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State of New Mexico 
Energy, Minerals & Natural 
Resources Dept.
Oil Conservation Division 
P. O. Box 2088 
Santa Fe, New Mexico 87504 
Attn: Mr. Michael Stogner

"9

27, 1994

rill 8 50 P.O.Box 338
Ignacio, Colorado 81137 

(303) 563-4000

I/O0 (o

RE: Compulsory Pooling Applications
June 23, 1994 Docket

Dear Mr. Stogner:

Maralex Resources, Inc. hereby requests that you include the 
following applications for Compulsory Pooling of the Basin 
Fruitland Coal Formation in the advertisement for the June 
23, 1994 hearing. We request that the Order provide for
Maralex Resources, Inc. to be designated Operator, that an 
appropriate risk factor be applied in the drilling of the 
wells and for the establishment of drilling and producing 
overhead rates, based upon evidence which will be presented 
at the hearing.

Applicant's Name: Maralex Resources, Inc.

Drillsite Spacing units to be pooled:

Township 30 North, Range 11 West, NMPM 
Section 19: Lots 1, 2, E/2NW/4, NE/4 
Containing 327.10 acres 
(previously heard Order #R9518)

Township 30 North, Range 11 West, NMPM
Section 19: Lots 3, 4, 5, E/2SW/4, W/2SE/4, NE/4SE/4
Containing 326.26 acres

Thank you for your consideration in this matter. Please 
contact me at the captioned Denver address if you need any 
additional information.
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CASE 11007: Application of Maralex Resources, Inc. for compulsory pooling, San Juan County, Nc * Mexico. Applicant, in the above- 
styled cause, seeks an order pooling all mineral interests in the Basin-Fruit!and Coal Gas r-ool underlying Lots 3, 4 and 5 and 
the E/2 SW/4; N/2 SE/4 and SW/4 SE/4 of Section 19, Township 30 North; Range 11 West, forming a standard 326.26-acre' 
gas spacing and proration unit for said pool. Said well is to be dedicated to a well to be drilled at a standard coaJ gas well 
location thereon. Also to be considered will be the cost of drilling and completing said well and the allocation of the cost thereof 
as well as actual operating costs and charges for supervision, designation of applicant as the operator of the well and a charge 
for risk involved in drilling and completing said well. Said unit is located approximately 2.5 miles south of the Aztec, New 
Mexico Municipal Airport.

CASE 110Q8: Application of GECKO, Inc. for an unorthodox oil well location, Lea County, New Mexico. Applicant, in the above-styled 
cause, seeks approval for an unorthodox oil well location to be drilled 2414 feet from the North tine and 1109 feet from the 
West line (Unit E) of Section 36, Township 16 South, Range 37 East, to test the Shipp-Strawn Pool, the S/2 NW/4 of said 
Section 36 to be dedicated to said well to form a standard 80-acre oil spacing and proration unit for said pool. Said unit is 
located approximately 5.5 miles north of Humble City, New Mexico.

CASE 11009: Application of GECKO, Inc. for an unorthodox oil well location, Lea County, New Mexico. Applicant, in the above-styled 
cause, seeks approval for an unorthodox oil well location to be drilled 555 feet from the South line and 1648 feet from the West 
line (Unit N) of Section 26, Township 16 South, Range 37 East, Casey-Strawn Poo). The S/2 SW/4 of said Section 26 is to

__ __________be dedicated to said well to form a standard 80-acre oil spacing and proration for.said pool.. Said unit is located approximately
6.5 miles north of Humble City, New Mexico.' * *

CASE 10996: (Continued from June 9, 1994, Examiner Hearing.)

Application of Anadarico Petroleum Corporation for compulsory pooling, Lea County, New Mexfcor Applicant, in the 
above-styled cause, seeks an order pooling all mineral interests in the Morrow formation underlying the W/2 of Section 22, 
Township 18 South, Range 32 East, forming a standard 320-acre gas spacing and proration unit. Said unit is to be dedicated 
to its existing Querecho Plains Unit Well No. 1 which was drilled at a standard gas well location 1980 feet from the South and 
West lines (Unit K) of said Section 22. Also to be considered will be the valuation of the existing wellbore and the cost of 
recompleting said well and the allocation of the cost thereof as well as actual operating costs and charges for supervision, 
designation of applicant as the operator of the well and a charge for risk involved in recompleting said well.' Said unit is located 
approximately 8 miles south-southwest from Maljamar, New Mexico.

CASE 10962: (Continued from June 9, 1994, Examiner Hearing.)

Application of Maralo, Inc. for compulsory pooling, Eddy County, New Mexico. Applicant, in the above-styled cause, seeks 
an order pooling all mineral interests from the surface to the base of the Delaware formation underlying the NE/4 SE/4 of 
Section 30, Township 23 South, Range 30 East, NMPM, Eddy County, New Mexico, forming a standard 40-acre oil spaciag 
and proration unit for any and all formations and/or pools developed on 40-acre oil spacing within said vertical extent. Said 
unit is to be dedicated to a well to be drilled and completed at a standard oil well location in the NE/4 SE/4 of said Section 30. 
Also to be considered will be the cost of drilling and completing said well and the allocation of the cost thereof as well as actual 
operating costs and charges for supervision, designation of applicant as the operator of the well and a charge for risk involved 
in drilling and completing said well. Said unit is located approximately 10 miles east of Loving, New Mexico.

CASE 11QIQ: Application of Nearburg Exploration Company for compulsory pooling, Eddy County, New Mexico. Applicant, in the 
above-styled cause, seeks an order pooling all mineral interests from the top of the Wolfcamp formation to the base of the 
Morrow formation, underlying the S/2 of Section 22, Township 19 South, Range 25 East, 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 Cemetery-Morrow Gas Pool. Said unit is to be 
dedicated to its B&B Well No. 2 to be drilled and completed at a standard gas well location (Unit O) in said Section 22. Also 
to be considered will be the cost of drilling and completing said well and the allocation of the cost thereof as kII as actual 
operating costs and charges for supervision, designation of applicant as the operator of the well and a charge fo- <k involved 
in drilling and completing said well. Said unit is located approximately 6 miles west of Lakewood, New Mexico.
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Dockets Nos. 20-94"and 21-94 are tentatively set for July 7,'1994 and July 2171994.-Application for hearingmust be filed at 23 
days in advance of hearing date. The following cases will be heard by an Examiner: ~

CASE 10976: (Continued from June 9, 1994, Examiner Hearing.) ...

Application of Harvey E. Yates Company for compulsory pooling, Eddy County, New Mexico. Applicant, in the above- 

styled cause, seeks an order pooling ail mineral interests from the surface to the base of the Morrow formation underlying the 
E/2 of Section 32, Township 17 South, Range 31 East, 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. Said unit is to be dedicated to a well to ~ ' 
be drilled at a standard gas well location thereon. Also to be considered will be the cost of drilling and completing said well 
and the allocation of the cost thereof as well as actual operating costs and charges for supervision, designation of applicant as 
the operator of the well and a charge for nsk involved in drilling and completing said well. Said unit is located approximately
1.5 miles southwest of the junction of U.S. Highway 82 and State Road 529.

CASE 11002: Application of West Largo Corporation for compulsory pooling, Sandoval County, New Mexko. Applicant, in the above- 
styled cause, seeks an order pooling all mineral interests in the Rusty-Chacra Pool underlying the SW/4 of Section 4, Township 

------------- --- • - 21 North; Range 6 West, forming a standard 160-acre gas spacing and proration unit for said pool. Said Unit is to be dedicated'-----------
to a weUto bejirilled at a standard gas well location thereon. Also to be considered will be the cost of drilling and completing

" said well and’the allocation of the cost thereof as well as actual operating costs and charges for supervision, designation of
------------ rapplicant as the operator of the well-and'a'charge for risk involved in'drilling'ai^\:omplfttir|p^d^||~fojdTIniT inhaled --—

approximately 9 miles south of Counselor. New Mexico.

CASE 11003: Application of Hal J. Rasmussen Operating, Inc. for a pressure maintenance project, Lea County, New Mexico.
Applicant, in the above-styled cause, seeks authority to institute a pressure maintenance project on its Farnsworth A I w in 

~ **”“*' ’ Section 13, Township 26 South, Range 36 Eastj by the injection of water into the Seven Rivers formationTScarborougb Yate«7~
Seven Rivers Pool, through its Farnsworth A Wells No. 1 and 2 located in Units A and P, respectively, of said Section 13.
Said project is located approximately 4 miles south-southwest of Jal, New Mexico.

CASE 11004: Application of Yates Petroleum Corporation for thirteen unorthodox infill gas well location, Chaves County, New
______ Mexico. Appjicant, in the above-styled cause, seeks approval of thirteen certain Pecos Slope-Abo.Gas.Pool.infill gas well_._.

locations all located within its pilot enhanced gas recovery project, which was the subject of Division Order No. R-9976 and 
_____________  _ in Division,Case No..10981, comprising portions of.Townships 5, 6, and 7.Soutb, Ranges 25 and 26 East-........................... ...................

— CASE 11005: Application of Texaco Exploration and Production Inc. for pool reclassification, vertical extension, horizontal contraction - -
and expansion, special pool rules, and for a special depth bracket allowable, Lea County, New Mexko. Applicant, in the 
above-styled cause, seeks to extend the vertical limits of the North Teague-Lower Paddock-Blinebry Gas Pool, presently 
comprising the N/2 of Section 9, Township 23 South, Range 37 East, to include the Tubb, Drinkard and Abo formations.
Applicant also seeks to reclassify said pool as an oil pool and to contract its horizontal limits to delete the E/2 NE/4 of said 
Section 9 and to expand said boundary to include the N/2 SW/4 of said Sectioo 9 and the E/2 NE/4 of offsetting Section 8.
Further, the applicant seeks the promulgation of special pool rules including a gas-oil ratio limitation of 10,000 cubic feet of

------- ---  ~ gas per barrel of oil and the assignment of a special depth bracket allowable of 400 barrels of oil per dayT Said pool is located'
approximately 8 miles south of Eunice, New Mexico.

CASE 10994: (Continued from June 9, 1993, Examiner Hearing.)

Application of Easerch Exploration, Inc. for the assignment at a special depth bracket oQ allowable, Roosevelt County,
New Mexko. Applicant, in the above-styled cause, seeks a special depth bracket oil allowable, pursuant to General Rule 505(d), 
of 500 barrels of oil per day for the South Peterson-Fusselman Pool, which is located in portions of Townships 5 and 6 South,
Ranges 32 and 33 East, being approximately 14 miles east of Kenca, New Mexico.

CASE 11006: Application of Maralex Resources, Inc. for compulsory pooling, San Juan County, New Mexko. Applicant, in the above- 
styled cause, seeks an order pooling all mineral interests in the Basin-Fruitland Coal Gas Pool underlying Lots 1 and 2, NE/4,
E/2 NW/4 of Section 19, Township 30 North, Range 11 West, forming a standard 327.10-acre gas spacing and proration unit 
for said pool. Said well is to be dedicated to a well to be drilled at a standard coal gas well location in the NE/4 of said Section 
19. Also to be considered will be the cost of drilling and completing said well and the allocation of the cost thereof as well as 
actual operating costs and charges for supervision, designation of applicant as the operator of the well and a charge for risk 
involved in drilling and completing said well. Said unit is located approximately 2.5 miles south of the Aztec, New Mexico 

•' • Municipal Airport. ““ ’ ' ‘ “
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Robin D. Strother Farmington, N.M. 87499
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June 13, 1994

State of New_Mexico ___ . ___
Energy, Minerals and Natural 
Resources Department 
New'Mexico*OirGonservation Division7 
P.O. Box 2088
Santa Fe, New Mexico 87501-2088

Attn: William J. Lemay, Direc

Re: Applications of Mdralex Resources\ Inc.
for Compulsor^/£ooling 

San Juaa County, New Mexico 
Case Nos. ^006 and 11007

Dear Mr. Lemayl^

Enclosed please find an original and two copies 
the above referenced cases.

each of Applicant’s Pre-Hearing Statement for

Sincerely,

TR:nk
Enclosure

cc w/enc: Jennifer Ritcher/Maralex Resources, Inc.



1-.L-...........-__ STATE OF.NEW MEXICO — —.................... .........
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

. _ _OIL CONSERVATION DIVISION„

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

CASE NO. 11006

APPLICATION OF MARALEX RESOURCES, 
INC. FOR COMPULSORY^POOLING,^
SAN JUAN COUNTY, NEW MEXICO.

PRE-HEARING STATEMENT

This prehearing statement is submitted by Maralex Resources, Inc. as required by the Oil 
Conservation Division.

APPEARANCES OF PARTIES

APPLICANT_____  . ATTORNEY^ . _ ...

Maralex'Resource's?Inc: ' Tommy Roberts"......  " .

410 17th Street. Suite 220_________ P.O. Box 1020

Dgnver, Colorado 80202___________ Farmington, New Mexico 87499

Attn: Jennifer A. Ritcher_________ 505/325-1801

303/571-4220

OPPOSITION OR OTHER PARTY ATTORNEY

NOT KNOWN



Prehearing .Statement. 
NMOCD Case No. 11006 
Page 2 __ ^_____

STATEMENT OF CASE

APPLICANT
(Please make a concise statement of what is being sought with the application and the 
reasons therefore.)

Maralex Resources, Inc. seeks an order pooling all mineral interests in the Basin- 
Fruitland Coal Gas Pool underlying Lots 1 and 2, E/2NW/4, and NE/4 of Section 19, 

_ Township 30 North, Range 11 West, N.M.P.M., San Juan County, New Mexico, 
forming a standard 327.10 acre gas spacing and proration unit to be dedicated to its Cecil 
Cast Nor:r-Well to be drilled at a standard coal gas welflocation thereon. "Efforts to

:-----— obtain theivoluntary joinder, of. certain owners*of leasehold"operating rightsTindunleased
minerals have been unsuccessful.

OPPOSITION-OR OTHER PARTY----------  ------- --------- ------------ ---------------
(Please make a concise statement of the basis for opposing this application or otherwise 
state the position of the party filing this statement.)

NOT KNOWN



— - Pre-Hearing- Statement- 
NMOCD Case No. 11006 

_ Page 3 .------ ---------

PROPOSED EVIDENCE

APPLICANT ‘ "

WITNESSES EST. TIME EXHIBITS
(Name and expertise)

Jennifer A. Ritcher - Landman 15 Minutes - Lease Ownership Plat

------------ --- -- ------- ----------- Tabulation of Owners to be
. _ ___ Force-Pooled

________ - Correspondence
............................. “Proof of Notice ‘

A. M. O’Hare - Petroleum Engineer 15 Minutes - Authority for Expenditure

. . __  . ..- .Ernst & Young.Survey
- Isopach Map
- Economic Analysis

OPPOSITION

WITNESSES- . EST. TIME ------- EXHIBITS -----
(Name and expertise)

NOT KNOWN

PROCEDURAL MATTERS 
(Please identify any procedural matters which 

need to be resolved prior to the hearing)

NONE

DATED: June 13, 1994

TOMMY ROBERTS, Attorney for 
Maralex Resources, Inc.
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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: )

)
APPLICATION OF MARALEX RESOURCES, )
INC. )

case nos.
<11,007 J 

(Consolidated)

REPORTER'S TRANSCRIPT OF PROCEEDINGS 

EXAMINER HEARING

BEFORE:_MICHAEL E. STOGNER, Hearing.Examiner

June 23, 1994 

Santa Fe, New Mexico '■
■ 2 7 IQQ-1

This matter came on for hearing before the Oil 

Conservation Division on June 23, 1994, at Morgan Hall, 

State Land Office Building, 310 Old Santa Fe Trail, Santa 

Fe, New Mexico, before Steven T. Brenner, Certified Court 

Reporter No. 7 for the State of New Mexico.

* * *

^^CUMBRE^COURT'REPORTINg”
..^____r _ . _ . ..(505) .9.84-2244,____ _ _ t __



June 23, 1994 
Examiner Hearing 
CASE NOS. 11,006,

1 INDEX

2

3

4

11,007 (Consolidated)

5 APPEARANCES

6 APPLICANT'S WITNESSES:

7

8

JENNIFER A. RITCHER
Direct Examination by Mr. Roberts 
Examination by_Mr. Carroll

9

10

11

12

- A.M.-O'HARE - —-
-——■Direct- Examination-by- MrRoberts — 

Cross-Examination by Mr. Gilbreath 
Examination by Mr. Carroll 
Further Examination by Mr. Roberts 
Further Examination by Mr. Carroll 
Examination by Examiner Stogner

13 WORKING INTEREST OWNER (pro se):

14 

-* 15

NORMAN L. GILBREATH-- ..
Direct Testimony 
Examination"By“MrY Carroll

PAGE
3

10
31

ttt35— 
44 
49 
51 
54 
54

56
58

16 REPORTER'S CERTIFICATE 60

17 * * *

18
- E-X- H I B I T S

19
Case Number 11,006

20
Identified Admitted

21 Exhibit 1 14 29
Exhibit 2 16 29

22 Exhibit 3 20 29
Exhibit 4 23 29

23 Exhibit 5 37 44
Exhibit 6 39 44

24 Exhibit 7 41 44

25 * + *

CUMBRE COURT REPORTING
. (505)- 984-2244
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E X H.I B I_T S .(Continued) _

Case Number 11,007

Exhibit 1 
Exhibit 2 
Exhibit 3 
Exhibit 4 
Exhibit 5 
Exhibit 6 
Exhibit 7

Identified
24
24
26
27
38
39 
41

Admitted
29
29
29
29
44
44
44

* * *

_____----- ---A- p-prE-A-R A-N C-E-S=T3--------- -

FOR THE DIVISION:

RAND L. CARROLL 
Attorney at Law 
Legal Counsel to the Division 
State Land Office Building 
Santa-Fer-'New Mexico 87504

FOR THE APPLICANT:

TANSEY, ROSEBROUGH, GERDING & STROTHER, P.C. 
Attorneys at Law 
By: TOMMY ROBERTS
621 West Arrington
P.O. Box-1020 ---* * ‘ ~
Farmington, New Mexico 87401

ALSO PRESENT:

NORMAN L. GILBREATH, working interest owner 
LORETTA E. GILBREATH, working interest owner

* * *

CUMBRE COURT REPORTING
' '('505) _984-2.244 -
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_____ __ 1 WHEREUPON, the following proceedings were had at

2 8:22 a.m.:

3 EXAMINER STOGNER: We're going to vary from the

4 order of the docket. I understand Case 10,994, Enserch

5 Exploration, is contested today.

6 With that, we will continue with the uncontested

7 matters.

8 _____At this time I.'.11 call.Case. 11,.006.

" ---- 9 . -- MR. CARROLL: Application of Maralex Resources,

10 Inc., for compulsory pooling, San Juan County, New Mexico.

11 EXAMINER STOGNER: Call for appearances.

12 MR. ROBERTS: Mr. Examiner, my name is Tommy

13 Roberts. I'm with the Tansey law firm in Farmington, New

- --- 14 Mexico.---— — • - ^ r .r ---

15 I'm appearing on behalf of the Applicant in Case

16 Number 11,006 and Case Number 11,007.

17 And Mr. Examiner, we would ask that these cases

18 be consolidated for purposes of testimony.

19 EXAMINER STOGNER: Are there any other

20 appearances in Cases 11,006?

21 Are there any objections to the consolidation of

22 both cases, 11,006 and 11,006? I see a hand there. Please

23 — Do you have a statement at this time?

24 MR. GILBREATH: Yes, we were concerned. We

25 received a letter from Maralex, Inc., stating that when

CUMBRE COURT REPORTING 
- (505) "?84-2244_ ■ ^
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they wanted,to force-pool_this unit they wanted to run the — 

surface through the base of the Basin-Fruitland Coal. And 

we object to that, not to the drilling of the well per se.

EXAMINER STOGNER: And that's Case 11,007?

MR. GILBREATH: 11,006.

EXAMINER STOGNER: For the record, would you

please state your name?

___ MR- GILBREATH:..„.Yes, Norman Gilbreath and Loretta

Gilbreath? ' —— - - * ——-

MRS. GILBREATH: We are the working interest

owners in that lease, part of the lease.

MR. ROBERTS: Mr. Examiner, the cases were both

advertised seeking a force-pooling of the mineral interests 

in the Basin-Fruitland Coal-Gas Pool onlyr*and that is'what" 

Maraiex^seeks~by'these Applications.

The letters to the Gilbreaths may have indicated 

that they would be seeking force-pooling involving from the 

surface to the base of the Fruitland Coal formation, but 

the docket and the advertisements are correct.

EXAMINER STOGNER: For the record, in looking at

the May 27th, 1994, letter from Maralex to the Division in 

which they requested an application for compulsory pooling 

of the Basin-Fruitland Coal formation — and I don't see 

any reference to any other zone of interest or, in fact, 

know of any zone between the surface and the base of the

CUMBRE COURT REPORTING
..TrTr."!:'' **( 50 5 )~984—2244 . ’ “7T.
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_______- 1 Fruitland Coal that is spaced, on 320. ..

2 Was there any other application made to us, Mr.

3 Roberts, that you know of, other than the May 27th letter?

4 MR. ROBERTS: No, I believe that would have been

5 the application letter.

6 EXAMINER STOGNER: is that satisfactory, or do

7 you all have anything —

.8 ___MR., GILBREATH:. .This is .compulsory- pooling of the

9 north half-of 19; is that Tight? On 11,006?

10 EXAMINER STOGNER: 11,006?

11 MR. GILBREATH: Yes.

12 EXAMINER STOGNER: Okay, that is an unorthodox

13 proration unit in that that's up there in an area that

■ ---14 has — How-would you say?'“An oddball survey. ---

. And I really don't have a plat on that just yet

16 that tells me — I'm assuming that it is the north-half

17 equivalent. Lots 1 and 2, would probably be the western

18 side of the northwest quarter, and the northeast quarter

19 being standard and the east half of the northwest quarter;

20 is that correct, Mr. Roberts?

21 MR. ROBERTS: That's correct.

22 EXAMINER STOGNER: So that would be the north

23 half.

24 MR. ROBERTS: That's the north-half equivalent.

25 MR. GILBREATH: I'd like to add, too, that we

CUMBRE COURT REPORTING
(505). 984.-2244 *
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have 38 acres that belong to the Blancetts, Mr. Richard_ 

Blancett and Kenneth Blancett, and Maralex hasn't 

acknowledged that we are the working interest owners in 

that 38 acres, in that — it would be in the northwest 

quarter.

MR. ROBERTS: Mr. Examiner, the testimony that

will be given by the witnesses on behalf of Maralex will 

indicate that there is a_ dispute. as to ownership of certain 

leasehold, operating rights^interests in this particular 

38.92-acre tract of land. So that issue will arise during 

the course of the testimony.

EXAMINER STOGNER: Okay.

MR. ROBERTS: Our position on that particular

issue,, though, is that the-Division does not resolve 

contractual"disputes between-parties. ‘What'we are here to 

obtain today is simply an order allowing the drilling of 

the well under a force-pool order.

EXAMINER STOGNER: Okay. With that, what we'll

do is proceed with this matter.

Now, let me make sure I understand. Your 

interest is in both cases, or just that one?

MR. GILBREATH: In both cases.

EXAMINER STOGNER: In both cases.

MR. GILBREATH: Yes, sir.

EXAMINER STOGNER: Okay. Now, the consolidation

CUMBRE-COURT REPORTING
. (505),. 984-2244 . ------ .. - .
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1 in this_matter is for testimony purposes..only, and.there__

2 will be two separate orders issued —

' 3 MR. GILBREATH: Okay. .

4 EXAMINER STOGNER: — subsequent to today's

5 hearing or —

6 MR. GILBREATH: Yes, sir.

7 EXAMINER STOGNER: -- to the conclusion of these

8 matters.

- --' 9 -■ So since they're so close together and the

io interest sounds like it's somewhat the same, that's what we

n will be doing as far as consolidation of testimony.

12 And it appears to me that Mr. Roberts has

13 supplied you with the exhibits today.

- 14 And with that, the way we will proceed — This is-

---- 15 somewhat of an informal hearing process. Mr. Roberts will

16 be calling — How many witnesses will you have?

17 . MR. ROBERTS: Two witnesses.

18 EXAMINER STOGNER: -- will be calling a couple of

19 witnesses. I would assume that one is a landman,

20 landperson, and the other one would be a technical

21 individual. And at the conclusion of his questioning, you

22 will be allowed to cross-examine that witness.

23 And also I — myself and my attorney today, we

24 will also be asking questions too, to maybe set the record

25 straight or to make things clear, to make the record

CUMBRE COURT REPORTING
< (505) 984-2244
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-.1 complete. ... __ _ .... __

2 So that's how we will proceed. I don't know if

3 you've ever been up here or not.

4 MR. GILBREATH; Yes, once.

5 EXAMINER STOGNER: And then at the conclusion of

6 his, if you have anything to say, statements, if you would

7 like to be sworn as a witness, since you're evidently, I

_8 would assume, representing yourself — .. - __

' 9 MR. GILBREATH: Yes, sir.

10 EXAMINER STOGNER: — the Attorney General of the

11 State of New Mexico has determined that you have to have

12 legal counsel if you're representing someone else.

13 But in your case, since you're representing

- 14 yourself and*your own interest, you can take the stand on

your own behalf.

16 So that's the way we proceed. If it becomes

17 awkward or anything, let us know. We'll try to get any

18 questions you have straight and keep the proceedings in

19 line.

20 With that, that's how we will proceed.

21 Mr. Roberts, I will at this time have your

22 witnesses stand to be sworn.

23 (Thereupon, the witnesses were sworn.)

24 MR. ROBERTS: Mr. Examiner, I call Jennifer

25 Ritcher.
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1 JENNIFER A. RITCfiFR.

2 the witness herein, after having been first duly sworn upon

' 3 her oath, was examined and testified as follows:

4 DIRECT EXAMINATION

5 BY MR. ROBERTS:

6 Q. Would you state your name and your place of

7 residence?

8 A. __Yes, my name is Jennifer Ritcher... I reside in

-9 Denver, Colorado.

10 Q. What is your occupation?

11 A. I’m a petroleum landman.

12 Q. By whom are you employed?

13 A. Maralex Resources, Inc.

14 Q. How long have you been employed by Maralex in

15 that capacity?

16 A. Three and a half years.

17 Q. Would you briefly describe your job

18 responsibilities?

