fe Office 
www.montand.com 

June 16, 2014 
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O 

Ms. Jami Bailey, Director 
New Mexico Oil Conservation Division 
1220 S. St. Francis Drive 

Hand Delivered 

cr 

V 
CO 

Santa Fe, NM 87505 --° 

Re: NMOCD Case No. 15157: Application of Read Operating Company, LLC for 
Compulsory Pooling and Designation as Operator, Lea County, New 
Mexico 

Dear Ms. Bailey: 

On behalf of Magnum Hunter Production, Inc., and Cimarex Energy Co. of 
Colorado, enclosed for filing is an original and one copy of the following: 

1. Motion to Dismiss; and 
2. Motion for Continuance. 

Enclosures 

574758 

325 Paseo de Peralta 

Santa Fe, New Mexico 87501 

T: 505.982.3873 
F: 505.982.4289 

Thank you. 

P.O. Box 2307 

Santa Fe, New Mexico 87504-2307 



STATE OF NEW MEXICO - r ^ D ^ r p ; r ) P n 
DEPARTMENT OF ENERGY, MINERALS AND N A T U R A I L R E S O U R C E S 

OIL CONSERVATION DIVISION 
im JUN ib p 2- ^ 

APPLICATION OF READ OPERATING 
COMPANY, LLC FOR COMPULSORY 
POOLING AND DESIGNATION AS C a s e N o > 1 5 1 5 7 

OPERATOR, LEA COUNTY, NEW MEXICO 

MOTION TO DISMISS 

Magnum Hunter Production, Inc. ("Magnum Hunter") moves the Division enter its 

order dismissing the Application for Compulsory Pooling and Designation of Operator 

filed on behalf of Read Operating Company, LLC ("ROC") in this matter. In support of its 

motion, Magnum Hunter states: 

By its Application in this matter, ROC asks the Division to enter an order pooling 

the interests of Magnum Hunter and fifteen others in the W/2 E/2 of Section 9, Township 

20 South, Range 34 East, NMPM in Lea County. ROC's Application must be dismissed 

for two separate but equally compelling reasons: (1) The lands and formation described 

in the application are subject to a pre-existing Joint Operating Agreement and are not 

available to be force pooled. (2) ROC failed to include in its Application, notice or 

advertisement any request for an exception to the acreage dedication requirements of 

the applicable pool rules or for approval of a non-standard spacing and proration unit. 

BACKGROUND FACTS 

ROC seeks an order pooling certain "contractual working interests" in the Bone 

Spring formation in the W/2 E/2 of Section 9. ROC's Application identifies Read 

Operating Company, LLC as being an affiliate of Read & Stevens, Inc. 
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Magnum Hunter Production, Inc., through its affiliate, Cimarex Energy Co. of 

Colorado, both wholly owned subsidiaries of Cimarex Energy Co., is the designated 

successor operator of Section 9 and other lands described under that Operating 

Agreement dated August 1, 1979, by and between Estoril Producing Corporation, as 

Operator, and Fred M. Allison, et al, as Non-Operators (the "1979 JOA"). In 2004 

Magnum Hunter acquired the interests of Unocal and became successor operator under 

the JOA. 

The JOA covers the following Contract Area located in Township 20 South, 

Range 34 East in Lea County, New Mexico: 

Section 4 S/2 

Section 5 S/2 

Section 8 All 

Section 9 All 

Section 10 SW/4 - Since removed from Contract Area 

"Limited from 5,000 feet below the surface down to and including the base of the 

Morrow formation" 

A copy of the 1979 JOA is attached hereto as Exhibit 1. Article XIII. TERM OF 

AGREEMENT provides under Option No. 1, that the term of the JOA shall last "So long 

as any of the oil and gas leases subject to this agreement remain or are continued in 

force as to any part of the Contract Area, whether by production, extension, renewal or 

otherwise, and or so long as oil and/or gas production continues from any lease or oil 

and gas interest." A schedule showing all of the wells drilled under the JOA is attached 
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as Exhibit 2. These wells have produced or continue to produce, maintaining the JOA 

and the Contract Area oil and gas leases in effect. 

Article VI. DRILLING AND DEVELOPMENT at subpart B authorizes any party to 

the JOA to submit a written proposal to the other parties for the drilling of any well on 

the Contract Area. Such wells are to be drilled by Operator designated in Article V. 

ROC did not submit a valid well proposal as specified under the 1979 JOA. 

Instead, by letter dated April 25, 2014, ROC and Read & Stevens, Inc. proposed to drill 

the Lea 9 Fed No. 2H horizontal well in the Bone Spring formation underlying the W/2 

E/2 of Section 9, T20S R34E. The well proposal was accompanied by a proposed 

operating agreement dated April 15, 2014 describing the E/2 and W/2 of Section 9 as 

Contract Areas "A" and "B", but with the same vertical limits as the 1979 JOA. The 

proposed JOA shows ROC as Operator, but ROC and Read & Stevens are the only 

signatories. (The well proposal and cover page of the proposed JOA are attached as 

Exhibit 3.) 

On May 21, 2014, Magnum Hunter sent a letter to Read & Stevens and ROC 

objecting to ROC's April 25, 2014 well proposal (Exhibit 4). Read & Stevens and ROC 

did not reply. On June 12, 2014, Magnum Hunter wrote to Read & Stevens and the 

other parties and proposed the drilling of the Union Federal 9 No. 2H well under the 

1979 JOA. Magnum Hunter's Union Federal 9 No. 2H is to be drilled horizontally to the 

Bone Spring formation underlying the W/2 E/2 of Section 9 T20S R34E. (Exhibit 5). 

Again, Read & Stevens did not reply to Magnum Hunter, applying instead to the Division 

for a compulsory pooling order. 
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1. The Lands In Section 9 Are Not Available To Be Force Pooled. 

Under the operation of NMSA § 70-2-17(C) and established Division precedent, 

there is no basis for the exercise of the Division's compulsory pooling authority in this 

case, and consequently, ROC's Application must be dismissed. 

Under the pooling statute, ROC has the burden of affirmatively proving that the 

owners of mineral interests in a spacing unit "have not agreed to pool their interests...". 

Such a showing is a mandatory pre-condition to the exercise of the Division's authority 

to pool property interests under § 70-2-17(C). It is a showing that ROC cannot make 

and therefore the only proper course of action for the Division is the dismissal of ROC's 

Application. 

I. SECTION 70-2-17 REQUIRES THE DIVISION To DETERMINE WHETHER OR NOT 
A VOLUNTARY AGREEMENT EXISTS BEFORE IT CAN FORCE POOL THESE 
WORKING INTERESTS. 

The Division must necessarily address the voluntary agreement issue before it 

exercises its police powers to consolidate real property interests under the compulsory 

pooling statute. Typically, the compulsory pooling orders that the Division issues 

contain an express finding to the following effect: 

"(_) There are interest owners in the subject proration unit 

that have not agreed to pool their interests." 

Such a finding have been included in hundreds of compulsory pooling orders for 

decades now, and the industry has come to rely on the Division's manner of interpreting 

and exercising its authority under the pooling statute. As such, the Division's consistent 

interpretation and application of the pooling statute is established as a form of legal 
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precedent.1 The Division's standard practice of considering evidence of and making a 

finding on the voluntary agreement issue fulfills the directive under the pooling statute. 

In other words, the Division does not exercise its authority until it first makes a finding 

that "[the] owners have not agreed to pool their interests and develop their lands as a 

unit."2 See Sims v. Mechem, 72 N.M. 186, 382 P.2d 183 (1963): ("Unquestionably, the 

[Division] is authorized to require pooling of property when such pooling has not been 

agreed upon by the parties." Emphasis added.) Notably, ROC's application implicitly 

recognizes the existing agreement when it identifies the "contractual" working interest 

owners it seeks to poo! as those parties to the 1979 Operating Agreement. Application, 

U5. Magnum Hunter asks that the Division do nothing more than make a proper finding 

that these working interests are not subject to pooling as they are voluntarily committed 

under a pre-existing operating agreement. Conversely, a finding that the parties have 

not agreed to pool their interests would operate as an effective nullification of a private 

agreement that far exceeds the invocation of the Divisions authority under § 70-2-17 

(C). 

Disputes of this nature are not new to the Division. Precedent orders from a 

number of compulsory pooling cases support the dismissal of ROC's Application in this 

case. Examples: 

Case No. 8606: Order No. R-8013: Application of Doyle Hartman for 

Simultaneous Dedication and Compulsory Pooling, Lea County, New Mexico. In 1985, 

the Applicant, Doyle Hartman sought to force pool lands that were subject to a 1951 

1 See Chisolm v. Defense Logistics Agency 656 F.2d 42,47 (3'd. Cir. 1981). 
2 Section 70-2-17(C) says, in part, "Where, however, such owner or owners have not agreed to pool their 
interests...the division...shall pool all or any part of such lands or interest or both in the spacing or 
proration unit as a unit." 
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Operating Agreement entered into by the parties' predecessors in interest. The 

compulsory pooling portion of the application was denied due to the Applicant's failure 

to provide evidence to refute that the operating agreement was not binding. 

Case No. 10658: Order No. R-9841: Application of Mewbourne 0/7 Company for 

Compulsory Pooling, Eddy County, New Mexico. In 1993, the Applicant, Mewbourne 

Oil Company, sought to pool the interests of Devon Energy Corporation. Devon 

opposed the application on the grounds that the parties were bound to operating 

agreements entered into by their predecessors in 1953 and 1958. Mewbourne argued 

that the compulsory pooling was justified because the terms of the operating agreement 

were "unfavorable". Order No. R-9841 dismissing the Application provided as follows: 

"FINDING: Since under the "force pooling" statutes (Chapter 70-2-17 of the NMSA 

1978) there exists in this matter an agreement between the two parties owning 

undivided interests in a proposed 320-acre gas spacing and proration unit, an order 

from the Division pooling said parties is unnecessary." The comments of the Division's 

counsel in the transcript of hearing are notable as it is expressed that, in such cases, 

the Division makes no determination on the merits of the terms of the operating 

agreement, but determines only whether the agreement exists. 

Case No. 11434: Order No. R-10545: Application of Meridian Oil, Inc. for 

Compulsory Pooling and Unorthodox Well Location, San Juan County, New Mexico. In 

1995, the applicant, Meridian Oil, Inc., sought to force pool the working interests of Doyle 

Hartman, Four Star Oil & Gas (Texaco) and others. Hartman and Four Star opposed the 

application on the grounds that the lands were subject to a pre-existing 1953 

Communitization Agreement and an Operating Agreement pooling their interests and 
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governing the drilling and development of the lands. The hearing examiner recognized the 

applicability of the 1953 agreements and dismissed the case due to the applicant's failure 

to exercise good faith in negotiations. 

Consolidated Cases No. 11877,11960. No. 11927: Application of Redstone Oil 

and Gas Company for Compulsory Pooling and Unorthodox Well Location, Eddy 

County, New Mexico (Consolidated for hearing with Case No. 11927; Application of 

Fasken Land & Minerals, Ltd. for Compulsory Pooling, etc.; and Case No. 11877; 

Application of Fasken Land & Minerals, Ltd. for Compulsory Pooling, etc.) These 1998 

cases involved the efforts of the applicants to force pool lands into 640 and 320 acre 

spacing and proration units that were covered, in part, by a 1970 operating agreement 

governing Contract Area lands in the Rock Tank Unit and certain adjoining leases. 

Whether the 1970 agreements were applicable was a threshold issue to be decided 

before the Division exercised its compulsory pooling authority. Prior to the issuance of 

the final orders in these cases, the parties were able to negotiate an agreement for the 

development of the acreage and consequently, the compulsory pooling portions of the 

cases were dismissed. 

Case No. 13877; Order No. R-12747-A: Application of Bold Energy, LP for 

Approval of an Application for Permit to Drill and to Allow Two Operators On A Well 

Unit, Eddy County, New Mexico. Although not a compulsory pooling matter, in Case No. 

13877 Bold Energy sought an APD for a well it proposed to drill although it was not the 

operator under an applicable joint operating agreement. The Artesia District's Office 

denied the APD when Oxy, the designated operator under the JOA, objected. In Order 

No. R-12747-A, the Division recognized the JOA and found that Bold Energy's right to 
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operate a well was subject to a condition precedent under the JOA that had not been 

fulfilled. It upheld the denial of Bold's APD and further found that Bold Energy LP, was 

unable to show a good faith basis to assert that it had "a present legal right" to even 

enter onto the property to drill the proposed well. Order R-12747-A, 19. Under the 

circumstances of this case, it is clear that only Magnum Hunter has the right to enter 

onto Section 9 to drill the well on the W/2 E/2 it has properly proposed under the 1979 

JOA. 

Copies of the orders referenced above are attached together as Exhibit 6. 

Where the evidence clearly supports a finding that the commitment of working 

interests is governed by an operating agreement, farmout, communitization or other similar 

agreement, then those interests are not subject to compulsory pooling. In each of the 

compulsory pooling cases referenced above, the applicant failed to make the showing 

required by the statute. Each time, the applicant either failed to obtain the compulsory 

pooling relief sought or the application was denied outright. This case is no different and 

the Division should not hesitate to deny the forced pooling of the interests involved here. 

2. The Non-standard Unit. 

ROC's Application proposes to dedicate to its proposed Bone Spring formation 

well approximately 160 + acres comprised of the W/2 E/2 of Section 9. According to the 

Division's District 1 office, these lands are located within the proposed expansion area 

for the Lea Bone Spring-South oil pool (37580). The pool rules for this defined oil pool 

require that wells be located on spacing and proration units consisting of approximately 

40 contiguous acres in accordance with statewide rules. (See Rule 19.15.15.19 A.) 

ROC's proposed spacing unit violates these rules. ROC must therefore seek an 
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exception to these rules or alternatively apply for Division approval of a non-standard 

spacing and proration unit. Making application under Rule 19.15.16.15 alone is 

insufficient. Under the established practice of the Division, ROC must also comply with 

the notice requirements of Rules 19.15.15.11 B. ROC's Application, notice and 

advertisement for this case are defective. ROC's Application must therefore be 

dismissed. 

For the foregoing reasons, Magnum Hunter Production, Inc. requests that the 

Division enter its order dismissing and otherwise denying Read Operating Company 

LLC's Application for Compulsory Pooling and Designation of Operator. 

Respectfully submitted, 

J. Scott Hall, Esq. 

CERTIFICATE OF S E R V I C E 

I hereby certify that a true and correct copy of the foregoing was served to counsel 

of record by electronic mail this 16 t h day of June, 2014. 

Joel Carson III 
Elizabeth A. Ryan 
Carson Ryan LLC 
P.O. Box 1612 
Roswell, NM 88202 
Tele (575) 291-7606 
Email: beth@carsonryan.com 
Joel@carsonryan.com 
Attorneys for Read Operating Company, LLC 

J.E. Gallegos 
Michael J. Condon 
460 St. Michael's Drive, Bldg. 300 
Santa Fe, New Mexico 87505 
Tele (505) 983-6686 
Email: ieg@gallegoslawfirm.net 
mic@gallegoslawfirm.net 
Attorneys for Read & Stevens and Read 
Operating Company, LLC 

J. Scott Hall 
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West Lea Prospect 
NM01-01 

A.A.P.L. FORM 6i0 - 1077 

MODEL FORM OPERATING AGREEMENT 

OPERATING AGREEMENT 

DATED 

August 1 19 79, 

OPERATOR ESTORIL PRODUCING CORPORATION :C! 

CONTRACT AREA S/2 Sec t ion 4, S/2 Sect ion 5, Sec t ion 8, 

Sec t ion 9 and SW/4 Sec t ion 10, a l l i n Township 20 South, Range 
34 East , LIMITED f rom 5,000 f e e t below the su r face down to 
and i n c l u d i n g the base o f the Morrow f o r m a t i o n . 

COUNTY -OR PAR1GI I OF L e a STATE OF New Mexico 

COPYRIGHT [977 — ALL RIGHTS RESEF.VEO 

AMERICAN ASSOCIATION C f PETROLE'JM LANDMEN 

APPROVED FORM. A.A.P.L. NO. 610 - 1977 REVISED 

MAY BE ORDERED DIRECTLY FROM THE PUBLISHER 

KRA?TE!LT PRODUCTS. SOX i d , TULSA M I C : 



A . A . P . L . F O R M 610 - M O D I - l . l- 'ORM O P E R A T I N G A O R K L M K N ' ! " - 1977 

• TABLE Of .CONTENTS 

fciliilc Title 

i . DEKINITIONS I 

I I . KXII I l i lTS I 

in. INTERESTS OK PARTIES 2 

A. (Ill, AND GAS INTERESTS -

K. INTEREST OK PARTIES IN COSTS AND PRODUCTION 2 

IV. TITLES 'I 

A. TITI.K EXAMINATION 2 
B. LOSS OF TITLE 2 

1. E;iilmr uf Title 'l-.i 

2. Loss by Noii-P;iymi'nl oi- fc'rruncniis f 'iiymciil ol" AnirnuU Dili' -i 
: i . OlIiiT Ijjssrs :t 

V. OPERATOR :>, 

A. DESIGNATION AND RESPONSIBILITIES OK OPERATOR :i 

i l . RESIGNATION OH HKMOVAL OK OPKRATOK AND SELECTION OK SUCCESSOR 4 
1. ResipiKilioii or Iti'innvul ' i f Upoiuloi' 4 

2. SHi'Oion of Successor Operator 4 
C. EMPLOYEES 4 

D. n i t lL I . INC CONTRACTS 4 

VI. DRILLING AND DEVELOPMENT 4 

• A . - l N f f l A l j -VfAihh • (— 
R. SUBSEQUENT OPERATION'S fi 

1. Proposed Operulions 5 
2. OpiTiitioiis by Less HKIII All I'mlies fi- l i 

C. RIGHT TO TAKE PRODUCTION IN KIND (i-V 
D. ACCESS TO CONTRACT AREA AND INFORMATION 7 
K. ABANDONMENT OK WELLS 7 

I . Ab;ni(JoiwitL*i!l of Dry ilok'-f " 
' i . Al);iiu)>iinneii1 ul Weils Unit Ir.iYe Pi inhn t-d 

VII . EXPENDITURES AND LIABILITY OK PARTIES H 
A. LIABILITY OK PARTIES K 
IS. MENS AND PAYMENT DEFAULTS ft 

O. PAYMENTS AND ACCOUNTING 8 

D. LIMITATION OF EXPENDITURES !) 
1. Drill (>r Deepen '.) 

2. Rrwin-k DI- PII IK liiick !l 
: i . Otlli-r Oiwriitinns il 

E. ROYALTIES. OVERRIDING ROYALTIES AND OTHER PAYMENTS 9 
I-'. RENTALS. SHUT-IN WELL PAYMENTS AND MINIMUM ROYALTIES if-HI 
G. TAXES Id 
If. INSURANCE in 

VM1. ACQUISITION. MAINTENANCE OR TRANSFER OK INTEREST 10 
A. SURRENDER OF LEASES 11 
l i . RENEWAL OR EXTENSION OK LEASES I 
C. ACREAGE OR CASH CONTR1UUTION 1' 
D. SUI'.KEtjUENTLY CI SEATED INTEREST !' 
E. MAINTENANCE OF UNIFORM INTEREST IL 
K. WAIVER OF RIGHT To PARTITION IL 

+i—PRJ4KERSNT4AL—H4<4HT—-Tt> l'UKGUAr,K K 

IS. INTERNAL REVENUE CODE ELECTION V. 

X. CLAIMS AND LAWSUITS I : 

XI . FORCE M A.I El 1R E I : 

XU. NOTICES V. 

XJU. TERM OK AGREEMENT L 

XIV. COMPLIANCE WITH LAWS AND REGULATIONS !• 
A. LAWS. REGULATIONS AND ORDERS I• 
P.. GOVERNING LAW 

XV. OTHER PROVISIONS 

X V I . MISCELLANEOUS I 



A.A. l ' .L . I'OR M 610 - M t i D K l . I-'OKM OH-'.KATING i\GR|-.l-.Ml ;.NT 1**7 7 

l OPERATING AGRI-I-.MKNT 
2 

H THIS AGUKKMKNT. cnu-mi ialn i.y and IM-IWM-U E s t o r i l P r o d u c i n g C o r p o r a t i o n 
-I d i ' i v i i l a f l e t - i l i ' s i i ' i i a l - ' d and 

15 r i - f t>nrd In ;ts " 'UpiTatoi ". and 11 • c - s i i in ; i l i>rv p a r l y MI- pail i i*:: nthnr lhan H p ' r a l n r . • immi m m - hiT-anan La 

li I'l'fci'ifll I" iiiilii'iidiaHy lu'ivin us "Nim-Opma'-ir", and nillnc':vcly as •'Nnn-f >p<-rai.--i.-" 

7 

ft W I T N E S S E T H : 

!) 
It) W H E R E A S , l l i c parl ies 111 l lns :ii;i"n-:iMMil a l f i iit 'iu-i.-: ni ni l a i ' i i ;;a:- liasc:; m i:'d and r,:i.~ m-

[ I I in csl;.* i l i I l l i - !;n'd idcnt i f i r d in K ' . l l i l ' i l " A ". "md : p.JI'l n*s I • • - • •*! | i ; i v •'":•. I a i l aa : I : ; I •'• ni ' -ni In i* \ pliu c 

12 ntttl dn>a-!np Ihi*S-• leases and •)• . * i l and mlni i -s ls i 'n Ihe p i n d n r i imi nf ni l .md -as '•• l l n - • -n :•->--! ami 

Ct as h c r i ' i n a r i i i- p r o v i d i d-

1-1 

la N ( P U \ T I I E H H K O K I v i ! i> a - i v * ! ;is :t>l!-'V..: 

I f i 

i7 ,\ii'i'in,E \. 

K! U K I ' I N I T W I N N 

Ml 

211 A- i iSnl IV: I ' l l . - a.:>"!'l>>.ml. Ihe I nil-.\v i m; '.vm-!-. and t.••*-,.• -diall b a r - -"-T.-nn--- '.•-'•• ' , - r i i l v - f l 

I . ' t l i ' - n i : 

22 >\ Tin- t e rm " ' i i ! anil > l i : i l l nn-an m l . ;;:i:>. ca: m• ' ' ('•••in! P-I >• t s > • a n " .!: •• ' in-: !• 111 • •! 

2!! • i ' ^a:-i*nns l i y d ' ' ' i 'nl bmi.. ai:;l • Im! l l ' a i ke la l i l i -,i i 1 a n n 'S :-* i *-l i i r ; ][.<•• •• i 1 '* it:;*- - • .>;i im md l ' i 

21 l imp dm m-lnsiy. ' i i"--N m I his I c r m I.-" spe i i ! ii :d ly 1 :•: - r i 

['>, Tin- ii 'V.'ji-. " n i l and ~ \ i •" ; H K | •' I . •. ( ; , • | n ,ld ' s h; 1! J im-.'m ••'\ and • •••.r.i .- . ••<", • 

2'i I-I i ' " ; I r a . i s . i f i . ' tnl ly'm ; - .v i l l i in t i n ' Cnnlr.-n-l A i v a \\ i . ' c l • "V.'m-.i l:y :•!.<'.. !n .'hi.'- :;• <•••miml 

2" '.*, 'J'lJt• ) : n " n i ! and ;;as i n 1 i - rmls" si i a l l i i ' i -an 'n.lc.c. ' r] I <••• and in'>' a! >ni f i v :•. 11- i ; .•<•',* nl 

2;i la ml l y i i l i ; v.-il htn l ia- Cni i l rnc! A i"(-a V.'hiril an ' - i w i . r t i ' >>' pal I ii-s :,a I In:- a i ; ; ' • - mt ' i : ; 

D '! In- I r i m "Cnn l ra r : A n - . / " ..hall im-an a l l M i " i.'tini . " i l a>i'l n : ^ ii-as"lv.l-; c t i - mi l •<!! 

