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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.

Thank you.

Very truly yours, / ; .
/s/ Loretta Baca ASsistant to J. Scott Hall

Enclosures
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325 Paseo de Peralta
Santa Fe, New Mexico 87501

T: 505.982.3873
F: 505.982.4289

P.O. Box 2307
Santa Fe, New Mexico 87504-2307
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DEPARTMENT OF ENERGY, MINERALS AND NATURAL.RES URCES
OIL CONSERVATION DIVISION

i
v

Wi SuN i 2 U9
APPLICATION OF READ OPERATING
COMPANY, LLC FOR COMPULSORY
POOLING AND DESIGNATION AS Case No. 15157
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:

Section4  §/2

Section 5 S/2

Section8  All

Section9 Al

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 XIll. 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 drilied 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 prdposal 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 @ 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.

. 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.! 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.”? 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,
115. 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

! See Chisolm v. Defense Logistics Agency 656 F.2d 42,47 (3'd. Cir. 1981).

% 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 Oif 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 Oif

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

{00574003-7.6}



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 Poocling and Designation of Operator.

Respectfully submitted,

—
1. cereq LA L(
J. Scott Hall, Esq.

CERTIFICATE OF SERVICE

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

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

Joel Carson Il

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
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J.E. Gallegos

Michael J. Condon

460 St. Michael's Drive, Bldg. 300
Santa Fe, New Mexico 87505

Tele (505) 983-6686

Email: jeg@gallegoslawfirm.net
mjc@gallegoslawfirm.net

Attorneys for Read & Stevens and Read
Operating Company, LLC

T} et 2ha Y

J. Scott Hall N
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OPERATING AGREEMENT
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OPERATOR ESTORIL PRODUCING CORPORATION Gy /

CONTRACT AREA S/2 Section 4, $/2 Section 5, Section 8,

Section 9 and SW/4 Section 10, all in Township 20 South, Range
34 East, LIMITED from 5,000 feet below the surface down to
and including the base of the Morrow formation.

COUNTY GR—PiRisH OF __ Lea STATE OF New Mexico

CCPYRIGHT 1977 — ALL RIGHTS RESERVED
AMERICAN ASSCCIATIGN OF PETROLEUM LANGMEN
APFRGVED FORM. AAPL MDD S0 - |9l77 REVISED
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V. OPERATOR K]
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ARTICLE HI.
INTERESTS OF PARTIES

A. Qil and Gas Interests:

.If any parly owns an unleased oll and gas inlerest in the Contract Area, that initcrest shall be
treated for the purpose of this agreement and during the term hereof as if it werc a leased interest
under the form of oil and.gas lease aitached as Exhibit “B”. As to such interesi, the owner shall re-
ceive royalty on production as prescribed in the form of oil and gas lease attached heroto as Exhibil
“B". Such party shall, however, be subject to all of the provisions of this agreemenl relating lo lessees,
to the extent that it owns the lessge interest.

B. Interest of Paorties in Costs nnd Productiom:

Exhibit “A” lists all of the parties and their respective perceritage or fractional interests under this
agreemeni. Urless changed by other provisions, all costs and liabilities incurred in operations under
this agreement shall be borne and paid, and all equipment and material acquired in operations on the
Contract Area shall be owned by the parties as their interests are shown in Exhibit "A". Al produe-
tion of oil and gas from the Contract Avea, subject Lo the payment of lessor's royalties which will be
botne by the Joint Account, shall also be owned by the parlies in the same manner during the torm
hereof; provided, however. this shall not be deemed an assignment or cross-assignmenti of interests cov-
ered hereby.

ARTICLE 1V.
TITLES

A. Title Examination:

Title examination’ shall be made on the drillsite of any proposed well prior to commencement of
drilling cperations or, if the Drilling Parties so request, title examination shall be made on the leases
and/or oll and gas interests included, or planned to be includegd, in the drilling unit around such well.
The opinion will'include the ownership of the working interest, minerals, royalty, overriding royalty
and production payments under the applicable leases. At the time a well is proposed, each party con-
iributing teases and‘or oil and gas interests io the drilisite, or to be included in suck drilling unit, shall
furnish to Operator all abstracts (including Federal Lease Status Reports), tille opinions. tille papers
and curative material in its possession free'ef charge. All such information not in the possession of or
made available to Operator by the parties, but necessary for the examination of title, shall be obtained
by Operator. Operator shall cause title to be examined by altorneys on its staff or by outside attorneys,
Copies of all title ppinions shall be furnished to each party hercto. The cost incurred by Operator in
this tille program shall be borne as follows:

preliminary. supplemental, shut—m gas royall_y opinions and ch jsi 6
part of the administrative overhead o ?\hlbl{ “C," and shall not be a direct charge, whcther

E{ Oplion No, 2: Costs incurred by Operator in procuring abstracts and fees paid outside atforneys
for title examination (including preliminary, supplemental, shut-in gas royally opinions and division
order title opinions) shall be borne by the Drilling Parties in the proportion that the interest of each
Drilling Party bears to the tolal interest of all Drilling Parties as such interests appear in Exhibit “A”.
Operator shall make no charge for services rendered by ils staff alf.orneys or other personnel in the
performance of the above functions.

Each party shall be responsible for securing curative matter and pooling amendments or agreements
required in connection with leases, or 011 and gas interests contributed by such party. The Operator shall be
respansible for the preparation and recording of Paoling Designations or Declarations as well as the
conduct of hearings before Governmental Agencies for the securing of spacing or pooling nrdcﬁ This
shall not prevent any pariy fromn appearing on ils own behalf atl any such hearing,

Biliy

N

No weil shall be drilled on the Contract Area until after (1} the title to the drillsite or drilly
has been examined as above provided, and (2) the title has been approved by the examining att
title has been accepted by all of the parties who are to participate in the drilling of the well.

B. Loss of Tille:

-ment, nevertheless, shall continue in force as to all remaining oil and gas leascs and-ip't o
(a) The party whose cil and gas jease or interest is affected by the title I':u[uEe shall- Ibear a)enc«l
the entire loss and it shal! not be entitled to recover from Operator or the other parlids#iy aevelopments

=2
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ARTICLE V,
OPERATOR

A, DESIGNATION AND RESPONSIBILITIES OF OPERATOR;

CEBstoril Producing Corporation - wim e eme SR b the
Operitor of the Conteacl Avea. and shall conduct and direel siad have full conlrot of all opecations on
the Contract Arci as prrmi byl asd required by, and wilhin the limils of, Lhis aprcement. 1 shalt con-
wimid by a good and workmanlike manoer. but it <hall have no Hability as Operator
o the olher parties Tor beses sosbained or lighilities enrred. exeepd soch g may result from geoss
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B. Subseqnent Operalions:

1. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area
ather than the well provided for in Article VIAL or lo rework. deepen or plug back a dry hole drilled
at Lhe joint expense of all parties or a well jointly owned by all the parties and not then producing
in parving guantities. the party desiring to drill. rework. deepen or plug back such a well shail give the
nther parties writlen notice of the proposed operation. specifying the work to ve performed. the locs-
tion. proposed depth. objective [ormation and the estimated cost of the gperation. The parties receiv-
ing such a notice shall have thirty (30) davs after recript of the notice within which to nolify the
parties wishing 1o do Lhe work whethier they elect to participate in the cost of the proposed operation,
If a drilling rig is on lacalion. notice of proposal to rewark. plug back or drill deeper may be given
by telephone and the response period shall be limited to forty-eight (48) hours. exclusive of Saturday.
Sunday or lezal holidays, Faiflure of a party receiving such nolice to reply within the perind above fixed
shall constitute an clection by that pariy not to participate in the cost of the proposed operation, Any
notice or response given by ielephone shall be pramptly confirmed in writing,

2. Operations by Less than AW Parlies: I any party receiving such motice ax provided in Article

VI.B.l. or VLE.1l. elec's not lo participate in the proposed operation. then, in order to be entitled to
the benefits of this article, the party or parties giving the notice and such other parties as shall efect
to participate in the operation shall. within sixty (60) days after the expiration of Lhe notice period of
thirty {39} doys {or as promptly as possible after the expiration of ithe fortv-eight {38) hour period
where the driiling rig is on location. as the case ﬁla_v be} actually commence work on the proposed
opetation and complete it with due diligence. Operalor shall perform all work for the account of the
Consenting Parties. provided, however, if no drilling rig or other equipment is on location. and if Op-
erator is a Non-Consenting Party, the Consenting Parties shall either: {a) request Operator to perform
the work required by such proposed operation for the account of the Consentling Parties, or (b) desig-
nate one (1) of the Consenting Parties as Operator to perform such work. Consenting Parties. when
conducting operations on the Contract Area pursuant to this Article VIL.B.2., shall comply with all terms
and conditions of this agreement.

If less than all parties approve any proposed operation. the proposing party. Imrmediately after the
expiration of the applicable notice period, shall advise the Consenting Parties of (a) the total interest
of the parties approving such operation. and (b) ils recommendation as to whether the Consenting Par-
ties should proceed with the operation as proposed. Each Consenting Party. within forty-cight (43}
hours (exclusive of Saturday. Sunday or lezal holidavs) after receipt of such notice. shall advise the
proposing party of ils desire to {a) limit participation to such party’s interest as shown on Exhibit ~A”,
or (b} carry its proportionale part of Non-Consenting Parties” interest. The proposing party, at its
election. may withdraw such provosal if there is insufficient participation. and shall promplly noiifly
all parties of such decision,

The entire cost and risk of conducting such operations shall be borne by the Cansenting Pariies in
the propertions they have elected to bear same under the terms of the preceding paragraph. Consernting
Parties shall keep the leasehold estales involved in such operations free and clear of all liens and
encumbrances ¢f every kind crealed by or arising f{rom the operations of the Consenting Parties. If such
an operation results in a dry hole. the Consenting Parties shall plug and abandon the well at their sole
cost. risk and expense. If any well drilled, reworked, deepened or plugged beck under the provisions
of this Article results in a producer of oil and.'or gas in paying quantities, the Consenting Parties shail
complele and equip the well lo produce at their sole cost and risk. and the well shall then be turned
over to Operator and shall be operated by it al the expense and for the account of the Consenting Parties.
Upon commencement of operations for the drilling, reworkir‘\g. deepening or plugging back of any such
well by Consenting Parties in accordance with the provisions of this Articie. each Non-Consenting Party
shall be deemed 10 have relinquished to Consenting Parties. and the Consenting Parties shall own and
be entitled to reeeive, in proportion to their respective interests, all of such Non-Consenting Party's
interest in the well and share of produciion therefrom until the proceeds of the sale of such share.
calculated at the well. or market value thereof if such share is not sold (after deducting production
taxes, rovaliy: overviding royalty and other interests existing on the effective date hercof. payable out of
or measured by the production from such well aceruing with respect te such interest untii it reverts)
shalt equal the total of the following:

{a) 100% of cach such Noa-Consenting Party's share of the cost of any newly acquired surface
equipment besond the wellhead connections {including, but not limited to. stock ionks. separators.
treaters, pumping equipment and piping). plus 1402 of each such Non-Consenling Parly's shave of the
cost of opcration of the well commencing with first production and continuing unlii each such Non-
Consenting Pariv’s relinguished interest shall revert to it under other provisions of this Ariicle. it being
agreed that each Non-Consenting Parts's share of such costs and eguipment will e that inlerest which
would have been chargeable to cach Non-Consenting Party had it parlicipated in the well {rom the be-
zinning of the operation: and

(b} 300 % of thal portion of ‘he costs and expenses of drilling veworking. deepening. or plugging
back. testing and completing. aller deducting any cash contributions received under Artiele VIILC.. and
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300% of that portion of the cost of newly acquired equipment in the well (1o and including the well-
head canunections), which would have been chargeable to such Neon-Consenting Party if it had partici-
oated therein.

Gas production attributable to any Non - Consenting Party's relinquished interest upon such Party's
election. shall be sold to its purchaser. if available. under the lerms of its existing gas sales con-
tract. Such Non - Consenling Party shall direct its purchaser to remit the proceeds receivable from
such sale direct to the Consenting Parties untii the amounis provided for in this Article are recov-
cred from the Non - Consenting Pariy's relinquished tnterest. [f such Non - Consenting Parly has not
contracied for sale of iis gas at the time such gas is available for delivery. or has not made ihe elec-
tionn as provided above, the Consenting Parties shall own and be entitled o receive and sell such Non-
Cansenting Party's share of gos as hereinabove provided during the recoupment period.

During the period of lime Consenting Parties are entitled to receive Non-Consenting Party’s share
of production. or the proceeds therefrom, Consenting Parties shall be responsible for the payment of
all production. severance. gathering and other taxes, and all royalty, overriding royalty and other
burdens applicable to Non-Consenting Party’s sharc of production.