19 A. I’m responsible for all of the contractual

20 matters, preparing of farmout agreements and other

21 agreements required in the drilling of oil and gas wells.

22 I’m also responsible for title curative matters, title

23 opinions, all other types of land matters for the company.

24 Q. Have you testified on any prior occasion before

25 the New Mexico oil Conservation Division?

CUMBRE COURT REPORTING
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_L A. Yes. _ ___
—

2 Q. And in what capacity did you testify?

3 A. As a witness.

4 Q. As a landman?

5 A. As a petroleum landman.

6 Q. And were your qualifications as an expert

7 petroleum landman then accepted and made a matter of

8 record? _ ___ _ .... . ... ...
- -

9- A. - Yes,- they were.' ' : —

10 Q. Are you familiar with the subject matter of Case

11 Numbers 11,006 and 11,007?

12 A. Yes, I am.

13 Q. Have you prepared certain exhibits to be

14 presented in-conjunction-with-your testimony today? - -

“15 A. Yes, I have.

16 MR. ROBERTS: Mr. Examiner, I would tender Ms.

17 Ritcher as an expert petroleum landman.

18 EXAMINER STOGNER: Are there any objections?

19 Ms. Ritcher is so qualified.

20 Q. (By Mr. Roberts) Ms. Ritcher, would you please

21 briefly describe the purpose of the Application in Case

22 Number 11,006.

23 A. Okay. In Case Number 11,006, we are seeking an

24 order pooling all mineral interests within the Basin-

25 Fruitland Coal Gas Pool underlying the north half of

CUMBRE COURT REPORTING
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_1_ ^Section 19 _ in 30 north, 11-West,-San Juan County, New

2 Mexico. This will be a standard proration unit. The well

3 dedicated to that location is at a standard location.

4 We also will be asking for operating costs.

5 charges for supervision, we will ask for a risk factor.

6 Also, we will ask to designate SG Interests as operator,

7 Maralex Resources is a contract operator for SG Interests

8 in this well. _ __ ... .. ..
•

9' Q. Now; briefly describe the purpose of’ the

10 Application in Case Number 11,007.

11 A. Okay, Case Number 11,007, we're seeking to force-

12 pool all mineral interests within the Basin-Fruitland Coal

13 Gas formation underlying the south half of Section 19,

• 14“ Township 30 North, Range 11- West, San Juan County, New —

15 Mexico.

16 This is a standard proration unit for gas; the

17 locations is at a standard location.

18 We will also be seeking to be allocated operating

19 costs and charges for supervision, also a risk factor, ask

20 for a risk factor to be applied.

21 Q. What is the name of the well which you propose to

22 drill that is the subject matter of Case Number 11,006?

23 A. That well is called the Cecil Cast Number 1.

24 Q. And am I correct in stating that it is not yet

25 spudded?

CUMBRE COURT REPORTING
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_ 1_ ___ A. No, it^has not. _We're__awaiting the force-pooling.

2 order.

3 Q. And what is the name of the well which you -

4 propose to drill which is the subject matter of Case Number

5 11,007?

6 A. It’s called the Flora Vista Number 19-2.

7 Q. And am I also correct in stating that that well

_8 has not yet been spudded?

9 A. Yes,-you are. - :

" 10” Q. Now, you've indicated that the spacing proration

11 units proposed for each of these wells is a standard

12 spacing and proration unit.

■ 13 Would you identify for the record the amount of

- 14 - acreage contained within the spacing and proration unit - -

* 15 proposed for the Cecil Cast well, which is the subject —

16 matter of Case Number 11,006?

17 A. Okay, the total acres within that spacing unit

18 are 327.10.

19 Q. And so that spacing and proration unit is

20 comprised of odd-acreage lots, in governmental sections; is

21 that correct?

22 A. Yes, that is correct.

23 Q. And does that spacing and proration unit

24 constitute the north-half equivalent of Section 19 —

25 A. Yes.

CUMBRE COURT REPORTING
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1 .___ Q. — 30 North, 11 West?

2 A. Yes, it does.

3 Q. Now, referring to the Flora Vista 19 Number 2

4 Well, which is the subject of Case Number 11,007, again,

5 you testified that the spacing and proration unit proposed

6 for that well is a standard spacing and proration unit.

7 What is the amount of acreage contained in that proposed

8 spacing and proration unit?

9 A. The amount of acreage contained within that

" 10 proration unit is 326.26 acres.

11 Q. And does that constitute the south-half

12 equivalent of Section 19, Township 30 North, 11 West?

13 A. Yes, it does.

- 14 Q- Now,•procedurally here, Ms. Ritcher, I want to go

‘ 15“ ~through your'Exhibit Numbers'i_through 4 in‘case Number — —

16 11,006, and then we'll follow up with Exhibit Numbers 1

17 through 4 in Case Number 11,007.

18 So beginning with Exhibit Number 1 in Case Number

19 11,006, would you please identify that exhibit?

20 A. Yes, that exhibit is a plat showing leasehold

21 ownership within the proration unit, as well as identifying

22 mineral ownership by fee owner name, or, if it's a federal

23 lease, the federal lease number.

24 Q. Would you go ahead and describe for the record

25 the details that are set forth in that particular exhibit?
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A. Yes, I can describe by quarter quarter,section 

the ownership, which would be in the east half of the 

northeast quarter. That is a fee lease owned by Wright, 

and it's leased to Koch Exploration, a hundred percent.

The west half of the northeast quarter and the 

southeast of the northwest quarter is owned by Maralex 

Resources, a hundred-percent leasehold. It's a federal 

lease. _ _ _

The north half of the-northwest quarter' is 

actually two tracts. There*s a very small tract located 

within that north half of the northwest quarter, and the 

larger tract is -- it's fee acreage. The fee owners are 

Young, Cast and Koogler. It is owned by Maralex, that 

-tract, 92.4987 percent, and Caprock Energy owning-7.5013 

' percent of that"*tract. The’smaller tract, which”is a fee 

tract, Maralex owns the leasehold on 75 percent and 

unleased is 25 percent.

Moving down to Lot 2, which is also the southwest 

of the northwest quarter, that's a fee tract. Mineral 

owners are Richard and Kenneth Blancett, and Maralex has a 

leasehold on that, a hundred percent from those mineral 

owners.

There's a little tiny fee tract at the bottom, 

and that's also Maralex ownership.

Q. Now Lot 2, that particular part of this spacing

CUMBRE COURT REPORTING
(505) 984-2244 —- -



_1

2

3

4

5

6

7

8.

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

16

and proration_ unitl marked as Lot 2, which is the . equivalent 

of the southwest quarter of the northwest quarter, is that 

the particular tract of land which Mr. and Mrs. Gilbert 

have indicated that they believe they have leasehold 

operating rights —

A. Yes.

Q. — under a lease from Mr. and Mrs. Blancett?

A.. Yes,_it-is that tract.

Q. And we'll discuss that further in a few minutes.

A. And that's all I have on Exhibit 1.

Q. Okay.

A. Exhibit 2 is just a list of operating rights or 

leasehold rights owners and the status of their commitment, 

I guess, to the-well. *- • ■

Q. Would you go ahead and identify the owners by 

name and describe the status of your negotiations with 

those parties?

A. Yes, I will.

The first one, Caprock Energy Company, owning a 

percentage — this is percentage of the proration unit.

They own 1.72730 percent of that proration unit. And the 

status after sending several letters to them, which I'll go 

through in Exhibit 3, we're seeking compulsory pooling of 

their interest.

The next three interests, Gutierrez, Mills and 
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Payne, they each own .11923 percent.of the unit. - And at . 

the present time we’re attemptingto secure leases from 

those three small interests, and we feel that we probably 

will secure leases from them so we are not seeking a 

compulsory pooling order on their interests.

Following those three interests, we have DiTirro 

with .12330 percent. He's agreed to farm out to Maralex.

. - - we have Taoka with12330 percent. He'-s agreed

to farm out to Maralex.

We have James Martin, .12330 percent, who has 

agreed to farm out to Maralex.

Koch Exploration, with 24.457 percent, has agreed 

to farm out to Maralex.

— Henry James Young and Walta Grace Young are

currently leased to Caprock, ~but~we included them in this 

because there's no pooling clause in their lease.

And then the balance of the proration unit is 

owned by Maralex Resources.

Q. In summary, then, is it accurate to say that you 

seek to force-pool the interests credited to Caprock Energy 

Company on this particular summary list?

A. Yes.

Q. And that you also seek to force-pool the royalty 

interest, which is held by the mineral interest owners, who 

have leased to Caprock Energy?

CUMBRE COURT REPORTING
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___ L ..A. .. Yes_______ . ....... .

Q. And that is because_^here is no pooling clause in 

that particular lease?

A. That is correct.

Q* Now, with respect to the Gutierrez, Mills and 

Payne interests, your testimony is that you do not seek to 

force-pool those interests because you have negotiations 

.. ongoing with them for the execution of a lease in favor of 

* Maralex? ~

A. That is correct.

Q. In fact, you have not talked to those particular 

interest owners about joining in the drilling of this well, 

have you?

A. No.

Q. I don't see the names of Mr. and Mrs. Norman 

Gilbreath on this list. Are they affiliated in some way 

with an interest owner that is listed?

A. Yes, they are the principals of Caprock Energy 

company.

Q. Okay. Ms. Ritcher, what — The percentage 

interest credited to Maralex resources, Inc., on this 

summary list, is that owned entirely by Maralex resources, 

or is it a composite ownership of other companies as well?

A. It would also include ownership by SG Interests.

Q. What is the relationship of SG interests to

CUMBRE COURT REPORTING
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Maralex? _ _ . __ ___

A. We are a contract operator for SG for this well 

and then other wells within the San Juan Basin.

Q. Okay, and do you have a long-standing 

relationship with them as an agent?

A. Yes, we do.

Q. Ms. Ritcher, what is the basis for the percentage 

..of..interest that is tabulated on-this summary list? How 

have you compiled this list? What has been the source of 

information?

A. It was based on a title opinion prepared by an 

attorney, plus updates of county records and federal 

records.

Q. And how current is the title examination by the 

attorney?

A. The title examination is 1990, and then the 

county record update is probably only a few months old.

Q. Now, I've referred to a dispute over ownership of 

leasehold operating rights applicable to Lot 2, which is 

the southwest quarter of the northwest quarter equivalent 

of Section 19, and in particular either Mr. and Mrs. 

Gilbreath or Caprock and/or Caprock Energy, apparently 

assert ownership of leasehold operating rights under a 

lease executed by Richard Blancett and Kenneth Blancett. 

Could you go into that in a little bit more detail?
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_ A. Yes, it's — The dispute is over an old_lease 

that Caprock feels that they still hold. It's our belief 

that that lease terminated due to their failure to timely 

pay shut-in payments to the lessors, and we have secured 

new leases from the Blancetts, both Kenneth and Richard, 

covering that tract.

We have a New Mexico attorney's title opinion 

which supports our belief.

r Q. Nevertheless, Caprock Energy does have an 

ownership interest in this particular spacing and proration 

unit?

A. Yes, they do.

Q. And it's a matter of the quantum of that interest 

that may be in dispute between Maralex and Caprock and/or 

’Mi~r”an"d Mrs. Gilbreath? ... .

A. Yes.

Q. I want you to refer to what you have marked as 

Exhibit Number 3 and ask you to identify that exhibit. And 

I see that it contains a series of communications, will 

you go through each item of communication?

A. Okay. The first item of communication, dated 

March 1st, was a purchase offer to the Gilbreaths, and in 

this letter we offered to pay them $14,000 plus allow them 

to retain an override. It was presented on our behalf by a 

broker in the area that we have used in the past, and it
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was rejected.

Q. Now, is this correspondence applicable to the 

1.7-percent interest credited to Caprock Energy on Exhibit 

2?

A. Yes, it is.

Q. Go ahead. The next correspondence is dated March 

18th. Again, this was a purchase offer. In this offer we 

increased our purchase price. We als_o allowed them to 

retain an override. This was presented to them in person 

or over the telephone by our broker, and it was rejected.

The next letter is — actually, it's the same 

letter as before, but we sent it directly to the 

Gilbreaths. They had indicated that they might want to 

look at it before-they rejected it. - But it’s the same 

letter. It was~mailed March 18th.""They received It March 

25th, as indicted by the certified card.

And the next item of correspondence, dated May 

18th, was a letter to the Gilbreaths from Mr. O'Hare, who's 

the president of Maralex, and it was really just a letter 

— kind of a final attempt to try and negotiate something 

with the Gilbreaths, and we didn't receive a response to 

that letter.

The next item of correspondence is dated May 

27th, 1994, and in this letter we furnished the Gilbreaths 

with an AFE and an operating agreement, and we gave them
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.the opportunity.to participate in our_well. We never had a 

response to that letter either.

Q. Is it accurate to say, then, that over a period 

of time you've had negotiations with Mr. and Mrs. Gilbreath 

in an attempt to secure their voluntary joinder in the 

drilling of the Cecil Cast Number 1 Well?

A. Yes.

Q. And have you given them-the opportunity, to sell 

their interests to you, to farm out their interests to you 

and to participate in the well?

A. Yes.

Q. I notice that all of your communications have 

been with Mr. and Mrs. Gilbreath and not with Caprock 

Energy Company.-- Can you explain that? Is there any reason 

for that? '

A. Well, it's because Mr. and Mrs. Gilbreath are the 

principals of Caprock Energy Company, and our last 

correspondence actually was directed to Caprock, the May 

27th letter.

Q. Have you had any verbal communications with Mr. 

and Mrs. Gilbreath regarding their participation in this 

well?

A. No, I have not.

Q. What is the current status of those negotiations?

A. There are none.
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._Q. Okay. ..I want you.to refer-to. what you've marked 

as Exhibit Number 4 in Case Number 11,006 and identify that 

exhibit.

A. Okay, Exhibit Number 4 is the actual notice of 

this hearing. It was sent certified to both Caprock Energy 

Company and Henry and Malta Grace Young. The Youngs were 

the mineral owners with no pooling clause in their lease. 

And both parties received it. The Youngs received-their 

notice on the 8th of June, and caprock received their 

notice on June 6th, as evidenced —

Q. The letter —

A. — by the certified cards.

Q. The letter is dated June 2nd. Was the letter 

mailed on June 2nd? -

A. Yes, it was.

Q. Ms. Ritcher, in your opinion, have the notice 

requirements of Rule 1207 of the Rules and Regulations of 

the Oil Conservation Division been satisfied in this case?

A. Yes, they have.

Q. Now, let's turn to Exhibit Numbers 1 through 4 in 

Case Number 11,007, which is the Application for force­

pooling that pertains to the Flora Vista Number 19-2 well 

in the south-half equivalent of Section 19.

Would you identify Exhibit Number 1, please, and 

describe the information depicted on that exhibit?
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..A._ __Okay, Exhibit Number 1 is a lease plat that shows 

leasehold, operating rights, owners and their interests.

It also shows the fee owners, the lessors' names, 

and I can go through just kind of the same —

Q. Please do.

A. — the ownership, which would be: The southeast

quarter, the leasehold operating rights are owned by Norman 

Gilbreath.and Loretta E. Gilbreath, 100 percent. That's 

fee acreage within that 160-acre tract.

The southwest quarter, the leasehold operating 

rights are owned by San Juan Resources with 18.75 percent, 

David DiTirro with 31.25 percent, George Taoka with 28.125 

percent, and James Martin with 21.875 percent. Those are 

all under fee leases, owned -- The fee owners are Apperson, 

KaempT and Wright.

Q. Refer to what you've marked as Exhibit Number 2 

and describe the information depicted on that exhibit.

A. Exhibit Number 2 is a list of the owners, their 

percentage ownership within the proration unit and the 

status of their participation for the well.

The first company, San Juan Resources, is 9.63750 

percent of the proration unit. They have agreed to farm 

out to Maralex.

David DiTirro owns 16.0625 percent. They have 

agreed to farm out to Maralex.

^_________________ 24_
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George Taoka owns 14.45625 percent. They have 

agreed to farm out to Maralex.

James Martin ovms 11.24375 percent. They have 

agreed to farm out to Maralex.

And Norman Gilbreath and Loretta E. Gilbreath own 

48.60 percent, and we're seeking compulsory pooling of 

their interest.

Q. What is the basis for the tabulation on Exhibit

2?

A. This was prepared based on checks of both county 

and federal records. Well, actually in this case all 

county records, there's no federal acreage in the proration 

unit.

. Q. -And how current-was that check?--

AT““ This is approximately one monthTold.

Q. Will SG Interests also have an interest in the 

farmouts that you have obtained from San Juan Resources, 

David DiTirro, George Taoka and James Martin?

A. Yes, they will.

Q. So they will have a working interest in this 

particular well —

A. Yes.

Q. — as will Maralex?

A. That's correct.

Q. Now, let me have you refer to what's been marked

' ~ :---  ' _ _ _ _ _ ' — ' "25-
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as Exhibit Number 3 in Case Number 11,007 and ask you to 

identify that exhibit.

A. Okay, Exhibit Number 3 is a grouping of 

correspondence that has been sent to the Gilbreaths, 

seeking their voluntary joinder in the drilling of this 

well.

The first item of correspondence is a letter 

dated March 1st of 1994. It is an offer to. purchase, it 

also allows them to retain an override.

The next item of correspondence is dated March 

18th. This offer was an increase in the purchase price and 

also allowed them to retain an override.

And the next item, dated March 18th of 1994, is 

the same offer, basically, as the prior offer, but we sent - 

it directly to the Gilbreaths in hopes that once they 

received it they might evaluate it and maybe decide that 

they would like to do that. So that's again a purchase 

offer with a retained override.

And then the next item, dated April 6th, was a 

request for a farmout from the Gilbreaths, plus a cash 

consideration to the Gilbreaths.

The next item, which is dated May 18th, 1994, is 

a letter to the Gilbreaths from Mr. O'Hare, who's the 

president of Maralex, and it's a letter just really asking 

for a final attempt to negotiate something so that we could
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1 drill the well prior to going to the hearing.

2 And then the last item is dated May 27th, 1994,

3 and in this letter we submitted an AFE and an operating

4 agreement to the Gilbreaths, and we gave them the

5 opportunity to participate in our well.

6 Q. Do you have any response from Mr. and Mrs.

7 Gilbreath to any of your communications?

8 A. No, I haven't directly. Some of.the earlier

9 communications were rejected verbally to our broker.

io q, What is the current status of your negotiations

11 with the Gilbreaths?

12 A. There are none.

13 Q, Now, you've indicated, both in Case Number 11,007

. - - -14 and Case Number 11,006, that an AFE for each-the respective

15 wells and an operating‘agreement applicable “to each of the-"

16 respective wells had been delivered to Mr. and Mrs.

17 Gilbreath or Caprock Energy with the May 27th or May 28th

18 letter to them, which again offered them the opportunity to

19 participate in these wells.

20 Will the AFE and the operating agreements be the

21 subject of testimony by Mr. O'Hare?

22 A. Yes, they will be.

23 Q. Now, let me have you turn to what you've marked

24 as Exhibit Number 4, ask you to identify that exhibit.

25 A. Okay, Exhibit Number 4 is just the formal notice
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1 of this hearing. It was sent to Norman,and Loretta

2 Gilbreath. It was mailed on June 2nd. They received it on

3 June 6th, as indicated by their certified card.

4 Q. The letter is dated June 2nd. Was it mailed to

5 them on June 2nd?

6 A. Yes, it was.

7 Q. In your opinion, have the notice requirements set

8 forth in Rule 1207 of the Rules and Regulations of the Oil

9 Conservation Division been satisfied in this case?

10 A. Yes, they have.

11 Q. When do you plan to spud the Cecil Cast Number 1

12 Well, which is the well which is the subject matter of Case

13 Number 11,006?

. __14 A...We hope to spud that well as soon-as we can -

15 after'the~i'ssuance of a' force-pooling orderT We have an

16 urgency there because we have a lease which expires August

17 4th of this year, so we really need to get — start

18 drilling fairly quickly.

19 Q. And when do you plan to spud the Flora Vista

20 Number 19-2 Well, which is the subject matter of Case

21 Number 11,007?

22 A. That one will probably be spud right after the

23 Cecil Cast well.

24 Q. Do you have any factors driving the spud date for

25 that particular well?
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A. We do. We've got some in farmout agreements with 

commitments to drill that take us to September 1st, so we 

need to get that one done by September 1st.

Q. And as a result of the drilling commitments and 

lease expiration deadlines that you have, do you ask for 

the issuance of an expedited order in these two cases?

A. Yes, we do.

Q. Ms. Ritcher, were Exhibit Numbers 1 through 4 in 

Case Numbers 11,006 and 11,007 either prepared by you or at 

your direction or under your supervision?

A. Yes, they were.

MR. ROBERTS: Mr. Examiner, I would move the

admission of Exhibit Numbers 1 through 4 in each of the 

case numbers, 11,006 and 11,007.

-EXAMINER STOGNER:'" Exhibits 1 through"4 in both 

cases will be admitted into evidence at this time.

MR. ROBERTS: I have no further questions at this

time.

EXAMINER STOGNER: Thank you, Mr. Roberts.

(Off the record)

EXAMINER STOGNER: Mr. and Mrs. Gilbreath, do you

have any questions of the witness at this time? Would you 

like to ask — cross-examine this witness on anything?

MR. GILBREATH: I don't think so.

I would like to say this, that we do not oppose

■-~r,^==CUMBRE”‘COURT',rifEfdRTING ' “
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1 the drilling of a well in the south half of Section 19 if_

2 they honor the agreements — existing agreements and

3 overriding royalty interest on record as such, per se.

4 which they should be required to do.

5 EXAMINER STOGNER: Okay. With that, I'm going to

6 take that as a "no" as far as asking this witness any

7 questions.

8 MR. GILBREATH: We do not obiect to them drillincr

9 in the south half.

10 In the north half where there is a question

11 involved, if you don't mind, I can comment on that.

12 EXAMINER STOGNER: Well, that's sort of out of

13 line at this particular point, you will have a chance to

14 make a statement — ...

-15 .."MRt'GILBREATH: ' Okay.

16 EXAMINER STOGNER: — after the witnesses have

17 had their time up on the stand.

18 At this time I'm just asking if you have any

19 questions —

20 MR. GILBREATH: Sure.

21 EXAMINER STOGNER: — and if you don't, I'm going

22 to dismiss her at this time and then let Mr. Roberts call

23 his technical witness up, and then we'll hear his story.

24 At the same time, you'll be able to cross-examine them.

25 And then, at the conclusion of the witnesses each
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party will have a chance to make a statement or even you 

will have a chance to present any testimony that you would 

like at that time.

So with that, do you have any questions of this

witness?

EXAMINATION

BY MR. CARROLL:

Q. Yes, Ms. Ritcher^ is it Maralex's intent to honor 

the overriding royalty interest of the Gilbreaths, that Mr. 

Gilbreath just brought up, In the south half?

A. In the south half? As opposed to force-pool? 

Probably. I don't — I can't really — I mean, those 

offers were made at one time, but never accepted.

MR. ROBERTS: Mr. Examiner, I'm not sure I

understand — I understand the question, I think, but I'm 

not sure I understand that the response is responsive to 

the question.

May I ask a question of the witness?

EXAMINER STOGNER: Yeah.

MR. CARROLL: Please help clarify, yes.

MR. ROBERTS: Ms. Ritcher, were you interpreting

that question to mean whether your offer to purchase the 

Gilbreath interest in the south half which had av 

corresponding overriding royalty interest to them — was 

that what you were responding to?

- - ~-- 't_z^-"CUMBRE"'C0URT’"'REPORTING * ~
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0r were you responding to whether you intend to 

honor outstanding burdens on production in the south half?

THE WITNESS: Oh, the first. Yeah, I thought you 

were asking if we were going to honor some of our prior 

offers to him, that we went through —

MR. CARROLL: You will stand by your offer?

THE WITNESS: — in Exhibit 3.

MR. ROBERTS: Is that what you were asking?

MR. CARROLL: Yes.

MR. ROBERTS:

question.

Okay. Well, I misunderstood the

THE WITNESS: Yeah, I think he was asking if we

would stand by our offer as to the south half.

MR. ROBERTS: Is that the question that the

Gilbreaths were asking?

MR. GILBREATH: No.

MR. ROBERTS: Okay, that's what I —

MR. CARROLL: All right.

THE WITNESS: Then I don't know.

MR. GILBREATH: Thank you, Tommy.

MR. ROBERTS: My understanding was that the

Gilbreaths were asking whether Maralex intended to 

recognize burdens on production which are a matter of 

record, applicable to the south half.

Q. (By Mr. Carroll) And Maralex intends to honor
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any burdens on record regarding the south half?

A. If they're on record and if they appear in our 

title review, yes.

Q. Regarding the Blancett interest in the north 

half, you testified that you received a title opinion from 

an attorney, but the lease expired due to nonpayment of 

shut-in royalties?

A. Correct.

Q. When did that expire?

A. Oh, goodness, it was probably late 1991.

Q. And it is my understanding that the Gilbreaths 

are taking the position that that lease has not expired?

A. That is correct.

Q. And Maralex executed new leases from the 

Blancetts — .

A. Right.

Q. — regarding that same interest?

A. Correct.

Q. Do you know whether Caprock Energy is a 

corporation, or is it a d/b/a used by the Gilbreaths?

A. I don't know for sure. I think Tommy may have 

checked.

Q. Jim Sullins, that's the broker you used —

A. Uh-huh.

Q. — up in Farmington?
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You mentioned an SG Interests?

A. Uh-huh.

Q. What exactly is that company?

A. They're an oil and gas exploration company. We 

contract-operate wells for SG in the San Juan Basin.

Q. Does Maralex own part of SG Interests?

A. No.

Q. It's a contract operator for Maralex, or Maralex 

is the operator under contract for SG Interests?

A. Maralex is the operator under contract for SG 

Interests.

Q. And does SG Interests own any interest in Section

19?

A. Yes, they do, through the interest that's shown 

on the exhibits, the 1 and 2. ""It's shown as Maralex, but a 

portion of that interest is owned by SG Interests as well. 

MR. CARROLL: I have no further questions.

EXAMINER STOGNER: Any other questions of this

witness?

MR. ROBERTS: No, sir.

EXAMINER STOGNER: We may want to recall her at a

later time.

But with that, you may be excused.

Mr. Roberts?