Ull and :;as ^I'l-n-.as i n ! t-ncl(-il I " lie • j rv i - l i i p i d and .!!••• I l " i • >i: - i : -, i inn |.•'.>•-.'< 'inrlr-r ! iih- a n • i n t i ' t i l . 

i l l Sm-li laisds. n:l ; i : id La.; Ii*a-i't.nl.j iul.-r i v l . - and ni l i i i l i a - ' - l : . an- . !• SLI i i n >! in i ' / ' u l i i l ' -\ ' ' 

Tin- n-nn - i l i i l l i i ! - : n n i l " shal l in.- , , . , \\>,- ' - i - . - . l !m i ln . h i l l i m ' ••.-•;! ' .v n , - i . ia,i,-

a>, i - .I .- i l i- i •:• I !•• l i - r ; i I i i tnly i iavin. i : . i lPInn i [y 11 i l n l i : i , ; ; ' i„ , .•,[ '"::-.' -•! l i ; • -J a - i • nli- . i : >n d r i 

:t I a d i d i . i ' : : ^hal l lie . I ' - i l l i m : unit a;- i-:-1al>lisli.'d t.;. Ma p a n . n : i m d;a!h' : j . -r' Ar:-.-

" ! a.. i;\'*<t i.y ••.\p;i'--,- a i ; i - i - ; i ! ' -n ! MI l l n - I )r i l ! ' ! - . : ' . Pai'la-.-

:Ui !-" I ' l i i ' ' " i i i : . l i i l U - ! , - ' snail n i i a i i l | : ; r > i J i , - : , ; , , •n 1-a- .' '• ') ' . ; . •: .< - • - I -• • I ! \- I " 

:!7 I f | . . . a i ' d 

•i;; > 'I la- n M>*:- " I >! 'iliii.' I'a: I v " ai'd '.>»•)>>::; I'ai I ' f.aad rii" ii: a ; :.n'. •-- I • - a . aiir. '•)• 

a-irl p.i>- :i ; .i:-.,<,- .,f Mn- >-! my r-| ••-s-.-:! i..:- !.,-i."l .i..,'.,•< ;a .<\-i.a>,n< " : ••• 

-In !! I'!).- !>•:;::: -1 »i ! I V , : x I ' a r l ; . " •:.•! • .:: — \ \ , . i y " „—.,..• : . ••.•\,.-, , | " , ! - . 

•'•; *c pal l i ; apam :•; ;•; ' ipci.cd i ipi ra! i .a i . 

-I : : 
I " ' ad":. • I '•. - . , , ! i l i ' \ ; i )• •• u i . . ' - I - | I a r l y adu-n -: i . -..ii-d m I h, • .p: i - ' = :' :•• >: •••v. p i i : : a l . I ! i . 

I I [ i l m ; . l I ' d " . - :Ui- s i iM"da- . . , . „ ! . ; • ] ; : . • . . . • .cc.'.•» • -• 1..i•..vi-.i-

•la 
•Hi A l i T I C I . K I ) . 

IV I ' i M H I t l T S 
•II! 

•I!l ' " l i " I n l l m i ' i n : : m; h :!•; |s. as M i • I i i a i i • I I •• l-iv. .u , . l n i ac in" ! I M : T ! I , . -• ; pm.-p-.: H, ,,nd n L:I r Ii - a 
all par ' I K - I ' I - M I : 

At ; X A. Ks'.iiS'ii A " , slv-dl ui idint i - l l w I..Hn\vitM'. n.f-.ivma',,,m• 

a2 M ) I d i ' i i ^ l H - a l i m i nf l.nnl ; -ai ldi-r l In Mij lv i ' im m . 

ai: ( 2 ; i t , :,:,ai'Mi>ii;., if any. :IK l ' i | , H i ; - i l l ' . ,nn:.i i " i •;•. 

a I [ '•) I 'm r i 'n la^i ' .^ m t rai-l o n . i l nilcrc.Jl •. (-1 ; m r! it-.-. In [ l i i . . i;ri-t 'i i a a • I . 

a.1) ( 1 ) i >d ttv.r- ;:a:, ("aS"S ,unl nr ml and ;:a:: mli-ri'.<I> > i i l i j ' - ' - l In l ids a i ' j " imn n i . 

Tili ( I A ' I i l : v . ^ ! , s u l ] i ; i r l ii's HIT n n t i i c pnr;«iN: > 

a7 H . . . j ^ l i i t ) i | I ' . - . Ki . rm , . f f 

'•••A )X K s b i h i ' . " ( . Ai- . -mil i 'd in; Ci i.i'..a!n. .*. 

all iX' n . E x l . d n l " l i " . I n s i i i a i i r i ' . 

"ill ! x Ks-hil i i! - K " . t las Halaman ' ; A«io-tti<-fii . 
<iI — - K . K ^ r i l v l •• _ N»:i-) . ) i ;w. . im. , ,„ t imi mid ( , 'nr l i f i j -f ,Mi J »-S.. | i | . . . t ;»m,i l ,- ; i--Ui| 

' i ^ ! i l any p i n v i s i i i n nr any i v v l i i l n l . cNti-pl. K : ;h ihd "!•;*'. is inr ia is is t i n l ' .v i l l i any pi nvis cn l u n l a i n n d 

H'l in M i " Imdv *iT l ids ao<- i -n i"nl . l ln- pmvisum-; in lla- lm: I \ ' nf l l i i : . a:;n*i*ipci!l shal l ) , ; ' ' i ' ad . 

lili 

lid 

Ii7 

lilt 

lit) 
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A.A.P.L. FORM 610 - MOD1X I-ORM OPERATING AGRKKMHNT - 1977 

1 ARTICLE I I I . 
2 INTERESTS OF PARTIES 
3 
4 A. Oil and Gas Interests: 
5 

6 . Tf any party owns an unleased oil and gas interest in the Contract Area, that interest shall be 
7 treated for the purpose of this agreement and during the term hereof as if it were a leased interest 
8 under the form of oil and.gas lease attached as Exhibit "B" . As to such interest, the owner shall re-
9 ceive royalty on production as prescribed in the form of oil and gas lease attached hereto as Exhibit 

10 "B" . Such party shall, however, be subject to all of the provisions of this agreement relating lo lessees, 
11 to the extent that it owns the lessee interest. 
12 
IS B. Interest oi Parlies in Costs nnd Production: 
14 

15 Exhibit " A " lists all of the parties and their-respective percentage or fractional interests under this 
16 agreement. Unless changed by other provisions, all costs and liabilities incurred in operations under 
17 this agreement shall be borne and paid, and all equipment and material acquired in operations on the 
18 Contract Area shall be owned by the parties as their interests are shown in Exhibit "A" . All produc-
19 tion of oil and gas from the Contract Area, subject lo the payment of lessor's royalties which wi l l be 
20 borne by the Joint Account, shall also be owned by the parties in the same manner during the term 
21 hereof; provided, however, this shall not be deemed an assignment or cross-assignment of interests cov-
22 ered hereby. 
23 
24 ARTICLE IV. 
25 TITLES 
26 
27 A. Title Examination: 
28 
29 Title examination' shall be made on the drillsite of any proposed well prior to commencement of 
30 drilling operations or, i f the Dril l ing Parties so request, title examination shall be made on the leases 
31 and/or oil and gas interests included, or planned to be included, in the drill ing unit around such well. 
32 The opinion will ' include the ownership of the working interest, minerals, royalty, overriding royalty 
33 and production payments under the" applicable leases. At the time a well is proposed, each party con-
34 tributing leases and'or oil and gas interests to the drillsite, or to be included in such dri l l ing unit, shall 
35 furnish to Operator all abstracts (including" Federal Lease Status Reports), title opinions, title papers 
36 and curative material in its possession f r eeo f charge. A l l such information not in the possession of or 
37 made available to Operator by the parties, but necessary for the examination of title, shall be obtained 
38 by Operator. Operator shall cause title to be examined by attorneys on its staff or by outside attorneys. 
39 Copies of all title opinions shall be furnished to each parly hereto. The cost incurred by Operator in 
40 this title program shall be borne as follows: 
41 
42 -Q—Qpttqn-Wo.——rnni. ; n v , y npm-n|nw jp prpnurj^rt n^rtric'iT i - ^ ' i t ' " —imrinrimm 
43 preliminary, supplemental, shut-in gas royalty opinions and divisinn nrrlri—til II' npiiTinn-) ihrill be a 
44 part of the administrative overJifTd ac-pnmJefl in E x h i b i t ^ . ' 1 and shall not be a direct charge, whether 
45 -tiUFfui Hii-ti- by Opofptor's. &toff-aUornoy& or • by-outeido attorneys. 
46 
47 f j j Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys 
48 for title examination (including preliminary, supplemental, shut-in gas royalty opinions and division 
49 order title opinions) shall be borne by the Dri l l ing Parties in the proportion that the interest of each 
50 Drill ing Party bears to the total interest of all Dril l ing Parties as such interests appear in Exhibit " A " . 
51 Operator shall make no charge for services rendered by its staff attorneys or other personnel in the 
52 performance of the above functions. 
53 
54 Each party shall be responsible for securing curative matter and pooling amendments or agreements 
55 required in connection with leases.or oil and gas interests contributed by such party. The Operator shall be 
56 responsible for the preparation and recording of Pooling Designations or Declarations as well as the 
57 conduct of hearings before Governmental Agencies for the securing of spacing or pooling ordc^. This 
58 shall not prevent any party from appearing on ils own behalf at any such hearing. 

59 I 
60 No well shall be drilled on the Contract Area unti l after (1) the title to the drillsite or drilhgg unit 
61 has been examined as above provided, and (2) the title has been approved by the examining attjfEAoy or 
62 title has been accepted by all of the parties who are to participate in the drill ing of the well. j f | f | 
63 ' [ 
64 B. Loss of Title: ,<@J**&' 
66 1. Failure of Title: Should any oil and gas interest or lease, or interest therein,Ube^bsfcptWough. 
67 failure of title, which loss results in a reduction of interest from that shown on Exhibit • ^ 7 ~ j V ^ ^ £ I e e -
68 ment, nevertheless, shall continue in force as to all remaining oil and gas leases and^iTi^^e^"s'^^cji~-^-|-n 
69 (a) The party whose oil and gas lease or interest is affected by the title raiIure.,shall'ibear-alono-{ 
70 the entire loss and it shall not be entitled to recover from Operator or the other pin lieS"dny:dB,5efoprfleTil^l 
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! " i n. en:,Is .vide!; d miiy l".a\t- '• h m ' r l o l m e m m i . !•::! i l l 11 * s l a i i )>•• >.a aa •>•'•• - . i ! " m d . o i !.-

M par! :<i ' h i - parti'---- hew-in '"S i l r i l l n i j : . d"-v;•!•.:;:ir-i.". -ipr.-r a!a.;; m- alh.-i s i m i i a i by ;('asai, 

"( •mrh l i t i . ' l a i l i . ; . ' . ami 

; b) Tnert be -in re* M , H t iv i - :n !.)'.>:•' i iu-nl >>! e< poises i- icai i cr! er revi ni '•:>; '-ny-; ' " i l out ; !• 

• • "iperat mn (il ; i i r ir:i.:a vsl ,v h ieh has heo i inst. bi r' ! !m ii diT'-sis of the piir t ies -.d^di ! -c r' >ma ;! -n, a •) aci i ' 

li m;e b ; . - i - . as of Urn ' i j t i i : i i . - i l , l o i n m e d f i n a l l y Mi; '. 1111• - f a d i u e has o; i uf : '.-'A. so • j : 11 the i:;h-p-.:-| >:•' 

7 ihe )\: ;>;:y v .h . i^ i ' 1C:.M- • in 'cres! is i . f f e r i e d by the ! i ! !v r ;d ! ' ; i ' - •.- . i l i t f i ema V- >-r '•<• ledm-.-.l in Ha* Can! i : - . - ' 

., Ai'-'a !*y I : ; . - a.-noenl (if l l n ' side-rest l"Sl : anal 

ii j f ) I f ' I K f>r!*]j i i l u ' i i a i : 1 i n l i - i ' . - i l o f the n lner pai ! ie-. l i e i ' do i n am.' L>Ieducim; '.• el i I i " * f • f«nv t in ! i i . - . ' 

'•.5 or; ihe O m i i -a i \;'*a is increasC'd by rc.:so:i o l Lln* l i l l i - f a . i i i i ' c . ihe n . i t l v '•.•IKIS..- t i t l e lias .'"•"« f If-ri sbrdi1 

1! r'.'i i ' ivc Mm in!- i '. 'i(is a^li i h ; i l ; i l 'U- !o Hie in r : n> a , ; i - I'lN-rests >!<•:"*' ctisls an-! h m d o r ; a lH i l m l : i 1 

!L' tii!"---l.;> t i i i ' i ! i ! has been rei ' . ibn.", i-d ; i ,nc.*'u ;;rc rl >-).fs paid it;, i l . in i tmimct i i ) ; , w i t h M I ' I ' ' . - . ' • :- l i : 

U anil 

I'1 i i i ) Ni .mdd a:iv person m i l a |>;ir(y hi l i t is :>^r« -e mi •> i l . i \ en ;s •!•_-*•-• mn. i it In Hi. ' -.v.mei " I an> ;: :-

M* h 1 ; . i i ni l ! ; . . ' t i t l e w h i r l ' , lias f a i l ed . t>;;y in any maimC ::ny p-nt nf t i i r t.nsi c] i i ' ; 'a! ion. ' l i ' V r l n i i i n c u t . 

i ' ; r-r i ' q i j i | j i n o i l . siii-h a i ivunH shall \A- paii l Ui '.111' |iai"U or | ja ' ! i i -s \ i ! i n b o i v th : ' I'osl.i i i ' i ; i i h a i r s-a i i : . [ nt : ( ' -

I 7 r ; l : :n!fi 

fi t i i - ) r\r.y l i j b i l i t y i n acc:i'Unl in a i l i i n l p a i l y h)i' t>i i?::- !•< •.i-hic.'ticn ni o i l ui:<\ i:ar. ivluch aiiscs oy 

i f i i'asuii ul tilEt: f u i i i i r t ' shaii I ju rm. l iy Mic |iai*'y in ' |)ar!i','.s in I h r .-.ainc |)i i>p<i'-|inns in 'Vli ich they shaieH 

'2;.' in s.'.ii'h. prior pmdiicU'.ni: nnd 

^il ( I ) ]V> •,') shall hi- nsnli: lo li'.a joint aiTiaint hi:' li'i;al i-x penscs. IVcs "r sal:n i''S. in ra^ni-i'l\;-r, 

2- M'il i i ihe {.!•..*retiM* <>f ihe InU' icsl e l a imi ' i ! by ;my par!..'/ h(ia:h). i l l i e i i l f ; the i n t c n l i n n (if l i :r ' uait i- .- . 

2i| Ju ' l ' f t t i ! hat ci i i 'h s i ia l i (It-tend ! ' I k : t i i i ls in lei <'S! ami ix-iir aU e:;i:enses in run net h ' 1:1 t h o evvM h. 

24 

2. Loss by M o n - l ' a v n K ' i i l in Krronivnis l ; aynn:n l_ nf A m n i m M J ^ i i t ^ i f . I h r m i ^ l i mis ' ake >ir nvers i t j i i t . 

l!ti ar;> r ema l . s h u ' - i n w*H paymenl , t i i i n i rnun ; r o y a l l y or i r . y a i l y pay:r .enl , is : K U ] i ; ; i i i nr is i s n ' i i c o u s i y 

27 p i i i ; ! . a i ' i l as ; i resel l a kas-: n r interest i l i e i e i n le rmin; ( l i : s . I l i e i e shal l n " i i i o n c i a r y l i i ' h i l i l y a^ait-si 

~". Hi.- j j u r - y .vho f:: |k-d to ni;i>ti: s i ' i . l i p a y n i o i l , I.Iiiles.s Hie p a i l j who fa i led h . nt i ike Ihe "".e.iir;:d payrno*' 

2J si-M-i ' i ' i a. m - j - I'.-aS': f i v e i ' i n ^ :)ie ftimu i n t o w i 1 L:n in;i'*l> (!l(j) days f n u n f l i : i - , ) i o y : : f t i i ; ; f a i l -

^0 mi- m malie »>• f• J • paynieiP. wliidi aripiisili'in '.'.ali •;•<: la* >n!.ji o. lo Ai tii:h' VNI.I'.,. '!'.'• inli-i >:sls -J-

•H the n-.r ' ics shal l bu rovis"d mi ;in acreage basis, efi\ ' i .siee as nf l i m dale nf t e n n i o a l i t m (?!' lei'se i n -

.12 v.il- .ed. uid l h ; . |Ja!'̂ ^,• w h o f.nlet: m make i i : n ] ; i i ' paymei : i ' .v i l l im !c>nj-*t::' i><: r ! ed i l i - d •.• n i l ;m ;:',lt:i'i-.*.! i i^ 

m* the O.isiti ii-jt Area mi a i v i i u i i l o! invm-.ship nT the lease or inleie.- l w l i i c h h^s l o : i i in : . l ed . In ihe f v i i r i t 

-H the polity •.i'ji<* f a i h d In ni;ii i i . ' Ihe r e i p i i r i ' d pay imai t sbatl mil h a v : heen f u l l y : c i i nhnr se i l . al l.lm l i m e ''-f 

-ia ihe IDS.;. I rum the prciere'l '; o f M l " s d e el ' n i l .md cas ii 111 a but al de lo the Ins! ink-res!, ' ' u h u l n l e d on 

•if> ac ieyj ic basis, iur ihe i l eve lo j in i i rn l and opc ra l in i ; insLs I h r r e l o f o ' e paid u!i aci ' . 'unl nl suuh i n l ' - i c s ' . i t 

•L s l i i i i l Ije i einr. 'arsed fu r unreeovt ' i o l actual o s l s !\it-i-el..fore pa i ' i by i ! ( I I L I I imi (or ds sh ;u r ol the 

'Mi oosl of any d r y hole previously d r i l l e d or we l l s pi ev imis ly abandoned) Troiii M I much n i Hie f e l l o w i n t ; 

•ii> as :s ne[:es:;uiy to e f f ec t r e i m b u r s o i i e n l : 

•^1' ( a ) f i o c t - t d s o i o i l i ind (;as, less operatine, (.•xjwnses. t l i e r e l o f o n : aev i i i i ' d lo the credit o l Ihe losl 

-H interest , nn an acrc-;i!»t: h,:.sis, uu to the a n i m j n l of un rev ' i vc r " f l costs: 

•12 ( h ) Pri-Jieeiis. less n p c r a l i n j ; cxponsc.s. t he rea f t e r aeern'-d n ' . l r ibntable la Ihe lost in le rcs i on an 

'l-J a i i ' . a^e basis, e f thai i. 'Oi'ion of o i ! and ^as Un-reafler pr-ailiieefl ae.d marke ted I i s c l u d n i i ; p i ' i d u c l i o r i 

hi I i ' imi any wells ihe re . i I l e r t l r i l l e d l w h i e l i , i n the alisenei- uf snc*h lease le i n i i n a l i e i i . w t m l f l he a l i r i b n l a b l e 
:1:> In I l ie lust hil .eivsl (jn an aereace b;isis. up In • he ; in inuu l nf unr t:eiiVered costs, the proceeds ot said 

4G j io r t ion of the o i l and ;;as t>» !•!• o u t r i l i ' i l i d by the n l l i e i ' j jy r l i i - s ie. | i i " p n r l inn in I licit* respective m -

47 leresls: and 

41 !e) A n y it innies. ; ip lo Ihe amoun t n f iniU'COVercd tusls . I ba l may be paid by any par ty who is, m" 

4!l l i f t .onjes . the tuvner o f She interest lost, f o r the p r iv i l ege o f p a r l i e i p a t i i i j ; in th.e Contract Area or bc-

S0 coming a | ja i ty to this agreement. 

51 

52 :[. Ull i! . ' r Losses; A d losses incur i ' c t l , otlu.-r Lluin IIIIISL- so l f o r t h in Ar t i c l e s I V . I L L and I V . B . 2 . 

53 ;ibnve. s lui i l not bt: considered f a i l u r e of t i t l e but shal l he j o i n t Insses and shall be borne by al l parl ies 

54 in p r o p n r l i i i i i tn Ihei i interests. Tliei 'e shall be no r e a d j u s l m i m l ol interests in the r e m a i n i n j : |>ertion of 

55 lh . . U i n l r a c l A i " a . 

SC 

57 A K T I C L K V. 

51! O l ' I C K A T O l i 

59 

ff(i A. I>I:SH;NATIUN AND itrcsroNsntiLrniis OF OPERATOR: 
id 

R2 E s t o r i l Producing Corpora t ion , . _ ... _shall be the 
G'J Opern l i i r u f the Cont ia i r t A n r i i . and shal l conduct and d i rec t m i d have f u l l cmil . rnl o f a l l operat ions on 

64 ihe Cont rac t Area as per m i l led and requi red by, ;md w i l h i n the l i m i t s of . this i i c i vemen t . I l shal l con-

R5 duct a l l such operat ions in a tfond and w o r k m a n l i k e manner, but it shal l have no l i a b i l i t y as Operator 

[>(> '.<• Hie iiLher par l ies f o r Susses sustained m l i ab i l i t i e s i n i i i r r e d . '.'xeeilt such as may result f r o m jiross 

67 ueuiiirfcrtee or w i l l f u l miscmiduet . 

<>U 

(i!) 
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: i t . !;<•:.!(;!':•(i'm ur l i r m o v a l -d O p ^ i d M - ami Ke l t " i - im . i f S.ir.a-s*...r 

i Hi'S' ma m imm.n. "d r.f ((pera!or: 1 Jpcra:. "sav .ism •• ::' anv ';:in- 1 ei'-ee. .\ :;t: ,- ;>.•;-. 

• : -•),••,••-.: Ni-f-• If 'Dp-rdm lei'mimd---. i:- m ••<< m •-. i--'mi-'' n , n . a m ''<••• 

) I ' m ' " • a. : \> .'a. i . ! - Is Jm r aps l .V • ' S- . v : m : ! '•: ' i : r - " r . l.aU 11. 1.. • •• m- •} a: 1:: 1" • hi a if ;• -

1. aci ' - in l.y N'.-n-t )pcra:er. t \ : ' - : \ ! im M-1: - - I .<••• a .-s:i'i-. • - •'') '• ••-•<: •>•- he >:-:um < >: j " . ' -nil:-- •>. 

• • • ! I M S ! i ' r a i ••y 1-al i ; -. d i ; : a.-*; U"! = 1. 1 . i . r l i . i t i r i ; - ; 1, .- . I * - - - ; ' . ' 1..!d< 1 • 11 ' I c r i . . 1-.!:•.:• ••! :•: ) -• •• • <. r i .-h 1 

:' In. ,d i ' l /ma! t w t' 11 • m" turn mure 111 - f *•>••.•;•!. . .m: : :; ma 'ma 'v mmrcs ; .VISE : i i » : owner 

!l sliMi a.-' shm.-i; (... i-:,>deh;i A " , ana ii . i t on :1m m a r ' - a ;-.s 1 Ii<••• L - > ; i i n ; • 1:; .1 < ' r i m ' I t - - - v o : i , . : ; 

i i ; i :-.t 1-i (-.-:: ' >t On-a'a! • i f . Si ml: re-dmialmn 01 i v m n v a l •..!' dI e Ir.a mm ••! m r l iv.- mi 1 i i 7 : i i l : ,i\-'.-„-!; A . K 

I ! "11 ; 'm : i , :[ da; of t in- • • ' . m l a r i v m l h f u l l , . w i n ; : Ihe c\ 11: vat ii m ••• m i a l v 1111!) 'lay., a f l e i the u ' v n m •! 

) ' l l a i l i . i ' i i -aci.al:• ai i.y > m ' ac l im !•>• th-. N:in-'. 'p> ral.n's m rmnove ( ' f i e r - i l m . m a ;c-<-? 

I " ( Ipcr - i ln r lias been ::<-!( . - t i - ' l an i l assumes ibe dmii-s tit ' Jperaltp1 - al an ear l ie r date I ine: al :>r. . T ! 1 - • • a r f i . - i -

1! me •.la'm m' 1''signal inn nr • .emmal. -ha l l lie l im:" ( ! h i <-;•- f• • a->!--.•;••.:; a- a Na••)-'. i;-'--'al'•: A 'iaiiL.i- "T 

a i n i i s o i a : " name ur . - Jn ic lmv ni f J|.i'i*alm' in- l i ans t i - r o: i " l | , . : a : , i n i . :'i-sl In a m - i i m j i - --nl>si..i:;("y 

l l : | i a i iT . : smicss-a ; o i j i . ' i 'af ion s l i a ' i imt h i ' 1 lit - l.:-si> f m ' i> a - ' . - i ! Opm a:m-. 