In ke case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall
be permitled 1o use, free of cost. all casing, tubing and vther equipment in the well. but the ownership of
all such equipment shall remain unchanged: and upon abandanment of a well atter such rveworking,
plugging back or deeper drilling. the Conseniing Parties shall account for all such equipment {o the
owners thereof, wilth each party receiving its proportionate part in kind or in value, less ecost of
salvage,

Within sixty (60} days after the completion of any operation under this Article. the party con-
ducting the opecrations for the Consenting Parties shall furnish each Non-Consenting Party with an in-
ventory of the equipment in and connected to the well, and an itemized statement of the cost of drilling,
deepening, plugging back. testing. completing, and equipping the well for production; or, at its option,
the operating party, in lieu of an jtemized sialement of such costs of operation. may submit a detailed
statement of monthly billings. Each month thereafter, during the time the Consenting Parties are being
reimbursed as provided above, lhe Party conducting the operations for the Consenting Parties shall furn-
ish the Non-Consenting Parties with an itemized statement of all costs and liabilities incurred in the
operation of the well. together with a statement af the quantity of oil and gas produced from it and the
amount of proceeds realized from the sale of the well's working interest production during the preceding
month. In determining the gquantity of oil and gas produced during any month, Consenting Parties
shall use industry accepled methods such as, but not limited to, metering or periodic well lests. Any
amount realized from the sale or other disposition of equipment newly acquired in connection with any
such operation which would have been owned by a Non-Consenting Party had it participated therein
shall be eredited against the total unreturned costs of the work done and of the eguipment purchased.
in determining when the interest of such Neon-Consenting Party shall revert to it as above provided:
and if there is a credit batance. it shall be paid to such Non-Consenting party.

[f and when the Consenting Parties recover from a Non-Consenting Party's relinquished interest
the amounts provided for above, the relinguished interests of such Non-Consenting Party shall aute-
matically revert to it, and, frotm and after such reversion. such Non-Consenting Party shall own the same
interest in such well. the material and equipment in or pertaining thereto, and the production theve-
from as such Non-Consenling Party would have been entitled ta had it pacticipated in the drilling.
vewniking, deepening or plugging back of said well. Thereafter. such Non-Consenting Pariy shall be
charged with and shail pay its proportionate part of the further costs of the operation of said well in
aceordance with the terms of this agreement and the Accounting Procedure. aitached hereto

;\Tot\vflhs:anding the provisions of this Article VI.B.2. il is agreed that without the mutual consent
of all pariies, no wells shall be completed in or produced from a source of supply from which a well
iocated elsewhere on the Contract Area is producing, unless such well conforms to the then-exisiing
well spacing patiern for such souree of supply.

The provisions of this Article shall have no application whatscever to the drilling of the initial
weil described in Article VLA, except (a) when Option 2. Articie VILD.1.. has been sclected. or (1)
10 the reworking, deepening and plugging back of such Inital well, i such well {5 or thereafter shall
prove 1o he a dry hole or non-commercial well. after naving been drilled to the depth specifivd in Article
ViA. .

C. Right to Take Production in Kind:

Each party shall have the right to take in kind or separately dispose of its proportinnaie share of
all oil and gas produced from the Contract Area. cxciusive nf preduction which may be used in de-
velopment and producing operations and in preparing and {reating oil for marketicz purposes and
produrtion unaveidably losi. Any extra expenditure incurred in the taking in kind ar separate dispo-
cition b any pariy of ils proportionate skare of the production shall be berne by auch party. Any
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pariy taking its share of production in kind shall be required to pay for only its proportionate share
of such part of Operator's surface facilities which it uses.

Each party shall execute such division orders and contracts as may be necessary for the sale of its
interest in production from the Contract Areaz. and, excepl as provided in Article VILB. shail be entitled
te receive payment direct from the purchaser thereof [or its share of all production.

In the event any pariy shalt fail to make the arrangements necessary to toke in Kind or separately
dispase of its proportionate share of the oil and gas preduced from the Contract Area. Operator shall have
ihe right, subject to the revocation at will by the party nwningil. but not the obligation. to purchase such
nil and gas or scll it 1o others al any time and from time to time. for the account of the non-taking
party atl the best price obiainable in the area for such production, Any such purchase or sale by Op-
erator shail be subject always to the right of the owner of the production io exercise at any time its
right to take in kind. ar scparately dispose of, its share of all oil and gas not previously delivered to a
purchaser. Any purchase or sale by Operator of any other party’s share of oil and gas shall be only for
such reasonable periods of time as are consistent with the minimum needs of the indusiry under the
particular circumstances. but in no event for a period in excess of ane (1) rear. Notwithstanding the
fnregoing, Operalor shall not make a sale. including nne into interstate commerce. of any other party's
share of gas production without first giving such other party thirty (30) days notice of such intended
sale.

In the event one or more parlies’ separate disposition of its share of the zas causes split-siream de-
liveries (0 separate pipelines and -or deliveries which on a day-to-day basis for any reason are not
exactly cqual to a party’s respective proporlionate share of total gas sales to be allocated to it, the
balancing or accounting belween the respective accounts of the parties shall be in accordance with
any Gas Balancing Agreement between the parties hereto. whether such Agreement is attached as
Exhibit “E". or is o separate Agreement.

D. Acecess 1o Contract Area and Information:

Fach party shall have access to lhe Contract Area at all reasonable times. at its sole risk to inspect
or observe operalions, and shall have access at reasonable times to information pertaining lo the de-
velopment er operation thereof. including Operator's books and records reiating thereta. Operator. upon
request, shall (urnish each of the other parties with copies of all foerms or reports filed with govern-
mental agencies, daily drilling veports, well logs.. lank tables. daily gauge and run tickets and reporls
of stock on hand at the first of each month. and shall make available samples of any cores or cuitings
taken {rom any well drilled on the Contract Arca. The cost of gathering and furnishing information to
Non-Opcerator. other than that specified above. shall be charged to the Non-Operator that requests the
information.

E. Abandonment of Vells:

1. abandonment ol Dvy Holes: Except {ocr any well drilled pursuant to Article VIB.2.. any well
which has been drilled under the terms of this agreement and is proposed to te completed as a dry hole
shall not be plugged and abandoned wilthout the consent of all parties. Should Operator. afier diligent
cifort. e unable to contact any party. or should any party (ail to reply within f(orty-cight (48) hours
(exclusive of Saturday. Sunday or legal helidays) after receipt of notice of the proposal to plug and
abandon such well, such party shall be deemed to have consented to the proposed abandonment. All
such wells shall be plugged and abandoned in accordance with applicable regulations and at the cosi.
risi and expense of the parties who participated in the cest of drilling of such well. &Any parly who ob-
jeaws to the plugging and abandoning such well shall have the right lo take over the well and conduct
further operalions in scarch of oil and or gas subject to the provisions of Ariicle VI.B.

2. Abandonment of Wells that have Produced: Except for any well which has been drilled or re-
worlied pursuant ta Article VLB.2. hevear for which the Consenting Parties have not been fultv reim-
bursed s therein provided, any well which has been completed as a producer shall not be piugged and
abandoned without the consent of all parties. If all parties cansent to such abandonment. ihe well shall
bu plugged and abandoned in accordanee with applicable regulations and at the cost. risk and expense
of all the parties hercto. If. within thirty (30) days after receipt of notice of the proposed abandonment
of such weil. al) parties do not agree to the abandonment of any well. those wishing o coniinue its ap-
eration shall wender to each of the other parties its proportienate share of the valuc of the well's salvaple
material and equipment. determined in accordance with e vrovisions of Exhibit “C". Jess the cxtimaled
cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning party shall
assign to ‘he non-abandoning parties. without warranty, express or implied. as to title or as to guamiity.
guality, or livsess for use of the equipment and material. ail of its inierest in the well and related equip-
ment, logether with its interest in the leasehold estate as to. but ondy as to. the interval or intervals of the
formation or formations then open lo production. If the interest of the abandoning party is or inciudes
an oil and gas interest, such party shail execute and deliver to the non-abandoning pariv or pariies an
oil and gas lcase. limited lo the inierval or intervals of the formation or formations then vpen Lo proguc-
ticn. for a ierm of one year and so long thercafter as oil and or gas is produced from ihe wnierval ov inter-
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vals of the formation or formalions covered thereby. such lease to be on the formn attached as Exhibit
~B”. The assignments or leases so limited shall encompass tne “drilling unit” upon which the well is
located. The povments by, and the assignments or leases to, the assignees shall be in 2 ratio based upon
the relationship of their respegtive percentages of participation in the Contract Avea to the agsregate of
the percentages of participation in the Contract Area of all assignees. There shall be no readjustment
of interest in the remaining portion of the Contract Area.

Thercafter. abandoning parties shall have no further responsibiiity, liability. or interest in the op-
evation of or production {rom the well in the interval or intervals then open other than the royaities
retained in any lease made under the lerms of this Article. Upon request. Operator shall centinue to
cperate the assigned well for the account ol lhe non-abandoning parties at the rates and charges con-
temaplated by this agrecment, plus any addilionai eost and chacrges which mav arise as ihe result of
the separate ownership of the assigned weil.

ARTICLE VIL
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

The liahility of the parties shall be several. not joint aor collective. Each party shall be responsible
only for its obligations. and shall be liable only for its proportionate share of the costs of developing
and operating the Contract Area. Accordingly, the liens granted among the pacties in Article VILB. are
given 1o secure only the debis of each severally. [t is not the intention of the parties to create. nor shall
this agreement be construed as creating, a mining or other partnership av asscciation. or to reader the
parties liable as partners.

B. Ltens and Payment Defaults:

Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area, and a
security interest in its share of oil and-or gas wien extracted and ils inlerest in ali equipment. to secure
pavment of its share of expense. together with interest thereon alt the rate provided in the Accounting
Procedure attached hereto as Exhibit “C”. To the extent that Qperator has a securily interest under the
Uniform Commercia]l Code of the State, Operator shail be entitled to exercise the rights and remedies
of a securctl party under the Code. The bringing of a suit and the gbiaining of judgment by Operator
for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien
rights ov security interest as security for the pavment thereof, In addition. upon default by any Non-
Operator in the payment of its share of expense. Operator shall have the right. without prejudice to
other rights or remedies. t¢ collect from the purchaser the proceeds from the sale of such Nen-Qperator’s
share of oil and or gas until the amount owed by such Non-Operator. plus interest has been paid. Hach
purchasev shall be entitled to rely upen Operator's writlen statemaent concerning the amount of any de-
fault. Operator grants a like lien and securily intervest to the Non-Operators to secure pavment of Op-
erator’'s oroporiionate share of expense.

If any party fails or is unable 10 pay its share of expense wilhin sixly {60} dovs after rendition of
a statement therefor by Opecrator. the non-defaulling parties. including Operator. shall. upon request by
Qperator, pay the unpaid amount in the proportion that the interest of each such party bears wo the in-
terest of all such parties. Each party so paying ils share of the unpaid amount shall. to obtain reimburse-
ment thereof. be subrogated to the security righis descevibed in the foregoing paragraph.

C. Payments and Accounting:

Except as hevein otherwise :pecilically provided. Qperatar shall nromptly pay and dischgrge expenses
incurred in the developmenlt and operation of the Contract Area pursuani to this agreement and shall
charge each af the parties hereto with their respective prapertianate shares upon the expense basis pro-
vided in the Accounting Procedure attached hereto as Exhibit “'C". Operator shall keep an accurate
record of the joint account hercunder. showing éxpenses incurred and charges and credits made and
recaived.

Gperalor. at its election. shall have the right from time 1o time to demand and receive from the
other parues payment i advance of their respective shares of the estimated amount af the expensc o
e incurred in aperations hereunder during the next succeeding month, which right may be exercised anly
by submission to each such party of an itemized siatermcni of such estimated expense. iogether with
an invoice for its share thereol. Each such statement and invoice lor the payment in advance of osti-
maled expense shall be submitied on or before the 20th day of the next preceding month. Each party
zhall pay io Operator its proportionate share of such estimate within fifieen {13) days after such cs-
timate and invoice is received. If any party fails ic pay its share of said eslimate within said iime. the
amount due shall bear interest as provided in Zxhibit “C” urtil paid. Proper adjusument shall be
made monthiy between advances and actual expense to the end that cach party shall bear and pay its
proportionaie share of actusl expenses incurred. and no moare,

8-
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D. Limitation of Expendilures:

i. Drill er Deepen: Without the consent of all pariies. no well shall be drilled or deepened. ex-
cept any well drilled or deepened pursuant to the provisions of Article VIL.B.2. of this Agreement. it being
understopd that 1the consent to the drilling or deepening shall include:
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% Qotion No. 2: All necessary expenditures for the drilling or deepering and testing of the well. When
such well has reached its authorized depth. and all iests have been completed. Ovperator shall give im-
mediate notice to the Non-Operators who have the right to participate in the completion costs. The parlies
veceiving such notice shall have forty-eight (48) hours {exclusive of Saturday, Sunday and legal heli-
davs) in which to elect to participate in the setting of casing and the completion atlempt. Such election.
when made. shall include consent to all necessary expenditures for the completing and equipping of such
well, including necessary tankage and,or surface facilities. Failure of any party receiving such notice
to repiy within the perivd above fixed shall constitute an election by that party not to participate in
the cost of the ¢completion attempt. If one or more, but jess than ali of "the parties. elect o set pipe and
to attempl 2 completion. the provisions of Article VI.LB.2. hereof (the phrase “reworking, deepening or
plugging back™ as contained in Article VI.B.2. shall be deemed to include “completing™} shall apply to
the gperations thercafter conducted by less than all parties.