MR. ROBERTS: Call A.M. O'Hare.
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A.M. O'HARE.

the witness herein, after having been first duly sworn upon 

his oath, was examined and testified as follows:

DIRECT EXAMINATION

BY MR. ROBERTS:

Q. Would you state your name and your place of 

residence?

A. My full name is Alexis Michael O'Hare. I reside 

in Ignacio, Colorado.

Q. And what is your occupation?

A. I'm the president of Maralex Resources, Inc.

Q. How long have you been associated with Maralex 

Resources?

A. We founded the company in December of 1989.

Q. Have-you been president of the organization since 

its inception?

A. Yes, I have.

Q. Briefly describe what your responsibilities are 

as president of Maralex Resources.

A. I oversee all of the land, legal, engineering, 

production and operations functions of the company.

Q. Have you testified before the New Mexico Oil 

Conservation Division on any prior occasion?

A. Yes, I have.

Q. In what capacity?

” CUMBRE COURT REPORTING ’ ~~
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1 A. As a Registered Professional Engineer in the

2 State of Colorado.

3 Q. And were your qualifications as an expert

4 petroleum engineer then made a matter of record and

5 accepted by the Division?

6 A. Yes, they were.

7 Q. Are you familiar with the subject matter of Case

8_ Numbers 11,006 and 11,007?

9 A. Yes, I- am. •

10 Q. Have you prepared certain exhibits to be

11 submitted in conjunction with your testimony?

12 A. Yes, I have.

13 MR. ROBERTS: Mr. Examiner, I would tender Mr.

14 O'Hare as an expert petroleum engineer.

15 EXAMINER STOGNER: Mr.O'Hare is so qualified. - —

16 Q. (By Mr. Roberts) Mr. O'Hare, before we begin an

17 examination of the exhibits which you have prepared, I'd

18 like for you to elaborate a bit on the relationship of

19 Maralex Resources, Inc., with SG Interests.

20 A. SG Interests I, Limited, is a Texas limited

21 partnership. Maralex has been involved with the

22 partnership since its formation through the operation of

23 properties in the San Juan Basin for the partnership.

24 We've also supplied engineering and supervision

25 consulting service to the partnership, and we have

CUMBRE COURT REPORTING
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partnered with the partnership on a number of occasions to 

drill and complete coal-bed methane wells in the San Juan 

Basin.

Q. Okay, I'd like for you to refer to what you have 

marked as Exhibit Number 5 in Case Number 11,006 and 

identify that exhibit.

A. This is an AFE for the drilling and completion of 

the Cecil Cast Number 1 well.

Q. What are the total AFE costs?

A. The projected AFE cost for this well, total, is 

$275,230.

Q. What was the basis for the preparation of this 

Authority for Expenditure?

A. This -was based primarily on the actual costs that 

we incurred in the drilling of the Brimhall Number 2 well, 

which is located one mile north of the Cecil Cast well.

Q. And so they're based on actual costs incurred in 

other operations?

A. That is correct.

Q. Was this Brimhall Number 1 Well a well which was 

drilled by Maralex and operated by Maralex?

A. Yes, it was.

Q. So you have direct knowledge of the actual costs 

incurred there?

A. Right.

CUMBRE COURT REPORTING
(505) 984-2244



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

38

Q. Would these estimated costs also be reasonable 

and in line with other actual costs incurred on other 

operations with which you’re familiar, with regard to 

development of the Fruitland Coal formation?

A. Yes, they are.

Q. I'd like you to now refer to what you've marked 

as Exhibit Number 5 in Case Number 11,007 and ask you to 

identify that exhibit.

A. Exhibit Number 5 in Case Number 11,007 is an AFE 

for the Flora Vista 19-2 well.

Q. What are the total estimated costs for that well?

A. Total estimated cost for this well is $272,530.

Q. And is the basis for this Authority for 

Expenditure your experience with actual costs incurred on 

similar operations in the same area?

A. Yes, it is. Again, it is based on the actual 

costs incurred in the drilling and completion of the 

Brimhall Number 2 well, approximately one and a half miles 

north of this location.

Q. And in your opinion, are these costs reasonable 

and representative of what you have actually incurred in 

other operations in this area?

A. Yes, they are. The only major difference between 

the two AFEs that we're presenting is the location and 

construction cost of the roads and location.

CUMBRE COURT REPORTING- 

• • * (505) 984-2244



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

39

_ Q. Refer to what you've marked as Exhibit Number 6 

in Case Number 11,006 and identify that exhibit.

A. This is an operating agreement. It's a model 

form 1982 operating agreement, and it has been supplied to 

the working interest owners or potential working interest 

owners in the Cecil Cast Number 1 Well.

Q. And who do you propose operate the Cecil Cast 

Number 1 well?

A. We propose that Maralex Resources, Incorporated 

be contract operator for SG Interests I, Limited, for the 

Cecil Cast Number 1 Well.

Q. Is this a standard form operating agreement?

A. Yes, it is.

Q. Commonly in use in the area?

A. Yes.

Q. Are there any unusual provisions contained in 

this form of operating agreement?

A. No, there are not.

Q. And have there been any additional provisions 

added that would be unusual in nature?

A. No.

Q. Let me have you refer to what's been marked as 

Exhibit Number 6 in Case Number 11,007, ask you to identify 

that exhibit.

A. This is the same model form 1982 operating

_____ _
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agreement as it applies to the Flora, Vista 19-2 Well and 

its drill-site spacing unit.

Q. Who do you propose operate the Flora Vista 19-2

well?

A. Again# we propose that Maralex Resources, 

Incorporated, be the contract operator of the well for SG 

Interests I, Limited, as the operator.

Q. And again, this is a standard form operating 

agreement, commonly in use in the area?

A. That is correct.

Q. Any unusual provisions added to this particular 

form of operating agreement?

A. No.

Q. Mr. O'Hare, would you describe the extent of the 

operations of SG Interests and Maralex, with respect to 

Fruitland Coal development?

A. SG Interests currently operates about 165 wells 

in the New Mexico portion of the San Juan Basin. Maralex 

operates all of those wells on a contract basis for SG 

Interests.

In addition, Maralex operates another 35 wells 

for its own account in the San Juan Basin. All of them are 

Fruitland Coal wells, all of them are very similar in means 

of operations as what we propose for the two wells that are 

the subject of this hearing.
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. Q. Now, Mr. 0.'Hare, you've testified that Maralex is 

the agent for SG Interests, which is a limited partnership, 

a Texas limited partnership. Do you have the authority as 

the agent for SG to appear here today?

A. Yes, I do.

Q. And you're also appearing here on behalf of 

Maralex Resources —

A. Correct.

-• Q. — is that correct?

Do you propose supervisory charges for the 

production and drilling stages on each of these wells?

A. Yes, we propose that the drilling and supervisory 

charges for each well be allocated at $3500 a month for the 

drilling and completion phase of the wells and $350 per 

month for the producing phase of each well.

Q. Are these rates reasonable, in your opinion, for 

this area and for this type cf well?

A. Yes, we pride ourselves on having lower overhead 

than most operators in the Basin, and we feel very strongly 

that these rates are considered the low end of the spectrum 

for operations in the San Juan Basin.

q. Now, in conjunction with this particular 

testimony that you're providing regarding supervisory 

rates, I'd like for you to refer to what you've marked as 

Exhibit Number 7. This is an exhibit which is common to

CUMBRE COURT^REPORTING —
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Case_Numbers 11,006 and 11,007. Would you identify that 

exhibit, please?

A. Yes, this is the Ernst & Young survey of fixed- 

rate overheads for 1993.

Q. And why have you provided this as an exhibit?

A. Ernst & Young annually provide a survey of

operating costs and overhead rates charged by region of the 

country and give a mean and median, and we're using this 

survey to emphasize the point that we feel our overhead 

costs are in fact lower than most operators in this region 

of the country.

Q. And in fact, do the rates you propose in each of 

these cases for each of these wells fall below those median 

and mean rates —

A. Very significantly. ~

Q. -- indicated here in the Ernst & Young Fixed Rate 

Survey?

A. Yes, they do.

Q. Do you propose a risk charge to be assessed 

against non-joining parties in each of these cases?

A. Yes, we're asking that a standard risk charge of 

156 percent be assigned for each case.

Q. And what is the basis for that proposal?

A. That's based on previous wells drilled and risk 

assessments made in the San Juan Basin of Fruitland Coal
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and methane wells.

Q. And is it your understanding that the 156-percent 

risk-assessment value is a value that was established by 

hearing and testimony before the Oil Conservation Division 

or Commission?

A. Yes, it is.

Q. And it would be your understanding that that 

represents a standard risk that would be assumed in the 

drilling of a Fruitland Coal well in. the San Juan Basin?

A. Yes.

Q. And is it your opinion that each of these wells 

represent standard, ordinary risks --

A. Yes.

- -Q. — commensurate with a 156-percent factor?

A. Rights

Q. Mr. O’Hare, will the — In your opinion, will the 

granting of this Application be in the interests of 

conservation and result in the protection of correlative 

rights and the prevention of waste?

A. Yes.

Q. Were Exhibit Numbers 5, 6 and 7 in Case Numbers 

11,006 and 11,007 either prepared by you or at your 

direction and under your supervision?

A. Yes, they were.

MR. ROBERTS: Mr. Examiner, I would move the
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admission of Exhibit Numbers 5, 6 and 7 in each of these 

cases.

EXAMINER STOGNER: Exhibits 5, 6 and 7 in both

cases will be admitted into evidence at this time.

MR. ROBERTS: I have no other questions.

EXAMINER STOGNER: Thank you, Mr. Roberts.

Mr. and Mrs. Gilbreath, there again I will allow 

you to cross-examine this witness if you have any questions 

of him or anything he's testified to.

MR. GILBREATH: Yes, I'd like to ask a couple

questions.

EXAMINER STOGNER: Okay. Could you be a little

louder —

MR. GILBREATH: Yes.

EXAMINER STOGNER: — since this is going to be

on the record?

CROSS-EXAMINATION

BY MR. GILBREATH:

Q. On February the 25th of 1991, we received a 

letter from Mr. O'Hare, and we also met with the Examiner, 

and — Mr. Stogner here — and I believe that was the day 

of the meeting.

Do you remember that, Mickey?

A. The force-pooling hearing?

Q. Yes.

CUMBRE COURT REPORTING
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A. Yes.

Q. Compulsory-pooling.

A. Uh-huh.

Q. We signed a farmout with Maralex at that time to 

drill the Cecil Cast Number 1. That was in 1991, February 

25.

But he still wants us — He wants us to sign 

another farmout or sell the lease to him, but he didn't 

drill than, and that cost my family and I the tax credits 

that we would receive, as well as Maralex.

EXAMINER STOGNER: Are you asking Mr. O'Hare a

question?

Q. (By Mr. Gilbreath) It’s kind of a statement too, 

but yes, I want to know why he didn't drill and why he 

wants to drill now, it’s so important-.'’

A. It was shortly after that date that we discovered 

that the leases that were subject to the farmout were no 

longer valid, and we attempted to secure new leases at that 

time, and indeed did secure new leases.

We had offered you an interest in those leases 

under our farmout, under the same terms. You rejected that 

offer.

We were informed by a New Mexico attorney at that 

point that there was a cloud on title, and we've been 

working for the last three years to clear the cloud on the

CUMBRE cou^p-reporting :
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title for this particular well, and that is the Cecil Cast 

Number 1.

Q. Concerning the Blancett portion in the north half 

of 19, Mr. O'Hare wrote his attorneys in Roswell stating 

that in 1990 that well did not produce, not one MCF of gas, 

and at that time that well did produce ten months out of 

that year.

So he did_get a false — He did get an attorney's 

opinion, which he gave to Tommy Roberts, stating that that 

lease was no longer valid, but he falsified the information 

that was sent to the attorneys in Roswell.

MR. CARROLL: Are you asking a question, Mr.

Gilbreath?

Q. (By Mr. Gilbreath) I'm asking a question. I'm 

asking if he falsified the information that he sent to" his 

attorney.

A. No, I did not falsify any information. The 

failure of the title occurred due to a lack of timely 

payment of royalties to the lessor, not lack of production.

Q. In this letter here, dated February 21, that's 

from you, you stated that you wanted to compulsory pool the 

Section 24 that you're talking about right now. That was a 

year after.

A. We’re talking about Section 19 in this hearing —

Q. I’m not putting you on trial? we're trying to
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MR. CARROLL: Mr. Gilbreath, what letter are you

referring to and what year was that written?

MR. GILBREATH: Yes, this was written February

25th, 1991.

MR. CARROLL: And what was the question again?

Q. (By Mr. Gilbreath) The information — He stated 

that the reason he didn't go ahead and drill -- the reason 

he told me originally was that he had an unorthodox 

location, he had to move it over or slant drill, and he 

wanted to — We even signed an extension.

Did we sign an extension with you, Mickey?

A. You did sign an extension, yes.

Q. Yes, sir, and that’s...

A^ I’m sorry, I missed the question.

Q. You what?

A. I missed your question.

Q. I'm still trying to establish a fact that — Did 

you send some false information to the attorney?

A. No, I did not send any false information to the 

attorney.

Q. Do you agree that the well did produce in 1990,

then?

A. Which well are we talking about?

Q. in 24, like your letter states. In 24.
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A.. Section 24 is not the topic of this hearing.

Q. It does involve 24 because the 38 acres is in 

that lease, Hr. O'Hare.

A. This hearing is in regard to Section 19.

Q. Yes, that's true. Yes, I understand.

MRS. GILBREATH: May I ask —

MR. CARROLL: Mrs. Gilbreath, do you have —

. . MRS. GILBREATH: The letters, that they're

presenting to us as evidence, they're always offering to 

buy Section 19 plus 24. If you'll notice, they're always 

including that Section 24. Everything is always unitized 

in there, plus they always want to put Pictured cliffs 

formation always, clear through every equipment, everything 

we've got, and we cannot sign something like that. Can we, 

Mickey?

THE WITNESS: I don't know. Can you?

MR. GILBREATH: Well, we haven't so far.

MR. ROBERTS: Mr. Examiner, just maybe a point of

clarification. This dispute over the validity of leases 

does apply to lands in both Section 19 and Section 24.

Of course, Section 24 is not the subject matter 

of this hearing today, but I think that's the point that 

the Gilbreaths are attempting to make, is that there are 

lands in different sections covered by the lease which they 

maintain their interests fall under, and — Only for a
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point of clarification.

(Off the record)

EXAMINER STOGNER: Are there any other questions,

Mr. and Mrs. Gilbreath, of Mr. O'Hare?

MR. GILBREATH: No.

EXAMINER STOGNER: Okay. Mr. Carroll?

EXAMINATION

BY MR. CARROLL:

Q. Yeah, I have a few questions regarding SG 

Interests.

What is the split in interest between Maralex and 

SG Interests regarding these properties?

A. The Flora Vista well, SG Interests alone, 25 

percent; and Maralex alone, 12 1/2 percent.

Q. That's on the Flora Vista?

A. Right. The interests in the Cecil Cast well have 

yet to be determined.

Q. SG Interests is a Texas limited partnership?

A. Right.

Q. When was that formed?

A. I believe it was 1989 — or — no, I'm sorry, 19- 

— I think that was 1991.

Q. Who's the general partner in SG Interests?

A. Gordy Gas Corporation.

Q. What was that?

CUMBRE COURT REPORTING 
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A. Gordy Gas —

Q. Gordy?

A. Right.

Q. Will you spell that, please?

A. G-o-r-d-y.

Q. Is that a corporation?

A. Yes, it is.

Q. New Mexico corporation?

A. Texas.

Q. How many limited partners are in that 

partnership? Any idea?

A. No, I don't know.

Q. Now, you agree with Ms. Ritcher that the only 

interests seeking to be compulsory pooled in these two 

cases is the Fruitland —

A. That is correct.

Q. — Coal formation?

A. Yes.

Q. But Pictured Cliffs is not —

A. It is not part of this hearing.

EXAMINER STOGNER: Okay, I have no other

questions of Mr. O'Hare.

po you have any other questions, Mr. Roberts, of 

Mr. O'Hare?

MR. ROBERTS: Just another point of

--- ;—:---------- CUMBRE_COURT“ REPORTING'--- * ---- -
(505) 984-2244
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FURTHER EXAMINATION

BY MR. ROBERTS:

Q. Mr. Gilbreath referred to a prior force-pool 

hearing, and I believe he was referring to a prior force- 

pool hearing applicable to the north-half equivalent of 

Section 19?

A. That is correct.

Q. When did that hearing take place?

A. It was in February of 1991.

Q. Okay. And was an order issued as a result of 

that hearing?

A. Yes, there was an order issued.

I'd like to check my statement. I don't recall 

if it was February, but it was early 3.991.

MR. ROBERTS: Mr. Examiner, I would ask that you

take administrative notice of Case Number 10,275. I do 

have that case number, and I believe that is the case which 

dealt with the force-pool application for the north half of 

Section 19. My recollection was that that hearing occurred 

in March of 1991, but I don't have that information 

specifically.

EXAMINER STOGNER: I'll take administrative

notice of Case 10,275.

Q. (By Mr. Roberts) Mr. O'Hare, was an order issued

-CUMBRE C0URT REPORTING
(505) 984-2244
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as a result.of the hearing on that case?

A. Yes, there was.

Q. And what was the order?

A. The order was for force-pooling of all lands 

under the north half of Section 19, granting Maralex as 

operator, also granting 156-percent risk penalty, risk 

assessment, and overhead and drilling rates to be charged.

Q. And I take it that. Maralex didn't proceed under

the terms of that particular order?

A. That is correct.

Q. And why was that?

A. It was because of problems with title.

Q. Okay. And so the time expired under the order 

for the drilling of the well?

A. Yes. We actually asked for two extensions of the 

order, and they were granted, but we still could not get 

the title problems resolved prior to the expiration of the 

second extension.

MR. ROBERTS: Mr. Examiner, May I have just a

second to discuss something with Ms. Ritcher?

EXAMINER STOGNER: Okay.

(Off the record)

MR. ROBERTS: Mr. Examiner —

EXAMINER STOGNER: Yes.

MR. ROBERTS: -- if I may, I'd like to ask a

CUMBRE COURT REPORTING
(505) 984-2244
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couple more questions.

I think we'll offer some explanation for the 

ownership in the Flora Vista Number 19-2 well. Mr. Carroll • 

had asked some questions about it, I think, with respect to 

SG and Maralex's interests.

EXAMINER STOGNER; Are these questions for Mr.

O'Hare?

_MR. ROBERTS: And they're questions for Mr.

O'Hare.

Q. (By Mr. Roberts) Mr. O'Hare — Maybe we'll have 

to get Ms. Ritcher up, but I think he's able to answer 

these questions. If not, we’ll do that.

You indicated that the ownership of SG Interests 

in this particular well, the Flora Vista 19 Number 2 Well, 

would be~~25 percent, and'Maralex would be 12.5 percent, I " 

believe?

A. Yes, I did indicate that, but that is incorrect.

I think in actuality, SG Interests will own 62.5 percent of 

the well, Robert L. Bayless will own 25 percent, and 

Maralex will own 12.5 percent.

Q. And how does Robert L. Bay less come into the 

ownership picture?

A. Robert L. Bayless is who received the farmout 

from San Juan Resources, DiTirro and the other interest 

owners in the southwest quarter of Section 19.

CUMBRE COURT REPORTING
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He in turn farmed out his interests to SG 

Interests and Maralex.

MR. ROBERTS: Okay. Mr. Examiner, does that

offer some clarification for you and Mr. Carroll on that 

particular ownership?

MR. CARROLL: (Nods)

MR. ROBERTS: Okay.

FURTHER EXAMINATION •

BY MR, CARROLL: ____ ,___________________  ___

Q. I have a question regarding the order issued in 

Case Number 10,275. Was that order limited to the 

Fruitland formation?

A. Yes, it was.

EXAMINATION

BY EXAMINER STOGNER:

Q. Do you know if that — Do you recall if that also 

included an unorthodox location approval?

A. I don’t believe so.

Q. So compulsory pooling was the only issue in that 

particular matter?

A. That's my recollection.

MR. ROBERTS: My recollection also — I was not

involved in those cases, but I did a little bit of 

research.

I think there were three cases brought by Maralex

CUMBRE COURT REPORTING
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at that same.time dealing with compulsory pooling 

applications for lands in the same area, and they were all 

consolidated into that single hearing. And so there — I 

guess there's some possibility for confusion as a result of 

the consolidation of the three cases.

Q. (By Examiner Stogner) Mr. O'Hare, do you 

remember if the applicant in that matter was SG Interests 

or Maralex?

A. That was Maralex.

Q. There has been some SG Interests applications 

filed by name before, if I remember right.

A. Yes, there have.

Q. But not in this particular case?

A: Correct.

EXAMINER STOGNER: Okay. Any other questions of

Mr. O'Hare at this time?

We're going to take a ten- to fifteen-minute 

recess. When we come back, Mr. and Mrs. Gilbreath, I will 

allow — And for the sake of time and less confusion, if 

you'll choose amongst yourselves, I'd like to have one come 

up and be sworn as a witness, because it sounds like to me 

there might be some statements made, that you really need 

to be sworn as a witness, one of you

So talk amongst yourselves, which one that will 

be, and we'll be back in ten or fifteen minutes to hear

CUMBRE COURT REPORTING
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your side.

With that, let’s take a recess.

(Thereupon, a recess was taken at 9:33 a.in.)

(The following proceedings had at 9:52 a.m.)

EXAMINER STOGNER: Hearing will come to order.

At this time I’ll ask one of the parties with 

Caprock to approach the bench.

Mr. Gilbreath, would you please take a seat?

I’m going to ask you to remain standing and be 

sworn at this point.

NORMAN L. GILBREATH.

the witness herein, after having been first duly sworn upon 

his oath, was examined and testified as follows:

MR. CARROLL: Okay, Mr. Gilbreath, I believe you

expressed an" intent to make* a statement after the 

presentation of Maralex’s case, and we will let you make 

that statement, and then we may have some questions 

following that statement.

MR. GILBREATH: Yes. Part of that statement has

been made, but I will brief the hearing.

The compulsory pooling in February of 1991, 

February 25, included Section 24, all of section. I 

realize today we’re only dealing with Section 19, all of 

Section 19.

But at that time we did agree to a farmout with

CUMBRE^OURT~REPORTING “
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1. Mr. O'Hare and Maralex, and they did make the statement

2 that they would drill on that acreage, this Cecil Cast

3 Number 1, that's the top half.

4 They never drilled, so thereby we lost our tax

5 credit that the government was offering at that time. It

6 expired in 1992 at the end of the year.

7 We did sign a farmout. We signed an extension or

8 two, and the statement that — the reason for not drilling

9 that was given to us was that Mr. O’Hare could not receive

10 the proper well location at that time. He was having to

11 drill on Federal land or something to that nature.

12 He says that the leases were beginning to expire,

13 and he's right.

14 And when he did not drill the well, then he went

~15 behind our back, told some of the mineral interest owners

16 that he couldn't work with us, that we were too hard-

17 headed, he didn’t want to deal with us.

18 So he cut us out, he leased some of the leases

19 that did ex- — And he's right, they did expire. They

20 expired after — after, though, that farmout was signed and

21 he was to have drilled the Cecil Cast Number 1.

22 MR. CARROLL: Is that your statement?

23 MR. GILBREATH: Yes.

24 MR. CARROLL: Mr. Roberts, do you have any

25 questions?

CUMBRE COURT REPORTING 
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1 MR. ROBERTS: No,, sir.

2 EXAMINATION

3 BY MR. CARROLL:

4 Q. Mr. Gilbreath, you realize that these two cases

5 are limited to the Fruitland — Basin-Fruitland Coal Gas —

6 A. Yes, I do now, yes, sir.

7 Q. And you understand if there's an order issued,

8 compulsory-pooling the interests, that you'll be given the

9 option of going consent or nonconsent as to your interest?

10 A. No, I thought when you issued the final decision

11 on a compulsory pooling that he could go ahead and drill.

12 Q. He can go ahead and drill, but you have the

13 option of participating in the drilling —

14 A. Okay.

15 Q. — and not being assessed risk penalty, or going

16 nonconsent and then being assessed a risk penalty.

17 A. Yes.

18 Q. Do you understand that?

19 A. Yes, yes, I understand that.

20 Q. What is Caprock Energy? Is that a corporation?

21 A. Yes, it is, Sub S.

22 Q. And you and your wife are the. owners?

23 A. No, it's a family matter. I have two brothers

24 and one sister.

25 EXAMINER STOGNER: Mr. Gilbreath, do you have

CUMBRE COURT REPORTING
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MR. GILBREATH: No.

EXAMINER STOGNER: Okay. I have no other

questions.

If there's no other questions of Mr. Gilbreath, 

he may be excused.

off today, if you would provide the court reporter a copy

of your address —

address of Caprock Energy Company, P.O. Box 208, in Aztec, 

is your current address.

If there's nothing further in either 'Case 11,006 

or 11,007, then these matters will be taken under 

advisement at this time.

(Thereupon, these proceedings were concluded at

9:59 a.m.)

MR. CARROLL: Thank you

EXAMINER STOGNER: Mr. Gilbreath, before you take

MR. GILBREATH: Yes, sir.

EXAMINER STOGNER: and also I assume the

* * *

I do hereby certify that the foregoing Is 
a complete 
the Examln 
heard by m

O’l Conservation Division
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CERTIFICATE OF REPORTER

STATE OF NEW MEXICO )
) ss.

COUNTV OF SANTA FE )

I, Steven T. Brenner, Certified Court Reporter 

and Notary Public, HEREBY CERTIFY that the foregoing 

transcript of proceedings before the Oil Conservation 

Division was reported by me; that I transcribed my notes; 

and that the foregoing is a true and accurate record of the 

proceedings.

I FURTHER CERTIFY that I am not a' relative or 

employee of any of the parties or attorneys involved in 

this matter and that I have no personal interest in the 

final disposition of this matter.

My commission expires: October 14, 1994
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Township__30N_. Range. .LUflL County__ S_3.n_.Juan. RfatA New Mexico

S/2 Section 19 (326.26 acres)

Application of Maralex Resources, Inc.