IT 

l-'l '!. N f l e u i i i i i n f SiifrvSM-: ' f ) | ' i*ral; ir : U | .n | i 111:- ' i u : i a l in!> r . i r . o v a l 1.1 ( I t j m aim' , a >nvci-?'uir ()]•• 

1 i \ ' . . 1 tm- :.!:aii \;\< s i ' l i ' i ' l i - i l !.y I h i ' !*:.! i l l ' s . The S : I , ' T . S M I , I ' imvaior •:!•: 1 iI In- srl- 'efi 'M Ti i.:n the i ' a ; ! i . s nvvnitu: 

'd'A ; ; i i iui, ' i ' i-s; v.; l h " ( 'mi l ra . - i Ai'ca a; >lm t i • 1 ->- :a:cit S ' I I T . - V - - ( ) ; . v n i " r is sn l i ' d c i ! It' t in- : Jin-;-.-!:f-r i n ; . ! 

l i ! is r i - i .Vn ' i ' i l 'a i ls In vofv or i v i l i s orJy '..< s iaVi ' i ' i l i t s i - i [ , i ia ; sm ri••.-t-nir < )):ci a l o r • 'naI: I1 - -----i • - 1:-r 1 !>\ ' l a ' 

a t i ' i i -mnliv; ' vo t i ' of t w o ( l i ) c r n m r i ' |.'arhi'S ••.•.winu: a n r i u . r i l y inim'i ' .-i l.'asi'd 'ai nvvn-aship •,!«»•••:•. 

lilt iai Kv . i i i l i i i " A " , anil iml on !i>i- i m m l ' m ' nl oar l i i ' s r . ' i i a . i ' i i r i . ' j a f h ' i <•<< I m l i i i 1 ; i l ' , " v o i i m ; i u l . - i i - ; ' ' . f i!;a 

12-t O p m a l o r thai was re 11 in •::» 
lit) (1. Miii |)l i iyoes: 

27 

2S Th i ; l u i n i l >(.•:• of vmployi ' i ' s usi:ii l.-y fJpiTaloi- in 1 n int iml I I I J ; opera turns h(:i e ini ( f ' ' r . I;ie:r .- ' 'miMifai. 

2!' an;l Uie hour,", nf labor aral l.lie etir:ipensa1 inn :'i-r sei'viees pia fei ini- .! . s l ia l l he ( I r l e r m m e n l.y 11 [^i-i a l ' i ; . 

30 ami ai l such employees shall he ihe eniplnyees of Op- ' i a lm ' . 

I l l 

32 l>. D r i l l i m . ' Contracts: 

:i i i 
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1 B. Subsequent Operations: 

3 1- Proposed Operations: Should any party hereto desire to dr i l l any well on the Contract Area 
4 other than the well provided for in Article VI.A.', or to rework, deepen or plug back a dry hole drilled 
5 at the joint expense of all parties or a well jointly owned by all the parties and not then producing 
.1 in paying quantities, ihe party desiring to dr i l l , rework, deepen or plug back such a well shall give the 
T other parties written notice of the proposed operation, specifying the work to be performed, the loca-
3 tion. proposed depth, objective formation and the estimated cost of the operation. The parties receiv-
!) in -J such a notice shall have thir ty (30) days after receipt of the notice within which to notify the 

10 parties wishing lo do Ihe work whether they elect to participate in the cost of the proposed opcraiion, 
11 If a dril l ing rig is on location, notice of proposal to rework, plug back or dr i l l deeper may be given 
!2 by telephone and the response period shall be limited to forty-eight (48) hours, exclusive of Saturday. 

13 Sunday or legal holidays. Failure of a party receiving such notice to reply within the period above fixed 
14 shall constitute on election by that party not to participate in the cost of the proposed operation. Any 
15 notice or response given by telephone shall be promptly confirmed in writing, 
!6 
1" 2. Operations by Less than Alt Parties-. I I any party receiving such notice ns. provided in Article 
18 VI .B . l . or VI.E.I . elects not to participate in the proposed operation, then, in order to be entitled to 
19 the benefits of this article, the parly or parties giving the notice and such other parties as shall elect 
20 to participate in the operation shall, within sixty (60) days after the expiration of the notice period of 
21 thirty (SO) days tor as promptly as possible after the expiration of the forty-eight (48) hour period 
22 where the drill ing rig is on location, as the case may be) actually commence work on the proposed 
23 operation and complete it wi th due diligence. Operator shall perform all work for the account of the 
24 Consenting Parties: provided, however, if no dri l l ing rig or other equipment is on location, and if Op-
25 crator is a Non-Consenting Party, the Consenting Parties shall either: [a) request Operator to perform 
2G the work required by such proposed operation for the account of the Consenting Parties, or (b) desig-
27 nate one ( I ) of the Consenting Parties as Operator to perform such work. Consenting Parties, when 
23 conducting operations on the Contract Area pursuant to this Article VLB.2.. shall comply with all terms 
29 and conditions of this agreement. 

30 
31 rf less than all parties approve any proposed operation, the proposing party, immediately after the 

32 expiration of the applicable notice period, shall advise the Consenting Parties of (a) the total interest 
33 of the parties approving such operation, and (b) its recommendation as to whether the Consenting Par-
34 ties should proceed with the operation as proposed. Each Consenting Party, within forty-eight (43) 
35 hours (exclusive of Saturday. Sunday or legal holidays) after receipt of such notice, shall advise the 
36 proposing party of its desire to (a) limit participation lo such party's interest as shown on Exhibit " A " . 
37 or (b) carry its proportionate part of Non-Consenting Parties' interest. The proposing party, at its 
38 election, may withdraw such proposal if there is insufficient participation, and shall promptly notify 
39 all parties of such decision. 
40 
41 The entire cost and risk of conducting such operations shall be borne by the Consenting; Parties in 
42 the proportions they have elected to bear same under the terms of the preceding paragraph. Consenting 
43 Parties shall keep the leasehold estates involved in such operations free and clear of all liens and 
44 encumbrances of every kind created by or arising from the operations of the Consenting Parties. I f such 
45 an operation results in a dry hole, the Consenting Parties shall plug and abandon the well at their sole 
46 cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions 
47 of this Article results in a producer of oil and.or gas in paying quantities, the Consenting Parties shail 
48 complete and equip the well to produce at their sole cost and risk, and the well shall then be turned 
49 over to Operator and shall be operated by i t al the expense and for the account of the Consenting Parties. 
50 Upon commencement of operations for the dri l l ing, reworking, deepening or plugging back of any such 
51 well by Consenting Parties in accordance with the provisions of this Article, each Non-Consenting Party 
52 shall be deemed to have relinquished to Consenting Parties, and the Consenting Parties shall own and 
53 be entitled to receive, in proportion to their respective interests, all of such Non-Consenting Party's 
54 interest in the well and share of production therefrom until the proceeds of the sale of such share. 
55 calculated at the well, or market value thereof if such share is not sold (after deducting production 
56 taxes, royalty: overriding royalty and other interests existing on the effective date hereof, payable out of 
57 or measured by the production f rom such well accruing with respect to such interest until it reverts) 
53 shail equal the total of the following: 
53 
60 (a) 100?o of each such Non-Consenting Party's share of the cost of any newly acquired surface 
61 equipment beyond the wellhead connections (including, but not limited to. -Hock tanks, separator.-. 
t)2 treatcrs. pumping equipment and piping), plus 100 3-J of each such Non-Conscnling Parly's share of the 
63 cost of operation of the well commencing with first production and continuing until each such Non-
64 Consenting Parly's relinquished interest shall revert to i t under other provisions of this Article, it being 

65 agreed that each Non-Consenting Party's share of such costs and equipment wi l l be that interest which 
66 would have been chargeable to each Non-Consenting Party had it participated in the well from the be-
67 ginning of the operation: and 
68 
69 < h - ) 3 0 0 o.n 0 j l [ i a t p 0 r i i o n 0 i ; n e costs and expenses of dri l l ing reworking, deepening, or plugging 
70 back, testing and completing, after deducting any cash contributions received under Article V I I L C . and 

- 5 -



A.A.P.L. FORM 610 - MODHL FORM OPERATING AGREEMENT - 1977 

1 % of that portion of the cost of newly acquired equipment in [he well (to and including the wel l -

2 head connections), which would have been chargeable to such Non-Consenting Party if i t had parttci-
•i pa ted therein. 
4 

5 Gas production attributable to any Non - Consenting Party's relinquished interest upon such Party's 

6 election, shall be sold to its purchaser, if available, under the terms of its existing gas sales con-
7 tract. Such Nor. - Consenting Party shall direct its purchaser to remit the proceeds receivable from 
3 such sale direct to the Consenting Parties untii the amounts provided for in this Article are recov-
9 ered from the Non - Consenting Party's relinquished interest. If such Non - Consenting Party has not 

10 contracted for sale of its gas at the time such gas is available for delivery, or has not made the elec-
11 :ion as provided above, the Consenting Parlies shall own and be entitled to receive and sell such Non-
12 Consenting Party's share of gas as hereinabove provided during the recoupment period. 
13 

1-1 During the period of time Consenting Parties arc entitled to receive Non-Consenting Party's share 
15 of production, or the proceeds therefrom. Consenting Parties shall be responsible for the payment of 
Ili all production, severance, gathering and other taxes, and all royalty, overriding royalty and other 
17 burdens applicable to Non-Consenting Party's share of production. 
18 

19 In the case of any reworking, plugging back or deeper dri l l ing operation, the Consenting Parties shall 
20 be permitted to use. free of cost, all casing, tubing and other equipment in the well, but the ownership of 
21 all such equipment shall remain unchanged: and upon abandonment ot a well after such reworking, 

22 plugging back or deeper dri l l ing, the Consenting Parties shall account for all such equipment to the 
23 owners thereof, with each party receiving its proportionate part in kind or in value, less cost of 
24 salvage. 
25 

26 Within sixty (60) days after the completion of any operation under this Article, the party con-
2T ducting the operations for the Consenting Parties shall furnish each Non-Consenting Party with an i n -
23 ventory of the equipment in and connected to the well, and an itemized statement of the cost of dril l ing. 
29 deepening, plugging back, testing, completing, and equipping the well for production; or. at its option, 
30 the operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed 
31 statement of monthly billings. Each month thereafter, during the time the Consenting Parties are being 
32 reimbursed as provided above. Ihe Party conducting the operations for the Consenting Parties shall f u r n -
33 ish the Non-Consenting Parties wi th an itemized statement of all costs and liabilities incurred in the 
34 operation of the well, together wi th a statement of the quantity of oil and gas produced from it and the 
35 amount of proceeds realized from the sole of the well's working interest production during the preceding 
36 month. In determining the quantity of oil and gas produced during any month, Consenting Parties 
37 shall use industry accepted methods such as, but not limited to. metering or periodic well tests. Any 
38 amount realized from the sale or other disposition of equipment newly acquired in connection with any 
39 such operation which would have been owned by a Non-Consenting Parly had it participated therein 
40 shall be credited against the total unreturned costs of the work done and of the equipment purchased. 
41 in determining when the interest of such Non-Consenting Party shall revert to it as above provided: 
42 and if there is a credit balance, it shall be paid to such Non-Consenting party. 
43 
44 If and when the Consenting Parties recover f rom a Non-Consenting Party's relinquished interest 
45 the amounts provided for above, the relinquished interests of such Non-Consenting Party shali auto-
46 matically revert to it, and. from and after such reversion, such Non-Consenting Party shall own the same 
47 interest in such well, the materia) and equipment in or pertaining thereto, and the production there-
48 from as such Non-Consenting Party would have been entitled to had i t participated in the dr i l l ing. 
49 reworking, deepening or plugging back of said well. Thereafter, such Non-Consenting Party shall be 
50 charged with and shall pay its proportionate part of the further costs of the operation of said well in 
51 accordance with the terms oT this agreement and the Accounting Procedure, attached hereto. 
52 

53 Notwithstanding the provisions of this Article VLB.2., it is agreed that without the mutual consent 
54 of all parties, no wells shall be completed in or produced from a source of supply from which a well 
55 located elsewhere on the Contract Area is producing, unless such well conforms to the then-existing 
5S well spacing pattern for such source of supply. 
57 
53 The provisions of this Article shall have no application whatsoever to the dri l l ing of the initial 
59 well described in Article VI.A. except (a) when Option 2. Article VH.D.L. has been selected, or (b) 
SO to the reworking, deepening and plugging back of such initial well, if such well is or ihereaitor shall 
61 prove to be a dry hole ur non-commercial well, alter having been drilled to Ihe depth specified in Article 
t>2 VI.A. 
63 
64 C. Right to Take Production in Rind: 
lio 
66 Each party shall have the right to lake in kind or separately dispose of its proportionate share of 
67 all oil and gas produced from the Contract Area, exclusive of production which may be used in de-
63 velopment and producing operations and in preparing and treating oil for marketing purposes and 
65 production unavoidably lost. Any extra expenditure incurred in the taking in kind or separate dispo-
70 siiion by any party of its proportionate share of the production shall be borne by such parly. Any 
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1 parly taking its share of production in kind shall be required to pay for only its proportionate share 
1! of such part of Operator's surface facilities which i t uses. 
:i 

4 Each party shall execute such division orders and contracts as may be necessary for the sale of its 
5 interest in production from the Contract Area. and. except as provided in Article VII .B. . shall be entitled 
f j , to receive payment direct from the purchaser thereof for its share of all production. 

•J In the event any party shall fail to make the arrangements necessary to take in kind or separately 
9 dispose of its proportionate share of the oil and gas produced from ihe Contract Area. Operator shall have 

tO the right, subject to the revocation at w i l l by the party owning it . but not the obligation, to purchase such 
11 oil and gas or sell it to oihcrs al any time and from time to time, for the account of the non-taking 
12. parly at the best price obtainable in the area for such production. Any such purchase or sale by Op-
13 erator shall be subject always to the right of the owner of the production to exercise at any time its 
14 right to take :n kind, or separately dispose of. its share of all oil and gas not previously delivered to a 
15 purchaser. Any purchase or sale by Operator of any other party's share of oil and gas shall be only for 
It; such reasonable periods of time as are consistent wi th the minimum needs of the industry under the 
IT particular circumstances, but in no event for a period in excess of one (1) year. Notwithstanding the 
13 foregoing. Operator shall not make a sale, including one into interstate commerce, of any other party's 
ID share of gas production without first giving such other party thir ty (30) days notice of such intended 
20 sale. 

21 
22 In the event one or more parlies" separate disposition of its share of the gas causes split-stream dc-
23 liveries to separate pipelines and or deliveries which on a day-to-day basis for any reason are not 
24 exactly equal to a party's respective proportionate share of total gas sales to be allocated to it . the 
25 balancing or accounting between the respective accounts of the parties shall be in accordance with 
26 any Gas Balancing Agreement between the parties hereto, whether such Agreement is attached as 
27 Exhibit "£ ' ' . or is a separate Agreement. 
23 
20 D. Access to Contract Area and Information; 
30 

31 Each party shall have access to Ihe Contract Area at all reasonable times, at its sole risk to inspect 
32 or observe operations, and shall have access at reasonable times to information pertaining to the de-
33 veiopment or operation thereof, including Operators books and records relating thereto. Operator, upon 
34 request, shall furnish each of the other parties wi th copies of all forms or reports filed with govern-
35 mental agencies, daily dri l l ing reports, well logs., lank tables, daily gauge and run tickets and reports 
36 of stock on hand at the first of each month, and shall make available samples of any cores or cuttings 
37 taken from any well drilled on the Contract Area. The cost of gathering and furnishing information to 
33 Non-Operator, other than that specified above, shall be charged to the Non-Operator that requests the 
39 information. 
40 

41 E. Abandonment of Wells: 
42 
43 1. Abandonment of Dry Holes: Except for any well drilled pursuant to Article VLB.2.. any well 
44 which has been drilled under the terms of this agreement and is proposed to be completed as a dry hole 
45 shall not be plugged and abandoned without the consent of all parties. Should Operator, after diligent 
46 effort, be unable to contact any party, or should any party fail to reply within forty-eight (43) hours 
47 (exclusive of Saturday. Sunday or legal holidays) after receipt of notice of the proposal to plug and 
4) i abandon such well, such parly shall be deemed lo have consented to the proposed abandonment. A l l 
49 such wells shall be plugged and abandoned in accordance with applicable regulations and at the cost. 
50 risk and expense of the parties who participated in the cost of dri l l ing of such well. Any party who ob ' 
51 jecis to the plugging and abandoning such weil shall have the right to take over the well and conduct 
52 further operations in search of oil and or gas subject to the provisions of Article VLB. 
53 
54 2. Abandonment of Wells that have Produced: Except for any well which has been drilled or re-
55 worked pursuant lo Article VLB.2. hereof for which the Consenting Parties have not been fully ;eim-
5) > bursed as therein provided, any well which has been completed as a producer shall not be plugged and 
57 abandoned without the consent of ail parties. If all parties consent to such abandonment, the well shall 

53 be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense 
59 of all the parties hereto. If. within thirty (30) days after receipt of notice of the proposed abandonment 
60 of such well, all parlies do not agree to the abandonment of any well, those wishing to continue its op-
61 eraiion shall tender to each of the other parties its pinoortionate share of the value of the well's salvable 
62 material and equipment, determined in accordance wi th the provisions of Exhibit "C". less ihe estimated 
63 cos; of salvaging and the estimated cost of plugging and abandoning. Each abandoning parly shall 
84 assign to the non-abandoning parties, without warranty, express or implied, as to title or as to quantity. 
<S5 quality, or titr.ess for use of the equipment and material, all of its interest in the well and related equip -
66 ment. together with its interest in the leasehold estate as to. but only as to. the interval or intervals of the 
67. formation or formation.-, then open to production. If the interest of the abandoning party is or includes 
06 an oil and gas interest, such party shall execute and deliver to the non-abandoning party or parties an 

69 oil and gas lease, limited lo the interval or intervals of the formation or formations then open to probuc-
70 tion. for a term of one year and so long thereafter as oil and or gas is produced from the interval or inter-
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1 vals of the formation or formations covered thereby, such lease to be on the form attached as Exhibit 
2 "B" . The assignments or leases so limited shall encompass the '•drilling unit" upon which the well is 
3 located. The payments by. and the assignments or leases to. the assignees shall be in a ratio based upon 
4 the relationship of their respective percentages of participation in the Contract Area to the aggregate of 
5 the percentages of participation in the Contract Area of all assignees. There shall be no readjustment 
6 of interest in the remaining portion of the Contract Area. 

3 Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the op-
9 eration of or production from the well in the interval or intervals then open other than the royalties 

10 retained in any lease made under the terms of this Article. Upon request. Operator shall continue to 
11 operate the assigned well for the account of the non-abandoning parties at the rates and charges con-
12 templated by this agreement, plus any additional cost and charges which may arise as the result of 
13 the separate ownership of the assigned weil. 
14 
15 ARTICLE V I I . 
16 EXPENDITURES AND L I A B I L I T Y OF PARTIES 
17 
18 A. Liability of Parties; 
19 
20 The liability of the parties shall be several, not joint or collective. Each party shall be responsible 
21 only for its obligations, and shall be liable only for its proportionate share of the costs of developing 
22 and operating the Contract Area. Accordingly, the liens granted among the parties in Article VII .B. are 
23 given to secure only the debts of each severally. I t is not the intention of the parties to create, nor shall 
24 this agreement be construed as creating, a mining or other partnership or association, or to render the 

25 parties liable as partners. 
26 
27 B. Liens and Payment Defaults: 

23 
29 Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area, and a 
30 security interest in its share of oil and or gas when extracted and its interest in all equipment, to secure 
31 payment of its share of expense, together with interest thereon at the rate provided in the Accounting 
32 Procedure attached hereto as Exhibit , : C". To the extent that Operator has a security interest under the 
33 Uniform Commercial Code of the State. Operator shall be entitled to exercise the rights and remedies 
34 of a secured party under the Code. The bringing of a suit and the obtaining of judgment by Operator 
35 for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien 
36 rights ov security interest as security for the payment thereof. In addition, upon default by any Non-
37 Operator in the payment of its share of expense. Operator shall have the right, without prejudice to 
38 other rights or remedies, to collect f rom the purchaser the proceeds from the sale of such Non-Operator's 
39 share of oil and or gas until the amount owed by such Non-Operator, plus interest has been paid. Each 
40 purchaser shall be entitled to rely upon Operator's written statement concerning the amount of any de-

41 fault. Operator grants a like lien and security interest to the Non-Operators to secure payment of Op-
42 evatov's ovo port ion ate share o i expense. 
43 

44 If any party fails or is unable to pay its share of expense within sixty (60) days after rendition of 
45 a statement therefor by Operator, the non-defaulting parties, including Operator, shall, upon request by 
4ti Operator, pay the unpaid amount in the proportion that the interest of each such party bears 10 the i n -
47 terest of all such parties. Each party so paying its share of the unpaid amount shall, to obtain reimbursc-
48 mem thereof, be subrogated to the security rights described in the foregoing paragraph. 
49 
50 C. Payments and Accounting: 
51 
52 Except as herein otherwise specifically provided. Operator shall promptly pay and discharge expenses 
53 incurred in the development and operation of the Contract Area pursuant to this agreement and shall 
54 charge each o i the parties hereto with their respective proportionate shares upon the expense basis pro-
55 vicicd in the Accounting Procedure attached hereto as Exhibit "C". Operator shall keep an accurate 
56 record of the joint account hereunder, showing expenses incurred and charges and credits made and 
57 received. 
58 
59 " Operator, at its election, shall have the right from time lo time to demand and receive from the 
60 other parties payment in advance of their respective shares of the estimated amount of the expense to 
61 be incurred in operations hereunder during the next succeeding month, which right may be exorcised only 
ti2 by submission to each .-;uch party of an itemized statement of such estimated expense, together with 
(i3 an invoice for its share thereof. Each such statement and invoice for the payment in advance of esti-
64 mated expense shall bo submitted on or before the 20th day of the next preceding month. Each party 
65 shall pay to Operator its proportionate share of such estimate within fifteen (15) days after such es-
66 tirnate and invoice is received. If any party fails lo pay its share of said estimate within said time, the 
67 amount due shall bear interest as provided in Exhibit "C" until paid. Proper adjustment shall be 
68 made monthly between advances and actual expense to the end lhat each party shall bear and pay its 
t59 proportionate share of actual expenses incurred, and no more. 
70 
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1 D. Limitation of Expenditures: 
i 

3 i . Dri l l or Deepen: Without the consent of all parties, no well shall be drilled or deepened, ex-
4 cept any well drilled or deepened pursuant to the provisions of Article VLB.2. of this Agreement, it being 
5 understood that the consent to the dr i l l ing or deepening shall include: 
fi 

T —Option .Mo.. !• Al|...iiOQO£.ca^y—*wp«nditm-oc for tho—rfi=mwg-.or—dooponing, tor'.ir.g. nonuple ting -and, 

0 

10 rg Option No. 2: Al l necessary expenditures for the drill ing or deepening and testing of the well. When 
11 such well has reached its authorized depth, and all tests have been completed. Operator shall give im-
12 mediate notice to the Non-Operators who have the right to participate in the completion costs. The parlies 
13 receiving such notice shall have forty-eight (48) hours (exclusive of Saturday. Sunday and legal holi-
14 days) in which to elect to participate in the setting of casing and the completion attempt. Such election. 
15 when made, shall include consent to all necessary expenditures for the completing and equipping of such 
16 well, including necessary tankage and., or surface .facilities. Failure of any party receiving such notice 
17 to reply within the period above fixed shall constitute an election by that party not to participate in 
13 the cost of the completion attempt. I f one or more, but less than all of"the parties, eiect to set pipe and 
19 to attempl a completion, the provisions of Article VLB.2. hereof (the phrase ""reworking, deepening or 
20 plugging back" as contained in Article VLB.2. shall be deemed to include "completing") shall apply to 
21 the operations thereafter conducted by less than a l l parties. 
22 
23 2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged 
24 back except a well reworked or plugged back pursuant to the provisions of Article VLB.2. of this agree-
25 ment. i l being understood that the consent lo the reworking or plugging back of a wetl shali include 
26 consent to all necessary expenditures in conducting such operations and completing and equipping of 
27 said well, including necessary tankage and .-or surface facilities. 
28 
29 3. Other Operations: Operator shall not undertake any single project reasonablv estimated lo require 
30 an expenditure in excess nf F i f t e e n Thousand D 0 | ] a r s ,s 15,000.00 ) 
31 except in connection with a well, the drill ing, reworking, deepening, completing, recomputing, or plug-
32 ging back of which has been previously authorized by or pursuant lo this agreement: provided, how-
33 ever. that, in case of explosion. lire, flood or other sudden emergency, whether of the same or different 
34 nature. Operator may take such steps and incur such expenses as in its opinion are required to deal wi th 
35 the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emer-
36 goncy to the other parties. If Operator prepares "•Authority for Expenditures" for its own use. 
37 Operator, upon request, shall furnish copies of its "Authoritv for Expenditures" for anv single project 
33 costing in excess n f F i f t e e n T h o u s a n d D o l b r K { S 1 5 , 0 0 0 . 0 0 , 
33 
40 E. Royalties. Overriding Royalties and Other Payments: 
41 and o v e r r i d i n g r o y a l t i e s 
42 Each parly shall pay or deliver, or cause to be paid or delivered, all royalties A*—the out en t 
43 due on its share of production and shall hold the other parties free 
44 from any liability therefor. I f the interest of any party in any oil and gas lease covered by this agree-
45 ment is subject to any royalty, overriding royalty, production payment, or other charge over and above 
46 the aforesaid royalty, such party shall assume and alone bear all such obligations and shall account 
47 for or cause to he accounted for. such interest to the owners thereof. 
48 
49 No party shall ever be responsible, on any price basis higher than the price received by such party. 
30 to any other party's lessor or royalty owner: and if any such other party's lessor or royalty owner should 
a! demand and receive settlements on a higher price basis, the party contributing such lease shall bear the 
52 royalty burden insofar as such higher price is concerned. 
53 
34 I " . Rentals. Shut-in Well Payments and Minimum. Royalties: 
55 
56 Rentals, shut-in well payments and minimum royalties which may be required under the terms of 
.57 any lease shall bo paid by the party or parties who subjected such lease to this agreement at its or their 
58 expense, fn the event two or more parties own and have contributed interests in the same ieasc to this 
59 agreement, such parlies may designate one of such parties to make said payments for and on behalf of all 
60 sucii parlies. Any party may request, and shall be entitled to receive, proper evidence of all such pay-
61 ments. In the event of failure to make proper payment of any rental, shut-in well payment or minimum 
!i2 royalty through mistake or oversight where such payment is required to continue the lease in force. 
63 any loss which results from such non-payment shall be borne in accordance with the provisions of Article 
64 IV.B. 3 . 
fi5 
66 Operator shall notify Non-Operator of the anticipated completion of a shui-in gas well, or the shut-
67 ting in or return to production of a producing gas well, at least five (5) days (excluding Saturday, Sun-
68 day and holidays), or at the earliest opportunity permitted by circumstances, prior to taking such action. 
69 but assumes no liabili ty for failure to do so. I n . the event of failure by Operator to so notify Non-
70 Operator, the loss of any lease contributed hereto by Non-Operator for failure to make timely payments 
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1 of any shul-in well payment shall be borne jointly by the parlies hereto under the provisions of Article 
2 1V.B.3. 
3 