2. Rework or Plug Back: Withoul the consent of all parties, no well shall be reworked or plugged
back cxcept a well reworked eor plugged back pursuant to the provisions of Article VI.B.2. of this agree-
ment, it being undersiood that the consent lo the reworking or plugging back of a well shall include
consent to all mecessary expenditures in conducting such operations and completing and equipping of
said well, including necessary tankage and:or surface [acilities.

3. Other Operations: Operator shall not undertake any single project reasonably estimated lo reguire
an expenditure in excess of Fifteen Thousan Daollars (3_.]'5_'900_'09_.__)
excepl in conneclion with a well, the driliing, reworking, deepening, completing. recompleting, or plug-
ging back of which has been previously authorized by or pursuant lo Lhis agreement: provided, how-
ever. that. in case of explesion. {ire, {lood or other sudden smergency, whether of the same or different
natlure. Operator may take such sleps and incur such expenses as in its opinion are required to deal with
the emergency to safeguard life and property but Operator. as promptly as possible. shall report the emer-
gency to the other parties, [f Operalor prepares “Authority for Expenditures” for its cwn use.

Operator. upon request. shall furnish copies of its “Authorily for Expenditures” for any single project
costing in excess of Fifteen Thousand Dollars (S_l_LO‘OO_J.

E. Royaltics. Overriding Royallies and Other Payments:
an@ overriding rovalties
Each party shall pay or deliver. or cause lo be paid or delivered. ail royallies/&-—-&-&-@—eﬁ-&mﬁ.—#
due on ils share of production and shall held the oiher pariies {ree
from any liability therefor. If the interest of any party in any cii and gas lease covered by this agree-
ment is subject to any rovalty. overriding royaity. nroduction payment. or other charge over and abuove
the aforesaid royalty. such party shall assume and alone bear all such obligations and shall account
[or or cause to be accounted for, such interest to the owners thereof.

No party shall ever be responsible. on any price basis higher than the price received by such party.
to any other pariy’s lessor or royalty owner: and if any such other pariy’s lessor or rovalty owner should
demarnd and receive seltlements on a higher price basis. the party contributing such lease shall bear the
royalty burden insofar as such higher price ‘s cancerned.

F. Rentals, Shut-in Well Payments and Minimum. Royalties:

Rentals. shut-in well payments and minimum royaliies which may be reguired under the terms of
any lease shall be paid by the party or parties who subjecied such lease lo this agreement at its or their
expense. In the evenl two or more parties own and have contributed interests in the same iease to this
agreement, such parties may designate one of such partics to make said payments for and on behall of all
such partics. Any party may reques:, and shali be entitled lo receive. proper cvidence of all such payv-
ments. In the event of failure 10 make proper pavment of any rental. shut-in well payment or minimum
voyalty through mistake or oversicht where such payment is required to continue the lease in Inrce.
any loss which vesulls from such non-payment shall be borne in aceordance with the provisions of Article
Ive3.

Operaior shali notify Non-Operater of the anticipated completion of a shut-in gas wetl. or the shut-
ling in or retirn 0 production of a producing gas well. at least five (3) days {excluding Saturday, Sun-
dax and holidays). or at the earliest opportunity permitled by circumsiances. prior to taking such action.
but assumes neo liability for failure to o so, In. the event of failure by Operator to s0 notify Non-
Operator. the Ipss of any lease cantributed hereto by Non-Operator for failure to make timely payments

-9 -
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of any shul-in well payment shall be borne jointly by the parlies hereto under the provisions of Article
iV.B.3.

G. Taxes:

Beginning with the first calendar vear after the effective daie hereof. Operator shall render for ad
valorem taxatior all property subject lo this agreement which by law should be rendered {or such
taxes. and it shall pay all such taxes assessed thereon before they become delingueni. Prior o the ren-
dition date. each Non-Operator shall furnish Operator information as to burdens {to include, but not be
limited to. rovaltics. overriding royalties and production paymenis} on leases and cil and gas interests con-
tribuied by such Non-Operator. If the assessed valuation of any leaschold estate is reduced by reason of its
being subject to outstanding excess royalties, overriding royvaitics or production payments, the reduction in
ad valorern taxes resulling therefrom shall inure to the benefit of the owner or owners of such leasehold
astate. and Operator shall adjust the charge to such owner or owners so as to refiect the benefit of such
reduction, Operator shall bill other parties for their proportionate share of all tax payments in the man-
ner provided in Exhibit "“C".

[f Qperator considers any iax assessment improper, Operator may. al its discrelion. protest within
the time and manner prescribed by law, and prosecuie the protest to a final determination. unless all
parties agree to abandon the protest prior to final determination. During the pendency eof administrative
or judicial proceedings, Cpcralor may elect to pay, under protest, all such taxes and any interest and
penalty. When any such protested assessment shall bave been finally determined, Operator shall pay
the tax for the joint account. together with any interest and penalty accrued. and the total cost shall then
be assessed against the parties, and be paid by them, as provided in Exhibit “C".

Each party shall pay or cause o be paid all preduction. severance. gathering and cther taxes im-
posed upon or with respect to the production or handling of such party’s share of oil and,or gas pro-
duced under the ferms of this agreement.

H. Insurance:

At all times while operations are conducted hereunder, Operator shall comply with the Workmen's
Compensation Law of the Stale where the operations are being conducted; provided. however. that Op-
erater may be a self-insurer for liability under said compensation laws in which event the only charge
that shall be made to the joint account shall be an amount equivalent to the premium which would have
been paid had such insurance been obtained. Qperator shall alse carry or provide insurance for the
benefit of the joint account of the parties as outlined in Exhibit D", attached to and made a part hereaof.
Operator shall require alt contractors engaged in work on or for the Contract Area lo comply with the
Workmen's Compensation Law of the State where the operations are being conducted and to mainlain
such cther insurance as Operalor may require.

In the event Automobile Public Liability Insurance is specified in said Exhibit “D''. or subsequently
receives the approval of lthe parties, no direct charge shall be made by Operator for premiums paid fer
such insurance for QOperator's {ully owned automotive equipment,

ARTICLE VIIL
ACQUISITION, MAINTENANCE OR TRANSIFER OF INTEREST

A. Surrender of Leases:

The leases covered by this agreement. insofar as they embrace acreage in the Contract Area. shall
not be surrendered in whole or in part untess all parties consent thereto.

However, should any partv desire to surrender its interest in any lease or in any portion thereof, and
other parties do not agree or consent thereto, the party desiring 1o surrender shall assign. without express
or implied warranty of title, all of its interest in such lease, or portion thereof. and any well. material and
equipment which may be located thereon and any rights in production thereafier secured. to the parties
not desiring to surrender it. If the interest of the assigning party includes an oil and gas interest. the as-
signing party shall execute and deliver to the party or parties not desiring to surrender an oil and gas
lease covering such oil and gas interest for a term of one vear and so long thereafter us oil and ‘or gas
is produced {rom the land covered thereby, such lease to be on the form attached heretn as Exhibit 5™,
Upon such assignmenl. the assigning party shall be relieved from all obligalions therealier accruina.
but not thereiofore accrued. with respect to the acreage assigned and the operation of any weil thereon,
and the assigning pariy shall have no further intercst in the lease assigned and ils equipmenl and pro-
duction other than the royaliies retained in any leasc made under the terms of this Arsticle. The parties
assignee shail pay 0 the party assignor the reasonable salvage value of the latter’s intevest in any wells
and equipment on the assigned acreage. The value of all material shall be delermined in accordance
with the provisions of Exhibit ~C”, less the estimated cost of salvaging and Lthe estimated ¢ost of plug-
ging and abandoning. If the assignment is in favor of more than one party. the assigned interest shall
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be shared by the parties assignee in the proportions that the interest of each bears Lo the inierest of all
parties assignee.

Any assignment or surrender made under this provision shall not reduce or change the assignor’s or
surrendering parties’ inlerest, as it was immediately before the sysiznment. in the batance of the Contract
Avea; and the acreage assigned or surrendered. and subsequent operations thercon. shall not thereafter
be subjeet o the formy and provisions of this agreement.

B. Rencwal or Extension of Leases:

If any party sccures a renewal of any oil and gas lease subjec! to this Agreement. all other parties
shall be netified promptly, and shall kave the right for a period of thirty (26} davs following receipt
of such notice in which to elect to participate in the ownership of the renewal lease. imsofar as such
fease affects lands within the Contract Arca. by paying to the party who sequired it their several proper
preportionale shares of the acquisition cost allecated o that part of such lease within the Contract Area.
which shall be in proportion to the interests held at that lime by the parties in the Contract Area.

II some. but less than all. of the parties elect to participate in the purchase of a rencwal ilease. it
shall be awned by ihe parties whao elect to particibate therein, in a ratio based upon the relationship of
their respective percentage of participation in the Coniract Area to the aggregale of the percentages
of participation in the Contract Area of all parties participating in the purchase of such renewal lease.
Any renewal lease in which less than all parties cleci to participate shzll not be subject to this agreement.

Each party who participates in the purchase of a renewal lease shall be given an assigrnment of s
proportionate interest therein by the acquiring party.

The provisions of this Article shall apply to renewal leases whether they are for the enlire interest
covered by the expiring lease or cover only a portion of its area or an interest therein, Any renewal joase
taken before the expiration of its predecessor lease. or taken or contracted for within six (6) months after
the expiration ai the existing lease shall be subject'to this provision: but anv leasc taken or contracted
for maore than six {6} months after ihe expiration of an existing lease shall not be deemed a renewal
lease and shall not be subject to the provisions of this agreement.

The provisions in this Article shall appiy also and in like manner to extensions of oil and zas
leases.

C. Acreage or Cash Contributions:

While this agreement is in force. if any party eontracts for a contribution of eash toward the drilling
of a well or any other operation on the Contract Area. such canlribution shall be paid to the party who
conducted the drilling or oiher operation and shall be applied by it againsi the cost of such driiling or
oiher operation. If the contribution be in the form of acreage. the party to whom the coatribulion is
made shall prompily tender an assignment of the acreage. without warranty of title. to ihe Dhrilling
Parties in the proportions said Drilling Parties shared the cost of drilling the well. [f all parties hereto
are Drilling Parties and accept such tender, such zcreage shall become a part of the Contract Area and
be governed by the provisions of this agreement. If less than all parties hereto are Drilling Parties and
accept such tender. such ocreage shall not become a part of the Contract Area. Each party shall prompt-
1y notify all other parties of all acreage or money contributions it may obtain in support of any well or
any other operation on the Contract Area.

IT any party contracts for any consideration relating lo disposition of such party’s share of substances
produced hereunder. such consideration shall not be deemed o contribution as contemmplated in this
Avtivie VIILC.

D, Subsequently Created Interest:

NON'ithstancling the provisions of Article VIILE., and VIIL.G.. if any party hereto zhall. subseguent
o execation of this agreement, create an overriding roxaity, production paymaent, ar aet proceeds inter-
est. which such interests are hereinafter referred to as “subsequently created interest”, such subseguently
creaied inlerest shall be specifically made subject 19 all of the terms and provisions of this agrecment. as
feilows:

1. If non-consent operations are conducted pursvant v any
party conducling such onerations becomes entitled io receive the proruction attributanle o the interest
out af which the subsequently created interest i» derived. such party shall veccive same free and clear
ol such subscquenily created interest. The party croating same shall bear ard pay all such sulsequently
created interesis and shall indemnify and hold the nither parties heretn Tree and harmless from any and
all liowitity resulling therefrom.

provision of this agrecment. gnd ithe

11 -



AATL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1977

=~ LA e Wt

[/ S TR (NS LI TR IS T T
S U W e = D

U en
O o

2. U the owner of the interest {rom which the subseguenily created interest is derived {13 fails to
pay. when due. its share of expenses chargeable hereunder. or (2) elects to abandon a weil under pro-
visions of Article VI.E. hereof, or (3) elects to surrender a lease under provisions of Article VIILA.
hereof, the subsequently created interest shall be chargeable with the pro rala portion of all expenses
hereunder in the same manper as if such interest were a working interest. For purposes of collecting
such chargeable ¢xpenses, the parly or parties who receive assignments as a result of (2 or {3} above
shall have the right to enforce all provisions of Articte VILB. hereof against such subsequently created
interest,

E. Maintenance of Uniform Interesi:

Any party creating the necessity for separate measurement
facilities shall alone bhear all costs of installing and maintaining
such facilities.

Every auALsale encumbrance, transfer or other disposition made by any pariv shall be made ex-
pressly subject to this agreement, and shall be made without prejudice to the right of the other parties.

I1. at any time the interest of any party is divided among and owned by four or more co-owners.
Operator. at its diseretion, may require such co-owners to appoint a single trustee or agent with full
authority to receive notices, approve expenditures, receive billings for and approve and pay such party's
share of the joint expenses, and 1o deal generally with, and with power to bind. the co-owners of such
party’s intercsts within the scope of the operations embraced in this agreement: however. all such
co-owners shall have the right to enter into and cxecute all contracts or agreements for the disposition
of thelr respective shares of the oil and gas produced from the Conr.lact Area and they shall have the
right to receive, separately. payment of the sale proceeds hereof.