--------- for-Compulsory. Pooling;_____ __ _____ _ —_________—

Case #11007 June 23, 1994 
Exhibit /



Flora Vista #19-2

List of Owners 
Status of Participation

% of Unit Status

San Juan Resources 9.63750% Farmout to Maralex
Suite 400 
1801 Broadway
Denver,- CO 80202 ------ ------ - - --------

David DiTirro 16.06250%
531 McKinley Ave.
Ft. Lupton, CO 80621

George Taoka ^4.45625%
#49
3127 Weld County Road 
Hudson, CO 80642

James Martin 11.24375%
RR 1, Box 32
Council Grove, KS 66846-9759

Norman Gilbreath and 48.60000%
Loretta E. Gilbreath 

P.O. Box 208
Aztec, NM 87410 __________

100.00000%

Farmout to Maralex

Farmout to Maralex

Farmout to Maralex

Seek Compulsory 
Pooling

j

Application of Haralex Resources. Inc,_^ 
for Compulsory Pooling 
Case #11007 June 23, 1994 
Exhibit jL-
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SENDER:
• Complete items 1 and/or 2 (or additional services.
• Complete Items 3. and 4a & b.
• Print your name and address on the reverse of this form so that we can 
return this card to you.
■ Attach this form to the front of the mailpiece. or on the back if space 
does not permit.
• Write "Return Receipt Requested" on the mailpiece below the article number
• The Return Receipt will show to whom the article was delivered and the date
delivered. I

I also wish to receive the 
following services (for an extra 
fee):

1. G Addressee's Address

2. □ Restricted Delivery 

Consult postmaster for fee
PlS1-4Ur&9 If

4b. Service Type

©u©fie
c5

' © 
DC

o>c

3. Article Addressed to:

Morman and Loretta Gilbreath 
P.O. Bo* 308 
Aztec, NM 87410

4s. Article Number

4b. Service Type 
□ Registered G Insured
^Certified G COD

G Express Mail O Return Receipt for 
Merchandise_____

7. Date of Delivery

4^^
dressee's Address (C

o
Vrfe (Addressee) 8. Addressee's Address (Only If requested 

end fee is paid)•

gnature (Agent)

PS Form 3811, December 1991 o u.s.q.p.o. : 1992-307 530 DOMESTIC RETURN RECEIPT
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-A'ARALEX
Resources, Inc.

410 17th Street, Suite 220 P.O.Box338
Denver. Colorado 80202 Ignacio. Colorado 81137
(303) 571 -4220 (303) 563-4000
FAX (303) 571-4217

June 2, 1994

CERTIFIED MAIL - RETURN RECEIPT REQUESTED

TO: All Working Interest Owners
Unleased Mineral Owners 
Royalty Owners not 
Subject to Pooling Clauses 
(See Attached Exhibit "A”)

RE: Compulsory Pooling
T30N-R11W 
Sec. 19: Lots 3, 4,
5, E/2SW/4, W/2SE/4, 
NE/4SE/4 (S/2)
San Juan Co.,
New Mexico

To Whom It May Concern:

You are hereby notified that on May 27/ 1994, Maraiex 
Resources, Inc. filed an application with the State of New 
Mexico Energy, Minerals and Natural Resources Department, Oil 
Conservation Division for an order authorizing the compulsory 
pooling under Section 70-2-17 NMSA 1978, as amended, of 
uncommitted owners of interests in the captioned spacing 
unit. Our records indicate that you own an uncommitted 
interest in the captioned spacing unit.

Maraiex proposes tolocate a new well in the SW/4 of Section 
19, Township 30 North, Range 11 West. This well will be 
drilled to a depth sufficient to test the Basin Fruitland 
Coal Formation and the pooling shall cover from the surface 
to the base of the Basin Fruitland Coal Formation.

You are further notified that the matter will be heard by the 
State of New Mexico Energy, Minerals and Natural Resources 
Department, Oil Conservation Division, 310 Old Santa Fe 
Trail, Santa Fe, New Mexico 87503 on Thursday, the 23rd of 
June, 1994, at 8:15 a.m. Failure to appear at that time will 
preclude you from contesting at a later date.

Sincerely,

MARALEX RESOURCES, INC.

/ .
ten
Land tfanager

cc: See Attached Exhibit "A”



EXHIBIT "A"

Attached to and made a part of that certain Letter dated 
June 2, 1994, from Maralex Resources, Inc.

Norman and Loretta E. Gilbreath 
P.O. Box 208 
Aztec, NM 87410



AUTHORITY FOR EXPENDITURE (AFE)

WELL NO. 19-2 WELL NAME: Flora Vista DATE: May. 26.1994
FIELD: Baiin Fruitland COUNTY: San Juan STATE: New Mexico
LOCATION: 8VyQlr.31t-TJ0N.R1lW • PROP. TO: 2100'
Purpose of Exp.: Drill Complete. & Equip Coal Weil (FORMATION: Frultiand Coals

gfljspu
ifjfANQiitk'fex^ENSE <j69t:

•Tirdjofer

tioST

220/101 staking and Permlitino 3,000 3,000
220/102 Location, Roads, Pits, & Damages 10,500 2,500 13.000
220/103 Mobilization / Demobilizalion

220/104 Coiitracl Drilling - Daywork. 12 Hr. 150$/Hr. 1.800 1.800
220/105 Conltacl Drilling • Footage 2100FI. 11.54/F1. 24,150 24.150
220/001 Contract Diillirm - Turnkey

220/301 Completion Rig 9,500 9.500
040/110 WuikoverRIg

220/100 Fuel. Power & Lubricants
220/107 Bits. Reameis & Stabilizers

220/100 Drlllng & completion Fluids 1,000 2,800 3.800
220/302 casing Crews, Tongs. Handling Tools 1,200 1,200
220/109 Wise. Labor, Contracl Services 1,000 2.200 3,200
220/110 Cement, Cml Services. Mech Aids & Devices 2,500 6,800 9,300
220/111 Conventional Coring 4 Coring Services -
220/303 Walei & Hauling 1.200 3.600 4,800
220/112 Mud Logging

220/113___ Logging-Open Hole-sWC's & Dipuieter . . ___0,600 8,800

220/304 - Cased Holo Log3, Perf. 4 Other Wirellno Serv, 3,800 • — 3,800

220/305 Inspection & Testing 500 800 1,300

220/307 Acldlzatlon. Fracturing & Stimulating 50,000 50,000

220/114 Rental Tools 4 Equipments 1,000 2,200 3.200

220/115 Directional Drilling Services

220/117 Communications 25 50 75

22U/120 Overhead per Operating Agreement 1,000 3.000 4,000

220/119 Supervision 1,600 3,200 4.600

220/121 Cortlnoencies (10%) 4 Mlsc. 5,610 9.170 14,780

TOTAL INTANGIBLE EXPENSE 61,685 100.820 162,505

toFvs&m
mmi

MiflllixPENSE ' r.:. '■MLt?#:
*mmmr

fe.CCrtf
rcOMPLETIONj 

- COST ' ■ COST.-;

230/101 Conductor Casing FI. In, J/Ft.

230/102 Surface Casing!. 250FL 8-5/8 In. 8.60 S/Ft. 2,150 2,150
230/103 Intemiendiale Casln Ft. In. 4/Ft.

230/104 Drilling Liner. Ft. In. J/FL

230/301 Production Liner Ft. In. $/Fl.

230/302 Production Casing 2100FL 5-1/2 In. 5.15 J/Ft. 10,815 10,815

230/303 Tubing aos^Ft. 2-3/8 In. 2.20 $/Fl. 4,510 4,510

230/304 Wellhead Equip.. Tree 900 1,800 2.700

230/305 Arundel Lift Eq, Pumping Unit 14.000 14,000

230/306 separator, Heater, Dehydrator 8,500 8,500

230/307 Meters 4 Flowtlnes | 13,800 13,800

230/308 Tank Battery 4 Storage 4,600 4,800

230/309 Subsurface Production Equipment 3,750 3,750

230/310 Misc. Well Equipment 2.800 2,600

230/311 Inslallation-Ptoducllon Facilities 4,900 4,900

230/312 Compressor 37,500 37.500

TOTAL TANGIBLE EXPENSE 3.050 106.975 110,025

TOTAL WELL COST 84.735 207,795 272,530

OPERATOR APPROVAL

DATE:

Maralex Resources, Inc.

BV: .4 ^

A. M. O'Hare, P.E.

________ ______ -____President____ _____________________________

JOINT INT.APPROVAL COMPANY:

DATE, APPROVED BY:

Application of Haralex Resources, Inc
WRK INT.:_______________________________ TITLE: for Compulsory Pooling

--------  ... ~—------------------- tttt-: ~~ r------ :--------------- -.r.......— =1.Case #11007... June 25,: 1994 :------------------
Exhibit



FORM 610 - 1982

MODEL FORM OPERATING AGREEMENT

OPERATING AGREEMENT

DATED

Hay 27______ |g 94

OPERATOR Maralex Resources, Inc.__________________

CONTRACT AREA Township 30 North, Range 11 West, NMPM

_____________Section 19: Lots 3, 4, 5, E/2SU/4, W/2SE/4,

________NE/4SS/4 (S/2)___________

COUNTY San JuanSTATE OF New_Mexico

Application of Haralex Resources, Inc 
for Compulsory Pooling 
Case"#11007-;-June 23,*1994-^- — 
Exhibit f?



1982.- Model Form Operating Agreement 

TABLE OF CONTENTS

Article Title
I. DEFINITIONS................................................................................................ ’....................

H. EXHIBITS.............................................................................................................................

ID. INTERESTS OF PARTIES..................................................................................................
A. OIL AND GAS INTERESTS..........................................................................................
B. INTEREST OF PARTIES IN COSTS AND PRODUCTION..........................................
C. EXCESS ROYALTIES. OVERRIDING ROYALTIES AND OTHER PAYMENTS........
D. SUBSEQUENTLY CREATED INTERESTS...................................................................

IV. TITLES.................................................................................................................................
A. TITLE EXAMINATION................................................. ................................................
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2. Loss by Non-Payment or Erroneous Payment of Amount Due.....................................
3. Other Losses................................................................................................................
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A. DESIGNATION AND RESPONSIBILITIES OF OPERATOR.........................................
B. RESIGNATION OR REMOVAL OF OPERATOR AND SELECTION OF SUCCESSOR

1. Resignation or Removal of Operator............................................................................
2. Selection of Successor Operator....................................................................................
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D. DRJLLLING CONTRACTS.............................................................................................

V|. DRILLING AND DEVELOPMENT......................................................................................
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1. Proposed Operations.....................................................................................................
2. Operations by Less than All Parties..............................................................................
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4. Sidetracking..................................................................................................................

C. TAKING PRODUCTION IN KIND.................................................................................
D. ACCESS TO CONTRACT AREA AND INFORMATION...............................................
E. ABANDONMENT OF WELLS.......................................................................................

1. Abandonment of Dry Holes..........................................................................................
2. Abandonment of Wells that have Produced..................................................................
3. Abandonment of Non-Consent Operations.....................................................................

VH. EXPENDITURES AND LIABILITY OF PARTIES...............................................................
A. LIABILITY OF PARTIES................................................................................................
B. LIENS AND PAYMENT DEFAULTS........................................ ....................................
C. PAYMENTS AND ACCOUNTING.................................................................................
D. LIMITATION OF EXPENDITURES........................................ ............................ .........
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f OPERATING AGREEMENT

2
3- THIS AGREEMENT, entered into by and hetween Maralex Resources, Inc.

4 ---------------- ----- .------- .---------------------------------------------------------------------------------- hereinafter designated and
5 referred mas "Operator'', and the signatory party or parties other than Operator, sometimes hereinafter referred to individually herein
6 as "Non-Operator", and collectively as "Non-Operators".
7
ft WITNESSETH:
9

10 WHEREAS, the parties to this agreement are owners of oil and gas leases and/or oil and gas interests in the land identified in
11 Exhibit “A", and the parlies hereto have reached an agreement to explore and develop these leases and/or oil and gas interests for the
12 production of oil and gas to the extent and as hereinafter provided,
13
14 NOW. THEREFORE, it is agreed as follows:
15
Its
17
18
Id As used in this agreement, the following words and terms shall have the meanings here ascribed to them:
20 A. The term "oil and gas" shall mean oil. gas, casinghead gas. gas condensate, and all other liquid or gaseous hydrocarbons
21 and other marketable substances prtxluced therewith, unless an intent to limit the inclusiveness of this term is specifically stated.
22 B. The terms "oil and gas lease", "lease" and "leasehold" shall mean the oil and gas leases covering tracts of land
23 lying within the Contract Area which are owned by the parties to this agreement.
24 C. The term "oil and gas interests" shall mean tmlcased lee and mineral interests in tracts of land lying within the
25 Contract Area which are owned by parties to this agreement,

26 __ D._The term "Contract Aren" shall mean all of the lands, oil am) gas leasehold interests and oil and gas interests intended to be
27 developed and operated for oil and gas purposes under this agreement. Such lands, oil and gas leasehold interests and oil and gas interests 
2R are described in Eshibil "A".
29 E. The term "drilling unit" shall mean the area fixed for the drilling of one well by order or rule of any slate or
3D federal Nxlv having authority. If a drilling unit is not fixed by any such rule or order, a drilling unit shall be the drilling unit as eslabtish-
31 ed by the pattern of drilling in the Contract Area or as fixed hy express agreement of the Drilling Parties.
32 F. The term "drillsite" shall mean the nil and gas lease or interest on which a proposed well is to be located.
33 G. The terms "Drilling Party" and "Consenting Party" shall mean a party who agrees to join in and pay its share of the cost of
34 any operation conducted under the provisions of this agreement.
35 H. The terms "Non-Drilling Party" and "Non-Consenting Party" shall mean a party who elects not to participate
36 in a proposed operation.
37
3R Unless the context otherwise clearly indicates, words used in the singular include the plural, the plural includes the
3*7 singular, and the neuter gender includes the masculine and the feminine.

40
4| . ARTICLE H.
42 EXHIBITS

4 t
44 The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof:
45 Kl A. Exhibit "A", shall include the following information;
46 (l> Identification of lands subject to this agreement.
47 (2) Restrictions, if any. as to depths, formations, or substances.
4R l3l Percentages or fractional interests nf parties to this agreement.
49 (4) Oil and gas leases and/or oil and gas interests subject to this agreement.
50 15) Addresses of parties for notice purposes.
M XXXXS(KX3CX5{XXXXXXXKKOK
52 Kl C Exhibit "C". Accounting Procedure.

57 I). Exhibit "IV, Insurance.
54 K! fi. Exhibit "F.". Gas Balancing Agreement.
35 Kl F. Exhibit “F". Non-Discrimination and Certification of Non-Segregated Facilities.
56 X)Q5C§?KXXXXXXmXXSXKGQp(
57 If any provision of any exhibit, except Exhibits "E" and "G". is inconsistent with any provision contained in the body
58 of this agreement, the provisions in the body »f this agreement shall prevail.

59 
611 
61 
62
63
64
65

66
67

68
69
70
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ARTICLE ni. 
INTERESTS OF PARTIES

A. OU tnd Gas Interests:

If any party owns an oil and gas interest in the Contract Area, that interest shall be treated for all purposes of this agreement 
and during the term hereof as if it were covered by the form of oil and gas lease attached hereto as Exhibit "B", and the owner thereof 
shall be deemed to own both royalty interest in such lease and the interest of the lessee thereunder.

B. Interests of Parties In Costs and Production:

Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be borne and 
paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties as their interests are set 
forth in Exhibit “A". In the same manner, the parties shall also own all production of oil and gas from the Contract Area subject to the 
payment of royalties to the extent ofAie_cn its sharewhich shall be borne as hereinafter set forth.

Regardless of which party has contributed the lease(s) and/or oil and gas interest(s) hereto on which royally is due and 
payable, each party entitled to receive a share of production of oiJ and gas from the Contract Area shall bear and shall pay or deliver, or 
cause to be paid or delivered, to the extent of its interest in such production, the royalty amount stipulated hereinabove and shall hold the 
other parties free from any liability therefor. No party shall ever be responsible, however, on a price basis higher than the price received 
by such party, to any other party's lessor or royalty owner, and if any such other party’s lessor or royalty owner should demand and 
receive settlement on a higher price basis, the party contributing the affected lease shall bear the additional royalty burden anributable 
to such higher price.

..... Nothing contained in this Article ni.B. shall be deemed an assignment or cross-assignment of interests covered hereby...

C. Excess Royalties, Overriding Royalties and Other Payments:

Unless changed by other provisions, if the interest of any party in any lease covered hereby is subject to any royalty, 
overriding royalty, production payment or other burden on production in excess of the amount stipulated in Article m.B.. such party so 
burdened shall assume and alone bear all such excess obligations and shall indemnify and hold the other parties hereto harmless from any 
and all claims and demands for payment asserted by owners of such excess burden.

D. Subsequently Created Interests:

If any party should hereafter create an overriding royalty, production payment or other burden payable out of production 
attributable to its working interest hereunder, or if such a burden existed prior to this agreement and is not set forth in Exhibit "A”, or 
was not disclosed in writing to all other parties prior to the execution of this agreement by all parties, or is not a jointly acknowledged and 
accepted obligation of all parties (any such interest being hereinafter referred to as "subsequently created interest" irrespective of the 
timing of its creation and the party out of whose working interest the subsequently created interest is derived being hereinafter referred 

to as "burdened party"), and:

1. If the burdened party is required under (his agreement to assign or relinquish to any other party, or parties, all or a portion 
of its working interest and/or the production attributable thereto, said other party, or parties, shall receive said assign­
ment and/or production free and clear of said subsequently created interest and the burdened party shall indemnify and 
save said other party, or parties, harmless from any and all claims and demands for payment asserted by owners of the 
subsequently created interest; and.

2. If the burdened party fails to pay, when due. its share of expenses chargeable hereunder, all provisions of Ankle VII. B. 
shall be enforceable against the subsequently created interest in the same manner as they are enforceable against the working 
interest of the burdened party.

ARTICLE IV.
TITLES

A. Title Examination:

Title examination shall be made on the drillsite of any proposed well prior to commencement of drilling operations or. if 
the Drilling Parties so request, title examination shall be made on the leases and'or oil and gas interests included, or planned to be includ­
ed. in the drilling unit around such well. The opinion will include the ownership of (he working interest, minerals, royalty, overriding 
royalty and production payments under the applicable leases. At the time a well is proposed, each party contributing leases and/oi oil and 
gas interests to the drillsite. or to be included in such drilling unit, shall furnish to Operator all abstracts (including federal lease status 
reports), title opinions, title papers and curative material in its possession free of charge. All such information nol in the possession 
of or made available to Operator by the panics, but necessary for the examination of the title, shall be obtained by Operator. Operator 
shall cause title to be examined by anomeys on its staff or by outside attorneys, copies of all title opinions shall be furnished to each party 
hereto. The cost incurred by Operator in this title program shall be borne as follows:

□ Option No. I: Costs incurred by Operator in procuring abstracts and title examination (including preliminary, supplemental, 
shut-in gas royalty opinions and division order title opinions) shall be a part of the administrative overhead as provided in Exhibit "C". 

and shall not be a direct charge, whether performed by Operator's staff anomeys or by outside attorneys.
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-article iv

continued

1 B Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys for title examination
2 (including preliminary, supplemental, shut-in gas royalty opinions and division order title opinions) shall be borne by theJDHOBg Parties
3 in the proportion that the interest of each Party bean to the total interest of WwilfixgCPafliesaDatKjdBoE'GCGpatrin Et-

4 hibit "A". Operator shall make no charge for services rendered by its staff attorneys or ocher personnel in the performance of the above 

3 functions.
6
7 Each party shall be responsible for securing curative matter and pooling amendments or agreements required in connection
9 with leases or oil and gas interests contributed by such party. Operator shall be responsible for the preparation and recording of pooling
9 designations or declarations as well as the conduct of hearings before governmental agencies for the securing of spacing or pooling orders.

10 This shall not prevent any party from appearing on its own behalf at any such hearing.
11
12 Nowell shall be drilled on the Contract Area until after (I) die title to the drillsite or drilling unit has been examined as above
13 provided, and (2) the title has been approved by the examining attorney or title has been accepted by all of the parlies who are to par-
14 ticipaie in the drilling of the well.
13
16 B. Loss of THIe:
17
18 I. Failure of Title: Should any oil and gas interest or lease, or interest therein, be lost through failure of title, which loss
19 results in a reduction of interest from that shown on Exhibit “A", the party contributing the affected lease or interest shall have
20 ninety (90) days from final determination of title failure to acquire a new lease or other insiniment curing the entirety of the title
21 - - failure, which acquisition will not be subject to Article VIII.B., and failing to do so. this agreement, nevertheless, shall contimie-
22 in force as to all remaining oil and gas leases and interests: and,
23 (a) The pasty whose oil and gas lease or interest is affected by the title failure shall bear alone the entire loss and it shall not be
24 entitled to recover from Operator or the other parties any development or operating costs which it may have theretofore paid or incurred.
23 but there shall be no additional liability on its part to the other parties hereto by reason of such title failure:
26 (b) There shall be no retroactive adjustment of expenses incurred or revenues received from the operation of the interest
27 which has been lost, but the interests of the parties shall be revised on an acreage basis, as of the time it is determined finally that
28 title failure has occurred, so that the interest of the party whose lease or interest is affected by the title failure will thereafter be
29 reduced in the Contract Area by the amount of the interest lost:
30 (c) If the proportionate interest of the other parties hereto in any producing well theretofore drilled on the Contract Area is
31 increased by reason of the title failure, the party whose title has failed shall receive the proceeds attributable to the increase in such in-
32 terest (less costs and burdens attributable thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such

33 well:
34 (d) Should any person not a party to this agreement, who is determined to be the owner of any interest in the title which has
35 failed, pay in any manner any part of the cost of operation, development, or equipment, such amount shall be paid to the party or parties
36 • who bore the cost which are so refunded: - . . _
37 (e) Any liability to account to a third party for prior production of oil and gas which arises by reason of title failure shall be
38 borne by the party or parties whose title failed in the same proportions in which they shared in such prior production: and.
39 (f) No charge shall be made to the joint account for legal expenses, fees or salaries, in connection with the defense of the interest
40 claimed by any party hereto, it being (he intention of the parties hereto that each shall defend title to its interest and bear all expenses in
41 connection therewith.
42
43 2. Loss by Non-Payment or Erroneous Payment of Amount Due: If, through mistake or oversight, any rental, shut-in well
44 payment, minimum royalty or royalty payment, is not paid or is erroneously paid, and as a result a lease or interest therein terminates.
45 there shall be no monetary liability against the party who failed to make such payment. Unless the party who failed to make the required
46 payment secures a new lease covering the same interest within ninety (90) days from the discovery of the failure to make proper payment.
47 which acquisition will not be subject to Article VDI.B., the interests of the parties shall be revised on an acreage basis, effective as of the
48 date of termination of (he lease involved, and (he party who failed to make proper payment will no longer be credited with an interest in
49 the Contract Area on account of ownership of the lease or interest which has terminated. In the event (he party w ho failed to make the
50 required payment shall not have been fully reimbursed, at the time of the loss, from the proceeds of the sale of oil and gas attributable to
51 the lost interest, calculated on an acreage basis, for the development and operating costs theretofore paid on account of such interest, it
52 shall be reimbursed for unrecovered actual costs (heretofore paid by it (but not for its share of the cost of any dry hole previously drilled
53 or wells previously abandoned) from so much of the following as is necessary to effect reimbursement:
$4 (a) proceeds of oil and gas. less operating expenses, theretofore accrued to the credit of the lost interest, on an acreage basis.
55 up to the amount of unrecovered costs;
36 fb) Proceeds, less operating expenses, thereafter accrued attributable to the lost interest on an acreage basis, of that ponion of
57 oil and gas (hereafter produced and marketed (excluding production from any wells thereafter drilled) which, in the absence of such lease
58 termination, would be attributable to the lost interest on an acreage basts, up to (he amount of unrecovered costs, the proceeds of said
59 portion of the oil and gas to be contributed by the other parties in proportion to their respective interests: and.
60 (c) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is. or becomes, the owner
61 of the interest Inst, for the privilege of participating in the Contract Area or becoming a party to this agreement.
62
63 3. Other Losses: All losses incurred, other than those set forth in Articles TV.B.I. and IV.B.2. above, shall be joint losses
64 and shall be borne by all parties in proportion to their interests. There shall be no readjustment of interests in the remaining portion of
65 the Contract Area.

66
67

68
70 ~~~ ** ~ *
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- ARTICLE V. 
OPERATOR

A. Designation and Responsibilities of Operator:

_____ Maralex Resources, Inc'. _shall be the
Operator of the Contract Area, and shall conduct and direct and have full control of all operations on the Contract Area as permitted and 
required by. and within the limits of this agreement, it shall conduct all such operations in a good and workmanlike manner, but it shall 
have no liability as Operator to the other parties for losses sustained or liabilities incurred, except such as may result from gross 
negligence or willful misconduct.

B. Resignation or Removal of Operator and Selection of Successor:

1. Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereof to Non-Operators. 
If Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capable of 
serving as Operator. Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of a 
successor. Operator may be removed if it fails or refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is 
placed in receivership, by the affirmative vote of two (2) or more Non-Operators owning a majority interest based on ownership 
as shown on Exhibit "A" remaining after excluding the voting interest of Operator. Such resignation or removal shall not become 
effective until 7:00 o'clock A.M. on the first day of the calendar month following the expiration of ninety (90) days after the giving 
of‘notice of resignation by Operator or action by the Non-Operators to remove Operalor, unless a successor Operator has been 
selected and assumes the duties of Operator at an earlier date. Operator, after effective date of resignation or removal, shall be 
bound by the terms hereof as a Non-Operator. A change of a corporate name or structure of Operator or transfer of Operator's 

. interest to.any single subsidiary, parent or.successor.corporation shall not be the basis for removal.of Operator. _____

2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Operator shall be selected by 

the parties. The successor Operalor shall be selected from the panics owning an interest in the Contract Area at the time such successor 
Operator is selected. The successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest 
based on ownership as shown on Exhibit "A"; provided, however, if an Operator which has been removed fails to vote or votes only to 
succeed itself, the successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest t»wt 
on ownership as shown on Exhibit "A” remaining after excluding the voting interest of the Operator that was removed.

C. Employees:

The number of employees used by Operator in conducting operations hereunder, their selection, and the hours of labor and the 
compensation for services performed shall be determined by Operator, and all such employees shall be the employees of Operator.