4 G. Taxes : 

5 

6 Beginning with the first calendar year after the effective date hereof. Operator shall render for ad 
7 valorem taxation all property subject to this agreement which by law should be rendered for such 

3 taxes, and it shall pay all such taxes assessed thereon before they become delinquent. Prior to the ren-
D dition date, each Non-Operator shall furnish Operator information as to burdens (to include, but not be 

10 limited to. royalties, overriding royalties and production payments! on leases and oil and gas interests con-
11 tributed by such Non-Operator. I f the assessed valuation of any leasehold estate is reduced by reason of its 
12 being subject to outstanding excess royalties, overriding royalties or production payments, the reduction in 
13 ad valorem taxes resulting therefrom shall inure to the benefit of the owner or owners of such leasehold 
14 estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such 
15 reduction. Operator shall bill other parties for their proportionate share of all tax payments in the man-
16 ner provided in Exhibit ''C". 
17 

18 If Operator considers any tax assessment improper. Operator may, at its discretion, protest within 
19 the time and manner prescribed by law, and prosecute the protest to a f inal determination, unless all 
20 parties agree to abandon the protest prior to final determination. During the pendency of administrative 
21 or judicial proceedings. Operator may elect to pay, under protest, all such taxes and any interest and 
22 penalty. When any such protested assessment shall have been finally determined. Operator shall pay 
23 the tax for the joint account, together with any interest and penalty accrued, and the total cost shall then 
24 be assessed against the parties, and be paid by them, as provided in Exhibit "C". 
25 
26 Each party shall pay or cause to be paid all production, severance, gathering and other taxes im-
27 posed upon or with respect to the production or handling of such party's share of oil and, or gas pro-
28 dueed under the terms of this agreement. 
29 
30 H. Insurance: 
31 

32 At all times while operations are conducted hereunder, Operator shall comply with the Workmen's 
33 Compensation Law of the State where the operations are being conducted; provided, however, that Op-
34 erator may be a self-insurer for liability under said compensation laws in which event the only charge 
35 that shall be made to the joint account shall be an amount equivalent to the premium which would have 
36 been paid had such insurance been obtained. Operator shall also carry or provide insurance for the 
37 benefit of the joint account of the parties as outlined in Exhibit ""D". attached to and made a port hereof. 
38 Operator shall require all contractors engaged in work on or for the Contract. Area to comply with the 
39 Workmen's Compensation Law of the State where the operations are being conducted and to maintain 
40 such other insurance as Operator may require. 
41 

42 In the event Automobile Public Liabil i ty Insurance is specified in said Exhibit "D" . or subsequently 
43 receives the approval of the parties, no direct charge shall be made by Operator for premiums paid for 
44 such insurance for Operators ful ly owned automotive equipment. 
45 

46 ARTICLE V I I I . 
47 ACQUISITION. MAINTENANCE OR TRANSFER OF INTEREST 
48 
49 A, Surrender of Leases: 
50 

51 The leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall 
52 not be surrendered in whole or in part unless all parties consent thereto. 
53 
54 However, should any party desire to surrender its interest in any lease or in any portion thereof, and 
55 other parties do not agree or consent thereto, the party desiring to surrender shall assign, without express 
56 or implied warranty of title, all of its interest in such lease, or portion thereof, and any well, material and 
57 equipment which may be located thereon and any rights in production thereafter secured, to the parties 
58 not desiring to surrender it. If the interest of the assigning party includes an oil and gas interest, the as-
59 signing party shall execute and deliver to the party or parlies not desiring to surrender an oil and uas 
60 lease covering such oil and gas interest for a term of one year and so long thereafter as oil and'or gas 
61 is produced from the land covered thereby, such lease to be on the form attached hereto as Exhibit "B". 
62 Upon such assignment, the assigning party shall be relieved from all obligations thereafter accruing. 
63 but not theretofore accrued, with respect to 'he acreage assigned and the operation of any well thereon. 
64 and the assigning party shall have no further interest in the lease assigned and its equipment and pro-
65 duction other than the royalties retained in any lease made under the terms of this Article. The parties 
66 assignee shall pay to :he party assignor the reasonable salvage value of the iaiter's interest in any wells 
67 and equipment on the assigned acreage. The value of all material shall be determined in accordance 
63 with the provisions of Exhibit " C . less the estimated cost of salvaging and the estimated cost of plug-
69 ging and abandoning. If the assignment is in favor of more than one party, the assigned interest shall 
70 
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be shared by the parties assignee in the proportions that the interest of each bears to the interest of all 
parties assignee. 

4 Any assignment or surrender made under this provision shall no; reduce or change the assignor's or 

5 surrendering parties' interest, as it was immediately before the assignment, in the balance of the Contract 
fi Area: and the acreage assigned or surrendered, and subsequent operations thereon, shall not thereafter 
7 be -rubjeet to the terms and provisions of this agreement. 

0 B. Kencwal or Extension of Leases: 
10 

! I If any party secures a renewal of any oil and gas lease subject to this Agreement, all other parties 
12 shall be notified promptly, and shall have the right for a period of thirty (30) days following receipt 
13 of such notice in which to elect to participate in the ownership of the renewal '.ease, insofar as such 
14 lease affects lands within the Contract Area, by paying to the party who acquired it their several proper 
15 proportionate shares of the acquisition cost allocated to that part of such lease within the Contract Area. 
16 which shall be in proportion to the interests held at that lime by the parties in the Contract Area. 
17 

18 If some, but less than all . of the parties elect to participate in the purchase of a renewal lease, it 
19 shall be owned by the parties who elect to participate therein, in a ratio based upon the relationship of 
20 their respective percentage of participation in the Contract Area to the aggregate of the percentages 
21 of participation in the Contract Area of all parties participating in the purchase of such renewal lease. 
22 Any renewal lease in which less than all parties elect to participate shall not be subject to this agreement. 
23 

24 Each party who participates in the purchase of a renewal lease shall be given an assignment of its. 
25 proportionate interest therein by the acquiring party. 
26 
27 The provisions of this Article shall apply to renewal leases whether they are for the entire interest 
2P, covered by the expiring lease or cover only a portion of its area or an interest therein. Any renewal lease 
29 taken before the expiration of its predecessor lease, or taken or contracted for within six (6) months after 
30 the expiration of the existing lease shall be subject'to this provision: but any lease taken or contracted 
31 for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal 
32 lease and shall not be subject to the provisions of this agreement. 
33 

34 The provisions in this Article shall apply also and in like manner to extensions of oil and gas 
35 leases. 
36 
37 C. Acreage or Cash Contributions: 
33 
39 While this agreement is in force, if any party contracts for a contribution of cash toward the dr i l l ing 
40 of a well or any other operation on the Contract Area, such contribution shall be paid to the party who 
41 conducted the dri l l ing or other operation and shall be applied by it against the cost of such dri l l ing or 
42 other operation. I f the contribution be in the form of acreage, the party to whom the contribution is 
43 made shall promptly tender an assignment of the acreage, without warranty of title, to the Dril l ing 
44 Parties in the proportions said Dril l ing Parties shared the cost of dri l l ing the well. If all parties hereto 
45 arc Dril l ing Parties and accept such tender, such acreage shall become a part of the Contract Area and 
46 be governed by the provisions of this agreement. I f less than all parties hereto arc Dril l ing Parties and 
47 accept such tender, such acreage shall not become a part of the Contract Area. Each party shall prompt-
43 ly notify all other parties of all acreage or money contributions it may obtain in support of any well or 
49 any other operation on the Contract Area. 
50 

51 i f any parly contracts for any consideration relating lo disposition of such party's share of substances 
52 produced hereunder, such consideration shall not be deemed a contribution as contemplated in thi.-i 
53 Ar-.ieie VTII.C. 
54 
55 D. Subsequently Created Interest: 
5(i 
57 Notwithstanding the provisions of Article VIII .E. and VIII .G.. if any party hereto snail, subsequent 
5.1 lo execution of this agreement, create an overriding royalty, production payment, or net proceeds inter -
59 est. which such interests are hereinafter referred to as -subsequently created interest", such subsequently 
HO created interest shall be specifically made subject to all of the terms and provisions of :his agreement, as 
111 follows: 
62 

6:i 1. If non-consent operations are conducted pursuant to any provision of this ssvoemeni. and the 
G4 party conducting such operations becomes entitled to receive the production attributable to ini; interest 
65 oui of which the subsequently created interest \a derived, such party shall receive same free and clear 
66 of such subsequently created interest. The party creating same shail bear and pay all such subsequently 
67 created interests and shall indemnify and hold the oilier parties hereto free and harmless from any and 
G3 all l iabili ty resulting therefrom. 
(39 
70 
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1 2. I I the owner of the in'erest f rom which the subsequently created interest is derived (1) fails to 
2 pay. when due. its share of expenses chargeable hereunder, or (2) elects to abandon a well under pro-

3 visions of Article VI.E. hereof, or (3) elects to surrender a lease under provisions of Article V I I I . A . 
4 hereof, the subsequently created interest shall be chargeable with the pro rata portion of all expenses 

5 hereunder in the same manner as if such interest were a working interest. For purposes of collecting 
6 such chargeable expenses, the party or parties who receive assignments as a result of (2) or (3) above 
7 shall have the right to enforce all provisions of Article VII .B . hereof against such subsequently created 
8 interest. 
9 

10 E. Maintenance of Uniform Interest: 
11 

Any p a r t y c r e a t i n g the n e c e s s i t y f o r separate measurement 
•3 f a c i l i t i e s s h a l l alone bear a l l costs of i n s t a l l i n g and m a i n t a i n i n g 
i * * such f a c i l i t i e s . 
15 
16 
17 
18 
19 
20 

21 Every iruah sale, encumbrance, transfer or other disposition made by any party shall be made ex-
22 pressly subject to this agreement, and shall be made without prejudice to the right of the other parties. 
23 
24 If , at any time the interest of any party is divided among and owned by four or more co-owners. 
25 Operator, at its discretion, may require such co-owners to appoint a single trustee or agent with fu l l 
26 authority to receive notices, approve expenditures, receive billings for and approve and pay such party's 
27 share of the joint expenses, and to deal generally with, and with power to bind, the co-owners of such 
28 party's interests within the scope of the operations embraced in this agreement: however, all such 
29 co-owners shall have the right to enter into and execute all contracts or agreements for the disposition 
30 of their respective shares of the oil and gas produced from the Contract Area and they shall have the 
31 right to receive, separately, payment of the sale proceeds hereof. 
32 
33 F. Waiver of Right to Farli t lon: 
34 

35 I f permitted by the laws of the state or states in which the property covered hereby is located, each 
36 party hereto owning an undivided interest in the Contract Area waives any and all rights it may have 
37 to partition and have set aside to it in severalty its undivided interest therein. 
33 
39 C. Preferential Right to Purchase: 
40 

41 Should .-in-y-pr.yhr dseiro ta coil-all or any part of its in'.orocts. under thin agrec-roeW. or ite righto on> 
42 interests in the Contract Area, it shall promptly give written notice to the other parties. witJ^^tffT^nfor-
43 mation concerning its proposed sale, which shall include the name and address o f ^ c ^ o s p e c t i v e pur-
44 chaser (who must be ready, wi l l ing and able to purchase), the purchase^w-rce7"1ind all other terms of 
45 the offer. The other parties shall then have an optional p r io r j^mTTlor a period of ten (10) days after 
46 receipt of the notice, to purchase on the same terms ajjd--r6nditions the interest which the other party 
47 proposes to sell: and, i f this optional rightJs-^Sercised. the purchasing parties shall share the pur-
48 chased interest in the proportion$th>t-<ne interest of each bears to the total interest of all purchasing 
49 parties. However, there shj i lMjeno preferential right to purchase in those cases where any party wishes 
50 to mortgage itsjpierrjsTsT or to dispose of its interests by merger, reorganization, consolidation, or sale 
51 of all__pj^i»crCs[antially all of its assets to a subsidiary or parent company or to a subsidiary of a parent 
52 •gCmpnnyi or to any-oompany in-which-.aw^-one-party om-nc majority of tho ctoeiii 
53 
54 ARTICLE I X . 
55 INTERNAL REVENUE CODE ELECTION 
56 

57 This agreement is not intended to create, and-shall not be construed to create, a relationship of part-
58 nership or an association for profit between or among the parties hereto. Notwithstanding any pro-
59 visions herein that the rights and liabilities hereunder are several and not joint or collective, or that this 
60 agreement and operations hereunder shall not constitute a partnership, i f . for Federal income tax pur-
61 poses, this agreement and the operations hereunder are regarded as a partnership, each party hereby 
62 affected elects to be excluded from the application of all of the provisions of Subchapter "K"'. Chapter 
63 I . Subtitle "A" , of the Interna! Revenue Code of 1954. as permitted and authorized by Section 761 of 
64 the Code and the regulations promulgated thereunder. Operator is authorised and directed to execute on -
65 behalf of each party hereby affected such evidence of this election as may be required by the Secretary 
66 of the Treasury of the United States or the Federal Internal Revenue Service, including specifically, but 
67 not by way of limitation, all of the returns, statements, and the data required by Federal Regula-
63 iions 1.761. Should there be any requirement that each party hereby affected give further evidence of 
69 this election, each such party shall execute such documents and furnish such other evidence as may be 
70 required by the Federal. Internal Revenue Service or as may be necessary to evidence this election. No 
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1 such party shall give any notices or take any other action inconsistent with the election made hereby. 
2 IT any present or future income tax laws of the state or states in which the Contract Area is located or 
:j any future income tax iaws of the United States contain provisions similar to those in Subchapter " K " . 

4 Chapter I . Subtitle "A" , of the Internal Revenue Code of 1954, under which an election similar to that 

5 provided by Section 761 of the Code is permitted, each party hereby affected shall make such election as 
li may be permitted or required by such laws. In making the foregoing election, each such party states that 
7 the income derived by such party from Operations hereunder can be adequately determined without the 

3 computation of partnership taxable income. 
9 

10 ARTICLE X. 
U CLAIMS AND LAWSUITS 
12 
13 Operator may settle any single damage claim or suit arising from operations hereunder i i the ex-
14 pendiuire does not exceed T e n T h o u s a n d ' Dollars 

15 f S 1 0 > 0 0 0 - 0 f l ) a R ( j if ;he payment is in complete settlement ol such claim or suit. If the amount 
10 required for settlement exceeds the above amount, the parties hereto shall assume and take over the 
17 further handling of the claim or suit, unless such authority is delegated to Operator. A l l costs and ex-
IB pense of handling, settling, or otherwise discharging such claim or suit shall be at the joint espense 

19 of the parties. If a claim is made against any party or if any party is sued on account of any matter 
20 arising from operations hereunder over which such individual has no control because of the rights given 
21 Operator by this agreement, the party shall immediately notify Operator, and the claim or suit shall 
22 be treated as any other claim or suit involving operations hereunder. 
23 

24 ARTICLE X L 
25 FORCE MAJEURE 
26 

27 If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations 
23 under this agreement, other than the obligation to make money payments, that party shall give to all 
29 other parties prompt written notice of the force majeure with reasonably fu l l particulars concerning i t : 
30 thereupon, the obligations of the party giving the notice, so far as they are affected by the force majeure. 
31 shall be suspended during, but no longer than, the continuance of the force majeure. The affected party 
32 shall use all reasonable diligence to remove the force majeure situation as quickly as practicable. 
33 

34 The requirement that any force majeure shall be remedied with all reasonable dispatch shall not 
35 require the settlement of strikes, lockouts, or other labor di f f icul ty by the party involved, contrary to its 
36 wishes: how all such difficulties shall be handled shall be entirely within the discretion of the party 
37 concerned. 
38 

39 The term "force majeure", as here employed, shall mean an act of God. strike, lockout, or other 
40 industrial disturbance, act of the public enemy, war. blockade, public riot, lightning, fire, storm, flood. 
41 explosion, governmental action, governmental delay, restraint or inaction, unavailability of equipment. 
42 and any other cause, whether of the kind specifically enumerated above or otherwise, which is not 
13 reasonably within the control of the party claiming suspension. 
44 

45 ARTICLE X I I . 
46 NOTICES 
47 

48 Al l notices authorized or required between the parties, and required by any of the provisions of 
49 this agreement, unless otherwise specifically provided, shall be given in writ ing by United States mail 
50 or Western Union telegram, postage or charges prepaid, or by teletype, and addressed to the party lo 
51 whom the notice is given at the addresses listed on Exhibit "A", The originating notice given under any 
52 provision hereof shall be deemed given only when received by the party to whom such notice is directed. 
53 and the time for such party lo give any notice in response thereto shall run from the dace the originat-
54 ing notice is received. The second or any responsive notice shall be deemed given when deposited in 
55 the United States mail or wi th the Western Union Telegraph Company, with postage or charges prepaid. 
56 or when sent by teletype. Each party shall have the right to change its address at any time, and from 
57 :ime to time, by giving written notice hereof to all other parties. 
58 
53 ARTICLE X I I I . 
60 TERM OF AGREEMENT 
61 
<)2 This agreement shall remain in fu l l force and-effect as to the oil ar.d gas teases and or oil and gas m-
63 terests subjected hereto for the period of time selected below: provided, however, no party hereto shall 
64 ever be construed as having any right, title or interest in or to any lease, or oil and sas interest con-
65 tributed by any other parly beyond the term of this agreement. 
66 
67 Option No. 1: So long as any of the oil and gas leases =ubjcc-. to this agreement remain or ore con-
1:8 tinued in force as to any part of the Contract Area, whether by production, extension, renewal or other-
69 wise. and. or so long as oil and/or gas production continues from any lease or oil and gas interest. 
70 
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1 - ~ — O p t i a i i N D . 2 :—fn the. event the i r e 11 d c a u i b f . f i in A H i r l e V-i.A.. wt—mi.v a n h - f r i t t e r i — w 4 f -

2 in i f l c r any provis ion o f Ibis a g r e e m e n t results in p roduc t ion o f n i ! and or gas i n payi i i e o ^ i m u T l e s . th is 

3 agreement shall co iu inue in force so l on j ; as any srreh w e l l o r wel l s p rndu(v^"n^*r t r ' c apab le nf p r n d u r -

4 l i on , and Tor an addi t iona l per iod o f , , . . d a y s f r o m ei 'ssi i i i t j i ior^J^-TTTomrt-l ioi i : p rov ided , however . 

5 ir. p r io r lo ihe exp i r a t i on o f such addi t iona l per iod. orrejit--tTTrm' o f Ihe par l ies here in an- m e a g c d in 

(i d r i l l i n g or r e w o r k i n g n w e l l or wel l s horemit le j^J>r<TTign 'emeni shall c m i l i n n o in force u n t i l such op-

7 oral ions have hern completed and i f i U ^ K t r i l T i f i n results I h e r e f m m . this agreement shal l cont inue in 

H force as provided herein. In^Utr^evenI Ihe w e l l described in A r l i e l e V I . A . . or any subsequent w e l l 

!) d r i l l e d iMMvunde-j^A^-tfTTb; in ; i d r y bole. and no other w e l l is p r n d i i r i i i n , o r capable of p roduc ing o i l 

10 and oj |_ja»«^Troni the Cnn l rae l Area . Ibis agreement shall l e rmina te unless d r i l l i n g or rewnrkine. opera-

11 ^-^TnTTmv-L-tHimii'neeil w i t h i n ^ , ; -ctofrH* f w m Hie dale nf i i t > i u n l o u m w l - " f r a id w e l l . 

12 

L i It is agreed, however, that trie l e r m i u a l i o n of th is ;>J:Iernienl shal l not re l ieve any p a r l y here in f r o m 

Li any l i a b i l i t y wh ich has accrued or attached prim* to the riale o!" such l e r m i n a l i n n . 

15 

1C A K T I C L K X I V . 

IT C O M P L I A N C E WITT I L A W S A N D R E G U L A T I O N S 

IK 

19 A . Laws. Regulations and Orders : 

20 

21 Th i s agreement shal l be subject lo ihe eonserval ion laws of the stale in w h i c h the e u m m i l l e d 

22 acreage is located, i n the v a l i d rules, regulat ions, and orders nf nny d u l y const i tu ted regula tory body of 

23 said slate: and lo a l l o lher appl icable federal , s lale , arid local laws, ordinances, rules, regulat ions, and 

2-1 orders -. 

25 

20 i t . G o v e r n i n g L a w : 

27 

2JI The essential v a l i d i t y of this agreement and a l l ma i l e r s pe r t a in ing thereto, i nc lud ing , hut nut l i m -

29 i te i l lo . mai le rs o f p. " i rmance . non-per formance, hreach. remedies, procedures, r i ^ h l s . duties and i n -

30 te i 'p re to l ion or consti uel ion. shal l be governed and de te rmined by the law of the s la le in w h i c h the 

31 Contract Area is located. I f the Cont rac t Area is in t w o or more slates, the l aw of the state where mnst 

32 of Ihe hind in the Cont rac t Area is located shall gove rn . 

33 

34 ART1CLT. X V . 

35 O T I It-lit P R O V I S I O N S 

36 

37 A. This Operating Agreement i s subject t o the te r n s and p r o v i s i o n s 
of t h a t c e r t a i n Farmout Agreement dated June 12, 1978, as amended, by 
and between Union O i l Company of C a l i f o r n i a and H i l c o Company as 
r a t i f i e d and amended by Jake L. Ilamon, Edwin L. Cox, I n d i v i d u a l l y and 
as Trustee, Executor and Agent, Edward R. Hudson, J r . and Wi l l i a m A. 
Hudson, I I , both I n d i v i d u a l l y and as Executors and Trustees, W i l l i a m 
A. Hudson, Roxie E. Hudson, B. D. Moore, J r . , David W. Moore, Eleanor 
Moore, Mary Lee Moore, Carol Pauls Moore, John Knox Hutchings Moore, 
J r . , Donald B. Moore, Anita G. Moore, K i l b u r n G. Moore, I n d i v i d u a l l y 
and as At t o r n e y - i n - F a c t and F i r s t Hutchings-Sealy N a t i o n a l Bank of 
Galveston as Agent, A t t o r n e y - i n - F a c t and Trustee. 