F. Waiver of Right fo Partition;
If permitted by the laws of the state or states in which the property covered hereby is located. each
pariy hereto owning an undivided interest in the Contract Area waives any and all rights it may have

to partition and have set aside to it in severalty its undivided interest therein.

G. Preferential Right to Purchase:

Shewld-csm—pachis doslestosoH-aloranypart-oiiis interoctewndarihi - b itoriahd R
f T, Pt

mation concerning its proposed sale, wh:ch shall include the name and address of
chaser (who must be ready, willing and able to purchase), the purchase
the offer. The other parties shall then have an optional prior
receipl of the notice, to purchase on the same terms a
proposes o sell: and, if this optional right j
chased interest in the proportions t

prospective pur-
ic&, and all other terms of
T ior a period of ten (10) days after
nditions the interest which the other party
«*Crcised. the purchasing parties shall share the pur-
e interest of each bears to the total interest of all purchasing
parties. However, there sh € 'no preferential right to purchase in those cases where any party wishes
to mortgage its_iptervSls. or lo dispose of its interests by merger. rearganization. consclidation. er sale
stantiatly all of its assets to a subsidiary or parent company or to a subsidiary of a parent
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ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create. and-shall not be construed te create, a relationship of pari-
nership or an association for profit between or among the parties herelo. Nolwithsiandingz any pro-
visions herein that Lthe rights and liabilities hercunder are several and not joint or collective. or that this
agreement and operations hereunder shall not constitute a partnership, if, for Federal income tax pur-
poses, this agreement and the operations hereunder are regarded as a partnership. each narty hereby
affected elects ‘o be excluded from the application of all of the provisions of Subchapter K. Chapter
b, Subtitlc A7 of the Internal Revenue Code of 1934, as permitted and authorized by Section 76! of
the Code and the vegulations promulgated theveunder. Operator s authorized and directed 1o execule on -
behalf of each party hereby affected such evidence of this eleciion as may be required 5¥ Lhe Secretary
af the Treasury of the Uniled States or the Federal Internal Revenue Service, including specifically. but
not by way oif limitation. ail of the returns, staiements. and the data required by Federal Hegula-
iions 1.761. Should there be any requirement ihat each party hereby affected give further evidence of
this clection. each such party shall execute such docuiments and {urnish such other evidence as may be
required by the Federal Internal Revenue Service or as may be necessary lo evidence this election. No

2o
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such party shall zive any notices or take any ather action inconsistent with the efcction made hereby.
If anv present or fulure income tax laws of the state or stales in which the Contract Aren is located or
any fulure income 1ax laws of the United States contain provisions similar to those in Subchapter “K™,
Chapter 1, Subtitle "A", of the Internal Revenue Code of 1334, under which an election similar to that
provided by Section 761 of the Code is permitted. each party hereby affected shall make such clection as
may he permitied or required by such laws. In making the foregoing election, cach such party states that
the income derived by such party from Operations hersunder can be adequately determined without the
computation of parinership taxable income.

ARTICLE X.
CLAIMS AND LAWSUITS

Operator may seille ony single damage claim or suit arising from operations hercunder if the ex-
penditure does not exceed Ten Thousand Dollars
{SM} and il the payment s in complete settlement of such claim or suil. I the amount
required for settlement exceeds the above amount. the parties hereto shall assume and take over the
further handling of the claim or suit. unless such authorily is delegated to Operator. All costs and ex-
pense of handling. seutling. or otherwise discharzing such claim or suil shall be ot the joint expense
of the parties. If a claim is made against any party or if any party is sued en account of any matler
arising from operations hereunder over which such individual has no control because of the rights given
Cperator by this agreement. the party shall immediately notify Cperator, and the claim or suit shall
be treated as any other claim or suil involving operations hereunder.

ARTICLE XI.
FORCE MAJEURE

If any party is rendcred unable, wholly or in part. by force majeure to carry out its obligations
under this agreement, other than the obligation te make money payments, that party shall give to all
other parties prompt written notice of the force majeure with reasonably full particulars coneerning it:
thereupon. the obligations of the party giving the notice, so far as they are affected by the force majeure.
shail be suspended during. but no longer than. the continuance of the force majeure. The affected party
shall use all reasonable diligence to remove the force majeure situation as quickly as practicable.

The requirement thal any force majeure shall be remedied with all reasonable dispatch shall not
require the settlement of strikes. lockouts. or other labor difficulty by the party involved. contraty to its

wishes: how all such difficulties shall be handled shall be entireiy within the discretion of the party
concerned.

The term “force majeure”, as here emploved. shall mean an act of God. strike. lockout. or other
indusirial disturbance. act of the public enemy, war. blockade. public riot, lightning. fire. storm. {lood.
explosion. governmental action, governmental delav. restraint or inaction. unavailability of equipment.
and any other couse. whether of the kind specifically enumerated above or oiherwise, which is not
reasonably within the control of the party claiming suspension.

ARTICLE XIL
NOTICES

Al nolices authorized or required belween the parties, and required by any of the provisions of
this agreement, unless otherwise specifically provided. shall be given in writing by United States mail
or Western Union telegram. postage or charges prepzid. or by teletvpe. and addressed to the pariy to
whom the notice is given at the addresses listeg on Exhibit A", The originating notice given under any
provision hereof shall be deemed given only when received by the party te whom such notice is directed.
and the time for such pariy 1o give any notice in respense thereto shall vun from the date the originai-
ing notice is received. The second or any responsive notice shall be deemed given when deposited in
the United States mail or with the Western Union Telegraph Company. with pastage or charges prepaid.
or when sent by teletype. Each party shall have the right to change its sddress at any time. and from
time 0 time. by giving written notice hereof to all other pariies.

ARTICLE XIH.
TERM OF AGREEMENT

This agreement shall remain in full force and.effeet as 10 the ail and pas teases and or vil and gas in-
weresis subjected hereio for the period of time sclected below: provided, however, no party hereto shali
ever be construed as having any right title or interest in or to any lease. or oil and zas interest con-
wibuted by anry other party bervend the term of this agrecment.

% Option Ne. i: So long as any of the oil and gas leases subjec: to this agreement vemain o are con-
tinued in force as to any par: of the Contract Avea. whether by produclion. extension, renewal or other-
wise. and. or so long as ail and/ocr gas production conlinues from any lease ar oil and gas interest.
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2

3 agreement shall continue in foree so long as qny such well or wells prodaee, op o
4 prodiction: provided, however,
3

ir. prier Lo the expirnlinn of such addilional pevind. one ire of (he pavlies hereln are engaged in
G «lritling or reworking o well o wells hereander rmaprecment shall eontinue ¥ foves urdil such op-
7 erations have been completed and i _peedittion vesnlts (herefeom, (his azeeement =hall continue in
8 Toree as provided hevein, Ty tvenl Lhe well deseribed in Article VAL or any subseguent well
0 deilled BerennderaestTis in o dry Dole, and no ather well i prodneing, or capahle of produeing oil

10 and or rom e Contraet Avea. Whig agreement shall terminate amless deilling oy veworking operia-
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1
3 [t ix agreed. howeser, that the leriiaalion of this sgreement shall oot relicee any party hiereto from

o aay linbililty which has acerued or atlache] peine o the dole of such terminalion,

16 ARTICLE X1V,

v COMPLIANCE WITIT LAWS AND REGULATIONS

1

19 A, Laws, Regulidions and Qrders:

20

21 Thizx agreemenl shali be subject Lo the comservalion laws of the stile in which the commilled

22 acreape is lecated. o the valid rules. regulatinns, and erders of any duly constituled regulalory hody of
23 said slate: and 1o sdl olher applicable federal, state, andd local laws, ovdinances, rules, regulalions, and
24 orders.

25

26 B. Governing Law:

27

24 The essentiol volidity of this agreement and 1l mallers perlaining therelo, inceluding, but not lim-

20 ited to, mallters of o "rmance, non-performance, breach, remedies. procedures, vights, duties and in-
30 terprelation or constiuetion. shall be governed and delermined by the law of the stale in which the
31 Contracl Arvea is tocaled. 11 the Conlracl Arvea is in two ar more slales, the law ol the state where mnsl
32 of the land in the Contracl Avea is located shall povern.

438

34 ARTICLE XV.

45 OTHER PROVISIONS
3

37 A. This Operating Agreement is subject to the terms and provisions
38 of that certain Parmout Agreement dated June 12, 1978, as amended, by
39 and between Union 0il Company of California and Hilco Company as

4 ratified and amended by Jake 1. Hamon, Edwin L. Cox, Individually and
41 as Trustee, Executor and Agent, Edward R. Hudson, Jr. and William A.
42 Hudson, II, both Individually and as Executors and Trustees, William
43 A. Hudson, Roxie E. Hudson, B. D. Moore, Jr., pDavid W. Moore, Eleanor

# Moore, Mary Lee Moore, Carol Pauls Moorg, John Knox Hutchings.Moore,

45 Jr-. Denald B. Moore, Anita G. Moore, Kilburn G. Moore, Individually

i6 and as Attorney-in-Fact and First.Hutchlngs—Sealy Naticonal Bank of

47 Galveston as Agent, Attorney-in-Fact and Trustee.

:g B. .The interests of Es?oril Producing Corporation, Fred M. Alliscn,

50 Stringer Qil & Gas, Lario 0il & Gas Company and Resources Investment

?* Corporation are subject to that certain Letter Agreement dated December
':; 11, 1978 by and between Hilco Company, et al and Estoril Producing

Dl

“ Corporation, et al and that certain Operating Agreement dated December
54 20, 1978 by and between Estoril Producing Corporation as Operator and
Stringer Qil & Gas, et al as Non-Operators.

- 14-



A.AD.L. FORM 610 - MODEL FORM OPERATING AGREEMENT . 1977

ARTICLE XVL
MISCELLANEOUS

This agreement shall be binding upen and shall inurce Lo the benefil of the parties herelo and to their
devisees, legal representatives, successors and assigns.

respective heirs,

This instrument may be executed in any number of counlerparts, cach of which shall be considered
an original for all purposcs.

19

ATTEST:

lst
_]Id\l WITNESS WHEREOQF, this agrecment shall be effective as of day of

August

e e e e e

OPERATOR

ESTORIL PRODUCING CORPORATION

/'){ 7

{ " / = -
A i el T
o ¥

ASsistant Secrefary

y./Z; /) 'Jﬁ({uf *-

Philllp D. Dun .
Executlve Vice President

NON-OPERATORS

ATTEST:

By:

Title:

ATTEST:

By:

Title:

- 15~

STRINGER OIL & GAS

J. Frank Stringer, President

LARIO OIL & GAS COMPANY

D. E. O'Shaughnessy, President

RESOURCES INVESTMENT CORPORATICN

James M. Massell, Vice Pres.-~Land

UNION OIL COMPANY OF CALIFORNIA

John Hansen, Attorney-in-Fact

Jake L. Hamon

Nancy B. Hamon

Edwin 1.. Cox, Individually and as
Trustee and Executor of the Estate
of Edwin B. Cox, and as‘Agent for
Elizabeth Lockridge Cox.-*



TN cos s

Edward ®. Hudson, Jr., Execytor
and Trustee u/w Bdward R. ason

<

William . Hudson, I1I, Executor
and Trustee u/w Edward R. Hudson

William A. Hudson
Roxié E. tHudson

E rd R.® Hudson, Jr., Agent and
Attorney-in-Fact for: Anita G.
Moore, B. D. Mgore, Jr. and wife,
Eleanor Moore; David W, Moore and
wife, Mary Lee Moore; Carol Pauls
Meoore; John Knox Hutchings Moore,
Jr; Donald Bartlett Moore; Anita
G. Moore and Kilburn G. Moore,
Individually and as Attorney-in-

Fact for Anita Moore Doyle, W. Lamar

Doyle, Charles H. Moore, III, Paul
Cooke Moore and Bartlett G. Moore;
First Hutchings-Sealy National Bank
of Galveston, Trustee under Trust

Indenture dated 12/23/77 from Frances

Moore Shelton as Trustor ({Trust #1
and Trust {2); and First Hutchings-
Sealy National Bank of Galveston,

Agent and Attorney-in-Fact for the
Grandchildren of Frances B. Moore.

ACKNOWLEDGEMENTS

THE STATE OF TEXAS §

COUNTY OF MIDLAND §

The foregoing instrument was acknowledged before me this Jg =~
day of (Qusued  , A.D. 1979, by PHILLIP D. DUNFORD, EXECUTIVE
VICE PRESIDERF of ESTORIL PRODUCTING CORPORATION, Midland, Texas, a
Texas corporation, on behalf of said corporation.

{SEAL) Q . Q I !!

Notary Public in and for
Midland County, Texas

Boris £ Hembres

My Commission expires: 7-!-5%/



THE STATE OF TEXAS §
COUNTY OF MIDLAND §

The foregoing instrument was acknowledged before me this
day of ., A.D. 1972, by FRED M. ALLISON.

(SEAL}

totary Public 1n and for
Midland County, Texas
My commission expires:

(Type Mame)

THE STATE OF TEXAS §

COUNTY OF §

The foregoing instrument was acknowledged before me this
day of , A.D. 1979, by J. FRAMK STRINCER, PRESIDENT of
STRINGER CIL & GAS, San Angelo, Texas, a corporation,

on behalf of said corporation.