D. Drilling Contracts:

All wells drilled on the Contract Area shall be drilled on a competitive contract basis at the usual rates prevailing in the 
area. If it so desires. Operator may employ its own tools and equipment in the drilling of wells, but its charges therefor shall not 
exceed the prevailing rates in the area and the rate of such charges shall be agreed upon by the parties in writing before drilling 
operations are commenced, and such work shall be performed by Operator under the same terms and conditions as are customary 
and usual in the area in contracts of independent contractors who are doing work of a similar nature.

ARTICLE VI.
DRILLING AND DEVELOPMENT

A. Initial Wi»r

unless granite or other practically impenetrable substance or condition in the hole, which renders further drilling impractical, is en­
countered » a lesser depth,QMlf!less all parlies agree to complete or abandon the well at a lesser depth.

shall make reasonable tests of all formations encountered during drilling which give indication of containing oil and 
gas m^trfnrities sufficient to test, unless this agreement shall be limited in its application to a specific formation or formations, in which 
ftem 0|jcUtui shall be required to ten only tin. fumiation nr formatioww which this agnuin.m iiij) applf.

4



x: : ■z. ; 5 .
1982 j_ Model Form Operating Agreement______

------ ARTICLE VI
continued

1
2
3
4
5
6
7
8
9

10

11
12
13
14
15

16
17
18
19
20 
21 
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57 
5H
59
60 
61 
62
63
64
65

66 
67 

6X
69
70
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B. Subsequent Operations:

.or recomplete
I. Proposed Operations: Should any party hereto desire to drilrany well on the Contract AreaxnhewtrarvrlrirwimrywBVtirwtr 

RKloaBtSlK50CXX or to rework, deepen or plug back a dry hole drilled at the joint expense of all parties or a well jointly owned by all 
the parties and not then producing in paying quantities, the party desiring to drill: r?SSSfRi^ti?r plug back such a well shall give the 

other parties written notice of the proposed operation, specifying the work to be performed, the location, proposed depth, objective forma­
tion and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days after receipt of the notice 
within which to notify the party wishing to do the work whether they elect to participate in the cost of the proposed operation. If a drill­
ing rig is on location, notice of a proposal to rework, 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 and legal holidays. Failure of a party receiving such notice 
to reply within the period above fixed shall constitute an election by that party not to participate in the cost of the proposed operation. 
Any notice or response given by telephone shall be promptly confirmed in writing.

If all parties elect to particiapte in such a proposed operation. Operator shall, within ninety (90) days after expiration of the notice 
period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is on loca­
tion. as the case may be), actually commence the proposed operation and complete it with due diligence at the risk and expense of all par- 
lies hereto: provided, however, said commencement date may be extended upon written notice of same by Operator to the other parties, 
for a period of up to thirty (30) additional days if. in the sole opinion of Operator, such additional time is reasonably necessary to obtain 

permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete 
title examination or curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Arti­
cle XI. if the actual operation has not been commenced within the lime provided (including any extension thereof as specifically 
permitted herein) and if any party hereto still desires to conduct said operation, written notice proposing same must be resubmitted 
to the other panies in accordance with the provisions hereof as if no prior proposal had been made.

2. Operations by Less than All Parties: If any party receiving such notice as provided in Article VI.B.l. or VII.D.l. (Option 
No. 2) elects not to 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 elect to participate in the operation shall, within ninety (90) days after the expiration of 
the notice period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling 
rig is on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall 
perform all work for the account of the Consenting Panies; provided, however, if no drilling rig or other equipment is on location, 
and if Operator 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 Consenting Parties, or (b) designate one (l) of the Consenting Parties as Operator 
to perform such work, Consenting Patties, when conducting operations on the Contract Area pursuant to this Article VLB.2., shall 
comply with all terms and conditions of this agreement.

If less than all parties approve any proposed operation, the proposing party, immediately after the expiration of the applicable 
notice period, shall advise the Consenting Parties of the total interest of the parties approving such operation and its recommendation as 
to whether (he Consenting Parties should proceed with the operation as proposed. Each Consenting Party, within forty-eight (48) hours 
(exclusive of Saturday. Sunday and legal holidays) after receipt of such notice, shall advise the proposing party of its desire to (a) 
limit participation to such party's interest as shown on Exhibit “A" or fb) carry its proportionate part of Non-Consenting Parties' 
interests, and failure to advise the proposing party shall be deemed an election under (a), in the event a drilling rig is on location, 
the time permitted for such a response shall not exceed a total of forty-eight (48) hours (inclusive of Saturday. Sunday and legal 
holidays). The proposing party, at its election, may withdraw such proposal if there is insufficient participation and shall promptly 
notify all parties of such decision.

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the proportions they have 
elected to bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates involved in such 
operations fret and clear of all liens and encumbrances of every kind created by or arising from the operations of the Consenting Parties. 
If >.uch an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface location at their 
sole cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this Article results in a pro­
ducer nf oil and/or gas in paying quantities, the Consenting Parties shall complete and equip the well to produce at their sole cost and risk.

5
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and the well shall then be turned over to Operator and shall be operated by it at the expense and for the account of the Consenting Par­
ties. Upon commencement of operations for the drillingRS>of0l{^ft3e^flRig or plugging back of any such well by Consenting Parties 

in accordance with the provisions of this Article, each Non-Consenting Party shall be deemd to have relinquished to Consenting Panics, 
and the Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, all of such Non-Consenting 
Party's interest in the well and share of production therefrom until the proceeds of the sale of such share, calculated ai the well, or 
market value thereof if such share is not sold, (after deducting production taxes, excise taxes, royalty, overriding royalty and other in­
terests not excepted by Article m.D. payable out of or measured by the production from such well accruing with respect to such interest 
until it reverts) shall equal (he total of the following:

(a) 100% of each such Non-Consenting Party's share of the cost of any newly acquired surface equipment beyond the wellhead 
connections (including, but not limited to. stock tanks, separators, treaters, pumping equipment and piping), plus 100% of each such 
Non-Consenting Party's share of the cost of operation of the well commencing with first production and continuing until each such Non- 
Consenting Party's relinquished interest shall revert to it under other provisions of this Article, it being agreed that each Non- 
Consenting Party's share of such costs and equipment will be that interest which would have been chargeable to such Non-Consenting 
Party had it participated in the well from the beginning of the operations; and

ft»)-20Q-----* °f that portion of the costs and expenses of drilling/plugging back, testing and

completing,.after deducting any cash contributions.received under Article vm.C.. and 3QO % of that portion of the cost of 
newly acquired equipment in the well (to and including the wellhead connections), which would have been chargeable to such Non- 
Consenting Party if it had participated therein.

recompletion
An election not to participate in the drilling or the deepening of a well shall be deemed an election not to participate in any re­

working or plugging back operation proposed in such a well, or'portion thereof, to which the initial Non-Consent election applied 
that is conducted at any time prior to full recovery by the Consenting Parties of the Non-Consenting Party's recoupment account. 
Any such reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of opera­
tion o( said well and there shall be added to the sums to be recouped by the Consenting Parties one hundred percent (100%) of 
that portion of the costs of the reworking or plugging back operation which would have been chargeable to such Non-Consenting 
Party had it participated therein. If such a reworking or plugging back operation is proposed during such recoupment period, the 
provisions of this Article VI.B. shall be applicable as between said Consenting Parties in said well.

During the period of time 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, excise, gathering and other 
taxes, and all royalty, overriding royalty and other burdens applicable to Non-Consenting Party's share of production not excepted 
by Article III.D.

In the case of any reworking/pluggmg^a&^r^Sper drilling operation, the Consenting Parties shall be permitted to use. free 

of cost, all casing, tubing and other equipment in the well, but the ownership of ail such equipment shall remain unchanged; and upon 
abandonment of a well after such reworking, plugging back or deeper drilling, the Consenting Parties shall account for all such equip­
ment to the owners thereof, with each party receiving its proportionate pan in kind or in value, less cost of salvage.

Within sixty (60) days after the completion of any operation under this Article, the party conducting the operations for the 
Consenting Parties shall furnish each ith an inventory 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 itemized statement of such costs of operation, may submit a detailed statement of monthly bill­
ings. Each month thereafter, during the time the Consenting Parties are being reimbursed as provided above, the party conducting the 
operations for the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilities in­
curred in the operation of the well, together with a statement of the quantity of oil and gas produced from it and the amount of proceeds 
realized from the sale of the well's working interest production during the preceding month. In determining the quantity of oil and gas 
produced during any month. Consenting Parties shall use industry accepted methods such as. but not limited to. metering or periodic 
well texts. 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 Pany had it participated therein shall be credited against the total unretumed costs 
of the work done and of the equipment purchased in determining when the interest of such Non-Consenting Party shall revert to it as 
above provided; and if there is a credit balance, it shall be paid to such Non-Consenting Party.
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_ . ARTICLE vi 
continued

1 If and *hen the Consenting Parties recover from a Non-Consenting Party's relinquished interest the amounts provided for above.
2 the relinquished interests of such Non-Consenting Party shall automatically revert to it. and. from and after such reversion, such Non-
3 Consenting Party shall own the same interest in such well, the material and equipment in or pertaining thereto, and the production
4 therefrom as such Non-Consenting Party would have been entitled to had it participated in the drilling, reworking, deepening or plugging
5 back of said well. Thereafter, such Non-Consenting Party shall be charged with and shall pay its proportionate part of (he further
6 costs of the operation of said well in accordance with the terms of this agreement and the Accounting Procedure attached hereto.
7
8
9

10 Notwithstanding the provisions of this Article VI.B.2., it is agreed that without the mutual consent of all parties, no wells shall 

51 be comp'itted in or produced from a scarce of supply from which a weii 'located elsewhere on the Contract Areals producing, unless such
12 well conforms to the then-existing well spacing pattern for such source of supply,
13
14
15
I ft Tha pwiaism gf OiifAwiili shall have ne appliaaiign whitsunM rosin drilling ofiha initial iwlM—
17 except (a) as to Article VD.D.I. (Option No. 2), if selected, or (hi as to ihr mnnrltiing ill i |il 11111(1 unit pluming hirlr nf mrh iniliil well
18 after it has been driJlyd tp lh« ^ i in n i.-i- HI a ...... thereafter prove to be a dry hole or, if initially completed for pro-
19 guilioir: CT.WC! w produce irr-poyrnf-quaHBtios.
20
21 _ ______

23 3. Stand-By Time: When a well which has been drilled or deepened has reached its authorized depth and all tests have been
24 completed, and the results thereof furnished to the parties, stand-by costs incurred pending response to a party's notice proposing a
25 reworking, deepening, plugging back or completing operation in such a well shall be charged and borne as part of the drilling or deepen-
26 big operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response time permitted, whichever
27 first occurs, and prior to agreement as lo the participating interests of all Consenting Parties pursuant to the terms of the second gram-
28 matical paragraph of Article VI.B.2, shall be charged to and borne at pan of the proposed operation, but if the proposal is subsequently
29 withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Parties in the proportion
30 each Consenting Party's interest as shown on Exhibit "A" 1-ears to the total interest as shown on Exhibit “A" of all Consenting Par-
31 ties.
32
33
34
35 4. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable to a ‘‘deepening” operation shall
3ft also be applicable to any proposal to directionally control and intentionally deviate a well from vertical so as to change the bottom hole
37 location therein called "sidetracking"), unless done to straighten the hole or to drill around junk in the hole or because of other
38 mechanical difficulties. Any party having the right to participate in a proposed sidetracking operation that docs not own an interest in (he
39 affected well bore uthe time of the notice shall, upon electing to participate, lender to the wellbore owners its proportionate share (equal
40 to its interest in the sidetracking operation) of the value of that portion of the existing well bore to be utilized as follows:
41
42
43
44 (a) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs incurred in
45 the initial drilling of the well down to the depth at which the sidetracking operation is initiated.
46
47
48
49 lb) If the proposal is for sidetracking a well which has previously produced, reimbursement shall be on the basis of the well's
50 salvable materials and equipment down to the depth at which the sidetracking operation is initiated, determined in accordance with the

51 provisions of Exhibit "C", less the estimated cost of salvaging and the estimated cost of plugging and abandoning.
52
53
54
33 In the event that notice fora sidetracking operation is given while the drilling rig to be utilized is on location, the response period
36 shall be limited to forty-eight (48) hours, exclusive of Saturday. Sunday and legal holidays; provided, however, any party may request
37 and receive up to eight (8) additional days after expiration of the forty-eight (48) hours within which to respond by paying for all stand-by
38 time incurred during such extended response period. If more than one party elects to take such additional time to respond to the notice.
39 standby costs shall be allocated between the parties taking additional time to respond on a day-to-day basis in the proportion each electing
60 party's interest as shown on Exhibit "A” bears to the total interest as shown on Exhibit "A” of all (he electing parties, ball other in-
61 stances the response period to a proposal for sidetracking shall be limited to thirty (30) days.
62
63
64
65 C. TAKING PRODUCTION IN KIND:

66
67 Each party shall take in kind or separately dispose of its proportionate share of all oil and gas produced from the Contract Area.
68 exclusive of production which may be used in development and producing operations andjn preparing and treating oil and gas for
69 marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking in kind or separate disposition by any
70 party of its proportionate share of the production shall be borne by such party. Any party taking its share of production in kind shall be
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ARTICLE VI 
continued

1 required lo pay for only its proportionate share of such pan of Operator's surface facilities which it uses.
2
3 Each party shall execute such division orders and contracts as may be necessary for the sale of its interest in production from
4 the Contract Area. and. except as provided in Ankle vn.B., shall be entitled to receive payment directly from the purchaser (hereof for
5 its share of all production.
6
7 In the event any party shall fail to make the arrangements necessary to take in kind or separately dispose of its proportionate share
8 of the oil produced from the Contract Area. Operator shall have the right, subject to the revocation at will by the party owning it, but not
9 the obligation, to purchase such oil or sell it to others at any time and from time to time, for the account of the non-taking party at the

10 best price obtainable in the area for such production. Any such purchase or sole by Operator shall be subject always to the right of the
11 owner of the production to exercise at any time its right to take in kind, or separately dispose of, its share of all oil not previously
12 delivered to a purchaser. Any purchase or sale by Operator of any other party’s share of oil shall be only for such reasonable periods of
13 time as are consistent with the minimum needs of the industry under the particular circumstances, but in no event for a period in excess
14 of one (I) year.
15
16 In the event one or more parties' separate disposition of its share of the gas causes split-stream deliveries to separate pipelines
17 and/or deliveries which on a day-to-day basis for any reason are not exactly equal to a party’s respective proportionate share of total gas
18 sales to be allocated to it. the balancing or accounting between the respective accounts of the parties shall be in accordance with any
19 gas balancing agreement between the parties hereto, whether such an agreement is attached as Exhibit "E”, or is a separate agreement.
20
21 D. Access to Contract Area and Information:
22
23 - - - Each party shall have access to the Contract Area at all reasonable times, at its role cost and risk ro inspect or observe operations.-
24 and shall have access at reasonable times to information pertaining lo the development or operation thereof, including Operator's books
25 and records relating thereto. Operator, upon request, shall furnish each of the other parties with copies of all forms or reports filed with
26 governmental agencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports of stock on hand at the
27 first of each month, and shall make available samples of any cores or cuttings taken from any well drilled on the Contract Area. The
28 cost of gathering and furnishing information to Non-Operator, other than (hat specified above, shall be charged to the Non-Operator
29 that requests the information.
30
31 E. Abandonment of Wells:
32
33 1. Abandonment of Dry Holes: Except for any well drilled or deepened pursuant to Article V1.B.2., any well which has been
34 drilled or deepened under the terms of this agreement and is proposed to be completed as a dry hole shall not be plugged and abandoned
35 without the consent of all parties. Should Operator, after diligent effort, be unable to contact any party, or should any party fail to reply
36 within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt of notice of the proposal to plug and abandon
37 such well, such party shall be deemed to have consented to the proposed abandonment. All such wells shall be plugged and abandoned
38 in accordance with amicable regulations and at the cost, risk and expense of the parties who participated in the cost of drilling or deepen-
39 ing such well. Any party who objects to plugging and abandoning such well shall have the right to take over the well and conduct further
40 operations in search of oil and/or gas subject to the provisions of Article VI.B.

41
42 2. Abandonment of Wells that have Produced: Except for any well in which a Non-Consent operation has been conducted
43 hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any well which has been completed
44 as a producer shall not be plugged and abandoned without the consent of all parties. If all parties consent to such abandonment, the well
45 shall be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of all the parties hereto. If.
46 within thirty (30) days after receipt of notice of the proposed abandonment of any well, all parties do not agree to the abandonment of such
47 well, those wishing to continue its operation from the interval(s) of the formation(s) then open to production shall lender to each of the
48 other parties its proportionate share of the value of the well's salvable material and equipment, determined in accordance with the provi-
49 sions of Exhibit "C", less the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning
50 party shall assign the non-abandoning parties, without warranty, express or implied, as to title or as to quantity, or fitness for use
51 of the equipment and material, alt of its interest in the well and related equipment, together with its interest in the leasehold estate as to.
52 but only as lo. the interval or intervals of the formation or formations then open to production. If the interest of the abandoning parry
53 is or includes an oil and gas interest, such party shall execute and deliver lo the non-abandoning party or parties an oil and gas lease,
54 limited to the interval or intervals of the formation or formations then open to production, fora term of one (1) year and so long thereafter
55 as oil and/or gas is produced from the interval or intervals of the formation or formations covered thereby, such lease to be on (he form
56 attached as Exhibit
57
58
57
58
59
60 
61 
62
63
64
65
66
67 _ ____

~ 68-"-:M 
70
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ARTICLE vi 
continued

t "B". The assignments or leases so limited shall encompass the “drilling unit" upon which the well is located. The
2 payments by. and the assignments or leases to. the assignees shall be in a ratio based upon the relationship of their respective percentage
3 of participation in the Contract Area to the aggregate of the percentages of participation in the Contract Area of all assignees. There
4 shall be no readjustment of interests in the remaining portion of the Contract Area.

5
6 Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the operation of or production from
7 the well in the interval or intervals then open other than the royalties retained in any tease made under the terms of (his Article. Upon re-
8 quest. Operator shall continue to operate the assigned well for the account of the non-abandoning parties at the rates and charges con-
9 templated by this agreement, plus any additional cost and charges which may arise as the result of the separate ownership of the assigned

10 well. Upon proposed abandonment of the producing interval(s) assigned or leased, the assignor or lessor shall then have the option to
11 repurchase its prior interest in the well (using the same valuation formula) and participate in further operations therein subject to the pro-
12 visions hereof.
13
14 3. Abandonment of Non-Consent Operations: The provisions of Article VI.E. I. or VI.E.2. above shall be applicable as
15 between Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles; provided, however, no
16 well shall be permanently plugged and abandoned unless and until all parties having the right to conduct further operations therein have
17 been notified of the proposed abandonment and afforded the opportunity to elect to take over the well in accordance with the provisions
18 of this Article VI.E.
19
20 ARTICLE VO.
21 EXPENDITURES AND LIABILITY OF PARTIES
22 - *..----------~_ " ------- ---------—------- ;--------- ----------------------- - - - -
23 A. Liability of Parties:
24
25 The liability of the parties shall be several, not joint or collective. Each party shall be responsible only for its obligations, and
26 shall be liable only for its proportionate share of the costs of developing and operating the Contract Area. Accordingly, the liens granted
27 among the parties in Article VD.B. are given to secure only the debts of each severally. It is not the intention of the parties to create, nor
28 shall this agreement be construed as creating, a mining or other partnership or association, or to render the parties liable as partners.
29
30 B. Liens and Payment Defaults:
31
32 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
33 of oil and/or gas when extracted and its interest in all equipment, to secure payment of its share of expense, together with interest thereon
34 at the rate provided in Exhibit "C". To the extent that Operator has a security interest under the Uniform Commercial Code of the
35 state. Operator shall be entitled to exercise the rights and remedies of a secured party under the Code. The bringing of a suit and theob-
36 taining of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien
37 rights or security interest as security for the payment thereof. In addition, upon default by any Non-Operator in the payment of its share
38 of expense, Operator shall have the right, without prejudice to other rights or remedies, to collect from the purchaser the proceeds from
39 the sale of such Non-Operator's share of oil and/or gas until the amount owed by such Non-Operator, plus interest, has been paid. Each
40 purchaser shall be entitled to rely upon Operator's written statement concerning (he amount of any default. Operator grams a like lien
41 and security interest to the Non-Operators to secure payment of Operator's proportionate share of expense.
42
43 If any party fails or is unable to pay its share of expense within sixty (60) days after rendition of a statement therefor by
44 Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the proportion that
45 the interest of each such party bean to the interest of all such parties. Each party so paying its share ofthe unpaid amount shall, to obtain
46 reimbursement thereof, be subrogated to the security rights described in the foregoing paragraph.
47
48 C. Payments and Accounting:
49
50 Except as herein otherwise specifically provided. Operator shall promptly pay and discharge expenses incurred in the devclop-
51 mem and operation of the Contract Area pursuant to this agreement and shall charge each of the parties hereto with their respective pro-
52 portionate shares upon the expense basis provided in Exhibit "C”. Operator shall keep an accurate record of the joint account hereunder.
53 showing expenses incurred and charges and credits made and received.

54
55 Operator, at its election, shall have the right from time to time to demand and receive from (he other parties payment in advance
56 of their respective shares of (he estimated amount of the expense to be incurred in operations hereunder during the next succeeding
57 month, which right may be exercised only by submission to each such parry of an itemized statement of such estimated expense, together
$8 with an invoice for its share thereof. Each such statement and invoice for the payment in advance of estimated expense shall be submined
59 on or before the 20th day of (he next preceding month. Each party shall pay to Operator iu proportionate share of such estimate within
60 fifteen (15) days after such estimate and invoice is received. If any party fails to pay its share of said estimate within said time, the amount
61 due dull hear interest as provided in Exhibit “C" until paid. Proper adjustment shall be made monthly between advances and actual ex-
62 pense m the end that each party shall bear and pay its proportionate share of actual expenses incurred, and no more.

63
64 D. Limitation of Expenditures:

65
66 I. Drill or Deepen: Without the consent of all parties, no welt shall be drilled or deepened, except any well drilted or deepened
67 pursuant to the provisions of Article VLB.2. of this agreement. Consent to the drilling or deepening shall include:

68 _ __ ____ _____

70
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ARTICLE VII 
continued

1 0 Option No-1: All necessary expenditures for the drilling or deepening, testing, completing and equipping of the well, including
2 necessary tankage and/or surface facilities.
3
4 O Option No. 2: All necessary expenditures for the drilling or deepening and testing of the well. When such well has reached its
5 authorized depth, and all tests have been completed, and the results thereof furnished to the parties, Operator shall give immediate notice
6 to the Non-Operators who have the right to participate in the completion costs. The parties receiving such notice shall have forty-eight
7 (48) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect to participate in the setting of casing and the completion at-
8 tempt. Such election, when made, shall include consent to all necessary expenditures for the completing and equipping of such well, in-
9 eluding necessary tankage and/or surface facilities. Failure of any party receiving such notice to reply within the period above fixed shall

10 . constitute an election by that party not to participate in the cost of the completion attempt. If one or more, but less than all of the parties.
11 elect to set pipe and to attempt a completion, the provisions of Article VI.B.2. hereof (the phrase "reworking, deepening or plugging
12 back" as contained in Article V1.B.2. shall be deemed to include "completing") shall apply to the operations thereafter conducted by less
13 than all parties.
14
13 2. Rework or Plug Back: Without the consent of all panics, no well shall be reworked or plugged back except a well reworked or
16 plugged back pursuant to the provisions of Article VT.B.2. of this agreement. Consent to the reworking or plugging back of a well shall
17 include all necessary expenditures in conducting such operations and completing and equipping of said well, including necessary tankage
18 and/or surface facilities.
19
20 3. Other Operations: Without the consent of all panics. Operator shall not undertake any single project reasonably estimated
21 to require an expenditure in excess of Twenty-five Thousand rVill»f« ft 25.000.00)

22 except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plugging back of which has been
23 previously authorized by or pursuant to this agreement; provided, however, that, in case of explosion, fire, flood or other sudden
24 emergency, whether of the same or different nature. Operator may take such steps and incur such expenses as in its opinion are required
23 to deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emergency to the other
26 parties. If Operator prepares an authority for expenditure (AFE) for its own use. Operator shall ftimishany Non-Operator so requesting
27 an information copy thereof for any single project costing in excess of . Twenjbv-f.ive Thousand
28 Dollars tl— 25,000.00 t but less than the amount first.set forth above in this paragraph.

29
30 E. Rentals. Shut-in Well Payments and Minimum Royalties:
31
32 Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid by the
33 party or parties who subjected such lease to (his agreement at its or their expense. In the event two or more parties own and have con-
34 tributed interests in (he same lease to this agreement, such parties may designate one of such parties to make said payments for and on
35 behalf of all such parties. Any party may request, and shall be entitled to receive, proper evidence of all such payments. In the event of
36 failure _to make proper payment of any rental, shut-in well payment or minimum royalty through mistake or oversight where such pay-
37 ment is required to continue the lease in force, any loss which results from such non-payment shall be home in accordance with the pro-
38 visions of Article IV,B.2.
39
40 Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well, or the shutting in or return to production
41 of a producing gas well, at least five (5) days (excluding Saturday. Sunday and legal holiday), or at the earliest opportunity permitted by
42 circumstances, prior to taking such action, but assumes no liability for failure to do so. In the event of failure by Operator to so notify
43 Non-Operator, the loss of any lease contributed hereto by Non-Operator for failure to make timely payments of any shut-in well payment
44 shall be borne jointly by the parties hereto under the provisions of Article IV.B.3.
45
46 F. Taxes:
47
4B Beginning with the first calendar year after the effective date hereof, Operator shall render for ad valorem taxation all property
49 subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon before they
30 become delinquent. Prior to the rendition date, each Non-Operator shall furnish Operator information as to burdens (to include, but nor
31 be limited to, royalties, overriding royalties and production payments) on leases and oil and gas interests contributed by such Non-
32 Operator. If the assessed valuation of any leasehold estate is reduced by reason of its being subject to outstanding excess royalties, over-
33 riding royalties or production payments, the reduction in ad valorem taxes resulting therefrom shall inure to the benefit of the owner or
34 owners of such leasehold estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such reduc-
S3 tion. Ifthe ad valorem taxes are based in whole or in pan upon separate valuations of each party's working interest, then notwithstanding
36 anything to the contrary herein, charges to the joint account shall be made and paid by the parties hereto in accordance with the tax
57 value generated by each party's working interest. Operator shall bill the other parties for (heir proportionate shares of all tax payments
58 in the manner provided in Exhibit "C".