38 

39 

•10 

41 

42 

43 

44 

45 

46 

47 

4H 

49 

50 

51 

52 

53 

54 

55 

56 

57 

58 

59 

60 

61 

62 

63 

G4 

65 

Gti 

67 

(iH 

69 

70 

B. The i n t e r e s t s of E s t o r i l Producing Corporation, Fred M. A l l i s o n , 
S t r i n g e r O i l & Gas, L a r i o O i l & Gas Company and Resources Investment 
Corporation are subject t o t h a t c e r t a i n L e t t e r Agreement dated December 
11, 1978 by and between H i l c o Company, et a l and E s t o r i l Producing 
Corporation, e t a l and t h a t c e r t a i n Operating Agreement dated December 
20, 19?8 by and between E s t o r i l Producing Corporation as Operator and 
S t r i n g e r O i l & Gas, et a l as Non-Operators. 
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I 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
1G 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
23 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
66 
69 
70 

ARTICLE X V I . 
MISCELLANEOUS 

This agreement shall be binding upon and shall inure lo the benefit of the parties hereto and to their 
respective heirs, devisees, legal representatives, successors and assigns. 

This instrument may bo executed in any number of counterparts, each of which shall be considered 
an original for all purposes. 

1s t August 

19. 

^ WITNESS WHEREOF, this agreement shall be effective as of day of " , 

O P E R A T O R 

ESTORIL PRODUCING CORPORATION 

ATTEST t 

•7 

A s s i s t a n t Secre tary P h i l l C p D. DunfJ^rd 
Execu t ive V i c e P res iden t 

NON-OPERATORS 

Fr/ed M. ATI isor 

STRINGER OIL E. GAS 

ATTEST: 

By: 
T i t l e : 

ATTEST: 

By: 
T i t l e : 

J . F r a n k S t r i n g e r , P r e s i d e n t 

LARIO OIL & GAS COMPANY 

D~. E~! O'Shaughnessy, P r e s i d e n t 

RESOURCES INVESTMENT CORPORATION 

James M. M a s s e l l , v i c e Pres.-Land 

UNION OIL COMPANY OF CALIFORNIA 

John Hansen, A t t o r n e y - i n - F a c t 

Jake L. Hamon 

Nancy B. Hamon 

Edwin L. Cox, I n d i v i d u a l l y and as 
T r u s t e e and E x e c u t o r o f .the E s t a t e 
o f Edwin B. Cox, and as :Agent f o r 
E l i z a b e t h L o c k r i d g e Cox--.;-
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Edv7ard R. Hudson, -Jr. 
and Trustee u/w Edward 

W i l l i a m j \ . Hudson, I I , Executor 
and Trustee u/w Edward R. Hudson 

W i l l i a m A- Hudson 

, JrT,Agent/am Edward R. Hudson, J r . , Agent/and 
Attorney-in-Fact f o r : Anita G. 
Moore, 8. D. Moore, J r . and w i f e , 
Eleanor Moore; David W. Moore and 
w i f e , Mary Lee Moore; Carol Pauls 
Moore; John Knox Hutchings Moore, 
J r ; Donald B a r t l e t t Moore; A n i t a 
G. Moore and K i l b u r n G. Moore, 
I n d i v i d u a l l y and as A t t o r n e y - i n -
Fact f o r Anita Moore Doyle, W. Lamar 
Doyle, Charles H. Moore, I I I , Paul 
Cooke Moore and B a r t l e t t G. Moore; 
F i r s t Hutchings-Sealy N a t i o n a l Bank 
of Galveston, Trustee under Trust 
Indenture dated 12/23/77 from Frances 
Moore Shelton as Tru s t o r (Trust SI 
and Trust #2); and F i r s t Hutchings-
Sealy N a t i o n a l Bank of Galveston, 
Agent and Attor n e y - i n - F a c t f o r the 
Grandchildren of Frances B. Moore. 

ACKNOWLEDGEMENTS 

THE STATE OF TEXAS § 

COUNTY OF MIDLAND § 

The foregoing instrument was acknowledged before me t h i s }Q — 
day of G ^ - S f ^ ^ < J ^ < A.D. 1979, by PHILLIP D. D13HF0RD, EXECUTIVE 
VICE PRESIDENT of ESTORIL PRODUCING CORPORATION, Midland, Texas, a 
Texas c o r p o r a t i o n , on behalf of said c o r p o r a t i o n . 

(SEAL) 

Notary Public i n and f o r 
Midland County, Texas 

My Commission e x p i r e s : 0 o A t Himt»» 



THE STATE OF TEXAS § 

COUNTY OF MIDLAND § 

The foregoing instrument was acknowledged before me t h i s 
day of , A.D. 1979, by FRED M. ALLISON. 

Notary Public i n and f o r 
Midland County, Texas 

(Type Name) 

(SEAL) 

My commission e x p i r e s : 

THE STATE OF TEXAS § 

COUNTY OF § 

The foregoing instrument was acknowledged before me t h i s 
day of , A.D. 1979, by J. FRANK STRINGER, PRESIDENT of 
STRINGER OIL & GAS, San Angelo, Texas, a c o r p o r a t i o n , 
on behalf of said c o r p o r a t i o n . 

Notary Public i n and f o r 
County, Texas 

(Type Name) 

(SEAL) 

My commission e x p i r e s : 

THE STATE OF TEXAS § 

COUNTY OF MIDLAND § 

The foregoing instrument was acknowledged before me t h i s 
day of , A.D. 1979, by D. E. 0' SHAUC-HNESSY, PRESIDENT of 
LARIO OIL & GAS COMPANY, Midland, Texas, a c o r p o r a t i o n , 
on behalf of said c o r p o r a t i o n . 

(SEAL) 

Notary Public i n and f o r 
My commission e x p i r e s : Midland County, Texas 

(Type Name) 

THE STATE OF 

COUNTY OF 

The foregoing instrument was acknowledged before me t h i s 
day of , A.D. 1979, by JAMES M. MASSELL, VICE-PRESIDENT-
LAND of RESOURCES INVESTMENT CORPORATION, Denver, Colorado, a 

c o r p o r a t i o n , on behalf of said c o r p o r a t i o n . 

(SEAL) 

Notary Public i n and f o r 
County, Colorado 

My commission e x p i r e s : 
(Type Name) 

THE STATE OF 

COUNTY OF 

The foregoing instrument was acknowledged before me t h i s 
day of , A.D. 1979, by JOHN HANSEN, as Attorney-in-Fact 
f o r Union O i l Company of C a l i f o r n i a , i n the capacity herein s t a t e d . 

(SEAL) 

My commission e x p i r e s : 

Notary Public I n and for- ~ 
County, Colorado 

(Type Name) 



THE STATE OF 

COUNTY OF 

The foregoing instrument was acknowledged before me t h i s 
day Of , A.D. 1979 , by JAKE L'. HAT-ION. 

(SEAL) 

Notary Public i n and f o r 
County, 

My commission e x p i r e s : ,„ 2 r (Type name) 

THE STATE OF 

COUNTY OF 

The foregoing instrument was acknowledged before me t h i s 
day of , A.D. 1979, by NANCY B. HAMON-

(SEAL) 

Notary Public i n and f o r 
County, 

My commission e x p i r e s : ,_ 
(Type name) 

THE STATE OF 

COUNTY OF 

The foregoing instrument was acknowledged before me t h i s 
day of , A.D. 1979, by EDWIN L. COX, I n d i v i d u a l l y and 
as Trustee and Executor of the Estate of Edwin B- Cox and as Agent 
f o r E l i z a b e t h Lockridge Cox, i n the capacity herein stated-

(SEAL) 

Notary Public i n and f o r 
County, _ 

My commission e x p i r e s : , m 

(Type name) 

THE STATE OF 

COUNTY OF 

The foregoing instrument was acknowledged before me t h i s 
day of , A.D. 1979, by EDWARD R. HUDSON, JR., as Executor 
and Trustee u/w Edward R. Hudson, i n the capacity herein s t a t e d . 

(SEAL) 

My commi s s i on expi res: 

Notary P u b l i c i n and f o r 
County, 

(Type Name) 



THE STATE OF 

COUNTY OF 

The foregoing instrument was acknowledged before me t h i s 
day of , A.D. 1979, by WILLIAM A. HUDSON, I I , Executor and 
Trustee u/w Edward R. Hudson, i n the capacity herein s t a t e d . 

(SEAL) 

Notary Public i n and f o r 
County, 

My commi ssion e x p i r e s : 
(Type Name) 

THE STATE OF 

COUNTY OF 

The foregoing instrument was acknowledged before me t h i s 
day of , A-D. 1979, by WILLIAM A. HUDSON. 

(SEAL) 

Notary Public i n and f o r 
County, _ 

My commission e x p i r e s : 
(Type Name) 

THE STATE OF 

COUNTY OF 

The foregoing instrument was acknowledged before me t h i s 
day of , A.D. 1979, by RCXIE E. HUDSON. 

(SEAL) 

Notary Public i n and f o r 
County, _ 

My commission expires: (Type Name) 

THE STATE OF 

COUNTY OF 

The foregoing instrument was acknowledged before me t h i s 
day of , A.D. 1979, by EDWARD R. HUDSON, JR., Agent and 
Attor n e y - i n - F a c t , i n the capacity herein stated -

(SEAL) 

Notary Public i n and f o r 
County, 

My commission e x p i r e s : (Type Name) 



WEST LEA PROSPECT REVISED ( I ) 
05-01-88 

EXHIBIT "A" 

ATTACHED t o and made a p a r t of t h a t c e r t a i n Operating Agreement 
dated August 1, 1979, by and between E s t o r i l Producing 
Corporation as Operator and Fred M. A l l i s o n , e t . a l . as 
Non-Operators. 

ALL LANDS ARE LOCATED IN TOWNSHIP 20 SOUTH, RANGE 34 EAST, LEA 
COUNTY, NEW MEXICO and LIMITED FROM 5,000 FEET BELOW THE SURFACE 
DOWN TO AND INCLUDING THE BASE OF THE MORROW FORMATION. 

I - CONTRACT AREA 

A. SE/4 of Section 9 
B. SW/4 of Section 10 
c. s/2 of Section 4, s/2 of Section 5, A l l of Section 8, 

N/2 and SW/4 of Section 9 

I I . OIL AND GAS LEASES 

A. Lease No. LC-064194 dated October 1, 1947, between The 
United States o f America, Lessor, and L. B. Hodges, 
Lessee, INSOFAR AND ONLY INSOFAR as s a i d lease covers 
the f o l l o w i n g described land, t o - w i t : 

S/2 of Section 4, S/2 o f Section 5, A l l of 
Section 8 and A l l of Section 9 

B. Lease No. NM-14799 dated February 1, 1972, between The 
United States of America, Lessor, and James N. McTighe, 
Lessee, INSOFAR AND ONLY INSOFAR as s a i d lease covers 
t h e f o l l o w i n g described l a n d , t o - w i t : 

SW/4 of Section 10 

I I I . INTERESTS OF THE PARTIES IN THE CONTRACT AREA 

A. . SE/4 of Section 9 

BEFORE PAYOUT OF AFTER PAYOUT OF 
UNION FEDERAL #1* UNION FEDERAL #1* 

E s t o r i l _ 22.916667% 13.750000% 
Allison'. 6.250000% 3 .750000% 
B i s t a t e 26.041666% 15.625000% 

, / s t r i n g e r 19.791667% 11.875000% 
j/ L a r i o 25.000000% 15.000000% 
Unocal 00.O0uOW)% 19.230679% 
Hamon 00.000000% 4.615385%-
Cox (Edwin L.) 00.000000% 0.576923% 
Cox ( E l i z a b e t h L.) 00.000000% 0.576923% 
Cox Estate 00.000000% 1.153846% 
Hudson,(William A.) 00.000000% 5.884615% 
Hudson ;Estate 00.000000% 5.884615% 
Moore Family I n t e r e s t s 00.000000% 2.076924% 

100.000000% 100.000000% 

B. sw/4 o f s e c t i o n 10 

(1.) Operations p e r t a i n i n g t o t h e union Federal "A" #1 

E s t o r i l 
A l l i s o n 
B i s t a t e 

10.107271% 
3.665625% 

19 . 308606% 
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$ S t r i n g e r 
J L a r i o 
/Unocal 
v" Hamon 
Graham Royalty 
Lakeview 
Hudson ( W i l l i a m A.) 
Hudson Estate 
Moore Family I n t e r e s t s 

8.951467% 
15.000000% 
19 . 230769% 
6.593407% 
2.197801% 
1.098900% 
5 . 884615% 
5.884615% 
2.076924% 

100.000000% 

(2.) Operations p e r t a i n i n g t o the Union Federal "A" 
#2 and a l l other operations i n the SW/4 of 
Section 10 (excluding operations p e r t a i n i n g t o 
t h e Union Federal "A" #1) 

UNION FEDERAL "A" #2 
BEFORE PAYOUT** 

UNION FEDERAL "A" #2 
AFTER PAYOUT ** 

& ALL OTHER OPERATIONS 

E s t o r i l 
A l l i s o n 
B i s t a t e 
S t r i n g e r 

j L a r i o 
JUnocal 
Graham Royalty 
Lakeview 
Hudson ( W i l l i a m A.) 
Hudson Estate 
Moore Family I n t . 
Hamon*** 

10.949543% 
3.971094% 

19.308606% 
9.697423% 

16.250000% 
23 .779379% 
2.197801% 

00.000000% 
5.884615% 
5.884615% 
2.076924% 

00.000000% 

10.82 
3.92 

19.3 0 
9 .59 

16. 07 
23.12 
2 .19 
1. 09 
5.88 
5.88 
2 . 07 

00 . 00 

9218% 
7455% 
8606% 
0858% 
1429% 
9579% 
7801% 
8900% 
4615% 
4615% 
6924% 
0000% 

C. S/2 o f Section 4, s/2 of Section 5, a l l of Section 
and the N/2 and SW/4 of Section 9 

E s t o r i l 4 094323% 
A l l i s o n 4 094322% 
B i s t a t e 3 750000% 
S t r i n g e r 4 197574% 

750000% 
U n o c a l 21 9599"35¥ 
Cox (Edwin L.) 0 576923% 
Cox ( E l i z a b e t h L.) 0 576923% 
Cox E s t a t e 1 153846% 
Hudson ( W i l l i a m A.) 5 884615% 
Hudson E s t a t e 5 884615% 
Moore F a m i l y I n t e r e s t s 2 076924% 
Hamon *** 0 000000% 
Resources 30 000000% 

*Payout i s d e f i n e d i n t h a t c e r t a i n L e t t e r Agreement dated June 
12, 1978, as amended, by and between Union O i l Company of 
C a l i f o r n i a and H i l c o Company. Union O i l company o f C a l i f o r n i a , 
e t . a l . , own the r i g h t t o convert o v e r r i d i n g r o y a l t y i n t e r e s t s 
t o working i n t e r e s t s a f t e r payout of t h e Union Federal #1. The 
a f t e r payout i n t e r e s t s shown above assume a l l p a r t i e s w i l l 
c onvert t o working i n t e r e s t s and w i l l be adjusted a c c o r d i n g l y at 
payout. 

**Lakeview e l e c t e d not t o p a r t i c i p a t e i n the union Federal "A" 
#2 w e l l pursuant t o the non-consent p r o v i s i o n s of A r t i c l e VI(B.) 
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h e r e i n and payout w i l l be c a l c u l a t e d i n accordance w i t h s a i d 
A r t i c l e . 

***Pursuant t o t h a t c e r t a i n L e t t e r Agreement dated February 1, 
1988, as amended, by and between Hamon and E s t o r i l , Hamon 
farmed-out i t s i n t e r e s t i n these lands t o E s t o r i l , A l l i s o n , 
S t r i n g e r , L a r i o and Unocal. The i n t e r e s t f i g u r e s shown under 
B.(2.) and C. above assume t h a t a t the time operations are 
conducted upon the a p p l i c a b l e lands, s a i d L e t t e r Agreement w i l l 
be i n f u l l f o r c e and e f f e c t . 

IV. ADDRESSES OF THE PARTIES 

E s t o r i l Producing Corporation 
400 West I l l i n o i s , S u i t e 1600 
Midland, Texas 79701 

Mr. Fred M- A l l i s o n 
P. O. BOX 4815 
Midland, Texas 79704-4815 

B i s t a t e O i l Company, I n c . 
502 Park Avenue 
28th F l o o r 
New York, New York 10022 

S t r i n g e r O i l and Gas 
P. O. BOX 3037 
San Angelo, Texas 76901 

L a r i o o i l and Gas Company 
3 01 South Market S t r e e t 
W i c h i t a , Kansas 67202 

Union O i l Company of C a l i f o r n i a 
P. O. Box 3100 
Midland, Texas 79702 

Hamon Operating Company 
RepublicBank. Tower 
325 St. Paul, S u i t e 3900 
D a l l a s , Texas 75201 

Edward R. Hudson, J r . , 
Agent and A t t o r n e y - i n -
Fact f o r A n i t a G. 
Moore, e t . a l . (Moore 
Family I n t e r e s t s ) 

616 Texas S t r e e t 
F t . Worth, Texas 76102 

Graham Royalty, L t d . 
5429 LBJ Freeway 
Su i t e 5501 
Da l l a s , Texas 75240 

Lakeview Partners, L.P., 
a Texas L i m i t e d 

P a r t n e r s h i p 
c/o V a l l e y View Energy 

Corporation 
1401 Elm S t r e e t 
S u i t e 1400 
Da l l a s , Texas 75202 

Edwin L. cox 
3800 I n t e r f i r s t One 
D a l l a s , Texas 75202 

E l i z a b e t h L. Cox 
3800 F i r s t N a t i o n a l Bank 
Da l l a s , Texas 75202 

Estate of Edwin B. Cox 
3800 F i r s t N a t i o n a l Bank 
Da l l a s , Texas 75202 

W i l l i a m A. Hudson 
616 Texas S t r e e t 
Ft. Worth, Texas 76102 

Estate o f Edward R. Hudson 
616 Texas S t r e e t 
Ft. Worth, Texas 76102 



EXHIBIT "A" 

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING 
AGREEMENT DATED AUGUST 1, 1979, BY AND BETWEEN ESTORIL 
PRODUCING CORPORATION AS OPERATOR, AND FRED M. ALLISON, 
ET AL, AS NON-OPERATORS 

ALL LANDS ARE LOCATED IN TOWNSHIP 20 SOUTH, RANGE 34 EAST, LEA COUNTY, 
NEW MEXICO and LIMITED FROM 5,000 FEET BELOW THE SURFACE DOWN TO AND 
INCLUDING THE BASE OF THE MORROW FORMATION. 

I . CONTRACT AREA 

A. SE/4 o f Section 9 
B. S/2 o f Section 4, S/2 of Section 5, A l l of Section 8, 

N/2 and SW/4 o f Section 9 and SW/4 Section 10 

I I . OIL AND GAS LEASES 

A. Lease No. LC-064194 dated October 1, 1947, between 
The United States of America, Lessor, and L. B. Hodges, 
Lessee, INSOFAR AND ONLY INSOFAR as said lease covers 
the f o l l o w i n g described l a n d , t o - w i t : 

S/2 o f Section 4, S/2 o f Section 5, A l l of 
Section 8 and A l l of Section 9 

B. Lease No. NM-14799 dated February 1, 1972, between The 
United States o f America, Lessor, and James N. McTighe, 
Lessee, INSOFAR AND ONLY INSOFAR as sa i d lease covers 
the f o l l o w i n g descrbied land, t o - w i t : 

SW/4 o f Section 10 

I I I . WORKING INTERESTS 

A. SE/4 o f Section 9 Before Payout of A f t e r Payout of 
Union Federal #1* Union Federal #1 

E s t o r i l Producing Corp. 6.25% 3.750% 
Fred M. A l l i s o n 6.25% 3.750% 
S t r i n g e r O i l & Gas 12.50% 7.500% 
L a r i o O i l and Gas Co. 25.00% 15.000% 
Resources Investment Corp. 50.00% 30.000% 
Union O i l Co o f CA -0- 19.230769% 
Jake L. Hamon -0- 4.615385% 
Edwin L. Cox -0- 0.576923% 
E l i z a b e t h L. Cox -0- 0.576923% 
Estate o f Edwin B. Cox -0- 1.153846% 
W i l l i a m A. Hudson -0- 5.884615% 
Estate o f Edward R. Hudson -0- 5.884615% 
Edward R. Hudson, J r . , Agent -0- 2.076924% \ 
and A t t o r n e y - i n - F a c t f o r 
A n i t a G. Moore, e t a l (Moore 
Family I n t e r e s t s ) 

100.00% 100.000000% 

*Payout i s defined i n t h a t c e r t a i n L e t t e r Agreement dated June 12, 1978, 
as amended, by and between Union O i l Company of C a l i f o r n i a and 
H i l c o Company. Union O i l Company o f C a l i f o r n i a , e t a l , own the 
r i g h t t o convert o v e r r i d i n g r o y a l t y i n t e r e s t s t o working i n t e r e s t s 
a f t e r payout o f the Union Federal #1. The a f t e r payout i n t e r e s t s 
shown above assume a l l p a r t i e s w i l l convert t o working i n t e r e s t s and 
w i l l be adjusted a c c o r d i n g l y a t payout. 

E x h i b i t "A" 
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B. S/2 o f Section 4, S/2 o f Section 5, A l l o f Section S, 
N/2 and SW/4 o f Section 9 and SW/4 o f Section 10 

E s t o r i l Producing Corp. 
Fred M. A l l i s o n 
S t r i n g e r O i l & Gas 
L a r i o O i l and Gas Co. 
Resources Investment Corp. 
Union O i l Co o f CA 
Jake L. Hamon 
Edwin L. Cox 
El i z a b e t h L. Cox 
Estate o f Edwin B. Cox 
W i l l i a m A. Hudson 
Estate o f Edward R. Hudson 
Edward R. Hudson, J r . , Agent 
and Attorney-in-Face f o r 
A n i t a G. Moore, et a l (Moore 
Family I n t e r e s t s ) 

3.750% 
3.750% 
7.500% 

15.000% 
30. 000%, 
19.230769% 
4.615385% 
0.576923% 
0.576923% 
1.153846% 
5.884615% 
5.884615% 
2.076924% 

100.000000% 

o 

U 6l 

IV. ADDRESSES 

E s t o r i l Producing Corporation 
Eleventh Floor-Vaughn B u i l d i n g 
Midland, Texas 79701 
A t t n : P h i l l i p D. Dunford 

Fred M. A l l i s o n 
Eleventh Floor-Vaughn B u i l d i n g 
Midland, Texas 79701 

S t r i n g e r O i l & Gas 
8700 C r o w n h i l l B l v d . , Suite 403 
San Antonio, Texas 78209 
A t t n : Richard McCullough 

L a r i o O i l and Gas Company 
P.O. Box 155 
Midland, Texas 79702 
A t t n : Stanley Fox 

Resources Investment Corporation 
800-B West Wall 
Midland, Texas 79701 
A t t n : J e f f Smith 

Union O i l Company o f C a l i f o r n i a 
P.O. Box 6 71 
Midland, Texas 79702 
A t t n : Robert V. Lockhart 

Jake L. Hamon 
P.O. Box 663 
Dal l a s , Texas 75221 

E x h i b i t "A" 
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Edwin L. Cox, E l i z a b e t h L. Cox and 
Estate of Edwin B. Cox 
3800 F i r s t N a t i o n a l Bank B u i l d i n g 
D a l l a s , Texas 75202 

W i l l i a m A. Hudson and 
Estate of Edward R. Hudson 
1000 F i r s t N a t i o n a l B u i l d i n g 
F o r t Worth, Texas 76102 

A t t n : Edward R. Hudson, J r . 

Edward R. Hudson, J r . , Agent and 
Att o r n e y - i n - F a c t f o r Anita G. Moore, 
et a l (Moore Family I n t e r e s t s ) 
1000 F i r s t N a t i o n a l B u i l d i n g 
F o r t Worth, Texas 76102 

THERE IS NO EXHIBIT "B" TO THIS AGREEMENT. 



COPAS — 1974 

Recommended by the 
v—trTTn Council o ' Pcrraleum 
faS&eO/ G 0 1 , I U L I A T t \o \ Accounronts Societies of 

Norlh America 

EXHIBIT "C " 

Attached to and made a part of _ _ _ H A _ L C E R T ^ • 
AGREEMENT_DATED AUGUST-L__ 19.7.2J3Y AND BETWEEN 
ESTORIL PRODUCING"CORPORATION AS OPERATOR AND 
J)RET;_.Ĵ _̂ LIjSI)N.J„EI...̂  _ 

ACCOUNTING P R O C E D U R E 
JOINT OPERATIONS 

I . GENERAL PROVISIONS 

L Definitions 

"Joint Properly" shah mean the real and persona) property subject lo the agreement to which this Accounting 
Procedure is attached. 

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

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

"'Operator" shall mean the party designated to conduct the Joint Operations. 

"Non-Operators" shall mean the parties to this agreement other than the Operator. 