{(SEAL)

NMotary Public i1n and for
County, Texas

My commission expires:
Y 3 (Type Name)

THE STATE OF TEXAS §
COUNTY OF MIDLAND §

The foregoing instrument was acknowledged before me this
day of , A.D. 1979, by D. E. O'SHAUGHNESSY, PRESIDENT of
LARIO OIL & GAS COMPANY, Midland, Texas, a corporation,
on behalf of said corporation.

{SEAL)

Notary Public in and for

. . . Mi
My comnission expires: fidland County, Texas

(Type Name)

THE STATE OF
COUNTY OF

The foregoing instrument was acknowledged before me this
day of , A.D. 1979, by JAMES M. MASSELL, VICE-PRESIDENT-
LAND of RESOURCES INVESTMENT CORPORATION, Denver, Colcrado, a
corporation, on behalf of said corporation.

(SERL)

Motary Public in and for
County, Colorado

My commission expires:
(Type Name)

THE STATE OF
COUNTY OF
The foregoing instrument was acknowledged before me thils

day of , A.C. 1979, by JOHN HANSEN, as Attorney-in-Fact
for Union 011 Company of California, in the capacity herein stated.

(SEAL)

Notary Public in and for-

My commission expires: County, Colorado

{Type NMame}



THE STATE OF

COUNTY OF

The foregoeoing instrument was acknowledged before me this
day of , A.D. 1979, by JAKE 1. HAMON.
{SEAL)

Notary Public in and for
County,

My commission expires: (Type name)

THE STATE OF

COUNTY OF

The foregoing instrument was acknowledged before me this
day of , A.D. 1979, by NANCY B. HAMON.
(SEAL)

Motary Public in and for
County,

My commission expires:
Y P {Type name)

THE STATE OF
COUNTY OF

The foregoing instrument was acknowledged before me this
day of » A.D. 1973, by EDWIN L. COX, Individually and
as Trustee and Executor of the Estate of Edwin B. Cox and as Agent
for Elizabeth Lockridge Cox, in the capacity herein stated.

(SEAL)

Notary Public in and for
County,

My commission expires: {Type name)

THE STATE OF
COUNTY OF
The foregoing instrument was acknowledged before me this

day of , A.D. 1979, by DDWARD R. HUDSON, JR., as Executor
and Trustee u/w Fdward R. Hudson, in the capacity herein stated.

{SEAL)

Notary Public in and for
County,

My commission expires: (Type Name}




THE STATE OF
COUNTY OF

The foregoing instrument was acknowledged before me this

day of , A.D. 1979, by WILLIAM A. HUDSON, 1I, Executor and

Trustee u/w Edward R. Hudson, in the capacity herein stated.

{(SEAL)

Notary Public irn and for
Counly,

My commission expires:
{Type MName)

THE STATE QF

COUNTY OF

The foregoing instrument was acknowledged before me this
day of , A.D. 1979, by WILLIAM™ A. HUDSOWN.
{SEAL)

Notary Public in and for
County,

My commission expires:
(Type Name)

THE STATE OF
COUNTY OF
The foregoing instrument was acknowledged before me this

day of , A.D. 1979, by RCXIE E. HUDSON.

(SEAL)

Hotary Public in and for
County,

My commission expires: _ (Type Bame)

THE STATE OF
COUNTY OF

The foregoing instrument was acknowledged before me this

day of , A.D. 1879, by EDWARD R. HUDSCM, JR., Ayent and

Attorney-in-Fact, in the capacity herein stated.

{SEAL)

Notary Public in and for
County,

My commission expires: (Type Name)




WEST LEA PROSPECT REVISED (1)

05-01-88

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, WEW MEXICO and LIMITED FROM 5,000 FTEET 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 Secticn 5, All of Section 8,
N/2 and SW/4 of Section 9

ITI. OQIL AND GAS LEASES

A. Lease No. LC-064194 dated October 1, 1947, between The
United States of America, Lessor, and L. B. Hodges,
lLessee, INSOFAR AND ONLY INSOFAR as salid lease covers
the following described land, to-wit:

S/2 of Section 4, 5/2 of Section 5, All of
Section 8 and All of Section 9

B. Lease No. NM-14799% dated February 1, 1972, between The
United States of America, Lesscr, and James N. Mc¢Tighe,
Lessee, INSOFAR AND ONLY INSOFAR as said lease covers
the following described land, to-wit:

SW/4 of Section 10

III. INTERESTS OF THE PARTIES IN THE CONTRACT AREA

A. SE/4 of Section 9

BEFORE PAYOQOUT OF
UNION FEDERAL #1%

AFTER PAYOUT OF
UNION FEDERAL #1*

Estoril

- ___ylario

22,916667% 13.750000%

Allison. 6.250000% 3.750000%
Bistate - 26.041666% 15.625000%
v Stringer 19.791667% 11.875000%
25.000000% Y _15.000000%

Tnecal  00T000000%F TTIST2I0679%
Hamon 00.000000% 4.615385% -
Cox (Edwin L.) 00.000000% 0.576923%
Cox (Elizabeth 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 Interests 00.000000% 2.076924%

100.0000060% 100.000000%

B. SW/4 of Section 10

{1.) Operations pertaining to the Union Federal VA" #1

Estoril 10.107271%
Allison 3.665625%

Bistate 19.308606%
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{ stringer B.951467%
! Lario 15.000000%
/ Unocal 19.230769%
v Hamon 6.593407% -
Graham Royalty 2.197801%
Lakeview 1.0%8900%
Hudson (William A.) 5.884615%
Hudson Estate 5.884615%
Moore Family Interests 2.076924%
100.000000%
(2.) Operations pertaining to the Union Federal "aA"
#2 and all other operations in the 8W/4 of
Section 10 (excluding operations pertaining to
the Union Federal "A" #1)
UNICN FEDERAL "A" {2
UNION FEDERAL "A“ §#2 AFTER PAYQUT *+*
BEFORE PAYOQUT** & ALL OTHER OPERATIONS
Estoril 10.949543% 10.829218%
Allison 3.971094% 3.927455%
Bistate 19.308606% 19.308606%
Stringer 9.697423% 9.590858%
; Larie 16.250000% 16.071429%
{Unocal 23.779379% 23.129579%
Graham ‘Royalty 2.197801% 2.1597801%
Lakeview €¢0.000000% 1.058900%
Hudson (William A.) 5.884615% 5.884615%
Hudson Estate 5.884615% 5.8848615%
Moore Family Int. 2.076924% 2.076924%
Hamon##* 00.000000% 00.000000%

C. 5/2 of Section 4, S/2 of Section 5, all of Section 8§

and the N/2 and SW/4 of Section 9
Estoril 4.094323%
Allison 4.094322%
Bistate 3.750000%
Stringer 4,197574%
- i 5.750000%
Unocal 21.959935
Cox (Edwin L.) 0.576923%
Cox (Elizabeth L.) 0.576923%
Cox Estate 1.153846%
Hudson (William A.) 5.884615%
Hudson Estate 5.884615%
HMoore Family Interests 2.076924%
Hamon *#%% 0.000000%
Resources 30.000C00%

*Payout is defined in that certain Letter Agreement dated June
1z, ﬂ978, as amended, by and between Union ©il Company of
Callfornla and Hilco Company. Union 0il Company of California,
et. al., own the right to convert overriding royalty interests
to wdrklng interests after payout of the Union Federal #1l. The
afteq payout interests shown above assume all parties will

convert to working interests and will be adjusted accordingly at
payout

**Lakev13w elected not to participate in the Union Federal “a"
#2 welll pursuant to the non-consent provisions of Article VI(B.)
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herein and payout will be calculated in accordance with said

Article.

#xxPursuant to that certain Letter Agreement dated February 1,
1988, as amended, by and between Hamon and Estoril, Hamon
farmed-out its interest in these lands to Estoril, Allison,
Stringer, Laric and Unocal. The interest figures shown under
B.(2.) and €. above assume that at the time operations are
conducted upon the applicable lands, said Letter Agreement will

be in full force and effect.

IV. ADDRESSES OF THE PARTIES

Estoril Producing Corporation
400 West Illinois, Suite 1600
Midland, Texas 79701

Mr. Fred M. Allison
P. 0. Box 4815
Midland, Texas 79704-4815

Bistate 0il Company, Inc.
502 Park Avenue

28th Floor

New York, New York 10022

Stringer 0il and Gas
P. 0. Box 3037
San Angelo, Texas 76901

Lario 0il and Gas Company
301 South Market Street
Wichita, Kansas 67202

Union 0il Company of California

P. O. Box 3100
Midland, Texas 79702

Hamon Operating Company
RepublicBank Tower
325 St. Paul, Suite 3%00
Dallas, Texas 75201

Edwin L. Cox
3800 Interfirst One
Dallas, Texas 75202

Elizabeth L. Cox
3800 First National Bank
Dallas, Texas 75202

Estate of Edwin B. Cox
3800 First National Bank
Dallas, Texas 75202

William A. Hudson
616 Texas Street
Ft. Worth, Texas 76102

Estate of Edward R. Hudson
616 Texas Street
Ft. Worth, Texas 76102

Edward R. Hudson, Jr.,
Agent and Attorney-in-
Fact for Anita G.
Moore, et. al. (Moore
Family Interests)

616 Texas Street

Ft. Worth, Texas 76102

Graham Royalty, Ltd.
5429 LBJ Treeway
Suite 5501

Dallas, Texas 75240

Lakeview Partners, L.P.,
a Texas Limited
Partnerzhip

c/o Valley View Energy
Corporation

1401 Elm Street

Suite 1400

Dallas, Texas 75202



EXHIBIT "a"

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING
AGREEMENT DATED AUGUST 1, 1979, BY AND BETWEEN ESTORIL
PRODUCING CORPORATIQON 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 of Section %
B. 5/2 of Section 4, 5/2 of Section 5, All of Section 8,
N/2 and SW/4 of Section 9 and SW/4 Section 10

II. OIL AND GAS LEASES

A. Lease Neo. 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 following described land, to-wit:

5/2 of Section 4, S/2 of Section 5, All of
Section 8 and All of Section 9

B. Lease No. NM~14799 dated February 1, 1972, between The
United States of America, lLessor, and James N. McTighe,
lessee, INSOFAR AND ONLY INSOFAR as said lease covers
the following descrbied land, to-wit:

sW/4 of Section 10

11T, WORKING INTERESTS
A. SE/4 of Section 9 Before Payout of After Payout of
Union Federal #1* Union Federal #1
Estoril Producing Corp. 6.25% 3.750%
Fred M. Allison 6.25% 3.750%
Stringer 0il & Gas 12.50% 7.500%
Lario 0il and Gas Co. 25.00% 15.000%
Resources Investment Corp. 50.00% 30.000%
Union 0il Co of CA =0- 19.230769%
Jake L. Hamon -0- 4.615385¢%
Edwin L. Cox -0 0.576923%
Elizabeth L. Cox -0=- 0.576923%
Estate of Edwin B. Cox e 1.153846%
William A. Hudson -0~ 5.884615%
Estate of Edward R. Hudson ~{- 5.884615%
Edward R. Hudson, Jr., Agent -0- 2.076924%

and Attorney-in-Fact for
Anita G. Moore, et al (Moore
Family Interests)
100.00% 100.000000%

*pPayout is defined in that certain Letter Agreement dated June 12, 1978,
as amended, by and between Union 0il Company of California and

Hilco Company. Union Oil Company of California, et al, own the

right to convert overriding royalty interests to working interests
after payout of the Union Federal #1. The after payout interests
shown above assume all parties will convert to working interests and
will be adjusted accordingly at payout.

Exhibit "A"
Page 1



S/2 of Section 4, 5/2 of Section 5, All of Section 8,
N/2 and SW/4 of Section 9 and SW/4 of Section 10

Estoril Producing Corp. 3.750% R

Fred M. Allison 3.750% | 3?
Stringer 0il & Gas 7.5008 , wC 70
Lario 0il and Gas Co. 15.000%

Resources Investment Corp. 30.000%

Union 0il Co of CA 19.230769%

Jake L. Hamon 4.615385%

Edwin L. Cox 0.576923%

Elizabeth L. Cox 0.576923% A -C)a
Estate of Edwin B. Cox 1.153846% \ U o
William A. Hudson 5.8B4615%

Estate of Edward R. Hudson 5.884615% i

Edward R. Hudson, Jr., Agent  2,076924%
and Attorney-in-Face for
Anita G. Moore, et al (Moore
Family Interests)
100.000000%

ADDRESSES

Estoril Producing Corporation
Eleventh Floor-vaughn Building
Midland, Texas 79701

Attn: Phillip D. Dunford

Fred M, Allison
Eleventh Fleocor-vaughn Building
Midland, Texas 79701

Stringer 0il & Gas

8700 Crownhill Blvd., Suite 403
San Antonio, Texas 78209

Attn: Richard McCullcugh

Lario 0il and Gas Company
P.0O. Box 155

Midland, Texas 78702
Attn: Stanley Fox

Resources Investment Corporation
800-B West Wall

Midland, Texas 79701

Attn: Jeff Smith

Union 0il Company of California
P.0. Box 671

Midland, Texas 79702

Attn: Robert V. Lockhart

Jake L. Hamon
P.O. Box 663
Dallias, Texas 75221

Exhibit "A"
Page 2
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Edwin L. Cox, Elizapeth I.. Cox and
Estate of Edwin B. Cox

3800 rirst National Bank Building
Dallas, Texas 75202

William A. Hudson and
Estate of Edward R. Hudscn
1000 First National Building
Fort Worth, Texas 76102

Attn: Edward R. Hudson, Jr.