59
60 If Operator considers any tax assessment improper. Operator may. at its discretion, protest within the time and manner
61 prescribed by law. and prosecute the protest to a final determination, unless all parties agree to abandon the pretest prior to final deter-
62 minjiion. During the pendency of administrative or judicial proceedings. Operator may elect to pay, under protest, all such taxes and any
63 interest and penalty. When any such protested assessment shall have been finally determined. Operator shall pay the tax for the joint ac-
64 count, together with any interest and penalty accrued, and the total cost shall then be assessed against die parties, and be paid by

65 them, as provided in Exhibit "C".

66
67 E^h party shall pay or cause to be paid all production, severance, excise, gathering and other taxes imposed upon or with
68. . respect to the production or handling of such party’s share of oil and/or gas produced under the terms of this agreement.

69 ’ ' “
70

10



- i V V

1982 - Model Form_Oper'ating Agreement

ARTICLE VII 

continued

t G. Insurance:
2
3 At all times while operations are conducted hereunder. Operator shall comply with the workmen's compensation law of
4 the state where the operations are being conducted; provided, however, that Operator may be a self-insurer for liability under said com-
5 pensation 1**5 in which event the only charge that shall be made to the joint account shall be as provided in Exhibit "C". Operator shall
6 also carry or provide insurance for the benefit of the joint account of the panics as outlined in Exhibit "D", attached to and made a part
7 hereof. Operator shall require all contractors engaged in work on or for the Contract Area to comply with the workmen's compensation
8 law of the state where the operations are being conducted and to maintain such other insurance as Operator may require,
9

10 Jn the event automobile liability insurance is specified in said Exhibit "D”. or subsequently receives the approval of the
11 parties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator's automotive equipment.
12
13 ARTICLE Vm.
14 ACQUISITION. MAINTENANCE OR TRANSFER OF INTEREST
15
16 A. Surrender of Leases:
17
18 the leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall not be surrendered in whole 

.19 or in pari unless all parties consent thereto.
20
21 However, should any party desire to surrender its interest in any lease or in any portion thereof, and the other parties do not
22 agree or consent thereto, the party desiring to surrender shall assign, without express or implied warranty of title, all of its interest in
23 such lease, or portion thereof, and any well, material and equipment which may be located thereon and any rights in production
24 thereafter secured, to the patties not consenting to such surrender. If the interest of the assigning party is or includes an oil and gas in-
25 terest, the assigning party shall execute and deliver to the party or panies not consenting to such surrender an oil and gas lease covering
26 such oil and gas interest for a term ofone (1) year and so long thereafter as oil and/or gas is produced from the land covered thereby, such
27 lease to be on the form attached hereto as Exhibit "B”. Upon such assignment or lease, the assigning party shall be relieved from all
28 obligations thereafter accruing, but not theretofore accrued, with respeetto the interest assigned or leased and the operation of any well
29 attributable thereto, and the assigning party shall have no further interest in the assigned or leased premises and its equipment and pro-
30 duction other than the royalties retained in any lease made under the terms of this Article. The party assignee or lessee shall pay to the
3 E party assignor or lessor the reasonable salvage value of the lauer's interest in any wells and equipment attributable to the assigned or teas*
32 ed acreage- The value of all material shall be determined in accordance with the provisions of Exhibit "C". less the estimated cost of
33 salvaging and the estimated cost of plugging and abandoning. If the assignment or lease is in favor of more than one party, the interest
34 shall be shared by such panies in the proportions that the interest of each bears to the total interest of all such panies.

35
36 Any assignment, lease or sureender made under this provision shall not reduce or change the assignor's, lessor’s or surrendering
37 pany's interest as it was immediately before the assignment, lease or surrender in the balance of the Contract Area; and the acreage
38 assigned, leased or surrendered, and subsequent operations thereon, shall nonhereafter be subject to the terms and provisions of this
39 agreement-
40
41 B. Renewal or Extension or Leases:

42
43 If any pany secures a renewal of any oil and gas lease subject to this agreement, all other panies shall be notified promptly, and
44 shall have the right for a period of thirty (30) days following receipt of such notice in which to elect to participate in the ownership of the
45 renewal lease, insofar as such lease affects lands within the Contract Area, by paying to the party who squired it their several proper pro-
46 ponionate shares of the acquisition cost allocated to that pan of such lease within the Contract Area, which shall be in proportion to the
47 interests held at that time by the parties in the Contract Area.
48
49 If some, but less than all. of the panics elect to participate in the purchase of a renewal lease, it shall be owned by the parlies
50 who elect to participate therein, in a ratio based upon the relationship of their respective percentage of participation in the Contract Area
51 to the aggregate of the percentages of participation in the Contract Area of all parties participating in the purchase of such renewal lease.
52 Any renewal lease in which less than all parties elect to participate shall not be subject to (his agreement.

53
54 Each party who participates in the purchase of a renewal lease shall be given an assignment of its proportionate interest therein
55 by the acquiring party.

56
57 The provisions of (his Article shall apply to renewal leases whether they are for the entire interest covered by the expiring lease
58 or cover only a portion of its area or an interest therein. Any renewal lease taken before the expiration of its predecessor lease, or taken or
59 contracted fo* within six (6) months after the expiration of the existing lease shall be subject to this provision; but any lease taken or con-
60 tracted for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal lease and shall not be subject to
61 the provision of this agreement.

62
63 The provisions in (his Article shall also be applicable to extensions of oil and gas leases.

64
65 C. Acreage or Cash Contributions:

6ft
67 While this agreement is in force, if any party contracts for a contribution of cash towards the drilling of a well or any other
68 operation of the Contract Area, such contribution dial! be paid to the party who conducted (he drilling or other operation and shall be
69 _applied by it against the cost of such drilling or other operation. If the contribution be in the form of acreage, the party to whom the ron-
70 tnbution is made shall promptly lender an assignment of the acreage, without wananty of title, to the Drilling Parties in the proportions

II



1982 • Model Form Operating Agreement

1
2
3
4
5
6

7
8
9

10 
11 
12
13
14
15
16
17
18
19
20 
21 
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60 
61 
62
63
64
65
66

67
68

69
70

ARTICLE VIII 
continued

said Drilling Patties shared the cost of drilling the well. Such acreage shall become a separate Contract Area and, to the extent possible, be 
governed by provisions identical to this agreement. Each party shall promptly notify all other parties of any acreage or cash contributions 
it may obtain in support of any well or any other operation on the Contract Area. The above provisions shall also be applicable to op­
tional rights to eam acreage outside the Contract Area which are in support of a well drilled inside the Contract Area.

If any party contracts for any consideration relating to disposition of such party's share of substances produced hereunder, such 
consideration shall not be deemed a contribution as contemplated in this Article VUI.C.

D. Maintenance of Uniform Interest:

r,,,h* r T 1 ...if----.r----------- uip ,l- -n — a g~ ■---- T----------------------j tj.jf ngrllnl,n| nn
paity shgH^tTTTCTTTiUi.limnfei w mukmhe^wpwitim afite inwailin thi lawaewbueed‘within thi Can*— 
aquiftfneni..and production unless such disposition ravers either:

I. the entire interest of the party in all leases and equipment and production; or

Every such sale, encumbrance, transfer or other disposition made by any party shall be made expressly subject to this agreement 
and shall be made without prejudice to the right of the other parties.

If. at any time the interest of any party is divided among and owned by four or more co-owners. Operator, at iu discretion, may 
require such coownerc to appoint a single trustee or agent with lull authority to receive notices, approve expenditures, receive billings for 
and approve and pay such party's share of the joint expenses, and to deal generally with, and with power to bind, the co-owners of such 
party's interest within the scope of the operations embraced in this agreement: however, ail such co-owners shall have the right to enter 
into and execute all contracts or agreements for the disposition of their respective shares of the oil and gas produced from the Contract 
Area and they shall have the right to receive, separately, payment of the sale proceeds thereof.

E, Waiver of Rights to Partition:

If permitted by the laws of the state or states in which the property covered hereby is located, each party 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 (herein.

F. Fiefmiulul Right lu Puiilim^

3I1UUIU illy pgH'y URlIi IU !£ll 411 ui any pjiruf its imuuu uuUu iliii ggn.uin.in, ui iu tfghtygn^innitjis in dn. Ouu 
Area, it shall promptly give written notice to the other parties, with full information concerning its proposed ilr, ,|hinli illlll mi liiili the 

name and address of the prospective purchaser (who must be ready, willing and able to nnn-hae^ 'In |iiiil Fi i i |u i mill ill min i n mi 
of the offer. The other parties shall then have an optional prior right, li i i |n null nl ii n 11111 ili| i after receipt of the notice, to purchase 
on the same terms and conditions the interest n Im li tin min i Hiinv |Hllfni i Uii i II and. if this optional right is exercised, the purchas­
ing parties shall share the purchased i‘',A~c| j"11 | (hat the interest of each bears to the total interest of all purchasing par­
ties. However, tin n 'll il| |l im |UPli i till il right to purchase in those cases where any party wishes to mortgage its interests, or to 
dispose^jtWMnAff^merger. reorganization, consolidation, or sale of all or substantially all of its assets to a subsidiary or parent com- 

subsidiary of * parent —mpamyi l» any enmpeny ia inhieh

ARTICLE DC.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create, and shall not be construed to create, a relationship of partnership or an association 
for profit between or among the parties hereto. Notwithstanding any provision herein that the rights and liabilities hereunder ire several 
and not joint or collective, or that this agreement and operations hereunder shall not constitute a partnership, if, for federal income (ax 
purposes, this agreement and the operations hereunder are regarded as a partnership, each party hereby affected elects to be excluded 
from the application of all of the provisions of Subchapter "K", Chapter I, Subtitle “A", of the Internal Revenue Code of 1954, as per­
mitted and authorized by Section 761 of the Code and the regulations promulgated thereunder. Operator is authorized and directed to ex­
ecute on behalf of each party hereby affected such evidence of this election as may be required by the Secretary of the Treasury of the 
United States or die Federal Internal Revenue Service, including specifically, but not by way oflimitaiion. alt of the returns, statements, 
and the data required by Federal Regulations 1.761. Should there be any requirement that each party hereby affected give further 
evidence of this election, each such party shall execute such documents and furnish such other evidence as may be required by the 
Federal Internal Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or lake any other 
action inconsistent with the election made hereby. If any present or future income lax laws of the state or states in which the Contract 
Area is located or any future income (ax laws of the United States contain provisions similarto those in Subchapter “K", Chapter I, 
Subtitle "A", of the Internal Revenue Code of 1954. under which an election similar to that provided by Secbon 761 of the Code is per­
mitted. each party hereby affected shall make such election as may be permitted or required by such laws. In making the foregoing elec­
tion. each such party states that the income derived by such party from operations hereunder can be adequately determined without the 
computation of partnership taxable income.
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ARTICLE X.
CLAIMS AND LAWSUITS

Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure 
does not exceed Fifteen .Thousand.Dollars 
r< 151000.00 > and if the payment is in complete settlement of such claim or suit. If the amount required for settlement ex­

ceeds the above amount, the parties hereto shall assume and take over the further handling of the claim or suit, unless such authority is 
delegated to Operator. AU costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be u the joint ex­
pense of die parties participating in the operation from which the claim or suit arises. If a claim is made against any pony or if any party is 
sued on account of any matter arising from operations hereunder over which such individual has no control because of the rights given 
Operator by this agreement, such party shall immediately notify all other parties, and the diim or suit shall be treated as any other claim 
or suit involving operations hereunder.

ARTICLE XI.
FORCE MAJEURE

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

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

' within the discretion of the party concerned.- ------------ -- ------------------------------------- --------------------- -- - —

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

ARTICLE XD.
NOTICES

All notices authorized or required between the parties and required by any of the provisions of this agreement, unless otherwise 
specifically provided, shall be given in writing by mail or telegram, postage or charges prepaid, or by telex or telecopier and addressed to 
the parties to whom (he notice is given at the addresses listed on Exhibit "A". The originating notice given under any provision hereof 
shall be deemed given only when received by (he party to whom such notice is directed, and the time for such party to give any notice in 
response thereto shall run from the date the originating notice is received. The second or any responsive notice shall be deemed given 
when deposited in the mail or with the telegraph company, with postage or charges prepaid, or sent by telex or telecopier. Each party 
shall have the right to change its address at any time, and from time to lime, by giving written notice thereof to all other parties.

ARTICLE XIII.
TERM OF AGREEMENT

This agreement shall remain in fall force and effect as to me oil and gas leases and/or oil and gas interests subject hereto for the 
period oftime selected below; provided, however, no party hereto shall ever be construed as having any right, title or interest in or to any 
lease or oil and gas interest contributed by any other party beyond the term of this agreement.

ZZ Option No. I: So long as any of the oil and gas leases subject to this agreement remain or are continued in force as to any pan 
of the Contract Area, whether by production, extension, renewal or otherwise.

Xx Option No. 2: In the event the well described in Article VI.A.. or any subsequent well drilled under any provision of this 
agreement, results in production of oil and/or gas in paying quantities, this agreement shall continue in force so long as any such well or 
wells produce, or art capable of production, and for an additional period of J1Qdays from cessation of all production; provided, 
however, if, prior to the expiration of such additional period, one or more of the parties hereto are engaged in drilling, reworking, deepen- 
mg- plugging back, testing or attempting to complete a well or wells hereunder, this agreement shall continue in force until such opera- 
lirnis have been completed and if production results therefrom, this agreement shall continue in force as provided herein. In the event the 
well described in Article VI.A., or any subsequent well drilled hereunder, results in a dry hole, and no other well is producing, or capable 
of producing nil and/or gas from the Contract Area, this agreement shall terminate unless drilling, deepening, plugging back or rework­
ing operatnns are commenced within or*l days from the date of abandonment of said well.

It is agreed, however, that the termination of this agreement shall not relieve any party hereto from any liability which has 

accrued or attached prior to the date of such termination.
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ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS 

A. I,bus. Regulations and Orders:

This agreement shall be subject lo the conservation laws of the state in which the Contract Area is located, to the valid rules, 
regulations, and orders of any duly conftlituled regulatory fnsjy of said slate: and to all other applicable federal, state, and local laws, ur- 
ilinrmces. rules, regulations, and orders.

R. Governing Law:

Ibis agreement and all matters pertaining hereto, including, hut not limited to. matters of performance, non performance, breach, 
remedies, procedures, rights, duties and interpretation nr construction, shall be governed and determined by the law of the state in which 
the Contract Area is located. If ihe Cnnlract Area is in two or more stales, the law of ihc slale of New Mexico 

shall govern.

C. Regulatory Agencies:

Nothing herein contained shall grant, or be construed to gram. Operator the right or authority to waive or release any rights, 
privileges, or obligations which Non-Operators may have under federa: nr state laws or under rules, regulations or orders promulgated 
under such laws in reference to oil. gas and mineral operations, including the location, operation, of productinn of wells, on tracts onset- 
ring or adjacent lo Ihe Contract Area.

Wilh respect to the operations hereunder. Non Operators agree to release Operator from any and all kisses, damages, injuries, claims 
and muses of action arising out of. incident to or resulting directly or indirectly from Operator's interpretation or application of rules, 
rulings, regulaiions or orders of the Department of Energy or predecessor or successor agencies to the extent such interpretation or ap­
plication was made in good faith. Each Nun-Operator further agrees to reimburse Operator for any amounts applicable lo such Ncn- 
t'pcraior's 'hare of production that Operator may be required to refund, rebate or pay as a result of such an incorrect interpretation or 
application. Ingcther with interest and penalties thereon owing hy Operator as a result of such incorrect interpretation or application.

Non-Operators authorire Operator tn prepare and submit such documents as may be required to be submitted to the purchaser 
ol:inv crude oil sold hereunder or lo any other person or entity pursuant lo the requirements of the "Crude Oil Windfall Profit Tax Act 
of I QUO", as same may be amended from time to lime ("Act"), and any valid regulations or rules which may be issued by the Treasury 
Department from time to time pursuant to said Act. Each parly hereto agrees to furnish any and all eertifiealions of olher information 
sihich is required to he furnished by said Act in a timely manner and in sufficient detail to permit compliance with said Act.

ARTICLE XV.
OTHER PROVISIONS

14
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ARTICLE XVI.
MISCELLANEOUS

This agreement shall be binding npnn and shall inure to the benefit nflhe parties herein and to (heir respective heirs, devisees, 
legal representatives, successors and assigns.

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

IN WITNESS WHEREOF, this agreement shall be effective as ofday of________________  19

OPERATOR

MARALEX RESOURCES, INC.

writ fa.Cl DjfZkuu

A. Ritcher 
‘in-Fact

NON-OPERATORS

NORMAN GILBREATH

LORETTA E. GILBREATH

15



-EXHIBIT "A"

Attached to and made a part of that certain Operating 
Agreement dated May 27, 1994, by and between Maralex
Resources, Inc., as Operator, and Norman and Loretta E. 
Gilbreath, as Non-Operators.

I. Identification of Lands Subject to this Agreement;

Township 30 North, Range 11 West, N. M. P. M.
Section 19: Lots 3, 4, 5, E/2SW/4, W/2SE/4, NE/4SE/4
San Juan County, New Mexico 
Containing 326.26 acres, more or less.

II. Restrictions as to Depths or Formations:

From the surface of the earth to the base of the Basin 
Fruitland Coal Formation.

III. Percentages or Fractional Interests of the Parties:

Maralex Resources, Inc. 51.40%
Norman and Loretta E. Gilbreath 48.60%

IV. Addresses of Parties for Notification Purposes:

Maralex Resources, Inc.
410 17th Street 
Suite 220
Denver, Colorado 60202 
(303) 571-4220 
(303) 571-4217 (fax)

Norman and Loretta E. Gilbreath 
P.O. Box 208
Aztec; NM 87410 - -



THERE IS NO EXHIBIT "B" TO THE 

OPERATING AGREEMENT
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EXHIBIT “ c "

Attached to and made a part of that certain Operating Agreement dated Mav 27. 1994. bv and betwppn
_ _ _ _ _ _ _ _ Maralex Resources. Inc.» as Operator and Norman and Loretta F.

_ Gilbreath, as Non-Operators.

ACCOUNTING PROCEDURE 

JOINT OPERATIONS

I. (JKNKUAL PROVISIONS

1. Definitions

"Joint Property" shall mean the real anil personal property subject to the agreement to which this Accounting Procedure 
is attached.
"Joint Operations" shall mean all operations necessary or proper for the development, operation, protection and mainte­
nance of the Joint Property.
''Joint Account" shall mean the account showing the charges paid and credits received in the conduct of the Joint Opera­
tions and which are to lie shared by the Parties.
"Opernlnr" shall mean the party designated to conduct the Joint Operations.
"Non-Oiieraturs" shall mean the Parlies to this agreement other than the Operator. - . .
"Parties* shall mean Operator and Nnn-Ojw>ralors.
"First Irfcej Supervisors" shall menu Chase employees whose nrimary function in Joint Operations is the direct supervision 
of other employees ami/or contract labor directly, employed on the Joint Property in a field operating capacity. 
"Technical Kmplovees” shall mean those employees having special and specific engineering* geological or other profes­
sional skills, ami whose primary fuiiclinn in Joint Operations is the handling of specific operating conditions and problems 
for the licncfil of the Joint Properly.
"Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator's employees.
"Material'' shall mean personal properly, equipment or supplies acquired or held for use on the Joint Properly. 
"Controllable Material’’ shall mean Material which at the time is so classified in the Material Classification Manual as 
most recently recommended l>v the Council of Petroleum Accountants Societies.

2. Statement and Hillings

Operator shall bill Non-Operators on or before the Inst day of each month for their proportionate share of the Joint Ac­
count for the preceding month. Such (tills will hi* accompanied by statements which identify the authority for expenditure, 
lease nr facility, and all charges and credils.summariaod hv appropriate classifications of investment anti expense except 
that items of Controllable Material and unusual charges anti credits shall he separately identified and fully described in 
detail.

3. Advances anti Payments hy Non-Operators

A. Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their 
share of estimated cash outlay for the succeeding month’s operation within fifteen (15) days after receipt of the bill­
ing or by the first day of the month for which the advance is required, whichever is later. Operator shall adjust each 
monthly billing to reflect advances received from the Non-Operators.

R. Each Nrm-Opcralor shall pay its prn|xirliun of all bills within fifteen (15) days after receipt. If payment is not made 
within such lime, the unpaid balance shall hear interest monthly at the prime rale in effect at First Inter- 
itAte.-B.ank-. of. _D.en.vjen... . on tin- firs! day of the month in which delinquency occurs plus 1% or the maximum 
contract rate permitted b.v the applicable usury laws in the state in which the Joint Property is located, whichever 
is the lesser, plus attorney's fees, court costs, and other costs in connection with the collection of unpaid amounts.

4. Adjustments

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

i



5. Audits

A. A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Opera­
tor’s accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month 
period following the end of such calendar year; provided, however, tho making of an audit shall not extend the time 
for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this Section
I. Where there are two or more Non-Operators, the Non-Oj>eraU>rs shall make every reasonable effort to conduct a 
joint audit in a manner which will result in a minimum of inconvenience to the Operator. Operator shall bear no por­
tion of the Non-Operators' audit cost incurred under this paragraph unless agreed to by the Operator. The audits 
shall not be conducted more than once each year without prior approval of Operator, except upon the resignation or 
removal of the Operator, and shall be made at the expense of those Non-Operators approving such audit.

B. The Operator shall reply in writing to an audit report within 180 days after receipt of such report.

6. Approval By Non-Operators

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

II. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1. Ecological and Environmental

Costs incurred for the benefit of the Joint Property as a result of governmental or regulatory requirements to satisfy environ­
mental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological or archaeological 
nature and pollution control procedures as required by applicable laws and regulations.

2. Rentals and Royalties

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

3. Labor

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

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

(3) Salaries and wages of Technical Employees directly employed on th’e Joint Property if such charges arc excluded 
from the overhead rates.

(4) Salaries and wages of Technical Employees either temporarily or permanently assigned to and directly employed 
in the operation of 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 3A of this Section !!. Such costs under 
this Paragraph 3B may be charged on a "when and as paid basis" or by “percentage assessment” on the amount of 
salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section II. If percentage assessment 
is used, the rate shall be based on the Operator's cost experience.

C- Expenditures or contributions made pursuant to assessments imposed by governmental authority which are applicable 
to Operator's costs chargeable to the Joint Account under Paragraphs 3A and 3B of this Section II.

D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under Paragraph 
3A of this Section II.

4. Employee Benefits

Operator's current costs of established plans for employees' group life insurance, hospitalization, pension, retirement, stock 
purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labor cost chargeable to the Joint 
Account under Paragraphs 3A and 3B of this Section II shall be Operator's actual cost not to exceed the percent most recent­
ly recommended by the Council of Petroleum Accountants Societies.

5. Material

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

6. Transportation

Transportation of employees and Material necessary for the Joint Operations but subject to the following limitations:

A. If Material is moved to the Joint Property from the Operator’s warehouse or other properties, no charge shall be made 
to the Joint Account for a distance greater than the distance from the nearest reliable supply store where like material 

__ is normally available or railway receiving pojnt nearest the Joint Property unless agreed to by the Parties.

-2-
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B. If surplus Material is moved to Operator’s warehouse or other storage point, no charge shatl be made to the Joint Ac­

count for a distance greater than the distance to the.nearesl reliable supply store where like material is normally 
available, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be 
made to the Joint Account for moving Material to other properties belonging to Operator, unless agreed to by the 
Parties.

C. In the application of subparagraphs A and B above, the option to equalize or charge actual trucking cost is available 
when the actual charge is $400 or less excluding accessorial charges. The $400 will be adjusted to the amount most 
recently recommended by the Council of Petroleum Accountants Societies.

7. Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph 
10 of Section II and Paragraph i. ii, and iii. of Section HI. The cost of professional consultant services and contract ser­
vices of technical personnel directly engaged on the Joint Property if such charges are excluded from the overhead rates. 
The cost of professional consultant services or contract services of technical personnel not directly engaged on the Joint 
Property shall not be charged to the Joint Account unless previously agreed to by the Parties.

8. Equipment and Facilities Furnished By Operator

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate 
with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating expense.
insurance, taxes, depreciation, and interest on gross investment less accumulated depreciation not to exceed _____
fi ffpon percent (_15—%) per annum. Such rates shall not exceed average commercial rates currently pre­
vailing in the immediate area of the Joint Property.

B. In lieu of charges in paragraph 8A above, Operator may elect to use average commercial rates prevailing in the immedi-
_____ ate area of the Joint Property less 20%. For automotive equipment, Operator may elect to use rates published,by the

Petroleum Motor Transport Association.

9. Damages and Losses to Joint Property

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

10. Legal Expense

Expense of handling, investigating and settling litigation or claims, discharging of Mens, payment of judgements and 
amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessary to protect 
or recover the Joint Property, except that no charge for services of Operator's legal staff or fees or expense of outside attor­
neys shall be made unless previously agreed to by the Parties. All other legal expense is considered to be covered by the 
overhead provisions of Section III unless otherwise agreed to by the Parties, except as provided in Section I. Paragraph

- II. Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation thereof, 
or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. If the ad valo­
rem taxes are based in whole or in part upon separate valuations of each party's working interest, then notwithstanding 
anything to the contrary herein, charges to the Joint Account shall be made and paid by the Parties hereto in accordance 
with the tax value generated by each party's working interest.

12. Insurance

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

13. Abandonment and Reclamation

Costs incurred for abandonment of the Joint Property, including costs required by governmental or other regulatory 
authority.

14. Communications

Cost of acquiring, leasing, installing, operating, repairing and maintaining communication systems, including radio and 
microwave facilities directly serving the Joint Property. In the event communication facilities/systems serving the Joint 
Property are Operator owned, charges to the Joint Account shall be made as provided in Paragraph 8 of this Section II.