"Parties" shall mean Operator and Non-Operators. 

" f i r s t Level Supervisors" shall mean those employees whose primary function in Joint Operations is the direct 
supervision of other employees and/or contract labor directly employed on the Joint Property in a field operat­
ing capacity. 

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

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

2. Statement and Billings 

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

3. Advances and Payments by Non-Operators 

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

Each Non-Operator shali pay its proportion of all bills within fifteen (15) days after receipt. If payment is not 
made within such time, the unpaid balance shall bear interest monthly at the rate of twelve percent (12',i:) per 
annum or the maximum contract rate permitted by the applicable usury laws in the state in which the Joint 
Property is located, whichever is the lesser, plus attorney's fees, court costs, and other costs in connection with 
the collection of unpaid amounts. 

4. Adjustments 

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

5. Audits 

A. Non-Operator, upon notice in writ ing to Operator and all other Non-Operators, shall have the right to audit Ope­
rator's accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month 
Period following the end of such calendar year; provided, however, the making of an audit shall not extend the 
time for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this 
Section L Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to 
Conduct joint or simultaneous audits in a manner which wi l l result in a minimum of inconvenience to the Opera­
tor. Operator shall bear no portion of the Non-Operators' audit cost incurred under this paragraph unless agreed 
to by the Operator. 

6- Approval by Non-Operators 

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



I I . DIRECT CHARGES 

Operator snail charge the Joint Account wi th the following items: 

1. Rentals and Royalties 

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

2. Labor 

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

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

(3) Salaries and wages of Technical Employees directly employed on the Joint Property i f such charges are 
excluded f rom the Overhead rates. 

B. ' Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to 
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section 
I I . Such costs under this Paragraph 2B may be charged on a "when and as paid basis" or by "percentage as­
sessment" on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this 
Section I I . If percentage assessment is used, the rate shall be based on the Operator's cost experience. 

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

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

3. Employee Benefits 

Operator's current costs of established plans for employees' group l ife insurance, hospitalization, pension, re­
tirement, stock purchase, th r i f t , bonus, and other benefit plans of a like nature, applicable Lo Operator's labor 
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section I I shall be Operator's actual 
cost not to exceed twenty per cent (20%). 

4. Material 

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

5. Transportation 

Transportation of employees and Material necessary for the Joint Operations but subject to the following l imi ta­
tions: 

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

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

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

G. Services 

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by 
Paragraph 9 of Section I I and Paragraph 1. i i of Section I I I . The cost of professional consultant services and con­
tract services of technical personnel directly engaged on the Joint Property if such charges are excluded f rom the 
Overhead rates. The cost of professional consultant services or contract services of technical personnel not d i ­
rectly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed to by 
the Parties. 

7. Equipment and Facilities Furnished by Operator 

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

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

8. Damages and Losses to Joint Properly 

A l l costs or expenses necessary for the repair or replacement of Joint Property made necessary because of dam­
ages or losses incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operator's 
gross negligence or w i l l f u l misconduct. Operator shall furnish Non-Operator written notice of damages or losses 
incurred as soon as practicable after a report thereof has been received by Operator. 

3. Legal Expense 

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment o l judgments 
and amounts paid for settlement of claims incurred in or resulting from operations under the agreement or 
necessary to protect or recover the Joint Property. •e>***,pt-HiaV no charge fop-setviooo of Operators logo! ctoff 
XH^eoO'Or o»penp&-of outcido attorneys khall bo mario unless •pi^uiwucly agro«d-U>-W. tho gartioc. No legal 
expense is considered to be covered by the overhead provisions of Section I I I unless otherwise agreed to by the 
Parties, except as provided in Section I , Paragraph 3. 



10. Taxes 

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

11. Insurance 

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

12. Other Expenditures 

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

U l . OVERHEAD 

1. Overhead - Dri l l ing and Producing Operations 

i . As compensation for administrative, supervision, office services and warehousing costs. Operator shall charge 
dri l l ing and producing operations on either: 

( j(. ) Fixed Rate Basis, Paragraph 1A, or 
- i >• Percentage Baaio.-Paragpoph ID. 

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices 
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable 
under Paragraph 2A. Section II.- The cost and expense of services f rom outside sources in connection with 
matters 0f taxation, traffic, accounting or matters before or involving governmental agencies shall be considered 
as included in the Overhead rates provided for in the above selected Paragraph of this Section I I I unless such 
cost and expense are agreed to by the Parties as a direct charge to the Joint Account. 

i i . The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant 
services snd contract services of technical personnel directly employed on the Joint Property ahull (—J- shall 
not ( ) t ) be covered by the Overhead rates. 

A, Overhead - Fixed Rate Basis 

(1) Operator shall charge the Joint Account at the following rates per well per month: 

Dril l ing Well Rate $ ? 4 P , 1 . Q f) 
Producing Well Rate $ 2 9 3 . 0 0 

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

(a) Dril l ing Well Rate 

[1 ] Charges for onshore drill ing wells shall begin on the date the well is spudded and terminate on 
the date the dri l l ing or completion, rig is released, whichever is later, except that no charge shall 
be made during suspension of dri l l ing operations for fif teen (15) or more consecutive days. 

[2 ] Charges for offshore dri l l ing wells shall begin on the date when dri l l ing or completion equipment 
arrives on location and terminate on the date the dr i l l ing or completion equipment moves off loca­
tion or rig is released, whichever occurs first, except that no charge shall be made during suspen­
sion of dri l l ing operations for fif teen (15) or more consecutive days 

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

(b) Producing Well Rates 

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

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

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

manent sales outlet. 

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

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

(3) The well rates shall be adjusted as of the f irs t day of A p r i l each -year following the effective date of the 
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by mul t i ­
plying the rate currently in use by the percentage increase or decrease in the average weekly earnings of 
Crude Petroleum and Gas Production Workers for the last calendar year compared to the calendar year 
preceding as shown by the index of average weekly earnings of Crude Petroleum and Gas Fields Produc­
tion Workers as published by the United States Department of Labor, Bureau of Labor Statistics, or the 
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be 
the rates currently in use, plus or minus the computed adjustment. 



B. Overhead - Percentage Basis 

(1) OyKHLkff shall uhapge the Joint Aooount at tho fallowing ratov 

(a) Development 

Percent ( % ) of the cost of velopment of the Joint Property exclusive of costs 
salvage credits. 

(2) 

provided under Paragraph 9 of Section I I anc 

(b) Operating 

Percent ( % ) oL-tfte cost of Operating the Joint Property exclusive of costs provided 
under Paragraphs I and 9 of Se^rfion I I , all salvage credits, the value of injected substances purchased 
for secondary recovery and siftaxes and assessments which are levied, assessed and paid upon the min ­
eral interest in and to t j ^ J o i n t Property. 

Application of Overhead^ Percentage Basis shall be as follows: 
For the purpose of determining charges on a percentage basis under Paragraph I B of this Section I I I , de­
velopment shall iffclude all costs in connection with dri l l ing, redrilling, deepening or any remedial opera­
tions on a n y ^ f a l l wells involving the use of dri l l ing crew and equipment; also, preliminary expenditures 
necessarv^ffi preparation for dri l l ing and expenditures incurred in abandoning when the well is not com-
pleted^as a producer, and original cost of construction or installation of fixed assets, the expansion of fixed 

and any other project clearly discernible as a fixed asset, except Major Construction as dei.ned in 
•ttgfaph-3-of-thw-Soetion I I I , -Al l othar gone GhaH..fea.oowdarad. »E 

2. Overhead - Major Construction 

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the ex­
pansion of fixed assets, and any other project clearly discernible as a fixed asset required for the development and 
operation of the Joint' Property, Operator shall either negotiate a rate prior to the beginning of construction, OP ohall 
charge the -Joiftt A (mount for Q',Kfhaad bssed-
of $_ 
A. _ 
B. _ 
C. _ 

. % of total costs i f such costs are more than $. 

. % of total costs in excess of $_ 

.% of total costs inex«»B3-orti7t300,000. 

plus 
less than $1,000,000; plus 

Total cost le gross cost of any one project. For the purpose of this paragraph, the component parts 
•projeol-shoU n o t ho troated.coparately and-tho poet of-dr i l l ing and-werkovetr walls-shall bo owoludod. 

3. Amendment of Rates 

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

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

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

1. Purchases 

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

2. Transfers anil Dispositions 

Material furnished tr> ihe Joint Property and Material transferred f rom the Joint Property or disposed of by the 
Operator, unless otherwise agreed to by the Parties, shall be priced on the following bases exclusive of cash dis­
counts: 

A. New Material (Condition A ) 

(1) Tubular goods, except line pipe, shall be priced at the current new price in effect on date of movement on a 
maximum carload or barge load weight basis, regardless of quantity transferred, equalized to the lowest 
published price f.o.b. railway receiving point or recognized barge terminal nearest the Joint Property 
where such Material is normally available. 

(2) Line Pipe 

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

(b) Movement of 30,000 pounds or more shall be priced under provisions of tubular goods pricing in Para­
graph 2A (1) of this Section IV. 

(3) Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliable 
supply store or f.o.b. railway receiving point nearest the Joint Property where such Material is normally 
available. 

B. Good Used Material (Condition B) 

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

(1) Material moved to the Joint Property 

(a) A l seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section IV. 

(2) Material moved from the Joint Property 
(a) At seventy-five percent (75^.) of current new price, as determined by Paragraph 2A of this Section IV. 

i f Material was originally charged to the Joint Account as new Material, or 



(b) at s ixty-five percent (65%) of current new price, as determined by Paragraph 2A of this Section 
IV. if Material was originally charged to the Joint Account as good used Material at seventy-five per-
cent (75%) of current new price. 

The cost of reconditioning, if any. shall be absorbed by the transferring property. 

C. Other Used Material (Condition C and D) 

(1) 'Condition C 

Material which is not in sound and serviceable condition and not suitable for its original function unt i l 
after reconditioning shall be priced at f i f t y percent (50%) of current new price as determined by Para­
graph 2A of this Section IV. The cost of reconditioning shall be charged to the receiving properly, pro­
vided Condition C value plus cost of reconditioning docs not exceed Condition B value. 

(2) Condition D 

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

D. Obsolete Material 

Materia] which is serviceable and usable for its original function but condition and/or value of such Material 
is not equivalent to that which would just i fy a price as provided above may be specially priced as agreed to by 
the Parties. Such price should resuit in the Joint Account being charged with the value of'the service ren­
dered by such Material. 

E. Pricing Conditions 

(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (15(0 per 
hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, when 
actual hauling cost of such-tubular goods are equalized under provisions of Paragraph 5 of Section I I . 

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

3. Premium Prices 

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

4. Warranty of Material Furnished by Operator 

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

V. INVENTORIES 

The Operator shall maintain detailed records of Controllable Material. 

1. Periodic Inventories, Notice and Representation 

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

2. Reconciliation and Adjustment of Inventories 

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

3. Special Inventories 

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

4. Expense of Conducting Periodic Inventories 

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



EXHIBIT "D 

ATTACHED'TO AND MADE A PART THEREOF TO THAT CERTAIN OPERATING 
AGREEMENT DATED AUGUST 1, 1979 BY AND BETWEEN ESTORIL 
PRODUCING CORPORATION AS OPERATOR AND FRED M. ALLISON, ET AL 
AS NON-OPERATORS. 

INSURANCE 

Operation s h a l l , a t the j o i n t expense of the p a r t i e s hereto 
a t a l l times w h i l e operations are conducted hereunder, provide 
w i t h responsible insurance.companies, insurance as f o l l o w s : 

a. Workmen's Compensation insurance i n accordance 
w i t h the laws of the s t a t e i n which the o p e r a t i n g 
area i s l o c a t e d , and Employer's L i a b i l i t y I n s u r ­
ance w i t h l i m i t s of not l e s s than $100,000.00; 

b. P u b l i c L i a b i l i t y Insurance w i t h respect t o b o d i l y 
i n j u r i e s w i t h l i m i t s of not less than $100,000.00 
as t o any one person and $300,000.00 as t o any 
one a c c i d e n t ; and Property Damage L i a b i l i t y I n s u r ­
ance w i t h l i m i t s of not less than $100,000.00 as 
to any one acc i d e n t ; 

c. Automobile P u b l i c L i a b i l i t y Insurance w i t h respect 
t o b o d i l y i n j u r i e s w i t h l i m i t s of not less than 
$100,000.00 as to any one person and $500,000.00 
as t o any one accident; a l s o . Automobile P u b l i c 
L i a b i l i t y Insurance w i t h respect t o Property 
Damage w i t h l i m i t s of not less than $100,000.00 
as t o any one accident; and 

d. Umbrella L i a b i l i t y w i t h respect t o excess over 
minimum scheduled l i a b i l i t y p o l i c i e s of 
$1,000,000.00. 

Operator s h a l l not p r o v i d e , f o r the j o i n t account of the 
p a r t i e s h e r e t o , insurance a g a i n s t the hazards of f i r e , windstorm, 
e x p l o s i o n , blowout, c r a t e r i n g , r e s e r v o i r damage, p o l l u t i o n damage, 
or insurance other than t h a t s p e c i f i e d above. 

I t i s understood t h a t Operator does not warrant the f i n a n c i a l 
r e s p o n s i b i l i t y of i t s insurance c a r r i e r , and except f o r w i l l f u l 
negligence, Operator s h a l l not be l i a b l e t o Non-Operators f o r any 
loss r e s u l t i n g from i n s u f f i c i e n c y of the insurance c a r r i e d , or of 
the i n s u r e r w i t h whom c a r r i e d . Operator s h a l l not be l i a b l e t o 
Non-Operators f o r any loss accruing by reason of the Operator's 
i n a b i l i t y t o o b t a i n or maintain the above insurance, but Operator 
s h a l l n o t i f y Non-Operators i n w r i t i n g , i f i t i s unable t o o b t a i n 
or m a i n t a i n such insurance. 



EXHIBIT "E 

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING AGREEMENT 
DATED AUGUST 1, 1979 BY AND BETWEEN ESTORIL PRODUCING 
CORPORATION, OPERATOR, AND FRED M. ALLISON, ET AL, NON-OPERATORS. 

GAS BALANCING AGREEMENT 

1. Each p a r t y s h a l l have the r i g h t t o take i n kind and separately 
dispose of i t s p r o p o r t i o n a t e share of the gas produced from gas 
we l l s on the U n i t Area and s h a l l be e n t i t l e d to an o p p o r t u n i t y 
to produce i t s f a i r share of the allowable production f o r a gas 
w e l l { i n c l u d i n g l a w f u l tolerances) e s t a b l i s h e d by appr o p r i a t e 
r e g u l a t o r y a u t h o r i t y . 

2. The Unit Operator s h a l l have the duty of c o n t r o l l i n g gas w e l l 
production and the r e s p o n s i b i l i t y of ad m i n i s t e r i n g the p r o v i ­
sions of t h i s agreement. Unit Operator s h a l l cause d e l i v e r i e s 
to be made to the gas purchasers a t such r a t e s as may be r e ­
quired to give e f f e c t to the i n t e n t t h a t the gas production 
accounts of a l l p a r t i e s are to be brought i n t o balance under 
the p r o v i s i o n s contained h e r e i n . 

3. To give e f f e c t t o the i n t e n t of t h i s agreement, the Unit Operator 
s h a l l be governed by the f o l l o w i n g r i g h t s of each p a r t y : 

{a) When the w e l l ' s c u r r e n t production i s less than the w e l l 
allowable due to e i t h e r the capacity of the w e l l to pro­
duce or the U n i t Operator causing the w e l l t o produce 
below allowable i n order to p r o p e r l y balance w e l l a l l o w ­
able overproduction: 

1) Each underproduced p a r t y (a p a r t y who has taken a 
lesser volume of gas than the q u a n t i t y to which 
such p a r t y i s herein e n t i t l e d ) s h a l l have the r i g h t 
to take a greater amount of gas than i t s p r o p o r t i o n a t e 
share of the w e l l ' s c u r r e n t p r o d u c t i o n , provided t h a t 
the r i g h t to take such gr e a t e r amount s h a l l be i n pro­
p o r t i o n t h a t i t s i n t e r e s t bears to the t o t a l i n t e r e s t 
of a l l underproduced p a r t i e s d e s i r i n g to take more 
than t h e i r p r o p o r t i o n a t e share of the w e l l ' s c u r r e n t 
p r o d u c t i o n . 

2) Each overproduced party (a p a r t y who has taken a 
greater volume of gas than the q u a n t i t y t o which 
p a r t y i s herein e n t i t l e d ) s h a l l reduce i t s r e s p e c t i v e 
takes i n the p r o p o r t i o n t h a t such party's i n t e r e s t 
bears to the t o t a l i n t e r e s t o f a l l overproduced p a r t i e s , 
but i n no event s h a l l any overproduced p a r t y be re q u i r e d 
to reduce i t s takes to less than s e v e n t y - f i v e percent 
(75%) of such overproduced pa r t y ' s p r o p o r t i o n a t e share 
of the w e l l ' s c u r r e n t p r o d u c t i o n . 

(b) When the w e l l ' s c u r r e n t production i s less than the w e l l a l l o w 
able due to combined p i p e l i n e takes or f o r reasons other than 
i n subparagraph (a) above: 

1} Each underproduced p a r t y s h a l l have the r i g h t s as i n 
subparagraph (a) (1) above. 

2) Each overproduced p a r t y s h a l l reduce i t s respective 
takes i n the p r o p o r t i o n t h a t such par t y ' s i n t e r e s t 
bears to the t o t a l i n t e r e s t of a l l overproduced 
p a r t i e s , but i n no event s h a l l any overproduced 
p a r t y be required to reduce i t s takes t o less than 
s e v e n t y - f i v e percent (75%) of such overproduced 
par t y ' s p r o p o r t i o n a t e share of the w e l l a l l o w a b l e . 



(c) When the w e l l ' s c u r r e n t production i s equal to or greater 
than the w e l l a l l o w a b l e : 

1) Each underproduced p a r t y s h a l l have the r i g h t to 
take a greater amount of gas than i t s p r o p o r t i o n ­
ate share of the w e l l a l l o w a b l e , provided t h a t 
the r i g h t . t o take such greater amount s h a l l be i n 
the p r o p o r t i o n t h a t i t s i n t e r e s t bears to the t o t a l 
i n t e r e s t s of a l l underproduced p a r t i e s d e s i r i n g to 
take more than t h e i r p r o p o r t i o n a t e share of the 
w e l l - a l l o w a b l e . 

2) Each overproduced p a r t y sha11 have the r i g h t s as 
i n subparagraph {a) (2) above. 

(d) The Unit Operator, a t the request of any p a r t y , may produce 
the e n t i r e w e l l stream, i f necessary, f o r a d e l i v e r a b i l i t y 
t e s t not to exceed seventy-two (72) hours d u r a t i o n r e q u i r e d 
under such req u e s t i n g p a r t y ' s gas sales c o n t r a c t and may 
overproduce i n any other s i t u a t i o n provided t h a t such 
overproducing would be c o n s i s t e n t w i t h prudent operations. 

Each p a r t y t a k i n g gas s h a l l f u r n i s h the Unit Operator a monthly 
statement of gas taken. A f t e r commencement of production, U n i t 
Operator s h a l l f u r n i s h to a l l p a r t i e s each month a c u r r e n t 
account o f the gas balance between p a r t i e s hereto i n c l u d i n g the 
t o t a l q u a n t i t y of gas produced, the p o r t i o n thereof used i n Unit 
o p e r a t i o n s , vented or l o s t and the t o t a l q u a n t i t y of gas 
d e l i v e r e d to a market. 

Each p a r t y producing and/or d e l i v e r i n g gas to i t s purchaser s h a l l 
pay any and a l l production taxes due on such gas. 

Each p a r t y t a k i n g gas s h a l l be responsible f o r the e n t i r e payment 
to each r o y a l t y owner ( i n c l u d i n g owners o f o v e r r i d i n g r o y a l t y and 
and p r o d u c t i o n payments) e n t i t l e d to payment f o r the gas which 
such p a r t y takes, such payment to be based upon the gas produced 
and the p r i c e received. 

When gas sales from a gas w e l l permanently cease. Unit Operator 
s h a l l be responsible to determine the f i n a l accounting of under­
p r o d u c t i o n and overproduction and each overproduced party s h a l l 
account to and compensate each underproduced p a r t y w i t h a sum 
of money equa1 t o the amount a c t u a l l y received, less a p p l i c a b l e 
taxes, by any such overproduced p a r t y from the sale of t h a t p a r t 
of the t o t a l cumulative volume of gas produced which the under­
produced p a r t y was e n t i t l e d to take. The amount of such r o y a l t i e 
s h a l l be deducted from such payment. 

The p r o v i s i o n s of t h i s agreement s h a l l be separately a p p l i c a b l e 
to each gas w e l l . 

A l l p a r t i e s hereto s h a l l share i n and own the condensate 
recovered a t the surface i n accordance w i t h t h e i r r espective 
i n t e r e s t . 



UWI Lease Name Well NumSpud Date Comp Date Operator Name Current Operator Location 
30025262720002 UNION FEDERAL 1 SNOW OIL & GAS INC SNOW OIL & GAS INC 20S 34 E 9 
30025343190000 TRUMAN "5' FEDERAL 1 READ & STEVENS INC READ & STEVENS INC 20S 34E 5 SE SE 
30025343200000 TRUMAN '9' FEDERAL 1 READ & STEVENS INC READ & STEVENS INC 20S 34E 9 NW NE 
300257034790 MATADOR '5' FEDERAL 1 TXO PROD CORP TXO PROD CORP 205 34E5NWSW 
30025748002001 MESQUITE "8' FEDERAL 1 NEARBURG PROD CO NEARBURG PROD CO 20S 34E 8 C SW SV 
30025127180000 JACKSON 1 1927-06-15 1927-10-06 TEXAS PRODUCTION CO TEXAS PRODUCTION CO 20S 34E 4 
30025024190000 SWEARINGER 1 1934-10-18 1935-05-20 TEXACO INCORPORATED TEXACO INCORPORATED 20S 34E 8 

30025024210000 SWEARINGER 2 1944-07-19 1944-12-12 TEXACO INCORPORATED TEXACO INCORPORATED 20S 34E 9 
30025024120000 FEDERAL 2 1958-01-30 1958-03-06 HUDSON & HUDSON HUDSON & HUDSON 20S 34E 4 
30025024200000 HODGES-FEDERAL 3 1958-11-19 1958-12-27 HUDSON WM A&HUDSON E HUDSON WM A&HUDSON E 20S 34E 9 
30025262720000 UNION FEDERAL 1 1979-03-30 1979-06-26 ESTORIL PROD CORP ESTORIL PROD CORP 20S 34E 9 
30025262720001 UNION FEDERAL 1 1982-06-16 1982-11-27 ESTORIL PROD CORP ESTORIL PROD CORP 20S 34E 9 

30025305190000 POWELL FEDERAL 1 1988-12-04 1989-01-21 FENN BILL INC SNOW OIL & GAS INC 20S 34E4SE SE 

30025306330000 POWELL FEDERAL 1989-07-08 1989-07-25 FENN BILL INC FENN BILL INC 20S 34E4NWSE 

30025310560000 MATADOR '5" FEDERAL 1 1990-12-22 1991-07-27 MARATHON OIL COMPANY MARATHON OIL COMPANY 20S 34E 5 NW SW 

3002S317170000 SO FEDERAL 1 1992-09-14 1993-01-07 SNOW OIL 8i GAS INC SNOW OIL & GAS INC 20S 34E9NENE 

30025328210000 UNOCAL FEDERAL "8" 1 1995-05-22 1996-10-18 READ 8t STEVENS INC READ & STEVENS INC 20S 34E 8 SW NW 

30025330430000 TRUMAN FEDERAL 1 1995-08-29 1995-10-19 READ & STEVENS INC READ & STEVENS INC 20S 34E 4 

30025306330001 TRUMAN FEDERAL 2 1995-12-27 1996-02-11 READ & STEVENS INC READ & STEVENS INC 20S 34E4NWSE 

3002S333740000 TRUMAN FEDERAL 3 1996-04-11 1996-06-24 READ & STEVENS INC READ & STEVENS INC 20S 34E 4 

30025335160000 TRUMAN FEDERAL 4 1996-07-31 1996-09-11 READ & STEVENS INC READ 8i STEVENS INC 20S 34E 4 

30025336650000 TRUMAN FEDERAL 5 1996-10-28 1996-12-15 READ & STEVENS INC READ & STEVENS INC 20S 34E 4 

30025338590000 TRUMAN FEDERAL 6 1997-03-06 1997-04-21 READ & STEVENS INC READ & STEVENS INC 20S 34E 4 

30025338720000 TRUMAN FEDERAL 7 1997-05-12 1997-06-19 READ & STEVENS INC READ & STEVENS INC 20S 34E 4 



READ & STEVENS, INC. 