Edward R. Hudson, Jr., Agent and
Attorney-in-Fact for Anita G. Moore,
et al (Moore Family Interests)

1000 First Mational Building

Fort Worth, Texas 761402

THERE IS NO EXHIBIT "B" TO THIS AGREEMENT.
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COPAS — 1874
Recommended by  the

Councit  of Pefroleum
'@@U GUL TyLsa  Taon Accounfonts Societies of

North America

EXHIBIT e

Attached to and made a part of _.LHAT CERTATIN OPERATING
AGREEMENT DATED AUGUST 1. 1979 BY AND BETWEEN
ESTORIL PRODUCING CORPORATION AS OPERATOR AND

FRED M. ALLISON,.. EL.AL A3 NON-QPERMTORS. .

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS
Definitions

“Joint Property” shall mean the real and personal property subject 1o the agreement to which this Accounling
Pracedure is attached.

“Joint Operations” shall mean all operations necessary or proper for the develepment, 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-QOperators.

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

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

“Personal Fxpenses" shall mean iravel 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 Sacieties of North America.

Statement and Billings

Gperator shall bill Non-Qperaters on or kefore the last day of each month for their proportionate share af the
Joint Account for the preceding month. Such bills will be accompanied by statements which identify the author-
ity for expenditure, lease or facility, and zll charges and credits, summarized by appropriate classifications of in-
vestment and expense excepl that items of Controllable Material and unusual charges and credits shall be sep-
arately identified and [fully described in detail

Advances and Payments by Non-Operators

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

Each Non-Operator shali pay its proportion of all bills within fifteen (153) days after receipt. 1f payment is not
made within such time, the unpaid balance shall bear interest monthly at the rate of twelve percent (1277) per
annum or the maximum contract rate permitied by the applicable usury laws in the state in which the Joint
Property is located, whichever is the lesser, plus attorney's fees, court costs, and other costs in connection with
the collection of unpaid amounts.

Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question Lhe correct-
ness therveof: provided, however, all bills and statements rendered to Non-Operalors by Operaior during any
calendar year shall conclusively be presumed to be true and correct alter 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 theretc and makes claim on QOperator for adjustmeni. No adjustment favorable to Operator shall
be made unless it is made within the same prescribed period. The provisions of this paragraph shall notl prevent
adjustments rvesulting from a physical inventory of Controllable Material as provided for in Section V.

Audits

A, Non-QOperator, upon notice in writing to Operator and ail other Non-Operators, shall have the right 1o audit Ope-
rator's accounts and records reiating 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 un 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 [. Where there are two or more Non-Operators, the Non-Operalors shall make every reasonable effort to
conduct joint or simultancous audits in 2 manner which will result in a minimum of inconvenience to the Opera-
ter, Operator shall bear no pertion of the Non-Operators' audit cost incurred under this paragraph unless agreed
to by the Qperator.

. 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
ne contrary provisions in regard thereto, Operator shall notify all Non-Operatars of the Operator's propasal. and
the agreement or approval of a majorily in inlerest of the Non-Operators shall be controlling ou all Non-Opera-
tors.



II. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1.

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

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

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

(3} Sajaries and wages of Technical Employees directly employed on the Joint Property if such charges are
excluded from the Overhead rates.

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

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

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

Employee Benefits

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

Material

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

Transportation

Transportatien of employees and Material necessary for the Joint Cperations but subject te the following limita-

tions:

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

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

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

Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by
Paragraph 9 of Section II and Paragraph 1. ii of Section III. The cost of professional consultant services and con-
tract services of technical personnel directly engaged on the Joint Property if such charges are excluded from the
Overhead rates. The cost of professional consultant services gor contract services of technical persennel not di-
rectly engaged on the Joint Property shalt not be charged to the Joint Account unless previously agreed to by
the Parties.

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 rales shall include costs of maintenance, repairs, other
operating expense, insurance, taxes, degreciation, and interest on investment not to exceed eight per cent (845}
per anhum. Such rates shall not exceed average commercizl rates currently prevailing in the immediate area
of the Joint Property,

B.. In iieu of charges in Paragraph 7A above, Operater may elect to use average commercial rates prevailing in
-the immediate area of the Joint Properiy less 205, For automotive equipment, Gperator may elect to use rates
published by the Petroleum Motor Transport Association.

Damages and Losses to Joint Property

All costs or expenses necessary for the repair or reptacemenl of Joint Property made necessary becausec of dam-
ages or lpsses incurred by fire, {lood, storm. thefl, accident, or other cause, except those resulung from Qperator’'s
gross negligence or willful misconduct. QOperator shall furnish Non-Operator written notice of damages or losses
incurred as soon as practicable after a report thereof has been received by Operator.

Legal Expense

Expense of handling, investigating and setlling litigation or claims, discharging of liens, payment of judgments

and amounts paid for settlermnent of claims incurred in or resulting from operations under the agreement or

sk eblig T £ ,-.‘:,.‘-,-..'hr -_;.--' [T

3 3 FLies VO legat

cxpense is cnnsxdered m be cove:ed bv the overhcad prowsmnq of Secnon !II unlem, olher\mse agreed to by the
Parties, except as provided in Section I, Paragraph 3.

necessary to protect or recover the Jmm Property. B haegetor
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10.

11

12,

Taxes

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

Insurance

Net premiums paid for insurance required to be carried for the Jeint 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 Compensalion 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, Operater shall include a charge at Operator’s
cost not to exceed manual rates.

Other Expenditures

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

iII. OGVERHEAD

Overhead - Drilling and Producing Operations

i. As compensation for administrative, supervision, office services and warehousing costs, Qperator shall charge

drilling and producing operations on either:
{ X ) Fixed Rate Basis, Paragraph 1A, or

Unless otlherwise 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 from outside sources in connection with
matters of taxation, traffic, accounting or matters before or invelving governmental agencies shall be considered
as included in the Overhead rates provided for in the above selected Paragraph of this Section III unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account.

ii. The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant
services and contract services of technical personnel directly employed on the Joint Property sket——3 shall
not {3 ) be covered by the Overhead rates.

A, Qverhead - Fixed Rate Basis

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

Drilling Well Rate $ 2483.00
Producing Well Rate $ 293.00

{2) Application of Overhead - Fixed Rate Basis shall be as follows:
(a) Drilling Well Rate

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

[2) Charges for offshore drilling wells shall begin on the date when drilling or completion equipment
arrives on location and terminate on the date the drilling er completion equipment moves off loca-
tion or rig is released, whichever occurs first, except that no charge shall be made during suspen-
sion of drilling operaticons for fifteen (15) or more consecutive days

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

(b) Producing Well Rates

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

{2] Each active completion in a multi-completed well in which producticn 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 wel] shut in because of overproduction or failure of purchascr 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 ‘ocne-well charge may be made for the month in which plugging and abandonment operaticns
are completed on any well.

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

(3) The well rates shall be adjusted as of the first day of April each -year following the effective date of the
agreement to which this Accounting Procedure is attached. The adjustment shali be computed by muiti-
plying the rate currently in use by the percentage increase or decrease in the average weekly earnings of
Crude Petroleum and Gas Production Workers for the last calendar year compared lo 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 Labtor, Bureau of Labor Statistics, or the
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shali be
the rates currently in use, pius or minus the computed adjustment.
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(a) Development

Percent { %) of the cost of Development of the Joint Property exclusive of costs
provided under Paragraph 9 of Section II ang-dll salvage credits.

(b} Operating

Percent ( a5) ofsfie cost of Operating the Joint Property exclusive of costs provided
under Paragraphs | and 9 of Spefion 11, all salvage credits, the value of injected substances purchased
for secondary recovery and i laxes and assessments which are levied, assessed and paid upon the min-
eral interest in and to the”Joint Property.

(2) Application of Overheag~~ Percentage Basis shall be as follows:
For the purpose of gefermining charges on a percentage basis under Paragraph 1B of this Section III, de-
velopment shall_itff€lude all costs in connection with drilling, redrilling, deepening or any remedial opera-
tlions on any af all wells involving the use of drilling crew and equipment; also, preliminary expenditures
necessary4N preparation for drilling and expenditures incurred in abandoning when the weli is not com-

2. Overhend - Major Construclion

To compensale Operator for overhead costs incurred in the consiructicn 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
pperation of the Joint’ Property, Operztor shall eitker negotiate a rate prior to the beginning of construcuon errgrierkt

Jo e dtasRi—tor-Grerhead—bassd—oh—thaiokewsi—atas—{oranydMajorConiiraak i
eharge—the +* » projeet—in

of $ .

A. __ ___% of iotal costs if such costs are more than § ©55 than § ; plus
B. % of total costs in excess of § less than $1,000,000; plus

C. e —._% of total costs in 000,000,

Total cost ¢ gross cost of any one project. For the purpose of this paragraph, the component parts
iy u.‘;]&_:'.:-n; b1l s Yao b p_,; £op ""?1}""" tha aoct-ol --I-i?h’ng and warkouor weallc chall b a-nhu-lq;l__

3. Amendment of Rates

The Overhead rates provided for in this Section 1II may be amended from time te time only by mutual agreement
between the Parties hereto if, in practice, the rates are found to be insufficient or excessive.

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

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all ma-
terial movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; how-
ever, at Operator’s option, such Material may be supplied by the Non-Operator. Operator shall make timely dispesition
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. QOperator may purchase, but shall be under no obligation to purchase, interest of Non-QOpera-
tors in surplus condition A or B Material. The disposal of surplus Contrellable 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 adjusiment has been received by the Operator.

2. Transfers and Dispositions

Material furnished ty the Joint Property and Material transferred from the Joint Property or disposed of by the
Operator, unless otherwise agreed 1o by the Parties, shali be priced on the foilowing 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 carlpad or barge load weighl basis, regardless of quantity transferred, equalized to the lowest
published price f.o.b. rajilway receiving point or recognized barge terminal nearesl the Joint Properiy
where such Material is normally available.

Line Pipe
{a) Movement of less than 30,080 pounds shall be priced at the current new price, in effect at date of

movement, as listed by a rehable supply store nearest the Joint Property where such Material is nor-
mally available.

(b} Movement of 30,000 pounds or mare 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 curreni new price, in effect at date of movement, as listed by a reliable
supply store or f.0.b. railway receiving point nearest the Joint Property where such Material is normally
available.

B. Good Lised Material (Cendition B}
Material in sound and serviceable condition and suitable for reuse without reconditioning:

(2

—

{1} Material moved io the Joint Property
{a) At seventy-five percent (755} of current new price, as determined by Paragraph 2A of this Section 1V,
{2) Material moved from the Joint Property

{a) Al seventy-five percenl {7572) of curreni new price, as determined by Paragraph 2A of this Section IV,
if Material was originatly charged to the Joint Account as new Material, or

——
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(b) at sixty-five percent {65S:) 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 al 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 origiral function until
after reconditioning shall be priced at fifty 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 property, pro-
vided Condition C value pius cost of recanditicning does not exceed Condition B value.

{2) Condition D

All other Material, including junk, shall be priced at a value commensurate with its use ar at prevailing
prices. Material no longer suitabie for ils 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 QOperator without prior approval
of Non-Operators.

D. Obsolete Malerial

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

E. Pricing Conditions
(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (15¢) per

hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, when
actual hauling cost of such- tubular goods are equalized under provisions of Paragraph 5 of Section IL.

{2} Material invelving erection costs shall be charged at applicable percentage of the current knocked-down
price of new Material

Premium Prices

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes
or other unusual causes gver 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 suilable for use,
and in moving it to the Joint Property; provided notice in writing is furnished {o Non-Operators of the proposed
charge prior to billing Non-Operators for such Material, Each Nen-Operator shall have the right, by so electing and
netifying Operator within ter days afler receiving notice from Operator, to furnish in kind all or part of his share
of such Material suitable for use and acceptable to Operator.

Warranty of Material Furnished by Operator

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

V. INVENTORIES
Operator shall maintain detailed records of Controllable Material.

Periodic Inventories, Notice and Representation

At reasonable intervals, Inventories shall be taken by Operator of the Joint Account Controllable Material.
Wrillen notice of intention t0 take inventory shall be given by Operator at least thirty (30) days before any inven-
tory is to begin so that Non-Operators may be represenied 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.

Reconciliation and Adjustment of Inventories

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

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

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 TQ THAT CERTAIN OPERATING
AGREEMENT DATED AUGUST 1, 1979 BY AND BETWEEN ESTORIL
PRODUCING CORPORATION AS OPERATOR AND FRED M. ALLISON, ET AL
AS NON-QPERATORS.