15. Other Expenditures

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

1. Overhead * Drilling and Producing Operations

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

(X ) Fixed Rate Basis. Paragraph 1A. or 
I ) Percentage Basis, Paragraph IB
Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and salaries 
or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under Paragraph 
3A, Section II. The cost and expense of services from outside sources in connection with matters of taxation, traffic, 
accounting or matters before or involving governmental agencies shall be considered as included in the overhead rates 
provided for in the above selected Paragraph of this Section 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:

( ) shall be covered by the overhead rales, or 
(X) shall not be covered by the overhead rates.

iii. The salaries, wages and Personal Expenses of Technical Employees and/or costs of professional consultant services 
and contract services of technical personnel either temporarily or permanently assigned to and directly employed in 
the operation of the Joint Property:

( ) shall be covered by the overhead rates, or 
( X) shall not be covered by the overhead rales.

A. Overhead - Fixed Rate Basis

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

Drilling Well Rate $ 3,500.00 
(Prorated for less than a full month)

Producing Well Rate ! 350.00

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

(a) Drilling Well Rate

(I) Charges for drilling wells shall begin on the date the well is spudded and terminate on the date the drill* 
ing rig. completion rig, or other units used in completion of the well is released, whichever is later, except 
that no charge shall be made during suspension of drilling or completion operations for fifteen (15) or 
more consecutive calendar days.

‘ ' (2) Charges for wells undergoing any type of workover or recompletion for a period of five (5) consecutive
work days or more shall be made at the drilling well rale. Such charges shall be applied for the period 
from date workover operations, with rig or other units used in workover, commence through date of rig 
or other unit release, except that no charge shall be made during suspension of operations for fifteen 
(15) or more consecutive calendar days.

(b) Producing Well Rates

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

(2) Each active completion in a multi-completed well in which production is not commingled down hole shall 
be considered as a one-well charge providing each completion is considered a separate well by the govern­
ing regulatory authority,

(3) An inactive gas well shut in because of overproduction or failure of purchaser to take the production shall 
be considered as a one-well charge providing the gas well is directly connected to a permanent sales 
outlet.

(4) A one-well charge shall be made for the month in which plugging and abandonment operations are com­
pleted on any well. This one-well charge shall be made whether or not the well has produced except when 
drilling well rale applies.

(5) AH other inactive wells (including but not limited to inactive welts covered by unit allowable, lease allow­
able. 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 shall be computed by multiplying the rale cur­
rently in use by the percentage increase or decrease in the average weekly earnings of Crude Petroleum and Gas 
Production Workers for the last calendar year compared to the calendar year preceding as shown by the index 
of average weekly earnings of Crude Petroleum and Gas Production Workers as published by the United States 
Department of Labor. Bureau of l,abor Statistics, or the equivalent Canadian index as published by Statistics 
Canada, as applicable. The adjusted rates shall he the rates currently in use. plus or minus the computed ad­
justment.

B. Overhead - Percentage Basis

(I) Operator shall charge the Joint Account at the following rates:
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(a) Development

Percent ( %) of the cost of development of the Joint Property exclusive of costs provided
under Paragraph 10 of Section II and all salvage credits.

(1j) Operating

 Percent!________________%) of the cost of operating the Joint Property exclusive of costs provided under
Paragraphs 2 and 10 of Section II, all salvage credits, the value of injected substances purchased for secondary 
recovery and all taxes and assessments which are levied, assessed and paid upon the mineral interest in and 
to the Joint Properly.

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

For the purpose of determining charges on a percentage basis under Paragraph IB of this Section III. development 
shall include all costs in connection with drilling, redrilling, deepening, or any remedial operations on any or all 
welts involving the use of drilling rig and crew capable of drilling to the producing interval on the Joint Prop­
erty; also, preliminary expenditures necessary in preparation for drilling and expenditures incurred in abandoning 
when the well is not completed as a producer, and original cost of construction or installation of fixed assets, the 
expansion of fixed assets and any other project clearly discernible as a fixed asset, except Major Construction as 
defined in Paragraph 2 of this Section III. All other costs shall be considered as operating.

2. Overhead - Major Construction * To ^ negotiated at a later date.
To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the expansion of 
fixed assets, and any other project clearly discernible as a fixed asset required for the development 3nd operation of the 
Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall charge the Joint 
Account for overhead based on the following rates for any Major Construction project in excess of $- • — - :-----

A. * % of first $100,000 or total cost if less, plus

B. * nf costs in excess of $100,000 but less than $1,000,000, plus

C. * - - % of costs in excess of $1,000,000.

Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts of a single 
project shall not be treated separately and the cost of drilling and workover wells and artificial lift equipment shall be 
excluded.

3. Catastrophe Overhead

To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due 
to oil spill, blowout, explosion, fire, storm, hurricane, or other catastrophes as agreed to by the Parties, which are necessary 
to restore the Joint Property to the equivalent condition that existed prior to the event causing the expenditures. Operator 
shall either negotiate a rate prior to charging the Joint Account or shall charge the Joint Account for overhead based on 
the following rates:

A____ * % of total costs through $100,000; plus

Bt_________ %of total costs in excess of $100,000 but less than $1,000,000; plus

C_____* % of total costs in excess of $1,000,000.

Expenditures subject to the overheads above will not be reduced by insurance recoveries, and no other overhead provi­
sions of this Section III shall apply,

4. Amendment of Rates

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

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

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all Material move­
ments affecting the Joint Property. Operator shall provide all Material for use on the Joint Property: however, at Operator’s 
option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition of idle and/or surplus 
Material, such disposal being made either through sale to Operator or Non-Operator, division in kind, or sale to outsiders. 
Operator may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus condition A or B 
Material. The disposal of surplus Controllable Material not purchased by the Operator 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 reasons, credit shall be passed to the Joint Account 
when adjustment has been received by the Operator.

2. Transfers and Dispositions

Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the Operator, 
unless otherwise agreed to by the Parties, shall be priced on the following basts exclusive of cash discounts:
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A, New Material (Condition A)

(1) Tubular Other than Line Pipe

(a)Tubular goods, sized 2% inches OD and larger, except line pipe, shall be priced at Eastern mill published 
carload base prices effective as of dale of movement plus transportation cost using the 80.000 pound carload 
weight basis to the railway receiving point nearest the Joint Property for which published rail rates for 
tubular goods exist. If the 80.000 pound rail rate is not offered, the 70.000 pound or 90,000 pound rail rate 
may be used. Freight charges for tubing will be calculated from Lorain, Ohio and casing from Youngstown. 
Ohio.

(b) For grades which are special to one mill only, prices shall be computed at the mill base of that mill plus trans­
portation cost from that mill to the railway receiving point nearest the Joint Property as provided above in 
Paragraph 2.A.(lXa). For transportation cost from points other than Eastern mills, the 30,000 pound Oil Field 
Haulers Association interstate truck rate shall be used.

(c) Special end finish tubular goods shall be priced at the lowest published out-of-stock price, f.o.b. Houston, 
Texas, plus transportation cost, using Oil Field Haulers Association interstate 30,000 pound truck rate, to 
the railway receiving point nearest the Joint Property.

(d) Macaroni tubing (size less than 2% inch OD) shall be priced at the lowest published oul-of-stock prices f.o.b. 
the supplier plus transportation costs, using the Oil Field Haulers Association interstate truck rate per weight 
of tubing transferred, to the railway receiving point nearest the Joint Property.

(2) Line Pipe

. _ (a).Line pipe movements (except size 24 inch OD and larger.with walls V, inch and over) 30,000 pounds or. more___
shall be priced under provisions of tubular goods pricing in Paragraph A.(l)(a) as provided above. Freight 
charges shall be calculated from Lorain, Ohio.

(b) Line pipe movements (except size 24 inch OD and larger with walls 3A inch and over) less than 30.000 pounds 
shall be priced at Eastern mill published carload base prices effective as of date of shipment, plus 20 percent, 
plus transportation costs based on freight rates as set forth under provisions of tubular goods pricing in Para­
graph A.(lKa) as provided above. Freight charges shall be calculated from Lorain, Ohio.

(c) Line pipe 24 inch OD and over and y, inch wall and larger shall be priced f.o.b. the point of manufacture 
at current new published prices plus transportation cost to the railway receiving point nearest the Joint 
Property.

(d) Line pipe, including fabricated line pipe, drive pipe and conduit not listed on published price lists shall be 
priced at quoted prices plus freight to the railway receiving point nearest the Joint Property or at prices 
agreed to by the Parties.

(3) Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliable supply 
store nearest the Joint Property, or point of manufacture, plus transportation costs, if applicable, to the railway - . 
receiving point nearest the Joint Property.

(4) Unused new Material, except tubular goods, moved from the Joint Property shall be priced at the current new 
price, in effect on date of movement, as listed by a reliable supply store nearest the Joint Property, or point of 
manufacture, plus transportation costs, if applicable, to the railway receiving point nearest the Joint Property. 
Unused new tubulars will be priced as provided above in Paragraph 2 A (1) and (2).

B. Good Used Material (Condition B)

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

(1) Material moved to the Joint Property

At seventy-five percent (75%) of current new price, as determined by Paragraph A.

(2) Material used on and moved from the Joint Property

(a) At seventy-five percent (76%) of current new price, as determined by Paragraph A, if Material was originally 
charged to the Joint Account as new Material or

(b) At sixty-five percent (65%) of current new price, as determined by Paragraph A. if Material was originally 
charged to the Joint Account as used Material.

(3) Material not used on and moved from the Joint Property

At seventy-five percent (75%) of current new price as determined by Paragraph A.

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

C. Other Used Material 

(1) Condition C

Material which is not in sound and serviceable condition and not suitable for its original function until after recon­
ditioning shall be priced at fifty percent (50%) of current new price as determined by Paragraph A. The cost of 
reconditioning shall be charged to the receiving properly, provided Condition C value plus cost of reconditioning 
does not exceed Condition B value.
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(2) Condition D

Material, excluding junk, no longer suitable for its original purpose, but usable for some other purpose shall be 
priced on a basis commensurate with its use. Operator may dispose of Condition D Material under procedures 
normally used by Operator without prior approval of Non-Operators.

(a) Casing, tubing, or drill pipe used as line pipe shall be priced as Grade A and B seamless line pipe of com­
parable size and weight. Used casing, tubing or drill pipe utilized as line pipe shall be priced at used line 
pipe prices.

(b) Casing, tubing or drill pipe used ns higher pressure service lines than standard line pipe, e.g. power oil lines, 
shall be priced under normal pricing procedures for casing, tubing, or drill pipe. Upset tubular goods shall 
be priced on a non upset basis.

(3) Condition E

Junk shall be priced at prevailing prices. Operator may dispose of Condition E Material under procedures nor­
mally utilized by Operator without prior approval of Non-Operators.

D. Obsolete Material

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

E. Pricing Conditions

(1) Loading or unloading costs may be charged to the Joint Account at the rate of twenty-five cents (25«) per hundred 
__ weight on_alJ tubular goods movements, in lieu of actual loading or unjoading costs sustained at the stocking

point. The above rate shall be adjusted as of the first day of April each year following January L 1985 by*the same- 
percentage increase or decrease used to adjust overhead rates in Section III, Paragraph l.A(3). Each year, the 
rate calculated shall be rounded to the nearest cent and shall be the rate in effect until the first day of April next 
year. Such rate shall be published each year by the Council of Petroleum Accountants Societies.

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

3. Premium Prices

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

4. Warranty of Material Furnished By Operator

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

V. INVENTORIES

The Operator shall maintain detailed records of Controllable Material.

1. Periodic Inventories, Notice and Representation

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

2. Reconciliation and Adjustment of Inventories

Adjustments to the Joint Account resulting from the reconciliation of a physical inventory shall be made within six 
months following the taking of the inventory. Inventory adjustments shall be made by Operator to the Joint Account for 
overages and shortages, but, Operator shall be held accountable only for shortages due to lack of reasonable diligence.

3. Special Inventories

Special inventories may be taken whenever there is any sale, change of interest, or change of Operator in the Joint Property. 
It shall be the duty of the parly selling to notify all other Parties as quickly as possible after the transfer of interest takes 
place. In such cases, both the seller and the purchaser shall be governed by such inventory. In cases involving a change 
of Operator, all Parties shall be governed by such inventory.

4. Expense of Conducting Inventories

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

B. The expense of conducting special inventories shall be charged to the Parties requesting such inventories, except in­
ventories required due to change of Operator shall be charged to the Joint Account.
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EXHIBIT »D"

Attached to and made a part of that certain Operating 
Agreement dated May 27, 1994, by and between Maralex
Resources, Inc., as Operator, and Norman and Loretta E. 
Gilbreath, as Non-Operators.

INSURANCE

Operator shall at all times during the term of this 
Agreement or an extension thereof, and at all times relative 
thereto, carry insurance to protect the parties hereto as 
follows:

a) Statutory Workmen's compensation Insurance as may 
be required in the state or states where work under this 
Agreement, or activities relative thereto, will be performed, 
plus Workmen's Compensation Insurance as may be required by 
Federal law, if applicable, plus Employer's Liability 

Insurance.

--- ——b) Personal-Injury s—$1,000,000 each occurrence 
and $1,000,000 in the aggregate.

c) Automobile Liability Insurance with bodily injury 
limits of not less than $1,000,000 for death or injury in 
the aggregate, for both company and non-company owned 
vehicles.

d) Insurance coverage of the types and amounts as 
set out in subsections a), b) and c) hereinabove on 
subcontractors, service companies and all others who may have 
been engaged, contracted with or otherwise employed by 
Operator in the performance of this Agreement with such 
insurance coverage to cover the subcontractors, service 
companies or others so employed and all of their employees, 
except that Operator may require each such subcontractor, 
service company or other person or organization to provide 
his, its or their own insurance coverage of the types and in 
the amounts specified hereinabove naming Operator and Non­
operators as additional insureds with waivers of subrogation, 
and such person or organization, under such circumstances, 
shall furnish to Operator Certificates of Insurance as 
evidence of such insurance coverage.

e) Such additional insurance as may be required by
law.

f) Excess Liability Insurance: At the request of
any Non-Operator, or at the insistence of Operator, if in its 
judgement the same is needed, and if the same is available at 
premiums which the Operator in its sole discretion feels are 
justified, umbrella form liability insurance (Excess 
Liability Insurance), covering the parties hereto in 
connection with all operations conducted by Operator or the 
contractor or subcontractors of Operator with combined 
coverage of Two Million Dollars ($2,000,000.00).

g) All insurance required hereby shall be carried 
at the joint expense and for the benefit of the parties 
hereto, except for premiums for automobile public liability 
and property damage insurance covering Operator's fully-owned 
automotive equipment, which shall not be charged to the joint 
account but shall be covered by the flat rate charges 
assessed for the use of such equipment.



h) Should Operator, in its judgement reasonably 
exercised, determine that the same is needed, or should any 
Non-Operator request the same, Operator shall carry fire, 
windstorm, tornado, explosion, vandalism, malicious 
mischief,or other extended peril insurance to protect the 
joint property or the interest of any of the parties herein 
and in such event, such insurance shall be at the joint 
expense if it is obtained to protect the joint property, or 
if it is obtained to protect the interest of less than all 
parties herein, it shall be at their expense.

i) The joint account shall be charged with all 
liabilities and expenditures resulting from any claims, 
damages, or losses against which Operator is not required to 
carry insurance or which exceeds the limits of insurance 
which Operator is required to carry.



EXHIBIT" E ”

GAS BALANCING AGREEMENT

Attached lo and made a pint oMIwt certain Opotaling Agreement, dated 27 , 1994 ....... ..... between
_ _ _ _ _ Maralex Resources, .Inc. . . . . . . . . . . . . . . . . . .  ..asoperate*.
end_ _ _ Norman and Loretta E. Gilbreath •- ______ _______ ctat. as Non-Operator.

I, Oeftnttloft*
A. "Gas" includes imlin.il pis produced Irntn a Well lti.il produces Gas Well Gas, iiieludiinj nil corislilnenl pads ol socli natural gas. 

except liyuid hydrocarbons and condensate recovered by |>iimniy separation ctpiipmenl
8. T>as Well (ins' is qas produced Irum n Well classified as n tins well hy Hie reynlaloiy body having jurisdiction.

C. 'Italnncctl” is Hint r:*>rnlilinn which occurs when n paily herein Ims 1 itkcn (lie snmc |ieiccnlngo of Hie cuimifnlivo volume ol Gas 
production it is entitled In lake pnrsonnl lo the loins ol llin Opeiatiny Agreement

D. "Overproduced’’ is Hie stains ol n pni'y when ihe percentage at IIie cumnlaiivo voturno at Gas taken hy Hint parly exceeds Dial 
party's percentage inleresl ot the volume ol r.utnnlahve Gas production ol all parties lo Hie Operating Agreement under and 
pursuant lo Hie terms ot said Operating Ayioemenl

E. "Ilnrlnpint1iir:r<r is Hie stains id a party when Hie peicenlat|e nl cumulative vnlurue ol Gas taken hy (lint parly is less Ilian Ihat 
parly's percentage inleresl n( the volume ol rurnulalive Gas production ul all parties lo llic Operaliny Agrecmenl under and 
pursuant lo Hie terms ol said Operating Agreement

F. "Well" is rielinrd as each well suhjecl lo the Operating Agieemorl that produces Gas Well Gas II a single Well is completed in 
Iwn or more lescivniis, such Well shall tie considered a sep.ii.ile Well wills lespecl lo, lull only with respect lo, each reservoir 
from which the Gas produced is nol commingled in lire wellbore

II, Application ot this Agreement
the patties lo lire Operating Agreement lo which lliis Gas n.ilniicrntj Agreement is attached own the working or operating interests 
In the Gas underlying Hie Onnlracl Area cnvried hy such Agreement ami ate cnliHcd lo sliaio in Hie [vcrccntages Iherein as staled 
In the Operating Agrecmenl.
In accordance with Hie terms ol lire Operating Agreement, each parly shall lake ils share ol Gas producer! horn the Contract Area 
amt market or olhrrwise dispose ot same In Hie event a parly lipieir; does mil lake in kind or market ils share of Gas or has 
cotdranlnrMn sHI ils share til Gas produced liom ihr Gonlrar.l Area In a purchaser which, at any lime while this Agreement is in rtler.t, tails lo take Hie slimy ul Gas .ilhihulahle lo Hie inleresl ol such parly, lire icons ol tins Gas Ualaiicing Agreement shall- * 
automatically become elleclivo
1 he OperPlot has Iho drily lo control Gas piodm lion and lire responsibility nl administering the provisions ol llrrs Gas Balancing 
Agreemeril Hie Operator shall cause deliveries lo he made In Ihr: Gas pninlinsers at such rales as may he leyinrod lo give ellecl to 
the intent Dial the Gas prnductiun accnuols pi all parlies an:. In Ihe exlenl practicality, lo he or bccume Balanced
the provisions ol lliis Aginun.. sii;dl ho applied in each Well sepmalnly as il each Well was covi'ied by separata but itlenlical
ngreemrols

III, Storing and Making Up Gas Production 
A. Right lo Take and Maiket Gas

Outing any period or periods when any parly hereto does mil Like. Iras no market lor, nr Ihe market nl a parly is not siiHicicnt 
lo lake 11 '.il party's h ill share ol Hie Gas produced from any Well locnled no ll.o Gnnltacl Area, or such pmty's purchaser

otherwise tails to lake such parly's shine ol Gas produced I.. any such Well localtnJ on Hie Contract Area, reselling in such
party becoming t (rulerproduced (such paily heirig herein relouel lo as an 'I htdeipindoreri party") Ihe oilier party or parlies 
shall he eoliHnd. tail nol lo'iuiied. In piodori! liom said Well on IIle Oinhnd Aiea (ami lake or deliver Irr their respective 
pinchasoi(s) each monlti. all nr a pail nl that pnrhini nl Ihr: allowable tins produolion assigned In such Well by the iet|iiln1ocy 
tardy Iinvnii] |iirisdit.li(iit Any parly sir lakirir) ni iti-livi-iriir| Gas which irsnlis in such parly hecomim) Overproduced is herein 
trier red In as an 'Ovcipiodni nl parly" Irrespective ul ihe oilier provisions hereol, no Overproduced parly may. willuml Ihe 
express wiillen approval ot Ihe I liiderpioifui ml paily. lake or maiknl Gas in i|iiatihlies in exi.ess nl 15(1% ot sui ti Oveiptnthicrd 
parly's share ol Ihe Gas allowable assigned hy Ihe rrqutnlniy tardy having jurisdiction ovei sur.ti Well or 150% ul such parly's 
share ol Ihe liven cnuenl deliverahihly ”1 lire Well including asscoaleil pipeline pressure, whichever is Ihe lesser guanlity ol Gas.
Ihnse parlms which aie capable nl Inking and/nr markelmg ■ pi;u.1 ■ Iu-^ ol G;is atlnenlile In an Urir[r:rpiodnce<l parly, in Ihe 
absence ol any oilier agrrcmeiil between Hn-ni. shall each lake a share ol the Gas allilhnlcd to Hie Underproduced parly or 
parlies in lire direct proportion dial Iheir irspeclivc inleiesls lieai In the tolal inleresl ul all parlies Inking Gas who are also 
considered Overproduced
Alt parlies herein shall slime in and own IIh: lirpiid hydmcnitains rer nvoted tuini such (‘.as hy primary separation rguipuicol in 
accordance with their respective inleiesls and snhjoc I In Ihe terms ol the above described Operaliny Agreement, whelber or not 
such parlies are actually taking and/or marketing Gas nl such lirne

0. Making Up Underproduction
Each paily tailing lo market ils Share ol the lulnl volume nl Gas pinrluceil oi tailing lo lake ils hill share ol the lol.il volume ol 
Gas produced shall he considered I iMileip'ndiicrd nod shall he in-.Mr-.l with tins m slornye erpral lo ils percentage share ol Ihe lol.il volume ol Gas prndirrrd under Hus Ayjeiunonl. less lh.il portion ol Hie Gas aulually marketed or taken by such parly. Gas 
used in operations, vented, or losl
Any Underproduced parly shall endeavor In I >ring t)s taking ol (Ins ruin a Malar iced cnridihnn t l|Hin wnllen nolicc lo Ihe 
(Iphintui. any t lrHlriptiHiur.nl paily may HhuimIIi'i hri|in l.ikiui) m drlivi'imij In ils pur chasm ils lull slum: ol Ihr: Gas produced 
horn a Well (less any used m npeialHiiis, vmiled. or Inst) To allow lor Ihe recovery ol Gas In storage and lo balance Hie Gas 
accounl nl lire parties in accordance with Ita'ir u:s|ieclive inleiesls. an I Imleipindnrerl paily shall be enlillcd lo lake nr deliver to 
a purchaser ils lull shine ot Gas pnidm nd trrnii such Wr.|| (less any used in nperalions. venled. nr lost) plus, (i) Inc lire riionlhs 
ol March. April. May, .lime. .July.. August, September and October only of any calendar year (luring which lliis ayrcemeul may tie 
in place, an amount up lo an nddilinnal [illy pcrccnl triO%) ol Ihe rnnnllily <|iianhly ol Gas alltihulalile lo lire Overproduced parly 
or parlies, or |ii) lor Ihe nionltis nl Movemher. December. .lanuniy ami rrhruary only pi any calendar year or years during which 
Mils agreemenl may tie in plarre. an amount up lo an n.Mil.omrl iwenly Jrve imirerrl (?5%) nl the iiHiulhly r|iianlrty ol Gas 
atliihiitahle In Ihe < )vei|>rni|iiced p.-tily or parlies It mom Ilian one I Indeiproduced parly is entitled lo lake additional Gas. they 
shat! divide Ihe nddilinnal Gas in pmpndiirn In Ita'ir ir-spci.tivr: I Indio producer I acrnunls 1 lie lit Si Gas marie up shall ta:

- assumed lo he Hie li'SI Gas Underproduced
C. Gut Balance deporting

Each paily taking Gas shall furnish or cause lo In: hinnshcrl In thy Opmalui a mnnlhly wiillen statement o! Gas volumes taken and Hie idcohly ol its Gas pmrhnsni. H any, no later than thirty (.id) riays altei the ptndui.tam month Opcintoi Shalt nut tic 
reguirerl to adjirsl 'Is Gas accounting statements reller Imrj a ilillrnrnl Gas purchaser until lliy tiisl day of Ihe month Inflowing 
Ihe monlh in winch such notice is received hy Hie Operator Ihe Opeialm will maintain appropriate accounting on a moulhly 
anil nitiintalivo basis ol lire goaiilllies ol Gas each parly is entail'd In lake nml/or markcl am) Iho r|ij,inli1ios nl (3ns taken aod/or 
iii.nketert hy each ol lire parlies lo Iheir irspnchve Gas purchasers With rasped lo Gas purchased horn or linnspoitad tor more 
than one paily by or Ihmutjh one pipeline ennni'di’il In ihe Well, each paily sellmy In nr transporting |lmmi|h such one pipeline 
shall (inrush (n Operator or cause Hie pipeline owner In Inruish In Operator moulhly volume statements showing the split ol 
ownership thioni|h such pipeline's sales or pipeline inlet meter iliiunri the piecediiii) calendar rnonlh Within ninety (90) days 
altar Hie end ol each producing calendar month. Ihe taper,iloi shall luinish each parly a statement showing Ihe stains ol Ihe 
Overproduced and lliirlciptodoerd accrmuls ol all parlies
lo delrrmine respective volumes ol Gas taken hy sepmalr' Gas pnH'tine'. r onnederl In Ihe Well, urnasuremenl ol Gas lor 
evr-rpoHlm Iron and unduipuidiiclnm shall lie ar.r.onipli-ili-d hy use nl sales im'lers ami lease measurement er|ui|»ncn1 which

___ shall he til accyolance witli At5A leriiineMieiils - — - _- ____—- __
r-v h parly lo Hus agreement agrees lhal i| will mil utilize any . ... I.rhlncied heuam.ler lor any (rurposc oilier Ilian
implementing or adrmnis1eiin<| Ihe terms ol tins G.is Malam ing Arp.riiit'iil



D. Royalty and Production Tai 1

At all times while Gas is produced from the Contract Area, unless otherwise required by any Slate or Federal law or regulations, 
each parly shall pay or cause lo be paid all royalty due and payable on its share of Gas production as if each party were taking' 
or delivering to a Gas purchaser its share o! Gas production. Each party agrees to hold each other party harmless from any and 
ell claims for royalty payments asserted by its royalty owners. Ttie term "royalty owner" shall include owners ol royalty, 
overriding royalties, production payments, and similar interests payable out of production.

Each party producing and taking or delivering Gas to its Gas purchaser shall pay. or cause to be paid, all production and 
severance taxes due on ail volumes of Gas actually taken or sold by such party.