Mailing address 
P.O. Box 1518 
Roswell, New Mexico 88202 

OIL PRODUCERS 
400 Perm Plaza, Suite 1000 

Roswell, New Mexico 88201 

Phone: 575/622-3770 
Fax; S75/622-8643 

RECEIVED 
April 25,2014 

Certified Mail 

WORKING INTEREST OWNERS 

RE: Proposed Horizontal 3 r d Bone Spring Test 
North Lea 9 Fed #2H 
Section 9, T-20-S, R-34-E 
Lea County, New Mexico 

Ladies and Gentlemen: 

Read Operating Company, LLC ("ROC") proposes to drill a horizontal 3 r t Bone Spring 
test in Section 9, T-20-S, R-34-E, Lea County, New Mexico. The well will be called the North 
Lea 9 Fed #2H with a surface location of 200' FSL and 1670' FEL of Section 4, T-20-S, R-34-E 
and a bottom hole location of 330' FSL and 1670! FEL of Section 9, T-20-S, R-34-E. We 
anticipate drilling the well to a total vertical depth of approximately 10,930' and total measured 
depth of 15,818'. I f successful, a 160 acre project area/spacing unit will be assigned to the well 
comprising of the W/2E/2 of Section 9. We will additionally drill a pilot hole to the middle of 
the Wolfcamp Zone with sidewall cores and full log suite, and you will be required to make an 
election at casing point. 

Enclosed are duplicate originals of ROC's costs estimate (AFE) for this well. The 
estimated cost is $8,069,520, as shown on the enclosed AFE. Please indicate in the space 
provided on page 3 of this letter, your election to participate in this proposal by signing and 
returning the enclosed AFE along with the same Page 3 within 30 days of receipt of tliis letter to 
the attention of: Dianna Dosher, Landman, Read & Stevens, Inc., P.O. Box 1518, Roswell, NM, 
88202-1518. We anticipate operations to commence on or about July 1, 2014. Those parties 
electing not to participate or failing to respond within 30 days of receipt of this letter, shall be 
deemed to have elected to go non-consent in this operation. 

Please note that ROC's AFE provides that by signing the AFE, you agree to be covered 
by ROC's well control insurance and agree to the limits within and carrier of such insurance, 
neither of which is guaranteed as sufficient by ROC. In order to decline coverage by ROC's well 
control insurance, you must sign the second signature line on the AFE and additionally provide 
ROC a Certificate of Insurance with waiver of subrogation prior to spud date and agree to hold 



READ & STEVENS, INC. 

ROC harmless for any loss to your interest not covered by your insurance or as otherwise set 
froth in Exhibit D to the Operating Agreement. Also, i f you have not already done so, please 
provide "Well Information Requirements" and contact information in order that ROC can 
provide daily drilling reports and test results on the proposed well. 

Feel free to contact myself or Dianna Dosher if you have any questions or would like to 
discuss this proposal in greater detail. I can be reached by phone at (575) 622-3770 ext. 307 or 
via email at rmcnVmn@.read-steveris.corn. Dianna can be reached at extension 305 or via e-mail at 
ddosher@read-stevens.com. 

Very truly yours, 

READ & STEVENS, INC 
READ OPERATING COMPANY, LLC 

Rory McMinn, 
President 

Djanna Dosher, 
Landman 

Enclosures 
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READ & STEVENS, INC. 

READ OPERATING COMPANY, LLC 

Election to Participate in the Read Operatjpg Company, LLC's North Lea 9 Fed #2H, 3 r d Bone 
Spring Formation Test 

IAVE hereby: 

Elect to Participate 

Elect to Participate and acquire percentage of any non-consent 

DO NOT Elect to Participate 

Name: 

By: 

Its: 

Date: 

**A postage paid envelope is being provided for return of this Election Paee: i f participating 
your sisned AFE; the signatory and acknowledgement of the JOA and your prepayment ** 

3 



4 0 AVtfF A w j h M l A IMtt KVa 

(P5f<2>J7W 

Well tame; North LuSFtd Com MH 
CPuncr, Statal Lu Ceiaity, NM 
PrOfBOUMDI UBU 

AUTHDRrTY FOR EXPENDITURE 
Naw Drilling, Recompletlon St Re-Entry 

Location: Set 9, T23S. M»E 
Rild: Bonuerlntt 
SHLJ 2MTSLJneTom 
BHIJ ssois. t ISTOTO. 

WE Number: 
AFE Deter 3/UAC14 

Q » • Pri 
Ouara*Qte O*-

Q u i n 

TptiorftRlon Cod* OiHPns lntinglblei CM i I Completion intentl M M Total Colt 1 
Surface Darnaoe* 184 3.203 \ C 3.2031 
Conductor Setting 101 C W1 I < D| 
Fuel 202 283,008 302 33.7B2 298,787 
Location, Roads, ROW 4 Damage) 203 146.781 303 21.350 1SB,l3ll 
M oWHzaUorvDemobilizaUon 204 234.850 184 6.540 241,3S0| 
Oosed Loop Solids Control EauWrnent 207 58,686 307 5.704 85,394! 
OflSma Day WotK 209 748.11: 309 64.510 830,«4| 
Pickup & Leydown 210 C 310 0 oj 
gsologlst/Englneerlnr] Consultant 111 BB.4S1 111 23.699 11O,1B0i 

212 57.111 312 4,270 61.Mil 
Plug Bom 31) 0 313 0 OJ 
CWiad loop Maul -off/Dlipoul 21* i2Q.ese t 120^56 
Cass™ Crow 0 314 01 c 
Mud & ChemtaH 215 1S4.788 315 9.eosi 164,3s; 
Trailer, Sew;. Com 21S 51.288 318 3.8451 55.113 
tilud/Qas Sep A Fran Una 117 0 31T 01 < 
Water 211 33.767 318 2BS,664fl 339.421 
SQiipment Rental (SiA Surface) 229 3.203 328 0 
Eounnefrt Rental 221 (3.570 321 93.861 103,43; 
Ofwr Special Enutoment 222 S.33S 323 c 5^38 
WNint Lofli 224 241.2s: 124 C 241^55 
Wireline S.C°ltTubino. 22S c 328 < C 
Dffll Blent Test 22T c 328 c c 
Cortia & Teitlng 221 46.871 327 c 48,871 
Mud Longing 230 41.811 384 0 41,811 
Land Man Sorvlce 0 311 0 C 
TrucWna 213 95.183 333 9B.S37 103,800 
Suoendilon 216 89.01 S 38* 7.817 78,833 
Cement A Float Equipment 239 130.765 ss» 65,118 165.BB8 
Bond Lon, Parloratinrj 242 0 342 0 0 
Safety Equipment 0 343 0 0 
MSdisna 245 C 348 . 0 0 
ZkjnnW'Jon Unit 248 t 348 12,0441 22.044 
DozwiForHlft 2SD C 380 Ol C 
Contract Sarvicea 2S1 c 181 0 c 
irmxanea 25i 152 ul 13,803 
Ifueactai 284 42JT21 354 ol 42^28 
Lejal 255 I 158 ol 0 
DrSSig TWt 256 t 01 c 
Dmtiead 25? 8,001 367 oi e.ooc 
&igjneenrto Servicai • 2B0 201.751 380 0 201.7£e 
Professional Fan 263 1 0 • < 
Mitt Coroecttoro & ntOnot 1 388 26.6881 28,8S< 
Fracturino Service 261 1 311 2,ri«8,&J->l 2,348,500 
Plpef n« Comouctlon 1 370 ol 0 
PltUntr 272 1 371 ol a 
Sleo Rale TeerJno 1 372 a 0 
tniectfonFsll OfTTeit 1 178 0 c 
Roustabout Labor 277 5.33011 377 42.700 48,03S 
Sefew J. Environment 278 7,4Bl| 381 c 7,481 
Pump In Test on 37B i C 

(Survey. P*rmll 211 01 380 i c 
rtDCW UD BOP 214 i i asu lee S.5M 29.8N 
Tunwev 287 387 ' C 
Fithma Servlcei 2>0 

• 
398 c C 

Other lr«eno1b!e» 380 c C 
Stractonal OrHEra 2*1 404.17 391 4.22 408^98 
Oder Services 292 38.43 392 4,27 42.700 
Water DUpowl 293 391 0 
Other Mattrtau a, Suppfiti 214 194 t 
Welder & Labor 2)9 18.25. 388 4.05" 21311 
Othar Labor 299 2.13 3 » 2,135 

Canaioencv 3 JS% M * l U .TO 127.021 
TOTAl INTANGIBLES ( I t < u e ! » l 1 3.MS.230II 8 .M1 .484 I 

Old* 1 C«nelulonTv«tUu | ToulCoil 1 
Wel^eail 415 0 48,413 
Conductor 401 11,929 0 11,926 
Casha 13-3/8": 4M, J^S, STC - 1800T1 (J134.e7jH 483 59,216 a 5B.216 

• fl-fi/8--.3ail,J-S5.STC- 55tranfll3i.TBjn 40t 190,331 : 198,331 
0 0 

H/2"! 17».HCP-110.BTC-ie900nttE14.2Sm 803 241.889 241,889 
ruoino 2-7/B~ BJUt. L-B0. EUE8RO- 1«QQ(lfflS.*Wl 454 SOB S4.1B2 94,182 
FtowCnea. Valvei. Flttlno* 82* 89.388 B9,3BB 
Storage FacJISes 530 89.870 89.873 
Separaliori Eouiomefil 333 42.700 42,703 
ElBCWtBl EuuiDmenl 842 42.700 *2,700 
MlaoaCBnaouaTannlbla Ejeubmert 442 540 80.083 BO.0B3 
Pumfliio Equramant 827 98.075 86,075 
r^MitotattOraJTjttotfiKori 941 34.10C 34.160 
^xiUr.oencyeu 483 iajB3 583 S2.421 71,374 

TOTAL TANCIILO 134.84C 843.227 l,H7i,487 
0<ilJnj(»r(t»M Cainfdaticn Tata) 

TOTAL W£U COST 3.181.083 4.188^57 8,889,820 

(repmrHyi 

Companf Aporoviu . 
Rorr MCMlnrv Praurlent 

Mint Owner Imtroc 

Joint Owntr Ac prowli. Joint Owner: 

By exacuHon or thte AFE, in« sbova slgnea I i igrBaina lo be covered by me Opsratoi'i wall control inauranc* anil agraolng to the Amite w«Wn ana 
tarrttr of men InturiDC*. ntllbir ol wttcn l l ouarBntaat) sa sufficient by Operator, In order to decltno eoveraga by Operats'1! wall csntni insuiuice, 
yau miattlsn tnrow andprovUa a Cortffleete of Jniuranea wilh waJvarof lubrooaOon prior to apud dntaand agra* W riold Operator barmleM 
Inanyloai tayot rHatat t iH^ceNtr td t^YWheunntaoTn of the Joknt OpeoWno AaraemenL 

Agree to dacllna cover»B», provide proof, and hold barmlaea: 



A.A.P.L. FORM 610 -1989 

MODEL FORM OPERATING AGREEMENT 
HORIZONTAL MODIFICATIONS 

OPERATING AGREEMENT 

DATED 

Apri l IS _ , 2014 , 
Ytar 

OPERATOR READ OPERATING COMPANY, L L C (ROC) 

CONTRACT AREA TOWNSHIP 20 SOUTH, RANGE 34 EAST 

SECTION 9: E/2 AS TO DEPTHS FROM 6,500 FEET SUBSURFACE DOWN TO THE BASE 

OF THE MORROW FORMATION. (CONTRACTAREA "A") 

SECTION 9: W/2 AS TO DEPTHS FROM 5,000 FEET SUBSURFACE DOWN TO THE BASE 

OF THE MORROW FORMATION. (CONTRACTAREA "B") 

COUNTY QR-PAfUSH OF LEA , STATE OF NEW MEXICO 

COPYRIGHT 2013 - ALL RIGHTS RESERVED 
AMERICAN ASSOCIATION OF PROFESSIONAL 
LANDMEN, 4100 FOSSIL CREEK BLVD. FORT 
WORTH, TEXAS, 7SI37, APPROVED FORM. 

AA.PX. NO. 610 -1989 (Hon.) 



EXHIBIT "A" 

Attached to and made a part of for all purposes, that certain Joint Operating Agreement dated effective 
as of April 15, 2014, by and between READ OPERATING COMPANY, LLC, as Operator, and READ & 
STEVENS, INC., et al, as Non-Operators. 

I . CONTRACT LANDS: 

Contract Area A: 

Township 20 South. Ranee 34 East 

E/2 of Section 9 
as to depths from 6,500feet subsurface 
down to the base of the Morrow formation. 

Contract Area B: 

Township 20 South. Range 34 East 

W/2 of Section 9 
as to depths from 5,000feet subsurface 
down to the base ofthe Morrow formation. 

H. WORKING INTERESTS OF THE PARTIES: 

Contract Area A: 

E/2 of Sec. 9, as to depths from 6,500feet subsurface down to the base 

Party: 

Read & Stevens, Inc. 

Apache Corporation 

Snow Oil & Gas, Inc. 

Crump Energy Partners, LLC 

. Crown Oil Partners IV, LP 

Magnum Hunter Production, Inc. 

Union Hill Oil & Gas Co., Inc., formerly known as 
Buchholz Oil & Gas Company, Inc. 

HOG Partnership, LP 

Francis H. Hudson, Trustee of Lindy's Living Trust 

Diane L. Hanley, Successor Trustee of the Delmar Hudson 
Lewis Living Trust under agreement dated September 9, 2002 

Moore & Shelton Company, Ltd. 

Edward R. Hudson, Jr. and William A. Hudson, H, 

as Executors of the Estate of Josephine T. Hudson, deceased 

Edward R. Hudson, Jr. and wife, Ann F. Hudson 

Ard Oil, Ltd. 

Zorro Partners, Ltd. 

Contract Area A Working Interest Total: 

of the Morrow formation. 

Interest: 

21.008750% 

23.593750% 

12.812500% 

10.000000% 

10.000000% 

8.750000% 

2.585000% 

2.500000%' 

1.906250% 

1.906250% 

1.125000% 

0.953125% 

0.953125% 

0.953125% 

0.953125% 

100.000000% 

1 SubjecttD those certain contractual working imeretts for ihe depth interval lying fc Water. 6,500' subsurface to the b*st of the Bone Springs formation held 
by Jsvelfna Partners (7S%) and William A. Hudson, U (25%) by virtue of that certain Correction Assignment of Operating Rights dated October 20, 1992, 
recorded in Boole 564. Page 220, t.ea County Records. 
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II . WORKING INTERESTS OF THE PARTIES (Cont'd.): 

Contract Area B: 

W/2 ofSec. 9, as to depths from 5,000feet subsurface down to the base of the Morrow formation. 

Party: Interest: 

Read & Stevens, Inc. 18.309964% 

Apache Corporation 20.894965% 

Magnum Hunter Production, Inc. 17.500000% 

Crump Energy Partners, LLC 7.500000% 

Crown Oil Partners IV, LP 7:500000% 

HOG Partnership, LP 5.000000%2 

Francis H.Hudson, Trustee ofLindy's Living Trust , 3.812500% 

Diane L. Hanley, Successor Trustee of the Delmar Hudson Lewis 
Living Trust under agreement dated September 9,2002 3.812500% 

Union Hill Oil & Gas Co., Inc., formerly known as 

Buchholz Oil & Gas Company, Inc. 2.585000% 

Estoril Producing Corporation 2.272571% 

Moore & Shelton Company, Ltd. 2.250000% 

Edward R. Hudson, Jr. and William A. Hudson, U, 

as Executors of the Estate of Josephine T. Hudson, deceased 1.906250% 

Edward R. Hudson, Jr. and wife Ann F. Hudson 1.906250% 

Aid Oil, Ltd. 1.906250% 

Zorro Partners, Ltd. 1.906250% 

Farwest Corporation 0.937500% 

Contract Area B Working Interest Total: 100.000000% 

I I I . ADDRESSES OF THE PARTIES: 

Read Operating Company, LLC 
P.O. Box 1518 
Roswell, NM 88202 
Tel.: (575) 622-3770 

Read & Stevens, Inc. 
P.O. Box 1518 
Roswell, NM 88202 
Tel.: (575) 622-3770 

Apache Corporation 
303 Veterans Airpark Lane, Suite 3000 
Midland, TX 79705-9909 
Tel.: 

Crump Energy Partners 
P.O. Box 50820 
Midland, TX 79710-0820 
Tel.: 

1 Subject to those certain contractual working interests for the depth interval lying between 6,500' subsurface to thebaic of the Bone Springs formation held 
by Jsvelina Partners (75%) and William A. Hudson, II (25%) by virtue of that certain Correction Assignment of Operating Rights dated October 20.1992, 
recorded in Book 564, Pago 220, Lea County Records. 
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Cimarex Energy Co. 

600 N. Marienfeld 

Suite 600 

Midland, TX 79701 

MAIN 432.571.7800 

May 9, 2014 

Read & Stevens, Inc. 
Read Operating Company, LLC 

P. 0. Box 1518 
Roswell, New Mexico 
Attn: Dianna Dosher 

Re: Proposed Horizontal 3 r t Bone Spring Test 
North Lea 9 Fed #2H 
Section 9, T-20S, R-34-E 
Lea County, New Mexico 

Dear Ms. Dosher: 

Magnum Hunter Production, Inc. received the above captioned well proposal (after it was forwarded 
from ourTulsa office) on Tuesday, May 6, 2014, along with a proposed Operating Agreement covering 
all of Section 9. Our research reveals that sections 8,9, S/2 of 4, and S/2 of 5 are currently under an 
Operating Agreement dated August 1,1979 which is in full force and effect. Read & Stevens is a party to 
the existing Operating Agreement. 

Additionally, Read & Stevens has no authority to deem any non-operators non-consent for electing not 
to participate or for failing to respond within 30 days of its letter unless Read & Stevens proposed the 
well under the existing 8/1/1979 JOA, and clearly it did not, as a proposed JOA was included with the 
AFE. "Non-consent" is a term in an executed , governing JOA which defines the time allowed for 
elections and the associated penalties for failing to do so. The only executed and governing JOA that 
applies here (being the W/2E/2 of section 9, per your proposal) is the 8/1/1979 JOA. 

Should Read & Stevens elect to re-propose the above captioned well under the governing JOA, Article 
VLB. J, Magnum Hunter will consider its merits. However, Magnum Hunter is the successor operator in 
title from Unocal and any well lying within the boundary of the contract area will be drilled by Magnum 
Hunter. 

Therefore, Magnum Hunter concludes that your proposal is not valid. 

Please feel free to contact me with any questions or comments. 

Sincerely, 

CC: Apache Corporation 
Snow Oil &Gas, Inc. 

Exhibit 



Crump Energy Partners, LLC 
Crown Oil Partners IV, LP 
Union Hill Oil & Gas Co., Inc. 
HOG Partnership, LP 
Francis H. Hudson, Trustee of Lindy's Living Trust 
Diane L Hanley, Successor Trustee of the Delmar Hudson Lewis Living Trust 
Moore & Shelton Company, Ltd. 
Edward R. Hudson, Jr. and William A. Hudson II, as Executors of the Est. of Josephine T. Hudson, 
dec'd. 
Edward R. Hudson. Jr. and wife Ann F. Hudson 
ArdOU, Ltd. 
Zorro Partners, Ltd. 
Estoril Producing Corporation 
Farwest Corporation 



Cimarex Energy Co. 

600 N. Marienfeld 

Suite 600 

Midland, TX 79701 

MAIN 432.571.7800 

CIMAREj 

May 21 , 2014 

Apache Corporation 
303 Veterans Airpark Lane, Suite 3000 
Midland, Texas 79705-9909 

Via U.S. Certified Mail Return Receipt Requested No. 91 7108 2133 39391609 3123 

Dear Working Interest Owner: 

On May 1, 2014, we, Magnum Hunter Production, inc. ("Magnum Hunter", a wholly owned subsidiary of 
Cimarex Energy Co.) received a letter dated April 25, 2014 in which Read Operating Company, LLC 
("ROC") proposed a horizontal 3 r d Bone Spring test in the W/2 E/2 Section 9-20S-34E, Lea County, New 
Mexico, and enclosed with said proposal was an Operating Agreement ("Proposed JOA") to be executed 
by the Working Interest Owners. ROC states in said letter that "...failing to respond within 30 days of 
receipt of this letter, will be deemed to have elected to go non-consent in this operation"; however, the 
Proposed JOA has not been executed by Magnum Hunter, and may not have been executed by other 
Working Interest Owners, therefore, we fail to see how ROC can deem anyone non-consent under an 
unexecuted contract. 

In fact, Magnum Hunter is the current Operator acting under the Operating Agreement dated August 1, 
1979, and the referenced lands are subject thereto, and'any operation proposed on the referenced 
lands should be proposed under said Operating Agreement. 

Due to the uncertain intent of ROC's proposal referred to above, if such proposal is deemed to have 
been properly made pursuant to the Operating Agreement dated August 1,1979, then Magnum Hunter 
elects to participate therein and shall be the Operator thereof. We hereby request that ROC transfer any 
drilling permits, right of way, title opinions or other preparations to drifl the proposed well to Magnum 
Hunter, as Operator. 

However, since we believe that ROC failed to propose the operation under the existing Operating 
Agreement, Magnum Hunter, as Operator, hereby proposes the following operation under Article VI B of 
the Operating Agreement dated August 1, 1979: 

Well: Union Federal 9 #2H 
Operation: Drill a horizontal test well 
Location: Surface Location 200' FSL & 1670' FEL of Section 4-20S-34E 

Bottom Hole Location 330' FSL & 1670' FEL of Section 9-20S-34E 
Objective Formation: 3 r d Bone Spring formation 
Approximate Depth: TVD of +/-10,910' and +/- 4,149' lateral (as further described on attached AFE) 



Enclosed, in duplicate, is Magnum Hunter's detailed AFE reflecting the estimated costs associated with 
the proposed operation. Please sign and return one copy of this letter indicating your election to either 
participate or to not participate, and, if you intend to participate, approve and return one (1) original of 
the enclosed AFE along with the contact information to receive your well data, to the undersigned 
within thirty (30) days of receipt of this proposal. If you elect to purchase your own well control 
insurance, you must provide a certificate of such insurance to Cimarex prior to commencement of 
drilling operations; otherwise, you will be covered by insurance procured by Cimarex and will be 
responsible for your share of the cost. 

Should you have any questions, please call me at 432-571-7896. 

Mark Compi 
Landman 

Page 2 or* 3 Union Federal 9 #2H Well Proposal 



ELECTION TO PARTICIPATE 
Union Federal 9 #2H 

SHL 200' FSL & 1670' FEL of Section 4 & BHL 330' FSL & 1670' FEL of Section 9; T20S-R34E 
Lea County, New Mexico 

Elects TO participate in the proposed Union Federal 9 #2H. 

Elects TO NOT participate in the proposed Union Federal 9 #21-1. 

Dated this day of , 2014. 

Company/Name: 

Signature: 

Title: 

If your election above is TO participate in the proposed Cimarex Energy Co. Well, then: 

Elects TO be covered by well control insurance procured by Cimarex Energy Co. 

Elects TO NOT be covered by well control insurance procured by Cimarex Energy Co. 
and agrees to provide Cimarex Energy Co. with a certificate of insurance prior to 
commencement of drilling operations or be deemed to have elected to be covered by 
well control insurance procured by Cimarex Energy Co. 

Page 3 of 3 Union Federal 9 #2H Well Proposal 



STATE OF NEW MEXICO 
ENERGY AND MINERALS DEPARTMENT 

OIL CONSERVATION DIVISION 

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

CASE NO. 8606 
Order No. R-8013 

APPLICATION OF DOYLE HARTMAN FOR 
SIMULTANEOUS DEDICATION AND 
COMPULSORY POOLING, LEA COUNTY, 
NEW MEXICO. 

ORDER OF THE DIVISION 

BY THE DIVISION: 

This cause came on f o r hearing a t 8 a.m. on J u l y 2, 
1985, at Santa Fe, New Mexico, before Examiner G i l b e r t P. 
Quintana. 

NOW, on t h i s 20th day of August, 1985, the D i v i s i o n 
D i r e c t o r , having considered the testimony, the record, and 
the recommendations o f the Examiner, and being f u l l y advised 
i n the premises, 

FINDS THAT: 

(1) Due p u b l i c n o t i c e having been given as re q u i r e d 
by law, the D i v i s i o n has j u r i s d i c t i o n of t h i s cause and the 
subject matter t h e r e o f . 