INSURANCE

Operation shall, at the joint expense cof the parties hereto
at all times while operaticons are conducted hereunder, provide
with responsible ingurance. companies, insurance as follows:

a. Workmen's Compensation Insurance in accordance
with the laws of the state in which the operating
area is located, and Employer's Liability Insur-
ance with limits of not less than $100,000.00;

b. Public Liability Insurance with respect to bodily
" injuries with limits of not less than $100,000.00
as to any one person and $300,000.00 as to any
one accident; and Property Damage Liability Insur-
ance with limits of not less than $100,000.00 as
to any one accident;

c. Automobile Public Liability Insurance with respect
to bodily injuries with limits of not less than
$100,000.00 as to any one person and $500,000.00
as to any one accident; also, Automobile Public
Liability Insurance with respect to Property
Damage with limits of not less than $100,000.00
as to any one accident; and

d. Umbrella Liability with respect to excess over
minimum scheduled liability policies of
$1,000,000.00.

Operator shall not provide, for the joint account of the
parties hereto, insurance against the hazards of fire, windstorm,
explosion, blowout, cratering, reservoir damage, pollution damage,
or insurance other than that specified above.

It is understood that Cperator does not warrant the financial
responsibility of its insurance carrier, and except for willful
negligence, Operator shall not be liable to Non-Operators for any
loss resulting from insufficiency of the insurance carried, or of
the insurer with whom carried. Operator shall not be liable to
Non-Operators for any loss accruing by reason of the Operator's
inability to obtain or maintain the above insurance, but Operator
shall notify Non-Operators in writing, if it is unable to obtain
or maintain such insurance.



EXNIDBIT "E"

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

GAS BALANCING AGREEMENT

Each party shall have the right to take in kind and separately
dispose of its proporticnate share of the gas produced from gas
wells on the Unit Area and shall be entitled to an opportunity
to produce its fair share of the allowable production for a gas

well (including lawful tolerances}) established by appropriate
regulatory authority.

The Unit Operator shall have the duty of controlling gas well
production and the responsibility of administering the provi-
sions of this agreement. Unit Operator shall cause deliveries
to be made to the gas purchasers at such rates as may ke re-
guired to give effect to the intent that the gas production
accounts of all partles are to be brought inteo balance under
the provisions contained herein.

To give effect to the intent of this agreement, the Unit Operator
shall be governed by the following rights of each party:

{a)

(b}

When the well's current production is less than the well
allowable due to either the capacity of the well to pro-
duce or the Unit Operator causing the well to produce
below allowable in order to properly balance well aliow-
able overproduction:

1) Each underproduced party (a party who has taken a
lesser volume of gas than the guantity to which
such party is herein entitled)} shall have the right
to take a greater amount of gas than its proportionate
share of the well's current production, provided that
the right to take such greater amount shall be in pro-
portion that its interest bears to the total interest
of all underproduced parties desiring to take more
than their proportionate share of the well's current
production.

2) EBach overproduced party (a party who has taken a
greater veolume of gas than the guantity to which
party is herein entitled) shall reduce its respective
takes in the proportion that such party's interest
bears to the total interest of all overproduced parties,
but in no event shall any overproduced party be required
to reduce its takes to less than seventy-five percent
{752) of such overproduced party's proportionate share
of the well's current production.

When the well's current production is less than the well allow
able due to combined pipeline takes or for reasons other than
in subparagraph {a) above:

1} Each underproduced party shall have the rights as in
subparagraph ({(a} (1) above.

2} Each overproduced party shall reduce its respective
takes in the proportion that such party's interest
bears to the total interest of all overproduced
parties, but in no event shall any overproduced
party be required to reduce its takes to less than
seventy-five percent (75%) of such overproduced
party's proportionate share of the well allowable.



{c} when the well's current production is egual to or greater
than the well allowable:

1) Each underproduced party shall have the right to
take a greater amount of gas than its proportion-
ate share of the well allowable, provided that
the right.to take such greater amount shall be in
the proportion that its interest bears to the total
interests of all underproduced parties desiring to
take more than thelr proportionate share of the
well-allowable.

2) Each overproduced party shall have the rights as
in subparagraph {a) (2} above.

{(d} The Unit Operator, at the request of any party, may produce
the entire well stream, if necessary, for a deliverability
test not to exceed seventy-two (72} hours duration required
vnder such reguesting party's gas sales contract and may
overproduce in any other situation provided that such
overproducing would be consistent with prudent operations.

Each party taking gas shall furnish the Unit Operator a monthly
statement of gas taken. After commencement of production, Unit
Operator shall furnish to all parties each month a current
account of the gas balance between parties hereto including the
total quantity of gas produced, the portion thercof used in Unit
operations, vented or lost and the total guantity of gas
delivered to a market.

Each party producing and/or delivering gas to its purchaser shall
pay any and all production taxes due on such gas.

Each party taking gas shall be responsible for the entire payment
to each royalty owner {including owners of overriding royalty and
and production payments) entitled to payment for the gas which
such party takes, such payment to be based upon the gas produced
and the price received.

When gas sales from a gas well permanently cease, Unit Operator
shall be responsible to determine the final accounting of under=-
preduction and overproduction and each overproduced party shall
account to and compensate each underproduced party with a sum

of money equal to the amount actually received, less applicable
taxes, by any such overproduced party from the sale of that part
of the total cumulative volume of gas produced which the under-
produced party was entitled to take. The amount of such royaltie:
shall be deducted from such payment.

The provisions of this agreement shall be separately applicable
toc each gas well.

All parties hereto shall share in and own the condensate
recovered at the surface in accordance with their respective
interest.



uwil
30025262720002
30025343190000
30025343200000
3002570347590
30025748002001
30025127180000
30025024190000
30025024210000
30025024120000
30025024200000
30025262720000
30025262720001
30025305190000
30025306330000
30025310560000
30025317170000
30025328210000
30025330430000
30025306330001
30025333740000
30025335160000
30025336650000
30025338590000
30025338720000

Lease Name

UNION FEDERAL
TRUMAN '5° FEDERAL
TRUMAN '9" FEDERAL

MATADOR 'S* FEDERAL
MESQUITE "8° FEDERAL

JACKSON
SWEARINGER
SWEARINGER
FEDERAL
HODGES-FEDERAL
UNION FEDERAL
UNION FEDERAL
POWELL FEDERAL
POWELL FEDERAL

MATADOR 'S5’ FEDERAL

SC FEDERAL
UNOCAL FEDERAL '8'
TRUMAN FEDERAL
TRUMAN FEDERAL
TRUMAN FEDERAL
TRUMAN FEDERAL
TRUMAN FEDERAL
TRUMAN FEDERAL
TRUMAN FEDERAL

Weil Num Spud Date

1927-06-15
1934-10-18
1944-07-19
1958-01-30
1958-11-19
1875-03-30
1982-06-16
1988-12-04
1989-07-08
1990-12-22
1992-09-14
1995-05-22
1995-08-29
1995-12-27
1996-04-11
1956-07-31
1996-10-28
1997-03-06
1997-05-12

WO B W R R N R W RN M R e kel

Comp Date

1927-10-06
1935-05-20
1544-12-12
1958-03-06
1558-12-27
1979-06-26
1982-11-27
1989-01-21
1589-07-25
1991-07-27
1993-01-07
1996-10-18
1995-10-19
1996-02-11
1996-06-24
1996-09-11
1996-12-15
1997-04-21
1997-06-19

Operator Name
SNOW DIL & GAS INC
READ & STEVENS INC
READ & STEVENS INC
TXO PROD CORP
NEARBURG PROD CO

TEXAS PRODUCTION CO
TEXACO INCORPORATED
TEXACO INCORPORATED

HUDSON & HUDSON

Current Operator
SNOW OIL & GAS INC
READ & STEVENS INC
READ & STEVENS INC
TXO PROD CORP
NEARBURG PROD CO

TEXAS PRODUCTION CO
TEXACO INCORPORATED
TEXACO INCORPORATED

HUDSON & HUDSON

Location

205 34E 9

205 34E 5 SE SE
208 34E 9 NW NE
205 34E 5 NW SW
205 34E B8 CSW SV
205 344

205 34E 8

2058 34E9

20S 34E4

HUDSON WM A&HUDSON E HUDSON WM AZHUDSON E 205 34E 9

ESTORIL PROD CORP
ESTORIL PROD CORP
FENN BILL INC
FENN BILL INC

MARATHON OIL COMPANY

SNOW OIL & GAS INC
READ & STEVENS INC
READ & STEVENS INC
READ & STEVENS INC
READ & STEVENS INC
READ & STEVENS INC
READ & STEVENS INC
READ & STEVENS INC
READ & STEVENS INC

ESTORIL PROD CORP
ESTORIL PROD CORP
SNOW OIL & GAS INC
FENN BILL INC

MARATHON OIL COMPANY

SNOW OIL & GAS INC
READ & STEVENS INC
READ & STEVENS INC
READ & STEVENS INC
READ & STEVENS INC
READ & STEVENS INC
READ & STEVENS INC
READ & STEVENS INC
READ & STEVENS INC

205 34E 9

205 34E 9

205 34E 4 SE SE
205 34E 4 NW SE
205 34E 5 NW SW
205 34E 9 NE NE
205 34E 8 SW NW
205 34E 4

205 34E 4 NW SE
206 34E 4

205 34E 4

205 34E 4

208 34E 4

205 34E 4



READ & STEVENS, INC.

OIL PRODUCERS
Mailing eddress 400 Pean Plaza, Suite 1000 ‘ Phone: §75/622-3770
B o Mexico 5202 Roswell, New Mexico §8201 Fax. S13/622-8643
April 25, 2014 "
i HAY 0 1 204
CIMAREX ENERGY
Certified Mail CUTsIDE OPERATE[()D'
WORKING INTEREST OWNERS
RE: Proposed Horizontal 3 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 drilt a horizontal 3™ Bone Spring
test in Section 9, T-20-§, 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-$, 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". If successfull, a 160 acre project area/spacing unit will be assigned to the weil
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 letier, 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 this letter to
the attenttion 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 fo have elected to go non-consent in this operation.

Please note that ROC’s AFE provides that by signing the AFE, you agtee 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

Exhibit
3




READ & STEVENS, INC.

ROC harmmless for any loss to your interest not covered by your insurance or as otherwise set
froth in Exhibit D to the Operating Agreement. Also, if 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 resulis 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 8t pmeminn@read-sievens.com, 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

g~

Rory McMinn,
President

janna Dosher,
Landman

Enclosures



READ & STEVENS, INC.

READ OPERATING COMPANY, LLC

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

I/WE hereby:
Elect to Participate
Elect to Participate and acquire percentage of any non-consent
DO NOT Elect to Participate

Name:

By:

Its:

Date:

**4 postage paid envelope is being provided for return of this Election Page: if participating
Your signed AFE; the signatory and acknowledgement of the JOA and your prepayment. **
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A.APL FORM 610 - 1989

MODEL FORM OPERATING AGREEMENT
HORIZONTAL MODIFICATIONS

OPERATING AGREEMENT
DATED
April 15 , _ 2014 y
Year
OPERATOR READ QPERATING COMPANY, LLC (ROC)
CONTRACT AREA TOWNSHIP 20 SOUTH, RANGE 34 EAST

SECTION 9: Ef2 AS TO DEPTHS FROM 6,300 FEET SUBSURFACE DOWN TO THE BASE

OF THE MORROW FORMATION. (CONTRACT AREA “4%)

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

OF THE MORROW FORMATION. (CONTRACT AREA “B”)

COUNTY OR-PARISH OF LEA ,STATE OF NEW MEXICO

COPYRIGHT 2013 - ALL RIGHTS RESERVED

AMERICAN ASSOCIATION OF PROFESSIONAL

LANDMEN, 4100 ¥OSSIL CREEK BLVD. FORT

WORTH, TEXAS, 76137, APPROVED FORM.
AAPL NO. 610 - 1989 (Horz.)



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 Operatar, and READ & -
STEVENS, INC., et al, as Non-Operators,

I. CONTRACT LANDS: 7 ]
Contract Area A: Contract Area B:

Township 20 South, Range 34 East Township 20 South, Range 34 East
E/2 of Section 9 W72 of Section 9
as to depths from 6,500 feet subsurface as to depths from 5,000 feet subsurface

down to the base of the Morrow formation. down to the base of the Morrow formation.

I, WORKING INTERESTS OF THE PARTIES:

Contract Area A:
E/2 of Sec. 9, as to depths from 6,500 feet subsurface down 1o the base qf the Morrow formation.