IV. Cash Settlement 

A. Votume/Vetue
If. af the permanent termination of production of Gas from a Well located on the Contract Area, or change in ownership as 
described <n Paragraph IV D. below, an Imbalance exists between the parties, a cash seltlemenl of the imbalance between the
Eartles relative to such Well shall be made. The amount ol the cash settlement will be limited lo the proceeds actually received 
y the Overproduced party or parties at the lime of overproduction, less transportation and applicable treating charges and 

production and severance taxes paid on such overproduction. Royalty shall only be deducted from such proceeds attributable to 
the overproduction if actually paid lo royalty owners by the Overproduced party or parties. No interest shall be added to any 
cash settlement hereunder. If there is more than one Overproduced party, the cash settlement shall be based on a weighted 
average of the proceeds actually received as above described by all Overproduced parties. It the Overproduced party or parties 
did not sell its Gas. such Gas will be valued in the same manner used for royalty calculation purposes when produced. That 
portion of the monies collected by the Overproduced party or parties which is subject to refund by orders of the Federal Energy 
Regulatory Commission ("FERC") may be withheld by the Overproduced parly or parties until such prices are fully approved by 
FERC, unless the Underproduced party or parlies furnish a corporate undertaxing acceptable to the Overproduced party or 
parties agreeing to hold the Overproduced party or parties harmless from financial loss due to refund orders by FERC.

B. CollecHon and Distribution

Operator shall provide within thirty (30) days of permanent termination of Gas production a final accounting of Ihe Gas balance 
to all parlies hereto. Overproduced parties, within thirty (30) days of receipt of the final accounting of the Gas balance, shall 
provide Operator with a monthly statement of revenue and volume lor each month during which overproduclion occurred that 
has not been made-up! Within thirty (30) days after the receipt of such monthly stalements from Overproduced parties. Operator 
shall calculate and Invoice each Overproduced party (or its share of the cash settlement, based on said revenue and volume 
statements, due each Underproduced party. Overproduced parties shall make seltlemenl, based on the invoiced amount, lo the 
Operator within thirty (30) days after receipt of said invoice. Such payment shall relieve an Overproduced party of liability lo any 
other party for Ihe sums paid. Operator shall promptly distribute the funds it receives to the Underproduced parties in that 
proportion that each Underproduced party's volume of Gas in slorage bears lo Ihe total of all Underproduced parties volumes of 
Gas in storage. Operator agrees that it will not utilize any information obtained pursuant to this Section IV of this Gas Balancing 

’' Agreement for any purpose other than Implementing or administering the lerms of this Gas Balancing Agreement. - —

C. Responsibility and Liability for Collection

Operator shall nol be liable lo any Underproduced party (or the failure of any Overproduced party lo pay any amounts owed 
pursuant to Ihe terms hereof. In the event that any party (ails to pay any sum due under Ihe terms hereof after demand therefor 
by the Operator, the Operator may turn responsibility for Ihe collection of such sum lo the party or parties to whom It is owed, 
and Operator shall have no further responsibility in the event that such sums are not paid. Any party shall have Ihe right alter 
expiration of thirty (30) days after Operator shall have provided a final accounting ol the Gas balance to all parties hereto to 
demand on thirty (30) days advance written notice lo both Operator and all Overproduced parties that any payments due to 
such party tor sucn party's Underproduced volumes shall be paid directly to such party by the Overproduced party(s), rather 
lhan being paid through Operator. In Ihe event that any Overproduced party pays to Operator any sums due lo an 
Underproduced party at any time afler thirty (30) days following the receipt ot such written notification of a demand that such 
Underproduced party receive such payment directly, the Overproduced party(s) shall conlinue lo be liable lo such 
Underproduced party for any sums so paid, until such payment is actually received by such Underproduced party. In no event 
shall Operator be liable or responsible lor any amount of cash settlement based on a value asserted by an Underproduced party 
different than the value calculated based on the revenue and volume statements provided by the Overproduced party or parties.

O. Ownership Changet
In the event an Overproduced party intends to sell, assign, exchange or otherwise transler any of its interest in a Well located on 
Ihe Contract Area, such Overproduced party shall notify in writing the other working interest owners who are parlies hereto in 
such Well of such facl wilhln forty-five (45) days prior to closinq the transaction. Any Underproduced party may demand of such 
Overproduced party in writing, within twenty (20) days' afler receipt ol the Overproduced party's notice of intent to sell, assign, 
exchange or otherwise transfer its interest in a Well, a cash settlement ol its underproduction attributed to such Overproduced 
party's overproduction In the Well. Any Underproduced party electing to cash settle with the Overproduced party shall thereby 
indemnify and hold Ihe Overproduced party harmless againsl any causes ol action, claims, losses or other actions which may be 
claimed by any third party, including, but nol limited to. any purchaser of Ihe Gas ol the Underproduced party, as a result of the 
cash settlement. The Operator shall be notified of any such demand and of any cash seltlemenl pursuant to Inis Paragraph 
IV.D.. and the Gas balance accounts of the parties shall be adjusled accordingly. Any cash seltlemenl pursuant lo this 
paragraph IV.D. shall be on the same basis as otherwise set forth in paragraphs IV.A. Ihrough IV.C. hereof.

The provision of this Paragraph IV.D. shall not be applicable in the event an Overproduced party has mortgaged Us interests, or 
disposed of Us inlerests by merger, reorganization, consolidation, or sale ol substantially all of ils assets to a subsidiary or 
parent company, or lo any company in which any parent or subsidiary owns a majority ot the stock of such company.

V. Miscellaneous 

A. Term
This Agreement shall remain in force and effect as long as the Operating Agreement to which it Is attached remains In force and 
effect, and thereafter until the Gas balance accounts between the parties are settled in full, and shall inure to the benefit of and 
be binding upon the parties hereto, their heirs, successors, legal represenlatives and assigns.

6. Expenses
Nothing herein shall change or affect each party's obligations to pay its proportionate share of all costs and liabilities incurred In 
operations on the Contract Area as its share thereof is set forth in the Operating Agreement lo which this Agreement is 
attached.

C. Well Tests
Nothing herein shall be conslrued lo deny any party the right, from time to time, to produce and lake or deliver to its Gas 
purchaser up to 100% of the entire Well stream lo meet the deliverability test required by Us Gas purchaser, provided that such 
tests are reasonable in light of overall industry standards.

D. Monitoring of Takes of Production
Each parly shall, at all times, use its best efforts lo regulate ils lakes and deliveries from each Well on said Contract Area so that 
no Well will be shut-in tor overproducing the allowable assigned thereto by the regulatory body having jurisdiction. Additionally, 
each parly shall communicate, as necessary, the contents of this agreement to its respective Gas purchaser(s) or transporter(s) 
and shall monitor its deliveries to its respective Gas purchaser(s) or transporter(s) so as lo ensure to the greatest extent 
practicable (hat ils Gas purchaser(s) or iransporter(s) does not lake Gas in excess of the quantities provided for herein.

Afttt —iiyw



EXHIBIT *F’

Attached to and made a part of that certain Operating Agreement dated May 27, 1994 
by and_between Maralex Resources, Inc., as Operator, and Norman and Loretta E 
Gilbreath, as Non-Operators.

EXECUTIVE ORDER 11246 AND EXECUTIVE ORDER 11598

WWISKJHS OF SECTION 111 OF OB33TOE OTOE* UW

"(1) The contractor will not discriminate against any eoployee or applicant for arploymt became of 
race, color, religion, eat or national origin. The contractor will take affirmative action to etsuro that 
anllcmita are nployed, and that eaployeea an treated during erployment, without regard to their rani, 
color, religlcrt, sex or national origin. Such action ahall Include but not be limited to the following! 
eoployrent, tggredlng, denotion, or tranaferi recruitment advertising! layoff or termination! rates of pay 
or other forms of corpensetioni and selection for training, including apprenticeship. The contractor 
agrees to peat In conspicuous places available to eiployeea and applicants for eiploymmt, notices to be 
provided by the contracting officer setting forth the provisions of this non-dlscrladnation clause.

(2) The contractor will, in all solicitations or advertlsmoita for erployeea placed by or on behalf 
of the contractor, state that all qualified applicants will receive consideration for ttplcyment without 
regard to race, color, religion, sex or national origin.

(3) The contractor will terd to each labor unicn or repressrtatlve or workers with which he has a 
collective bargaining agreomt or other contract or understanding, a notice, to be provided by the agney 
contracting officer, advising the labor tnlcn or workers' representative of the contractor's camdOrentl 
inder Section 202 of Executive Order fa. 11246 of Septerfcer, 24, 1965, and shall post copies of the notice 
In conspicuous places available to employees and applicants for enploymsit, . ________ _

(4) The contractor will carply with all provisions of Executive Order fa. 11246 of Sept. 24, 1965, 
erd of the rules, regulations, and relevant orders of the Secretary of Labor.

(5) The contractor will furnish all information and reports required by Executive Order fa. 11246 of 
Septarber 24, 1965, and by the rules, regulations, and orders of the Secretary of Labor, or pur Blunt 
thereto, and will permit access to his books, records, and accounts by the contracting agency and the 
Secretary of Labor for purposes of Investigation to ascertain carpi Lance with such rules, tegulatitxis, and 
orders.

(6) In the evwit of the contractor*! nenecnpllance with the non-discrimination clauses of this 
contract or with any of such rules, regulations, or orders, this contract nay be cancelled, terminated or 
suspended In whole or in part aid the contractor may be declared Ineligible for further Govemnent con­
tracts In accordance with procedures authorized in Executive Order fa. 11246 of Sept. 24, 1965, and such 
ether sanctions tray be inposed and reredies invoked as provided In Executive Order fa. 11256 of Septeober 
24, 1965, or by roie, regulation, or order of the Secretary of labor, or as otherwise provided by Lew.

(7) The cm tractor will Include the provisions of Paragraph (1) through (7) in every srAecntract or 
purchase order irless exacted by roles, regulations, or orders of the Secretary of labor issued pursumt to 
Section 204 of Executive Order fa. 11246 of Sept. 24, 1965, so that such provisions will be binding ipen 
each rirccntractor or vendor. The contractor will take such actlm with respect to any subcontract or 
pjrchase order aa the contracting agency may direct as a means of enforcing such provisions including 
•motions for ncncaipllancei Provided, heaver, that in the eveit the contractor becares Involved in. or Is 
threatened with, litigation with a siijantractor err vendor aa a result of such direction by the contracting 
agency, the contractor may request the Ihited States to enter Into such litigation to protect the Interests 
of the ttiited States

EXECUTIVE ORDER 11598, 41 CFR 50-250

LISTING JOB VACANCIES WITH THE FEDERAL-STATE EMPLOmEJir SERVICE SYSTEM

“As provided by 41 CTR 50*250, the contractor agrees that all employment openings of the contractor 
which exist at the tire of the execution of the contract, and those which occur during the performance of 
this contract. Including those not generated by the contract and Including those occurring at an establish­
ment of the contractor other than the one wherein the contract la being performed but excluding those of 
Independently coerated corporate affiliates, shall to the nrctlmm extent feasible, be offered for listing at 
an sfgrrtprlate local office of the State Ehploymsrt Service System wherein the opmlng occurs aid to provide 
such periodic reports to such local office regarding erploymmt openings and hires as may be required! 
Provided, that this provision shall not apply to opwiing* which the contractor fills firm within the con­
tractor's organization or are filled pursuant to a customry and traditional erplqyer-mlon hiring arrange­
ment and that the Hating of erployment openings shall Involve only the normal obligations which attach to 
the placing of Job orders."

'“The contractor agree* further to place the above provision In any subcontract directly under this 
contract.1*

"The above two etauaee ahall not be operative when the contract or subcontract is for m errant less 
than $10,000.00, or which will generate leas than 400 man-days of erployment within the contractor's or 
srh-ccntractor's organization or whan the provisions of 41 CFR 50-250 are not otherwise applicable hereto. 
Each man-day consists of ery day during which an erployee perform acre than one hour of writ."
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cErnst & Young Contacts in Oil 

and Gas Producing Areas

National Director of Energy Services 
Charles O. Buckner 

1221 McKinney. Suite 2400 
Houston. Texas 77010

, j i Alabama 
•t I ■ Birmingham

Lucien P. Mistrot. Jr.
! .(205)251-2000

California 
Los Angeles 
Barry Schehr 
(213)977-3330 
San Francisco 
Timothy R. Crichfield 
(415)951-3207

Oklahoma
Oklahoma City 
Richard D. Com 
(405)278-6802 
Tulsa
Porter R. Shults 
(918)560-3610

Pennsylvania 
Pittsburgh 
Albert J. D'Alo 
(412) 644-0402

* .
f 'i

i

Colorado
Denver
Robert C. Caller 
(303) 628-4378

Kansas
Wichita
Robert R. Crawford 
(316)265-9537

Kentucky 
: Louisville
1 Thomas E. Schoenbaechter 
(502)585-1400

Louisiana 
New Orleans 
Philip J. Gunn 
(504)581-4200

Ohio
Cleveland 
Phillip A. Peters 

i (216) 861-8803 
' Canton 
Ronald J. Manse 
(216)455-5555

Texas 
Dallas 
Jack Morris 
(214 ) 969-8421 
Fort Worth 
J. Turner Almond 
(817)878-7112 
Houston 
Terrv Klebe 
(7)3)750-8160 
San Antonio 
Paul Mangum 
(512)554-0306

Utah
Salt Lake City 
Ronald M. Aoki 
(801)350-3360

Virginia
Fairfax
Michael F. Prendergast 
(703)846-5990

West Virginia 
Charleston 
Paul E. Arbogast 
(304)343-897!
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U.S. Department of Interior 
Geological Survey Circular 860 

Regional Designations

i

i

1A

•>
:a

X

5

h

\ Alaska
I Alaska < )INhnro 
1 Pacific (*»>asl 
Pacific Coast Offshore 
Colorado Plateau..Basin, and,Range 
Rocky Mountains and Northern Great Plains 

j West Texas and Eastern New Mexico 

| Gulf Coast

6A Gulf of Mexico
6M Gulf Coast—Inland Marine*
7 Mid-Continent
8 Michigan Basin
9 Eastern Interior
10 Appalachians
11 Atlantic Coast
11A Atlantic Coast Offshore

•Added to designate inland marine activity for survey purposes

The United States has not resolved its offshore boundaries with other States concerned. 
The lines on this chart are for purposes of illustration only and do not necessarily reflect 

the position or views of the United States with respect to the boundary involved.
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Colorado Plateau, Basin, and Range 3
Oil Wells

■i

Monthly Drilling Well Rates Monthly Producing Well Rates

1993 1992 1993 1992

Responses 
'[993 1992 Depth in Feet

Mean Median Mean Median Mean Median Mean Median

6 9 0 - 5.000 $5,778 $5,000 $4,688 $4,500 $387 $398 S49l $441
6 7 5.001 - 10.000 6,122 6,000 4,436 4,000 547 550 391 350
3 2 10.001 - 15.000 7,491 6,982 7,060 7,060 1,010 800 503 503
1 1 15.001 - 20.000 6,982 6,982 7,060 7,060 697 697 705 705
1 ] 20.001 - 7,857 7,857 7.944 7,944 787 787 796 796
1 No Depth Limit 7,426 7,426 6.005 6.005 - 626 626 542 542
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Colorado Plateau; Basin, and Range 3
Gas Wells

Monthly Drilling Well Rates Monthly Producing Well Rates

1993 ; 1992 1993 1992

Responses 
993 1992 Depth in Feet

Mean Median * Mean Median Mean Median Mean Median

8 14 0 - 5.000 $4,465 $4,000 $3,882 $4,000 $393 $395 $342 $335

4 10 5.001 - 10.000 5,830 6,110- 5,012 4.750 537 505 440 390

3 2 10.001 - 15.000 6,982 6,982 7.060 7.060 627 593 653 653

1 1 15,001 - 20.000 6,982 6,9821 7.060 7.060 697 697 705 705

1 1 20,001 - 7,857 7,857 7.944 7.944 .787 787 796 796

1 1 No Depth Limit 7,426 7,4261 7.509 7.509 655 655 662 662



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. 11007 
ORDER NO. R-10154

APPLICATION OF MAR ALEX RESOURCES, INC. FOR COMPULSORY POOLING, 
SAN JUAN COUNTY, NEW MEXICO.

ORDER OF THE DIVISION

BY THE DIVISION:

This cause came on for hearing at 8:15 a.m. on June 23, 1994, at Santa Fe, New 
Mexico, before Examiner Michael E. Stogner.

NOW, on this iQth day of July, 1994, 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. Further, notice has been given to, 
and the Division has jurisdiction over, those parties listed on Exhibit "A", attached hereto 
and made a part hereof.

(2) At the time of the hearing this case was consolidated with Division Case No. 
11006 for the purpose of testimony.

(3) The applicant, Maralex Resources, Inc. (''Maralex"), seeks an order pooling 
all mineral interests in the Basin-Fruitland Coal Gas Pool, listed on said Exhibit "A" that 
have not agreed to voluntarily pool their interests, underlying Lots 3, 4 and 5 and the E/2 
SW/4, N/2 SW/4 and SW/4 SE/4 (S/2 equivalent) of Section 19, Township 30 North, Range 
11 West, NMPM, San Juan County, New Mexico, forming a 326.26-acre gas spacing and 
proration unit for said pool.

(4) The applicant proposes to dedicate said unit to the Flora Vista "19" Well No. 
2 to be drilled at a standard coal gas well location in the SW/4 of said Section 19.



Case No. 11007
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(5) The applicant has a right to develop the subject unit and produce coal gas 
underlying same, at this time however, not all interest owners in the proposed gas spacing 
and proration unit have agreed to pool their interests.

(6) At the time of the hearing Maralex requested that SG Oil & Gas Interests be 
named as the contract operator of the proposed well and unit,

(7) Norman L. and Loretta Gilbreath of Aztec, New Mexico, joint interest owners 
in the proposed 326.26-acre gas spacing and proration unit, appeared at the hearing on their 
own behalf.

- (8) - To avoid the drilling of unnecessary wells, to protect.correlative rights,.to
prevent waste and to afford to the owner of each interest in said unit the opportunity to 
recover or receive without unnecessary expense his just and fair share of the gas in said 
pool, the subject application should be approved by pooling all mineral interests of all parties 
within said unit over whom the Division has jurisdiction.

(9) The applicant’s contract operator, SG Oil & Gas Interests, should be 
designated the operator of the subject well and unit.

(10) Any non-consenting working interest owner pooled by this order should be 
afforded the opportunity to pay his share of estimated well costs to the operator in lieu of 
paying his share of reasonable well costs out of production.

(11) Any non-consenting working interest owner pooled by this order who does not 
pay his share of estimated well costs should have withheld from production his share of 
reasonable well costs plus an additional charge for the risk involved in the drilling of the 
well.

(12) Based on precedent established in compulsory pooling cases in the Basin- 
Fruitland Coal Gas Pool, a 156 percent risk penalty has been established as being proper for 
wells within said coal gas pool.

(13) Any non-consenting interest owner whose interest is pooled by this order 
should be afforded the opportunity to object to the actual well costs but actual well costs 
should be adopted as the reasonable well costs in the absence of such objection.

(14) Following determination of reasonable well costs, any non-consenting working 
interest owner pooled by this order who has paid his share of estimated costs should pay to
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the operator any amount that reasonable well costs exceed estimated well costs and should 
receive from the operator any amount that paid estimated well costs exceed reasonable well 
costs.

(15) $ 3500.00 per month while drilling and $ 350.00 per month while producing 
should be fixed as reasonable charges for supervision (combined fixed rates); the operator 
should be authorized to withhold from production the proportionate share of such supervision 
charges attributable to each non-consenting working interest pooled by this order and, in 
addition thereto, the operator should be authorized to withhold from production the 
proportionate share of actual expenditures required for operating the subject well, not in 
excess of what are reasonable, attributable to each non-consenting working interest pooled

-----by this order.-------------- ------------- -------------  ..

(16) All proceeds from production from the subject well which are not disbursed 
for any reason should be placed in escrow to be paid to the true owner thereof upon demand 
and proof of ownership.

(17) Upon the failure of the operator of said pooled unit to commence drilling of 
the well to which said unit is dedicated on or before November 1, 1994, the order pooling 
said unit should become null and void and of no further effect whatsoever.

(18) Should any of the parties to this force-pooling reach voluntary agreement, this 
order should thereafter be of no further effect as to those parties.

(19) The operator of the well and unit should notify the Director of the Division 
in writing of the subsequent voluntary agreement of any party subject to the force-pooling 
provisions of this order.

IT IS THEREFORE ORDERED THAT:

(1) All mineral interests, whatever they may be, in the Basin-Fruitland Coal Gas 
Pool, owned by parties over whom the Division has jurisdiction as identified in Exhibit "A", 
attached hereto and made a part hereof, underlying Lots 3, 4 and 5 and the E/2 SW/4, N/2 
SE/4 and SW/4 SE/4 (S/2 equivalent) of Section 19, Township 30 North, Range 11 West, 
NMPM, San Juan County, New Mexico, are hereby pooled to form a 326.26-acre gas 
spacing and proralion unit to be dedicated to the Flora Vista "19” Well No. 2 to be drilled 
at a standard coal gas well location in the SW/4 equivalent of said Section 19.
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PROVIDED HOWEVER THAT, the operator of said unit shall commence the 
drilling of said well on or before the first day of November, 1994, and shall thereafter 
continue the drilling of said well with due diligence to a depth sufficient to test the Basin- 
Fruitland Coal Gas Pool.

PROVIDED FURTHER THAT, in the event said operator does not commence the 
drilling of said well on or before the first day of November, 1994, Decretory Paragraph No. 
(1) of this order shall be null and void and of no effect whatsoever, unless said operator 
obtains a time extension from the Division for good cause shown.

PROVIDED FURTHER THAT, should said well not be drilled to completion, or 
' "“ abandonment, within 120 days after commencement thereof, said operator shall appear before 

the Division Director and show cause why Decretory Paragraph No. (1) of this order should 
not be rescinded.

(2) SG Oil & Gas Interests, contract operator for Maralex Resources, Inc., is 
hereby designated the operator of the subject well and unit.

(3) After the effective date of this order and within 90 days prior to commencing 
said well, the operator shall furnish the Division and each known working interest owner in 
the subject unit an itemized schedule of estimated well costs.

(4) Within 30 days from the date the schedule of estimated well costs is furnished 
to him, any non-consenting working interest owner whose interest is pooled by this order 
shall have the right to pay his share of estimated well costs to the operator in lieu of paying 
his share of reasonable well costs out of production, and any such owner who pays his share 
of estimated well costs as provided above shall remain liable for operating costs but shall not 
be liable for risk charges.

(5) The operator shall furnish the Division and each known working interest 
owner an itemized schedule of actual well costs within 90 days following completion of the 
well; if no objection to the actual well costs is received by the Division from a party subject 
to this order and the Division has not objected within 45 days following receipt of said 
schedule, the actual well costs shall be the reasonable well costs; provided however, if there 
is an objection to actual well costs within said 45-day period the Division will determine 
reasonable well costs after public notice and hearing.

(6) Within 60 days following determination of reasonable well costs, any non­
consenting working interest owner pooled by this order who has paid his share of estimated
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costs in advance as provided above shall pay to the operator his pro rata share of the amount 
that reasonable well costs exceed estimated well costs and shall receive from the operator his 
pro rata share of the amount that estimated well costs exceed reasonable well costs.

(7) The operator is hereby authorized to withhold the following costs and charges 
from production:

(a) The pro rata share of reasonable well costs attributable to each non­
consenting working interest owner pooled by this order who has not 
paid his share of estimated well costs within 30 days from the date the 
schedule of estimated well costs is furnished to him; and

(b) As a charge for the risk involved in the drilling of the well, 156 
percent of the pro rata share of reasonable well costs attributable to 
each non-consenting working interest owner pooled by this order who 
has not paid his share of estimated well costs within 30 days from the 
date the schedule of estimated well costs is furnished to him.

(8) The operator shall distribute said costs and charges withheld from production 
to the parties who advanced the well costs.

(9) $ 3500.00 per month while drilling and $ 350.00 per month while producing 
are hereby fixed as reasonable charges for supervision (combined fixed rates); the operator 
is hereby authorized to withhold from production the proportionate share of such supervision 
charges attributable to each non-consenting working interest pooled by this order and in 
addition thereto, the operator is hereby authorized to withhold from production the 
proportionate share of actual expenditures required for operating such well, not in excess of 
what are reasonable, attributable to each non-consenting working interest pooled by this 
order.

(10) Any unleased mineral interest shall be considered a seven-eighths (7/8) 
working interest and a one-eighth (1/8) royalty interest for the purpose of allocating costs 
and charges under the terms of this order.

(11) Any well costs or charges which are to be paid out of production shall be 
withheld only from the working interest’s share of production, and no costs or charges shall 
be withheld from production attributable to royalty interests.

(12) All proceeds from production from the subject well which are not disbursed 
for any reason shall be placed in escrow in San Juan County, New Mexico, to be paid to the
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true owner thereof upon demand and proof of ownership; the operator shall notify the 
Division of the name and address of said escrow agent within 30 days from the date of first 
deposit with said escrow agent.

(13) Should any party to this force-pooling reach voluntary agreement subsequent 
to entry of this order, this order shall thereafter be of no further effect as to such party.

(14) The operator of the subject well and unit shall notify the Director of the 
Division in writing of the subsequent voluntary agreement of any party subject to the force- 
pooling provisions of this order.

(15) 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.
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FLORA VISTA "19" WELL NO. 2

List of Owners and Status of Participation 
in the S/2 equivalent of

Section 19, Township 30 North, Range 11 West, NMPM, 
San Juan County, New Mexico.

Owner % of Unit . '■ Status

San Juan Resources
.Suite 400 ________

1801 Broadway
Denver, CO 80202

'9.63750% Farmout to Maralex "

David DiTirro
531 McKinley Avenue
Ft. Lupton, CO 80621

16.06250% Farmout to Maralex

George Taoka
3127 Weld County Road H9 
Hudson, CO 80642

14.45625% Farmout to Maralex

James Martin
RR 1, Box 32
Council Grove, KS 66846-9759

11.24375% Farmout to Maralex

Norman Gilbreath and
Loretta E. Gilbreath

P.O. Box 208
Aztec, NM 87410

48.60000% Seek Compulsory Pooling

100.00000%