{2) The a p p l i c a n t , Doyle Hartman, seeks an order 
p o o l i n g a l l m i n e r a l i n t e r e s t s from the surface t o the base 
of the Jalmat Gas Pool u n d e r l y i n g the NW/4 o f Section 8, 
Township 24 South, Range 37 East, NMPM, Lea County, New 
Mexico, forming a p r e v i o u s l y approved 160-acre non-standard 
spacing and p r o r a t i o n u n i t i n the Jalmat Gas Pool. 

(3) The a p p l i c a n t proposes t o simultaneously dedicate 
s a i d gas p r o r a t i o n u n i t t o h i s e x i s t i n g E. E. Jack Well No. 
1 l o c a t e d 1980 f e e t from the North l i n e and 660 f e e t from 
the West l i n e (Unit E) of sa i d Section 8 and h i s proposed 
E. E. Jack Well No. 5 t o be d r i l l e d a t a standard l o c a t i o n 
w i t h i n s a i d u n i t . 

(4) M a r i l y n A. T a r l t o n , i n t e r e s t owner i n the subject 
p r o r a t i o n u n i t and t r u s t e e of the s u r v i v i n g t r u s t o r ' s t r u s t 
of the Lortscher Family T r u s t , dated November 26, 1980, 
has not agreed t o the d r i l l i n g of said E. E. Jack Well No. 5. 
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(5) Evidence was presented showing t h a t an o p e r a t i n g 
agreement e n t i t l e d , "Operating Agreement", dated January 
16, 1951, covering the subject u n i t area, was entered i n t o 
by and between Howard Hogan, operator, and Charles T. 
S c o t t , Harold S. Russell, Herbert J. Schmitz, and F. D. 
Lortscher, non-operators. 

(6) Said o p e r a t i n g agreement was m o d i f i e d December 
15, 1954, by an agreement e n t i t l e d , " M o d i f i c a t i o n of 
Operating Agreement" and was entered i n t o by and between 
R. Olsen, ope r a t o r , and the same non-operators i n Finding 
No. (5) above. 

(7) The a p p l i c a n t , Doyle Hartman, c o n t r o l s 66.667 
percent of the subject p r o r a t i o n u n i t , i n c l u d i n g the t i t l e s 
o f Howard Hogan, R. Olsen, Herbert J. Schmitz, and Charles 
T. S c o t t , J r . 

(8) M a r i l y n A. T a r l t o n c o n t r o l s the t i t l e of F. D. 
Lortscher, which i s 20 percent o f the subject p r o r a t i o n 
u n i t . 

(9) Ms. T a r l t o n contends t h a t the a p p l i c a n t , other 
i n t e r e s t owners, and h e r s e l f are governed by the o p e r a t i n g 
agreements i n Findings Nos. (5) and (6) above, h e r e a f t e r 
r e f e r r e d t o as the "Agreements." 

(10) The "Agreements" have p r o v i s i o n s f o r the d r i l l i n g 
of a d d i t i o n a l w e l l s on the subject p r o r a t i o n u n i t , i n c l u d i n g 
p r o v i s i o n s f o r non-consent d r i l l i n g r i s k p e n a l t i e s , d r i l l i n g 
s u p e r v i s i o n charges, and p r o d u c t i o n s u p e r v i s i o n charges. 

(11) The a p p l i c a n t f a i l e d t o provide evidence t o r e f u t e 
t h a t the "Agreements" are not b i n d i n g and do not govern the 
o p e r a t i o n of the subject p r o r a t i o n u n i t . 

(12) Because of a lack of evidence t o the c o n t r a r y , i t 
appears t h a t the "Agreements" are c u r r e n t b i n d i n g o p e r a t i n g 
agreements f o r the subject p r o r a t i o n u n i t , having p r o v i s i o n s 
governing those issues t o be addressed i n compulsory p o o l i n g 
cases o b v i a t i n g the need f o r such a hearing i n t h i s case. 

(13) The compulsory p o o l i n g p o r t i o n of t h i s a p p l i c a t i o n 
should be denied. 

(14) The simultaneous d e d i c a t i o n p o r t i o n of t h i s a p p l i ­
c a t i o n should be approved, provided the proposed new w e l l 
i s d r i l l e d under the p r o v i s i o n s of the "Agreements." 
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IT IS THEREFORE ORDERED THAT: 

(1) The p o r t i o n o f the a p p l i c a t i o n of Doyle Hartman 
seeking an order p o o l i n g a l l m i n e r a l i n t e r e s t s from the 
surface t o the base of the Jalmat Gas Pool u n d e r l y i n g the 
NW/4 of Section 8, Township 24 South, Range 37 East, NMPM, 
Lea County, New Mexico, i s hereby denied• 

(2) The p r e v i o u s l y approved 160-acre non-standard 
gas p r o r a t i o n u n i t , comprising the NW/4 o f said Section 8, 
s h a l l be simultaneously dedicated t o the proposed E. E. Jack 
Well No. 5 and the a p p l i c a n t ' s E. E. Jack Well No- 1 located 
i n U n i t E of sa i d Section 8 provided the E. E. Jack Well No. 
5 i s d r i l l e d under the terms of the "Agreements." 

(3) J u r i s d i c t i o n of t h i s cause i s r e t a i n e d f o r the 
e n t r y of such f u r t h e r orders as the D i v i s i o n may deem 
necessary. 

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

STATE OF NEW MEXICO 

R. L. STAMETS 
D i r e c t o r 

S E A L 

fa/ 



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. 10658 
ORDER NO. R-9841 

APPLICATION OF MEWBOURNE OILCOMPANY FOR COMPULSORY POOLING, 
EDDY COUNTY, NEW MEXICO. 

ORDER OF THE DIVISION 

BY THE DIVISION: 

This cause came on for hearing at 8:15 a.m. on January 21, 1993, at Santa Fe, 
New Mexico, before Examiner Michael E. Stogner. 

NOW, on this 3rd day of February, 1993, the Division Director, having 
considered the testimony, the record and the recommendations of the Examiner, and 
being fully advised in the premises, 

FINDS THAT: 

(1) Due public notice having been given as required by law, the Division has 
jurisdiction of this cause and the subject matter thereof. 

(2) The applicant, Mewbourne Oil Company, seeks an order pooling all 
mineral interests from the base of the Abo formation to the base of the Morrow 
formation, underlying the following described acreage in Section 35, Township 17 South, 
Range 27 East, NMPM, Eddy County, New Mexico, and in the following manner: 

the W/2 forming a standard 320-acre gas spacing and proration 
unit for any and ail formations and/or pools developed on 320-acre 
spacing within said vertical extent, which presently includes, but is 
not necessarily limited to, the Undesignated Scoggin Draw-Atoka 
Gas Pool, Undesignated North Illinois Camp-Morrow Gas Pool, 
Undesignated Scoggin-Morrow Gas Pool and Undesignated Logan 
Draw-Morrow Gas Pool; 
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the NW/4 forming a standard 160-acre gas spacing and proration 
unit for any and all formations and/or pools developed on 160-acre 
spacing within said vertical extent, which presently includes only the 
Undesignated Logan Draw-Wolfcamp Gas Pool; and, 

the E/2 NW/4 forming a standard 80-acre oil spacing and 
proration unit for any pools developed on 80-acre spacing within 
said vertical extent, of which there are currently none. 

(3) Said units are to be dedicated to the applicant's Chalk Bluff "35" Federal 
Well No. 2, to be drilled at an orthodox gas well location within the SE/4 NW/4 (Unit 
F) of said Section 35. 

(4) Devon Energy Corporation (Devon), successor owner of Malco Refineries, 
Inc.'s interest in the NW/4 and NW/4 SW/4 of said Section 35, appeared at the hearing 
through counsel and opposed the application on the basis that its interest is governed 
by an operating agreement with Mewbourne Oil Company, who is the successor owner 
of the Stanolind Oil and Gas Company underlying the same acreage. 

(5) Devon claims its interest is bound under the agreements reached by Malco 
Refineries, Inc. and Stanolind Oil and Gas Company in July, 1953 and April, 1958, being 
Devon's Exhibit "A" and "B" in this case. 

Mewbourne, also represented by counsel, contends that a supplemental agreement 
is necessary where acreage outside the "contract lands" are included in a spacing unit, 
being the NE/4 SW/4 and S/2 SW/4 of said Section 35, which is 100% Mewbourne-
contracted properties. Since both parties have not agreed to a "supplemental 
agreement", Mewbourne contends that the original agreement is invalid and seeks to 
force-pool Devon's interest into the W/2 spacing unit. 

FINDING: Since under the "force-pooling" statutes (Chapter 70-2-17 of the NMSA 1978) 
there exists in this matter an agreement between the two parties owning undivided interests 
in a proposed 320-acre gas spacing and proration unit, an order from the Division pooling 
said parties is unnecessary. 

(6) This case should therefore be dismissed. 

IT IS THEREFORE ORDERED THAT: 

(1) Case No. 10658 is hereby dismissed. 
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(2) Jurisdiction of this cause is retained for the entry of such further orders 
as the Division may deem necessary. 

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

STATE OF NEW MEXICO 
OIL CONSERVATION DIVISION 

S E A L I 



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. 11434 
ORDER NO. R-I0545 

APPLICATION OF MERIDIAN OIL, INC. FOR COMPULSORY POOLING AND 
AN UNORTHODOX GAS WELL LOCATION, SAN JUAN COUNTY, NEW 
MEXICO. 

ORDER OF THE DIVISION 

BY THE DIVISION: 

This cause came on for hearing at 8:15 a.m. on January 11, 1996, at Santa Fe, 
New Mexico, before Examiner Michael E. Stogner. 

NOW, on this 22nd day of February, 1996, the Division Director, having 
considered the record and the recommendations of the Examiner, and being fully advised 
in the premises, 

FINDS THAT: 

(1) Due public notice having been given as required by law, the Division has 
jurisdiction of this cause and the subject matter thereof. 

(2) The applicant, Meridian Oil, Inc. ("Meridian"), seeks an order pooling all 
mineral interests in the Blanco-Mesaverde Pool underlying an existing 313.63-acre gas 
spacing and proration unit comprising Lots 1, 2, 7, 8, 9, 10, 15, and 16 (the E/2 
equivalent) of Section 23, Township 31 North, Range 9 West, NMPM, San Juan County, 
New Mexico, for the drilling and completion of its proposed Seymour Well No. 7-A to 
be drilled at an unorthodox infill gas well location 1,615 feet from the South line and 
2,200 feet from the East line (Unit J) of said Section 23. 

(3) Said unit is currently dedicated to Meridian's Seymour Well No. 7 (API 
No. 30-045-10597), located at a standard gas well location 1,170 feet from the North line 
and 970 feet from the East line (Lot 1/Unit A) of said Section 23. 
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(4) By New Mexico Oil Conservation Commission ("Commission") Order No. 
799, dated February 25, 1949, the Blanco-Mesaverde Pool was created, defined, and 320-
acre spacing was established therefor. By Order No. R-128-C, issued on December 16, 
1954 the Commission instituted gas prorationing in the Blanco-Mesaverde Pool to be made 
effective March 1, 1955. By Order No. R-1670-T, dated November 14, 1974, the rules 
governing the Blanco-Mesaverde Pool were amended to permit the optional "infill drilling" 
of an additional well on each 320-acre gas spacing and proration unit within the Blanco-
Mesaverde Pool. 

(5) Prior to the hearing Doyle Hartman and Margaret Hartman, doing business 
as Doyle Hartman, Oil Operator ("Hartman"), who own a 12.500% working interest in 
the subject acreage, filed a motion to dismiss this case. By letter dated January 8, 1996 
the Division denied Hartman's request and this matter remained on the Division's docket 
for the immediate hearing. 

(6) At the time of the hearing Hartman and Four Star Oil & Gas Company 
("Four Star") again requested that this matter be dismissed on the grounds that the subject 
acreage is currently subject to an Operating Agreement and a Communitization Agreement 
that have been in effect since 1953 and that Meridian failed to undertake reasonable efforts 
to obtain voluntary joinder of their respective interests in drilling the proposed infill well. 

(7) Meridian was allowed to present testimony on land and ownership matters 
in this case, which indicates that: 

(a) the E/2 equivalent of said Section 23 consists of two 
separate Federal oil and gas leases, each dated May 1, 1948, 
with: 

(i) tract 1 comprising the NE/4 equivalent of said 
Section 23 issued to John C. Dawson; and, 

(ii) tract 2 comprising the SE/4 equivalent of said 
Section 23 issued to Claude A. Teel; 

(b) on March 30, 1953 a communitization agreement was made 
for the E/2 equivalent of said Section 23 between Southern 
Union Gas Company, Meridian's predecessor in interest and 
as operator of the Seymour Well No. 7, and Skelly Oil 
Company, Four Star's predecessor in interest; 

(c) on April 10, 1953, the working interest owners in the E/2 
equivalent of said Section 23 entered into an operating 
agreement which: 
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(i) provided for the drilling of the Seymour Well No. 7 
in Unit "A" of said Section 23; 

(ii) designated Southern Union Gas Company operator 
of the unit; 

(iii) governs operations in the Mesaverde formation in 
the E/2 equivalent of said Section 23; and, 

(iv) binds the successors and assigns of the original 
parties; and, 

(d) on November 10, 1953 Southern Union Gas Company 
spudded the Seymour Well No. 7 and completed it as a 
producing Mesaverde gas well to which the E/2 equivalent 
of said Section 23 was dedicated. 

(8) By letters dated January 27 and April 12, 1993 Meridian advised all 
working interest owners within this 320-acre unit that the 1953 Operating Agreement did 
not contain any subsequent well provisions and therefore proposed a new Joint Operating 
Agreement for the drilling of an "infill" Blanco-Mesaverde well in the SE/4 equivalent of 
said Section 23. 

(9) Meridian by letter dated October 31, 1995 renewed its request for a 
voluntary agreement of the working interests for the drilling of the proposed infill well. 
Eight days later by letter dated November 8, 1995 Meridian Filed with the Division its 
application to force pool this acreage for the Seymour Well No. 7-A. 

(10) It is both Four Star's and Hartman's position that pursuant to Section 70-2-
17. C of'the New Mexico Oil & Gas Act of N.M.S.A. 1978 the owners of Mesaverde rights 
in the E/2 equivalent of said Section 23 have a voluntary agreement in place and that the 
Division may not force pool this acreage. 

FINDING: Pursuant to Section 70-2-17.E. of said Act the Division may modify 
the 1953 Operating Agreement to the extent necessary to prevent waste. The Division 
therefore has jurisdiction over this matter. 

(11) Meridian, however, failed to make reasonable efforts to adequately obtain 
voluntary joinder of all working interests for further development of this acreage prior to 
filing its application, see Finding Paragraph (9), above; therefore, this case should be 
dismissed at this time. 
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IT IS THEREFORE ORDERED THAT: 

Case No. 11434 is hereby dismissed. 

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

STATE OF NEW MEXICO 

S E A L 



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. 13877 
ORDER NO. R-12747-A 

APPLICATION OF BOLD ENERGY, LP FOR APPROVAL OF AN 
APPLICATION FOR PERMIT TO DRILL AND TO ALLOW TWO 
OPERATORS ON A WELL UNIT, EDDY COUNTY, NEW MEXICO. 

ORDER OF THE DIVISION 
BY THE DIVISION: 

This case came on for hearing at 8:15 a.m. on May 10, 2007, at Santa Fe, New 
Mexico, before Examiner David R. Catanach, 

NOW, on this 7 t h day of June, 2007, the Division Director, having considered the 
testimony, the record and the recommendations ofthe Examiner, 

FINDS THAT: 

(1) Due notice has been given, and the Division has jurisdiction ofthe parties 
and ofthe subject matter. 

(2) Bold Energy, LP ("Bold" or "Applicant") filed this application seeking 
approval of its Application for Permit to Drill ("APD") for its proposed OXY Checker 
State Well No. 2 ("the proposed well"), to be located in the SW/4 NW/4 (Unit E) of 
Section 8, Township 19 South, Range 29 East, NMPM, Eddy County, New Mexico. 

(3) Bold proposes to drill the proposed well to a depth sufficient to test the 
Wolfcamp and Canyon formations. 

(4) Well spacing in the Wolfcamp and Canyon formations at this location is 
governed by statewide Rule 104.C(2), which provides that spacing units shall consist of 
320 acres. Pursuant to this spacing pattern, the W/2 of Section 8 is dedicated to the OXY 
Checker State Well No. I , located in the NW/4 SW/4 (Unit L) ofSection 8. OXY USA 
WTP Limited Partnership ("OXY") is the operator of that well. 
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(5) Because the proposed well is to be located in a different quarter section 
from the Checker State No. 1 well, Rule 104.C(2) would permit a Wolfcamp or Canyon 
well at the location ofthe proposed well. However, Rule I04.E requires that an operator 
who proposes to drill a well in a spacing unit that is dedicated to another operator's 
existing well shall first give notice to the other operator. 

(6) Bold notified OXY ofits intent to drill the proposed well. OXY objected, 
and the Artesia District Office of the Division denied Bold's APD. Bold accordingly 
filed this application. 

(7) Both Bold and OXY appeared at the hearing through counsel, and both 
parties offered testimony from experts in petroleum land matters. Neither party offered 
any geologic or engineering evidence. 

(8) The parties' land witnesses testified to the following matters, which, 
except as expressly indicated below, were not controverted: 

(a) Both Bold and OXY, along with others who did not appear in this 
case, own interests in the W/2 of Section 8. 

(b) The owners of this tract are parties to a Joint Operating Agreement 
("the JOA"), which was admitted in evidence. The JOA designates OXY as the 
operator of this unit. 

(c) There previously existed a letter agreement between the parties 
that also contained provisions with respect to operation of wells on this land. 
However, the parties have now agreed to terminate that letter agreement, leaving 
the JOA as the only applicable agreement. 

(d) On November 27, 2006, Bold sent OXY a proposal under the JOA 
for drilling the proposed well as a Wolfcamp/Canyon test. OXY did not elect to 
participate in the well. Under the terms of the JOA, OXY's failure to elect to 
participate constituted an election not to participate. However, at the time of this 
proposal, OXY had not agreed to termination of the letter agreement. OXY's 
witness testified that OXY did not consent to Bold's proposal under the JOA 
because OXY regarded the letter agreement as the controlling agreement at that 
time. 

(e) Bold wants to drill the proposed well as a Walfcamp/Canyon test, 
and does not want to drill to the deeper Morrow formation at this location. 

(f) Bold is willing to, and in fact intends to, re-propose the proposed 
well under the JOA. 
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(g) OXY's witness testified that OXY preferred, if a well were drilled 
at the proposed location, that it be drilled to a depth sufficient to test the Morrow. 
However OXY's witness disclaimed knowledge as to whether OXY would 
propose a well, or whether it would, or would not, elect to participate in Bold's 
proposal, and disclaimed knowledge as to whether the proposed well could be 
subsequently deepened to test the Morrow. 

(9) Counsel for OXY argued that the granting of this application would affect 
the economics of a Morrow well on this unit, and accordingly could cause waste, and 
impair correlative rights, by practically precluding development of otherwise recoverable 
gas. However, OXY presented no geologic testimony to indicate that the Morrow at this 
location would be an economic prospect in any case, nor did OXY's witness testify when, 
if at all, OXY proposes to pursue that prospect. Furthermore, there was no evidence as to 
whether the proposed well could be deepened to test the Morrow. 

(10) Assuming that drilling a shallow well that would impair the economics of 
a contemplated deeper prospect might, in some cases, constitute waste or impair 
correlative rights, there is not sufficient evidence to resolve this case on that basis. 

(11) The presentations ofthe parties focused on the legal rights ofthe parties to 
drill and operate the proposed well. 

(12) Both parties agreed that their rights to drill and operate arc now governed 
by the JOA. The JOA provides that the operator, and only the operator, may conduct 
operations on the unit, except in the case where a non-operator proposes an operation, 
and the operator does not elect to participate in that operation. In that case, the 
participating non-operators may designate one ofthem to conduct the operation. 

(13) In this case, Bold, a non-operator, proposed the drilling ofthe proposed 
well, and OXY, the operator, did not elect to participate. OXY's witness testified that 
OXY did not elect to participate because it believed that the prior letter agreement 
precluded Bold from making a proposal that required an election under the JOA. Bold 
disputes that contention. However, Bold does not dispute that it did not commence 
drilling the well within ninety days after the expiration of OXY's 30-day election time as 
provided in the JOA. 

(14) If the Operator elects to participate in a proposed operation, the JOA 
clearly requires that the Operator commence the well within the prescribed 90-day period 
(or authorized extension), and that i f it does not do so, a new proposal is required, 
regardless ofthe reason for the delay. Because the final sentence of paragraph Vl.B.l of 
the JOA, which imposes this requirement where the operator is a consenting party, is not 
repeated in paragraph VLB.2 which imposes the same time requirement where the 
operator is not a consenting party, the JOA maybe ambiguous as to the effect of failure 
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to commence the well within the 90-day period in the latter situation. However, it is 
difficult to conceive what reason the drafters of this form contract would have had for 
making consent or non-consent elections binding for only 90 days i f the operator 
consented, but binding indefinitely if the operator did not consent. 

(15) Regardless ofthe possible ambiguity ofthe JOA in this respect, Bold 
apparently does not now contend that OXY is bound by its failure to elect to participate 
in the proposed well pursuant to the November 27 proposal. To the contrary, Bold's 
witness not only repeatedly testified that Bold was willing to make a new proposal, but 
definitely stated that Bold would make such a proposal as soon as possible after the 
hearing. In view of this testimony, the Division need not be concerned with the possible 
ambiguity in the JOA, but can treat this case as one where the non-operator has declared 
an intention to propose a well under the JOA, but has not yet done so. 

(16) The Division has no power to determine contractual rights. However, its 
decision to grant or deny an APD may affect the exercise ofthose rights. 

(17) The courts of New Mexico have not decided any case which has involved 
the granting or withholding of an APD in a case that involved disputed titles or 
contractual rights. 

(18) The Supreme Court of Texas, in Magnolia Petroleum Co. v. Railroad 
Com'n, 141 Tex 96, 170 SW2d 189 (1943), held that the Texas Railroad Commission 
could grant a drilling permit to an operator whose title was disputed, so long as that 
operator had a good faith claim to the land in question. That court reasoned that a permit 
from the Railroad Commission did not grant the operator a legal right to drill a well if it 
did not have the necessary property right. The Court noted, however, that "the 
Commission should deny the permit if it does not reasonably appear to it that the 
applicant has a good-faith claim in the property." 170SW2d at 191. 

(19) In this case, Bold's property right is not disputed. However, its right to 
exercise that property right by physically conducting operations on the land is subject to a 
condition precedent that it apparently does not dispute. It must first propose the well to 
the other parties to the JOA, and then its right to conduct operations arises if, but only if, 
the operator (OXY) elects not to participate. At the time of hearing, these events had not 
yet occurred. Accordingly it does not appear that Bold had a good faith basis for 
asserting, or even that it did assert, that it has a present legal right to enter the property to 
drill this well. 

(20) This case is similar to Case No. 13215, decided by the New Mexico Oil 
Conservation Commission ("the Commission"). In that case an operator applied for 
permits to re-enter abandoned geothermal wells located on land the surface of which was 
controlled by the United States Forest Service. There, as here, the applicant's title to an 
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undivided mineral interest was undisputed. However, under applicable federal law, the 
applicant was required to obtain a surface use permit from the Forest Service prior to 
conducting operations on the land. At the time of the hearing, it had not done so. fn 
Order No. 12093-A, entered on February 12, 2004, the Commission rejected the 
application, concluding that it was premature because the conditions necessary to the 
applicant's right to conduct operations had not occurred and might never occur. See 
Order R-12093-A, Finding Paragraphs 21 and 24. This decision appears to control the 
present case as it was presented in this record. 

(21) Accordingly, Bold's application for APD approval should be denied, 
without prejudice to its reassertion should the conditions precedent to its right to conduct 
operations on the property be satisfied. 

I T I S THEREFORE ORDERED THAT: 

(1) • The application of Bold Energy, LP for an APD for approval of its 
proposed OXY Checker State Well No. 2 is denied, without prejudice. 

(2) It is assumed that if Bold can demonstrate that it has proposed this well in 
accordance with the terms ofthe JOA and OXY has not elected to participate, the Artesia 
District Office ofthe Division will approve an APD for this well without the necessity of 
a further hearing, unless OXY or some other party files an application requesting denial 
ofthe APD. Otherwise, this Order is not intended to suggest what decision the Division 
would make on any state of facts other than that shown at the hearing ofthis case. 

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

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

S E A L 