Party: Interest:
Read & Stevens, Inc. 21.008750%
Apache Corporation . 23.593750%
Snow Oil & Gas, Inc. 12.812500%
Crump Energy Partners, LLC ~ ~ 10.000000%

. Crown Oil Partners IV, LP 10.000000%
Magnum Hunter Production, Inc. . 8.750000%
Union Hill il & Gas Co., Inc., formerly known as
Buchholz Oil & Gas Company, Inc. 2.585000%
HOG Partnership, LP 2.500000%'
Francis H. Hudson, Trustee of Lindy’s Living Trust 1.906250%
Diane L. Hanley, Successor Trustes of the Delmar Hudson
Lewis Living Trust under agreement dated September 9, 2002 1.906250%
Moore & Shelton Company, Ltd. 1.125000%
Edwérd R. Hudson, Jr. and William A. Hudson, I,
as Executors of the Estate of Josephine T. Hudson, deceased ‘ 0.953125%
Edward R. Hudson, Jr. and wife, Ann F. Hudson ' 0.953125%
Ard Oil, Lid. 0.953125%
Zorro Partners, Ltd. 0.953125%
Contract Area A Working Interest Total: 100.000000%

P LS TR SRR e S ]

! Subject to those ceriain contractusl wonang imerests for the depth interval lying berween 6,500' subsurface to the rase of the Bone Syrings formation held
by Javelina Partners {75%) and William A. Hudson, II (25%) by virtue of that centain Carrection Assignment of Operating Rights dated October 20, 1992,
recorded in Book 564, Page 220, Lea County Records.
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II. WORKING INTERESTS OF THE PARTIES (Cont’d.):
Contract Area B:

W2 of Sec..9, as to depths from 5,000 feet 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 Qil Partners [V, LP 7.500000%
HOG Partnership, LP 5.000000%
Francis H. Hudson, Trustee of Lindy’s Living Trust ) 3.812500%
Diane L. Hanley, Successor Trustee of the Delmar Hl..ldson Lewis
Living Trust under agreement dated September 9, 2002 3.812500%
Union Hill-Oil & Gas Co., Inc., formerly known as
Buchholz Qil & Gas Company, Inc. : : 2.585000%
Estoril Producing Corporation 2272571%
Moore & Shelton Company, Ltd. 2.250000%
Edward R. Hudson, Jr. and Williarn A, Hudson, O, | _ ,
as Executors of the Estate of Josephine T. Hudson, deceased 1.906250%
Edward R. Hudson, Jr. and wife Ann F. Hudson 1.906250%

| Ard Oil, Ltd. 1.906250%
Zorro Partners, Ltd. 1.906250%
Farwest Comoraﬁon - ' 0.937500%
Contract Area B Working Interest Total: 100.000000%%

III. ADDRESSES OF THE PARTIES:

Read Operating Company, LLC .;\pache Corporation

P.C. Box 1518 303 Veterans Airpark Lane, Suite 3000
Roswell, NM 88202 Midiand, TX 79705-9909

Tel.: (575) 622-3770 Tel.:

Read & Stevens, Inc, . Crump Energy Partners

P.O. Box 1518 P.C. Box 50820

Roswell, NM 88202 Midland, TX 79710-0820

Tel.: (575) 622-3770 Tel.:

* Subject to those certain contractual working interests for the depth interval tying between 6,500" subsurface 10 the bage of the Bone Springs formation held
by Javelina Partners (75%) and Williem A. Hudson, If (25%) by virtue of thet certein Coreation Assignment of Operating Rights dated October 20, 1952,
recorded in Book 564, Page 220, Lea County Records. -
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Cimarex Energy Co.
500 N, Marienfeld
Suite 500

Midland, TX 79701
MAIN 432.571.7800

May 9, 2014

Read & Stevens, inc.

Read Qperating Company, LLC
P. 0. Box 1518

Roswell, New Mexico

Attn: Dianna Dosher

Re:  Proposed Horizontal 3™ Bone Spring Test
North Lea 9 Fed #2H
Section 9, T-208S, R-34-E
Lea County, Naw Mexico

Dear Ms. Dosher:

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

Additionally, Read & Stevens has no autharity 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
VI.B.1, Magnum Hunter will consider its merits. However, Magnum Hunter is the successor operatorin
titte from Unocal and any well lying within the boundary of the contract area will be drilled by Magnum
Hunter.

Therefore, Magnum Hunter conciudes that your praposal is not valid.

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

%

Mark Compton
Landman

CC: Apache Corporation
Snow Qil & Gas, Inc.

Exhibit
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Crump Energy Partners, LLC

Crown Qil 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
Mocre & Shelton Company, Lid.

Edward R. Hudson, Jr. and Wiiliam A. Hudson I, as Executars of the Est. of Josephine T. Hudson,
dec’d.

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

Ard Qfl, Ltd.

Zorro Partners, Ltd.

Estoril Producing Corporation

Farwest Corporation



Cimarex Energy Co.
600 N. Marienfeld
Suite 600

Midland, TX 79701
MAIN 432,571.7800

CIMAREX.

May 21, 2014
Apache Corporation

203 Veterans Airpark Lane, suite 3000
Midland, Texas 79705-9909

Via U.S. Certified Mail Return Receipt Requested No, 91 7108 2133 3939 1609 3123

Dear Waorking Interest Owner:

On May 1, 2014, we, Magnum Hunter Production, Inc. (*Magnhum 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™ Bone Spring test in the W/2 £/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 drili 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 4-205-34E

Bottom Hole Location 330° FSL & 1670 FEL of Section 9-208-34E
Objective Formation: 3™ Bone Spring formation
Approximate Depth:  TVD of +/- 10,910’ and +/- 4,149’ lateral {as further described on attached AFE)

Exhibit
5




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 432-571-7296.

Sincerely,

Mark Compton
Landman

Page2of 3 Union Federal 9 #2H wWell Proposal



ELECTION TO PARTICIPATE
Union Federal 9 #2H
SHL 200’ FSL & 1670’ FEL of Section 4 & BHL 330’ FSL & 1670’ FEL of Section 9; T205-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 #2H.

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 contral 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 QF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
OIL CONSERVATION DIVISION

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

CASE NO. 8606
Qrder No. R-8013

APPLICATICN OF DOYLE HARTMAN FOR
SIMULTANEQUS DEDICATION AND
COMPULSORY POOLING, LEA COUNTY,
NEW MEXICO.

ORDER OF THE DIVISION

BY THE DIVISION:

This cause came on for hearing at 8 a.m. on July 2,
1985, at Santa Fe, New Mexico, before Examiner Gilbert P.
Quintana.

NOW, on this 20th day of August, 1985, 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, Doyle Hartman, seeks an order
pooling all mineral interests from the surface to the base
of the Jalmat Gas Pool underlying the NW/4 of Section 8,
Township 24 South, Range 37 East, NMPM, Lea County, New
Mexico, forming a previously approved 1l60-acre non-standard
spacing and proration unit in the Jalmat Gas Pecol.

{(3) The applicant proposes to simultaneously dedicate
said gas proration unit to his existing E. E. Jack Well No.
1 located 1980 feet from the North line and 660 feet from
the West line (Unit E) of said Section 8 and his proposed
E. E. Jack Well No. 5 to be drilled at a standard location
within said unit.

{4) Marilyn A. Tarlton, interest owner in the subject
proration unit and trustee of the surviving trustor's trust
of the Lortscher Family Trust, dated November 26, 1980,
has not agreed to the drilling of said E. E. Jack Well No. 5.



_2-
Case No. 8606
Order No. R-8013

(5) Evidence was presented showing that an operating
agreement entitled, "Operating Agreement", dated January
16, 1951, covering the subject unit area, was entered into
by and between Howard Hogan, operator, and Charles T.
Scott, Hareld S. Russell, Herbert J. Schmitz, and F. D.
Lortscher, non-operators.

(6) Said operating agreement was modified December
15, 1954, by an agreement entitled, "Modification of
Operating Agreement” and was entered intc by and between
R. Olsen, operator, and the same non-operators in Finding
Ne. (5} above.

{7} The applicant, Doyle Hartman, controls 66.667
percent of the subject proration unit, including the titles
of Howard Hogan, R. Olsen, Herbert J. Schmitz, and Charles
T. Scott, Jr.

{(8) Marilyn A. Tarlton controls the title of F. D.
Lortscher, which is 20 percent of the subject proration
unit.

{3} Ms. Tarlton contends that the applicant, other
interest owners, and herself are governed by the operating
agreements in Findings Nes. (5) and (6) above, hereafter
referred to as the "Agreements."

(10) The "Agreements" have provisions for the drilling
of additional wells on the subject proration unit, including
provisions for non-consent drilling risk penalties, drilling
supervision charges, and production supervision charges.

{11) The applicant failed to provide evidence to refute
that the "Agreements" are ncot binding and do not govern the
operation of the subject preration unit.

(12) Because of a lack of evidence to the contrary, it
appears that the "Agreements" are current binding operating
agreements for the subject proration unit, having provisions
governing those issues to be addressed in compulsory pooling
cases obviating the need for such a hearing in this case.

{13} The compulsory pooling portion of this application
should be denied.

(14) The simultaneous dedication portion of this appli-
cation should be approved, provided the proposed new well
is drilled under the provisions of the "Agreements.”

/
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Case No. 8606
Order No. R-8013

IT TS THEREFORE ORDERED THAT:

{1) The portion of the application of Doyle Hartman
seeking an order pooling all mineral interests from the
surface to the base of the Jalmat Gas Pool underlying the
NW/4 of Section 8, Township 24 South, Range 37 East, NMPM,
Lea County, New Mexico, is hereby denied.

(2} The previously approved l60-acre non-standard
gas proration unit, comprising the NW/4 of said Section 8,
shall be simultaneously dedicated to the proposed E. E. Jack
Well No. 5 and the applicant's E. E. Jack Well No. 1 located
in Unit E of said Section 8 provided the E. E. Jack Well No.
5 is drilled under the terms of the "Agreements."

{3) 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
DIVISION

R. L. STAMETS
Director

5 EAL
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STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

IN THE MATTER OF THE HEARING
CALLED BY THE OIL CONSERVATION

DIVISION FOR THE PURPOSE OF
CONSIDERING:

CASE NO. 10658
ORDER NO. R-9841

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

ORDER QF 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
heing 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 Qil 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 33, 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 all 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 [llinois Camp-Morrow Gas Pool,
Undesignated Scoggin-Morrow Gas Pool and Undesignated Logan
Draw-Morrow Gas Pool;



Case No. 10658
Order No. R-9841
Page No. 2

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 Stanotind 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 Qil 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 §/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.



Cuse No., 10058
Order No. R-9841
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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

WILLIAM J. L
Director

SEAL



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 NQO. 11434
ORDER NO. R-10545

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 feer 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 Weil 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,



Case No. 11434
Order No. R-10545
Page 2

(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 1s currently subject to an Operating Agreement and a Communitization Agrecment
that have been in effect since 1953 and (hat Meridian failed to undertake reasonable efforts
to obtain voluntary joinder of their respective interests in drilling the proposed infill well.

(7Y 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)  tact 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;

(<) 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;

(i)  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. ’

(%) 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, 1993 Meridian filed with the Division its
application to force pool this acreage for the Seymour Well No. 7-A.

{10y  Jris both Four Star's and Hartman's position that pursuant to Section 70-2-
17.C of the New Mexico Oil & Gas Act of NM.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.

EINDING:  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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1T 1S 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
OIL CONSERYATION DIVISION

WILLIAM J.
Director

SEAL



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 TFOR 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 DIVISTON:

This case came on for hearing at 815 am. on May 10, 2007, at Santa Fe, New
Mexico, before Examiner David R. Catanach.

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

FINDS THAT:

(0 Due notice has been given, and the Division has jurisdiction of the partics
and of the 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) Beld 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. [, located in the NW/4 SW/4 (Unit L) of Section 8. OXY USA
WTP Limited Partnership ("OXY") is the operator of that well.
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&) Becausce 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 of the proposed well. However, Rule 104.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 engincering evidence.

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

(a)  Both Bold and OXY, atong 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 fo operation of wells on this land.
However, the parties have now agreed to terminate that letter agreement, leaving
the JOA as the only applicable agrecment.

{d)  On November 27, 2006, Bold sent OXY a proposal under the JOA
for drilling the proposed welt 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 clection 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
tme,

(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.

(H 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 testificd that OXY preferred, ifa 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,
ifat all, OXY proposes to pursuc 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.

(I1)  The presentations efthe partics focused on the legal rights of the parties to
drill and operate the proposed well.

(12) Both parties agreed that their rights to drill and operate are now govemed
by the JOA. The JOA provides that the operator, and only the operator, may conduct
operations on the unit, excepl 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 efthem to conduct the operation.

(13) In this case, Bold, a non-operator, proposed the drilling of the 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. Howgver, 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 if it does not do so, a new proposal is required,
regardless of the reason for the delay. Because the final sentence of paragraph V1LB.1 of
the JOA, which imposes this requirement where the operator is a consenting party, is not
repeated in paragraph VILB.2 which imposes the same time requirement where the
operator is not a consenting party, the JOA may be 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 ¢lections binding for only 90 days if the operator
consented, but binding indefinitely ifthe operator did not consent.

(15) Regardless of the possible ambiguity of the 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
wititess 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 afler the
hearing. In view ofthis testimony, the Division need not be concemned 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 of those 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
aperator 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." 170 SW2d 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. Tt 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 & 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 Qil
Conservation Commission ("the Commissien™). 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. In
Order No. 12093-A, entered on February 12, 2004, the Commission tejected 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 (his 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.

IT ISTHEREFOREORDERED THAT :

{1y - 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 of the JOA and OXY has not clected 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
of the 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 of'this case.

(3) Jurisdiction of this 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.

STATE OF NEW MEXICO
OIL CONSERVATION DIVISION

v i

MARK E. FESMIRE, P.E.

Director

SEAL




